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1. Short Questions: 
i. Briefly describe the history of risk management. (18) 
Risk Management or a significant piece of it “probability theory” are thought to have been around for thousands of years and have appeared in the writings of both Dante and Galileo.  In the in the 1600’s the mathematicians Pascal and Fermat were also  known to have wrote to each other discussing the probability theory or risk in games of chance.
However the modern origins of Risk Management that we know todays were thought to have emerged in 1956 with an article wrote in the Harvard Business review it suggested that a company employee should be placed in charge of their pure risks.  This was role in its first guise was taken on by Insurance Managers whose job it was to study using insurance to manage risks.  Over time (1950’ to 1970’s) the theory of insurance to manage risk evolved and was further developed.  Business insurance buyers came to understand there were more cost-efficient ways to manage or analyze the risk and manage it before taking the risk and insuring against it.
This idea gave rise to the modern form of risk management, by where managers would identify and evaluate risks they faced in order to avoid loss and reduce the impact of other. Risk management concentrates on three main areas used in the management of risk, Decision Theory, risk financing and risk control. 
ii. What is the relationship between ‘Uncertainty’ and ‘Risk’? 
Risk is described as a situation or circumstance where there is a chance of loss or danger where the outcome can be measured.  Uncertainty refers to being unsure of the outcomes of a particular situation which cannot be measured. In Risk Management the relationship can be broken down into two parts certainty and uncertainty, certainty referring to risk is where there is a risk of something occurring however the loss or outcome of that risk can be measured or quantified.  Uncertainty can refer to a situation where there could be multiple outcomes, insufficient information or knowledge in regards to the outcome and therefore the outcome cannot be quantified or measured 
iii. What is the primary objective of risk management? 
The primary objective of Risk Management is to identify, evaluate and minimize potential risks to an individual or a business.  Risk Management as the name suggests does not try to remove the risk entirely it is in simple terms trying to manage the risk involved in all circumstance, increase possible gains and reduce the negative effects. 
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iv. What is ‘Pure Risk’? Outline the main types of pure risk. 
A Pure risk is defined as where there can be no profit or gain from the risk being realized and only a full/partial loss or breakeven is possible, it is something that affects individuals and a business these are broken down into the following categories:
· Personal Risk – The possibility of a loss of income or assets due to being unable to earn an income this is further broken down into four circumstances:
· Early Death
· Dependent old age
· Sickness/disability
· Lack of Employment
· Property Risks – These are defined as the risks to a person’s property or assets.  These direct loss and indirect loss. Direct loss is the loss of losing an asset such as a person’s house burning down the indirect loss is the further loss incurred for example; by having to find alternative accommodation such as rental or hotel whilst the direct loss (house burnt down) is being rebuilt. 
· Liability Risk – is the intentional or unintentional or others or damage to their property due to negligent or careless actions, liability risks generally arise form or form part of the law or regulation requirements.
· Risk Arising from the failures of others - these are things such as the non-completion of agreed works or the failure to pay a bill as agreed. This has become particularly prevalent with the expansion of ecommerce and outsourcing of tasks.

v. How can the risk management process be developed? 
A Risk Management process as the name suggests is a series of logical steps taken in order to fully identify and manage the risks with a particular task or action. There are a number or varying theories as to the process however they all follow 5 basic process steps: 
· Risk Identification – find, identify and describe the risk that could affect the project or it outcomes these are usually recorded on the Project Risk Register.
· Analyze the Risk – once you have identified the risk you then procced to identify the likelihood and consequences of each risk including its potential to affect project goals and outcomes. Also recorded on the Project Risk Register.
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· Evaluate or Rank or Grade the Risk – you can evaluate the risk by determining its magnitude (likelihood and consequence), you can then make an informed decision if the risk is acceptable or requires treating. Also recorded on the Project Risk Register.
· Treat the Risk/Risk Response Planning – in this step you should identify the highest ranked risks and formulate risk mitigations, preventative plans and contingency plans to modify or remedy the risks to achieve acceptable risk levels. Treatment measures should also be added to the Project Risk Register
· Monitor and Review the risk -  the Project Risk Register that has been compiled during all the steps can now be used monitor, track, review and develop further treatments if required 

vi. What are the main benefits of business risk management? 
· You are more likely to meet/accomplish Objectives 
· Allow you to deal with potentially destructive sensibly and practically 
· Reduce the risk of loss
· Prevent the loss (only in situations of catastrophic loss

