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	1(i) 	Some historians believe that the earliest concept of managing risk came about due to gaming.  Thousands of years ago, people in different civilisations played games with dice and bones.  There is also some historical evidence that gaming gave rise to probability theory, which is important to risk management and this can be deduced from the writings of Dante and Galileo.

Pascal and Fermat (two famous mathematicians) wrote to each other about games of chance in the 1600’s which is correspondence giving rise to modern probability theory which is in use today.

When looking at the role of insurance in risk management, it is possible to trace it back to ancient times, for example, mutual aid and burial societies have been documented as far back as the earliest days of ancient Rome – these are considered the precursors of modern insurance companies.

The change in thinking that insurance was the only method of dealing with risk exposure, occurred in the 1950’s, when two scientific studies (the Gordon & Howell Report and Pierson Report) were conducted and completed on the curricula of American Business Colleges.  These reports basically said that the current training was outdated and did not provide for future students as critical decision makers.

Elements of training that were introduced into the curriculum, were operations research and management science.  This basically demonstrated to businesses, that focusing on preventative measures in the first instance, would minimise the potential financial losses.

People began to realise that the cost of risk could be managed and kept as low as possible.  This new idea mushroomed to provide management an early opportunity to identify and evaluate the risks that a company faced and also allowed management to prepare for and to avoid losses which could in turn reduce the impact of risks.

Since this new risk management concept approach, it developed and spread from company to company and industry to industry, where in its present form, risk management is a combination of three important areas – decision theory, risk financing and risk control.

(ii)	To understand the relationship between “uncertainty” and “risk”, I think that it 	is important to start with a few statements:

· “Risk” is tangible and “uncertainty” is not.
· One can define “risk”, but a person can hardly delineate the outer layers of “uncertainty”.
· “Risk” can be rendered concrete, while “uncertainty” cannot.

When it comes to risk (a situation where there is a possibility for loss), uncertainty exists.  It is often possible for a person to feel uncertain in a situation which he / she imagines that there is a chance of loss occurring.  It is also possible for a person to feel certain (sure) when it comes to a certain risk when the exposure to loss is not known.

As an example, we can identify risk, like we do a distant train coming towards us, where the train may change its course before it reaches us or it may slow down or stop altogether.   Risk after all is not the train which has killed us, as this does not constitute risk, it is the perceived danger looming (whether close or in the distance), which represents the risk.  It must be remembered that the realised danger so to speak, is no longer a risk.

Alternatively, uncertainty has too many unknown variables.  Looking back to the previous example (under risk), uncertainty would be akin to us not knowing if the train has already left the station and if it has, whether it would be on the tracks leading our way.

It must always be remembered that the difference between a risk and uncertainty is often a matter of human perception and this is why the word uncertainty is most often used together with the word risk.

(iii)	The primary objectives of risk management for companies are as follows:

· To achieve a better understanding of risk to ensure a completive advantage.
· To build safety mechanisms against earnings – related surprises.
· To allocate capital more efficiently.
· To achieve cost savings through better management of internal resources.
· To build and improve capabilities to respond effectively to low probability, critical, catastrophic risks.
· To develop a common understanding of risk across multiple functions and business units, so that the company decision makers can manage risk effectively on an enterprise-wide basis.

(iv)	A “pure risk” is a risk that only involves the potential for suffering or loss, with no possible gain.  An example, would be, damage caused by a tidal wave, a catastrophic fire or a car accident – in all three examples there is no gain if no damage occurs.  It is only pure risks that are insurable.  The main types of pure risks are as follows:

· Personal Risk – this is the possibility of the loss of income or assets due to the loss of the capacity to earn an income.  This type of risk can be attributed to the following circumstances – 
· Early death
· Dependent old age
· Sickness or disability
· Lack of employment

· Property Risks – these types of risks include two types of loss:
· Direct loss – caused by damage to property (like fire)
· Indirect loss, is the additional expenses such as relocation costs (losses) in having to move to new premises (either permanently or temporarily)

· Liability Risk – this is the unintentional injury of other people or damage to their property, due to negligence or carelessness.

· Risks Arising from Failure of Other Individuals - this type of risk includes for example, a builder not completing a construction project as scheduled or debtors that fail to make prompt payments. 

(v)	Business Risk Management is the process of evaluating the potential risks 	that an individual or company may face.  There are two types of costs that are inherent in any risk, being – 

· The cost associated when the possible loss becomes a real loss.
· The cost associated with the expenses incurred to reduce or to eliminate the risk of probable loss.

These two mentioned costs must be set-off against each other, if risk management is to succeed.  It must also be noted that some types of risks are uninsurable, which means that no insurance company will cover those types of risks (an example would be insurance cover for an asbestos contractor, when removing friable asbestos an asbestos abatement project.

