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ABSTRACT 

Appropriate risk management in projects counts for at least 50% of its success. As such, clearly 

identifying, qualifying, determining the risk probability and giving adequate responses is the 

base for risk management. However, attributing a risk responsibility between present parties 

i.e. the owner and the contractor will enable a better control of the risk. The aim of this paper 

is to show who takes responsibility of a risk between the owner and the contractor. The owner 

and the contractor can either assume all risk solely, they can share the risk evenly or split it 

based on which party can best manage the risk. The result of the analyses carried out shows 

that, it is better to split the risk based on who is best able to manage it or share the risk among 

both parties, depending on the type of contract and risk.  The paper goes further to give some 

recommendations on how to reduce risk occurrence. 

Keywords: Risk management, Contractor responsibility, Owner responsibility, Project risks, 

Responsibility, Risks, Parties, Contractor and owner responsibilities, Best able to manage 

 

INTRODUCTION 

It is a natural tendency to worry about risks. The PMI define risks as “an uncertain event or 

condition that, if it occurs, has a positive or negative effect on a project's objectives.” 

Therefore, to successfully manage a risk, it must first be identified, assessed, prioritized and 

later acted for. So, identifying risks in projects helps the project manager to anticipate 

responses or avoid bad scenarios, that might lead to an early closure of the project. A clear risk 
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owner and risk “actionee”3 should therefore be identify, to better attribute responsibility 

between the owner and the contractor.  

“A project owner bears the owner rights and owner responsibilities of the project”4. The 

business dictionary defines the contractor as an independent entity that agrees to furnish 

certain number or quantity of goods, to another independent entity called project owner. As 

such, there are generally at least two parties in contracts, and depending on the risk type, one 

or both parties take responsibility, as risks could be potential loss for the project. This can 

either be the contractor or the project owner.  

Moreover, “Project success depends, among other factors, on the ability to successfully 

manage the interaction between the key stakeholders—namely, the project owners and 

management team of each project”5. It is therefore not bold to say project success highly 

depend on the ability of both the contractor and the owner to take appropriate corrective 

actions vis-à-vis a risk in a project, to help reduce its chances of occurring. 

However, should the risk occur, someone must take responsibility for it. The project owner or 

the contractor? The aim of this paper is to answer the following questions: 

- What are the limits of the owner’s responsibility in risk management? 

- What are the limits of the contractor’s responsibility? 

- In which case both parties can manage risk together based on who can best manage the 

risk? 

- In which case can both parties they can split the risk? 

- What actions should be taken to reduce risk occurrence on both the contractor and the 

owner side? 

The above questions can be summarized into two main questions: Should risk occur in projects, 

who takes responsibility? 

The expected result of this paper is, on the one hand to show the responsibility of each party in 

risk management approach and on the second hand, to recommend preventive actions to 

reduce risk for each party. 

 

METHODOLOGY 

Having raised the above problematic, this section will focus on using the Multiple Attribute 

Decision Model (MADM) method (“a process for making preference decisions over the 

                                                 
3
 The Risk Actionee is someone who is assigned to carry out a particular action and they support the Risk Owner. 

(PRINCE2 wiki) 
4
 Olsson, N., & Berg-Johansen, G. (2015). Project ownership in theory and practice. Project owners type 1 and type 

2.  
5
 Krane, H. P., Olsson, N. O. E., & Rolstadås, A. (2012). How project manager-project owner interaction can work 

within and influence project risk management - (Turner & Mueller, 2004) 
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available alternatives which are characterized by multiple (usually conflicting) attributes are 

useful for improving decision making in a wide range of circumstances from professional to 

managerial to political”)6, to determine who takes responsibility for risks, should it occur, based 

on identified feasibility alternatives and attributes.  

The feasibility alternative will then be opposed to the attributes in a matrix analysis, and as 

criterion, this paper will not consider any feasible alternative that does not have at least one 

green box. The selected options will therefore be based on the criteria with at least one green 

box, consider green equals excellent, orange equals good, yellow equals fair and red equals 

poor. 

