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Q-1. What is risk? Discuss the different types of risk. Answer: Risk: There are many definitions of risk that vary by specific application and situational context. Writers,  particularly in the USA, have produced number of definitions of risk. These are usually accompanied by lengthy argument to support the particular view they put forward.



Some of specific definitions: 



risk is the possibility of an unfortunate occurrence;







risk is a combination of hazard;







risk is unpredictability – the tendency that actual results may differ from predicted results;







risk is uncertainty of loss;







risk is the possibility of loss [1]



According to Mehr, R I, and Cammack, E in their work ‘ Principles of Insurance ’ say “Risk is uncertainty concerning loss.” According to M. N. Mishra says in ‘ Insurance, principles and Practice’–  ‘‘Risk is uncertainty of a financial loss.’’ According to OHSAS, 18001:2007, it has been stated that "Risk is a combination of the likelihood of an occurrence of a hazardous event or exposure(s) and the severity of injury or ill health that can be caused by the event or exposure(s)" The risk is then assessed as a function of three variables: 1. the probab probabili ility ty that that ther theree is a thre threat at 2. the probability that there are any vulnerabilities 3. the potent potential ial impact impact to the the busi busines nesss We can express the concept of risk through a statistical equation like this. In statistical decision theory,, the risk function of an estimator  δ(x) for a  parameter  θ , calculated theory calculated from some observables  x, is defined as the expectation value of the loss function  L, viz,
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The two probabilities are sometimes combined and are also known as likelihood. If any of these variables approaches zero, the overall risk approaches zero. More formally (and quantitatively), risk is proportional to both the results expected from an event and to the probability of this event. Mathematically, risk often simply defined as;



Or, more generally, [2]



So, risk is the chance or probability or possibility or uncertainty or unpredictability of loss which is deeply concerned personal and our business organizations.



Types of Risk: There are different types of risk and these risks actually depends on different circumstances such as at the time of operation of production process, at the time of storage, at the time of voyage, at the time of  distribution and the like. Some of the important risks are tried to mention and explain below, as,



A. Pure Risk and Speculative Risk: Pure Risk: The pure risks involve a loss or, at best, a break-even situation. The outcome can be unfavourable to us or leave us in the same position as we enjoyed before the event occurred. The risk of a motor accident, fire at a factory, theft of goods from a store, injury at work are all pure risks with no element of gain. Speculative Risk: The alternative of pure risk is known as the speculative risk, where there is a chance of  gain. Investing money in shares is a good example. The investment may result in a loss or possibly a  break-even position, but the reason it was made was the prospect of gain.



B. Financial Risk and Non-financial Risk: Non-financial Risk: The non-financial risk may be defined as the risk which is not concerned with the financing of an organization. It may involve the risk of theft, fire, piracy in voyage and the like. Financial Risk: The financial risk may be defined as the chance that the firm will be unable to cover its financial obligation. Level is driven by the predictability of the firm’s operating cash flows and its fixedcost financial obligations. Financial risk can be classified on the bases of some criteria, as, Classification of financial risk on the basis of firm-specification:
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a.   Business risk: The risk to the firm of being unable to cover operating costs is assumed to be



unchanged. More specifically, business risk is the risk to the business organization when the firm is unable to pay its operating costs. b. Financial risk: The financial risk is the risk for a business organization when the firm is unable



to cover its financial obligations, such as, interest, lease payments, preferred stock dividends etc. Classification of financial risk on the basis of shareholder-specificat shareholder-specification: ion: a.  Interest rate risk: The chance that changes in interest rates will adversely affect the value of an



investment. Most investments lose value when the interest rate rises and increase in value when it falls. b.  Liquidity risk: The chance that an investment cannot be easily liquidated at a reasonable price.



Liquidity is significantly affected by the size and depth of the markets in which an investment is customarily traded. c.  Market risk: The chance that the value of an investment will decline because of market factors



that are independent of the investment (such as economic, political, and social events). In general, the more a given investment’s value responds to the market, the greater its risk; and the less it responds, the smaller its risk. Classification of financial risk on the basis of firm and shareholder: a.  Event risk: The chance that a totally unexpected event will have a significant effect on the value



of the firm or a specific investment. These infrequent events, such as government mandated withdr withdrawa awall of a popul popular ar prescr prescript iption ion drug, drug, typica typically lly affect affect only only a small small group group of busine business ss organizations or investments. b.  Exchange rate risk: The exposure of future expected cash flows to fluctuations in the currency



exchange rate. The greater the chance of undesirable exchange rate, the greater the risk of the cash flows and therefore the lower the values of the firm or investment. c.  Purchasing power risk: The chance that changing price levels caused by inflation or deflation in



the economy will adversely affect the firm’s or investment’s cash flows and value. Typically, firms or investments with cash flows that move with general price levels have a low purchasing   power risk, and those with cash flows that do not move with general price levels have high  purchasing power risk. d. Tax risk: The chance that unfavourable changes in tax laws will occur. Firms and investments



with values that are sensitive to tax law changes are more risky.



