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A Continuum of Risk Measurement Methods

There is a continuum of methods for modeling risks. Each
method has advantages & disadvantages over others, so it's
important to select the best methods based on facts and
circumstances

Delphi method |

Forecas t from System Dynamics |

historical data Simulation Consensus
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Step 3 - Qualitative Analysis: RCSA 2 dimensions
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Step 3 - Determining the Risk likelihood Scale

_ ) o.ve..r .9.0%. S

7010 90%

What do you
think about the
scale presented
on this slide?

5110 70%

Medium

10 to 50%

Low

. Below 10%

E 3
ARIMI

Risk Hanagement

B3 B TR A ERIOR ¢ ARIMRIZER

Step 3: Multi-BASIS Severity Scale

S10M —

Minor: $10 000 -

Multiple fatalities, or

irreversible
disability (>30%) to at
least one Persans

Moderate irreversible
impairment (>30%) to
one or more persens

Objective but
reversible disability
Requiring

t

level G Types
 Profit Health and Natural | Communityigovt.s [ Logal
reduction safety

\ery serious, long-

Serious medium
term environmental
effects

Moderate, short-
term effects but not
affecting

Critical public or

$100M significant irmeversible  term Environmental media outcry
effects to =50 impairment of (international
Persons ecosystem coverage). Boycotts.

B1M =510M  Fatality and/or severe Functions Serious public or

media outcry (regional
coverage)

Significant adverse
Mational media foublic/
NGO attention and
Criticism

Attention from media
andfor heightened
concern by local

Mo medical treatment
reqguired

Minor effects on
environment

Minor Adverse local
public or media
attention or complaints

Significant prosecution &
fines Very serious
litigation Including class
acton

Major breach of
regulation, Major
litigation and fine

Serious breach of
Regulation with
investigation from
Authority. Moderate fine
possible

Minor legal issues. non-
Compliances and
breaches or regulations
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Step 4: Likelihood/Severity Matrix - Qualitative Analysis (AS/NZS
4360)

LIKELIHOOD CONSEQUENCES

5
Catastrophic

1 2 3
Insignificant Minor Moderate

5 Almost Certain: M S Ho

4 Likely: M M

3 Possible:

2 Unlikely:

z|lz|=z|=
z|= : z

VH = Very High A likelihood/severity matrix or chart lists the relative

' probability of a risk occurring on one side of a matrix or
axis on a chart and the relative impact of the risk
occurring on the other.
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RCSA Heat Map — Risk Profiling

Organizational
Loss control, Solutions

retention & 4 Loss Prediction &
Prevention \ Mitigation
i -
3 —
g Risk Financing
. Contingency .
Do nothing / Planning
special | & Loss Reduction
— Transfer
npac
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And are you sure that you are looking at the right distribution?

Actual

Performance
- Worst Expected Best +
> Performance
ARIMI
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Monte Carlo Simulation Output

Frequency

ARIMI

Cost

&8 .Monte CarlofifezlmER

(5) MR AR At fh B T

B2 — A [HAER - B

ERIAIE ¢ ARIMIERFE &R

ERRIATES M R AT A
R EBEIFFE AT > R

% w2 B R SR A A -

Risk Distribution

Likelihood of Loss

ARIMI

Frequency * Severity = Risk

Catastrophic
Unaxpectad

Magnitude / Severity of Lé-és o

Debt Holders
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Step 4 - Simple ranked risk register (AS/NZS 4360)
No. Name Consequence Likelihood Severity Score
1 Risk A Catastrophic Almost Certain
2 Risk B Catastrophic Likely
3 Risk C Major Almost Certain
4 Risk D Major Likely 5
5 Risk E Moderate Almost Certain
5] Risk F Major Possible
7 Risk G Minor Almost Certain
8 Risk H Moderate Possible
9 Risk | Moderate Possible =
10 Risk J Major Unlikely 8
11 Risk K Moderate Unlikely Medium 3]
12 Risk L Moderate Unlikely Medium 51
13 Risk M Major Rare Medium 4
14 Risk N Minor Unlikely
15 Risk O Insignificant Possible
16 Risk P Minor Rare
. 3
ARIMI
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Which Circle is Smaller?

Circle A Circle B
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Example: Social links between Sales, Quality & Credit
Control Departments

Quality
Department

Sales focus
of Manager

Structural

Credit Risk Hole

Department
ARIMI
[l 13 FE A4S T EHRICE © ARIMIERIEE R
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Develop Your Relationships Map

intraorganizational extraorganizational
. AF
God Mantar

superior =

A P
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IMPACT of CULTURE on RISK-TAKING

Return $
High | Zone 1 : Zone 2 : Zone 3
| Insufficient : Optimal Excessive
| Risk Taking ! Risk Taking Risk Taking
Support Risk H Wi“":-;\ Encourage Excessive

Aversion & Control / : Risk Taking
| Discour%ge Good Risk g
] . aking
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