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	Overview of Risk Management
Question 1

i. Briefly describe the history of risk management.

The present form of Risk management began with an article published in 1956 in the Harvard Business Review. The article proposed that a company employee should be placed with the responsibility of dealing with their pure risks. 
In addition, major firms around this time had an insurance manager overseeing insurance procurement, although later on this role would be given to dedicated specialists.  

The origins of risk management originated from corporate insurance buying, although the change from one field (insurance buying) into risk management at time didn’t seem a normal approach. The change happened when people started to realise that insurance wasn’t the only way to manage an organisations risk.  This idea came about during the 1950s with a scientific report written by Gordon and Howells and another scientific report written by Pierson; both of these reports

were done on the curricula of American business colleges.
Both of these studies highlighted the outdated and ineffective syllabuses that students were being taught at the time, and would potentially hinder students in important decision making due to outmoded methods being taught on campuses.  
Due to these reports, the train of thought at the time started to change from the old and now obsolete methods and started to implement into their curricula, new ideas such as operations research and management science which over time came to be the standard. 

A number of business insurance buyers started to recognise there was a more cost efficient way of managing risk and realised the best option was to try and prevent losses, which in turn would reduce the commercial effects of any loss that they (the business insurers) were unable to prevent. 
The idea of risk management was born so companies could handle risks by identifying and evaluating risks in the first place as this in turn would help them (the companies)  avoid losses that would have an effect on others.  People came to the idea that the cost of risk could be achieved and kept as low as possible. 

This new idea regarding risk management flowed from organisation to organisation and in its present form, risk management is a combination of three areas. These three areas are decision theory, risk financing and risk control.

ii.	What is the relationship between uncertainty and risk?

The relationship between uncertainty and risk is that uncertainty gives an element of the unknown as in “I am not sure this will happen”, or at least gives he or she skeptical views possibly due to the lack of available information at the time. Whereas risk gives he or she the understanding that they may be chance of a loss. Due to this understanding he or she concerned may feel that with a certain amount of risk taking there will be a level of uncertainty due to he or she being apprehensive regarding the possibility of loss.


iii. What is the primary objective of risk management?

The objective of risk management is for organisations or individuals to assess potential risks that they may face, as gaging these risks will reduce costs involved with those risks.

iv. What is “Pure Risk”? Outline the main types of pure risk.

Pure Risk is the known factor that the risk taken there will be no gain whatsoever only a loss will incur. An example of this would be a person taking out insurance for an expensive watch such as a Rolex in case it is stolen. If the Rolex was stolen, the person who took out the insurance would not gain anything apart from the cost of the Rolex. So in this example the person has not gained anything.

The main types of pure risk are:

•     Personal Risk
· Personal risk is the prospect of loss of income or assets due to varying circumstances such as death, old age, ill health or disability and lack of employment.
•     Property Risks
· This risk is faced by anyone that holds an asset. Due to this asset being potentially stolen or damaged, this can result in direct or indirect loss. 
•     Liability Risk
· This risk covers unintentional injury of other people or damage to their property due to negligence. In addition, liability can arise due to injuries or damages sustained in a deliberate manner. This means that liability risk also covers the potential for loss of owned assets, loss of income and legal liability due to either deliberate or accidental actions. 




•     Risks Arising from Failure of Other Individuals
· This risk covers failures for example, a motorway company failing to adhere to dates to build a section of the motorway on time and causing a delay for the organisation that has contracted the motorway company.

v. How can the risk management process be developed?

The risk management process can be developed by utilising these five steps (Kloosterman 2014).
•     Identify the risk.
· An organisation should find and identify areas that may affect the organisation. 
•     Analyze the risk.
·  As soon as the risks are recognised, you can judge the probability and the scale of the risk and how it may affect the organisation if the risk or risks arose.
•     Evaluate or rank the risk.
· The risks can be evaluated by understanding the probability and effect it will have on an organisation. In addition, these risks should be given attention as to whether they are deemed tolerable or they require some form of action to be taken.
•     Treat the risk. 
· In this step your highest risks are evaluated and you create a plan to either treat or change the risks to a tolerable state if required. 
•     Monitor results.
· In this step you asses and review the risk and change the treatment for each risk as required. 

vi. What are the main benefits of business risk management?

Due to the process that involves managing risk (as outlined above), the benefits of business risk management is that objectives are more likely to succeed and 

situations that may arise and have an effect on the business can be dealt with in a more efficient manner. Risk managements aims are not to remove risk completely, but to manage risks and reduce potentially destructive effects and increase possible gains.

Question 2

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

Utilising risk management techniques in a business can help the business prevent loss of profit. By identifying, analysing and selecting the right management technique regarding the risk concerned, the business can reduce or nullify the risk, as profits are measured by costs relative to income. This means that if risk is recognised and effectively managed at the start, costs if exposed to the risk concerned will be minimal and in turn directly increase the businesses profits.

Question 3

Briefly describe the three general risk management techniques.

The three general risk management techniques are:

•     Risk Avoidance
· This is where a person/organisation/business completely avoids the possibility of any form of risk. For example, a platoon sized unit in the British Army (Afghanistan) is tasked with going out on patrol and ambushing the Taliban at a specific location in the Helmand Province. The platoon knows that there will be a risk of casualties if the ambush goes ahead, the platoon also knows that if the ambush does not go ahead the Taliban will not be neutralised and higher casualties towards the British Forces will be sustained at a later date. The best approach here would be to go ahead with the ambush.

Note to marker. Regarding the above I am equating my former military/private security background to various articles written in this assignment. 

•     Risk Reduction
· Risk reduction is technique where the risk cannot be prevented although the risk of loss can be reduced. An example of this would be where a hotel chain (Spacey 2015) reduces the chances of bad customer reviews, by authorising all staff to handle customer complaints on the spot and the possibility of giving the customer some form of free upgrade if appropriate. This practice in risk reduction is worthwhile as it saves the hotel chain from bad reviews and in turn helps prevent loss of income. In addition, better management practices/customer services should be evaluated and highlighted if required to prevent further loss for the hotel chain.

•     Risk Assumption
· Risk assumption is an everyday occurrence. Airline companies understand that every time one of their aircraft fly’s in the air, there is the possibility that it may fall out of the sky due to mechanical failure (Spacey 2015). To reduce this risk, the airline company has an effective and thorough maintenance program. Risk assumption is an act of taking responsibility for the loss or injury which may result from a risk.











Case Study

Question 1 

Where do you think William Telford made a mistake?

William Telford should have taken out an insurance policy against all of his clients (not only with Tameer) defaulting on payments in case there was a downturn in the economy (as can be seen in the case study). This type of risk is a pure risk
 
which an insurance company would insure a business against, as it has affected his business which in turn has folded and ceased to exist. 

Question 2

How does the risk management strategy would have helped him?
His business should have taken systematic steps in identifying and analysing risks that may arise (such as any of his clients companies folding as in the case study), that could potentially affect his organisation. Once this risk is known, Mr.Telford could have outlined the possibility and consequence of this and how it may affect his organisation. In addition, Mr. Telford should have used a risk scale that is a combination of the likelihood it will happen and if it does, what are the consequences. From using this scale Mr. Telford could have decided whether the risk is tolerable or whether it is serious enough to warrant some form of action, such as taking out appropriate insurance to cover his clients companies folding which in turn would mean his own company losing business and collapsing. 
Conclusion, applying a risk management strategy and identifying potential risks would have highlighted potential concerns that his (Mr. Telford’s) business may face. After Highlighting these concerns, Mr. Telford could have taken the appropriate action such as taking out suitable insurance, to cover certain eventualities that may arise. 
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