C. Fundamental and Particular Risk:
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 perils. Social change, political intervention and war are all capable of being interpreted as fundamental risks. Particular Risk: Particular Risks are those risks which are much more personal both in their cause and effect. This would include many of the risks we have already mentioned such as fire, theft, work related injury and motor accidents.



D. Insurable and Uninsurable Risk: Insurable Risk: The risk which can be covered by insurance is called insurable risk, such as, the risk of  theft of products, the risk of fire, the risk of marine disasters and the like. Uninsurable Risk: The risk which is not affordable that means the risk which cannot be possible to cover  through insurance.



E. Super Standard, Standard and Sub-standard Risk: Super Standard Risk: In numerical ratting system of evaluating risk, some risks ranges 75 to less, is called super-standard risk. It is the expected risk in concern of insurer because the risk is minimum or  nominal. Standard Risk: According to numerical ratting system of evaluating risk, rages 75 to 125, is called standard risk. That type of risk is natural or general. Sub-standard Risk: The risk which ranges from 125 to 500 is called sub-standard risk. The persons or   business organizations who living with risky occupation, old building etc are the sub-standard risk. Super Standard Risk



Below 75



Standard Risk



From 76 to 125



Sub-standard Risk



From 126 to 500



Un-insurable Risk  



From 501 to above



This is the brief discussion about the different types of risk which we found in the different circumstances in the business organizations or in a individual’s life.
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Q-2. Distinguish between speculative and pure risk. Answer: Distinctions between Speculative and Pure Risk:



There are some differences differences between the speculativ speculativee and pure risk though these are two section of risk. risk. This differences are as follows,



Mode of  Distinctio n Def Defini inition tion



Speculative Risk



Pure Risk  



Spec Specu ulat lative ive ris risk is the the alte lternat rnativ ivee to pur pure ris risk  where there is the chance of gain. Ther Theree are are thre threee sit situa uati tion onss in in spe specu cula lati tive ve risk risk that that are loss, break-even or gain. The ri risk of of a mo motor ac accident, fir fire at at a fa factory, theft of goods from a store, injury at work are all  pure risks with no element of gain. Most risks of these categories categories are unfortuna unfortunate te only to some specific individual.



Pure risks involves a loss or, at best, a  break-even situation. Situ Situat atio ion n There are two situations in pure risk  that are loss or gain. Example Investing money in share market for   buying shares is a good example on  behalf of pure risk. Certainty Certainty But most risks of these categories are uncertain to individual and to society as a whole. Measurement Speculative risk often non-measureable. These risk are non-measureable but sometimes there are some risks which are measureable. Favourability Speculative risk the risk whose consequences can Pure risk on the other hand is  be either favourable or unfavourable. unfavourable. Probabili Probability ty There is a chance chance of gain in speculativ speculativee risk. risk. There is no chance chance of gain in pure risk. The above table shows that though the speculative risk and pure risk are two different types of risks but there have some differences between these two terms. Q-3. Distinguish business risk and financial risk. Answer: Distinctions between Business and Financial Risk:



Business risk is the risk to the firm of being unable to cover operating costs and on the other hand Financial risk is the risk to the firm of being unable to cover required financial obligations (interest, lease  payments, preferred stock dividends). There are some differences between these two, as,



Mode of  Distincti on



Business Risk



Financial Risk  
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 preferred stock dividends) Method of  measuremen t



Business risk is measured by standard deviation, co-efficient of variation, range etc.



Financial risk is measured by financial leverage, financial ratio analysis etc.



Control



Control of business risk can be performed  by any level of management.



Control of financial can be performed by the top level management of the organization.



Types



Business risk has no classification.



But there are different types of financial risk.



The discussed table shows the major differences between the terms business risk and financial risk.



Q-4. What is loss? Discuss the different types of losses. Answer: Loss: The opposite of profit is loss, whereby the cost of producing certain goods or services is higher than



the price a buyer is willing to pay for them. In another way, we can say that loss is the state of no longer  having something because it has been taken from you or destroyed. Types of Loss:



There are different types of losses in business environment on the basis of different criteria. Below there tries to mention different types of losses, as,



(1) Loss of property: All of us are familiar with the first type of loss is loss of property. This includes the cost of repairing or 
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The loss of earning power by  persons results from such events as death, illness, accident, old age, child bearing, or loss employment.



