Dealing with Risk

The purpose of risk management is to improve the future, not to explain the past
...The main problem with the future, of course, is that no one knows exactly what
it will be. Life is uncertain.
Borge, 2001, The Book of Risk, p. 6

Risk is a complex term and has a number of different connotations. However, the following
components are common to most definitions:

1. Risk is about the “uncertainty” of outcomes/results—desirable or undesirable—since
it is looking to the future;

2. Risk entails both judging the “consequences” of each good or bad outcome; and the
“likelihood” of each positive or negative outcome.

The basis of all organisations, both profit and not-for-profit, is about making decisions
concerning the acquisition and use of human resources, financial resources and the physical
resources of the organisation to achieve its major goals. In any organisation, the
consequences of these decisions will occur in the future and hence contain risk.

The uncertainties and consequences of risk are such that it must be managed. Therefore,
the term risk management has emerged as an umbrella term to cover the wide variety of
approaches and techniques organisations use to manage risk.

It is essential to note that the role of boards and management is not to eliminate or minimise
risk. Rather, the role of the board and management is to interpret how much risk is
appropriate given the expectations of the shareholders or members and other key
stakeholder groups, and then to ensure that the organisation is managed in a way that will
achieve the objectives while not exposing the organisation to risks in excess of those
appropriate to achieve those objectives.

The following diagram illustrates how Effective Governance sees risk governance. This
framework can be used in any organisation. The framework informs our risk services and is
compatible with generic risk management standards such as AS/NZS ISO 31000:2009 and
COSO Enterprise Risk Management.

The Risk Governance Framework
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The Benefits of Risk Management

The benefits of effective risk management go beyond meeting legal and regulatory
requirements. Internally, effective risk management promotes better organisational
performance, increases efficiency and assists effective governance. These benefits can be
characterised as follows:

Fewer surprises — Proactive identification and management of key risks provides
less uncertainty around the achievement of strategic objectives, helps with
organisational sustainability and increases stakeholder confidence.

Reduced loss and increased reward — Risk management helps to reduce the
likelihood of and loss from negative events. It also helps the organisation to take
advantage of opportunities that may otherwise go unseen.

Better decision making — More effective decisions are made when a structured
consideration of risk is built into existing activities and processes, e.g. board papers
all contain a risk assessment.

Improved governance — Sound risk management, with defined reporting and
communication protocols, can help an organisation fulfil expectations of key
stakeholders and comply with regulatory requirements.

Risk management will never fully prevent poor performance, nor will it enable the
organisation to envisage all events that may become crises and have a detrimental impact
on performance. What good risk management from a governance perspective will do is
ensure that the directors have taken a proactive and considered approach to risk, in line with
their duties, and in line with the expectations of members and stakeholders. In so doing they
will have laid a sound basis to achieve desired returns and outcomes in line with an agreed
risk profile.
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