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Marking Criteria:
 We expect the learners to write minimum one well expressed point in three lines against each allocated mark. This means one needs to write 15 lines with 5 well expressed points to get high grades for a 5 marks question.
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Question:

1. Define risk and explain its various types.

2. What are three common risk management techniques?

3. What are the four T’s of responding risks?

Answer:

1. Although it is often used in different contexts, risk is the possibility that an outcome will not be as expected, specifically in reference to returns on investment in finance. Risks can come from various sources including uncertainty in financial markets, threats from project failures, legal liabilities, credit risks, accidents, deliberated attack from an adversary, or events of uncertain or unpredictable root-cause. However, there are several different kinds or risk, including investment risk, market risk, inflation risk, business risk, liquidity risk and more. Generally, individuals, companies or country incur risk that hey may lose some or all of an investment. Risk is generally referred to in terms of business or investment, but it also applicable in macroeconomic situations. For example, some kinds of risk examine how inflation, market dynamics or developments and consumer preferences affect the investments, countries or companies. Additionally, there are many ways to measure risk including standard deviation and variation (Sraders, 2019). There are two types of risks, Quantitative risks and Qualitative risks. Quantitative risks are those that can clearly be quantified. They have an impact on time, people, money, or other resources. An example could be lost revenue, lost production, or delayed time. Qualitative risks are those that cannot easily be clearly quantified. This may be because you do not have sufficient historical data to determine the likelihood of the risk and/or its impact is not understood well enough for a qualitative impact to be associated with it.
2. Once risks have been identified and assessed, all techniques to manage the risk fall into one or more of these three common risk management techniques: Risk Avoidance, Risk Reduction, and Risk Assumption. Ideal use of these risk control strategies may not be possible. Some of them may involve trade-offs that are not acceptable to the organization or person making the risk management decisions. Risk avoidance, this includes not performing an activity that could carry risk. An example would be not buying a property or business in order to take on the legal ability that comes with it. Another would be not flying in order not to take risk that the airplanes were to be hijacked. Avoidance may seem the answer to all risks, but avoiding risks also means losing out on the potential gain that accepting (retaining) the risks may have allowed. Not entering a business to avoid the risk of loss also avoid the possibility of earning profits. Increasing risk regulation in hospitals has led to avoidance of treating higher risk conditions, in favor of patients presenting lower risk. Risk reduction, also called as “optimization” involves reducing the severity of the loss or the likelihood of the loss from occurring. For example, sprinklers are designed to put out a fire to reduce the risk of loss by fire. This method may cause a greater loss by water damage and therefore may not be suitable. Acknowledging that risks can be positive or negative, optimizing risks means finding a balance between negative risk and the benefit of the operation or activity; and between risk reduction and effort applied. By an offshore drilling contractor effectively applying Health, Safety and Environment (HSE) management in its organization, it can optimize risk to achieve level of residual risk that are tolerable. Outsourcing could be an example of risk sharing strategy if the outsourcer can demonstrate higher capability at managing or reducing risks. For example, a company may outsource only its software development, the manufacturing of hard goods, or customer support needs to another company, while handling the business itself. This way, the company can concentrate more on business development without having to worry as much about the manufacturing process, managing the development team, or finding a physical location for a center. Risk assumption/retention involves accepting the loss, or benefit of gain, from a risk when the incident occurs. True self-insurance falls in this category. Risk retention is a viable strategy for small risks where the cost of insuring against the risk would be greater over time than the total losses sustained. All risks that are so large or catastrophic that either they cannot be insured against or the premiums would be infeasible. War is an example since most property and risks are not insured against war, so the loss attributed to war is retained by the insured. Also any amount of potential loss over the amount insured is retained risk. This may also be acceptable if the chance of a very large loss is small of if the cost to insure for greater coverage amount is so great that it would hinder the goals of the organization too much.
3. Risks control is the process by which an organization reduces the likelihood of a risk event occurring or mitigates the effects that risk should it occur. The preferred way to determine your risk control strategy is to use the four T’s process, which are: Tolerate, Treat, Transfer, and Terminate. Tolerating risk is where no action  is taken to mitigate or reduce the risk. This may be because the cost of instituting risk reduction or mitigation activity is not cost-effective or the risks of impact are at so low that they are deemed acceptable to the business. Even when these risks are tolerated they should be monitored because future changes may make it no longer tolerable. Treating risk is a method of controlling risk though actions that reduce the likelihood of the risk occurring or minimize its impact prior to its occurrence. Also, there are contingent measures that can be developed to reduce the impact of an event once it has occurred. Transferring risk can be achieved through the use of various forms of insurance, or the payment to third parties who are prepared to take the risk on behalf of the organization. Terminating risk is the simplest and most often ignored method of dealing with risk. It is the approach that should be most favored where possible and simply involves risk elimination. This can done by altering an inherently risky process or practice to remove the risk. The same can be used when reviewing practices and processes in all areas of the business, if an item presents a risk and can be changed or removed without it materially affecting the business, then removing the risk should be the first option considered; rather than attempting the treat, tolerate or transfer it.
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