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PREFACE


In my work around risk management, I have noticed that the traditional approach is based on attending to and managing each risk which are identified based on company:




	Market position / competitive landscape


	Legislative conditions


	Technology


	Operations


	Strategies


	Targets, budgets and plans







etc. …





The common denominator has been, that the risks identified have already been taken and hence risk management becomes reactive in its nature.


Both the ISO 31.000 and the COSO standards are adamant about the notion that “risk management must affect decision making” and drive towards seamlessly integrating the attention to risks, opportunities and uncertainties into the decision making.


Still – in many companies and organisations, this does not happen.


There may be many reasons, why this is so – but the facts remain that companies and organisations which do address risks prior to or as part of decision making will be in a stronger position than those that do not.


We live in a world of Volatility, Uncertainty, Complexity and Ambiguity (VUCA) as first described by Warren Bennis and Burt Nanus in 1987 and more commonly used after 2002. In such a world, it is a matter of diligent preparation to ensure decisions and plans cater effectively to handling risks and uncertainties – and to quote Benjamin Franklin “By failing to plan, you are planning to fail”.


It is commonly agreed that the world is changing faster than ever before – and on many parameters, this is a true fact. However, as we all have to spend the rest of our lives in the future, we need to accept … and learn to leverage … that the logical extrapolation of this “faster than ever before” also means “slower than ever again”.


The speed of change, the complexities and the uncertainties will only get worse as time passes. In this world, you can stand firm or learn to bend – it is a strategic choice.


The 4th Industrial revolution as defined by World Economic forum and described by Klaus Schwab in his book is upon us with everything that entails. The key of such a revolution is, that it does not seek to make current processes, mechanics or tools better – it makes them irrelevant – even if/when that was not the intended result:




	The steam engine did not enhance the performance of horses – but made them irrelevant for a lot of purposes (1st industrial revolution).


	Electricity did not make candles more effective – but made these irrelevant for lighting (2nd industrial revolution).


	Computers did not make people better at computing – but replaced people with machines for a range of repetitive tasks (3rd industrial revolution).


	In the 4th industrial revolution:









	Artificial intelligence does not make people smarter, but replaces people’s thinking/acting in a wide range of tasks


	Robotics do not make workers more productive, but will do their (repetitive) jobs










etc.





In all of this, risk management must transform itself from an inherently reactive management of risks (we have already taken upon ourselves) to becoming a proactive decision support tool. The global standards, COSO and ISO 31.000 alike talk extensively about the need of new approaches.


The purpose of this book is to serve as a support reference to how this can be done and demonstrate that it is neither magic, nor extremely cumbersome to do so. I have previously written and spoken about most of what is in this book, but the need/value of combining this into one small book became evident, and hence this book is being published.


Outline


First, a look at decision making and where in this process, risk management can serve to enhance performance.


Secondly, a TIPA approach to decision risk management is applied defining:




	Targets, what we (really) are aiming for


	Identification of uncertainties, risks, and opportunities


	Prioritization based on analyses and modelling


	Action based on doing, what is decided to be done





Then a follow-through to reap and leverage the benefits, of what has been done.


Finally, a summary, which will essentially be a slide show covering the points of this book and hence enable you to share this knowledge and process with colleagues and management.


This book is not immediately applicable to the “agile” project management approach where, largely the cost and time are fixed, and the uncertainty relies in what is actually delivered.


Semantics


Throughout this book, I use a few words/concepts which I find it valuable to define upfront to ensure these are understood as intended.





	Risk

	Something that may or may not happen, and which, if it happens, will have a negative impact on meeting one or more objectives.





	

	The likelihood of the risk happening as well as the outcome range if it happens can be analysed and described.





	Opportunity

	Something that may or may not happen, and which, if it happens, will have a positive impact on meeting one or more objectives.





	

	The likelihood of the opportunity happening as well as the outcome range if it happens can be analysed and described.





	Uncertainty

	Something that is happening/will happen (i.e. likelihood is 100%) but which may have a range of outcomes which may positively or negatively affect meeting objectives.





	Tolerance

	For risks, the lowest level of performance we are prepared to accept on a target parameter … or for opportunities, the highest level of performance we will enable ourselves to deliver. In the included product launch example, this risk tolerance is a zero Net Present Value which may be a result of a long overdue launch as the product development takes too long. On the other hand – we will not invest to build capacity to enable sales exceeding 6 mUSD.





	Project

	A generic term, here used for the list of activities which constitutes the implementation/deployment/execution of a decision. As such the term is recognized generic.







I recognise my definition of risk as purely negative is contradictory to the broader definition of risk in e.g. the ISO 31.000 standard. However, my generic business use of words conflicts with the notion of a “positive risk” and I tend to read the term risk as something negative. I humbly expect other non-risk-professionals to have the same inclination and hence for clarity, I opt to use the term risks for negative issues and opportunities for positive issues. Based on that, the term uncertainties are for issues which may turn both ways.


Reference model


I have created a reference Excel file/model which will be made available for you.




	If you have bought the physical book, send me an e-mail on hl@aktus.dk, and I will send you the file.


	If you have bought the pdf edition of the book, the file is (should be) attached as well.





This model will leverage Monte Carlo simulation using both Palisades @Risk and Vose Software ModelRisk allowing you to use/leverage either tool. However, be aware that some (reporting, i.e. not vital) functions used are not available in the free base version of ModelRisk.


In this reference model the decision is to develop and launch a new product as I find the decision is tangible enough to relate to for most – and enables me to work with project timing, project costs, subsequent sales and manufacturing uncertainties as well as calculating a resulting 5-year Net Present Value (NPV) of the decision.
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