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Q.1. Short Questions: (24)
 i. What is meant by “risk control”?
A- Risk control is the method by which firms evaluate potential losses and take action to reduce or eliminate such threats. It is a technique that utilizes findings from risk assessments, which involve identifying potential risk factors in a firm's operations, such as technical and non-technical aspects of the business, financial policies, and other policies that may impact the well-being of the firm. Risk control also implements changes to reduce risk in these areas.
 
ii. What is the relationship between risk control and risk avoidance?
A- Risk avoidance and risk control are two ways to manage risk. Risk avoidance deals with eliminating any exposure of risk that poses a potential loss. Risk control deals with reducing the likelihood and severity of a possible loss.
             Risk avoidance is not performing any activity that may carry risk. For example, suppose an investor wants to buy stock in an oil company, but oil prices have been falling significantly over the past few months. There is political risk associated with the production of oil and credit risk associated with the oil company. She assesses the risks associated with the oil industry and decides to avoid taking a stake in the company. This is known as risk avoidance.
On the one hand, risk control deals with mitigating potential losses. For example, suppose an investor is invested in oil stocks. There is political risk associated with the production of oil, and the stocks have a high level of unsystematic risk. He can reduce his risk by diversifying his portfolio by buying stocks in other industries, such as retail or airlines.
Suppose the investor diversifies his portfolio and invests in various sectors of the market. However, he currently faces systematic risk due to an economic downturn. The investor may reduce his risk through a hedge. For example, the investor can protect his long positions and reduce his risk by buying put options for his long positions. He is protected from a potential drop in his portfolio value because he is able to sell his stocks at a predetermined price within a specified period.
The investor who avoids the risk forfeits any potential gains the oil stock may have. On the other hand, the investor who reduces his risk still has potential gains. If the stock market goes higher, his long positions will appreciate in value. However, if his positions decrease in value, he is protected by his put options.

 iii. What is the difference between “risk avoidance” and “risk prevention”?

A- Risk Prevention and Avoidance
Types of Losses:
· Destruction – Caused by fire, earthquake, wind, breakage, or deterioration
· Confiscation – Includes acts of crime such as theft, embezzlement, robbery, burglary, forgery, and conversion
· Loss of use – Causes loss of income, interruption of activities and/or extra expenses to continue operations
· Loss by Negligence – Liability can be incurred when persons are injured or property of others is damaged or destroyed due to negligence
· Loss of Reputation – Discrimination, sexual harassment, libel, slander, bad faith and unfair dealings create liability and poor employee/student/public relations
Methods For Treating Risk
· Avoidance – A risk may be avoided by not accepting or entering into the event which has hazards. This method has severe limitations because such a choice is not always possible, or if possible, it may require giving up some important advantages. Nevertheless, in some situations risk avoidance is both possible and desirable.
· Prevention – Risks can be prevented by implementation of standard operating procedures, education and training, limiting the numbers or types of participants, establishing security methodologies, duplication of records, selecting appropriate venues, preventive maintenance, etc.




 iv. “Risk management can make a difference directly to profit”. Discuss

The conventional wisdom says that putting an emphasis on risk management slows your business, but a new report from PwC finds the contrary is true: Companies that put a premium on risk management are seeing better growth and increased profit margins.
"Risks are increasing dramatically and executives are constantly faced with making decisions to protect their businesses, while also trying to improve their financial performance, By integrating risk management into the business life cycle, these two objectives can easily come together to work in unison. Developing an effective strategy requires investment, but the payoff and competitive advantage can be enormous."
1. Risk management leaders understand how risks interconnect and impact business. The study found that 70 percent of risk management leaders say they can see how risks interconnect and cascade, as compared with only 23 percent of non-leaders in risk management. Risk management leaders are also more likely to compile an aggregated view of risks when making decisions (73 percent of leaders vs. 27 percent of non-leaders). This gives them a clear and realistic understanding of operational issues and market opportunities.
2. Risk management leaders have a strategic understanding of their risk appetite and are willing to take risks. With a thorough understanding of potential risks, risk management leaders actually have a high or very high appetite for risk, according to the report. Nearly 90 percent of risk leaders say they are increasingly taking a risk-enabled approach to growth.
"Analyzing and assessing how different business risks affect one another is an essential step in achieving a holistic and accurate risk management perspective," says Brian Schwartz, PwC's U.S. Performance Governance, Risk and Compliance leader. "Undertaking systematic review that determines what aggregated level of risk a company is willing to take on — and ensuring that all business units understand those limits — remains a central tenet of risk management leadership."
3. Risk management leaders are more aligned across business units. Fully 90 percent of risk management leaders (compared with 36 percent of non-leaders) say their risk management program is fully aligned or very aligned with their company's strategic planning process.

