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	1.i. There are three principles for assessing risk.  These being:

· There must be a clearly structured process in place in which both possibility and impact are considered for each risk;

· There must be a clear distinction between residual and inherent risk; and

· A risk assessment record must be in place that facilitates the documenting and identifying of the risk priorities.


1.ii. Risk assessment is important as it provides for the following:

· Allows for an informed decision to be reached, where there are many potential solutions to a problem.

· It provides for the prioritization of risk management activities.

· It will provide management with the information necessary to make informed decisions in times of growth – should the company start-up an entirely new company or should it acquire or merge with an existing competitor in the market place.

· To provide a manager or management with the risk information whether to transfer the risk to a counterparty (insurer) or retain it within the company.

· To provide management with the necessary risk information to make informed decisions relating to the possibility of entering a new market place.

1.iii. The following activities are involved in the risk assessment process: -

· “Risk Identification” – where the risks are debated and documented in the risk register.

· “Risk Register” – this is the deliverable / outcome of the risk identification process.

· “Profit and Loss (P&L) Account” – this provides information on the expected profit for a specified period.  Low levels of projected profit will expose a company to a number of related risks in terms of business durability and operating practices.

· “Balance Sheet” – the balance sheet will provide one with an indication of the vulnerability of a business to bad debts or late payments.

1.iv. “Risk Appetite” – this is the level of risk that an organisation is prepared to accept in pursuit of its objectives, and before action is deemed necessary to reduce the risk.  It basically represents a balance between the potential benefits of innovation and the threats that change inevitably brings.  The following are broad approaches to setting risk appetite that a company may adopt to ensure a response to risk that is proportionate given their business objectives:

· “Averse” – avoidance of risk and uncertainty is a key organisation objective.

· “Minimal” – preference for ultra-safe options that are low risk and only have a potential for limited reward.

· “Cautious” – preference for safe options that have a low degree or risk and may only have limited potential for reward.

· “Open” – willing to consider all potential options and choose the one most likely to result in a successful delivery, while also providing an acceptable level of reward and value for money.

· “Hungry” – eager to be innovative and to choose options offering potentially higher business rewards, despite greater inherent risk.

1.v.  The following activities take place in a “Risk Management” process – 

· “Executing” – risk response actions.

· “Monitoring” – the efficiency of the risk management actions taken by the various levels of management / actionees.

· “Controlling” -  intervening when events are not going according to the plan.  When controlling the risks, the controls must conform to the following specifications (Drucker, 1977):

· They must be economical;

· They must be meaningful;

· The must be appropriate;

· They must be congruent;

· They must be timely;

· They must be simple; and

· They must be operational.

1.vi. The “Influence Diagram” technique is used to identify the factors (structural features such as people and events) that have a direct and indirect influence on a system and its environment.  An “influence diagram” basically identifies factors with the capability to influence at any particular point in time – it is like a systems map in providing a snapshot of a situation.   It differentiates between two types of influence:  strong influences and weak influences.

Once decision elements have been identified, a model is developed using the influence technique.  This in turn can be transformed into a comparable decision tree and then evaluated further.  The advantages to using an “influence diagram” are as follows:

· The provide a framework around which decision makers and experts can discuss the interrelationship of decisions and events and the management of the problem, without having any formal statistical, mathematical or probabilistic method involvement.

· They contribute towards reducing large quantities of data to those statistics which are necessary for decision making.

· They provide a degree of sensitivity analysis to demonstrate the extent of the effect that specific decisions or uncertain events have upon the final outcomes.

2(a).      A “Risk Register” is an outcome of the risk identification process.  The register should contain at least a full description of the risks and the risk categories, with each risk having a unique reference number.  The risks should be listed under the related risk categories and the risk owner and risk manager should also be named whenever possible.  It could also contain supplementary columns such as, notes to background information on the risk and impact and to describe the impact of each individual risk on the business.

2(b).     The “Profit and Loss Account” will provide information on the expected profit for a specified period.  Any low levels of projected profits will expose a company to a number of related risks in terms of business durability and operating practices.

