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1. Give short answers for the following questions: 

I. Which processes are involved in project risk management?
Risk is inevitable in a business organization when undertaking projects. However, the project manager needs to ensure that risks are kept to a minimal. Risks can be mainly divided between two types, negative impact risk and positive impact risk.
Not all the time would project managers be facing negative impact risks as there are positive impact risks too. Once the risk has been identified, project managers need to come up with a mitigation plan or any other solution to counter attack the risk.
Project Risk Management
Managers can plan their strategy based on four steps of risk management which prevails in an organization. Following are the steps to manage risks effectively in an organization:
· Risk Identification
· Risk Quantification
· Risk Response
· Risk Monitoring and Control

Risk Monitoring and Control:
Risks can be monitored on a continuous basis to check if any change is made. New risks can be identified through the constant monitoring and assessing mechanisms.
Following are the considerations when it comes to risk management process:
· Each person involved in the process of planning needs to identify and understand the risks pertaining to the project.
· Once the team members have given their list of risks, the risks should be consolidated to a single list in order to remove the duplications.
· Assessing the probability and impact of the risks involved with the help of a matrix.
· Split the team into subgroups where each group will identify the triggers that lead to project risks.
· The teams need to come up with a contingency plan whereby to strategically eliminate the risks involved or identified.
· Plan the risk management process. Each person involved in the project is assigned a risk in which he/she looks out for any triggers and then finds a suitable solution for it.

II. Define the term ‘risk holder’s tolerance’.

Risk tolerance refers to the amount of risk an investor is willing to accept in an investment. Investors use their risk tolerance to determine how to allocate their investments within their portfolio. They also use their risk tolerance levels to ensure their portfolios are sufficiently diversified.

Often, in investments, there is an inverse relationship between risk and return on investment. For example, keeping money in a bank account is considered a no-risk investment in most countries because insurers, such as the Federal Deposit Insurance Corporation in the United States, guarantee that the money will be safe within the bank. The money cannot be lost, but it also earns a very low, if any, return on investment. In other words, the bank pays an investor a very small interest rate or even no interest to keep the money in the bank.

As an investment becomes more risky, the rate of return grows. Certificates of deposit and Treasury bills, for example, pay a higher interest rate than bank accounts because there is slightly more risk associated with these investments. They still pay a lower rate of return than stocks or mutual funds, since there is more of a risk of loss when investing in stocks and mutual funds.

Each investor determines what he is willing to invest in on the basis of his risk tolerance. An investor who is risk-averse has a low risk tolerance and thus chooses safer investments. He will earn a far lower interest rate than an investor willing to take on more risk especially if the other investor enters into highly speculative investments with potential for very high gain but he will also have a relatively small chance of losing his entire investment.

An investor's risk tolerance typically changes over time. Younger investors can afford to take more risks, as they will typically not need the proceeds from their investments for a longer period of time and because they can afford to wait for a market to turn around. Older investors generally become more risk-averse as they age, shifting the allocation of assets in their portfolio from primarily stocks into bonds and other safer investments, since they may be unable to wait for a market downturn to turn around before they need to begin drawing on their investments. Fixed-income retirees are usually the most risk-averse since they depend entirely on the income from their assets to live and cannot afford to lose their capital in a bad or risky investment.




III. What is risk identification?
The risks involved, for example, in project management are different in comparison to the risks involved finance. This accounts for certain changes in the entire risk management process. However the  has laid down certain steps for the process and it is almost universally applicable to all kinds of risk. The guidelines can be applied throughout the life of any organization and a wide range of activities, including strategies and decisions, operations, processes, functions, projects, products, services and assets. Risk management process consists of the following steps and sub-steps:
· Establishing the Context
· Identification
· Assessment
Establishing the Context: Establishing the context means all the possible risks are identified and the possible ramifications are analyzed thoroughly. Various strategies are discussed and decisions are made for dealing with the risk. The break-up of various activities in this stage is as follows:
· Identification of a risk in one particular domain.
· Planning out the entire management process.
· Mapping the manifestations of the risk, identification of objectives of risk.
Identification: Once the context has been established successfully, the next step is identification of threats or potential risks. This identification can be at the level of the source or the problem level itself.
Source analysis means that the source of risks is analyzed and appropriate mitigation measures are put in place. This risk source could be either internal or external to the system.  However some common methods of risk identification are:
· Taxonomy based Risk Identification: The possible risk sources are broke down, hence taxonomy. 
· Objective based Risk Identification: An organization or any business activity has a certain objective/s. 
· Scenario based Risk Identification: Here various scenarios, which may be alternative ways to achieve an objective, are created. 
· Common Risk Check: There are certain risks that are common to an industry. Each risk is listed and checked on time.
Assessment: Once the risks have been identified, they are then assessed on their likelihood of occurrence and the impact. This process can be simple as in case of assessment of tangible risks and difficult like in the assessment of intangible risks. This assessment is more or less a guessing game and the best educated guess decides the success of the plan.


