K MANAGEMENT

Faculty : CMA Suresh Pimple, B.Sc(Hons) FCMA
Aurangabad Chapter of ICMAI
29" Jan.2016






UHTT T &7 gredl ;
GUT G387 Stidaiicd Tl
37’77‘78777 PR 15 el FHAI
3RUT T1hTadT ToRET g1 3 GoT
STHEH EJTFeITT bl e,

guT Ueh oT&7TT EIT 10T &1 ITToe
STHEH STITIarT Jored)
FNAT AT FTET







If you can’t explain 1t simply, you
don’t understand 1t well enough.

— Albert Einstein




uncertainty.

t is anticipation of future event.
[t is with everyone and businesses



What road do 1 take?

Well where are you going?

I don’t know.

Then it doesn’'t matter.
iIf you don’t know where
you are going, any road
will get you there.




Confirm

Evaluate next

Identify and options Steps

prioritize
Cultur setting risks
_
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onomic Risk

© Social Risk

* External Risk

* Exchange Risk

» Business Risk

* Financial Risk

* Systematic Risk

* Unsystematic Risk

© Interest Rate Ri
* Purchasing Power Ris
* Default Risk

* Callability Risk

* Convertibility Risk

* Industry Risk

* Currency Risk

* Operational Risk



oice is to be made and potentia

Analyse and
Manage



go hand in hand
ain individual take more risk while others not.

Risk averse manager may loose opportunities

RISK

MANAGEMENT
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ness to accept loss
stimated probabilities of success and failure
o Effect on decision maker of success and failure






ctor: Sensex, Government inter
t of finance, Economy, Foreign exchange etc.

¢ Internal factor :Culture and style of leadership,
Reward system




Risk-
Adjusted
Return

nsufficient
Risk Taking

Optimal
Risk Taking

TN

Risk




ogy and production -Innovation

iversification-overstreching of resources

* Financial
* Managerial competence
* Environmental —hostile opinion
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eculative Risk

ainty whether loss will occur
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ew Product : Asbestos product, Silicon implant




, windstorm,
ess organization....stable economy

ynamic : Caused by change in society Unrest,
technology, changing attitudes of law makers and
Courts



: [rrespective of person

dividual personality







y : Car, medicines




usiness condition

etirement and unemployment




oreign Exchange Risk
* Commodity risk
¢ Foreign exchange exposure



e no. of transactions




¢ Jungle fire
¢ Etc.




orale: Accident prone person, unknowingly dama




Probable variation o
from expected losses

* Objective Risk = ----------—cccmmemmee e

Expected losses



ent : Management to m
s of potential losses at the least possible c

* Consider both pure and speculative losses to cover all
types of risks.Separate officer and committees are
formed to manage risk



Risk identification &
Assessment

Risk
Quantification &
Measurement

Risk Management &
Mitigation

Risk Analysis,
Monitor &
Reporting

Capital
Allocation




ect Risk management technique

¢ Implement and Review decision
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Establish the context
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Monitor and review

A
4——} Evaluate the risks

Communicate and consult
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Property
ability e Liability
e Business income e Premature death or disability

e Death or disability of key * Unemployment
persons e Sickness
e Job-related injuries or disease e Liability

Fraud, dishonesty, crime
e |nternational operation



High
Frequency
Low

Prevention

Retention Avoidance
Retention Reduction
Insurance

Low High

Severity




ention (Risk assumption)
Self-insured
e Captive
© Risk reduction (control)
e Loss prevention — frequency
* Loss reduction — severity
* Risk transfer
e |nsurance
e Non-insurance

* Example: Sprinkler, Hold-harmless agreement, ignorance,
safety education, smoke alarm, deductible, warm-up, rent




graphical presentation of potential frequen
and severities of identified loss exposures faced b
individual/organization

e Critical issue tolerance boundary or risk-tolerance
boundary

e Prioritize risks
® Risk management matrix



Vandalism
O

Frequency

Auto liability

@ ‘J ob related injuries

System
failure

Robbery

J)efaul’r on paymen

Owner's
@ disability

@Fire on warehouse

Severity

Flood on warehouse







© Disadvan

ncertainty is reduced * [nsurance premium

e Insurers can provide. be a major cost.

their expertise such as e Moral and morale
loss control services. hazards may be created.
® |[nsurance premium is tax- e Time and effort have to
deductible. be spent.
* Insurance proceeds are e |[nsurance may not be

tax-free. renewed.



nding losses using interna
o purchase of insurance
e Retention with insurance

What determines the retention decision?
e Frequency & severity of expected losses
e No other effective method available

e Costs and availability of insurance
e MMP, Health care insurance

e Highly predictable losses
e Self-confidence or degree of risk aversion
e Failure to identify




ee of risk aversion

Financial condition
Ability to diversify the retained risk
e Potential cost/benefit
e Costs and availability of insurance
e Ability to administer a retention program in a cost effective manner




Self-Insurance
e Captive

« A form of self-insurance through a wholly owned subsidiary
(insurance company) created to provide insurance to the
parent companies

» Pure captive, Group captive, Risk Retention Group




¢ Options

¢ Securitizations
* CDO, CMO, CBO, CLO
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onclusion

- Integrated or enterprise risk management is an
emerging view that recognizes the importance of risk,
regardless of its source, in affecting a firm’s ability to
realize its strategic objectives.
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Questions?




A Suresh Pimple
* Dated : 29" Jan. 2016