We will go further to use the quantifying and compensatory methods of the MADM in our 

findings. In the quantifying method, we will consider the following figures: 1=excellent, 0.67= 

good, 0.33= fair and 0.00= poor. In the compensatory method, we will first rank the attributes, 

then divide the total attribute by the given rank to have the normalised weight. We will then 

proceed by multiplying the normalised weight with each feasibility alternative to get the 

weight of each option and hence make a choice. Still in our findings, we will explain the 

obtained result. 

Therefore, to determine who takes responsibility in risk management between the contractor 

and the owner, we are going to consider five feasibility alternatives and six attributes. Let’s 

start by the feasibility alternatives. 

Step 2- Identify the Feasible Alternative SOLUTIONS to the Problem Statement from Step 1 

The feasible alternatives are: 

1) Contractor Assumes All Risks 

2) Owner Assumes All Risks 

3) Owner and Contractor SHARE all Risks Evenly 

4) Owner and Contractor SPLIT the risks based on who is best able to manage them  

 
The attributes are: 

1) Ability to identify 

2) Ability to quantify 

3) Ability to determine probability 

4) Ability to control 

5) Ability to implement STRATEGIC responses 

6) Ability to implement TACTICAL responses 

 

 

                                                 
6
 K. Paul Yoon, & Ching-Lai Hwang. (n.d.). Multiple Attribute Decision Making | SAGE Publications Inc. 
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Step 3- Development of the feasible alternatives 

a. Contractor Assumes All Risks 

Generally known as CAR (contractor all risk), this feasibility alternative suggests that 

the contractor take all responsibility for the risks. He is however covered by the 

CAR insurance, provided the risk occurs during a period of 72 successive hours, 

caused by a natural disaster. In case of total loss, the contractor will not be totally 

covered. He will bear part of the responsibility and pay for the loss and damage. In 

case of repairable damage, the contractor will be covered, provided the damage is 

not less salvage.  

b. Owner Assumes All Risks 

One of the main function of the owner in a project is to assume and manage all 

risks. This is whether he directly manages the project or confides it to the 

contractor, as the contractor remains under his supervision. This alternative implies 

that the owner assumes all the project risk, manages it, and give adequate 

responses. The owner is solely responsible for the risk. “It is the owner’s 

responsibility to ensure that project risks are rigorously and aggressively managed 

and reviewed by senior managers in each of the project phases”7 

c. Owner and Contractor SHARE all Risks Evenly 

Depending on the risk type, both the owner and the contractor take responsibility 

for the risk by sharing it. This generally occurs when both the owner and the 

contractor agree to share a loss due to a risk occurrence. This usually happens 

when both parties are co-investors in a project or in joint ventures. An example of 

risk sharing can be in the case of a percentage pro-rata, where gains and losses are 

shared among the owner and the contractor. 

d. Owner and Contractor SPLIT the risks based on who is best able to manage them 

Here, both the contractor and the owner must anticipate the different project risks 

and decide whether they should manage it or allocates its responsibility to the party 

best able to manage it. For example, if a worker is hurt by an object on the 

construction site, the owner will attribute the risk to the contractor because he is in 

a better position to manage this risk and is responsible for safety on the working 

site. Also, if there is a design error, the contractor will attribute the responsibility to 

the owner, who decides of the design with the architects and is in a better position 

to reduce the risk.  

 

 

 

 

                                                 
7
 The National Academies Press. (2005). The Owner's Role in Project Risk Management. 
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e. Do nothing 

The do-nothing alternative implies that both parties does nothing vis-à-vis risks. 

This includes: allowing the risk to happen, anticipate no response to it and not 

attributing a risk owner. This is the worst attitude to have in risk management. 

 

I. ATTRIBUTES  

 

In this section, we shall discuss six attributes to consider when attributing risks responsibility to 

a party. These attributes are: the ability to identify. This is one of the most important 

characteristics of risks management, not simply because it is the first step in risk management, 

but also because it helps to identify the different possible risks in a project. The ability to 

quantify a risk helps to prioritise each risk, in order to give the most appropriate response. The 

ability to determine probability will enable the risk managers to evaluate the risk’s impact and 

the ability to control the risk prevents it from occurring. We shall also look at the ability to 

implement strategic and tactical responses to risk, that helps to better implement the agreed 

decision vis-à-vis a risk. These attributes will help in the determination of risk responsibility 

between the owner and the contractor or both. 