2(c).     The “Balance Sheet” should also be examined to ensure the reliability of the projections with reference to be validity of the assumptions made and the completeness of the input data.  The balance sheet will often provide an indication of the vulnerability of a business to bad debts or late payments.

The following activities are essential for the identification of the possibility of the occurrence of the risks and the impact if they occur and should be recorded in the risk log, list or register:
· Understanding and assessing the probability of the opportunity or risk occurring.

· Evaluating the impact of the opportunity or risk in terms of the project or business objectives.

· Understanding the interdependence between the risks and asking if they would occur in sequence, so that one risk potentially triggers another, or concurrently, or in parallel.

· Documenting the findings.

· Updating the risk register.

3(a).     “Risk Reduction”
Risk reduction is a risk response, which may also be called risk treatment or risk mitigation.  Risk diversification is a type of risk reduction, where the risk is dispersed by investing in multiple stocks rather than a single stock.  It is basically a technique used by people to avoid putting all their eggs in one basket.

Wilkinson (2003), in his focus on the treatment of hazardous materials in the manufacturing industry in relation to the prevention of personal injury, describes two general approaches to reduce risk:

· Reducing the likelihood of a risk occurring (through strategies including protection, controls and maintenance);

· Limiting the loss should the risk materialize (through the act of risk spreading, such as dispersing chemical storage).

Some industry examples of risk reduction are as follows:

· Contractors, while not in a position to remove the threat of plant failure, regularly maintain their plant/equipment and keep critical spares close at hand.

· Credit Card companies, while not in a position to remove default risk, often reduce the impact of such by setting interest rates at a level which compensates the risk and outsources the debt.

· Many businesses loose key personnel, but a company can study other companies that have suffered a sudden departure and learn from them on how to respond to such occurrences in the future.

· The petrochemical industry, while not in a position to remove the threat of poor weather conditions, can design oil rigs that can withstand high winds and turbulent seas.

3(b).     “Risk Transfer or Reassign”
Risk transfer is also known as deflect.  It is a method used to move a risk onto an external organisation, entity or business.  The main techniques used in business to transfer risk are through contracts and financial agreements.

Transferring risk does not decrease the possible severity, instead, the risk is simply shifted to another party.  Often transferring the risk can increase the effect of the risk significantly, especially where the receiving party is unaware that it is expected to absorb the risk.

Taking out insurance is another commonly used form of risk transfer, however it often does not cover all the risks, as the insurance policy often includes exclusions or excesses.

When a company is considering the merit of transferring a risk, it should consider both its own and the other parties’ objectives, the relative abilities of the parties to assume the risk, the degree of control over the context of the risk and the potential gain or loss incentive, (Perry,1986).

Four tests must be applied when considering risk transfer: 

1. The objectives of the parties – what is a party’s reason to transfer or accept the risk and it is transparent?

2. The cost effectiveness – a calculation needs to be made about whether or not the premium charged by the party accepting the risk (the insurer), is less than the cost of the financial impact of the risk if it occurs.

3. The ability to manage – successful transfer can only occur if the recipient of the risk or the party that takes on the risk has the ability to manage the risk.

4. The risk context – the ability of a business to take direct action to manage the risk is important, but so is the context of the risk, i.e. how stable or unstable is the source of the risk and what degree of fluctuation is present in the probability of the risk, will impact the risk context.

[bookmark: _GoBack]It must be remembered that a business is not totally protected from the effect of a risk even when it has been transferred.  For example, a client will still have to deal with the consequences of a late project, even if the risk has been transferred to a contractor by means of a penalty clause for late delivery in a standard industry agreement (for example the GCC/FIDIC or NEC3) or if the contractor fails to manage the risk.




Student Statement:

By submitting this assignment, I confirm that this is my own work.



	Student Signature
	Anton Krause
	Date
	12th April 2016




For Tutor / Assessor Use Only
	Total Marks
	

	Marks Obtained
	

	Percentage / Grade
	



image1.png
ﬁ
o R




