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	Assignment 12 – Risk Management 

Q1 i. What is meant by ‘risk control’?

Risk control is a step in the hazard management process. It involves finding a way to neutralise or reduce an identified risk. In many cases, a controlled risk is still a potential threat to employees, but the danger associated with it have been significantly reduced. It can be named hazard control.

ii. What is the relationship between risk control & risk avoidance?

Risk avoidance is the elimination of hazards, activities & exposures that can negatively affect an organisations assets. Risk management aims to control the damaged and financial consequences of threatening events, risk avoidance seeks to avoid compromising events entirely. 

While the complete elimination of all risk is rarely possible, a risk avoidance strategy is designed to deflect as many threats as possible in order to avoid the costly & disruptive consequences of a damaging event.

A risk avoidance methodology attempts to minimise vulnerabilities which post a threat. Risk avoidance and mitigation can be achieved through policy and procedure, training and education and technology implementations.

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

Risk avoidance & risk prevention are two ways to manage risk. Risk avoidance deals with eliminating any exposure to risk that poses a potential loss, while risk prevention deals with the likelihood and severity of possible loss. 

Risk avoidance is not performing any activity that may carry risk. 

Risk prevention deals with mitigating potential losses while engaging in potentially risky behaviours.

iv. Risk management can make a difference directly to profit discuss.

Risk is a given every day you open your doors for business. While you may be fully aware there is a relationship between profit & risk, however, it is important to understand that this relationship is not always the same. Some you can mitigate & some you cannot. And many times the risk you cannot is what directly connects to and creates the best potential for profit. 

Insurable risks are characteristically random in nature, have a set financial cost and generally are those from which a business can recover. These have a low relationship to profit, because of the fact that you can – and sometimes must – purchase insurance that prevents it from affecting your bottom line. In addition, insurable risks are not unique to the business. Just as you purchase insurance and build that cost into your pricing structure, so does the competition. This negates any effect insurable risk has on pricing and ultimately on profit.

External Risks are those which you have little or no control. The most significant external risk faced and has a direct relationship to profit is business to business competition. Changing technology requirements are another form of external risk, but the relationship to profit depends on how heavily your business relies on staying in line with current technology. If it does, failing to keep up with those requirements puts the business at a disadvantage and affect profit to a greater degree.

Internal risks are generally risks you can control. Because of this, they have a direct and significant relationship to profit. Internal risks include both financial and operational risks such as capital funding, credit & debt collection, internal controls, safety & quality issues. The degree if the relationship between internal risk and profit depends almost entirely on your ability to identify internal risks within your company and how they are dealt with. The more direct and efficient the approach, the weaker the relationship between risk & profit will be.

Risk only focuses on possibilities. Lessen the relationship between risk and profit by making risk management an everyday task. Fully insure the business top transfer as much insurable risk as possible, and reduce external risks with good planning and being intimately familiar with the competition. 

Create rules, safety programs & credit control procedures to reduce or eliminate what you can. Finally make use of feasibility studies that force you to look at the bigger picture and consider all the risks before committing money, time and resources to an idea that is not sound.

v. What is the primary objective of risk management?

The purpose of risk management is to identify potential problems before they occur. So that risk handling activities may be planned and invoked as needed across the business to mitigate adverse impacts on achieving objectives

Risk management is a continuous, forward looking process that is an important part of business and technical management process. Risk management should address issues that could endanger achievement of critical objectives. A continuous approach is applied to effectively anticipate and mitigate the risks that have critical impact. Effective risk management includes early and aggressive risk identification through the collaboration and involvement of all relevant stakeholders’ strong leadership is needed to establish an environment for the free and open disclosure and discussion of risk. 

vi. How can the risk management process be developed?

If you learn how to apply a systematic risk management process, and put into action the following five risk management steps, then things should run more smoothly and be positive experience for everyone. 

Identify the risk – Uncover, recognise and describe risks that might affect your business.

Analyse the risk – Once risks are identified, determine the likelihood and consequence of each risk. 

Evaluate the risk – Determine the magnitude of the risk, which is the combination of likelihood and consequence. Make decisions about whether the risk is acceptable or serious enough to warrant action. 

Treat the risk – Asses the higher ranked risks and set up a plan to treat or modify these risks to a more acceptable level. Create mitigation strategies, preventative plans or contingency plans in this step.

Monitor and review the risk – monitor, track and review risks. By identifying and managing risks unpleasant surprises and barriers can be reduced and help resolve issues as they occur, as those problems have already been envisaged, and plans developed for resolution. 

vii. What are the main benefits of risk management?

Risk management is imperative & key to controlling risks. Its easier to identify risks. Risk management practices help to identify trouble, enabling the issue to be resolved before it escalates into something larger. You can identify when things are not working according to plan and take the appropriate measures. 

Minimises surprises, good risk management enables your business not only to identify trouble spots quickly but the ability to communicate to relevant teams on time. Meaning there is no delay in corrective action taking place.

Better quality data, good risk management accords better quality data for decision making. Your decisions will be based on current rather than outdated information.

Better communication, risk management improves the quality of communication. Discussions are based on available facts and current information, enhancing working relationships. 

Better budgeting, this involves schedule & cost planning within your budget. This could mean extra time resources or money within the budget. Eliminating the guesswork in the budget for unforeseen costs cuts down on overheads and plans are better implemented.



viii. How can risk be evaluated?

Risk evaluation is the process of identifying and measuring risk.
Identification 

Identify the risk. This helps improve acceptance of an initiative if everyone involved is given the chance to express all the things that could go wrong. 

Probability and Impact
Estimate the probability and impact of each identified risk. This can be a general estimate based on high, medium or low. Use a probability impact matrix to estimate probability. 

Moment of Risk
List specific conditions that cause the risk to be more likely to happen, for example a particular activity might be associated with a specific risk.

Treatment
Options include acceptance, mitigation, transfer, sharing and avoidance. When a risk is mitigated or shared the probability and impact generally need re-evaluating. 

Secondary Risk
Avoiding or mitigating a risk may create further new risks.

Residual Risk
Calculating the probability and impact of remaining risk after treatment, meaning the risk that remains after mitigation including and secondary risk.

Monitoring and Review
Reqularly identifying new risks and implementing resolution and evaluating the results.

Case Study

1. Where do you think William Telford made a mistake?
William risk profiled Tammer, but didn’t follow up and reassess when not only the business increased, but also when payments were not made on time a clear indicator of trouble within his customers business. He should not have relied purely on the one business to sustain his own profitiability.

Things are then made worse by the use of income from other projects, which is only really considered effective in the short term. Unforseen was the effect of GFC but given the apparent size of Tameer, any formal risk assessment done would have more than likely flagged up a potential issue due to swift growth, location and the number of projects undertaken by Tameer.

2. How would the risk management strategy have helped him?
This strategy if implemented when the company started to grow into other markets would flag up not only potential issues with prospective clients, but issues within the business itself including all current clients. 


It would enable cash flow management, client management, enabling an early warning system regarding internal issues such as growth vs capital. Measures could also have been in place for the checking and monitoring of clients new and or existing. As we all know how quickly the finances of a company can change.  

Reports such as Dun & Bradstreet can help with decisions regarding credit limits or payment or pre-payment terms offered to customers, depending on their credit worthiness and assests.

Budgetry issues could have been planned for, such as finding cheaper alternatives in area’s that are not quality control critical for example energy supply
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