 v. What is the primary objective of risk management?
A- The objectives of risk management can be classified as follows:

1. Pre-loss objectives
[image: http://4.bp.blogspot.com/-t3CWnDU5ilY/VLjfOwhRC6I/AAAAAAAABcM/shbchq5FRKI/s1600/objectives%2Bof%2Brisk%2Bmanagement.jpg]Risk management has certain objectives before a loss occurs. These objectives of risk management focus on minimizing the uncertainties, prepare for losses in the most economical way, reduce the anxiety and other necessary precautions to losses in the future. The important pre-loss objectives include the following:

Economy: The first objective is economy, which means that the firm should prepare for potential losses in the most economical way. This preparation involves an analysis of the cost of safety programs, insurance premium paid and the cost associated with the different techniques for handling losses.

Reduction of anxiety: The next objective is to reduce anxiety. Some loss exposures can make greater worry for the risk manager and key executives. 

Legal obligation: The next objective is to meet legal obligations. For example, the government regulations may require a firm to install safety devices to protect workers from the harm and to label consumer products appropriately. Risk managers must see that these legal obligations are meet. 

2. Post-loss objectives
These objectives are the objectives after a loss occurs. These objectives of risk management include the followings:

Survival: Some losses are so extreme and destructive that the existence of the organization is challenged. The most important post-loss objective is survival of the firm. Survival means that after a loss occurs, the firm can resume at least partial operation within some reasonable time.

Continuation in operation: Continuation in operation of the business after the loss is important for the survival of the business. The pro-loss objective is to continue operation after a loss occurs. 

Stability of earning: Stability of earning is another important post-loss objective of risk management. It is necessary to maintain earning per share. 

Continued growth: Continued growth of an organization is another post-loss objective of risk management. A firm can grow by developing new product, market and business strategy. 



 vi. How can the risk management process be developed?

Developing an effective Risk Management Plan can help keep small issues from developing into emergencies. Different types of Risk Management Plans can deal with calculating the probability of an event, and how that event might impact you, what the risks are with certain ventures and how to mitigate the problems associated with those risks. Having a plan may help you deal with adverse situations when they arise and, hopefully, head them off before they arise.
Steps
1. 
1
[bookmark: step_1_1]Understand how Risk Management works. Risk is the effect (positive or negative) of an event or series of events that take place in one or several locations. It is computed from the probability of the event becoming an issue and the impact it would have (See Risk = Probability X Impact). Various factors should be identified in order to analyze risk, including:
. Event: What could happen?

. Probability: How likely is it to happen?

. Impact: How bad will it be if it happens?
. Mitigation: How can you reduce the Probability (and by how much)?
. Contingency: How can you reduce the Impact (and by how much)?
. Reduction = Mitigation X Contingency
. Exposure = Risk – Reduction
. After you identify the above, the result will be what’s called Exposure. This is the amount of risk you simply can’t avoid. Exposure may also be referred to as Threat, Liability or Severity, but they pretty much mean the same thing. It will be used to help determine if the planned activity should take place.
. This is often a simple cost vs. benefits formula. You might use these elements to determine if the risk of implementing the change is higher or lower than the risk of not implementing the change.
· Assumed Risk. If you decide to proceed (sometimes there is no choice, e.g. federally mandated changes) then your Exposure becomes what is known as Assumed Risk. In some environments, Assumed Risk is reduced to a dollar value which is then used to calculate the profitability of the end product.
· 
2
[bookmark: step_1_2]Define your project. In this article, let's pretend you are responsible for a computer system that provides important (but not life-critical) information to some large population. The main computer on which this system resides is old and needs to be replaced. Your task is to develop a Risk Management Plan for the migration. This will be a simplified model where Risk and Impact are listed as High, Medium or Low (that is very common especially in Project Management).
· 
3
[bookmark: step_1_3]Get input from others. Brainstorm on risks. Get several people together that are familiar with the project and ask for input on what could happen, how to help prevent it, and what to do if it does happen. Take a lot of notes! You will use the output of this very important session several times during the following steps. Try to keep an open mind about ideas. "Out of the box" thinking is good, but do keep control of the session. It needs to stay focused and on target.
· 
4
[bookmark: step_1_4]Identify the consequences of each risk. From your brainstorming session, you gathered information about what would happen if risks materialized. Associate each risk with the consequences arrived at during that session. Be as specific as possible with each one. "Project Delay" is not as desirable as "Project will be delayed by 13 days." If there is a dollar value, list it; just saying "Over Budget" is too general.
· 
5
[bookmark: step_1_5]Eliminate irrelevant issues. If you’re moving, for example, a car dealership’s computer system, then threats such as nuclear war, plague pandemic or killer asteroids are pretty much things that will disrupt the project. There’s nothing you can do to plan for them or to lessen the impact. You might keep them in mind, but don’t put that kind of thing on your risk plan.
· 
6
[bookmark: step_1_6]List all identified risk elements. You don’t need to put them in any order just yet. Just list them one-by-one.
· 
7
[bookmark: step_1_7]Assign probability. For each risk element on your list, determine if the likelihood of it actually materializing is High, Medium or Low. If you absolutely have to use numbers, then figure Probability on a scale from 0.00 to 1.00. 0.01 to 0.33 = Low, 0.34 to 0.66 = Medium, 0.67 to 1.00 = High.
· Note: If the probability of an event occurring is zero, then it will be removed from consideration. There’s no reason to consider things that simply cannot happen (enraged T-Rex eats the computer).