Step 4- Selection of the Criteria to ACCEPT or REJECT the Alternative Solutions 

 
Attributes 

Contractor 
Assumes 
All Risks 

Owner 
Assumes All 
Risks 

Owner and 
Contractor 
SHARE all 
Risks Evenly 

Owner and 
Contractor SPLIT 
the risks based 
on who is best 
able to manage 
them 

Do 
nothing 

Ability to Identify Good Good Excellent Excellent  Poor  

Ability to Quantify Fair  Fair  Fair  Excellent  Poor 

Ability to determine 
probability 

 Poor  Poor  Fair  Excellent  Poor 

Ability to control Good  Good  Good  Excellent  Poor 

Ability to 
implement 
STRATEGIC 
responses 

Good  Excellent Excellent Excellent  Poor 

Ability to 
implement 
TACTICAL responses 

Excellent Good  Excellent Excellent  Poor 

 

As criterion, this paper will not consider any feasible alternative that does not have at least one 

green box. So, based on the matrix analysis table above, we will eliminate the do-nothing 
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option. The do-nothing option is the worst option in risk management, as it simply implies 

allowing the risk to occur and take no measures to respond to it. 

 

FINDINGS 

Step 5: Analysis and comparison of the alternatives 

In this section, we will compare all the alternatives, which will enable the recommendation of 

the best option, using the following figures:  

1=excellent 

0.67= good 

0.33= fair  

0.00= poor 

 
Attributes 

Contractor 
Assumes 
All Risks 

Owner 
Assumes All 
Risks 

Owner and 
Contractor 
SHARE all 
Risks Evenly 

Owner and 
Contractor 
SPLIT the risks 
based on who 
is best able to 
manage them 

Do nothing 

Ability to Identify 0.67 0.67 1 1 0.0 

Ability to 
Quantify 

0.33 0.33 0.33 1 0.0 

Ability to 
determine 
probability 

0.0 0.0 0.33 1 0.0 

Ability to control 0.67 0.67 0.67 1 0.0 

Ability to 
implement 
STRATEGIC 
responses 

0.67 1 1 1 0.0 

Ability to 
implement 
TACTICAL 
responses 

1 0.67 1 1 0.0 

Total  3.34 3.34 4.33 6 0.0 

MULTIPLE ATTRIBUTE DECISION MODEL (MADM) – compensatory method. 

 
Attributes 

Step one Step two Contractor 
Assumes 
All Risks 

Owner 
Assumes 
All Risks 

Owner and 
Contractor 
SHARE all 
Risks 
Evenly 

Owner and 
Contractor 
SPLIT the 
risks based 
on who is 

Do 
nothing 
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 Relative 
rank  

Normalized 
weight 

best able 
to manage 
them 

Ability to 
Identify 

1 0.05 0.03 0.03 0.05 0.05 0 

Ability to 
Quantify 

2 0.10 0.03 0.03 0.03 0.10 0 

Ability to 
determine 
probability 

3 0.14 0.00 0.00 0.05 0.14 0 

Ability to 
control 

4 0.19 0.13 0.13 0.13 0.19 0 

Ability to 
implement 
STRATEGIC 
responses 

5 0.24 0.16 0.24 0.24 0.24 0 

Ability to 
implement 
TACTICAL 
responses 

6 0.29 0.29 0.19 0.29 0.29 0 

Total  21 1 0.64 0.62 0.78 1.00 0.00 

 

Step 6 : Selection of the preferred alternative 

Based on the above table, we can say that, splitting the risks between the owner and the 

contractor depending on who is best able to manage the risk appears to be the most 

appropriate option in attributing risk responsibility in projects, after sharing the risks evenly. 

This can be seen through the result which shows that splitting the risk is 128% (1/0.78*100) 

better than sharing risk evenly. However, sharing the risk is the second best option, as it is 

122% (0.78/0.64*100) better than letting the contractor assuming all risk. Both the owner and 

the contractor can also assume all risk individually, but, as the table shows, it is not a good 

option. This paper therefore recommends that the owner and the contractor share the risks 

based on who can best manage it.  