IV. Define ‘qualitative risk analysis.

Qualitative risk assessments are used by companies to both identify and limit the risks of doing business. Such assessments must be able to spot potential threats to business operations as well as vulnerable areas of business practice. Armed with this information, companies must devise preventative measures and corrective steps to keep operations healthy and on schedule. Qualitative risk assessments differ from quantitative assessments, which assign numerical values both to the likelihood of risks occurring and to the amount of damage that would be caused by a possible disaster. In essence, qualitative risk assessment is the development of a company's philosophical response to risk management; it is an exercise that involves stakeholders in recognizing problems and envisioning responses that are in keeping with company policies.

One of the most important tasks that a company or business must undertake is risk management. Just ignoring risk and hoping that nothing bad will ever happen to the company is a sure fire recipe for disaster. Companies that hope to last for a long time must be ready for any worst-case scenario to arise. That preparation can make the difference between a company that survives an unexpected blow and one that succumbs to it. Qualitative risk assessments are useful tools in the process of risk management.

Performing qualitative risk assessments requires a great deal of diligent work by companies. The people in charge of such assessments have to follow several different steps along the way to a total assessment. Identifying the risks involved with all aspects of a business is the first of these steps. This can be a difficult task, especially in terms of separating actual threats from ones that aren't likely to occur. Specialists or consultants can be hired to assist business leadership in evaluating business records, accounts, and practices to include in such assessments.

Once threats are identified and delineated, the process of devising measures to either eliminate them or lessen their impact is the next step for all effective qualitative risk assessments. Part of this process also involves determining the risks that would cause the most damage if they are realized. By doing this, companies can devote the bulk of their resources to preventing the most potentially harmful threats. This process is most effective when it is collaborative, involving the individuals at all levels who will be involved in responding to issues.

It is important to realize that qualitative risk assessments should also provide plans for correcting problems once they happen. Even the most effective preventative methods might not be effective against certain damaging occurrences, so companies must be prepared to act efficiently in response to predictable issues. 

V. What is a decision tree method? How it is used for examining risks?

These are one of the techniques used when carrying out the process ‘perform quantitative risk analysis’, and is used as the first step in determining the uncertainties within the project in all of to get better information upon which to make a judgment.
This technique will normally occur by using subject matter experts all people with experience with this type of project.  The focus here will be on the determining those risks that may impact upon schedule or cost of the project.
Expected monetary value  within the decision tree.

· The decision tree technique is there to establish a costs order point that based on various risk scenarios, so the decision tree needs to be drawn up correctly and logically.
· The best way to do this is to arrange a meeting or workshop so that the various risk scenarios can be brainstormed and probability of the scenario estimated.  From the list, the monetary value must be determined that is associated with each outcome by multiplying the risk probability times the monetary value of each outcome.
· The monetary value of the Decision Tree risk outcomes can now be added to get the expected monetary value of the risk of decision.

The Decision Tree analysis will enable you to make better decisions, and to determine the most appropriate actions  for both risk threats and opportunities and hence assist in the Plan Risk Responses process.