8
[bookmark: step_1_8]Assign impact. In general, assign Impact as High, Medium or Low based on some pre-established guidelines. If you absolutely have to use numbers, then figure Impact on a scale from 0.00 to 1.00 as follows: 0.01 to 0.33 = Low, 0.34 – 066 = Medium, 0.67 – 1.00 = High.
· Note: If the impact of an event is zero, it should not be listed. There’s no reason to consider things that are irrelevant, regardless of the probability (my dog ate dinner).
· 
9
[bookmark: step_1_9]Determine risk for the element. Often, a table is used for this. If you have used the Low, Medium and High values for Probability and Impact, the top table is most useful. If you have used numeric values, you will need to consider a bit more complex rating system similar to the second table here. It is important to note that there is no universal formula for combining Probability and Impact; that will vary between people and projects. This is only an example (albeit a real-life one):
· Be flexible in analysis. Sometimes it may be appropriate to switch back and forth between the L-M-H designations and numeric designations. You might use a table similar to the one below.
· 
10
[bookmark: step_1_10]Rank the risks. List all the elements you have identified from the highest risk to the lowest risk.
· 
11
[bookmark: step_1_11]Compute the total risk: Here is where numbers will help you. In Table 6, you have 7 risks assigned as H, H, M, M, M, L, and L. This can translate to 0.8, 0.8, 0.5, 0.5, 0.5, 0.2 and 0.2, from Table 5. The average of the total risk is then 0.5 and this translates to Medium.
· 
12
[bookmark: step_1_12]Develop mitigation strategies. Mitigation is designed to reduce the probability that a risk will materialize. Normally you will only do this for High and Medium elements. You might want to mitigate low risk items, but certainly address the other ones first. For example, if one of your risk elements is that there could be a delay in delivery of critical parts, you might mitigate the risk by ordering early in the project.
· 
13
[bookmark: step_1_13]Develop contingency plans. Contingency is designed to reduce the impact if a risk does materialize. Again, you will usually only develop contingencies for High and Medium elements. For example, if the critical parts you need do not arrive on time, you might have to use old, existing parts while you’re waiting for the new ones.
· 
14
[bookmark: step_1_14]Analyze the effectiveness of strategies. How much have you reduced the Probability and Impact? Evaluate your Contingency and Mitigation strategies and reassign Effective Ratings to your risks.
· 
15
[bookmark: step_1_15]Compute your effective risk. Now your 7 risks are M, M, M, L, L, L and L, which translate to 0.5, 0.5, 0.5, 0.2, 0.2, 0.2 and 0.2. This gives an average risk of 0.329. Looking at Table 5, we see that the overall risk is now categorized as Low. Originally the Risk was Medium (0.5). After management strategies have been added, your Exposure is Low (0.329). That means you have achieved a 34.2% reduction in Risk through Mitigation and Contingency. Not bad!
· 
16
[bookmark: step_1_16]Monitor your risks. Now that you know what your risks are, you need to determine how you’ll know if they materialize so you’ll know when and if you should put your contingencies in place. This is done by identifying Risk Cues. Do this for each one of your High and Medium risk elements. Then, as your project progresses, you will be able to determine if a risk element has become an issue. If you don’t know these cues, it is very possible a risk could silently materialize and affect the project, even if you have good contingencies in place.
[bookmark: Questions_and_Answers_sub]

 vii. What are the main benefits of risk management?