A risk management process should include the following elements:

· Identify and analyse exposures
· Examine risk management techniques
· Select risk management technique/s
· Implement technique/s
· Monitor benefits

This process can be described as a process which offers a company assurance that objectives are more likely to be achieved and destructive situations will be dealt with in a more sensible and practical manner.

(vi)	When looking at the benefits of Business Risk Management, it is important to 	first focus on the aims of risk management being:

· To manage the risks involved in all circumstances;
· To increase possible gains for companies;
· To significantly reduce negative effects for companies.

Emanating from these chief aims, the benefits to a company are:

· The creation of a more risk focused culture.
· Allowing for a standardised risk reporting mechanism.
· Improving focus and perspective on risk.
· Allowing for the efficient use of resources.
· Providing for effective co-ordination of regulatory and compliance matters pertaining to the company.


2.	Risk-enabled decision making and business processes provide a stronger link 	to the profit and loss and balance sheet, thus connecting risk insights to both value protection and creation in a much more tangible way.  Risk management can do this in a number of ways:

· Ensuring that the company will not be kept back from reaching the other business goals and objectives by pure risk losses.
· It can impact company profit margins directly by managing the cost of risk for companies and since company profits are measured by costs relative to income, the extent to which risk management can minimise cost will directly increase profit margins.
· Company costs can also be readily reduced by introducing risk control programmes and where the costs of loss prevention and control measures are lower than the amount of losses that are prevented, the cost of uninsured loss is obviously reduced.
· Risk management can also increase income for a company.  An example, would be, if a risk manager identifies affordable political risk insurance which is available, management may go ahead and in doing this, help improve profit margins.

3.	Business Risk Management is a multi-stage process that varies, depending on the needs and requirements of each company.  The first stage is to determine exactly what the risks facing the company are, in order to assess the likely and potential impact of each incident occurring.  Once this process has been completed, the company can get down to evaluating the technique which best suits the business.  There are three techniques available, these are as follows:

1. “Risk Avoidance”

This is the easiest way to mitigate risk exposure and to put a stop to any activities that may have an adverse effect on the business.

It is also important to remember that from nothing ventured comes nothing gained and therefore this is often not a realistic option for many businesses.

2. “Risk Reduction”

Risk reduction is essentially, taking the steps required to minimise the potential that an incident will occur.

Risk reduction strategies need to be weighed up in terms of their potential return on investment.  Basically, if the risk reduction outweighs the potential cost of an incident occurring, then the company involved needs to make a decision whether it is really worthwhile.

Companies may be exposed to risk due to inappropriate operating strategies or bad decisions made by management.  An evaluation of operating procedures by either internal company staff or perhaps an outside specialist can highlight areas where risk can be reduced.  The following are some examples of risk reduction strategies:

· Introducing and maintaining Health and Safety  Systems (OHSAS 18001)
· Introducing and monitoring TQM program/s (ISO 9001)
· Introducing and monitoring a Product Safety Prevention Program

3. “Risk Assumption”

We live in a world full of risks, however despite these risks, we continue to live our lives – we drive motor vehicles, even though we sometimes crash or we go surfing, even though we may drown in a large wave.  Every day we encounter risks, weigh up our options and choose whether the risk is worth taking or not.

When a company launches a new product, they understand the potential risk of product failure.  Therefore, they reduce that risk by way of market testing.  Risk assumption is the act of taking accountability for the loss or injury which may result from a risk.

It is sensible for a company to surmise a risk when one of the following circumstances exist:

· The possible loss is too small to be of a concern;
· The risk has been reduced through practical risk management;
· Even if insurance coverage is available, it’s too expensive;
· There is no alternative option to prevent the loss.

A large company may often decide to self-insure against a risk,	 however this type of insurance is risky in the beginning as a major risk could materialise in the first few years and could then empty out the money put aside for this self-insurance program.


Case Study

1. I believe that William Telford made a few mistakes – as follows:

· When taking Tameer on as a client, they allowed them to became their largest client (“All their eggs in one basket” so to speak).  They became very dependent on Tameer for cash flow.

· Although William Telford had Tameer professionally risk profiled, he failed to implement an ongoing risk assessment program for all his clients, including Tameer.  If there was such a risk management program in place, the monitoring of the financial risk would have provided William Telford with the necessary information to make prompt and accurate decisions regarding his clients non-payment issues.

· William Telford should have appointed an internal risk manager to assist him and his company reduce and assure the risk identified (in this case the financial risk exposure).


2. A risk management strategy would have provided William Telford and his company with a structured and coherent approach to identifying, assessing and managing their risks.  This would have built in a process for regularly updating and reviewing the assessment based on new developments or action taken.

The risk management strategy, would have provided William Telford with a	process known as risk assessment (identifying and reviewing risks that they faced and in this case, financial risk assessment).

Having highlighted the financial risk exposure of the Business Centre, William Telford could have been made aware of such risk and taken the necessary steps early enough to circumvent the impact of such risks materialising.  This would have protected the company, its people (staff) and any assets concerned from potential loss.
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