VI. Explain the term ‘risk response’.

A risk treatment is mandatorily a part of an effective risk management plan. The plan here means how you respond to the reported potential risks. It details on strategies on how to deal with the various risks - low or high, acceptable or unacceptable. The plan also outlines the role and responsibilities of the team members.
Literally speaking, risk treatment also known as risk control, is that part of the risk management where decisions are made about how to deal with risks either in the external or internal environment. Various options like risk reduction, risk avoidance, risk acceptance and risk transfer.
Risk response planning no doubt is an integral aspect of risk treatment. The planning covers discusses and evaluates inputs like risk register, risk profiles and cause control matrix. Strategies are formulated and documented in this stage. The following four different strategies are discussed upon.
· Avoiding Risk - Risk avoidance requires identification of the risks first and foremost. This can be achieved through previous project experiences and histories. An analysis is then made upon those that have a tendency to arise upfront at project initiation. Then finally a course of action is arrived upon after assessing the relative impact of the risks.
· Transferring Risk - Risk transfer is one of the better means to dilute the impact of the risk. In project management as in finance a risk is often transferred to a third party. It only means the impact of risk is diluted to an extent that event or activity or project for that matter does not suffer a body blow. It also means that a special team outside of the project that bears the impact of the risk.
· Mitigating Risk - Risk mitigation is a control process that essentially stops a risk before it starts making an impact and bringing it to an acceptable level. Often a contingency plan is put in place to prevent the risk.
· Accepting Risk - Finally, there are certain risks that are unavoidable. This strategy is the best when the risk is low. But there has to be a due plan for the same such as determining when the project will be exposed to the risk and making small adjustments accordingly. A risk that is acceptable can be considered passive since no action at all is taken upon the same.
By the end of risk response planning various risks and the corresponding strategies are documented. A risk register is ready that contains all details vis-à-vis the time of occurrence, priority and the people involved in handling the risk. The risks have already classified as either internal or external. Relevant risks are assigned to relevant stakeholders accordingly.
VII. What is ‘risk acceptance’?

Accepting risk is a term used in risk management to describe the tactic of allowing some risk that is not too costly to manage. This is done because the cost of avoiding the risk may be too great to justify it when compared to the possibility of the risk being realized. There are many scenarios where the technique of accepting risk may utilized, including investment portfolio construction and project management. Those people managing risk should not simply fall back on this technique out of laziness or frugality.

It is nearly impossible to enter into any new initiative without encountering some sort of risk. A business expanding into a new market runs the risk of spreading its resources too thin. An investor deciding to proceed with buying shares of a nascent company runs the risk that the company will not last long enough to produce positive returns. These are just a few examples where risk management must be practiced with great care. Yet there are times when risk is allowable, so knowing when to deal with accepting risk is crucial in the world of investing and business.

When an entity of some sort decides upon accepting risk, it is doing so because the cost of avoiding the risk may be prohibitive. As a result, taking the risk on is the preferable choice. Some conditions must exist for this to be the case. The risk should ideally be one that is not difficult to manage, or at least one that is unlikely to come to fruition.

For example, imagine that an American company wants to move its operations to the West Coast of the United States, where earthquakes are more prevalent than in other parts of the country. The financial rewards of this move are great because the market in that area is a perfect fit for the business in question. As a result, the rare possibility that an earthquake will wreck the company is not enough to dissuade company management from moving. They are accepting risk, and they can perhaps manage it by finding affordable disaster insurance.

An important distinction must be made between the practice of accepting risk and simply ignoring it. Those people who simply choose to take on a risk because it costs a few more dollars to avoid it might be courting disaster. Decision-makers in the business world must always weigh the risks and rewards of all possible manoeuvres and be honest with themselves about the threats posed by certain risks.





VIII. Give some examples of risk transfer.

Organisations use a variety of capital sources to fund their risks: banks, insurers, shareholders and others. By merging the best of capital market techniques with insurance structures, so-called 'alternative' risk transfer solutions enable companies to select the most appropriate risk finance and acquire contingent capital at economic cost.
ART solutions can fulfil a wide variety of needs including general earnings smoothing, managing speculative risks, risk hedging, deal facilitation and removal of specific balance sheet provisions.
In particular,  can be used:
· To hedge risks (or accumulations of risks) considered by a company to be non-survivable or unacceptable, for example, commodity, exchange rate or weather risks
· To gain a financing cost advantage over the competition, for example utilising insurance structures to which competitors may not have access
· To reduce the cost of borrowing, for example in certain circumstances, insurers' contingent capital may be cheaper than standby lines of credit
· Where a lender of capital may stipulate some form of insurance coverage, for example, as part of a credit enhancement deal.