Implementing a risk-management program may seem like an extravagant policy for a small business to consider, yet such a plan has a place from business planning through insurance to operations planning. Risk-management programs provide both the strategic basis and the operational framework for handling crisis within your company, as well as providing a parent policy for crisis management.
Defining Risk Management
Risk management to a financial planner has different meaning than to a manufacturing operations manager, yet in essence it refers to managing factors that interfere with achievement of business targets. Your small-business risk management program may incorporate several disciplines, such as financial risk, liability management or health and safety initiatives, all of which may intertwine. The needs of your business define the scope of your program. There is no one-size-fits-all risk-management plan.
Financial Considerations
Having a risk-management program may be welcome news to your banker and insurance agent. Both are risk managers by profession, so you may see a banker willing to increase credit lines, while an insurance broker can affordably customize your coverage based on a well-designed risk program. The presence of a risk-management program may aid you in proving due diligence in legal action, potentially limiting and protecting your liability in case of a lawsuit.
Protecting Resources
When your risk-management program identifies and prioritizes key risks that are likely to occur, you improve your company's chances to plan and respond. In turn, this saves you staff hours away from the core efforts of your business. For example, health and safety components of your program may address ergonomics and equipment safety, reducing lost-time injury. Production contingency planning gives your staff alternatives for re-routing production, when an important machine goes down, for instance.
Business Culture
The presence of an active risk-management program says something about your company's brand. Workers have knowledge of expectations and leadership from the start of their employment, while your business develops a reputation as thorough and professional. You build and support strategic planning through development of your program, and you establish a standard to which you can evaluate performance and adapt to changing needs. When you anticipate risk, your preparation begins, and the shock of the unexpected is dissipated.

 viii. How can the risk be evaluated? 

A- Evaluating business risk, or risk assessment, is the process of identifying every risk of loss associated with a new project or business venture, then comparing each potential loss against the potential benefit/profit of the whole project. Determining whether a project is worth the risks and should be undertaken in spite of them is the traditional purpose of business risk evaluation.
1. Identify all--or as many as possible--potential risks of loss to the business presented by the project. For example, phase one of the project could take a month longer than scheduled to complete, resulting in financial penalties and additional labor costs to the business.
2. Estimate the likelihood of the loss occurring. Label on a sheet of paper or spread sheet three columns with percentages of probability. 
3. Assign a dollar loss amount to the potential risk and calculate total loss to the business at fiscal year end. In the example, it is 25 percent likely phase one of the project runs over deadline by a month costing the company $1,000 per month in penalties and $5,000 in additional labor costs, totaling a $6,000 loss in cash to the business at fiscal year end.
4. Decide if the business can withstand the loss and if the risk is worth taking. Subtract the potential loss from the revenue generated by the project as a whole. For example, the project benefits the business by a gain of $50,000 at fiscal year end, minus a loss to the business of $6,000 at fiscal year end if phase one is not completed on time. The result is a $44,000 gain at fiscal year end. Comparing a $50,000 gain against the low probability of a $6,000 loss results in the logical decision that the business can withstand the loss and the risk is financially worth taking.
5. Devise a way to minimize or eliminate the risk. In the example, minimize or eliminate the risk of the $6,000 loss in penalties and increased labor costs from a missed deadline by adding more labor from the beginning to ensure the deadline is met, or by negotiating to move the deadline and give phase one an addition month for completion.



Case Study (6)

 William Telford established The Business Centre in 2000 as a consultancy business. With his experience and connections, the company grew quickly into UK’s largest independent creative company with over 60 staff. The Business Centre rapidly expanded the portfolio of its clients from the UK to overseas. In 2006, William Telford began working with clients in the Middle East and formed a relationship with billion-dollar company Tameer (builder of the man-made islands in Dubai). At the time,Tameer was the biggest developer in the region. William Telford had Tameer professionally risk-profiled, and the company seemed safe and reputable. But over the following months, Tameer became The Business Centre's biggest client - just before the GFC hit. Tameer started lagging in payments... Previously, The Business Centre had never experienced bad debtors, so Telford believed business would bounce back and Tameer would eventually pay - it would just take time. Plus, The Business Centre had a large client base, so Telford tried to overcome the issue by leveraging income from other projects and invoice factoring to raise funds and keep business going. In most cases, this strategy would work as an emergency measure. But due to the GFC, suddenly all of his clients stopped projects, and absolutely no income came in. With these factors combined, The Business Centre was beyond help. The company collapsed after 10 years of operation in 2010, and William Telford lost everything he owned.

