

[image: ]





MOOKETSI EDWARD KGOSIBODIBA
Diploma in Business Risk Management
Student Number 1232
P O Box 320199
Tlokweng 
BOTSWANA









                                                                                             By Mooketsi Kgosibodiba
     Over View of Risk Management
     
       Assessment 1

      1. Short Questions:
i. Briefly describe the history of risk management. 
Ans: Risk management practice started in the early 1950s after the World War 2. The Introduction of risk management was associated with insurance to protect individuals and companies from various losses associated with accidents. Insurance was perceived as a cost effective strategy for managing risk. The content covered pure risk which excluded corporate financial risk. Pure risk is a situation where there is a chance of either loss or no loss, but no chance of gain. As time goes in the 1980s companies who have been buying corporate insurance came to realise that there were more cost effective ways of managing risk. Realisation was that more advantageous method could be to avoid occurrence of losses and minimise the financial consequences of any loss thus the idea of diagnosing and evaluating any risk it might be subjected to was looked into as preventive measure which can prepare organisations to avoid the possibility of the occurrence of certain losses, and thus decrease the impact of others. This was when risk management was born.


ii. What is the relationship between ‘Uncertainty’ and ‘Risk’?
Ans:  Risk is tangible; uncertainty is not. One can define risk, but one can barely delineate the outer layers of uncertainty. Risk can be rendered concrete; uncertainty cannot. But the two has frequently been used along each.  Where there is risk there is uncertainty, when a situation arise the possibility of loss exists displaying risk but the results or the size of the losses is uncertain this is where the relationship between uncertainty and risk can be realised.

iii. What is the primary objective of risk management?
Ans: The primary objective of risk management is minimising risk related matters, so that positive outcome is increased and negative outcomes are lowered or managed in a more practical way.

iv. What is ‘Pure Risk’? Outline the main types of pure risk.
Ans: Pure risk is combination of the probability or frequency of an event and its consequence, which is usually negative. It can be measured by the volatility of results. Pure Risk can be categorised into:

· Personal Risk: This type of risk arises from situations where there is loss of income or inability to earn because of death, lack of employment or sickness and disability.

· Property risk: This type of risk arises where loss is created by fire, theft, loss of shelter, if commercial, there will be loss of income and additional unplanned costs of repairing or buying to replace.

· Liability risk: negligent acts or omissions that result in actual or imagined bodily injury and/or property damage to a third party, who brings suit against a business firm and its representatives.

· Risks arising from failure of other individuals:  Where another individual or organisation agrees to carry out a service, this individual or organisation undertakes an obligation that your trust will be met. Risk exists when agreement fails, this would contribute to financial losses. 

v. How can the risk management process be developed?
Ans: Companies and Industries develop risk processes based on experience from past transactions. A more disciplined process involves using checklists of potential risks and evaluating the likelihood that those events might happen on the project. These are helpful to the risk managers future planning. Managing risk is a process that includes risk assessment and mitigation strategies. The strategies employed are for decreasing the expenses associated with these risks. In the development of risk management process first to consider is the cost that will be incurred if a possible loss materializes into an actual loss, such as the cost of re-equipping or restructuring an assembly plant that has been burned to the ground. The second includes expenses for reducing or perhaps eliminating risks of possible loss. Also all costs equal to the net income which this plant may have generated must be included to have a balance against costs expected.

vi. What are the main benefits of business risk management?
Ans: The main benefits of risk management are – 
· Increasing the expectation or possibility that objectives are achievable.
· Situations of risk are managed in a more systematically and sensible manner.
· Expected benefits are likely achieved. 

Q.2. “Risk management can make a difference directly to profit”. Discuss 
Ans: Risk management is tool used in mitigating against risk occurrences or minimising losses, it is used as a forecasting tool to realise risk and implementing risk methods. Where risk is realised measures are put in place to control the outcomes resulting from risk. Minimisation of losses will improve profits as organisations will not be financing risk. If risk is not managed, organisations will incur losses leading to increase in possible costs and a reduction in profits.

Q.3. Briefly describe the three general risk management techniques.
· Risk Avoidance: - The most effective way of managing any loss exposure is to avoid the exposure completely. If a loss exposure has been successfully been avoided, then the probability of loss from that loss exposure is zero. Avoidance is a technic that involves ceasing or never undertaking an activity so that the possibility of future loss occurring is eliminated. Avoidance should be considered when the expected value of the losses from an activity outweighs the expected benefits of that activity.
· Risk Reduction: - This technique must be used appropriately, organisations must introduce third party credit enhancement, guarantees, netting arrangements or insurance facilities as risk reduction methods. These will address operations risk. Organisations must dedicate adequate resources to risk reduction so that objectives such as profit making a maximised.
· Risk Assumption: - it is practical to assume a risk when one or more of the following conditions exist. In contract law, the act or agreement to take on a risk of damage, injury, or loss, often stated as the risk “passes” to the purchaser upon the occurrence of a certain event, e.g., shipment of goods. An employee’s express agreement to undertake the risks that normally accompany or arise from that occupation. No alternate strategies are possible for protection from the loss.

CASE STUDY

· 1. Where do you think William Telford made a mistake?
Ans: William Telford’s mistake was he assumed that Tameer will recover and settle their debts with The Business Centre, whilst assuming payment will come Telford financed some of his business operations including business with Tameer with income from his existing paying clients. William Telford was not mindful that the Global Financial Crisis also has affected his other clients. Telford when realising the GFC should have ceased taking on new projects as he was running the risk of loss arising from a debtor being unlikely to pay its debt obligations in full and losing his financial resource by doing projects that there is no certainty in getting paid. Telford also must have put measures in place to manage risks such as one he is faced with. Risk Management strategies must have been put in place. Tools such as Risk Financing and Risk Control could have been helpful.

· 2. How does the risk management strategy would have helped him? 
[bookmark: _GoBack]Ans: A risk management strategy provides a structured and coherent approach to identifying, assessing and managing risk. It builds in a process for regularly updating and reviewing the assessment based on new developments or actions taken. Telford must have identified and reviewed the risks that he is facing so that they are known. By assessing risks he is able to be actively aware of where uncertainty surrounding events or outcomes exists and identifying steps that can be taken to protect the organisation, people and assets concerned.
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