Most of these techniques permit investors in the capital markets to take a more direct role in providing insurance and reinsurance protection, and as such the broad field of alternative risk transfer is said to be bringing about a convergence of insurance and financial markets.












2. How can the effects of risk be mitigated? Give some examples. 

Mitigating or managing risk is something that just about everyone does at one time or another. Whether attempting to deal with the level of risk inherent in making investments in the stock market or while engaged in business planning, it is necessary to mitigate risk in order to achieve the greatest degree of success.

In terms of investing in various types of financial markets, it is important to understand there is a degree of risk associated with every transaction. Since most investments which offer significant returns are more volatile in nature, it is important to assess the degree of risk involved. This allows you to project the possible impact on your overall financial stability. Engaging in risk assessment and how it affects your entire portfolio instead of just the one investment makes it possible to mitigate risk to a level that you feel comfortable living with, and can manage if the investment does not go as well as you had hoped.

The same basic principles hold true when it comes to operating a business. Part of any effective business planning process is to engage in risk analysis. This often involves determining what amount of revenue must be generated per period in order to keep the business profitable, and what type of strategies are necessary to minimize the chances of failing to generate that level of income. In terms of a new product launch, a company would also want to mitigate risk factors by assessing what must be done in order to reach and attract as many consumers in the targeted market sector as possible. Doing so decreases the risk of failure, while enhancing the chance for success.

Another approach to risk management for both individuals and businesses is to evaluate the amount and type of insurance coverage that is maintained. Having the proper amount of insurance protection is one of the most important ways to mitigate risk and help to keep on solid financial ground. The right type of insurance will provide resources when the unexpected happens that will prevent a financial crisis, especially one that could threaten to undermine the entire financial base. In order to determine what type and how much insurance you need, it is a good idea to undergo a complete risk analysis that takes a comprehensive look at all relevant factors, including your line of work, your general health, and your current financial status.

While the process to mitigate risk will vary somewhat from one situation to another, proper risk mitigation calls for understanding what you currently have and what needs to be done in order to maintain your status. At the very least, you want to mitigate risk levels so that you will lose no more than a minimum of your total assets in the event a business transaction or investment strategy does not work out as expected.

3. Discuss in details the process of identifying project risk.

Risk management has to do with anticipating and analyzing what types of risks a person may face and how to avoid or deal with them. The risk management process is a simple process consisting of five steps. Although it can be applied to determine personal risk, it is typically used by companies to understand what risks they may face, how to handle them, and how to go about insuring their businesses.

The first step in the risk management process is identifying what risks a business might face. Depending on the size and purpose of the company, the risks may vary. Some risks may pose short or long term threats. Some of the most basic risks involve employee injury, fraud, technology, and market fluctuations.

The next step in the risk management process is to analyze or assess which of the risks listed will have the most impact on the company. In addition to prioritizing the risks, the risk manager will need to determine which risk factors the company has control over and which ones it does not. After assessing each risk, they must be evaluated. To complete this step, a list of company goals and objectives is needed. By specifically evaluating the possible repercussions of each risk on the company or business objectives, the company will be better prepared to deal with the outcomes.

The fourth step in the risk management process is creating a treatment plan. Based on each risk and its affect on the company's goals, the risk manager must determine what can be done to treat each risk. Creating a treatment plan will necessitate deciding which risks can be avoided and which ones can only be lessened.

The treatment plan should detail the steps that will be taken to avoid or lessen the impact of each individual risk. The plan should also include how you will deal with risks that are inevitable. The company should decide how it will manage risks that have a small impact on the business, and how it will manage ones that may alter the course of the business plan.

The final step in the risk management process is ongoing risk monitoring. This is a step that should occur throughout the lifetime of a company, so it is not so much a step but a continuous supervision over the effects of risk. The monitoring should occur at each level of the business so as to provide a complete view of the impact of risk.
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