 Keeping in view the above answer the questions below:

1. Where do you think William Telford made a mistake?
a- Willian didn’t do proper risk profiling and was careless in terms of economic crisis effecting the particular region even with bad debt he should have taken extra precution and utilized the risk management steps to further deviate from this failure.


1. How does the risk management strategy would have helped him?
Disaster can still wreck the best-laid plans, of course, but taking risk management seriously will certainly increase your chances of long-term success..
1. Make a Plan
Every business should have a solid risk management plan. 
 A risk management plan for a large, complex business could easily run to hundreds of pages, while a small business might just have a small spreadsheet focusing on the main items.
There are a few essential items to include in a risk management plan, however. Here they are:
· a list of individual risks
· a rating of each risk based on likelihood and impact
· an assessment of current controls
· a plan of action
Here’s the sample table we put together last time:
	Risk
	Likelihood   
	Impact   
	Risk Score

	Key client tamer Corp is late paying its invoice.
	5
	2
	10

	Loss of power for more than 24 hours.
	1
	3
	3

	Our COO Janet leaves the company.
	4
	4
	16

	A new competitor undercuts the price of our main product.
	2
	5
	10

	Scathing product review from an influential magazine/website.
	3
	2
	6


Your full plan will of course have a lot more items, but this example at least illustrates the format. 
2. Decide How to Handle Each Risk
So at this point in the series, we’ve identified all the main risks in our business, prioritized them based on likelihood and impact, and assessed the effectiveness of our current controls.
The next step is to decide what to do about each risk, so that we can manage them best. In the world of risk management, there are four main strategies:
1. Avoid it.
2. Reduce it.
3. Transfer it.
4. Accept it.
Each strategy has its own advantages and disadvantages, and you’ll probably end up using all four. Sometimes it may be necessary to avoid a risk, and other times you’ll want to reduce it, transfer it, or simply accept it. 
Avoid the Risk
Sometimes, a risk will be so serious that you simply want to eliminate it, for example by avoiding the activity altogether, or using a completely different approach. If a particular type of trading is very risky, you may decide it’s not worth the potential reward, and abandon it.
The advantage of this strategy is that it’s the most effective way of dealing with a risk. By stopping the activity that’s causing the potential problems, you eliminate the chance of incurring losses. But the disadvantage is that you also lose out on any benefits too. Risky activities can be very profitable, or perhaps have other benefits for your company. So this strategy is best used as a last resort, when you’ve tried the other strategies and found that the risk level is still too high.
Reduce the Risk
If you don’t want to abandon the activity altogether, a common approach is to reduce the risk associated with it. Take steps to make the negative outcome less likely to occur, or to minimize its impact when it does occur.
With our earlier case, “tamer  is late paying its invoice”, for example, we could reduce the likelihood by offering an incentive to the client to pay its bills on time. Maybe a 10% discount for early payment, and a penalty for late payment. Dealing with late-paying customers can be tricky. we could reduce the impact by arranging access to a short-term credit facility. That way, even if the client does pay late, we don’t run out of money. For more on short-term borrowing options like factoring and lines of credit
This is probably the most common strategy, and is appropriate for a wide range of different risks. It lets you continue with the activity, but with measures in place to make it less dangerous. If done well, you have the best of both worlds. But the danger is that your controls are ineffective, and you end up still suffering the loss that you feared.
Transfer the Risk
We’re all familiar with the concept of insurance from our everyday lives, and the same applies in business. An insurance contract is basically a transfer of risk from one party to another, with a payment in return.
When you own a business, you have the option to transfer many of your risks to an insurance company as well. You can insure your properties and vehicles, and also take out various types of liability insurance to protect yourself from lawsuits. 
Accept the Risk
As we’ve seen, risk management comes at a price. Avoiding a risk means constricting your company’s activities and missing out on potential benefits. Reducing a risk can involve costly new systems or cumbersome processes and controls. And transferring a risk also has a cost, for example an insurance premium.
So in the case of minor risks, it may be best simply to accept them. There’s no sense investing in a whole new suite of expensive software just to mitigate a risk that wouldn’t have had a very big impact anyway. For the risks that received a low score for impact and likelihood, look for a simple, low-cost solution, and if you can’t find one, it may be worth simply accepting the risk and continuing with business as usual.
The advantage of accepting a risk is pretty clear: there’s no cost, and it frees up resources to focus on more serious risks. The downside is also pretty clear: you have no controls in place. If the impact and likelihood are minor, that may be fine. But make sure you’ve assessed those things correctly, so that you don’t get a nasty surprise.
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