Q.2. “Risk management can make a difference directly to profit”. Discuss (4) 
Risk Management can make a difference to profits in a numbers of ways. By successfully managing the cost of the risk it can minimize the cost of that particular risk and directly increase the profits.   The Costs of the risk can be can be reduced through control programs, if the cost of the loss prevention and the control measures taken is less that the amount of losses which have been prevented then profits will increase, for example if the cost of employing a security guard to protect a building is less that the cost of the loss for a break-in or robbery then the security guard will aid in increasing the overall income and increase profits.  Successful Risk Management can also can also increase income for example by providing alternative protection for a business outside of normal corporate insurance in programs such as a business analyzing the cost of a particular insurance premium and the cost pooling sufficient finances from the business to protect against a loss, if the cost of either self-insurance (pooling the finances) is lower than the cost of the insurance premium then there is a saving to be made whilst still covering the cost of the loss and in turn increasing profits also in the event that there are no losses or less losses than predicted the additional money pooled can also be used as an asset or reduce the further the premiums paid into the pool.  By reducing the risk of an event occurring you can also reduce the loss for a particular event such as is providing a staff member with protective equipment to protect them from harm is lower in cost to the loss to profit caused by an accident or injury there is a direct saving to be made.
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Q.3. Briefly describe the three general risk management techniques. (4) 
· Risk Avoidance – in simple terms if the loss is greater than the risk then the decision could be taken to avoid the risk all together, however it should be noted that the cost of avoiding the risk all together could prove to be higher than taking the risk in the first place 
· Risk Reduction – If/Where a risk cannot be prevented then the loss from the realization of that risk can be reduced for example a worker has to enter an area where there is a danger of falling objects due to workers working above, to reduce the risk the worker is given protective equipment and the workers above have catch nets fitted to catch falling objects and are told to cease work when workers are below.  The cost of the reduction measures is less than the cost of the loss from injury, death, legal proceedings, loss of earnings and increased insurance premiums. 
· Risk Assumption – Is taking into account the cost of the loss or injury that may result or a risk 

Case Study (4) 
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. 
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1. Where do you think William Telford made a mistake? 
Telford seemed to make a number of mistakes however I would suggest that the biggest mistake was a failure to carry out and plan a risk Management strategy.  Whilst he did have Tameer professionally Risk Profiled there is no evidence to suggest that Telford had carried out any form of risk process to establish the risks of his company taking on Tameer as a client and what the risks were for his business, it also suggests that the business relationship grew to quickly without sufficient time to fully risk assess the magnitude of loss could have to their business arrangement. As Tameer grew to be Telford’s largest client Telford also fail to correctly or sufficiently identify the potential Risk arising from the failure of others that Tameer could have on his business. There would also seem from the case study above that as Telford did not carry out correct/sufficient Risk Management process he also insure against or make provisions for this particular risk. Which in turn lead to him placing other areas of the business at risk from this by leveraging income from other projects whilst the other projects may have carried out sufficient risk management themselves they may not have been able to foresee this as a risk to their project, this has the knock on effects of Telford himself becoming the potential Risk arising from the failure of others to the other projects.  
2. How does the risk management strategy would have helped him? 
The Risk management strategy would have helped Telford to come to the right decision and make take the right precautions/mitigations prior to taking on Tameer as a client using a correctly compiled Project Risk Register. Had the team or person (if any) conducting conducted the Risk management strategy using the general techniques of risk management this should have allowed them to suitably identify all the risks that having Tameer as a client, they would then have been able to analyze the risks that were involved with the client and evaluate the loss in these situations. They could have then ranked and graded this information to ensure that the most significant risks were treated or have some type of risk reduction strategy to reduce the risk such as insurance against nonpayment, he could have then made the decision if this risk was acceptable or not.  Had constant monitoring and review of the risk been carried out it could have pre-warned Telford with the situations that arose such as Tameer’s nonpayment of bills and the GFC, this would have led to Telford not having to use funds from other projects to cover losses caused by Tameer and potentially even without Tameer’s income they may have survived with the income from the other projects.  It would have also served as a model that could have been used by the business for future projects and decisions in regards to Risk 
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