(b) The loss of of earning power by business: business: The loss of earning power by business may result from a variety of causes, only a few of which are, at  present, covered by insurance; for example, loss probable profits through interruption f business by fire, and loss of rent by reason of buildings buildings remaining remaining untenanted untenanted as a result result of fire. This form of insurance insurance  protections extended very carefully by underwriters because of the moral hazard involved.



(3) Loss associated with legal liability claims: These claims based on the laws of negligence, like a homeowner may be sued by someone who trips and falls over a toy left living on the sidewalk. If such an accident happens, the owner will have to incur the cost of defending against the lawsuit and may have to pay a sum of money to the injured person. Legal liability claims can also result from automobile, boating or hunting accidents and almost any other kinds of activity.



(4) Loss due to unexpected expenses: Unexpected expenses, primarily for medical services, are the final type of loss. Each year many families faced with huge bills from doctors, hospitals or nursing homes etc. These are the loss which is due to unexpected expenses.



Q-5. What is peril and hazard? Answer: Peril: Peril is the cause of a loss or damage. Individuals or business organizations are subject to face different perils in every moment. A peril must be unpredictable but measureable. For example, fire, theft,
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So, the peril is the cause for which a loss or damage may be happened on the eve of the cause. More specif specifica ically lly,, peril peril is that that cause cause by which which a person person or a busine business ss organi organizat zation ion faces faces diffe differen rentt risky risky situations.



Hazard: Hazard is the factor which may influence the result or consequence of a particular peril. In general, hazards are the condition which creates the chance of loss arising from a certain peril.



“Factors that may influence the outcome are referred to as hazard.” [5] “Hazard is defined as a condition that may create or increase the chance of loss arising from a given  peril.”[6] Hazard can be of course different types but two types of hazards are so important as:  Physical and Moral .  Physical hazard  is a material condition increasing chance of loss. On the other hand, moral hazard  is an individual characteristic of the insured that increase the probability of loss.



[7]



So, hazard hazard refers refers to the condition condition of a material material condition condition increasing increasing the chance of loss or an individual individual characteristic creating the probability of loss.



Q-6. What is risk management? What are the functions of risk management? Risk Management:



Risk management is the branch of the discipline ‘ management ’ which is concerned with the overall manage managemen mentt of risk risk and concer concernin ning g aspect aspects. s. More More specif specifica ically lly,, risk risk manage managemen mentt is the study study of  identifying, analyzing, interpreting, and controlling of different economic risks which can endanger the individual or business organization. ‘‘We could define risk management as: The identification, analysis and economic control of those risks that can threaten the assets or earning capability of an enterprise.’’ [8]



 Trusted by over 1 million members



Try Scribd FREE for 30 days to access over 125 million titles without ads or interruptions! Start Free Trial Cancel Anytime.



Trusted by over 1 million members



Try Scribd FREE for 30 days to access over 125 million titles without ads or interruptions! Start Free Trial Cancel Anytime.



 Trusted by over 1 million members



Try Scribd FREE for 30 days to access over 125 million titles without ads or interruptions! Start Free Trial Cancel Anytime.



Trusted by over 1 million members



Try Scribd FREE for 30 days to access over 125 million titles without ads or interruptions! Start Free Trial Cancel Anytime.



Functions of Risk Management:



(1) Developing specifications for the coverage: Risk management develop the specification for the coverage of loss or damages by a particular peril.



(2) Establishing criteria for handling risk: Risk management set the criterion on the basis of which it is possible to handle the arisen risk. Buying g insura insurance nce at prices prices as low as possib possible, le, compat compatib ible le with with servic services es desire desired: d: Buying (3)  Buyin



insurance is one of the major functions of a risk manager. Using insure insurers’ rs’ and other other agent agents’ s’ servic services es effect effective ively ly to deal deal with with loss: loss: Efficient Efficient risk  (4) Using



management always tries to utilize the insurer’s services appropriately.



(5) Risk analysis: Analyzing risk from a certain peril is the major work of risk management. After  analyzing risk, it provides the possible directions on the basis of findings.



(6) Measurement of risk: Every risk should be measured by its nature. Risk management functions to measure the probability of risk and give appropriate solution.



(7) Risk estimation: Risk management estimates the possibility of risk by analyzing its criteria. Risk  is obvious in every individual’s life and in every business organization. Risk manage managemen mentt evalua evaluates tes risk risk both both (8)  Evaluatin Evaluating g financial financial and business business risk effec effectivel tively: y: Risk financial and business and tries to give the appropriate solution as possible.



