A map of risk

The complexity of managing in nite and unpredictable risks to your business can seem daunting.
However, one company has developed a Portfolio Risk Mapping process that can assess and weigh
risks from all angles, creating a much more detailed map.

Most organisations when considering risk
management start with a risk audit or risk
register, carefully identifying each and every
risk, assigning severities and probabilities
and building a picture from the bottom up.

Apart from being extremely time consuming,
this approach has several drawbacks. It rarely
takes account of any interrelation between
risks and it often ignores risks that are

dif cult to quantify. Moreover, research has
shown that people tend to accentuate rare
but catastrophic risks and underestimate the
smaller, more frequent risks.

The wider picture

At Certus, we believe that risk strategy
deserves better tools. Ones that can be used
in support of corporate decisions and that
can relate to other nancial measurements
so they can be clearly and consistently
monitored over time. So we have developed
a speci ¢, mathematically based method
for creating a risk pro le. Importantly, it
includes correlated risks and is able to
provide a measure for non-quanti able
risks based on corporate experience and
knowledge, and often helps identify hidden
factors in seemingly similar projects.

Fitting alongside an organisation s existing
management and risk information systems,
the process is designed to integrate the
risk management knowledge to provide a
rigorous direct aid to senior managers and
divisional/project managers.

Called Portfolio Risk Mapping, it is able to
accommodate any portfolio  of projects,
products or investments, for example

build those into any division or operating
unit and then collate these to provide a
overall corporate pro le. This provides
understanding and, thus, the ability to
manage enterprise-wide correlated risks
and exposure to major economic and
geopolitical events.
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And by including historical information and
building up data over time, it provides easy
recall and comparison with previous projects.
This means that the risk characteristics can
be monitored and managed, and experience
and knowledge can be leveraged by codifying
the corporate memory.

Applying this powerful concept to any
planned product, investment or project
means proactive portfolios can be shaped.
New products can be developed, better
sales achieved and investments made that
will shape the portfolio towards the target
risk pro le, creating a more robust and

pro table portfolio with a better risk-
reward relationship. And this combined with
pricing based on quanti ed risk knowledge
can provide a highly competitive edge.

Improved risk assessment
Designed by Certus CEO David Scott
(pictured), Portfolio Risk Mapping is the
product of his training and experience
as an economist, statistician and risk
management consultant.

As input, it takes account of both subjective
or qualitative characteristics as well as
numeric or quantitative characteristics. These
are evaluated and assessed to generate a
numeric and graphical output that provides
consistent and numerical data for statistical
and other forms of quantitative analysis of
risks and performance.

By scoring across a range of opportunity and
risk factors, it is possible to view prospective
and actual projects individually and in
combination to highlight the collective
effect of common factors, the additive effect
of multiple projects (the portfolio effect)
and the result of systemic or correlated risk.

Portfolio Risk Mapping provides a focused,
informative and objective approach to risk
management and a tool that, at a base
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level, can identify riskier undertakings and
improve their pricing and management
and evaluate the interaction of risk
characteristics within projects.

At a portfolio level, it provides an objective,
measured view of how all the elements

of the portfolio interact, rather than just
looking at the sum of its parts. This allows
truly comparative assessment of new
additions to the portfolio.

Importantly, at a corporate level it enables
management to look at risk in a broader
context, spot trends and realise hidden
potential killer (correlated) risks. It provides
a benchmark that the organisation can
monitor and maintain. n

Certus is a multidisciplinary corporate
risk strategy organisation that seeks
commercial advantage for its clients from
increasing knowledge and understanding
of how much risk affects their business
and in what way, building con dence in
developing and leveraging such expertise
to create additional corporate value.
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