Step 7: Performance monitoring and post evaluation results 

Risk management in a project is a very important aspect. The success of a project highly 

depends on the ability of all parties to appropriately manage risks through good and careful 

preparation. As such, it shouldn’t be managed just by one party. Allocating risk responsibility to 

the party that can best mange It helps to considerably reduce the cost of the risk and helps to 

manage it efficiently.  
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Also, even if both parties identify, quantify and determine the probability of the risk, assigning 

the risk responsibility to the party that can best manage it will enable a better control of the 

risk. For example, risk concerning safety requirements will be attributed to the contractor 

because he is more likely to minimize the risk on the working area, whereas, the design errors 

will be more attributed to the owner. 

Furthermore, indemnity provision is another way of assigning responsibility to the party that 

can best manage the risk. This implies that, one of the parties to pay for the loss generated by 

the other party, based on the claims of a third party. For example, the owner will indemnify the 

contractor if hazardous substances are found on a working site and the contractor will 

indemnify the owner if claims for bodily injury occurs. 

However, the choice between attributing the risk to the party that can best manage it or 

splitting the risk responsibility between the contractor and the owner will largely depend on 

the type of risk and on the type of project. If both parties are co-investors, splitting the risk 

between the two, especially if it concerns a loss will be the appropriate option. 

Recommendation for tracking 

So, for a better follow up of this selected alternative, I recommend the use of the Pareto 

analysis. It is a tool can that can be used both before and after the project, to select a limited 

number of options that will produce significant effect, like attributing the risk responsibility to 

the party that will best manage it, or splitting the responsibility of the risk between the owner 

and the contractor, depending on the type of contract. According to the Pareto law,” … 80% of 

the effects come from 20% of the causes”8. Meaning in this case that, even though risk does 

not constitute a whole project, it can however influence 80% of it. So, knowing who takes 

responsibility for a risk is capital in a contract. 

 

CONCLUSIONS 

This research was undertaken with the objective to answer these questions: 

- What are the limits of the owner’s responsibility in risk management? 

- What are the limits of the contractor’s responsibility? 

- In which case both parties can manage risk together based on who can best manage the 

risk? 

- In which case can both parties they can split the risk? 

- What actions should be taken to reduce risk occurrence on both the contractor and the 

owner side? 

- Should risk occur in projects, who takes responsibility? 

                                                 
8
 Pareto principle. (2017, October 1). Retrieved from https://en.wikipedia.org/wiki/Pareto_principle  
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From the above analyses, we can say that the responsibility of a risk depends on the type of 

risk and the type of alliance between the owner and the contractor. However, based on our 

research and feasibility alternative, it is better to give a risk responsibility to the party that can 

best manage it. That is the party which is in a better position to give the appropriate response 

to the risk faced, should it occur. Also, this paper shows the limits of the owner and contractor 

responsibility in risk management. Both parties cannot manage every risk individually, since 

there are specific risks adapted to each party. 

The recommended actions to undertake to reduce risk occurrence for both the owner and the 

contractor are as follows: 

 A clear understanding of the contract, a sound and careful planning of the project 

steps, to better identify the different potential risk and give adequate responses. 

This is all about risk awareness. 

 A good risk assessment at the beginning of the project. This is all about the decision 

to carry on the project and accepting the risk, determining and identifying the 

highest priority risk factor(s) on which the managers shall pay attention throughout 

the project. 

Concerning specific risk management, the optimum delegation of risk responsibility should be 

determined by the owner 

The decision-making process should not be long, because, long decision processes can increase 

risks uncertainties and delays, that could be caused by political, economic and regulatory 

changes. However, deliberate adjournment of certain decisions can lead to better decision as 

more information will be gotten. 

In a nutshell, risk management is a very important aspect of project management. Risk 

responsibility should be shared among the owner and the contractor, based on who can best 

manage it. Also, risk occurrence in projects can be reduce, provided both parties take into 

consideration certain points. 
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