(9) Risk handling: To handling the risk of a certain peril the management of risk functions to get rid of the peril and tries to handle the risks in a proper manner.



(10)  Risk controlling: Risk management controls the risk and survives the individual or business entity by controlling the possible risk by precautionary measures.
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These are the ultimate function which is being accomplished by risk management. The functions of risk  management show the summary of risk management’s function and its importance.



Q-7. Discuss the risk management process. Answer: Risk Management Process:



The steps for achieving the risk management goal are:



1. To identify or discover the risk problems



2. To select method/s available to solve the  problems a. Risk Risk avo avoidan idance ce  b.  b. Risk Risk re retent tentio ion n c. Loss control



3. To choose which method/s is/are the most  efficient  To implement the decision



To evaluate the results
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(3) To choose which method/s is/are the most efficient: The next step in the risk management process is to choose which method is the most appropriate for the specific type of risk. (4) To implement the decision: The implementation of the decision of the risk must be done in this step. The proper implementation of the selected risk measurement tools should be reviewed and observed in this stage of risk management process. (5) To evaluate the results: The final step in the risk management procedure or process is to evaluate the result through observation, exit interview and supervision etc.



This is the risk management process through which one can get the possible result for the better handling of risk and other concerning materials.



Q-8. What are the ways to determine the risk? Answer: Ways to Determine the Risk: As the premium of the insurance insurance depends on the size and pattern of the insurance contract, the risk of the certain insurance policy is different from each other. So, on the basis of  the acuteness of risk, we classify risk into four classes, as,
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The risk should be taken considering some factors which actually affect or which should take care for the   purpose of determining risk of a certain investment. The factors which should be considered are as follows, Age Morales Build/Body Structure Race and Nationality Physical condition Sex Personal history Economic Status Family history Defence Service Occupation Insurance Plan Residence Present habits To know the above mentioned subjects or aspects about the individual or about the business organization  before, the insured tries to seek the information which are regarding the individual or the organizationa. Appli pplica cattion ion for form  b.  b. Pers Person onal al stat statem emen entt c. Docto octor’ r’ss rep repo ort d. Agen gent’s t’s rep repo ort
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Q-9. Q-9. Desc Descri ribe be the the fact factor orss rega regard rdin ing g whic which h care care shou should ld be take taken n in tak taking ing the the risk risk for for indemnification. Answer: Factors regarding which care should be taken in taking the risk for indemnification:



a.  Age: Age in life insurance is so important in consideration of the indemnification. Body struct structure ure of the the insure insured d person person is import important ant to consid consider er the b.  Build/Body  Build/Body structure: structure: Body indemnification and the premium of the insurance.



c.   Physical condition: Physical condition is another way to consider the indemnification of the insured person.



d.  Personal history: History of personality is important for the determination of the indemnification of the certain type of insurance contract.
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n.   Insurance plan: Insurance plan also help to consider the risk thus, it help in considering the indemnification. This This is the brief brief discus discussio sion n about about the factor factorss which which care care should should be taken taken in taking taking the risk risk for  indemnification.



Q-10. Discuss the methods of evaluating risk. Answer: Methods of evaluating risk:



There are two methods of evaluating risk: Man is social form the beginning of their life, but they always faces different difficult circumstance the situation generate different particular risk for the survival of man. Though the concept of risk is under the consideration of everyone but it is difficult to specify the consequence or acuteness of the risk. There are two general and all-recognized methods of evaluating risk, such as,



a.  Judgement Method of Evaluating Risk: In this process, the judgement from the health specialist, liability specialist and other insurance experts are considered as the means of judging the risk. Their judgement is so practical because the experts are
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b. Standard Standard risk: risk: According to numerical ratting system of evaluating risk, rages 76 to 125, is called standard risk. That type of risk is natural or general. c. Sub-standard risk: The risk which ranges from 126 to 500 is called sub-standard risk. The persons or   business organizations who living with risky occupation, old building etc are the sub-standard risk. d. Un-insurable risk: When the policy amount is so high that is it exceeds the 500 and above is known as uninsurable risk for the business organisation or individual. Super Standard Risk



Below 75



Standard Risk



From 76 to 125



Sub-standard Risk



From 126 to 500



Un-insurable Risk  



From 501 to above



This is the way to evaluate risk of a certain type.



Q-11. Discuss the methods/ways/techniques of handling risk. Answer: Methods of Handling Risk:



Methods of dealing with economic risks f aced by different business organizations may be classified under 
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