Assignment – 1 
Risk Management and Investment Management 
Unit 1&2
1) 
(i) Identify the Risk: identify the risks that the business is exposed to in its operating environment. This will help get to know the maximum exposure the company has.
(ii) Measure the risk: when the risk has been identified it needs to be analyzed. It is to determine the severity and the seriousness of the risk. Most risk management solutions have different categories of risks, depending on the severity of the risk. There can be small inconveniences risks , moderate losses risk and risks where there is disaster loss which are very high.
(iii) Cost benefit analysis on the risk transfer 
(iv) Developing the mitigation strategy: The Risk needs to be either contained or mitigated or removed as much as possible. 
(v) Monitor and Review the Risk: some risks are always present. Market risks and environmental risks are just two examples of risks that always need to be monitored.

2) 
• Risk management has not consistently been able to prevent market problems or prevent business accounting scandals resulting from going down in corporate governance.
• The use of derivatives as complex trading strategies assist in overstating the financial position of many entities and complicate the level of risk assumed by many entities. Derivative markets make it easier to take on large amounts of risk.
• When risk managers get panicky after a crisis gets underway or when the world is having a financial instability, it increases market volatility.
• Every financial instrument that allows a company to transfer risk also allows other corporations to assume that risk as a counterparty in the same market, like a hedge

3) Impact of Conflict of Interest on the risk management is:
· Poor Management of risk and risk cultures can allow businesses to exaggerate the returns while showing that they are reducing the actual risks 
· Management could leave gaps in the risk analysis that could disturb the profitability of a business franchise.
· Bonuses are paid on the profits which can change through illusions, while the cost of the risks are pushed to the future.
· There are many loopholes, professionals take advantage of, that’s why, a strong regulatory system with proper risk management systems need to avoid the conflict of interest

4) Risks are classified into systematic and unsystematic risks:
· Systematic risks are also known as market risks, something that affects the whole market or economy
· Unsystematic risks are specific risks that affect only the particular company like operational, strategic, business risk

5) Risk Management Strategies:
· Risk Elimination
· Risk Containment
· Risk mitigation
· Keeping the good risk
· Avoiding the big risks

6) Hedging against investment risk means strategically using financial instruments or market strategies to offset the risk of any adverse price movements, something like investors hedge one investment by making a trade in another. 
For Market risk, the risk can be diversified during the volatile times, like  they can hold more of the defensive sector instead of the sectors that are volatile or risky. 
For business risk, Companies should hedge only exposures that pose a material risk to their financial health or threaten their strategic plans.

7) The objectives for risk management process depends on the objectives of the company. It depends on what type of risks needs to be mitigated or kept or contained or eliminated or hedged.
8) There is a risk committee which is an independent committee of the board of directors and includes the executive and non executive directors. They have the responsibility for the oversight of the risk management policies and oversight of the company’s risk. there role is to understand the risk appetite and mapping of the risk. 

9) The benefits of having an ERM program are:
I) It allows managers to focus on the largest threats to the firm rather than day-to-day threats to specific units and business lines. Managers understand crossover risks and as well as correlations between specific risk types better with ERM.
II) ERM defines the risk appetite of the entire enterprise and helps firms adhere to the constraints put on risk. 
III) Total costs of transferring risks are better managed through ERM. Risk is incorporated into business model selection and the strategic decisions of the bank. 
Costs of ERM
I)  Non-recurring (one-time or start-up) costs like the training the staff, the hardware etc
II)  Recurring (ongoing) costs like Salaries staff. and Hardware maintenance & upgrades and software license fees.

10) CRO Chief Risk Officer
· Responsibilities
· Provide proper Leadership
· Making a risk management framework with all the aspects of the firm
· Making the rules and regulations
· Proper allocation of the economic capital
· Having a benchmark for the risk reports or having indicators that includes the losses and incidents etc.
· Roles 
· To clear up the the hierarchy level. It is the head of an independent risk function in an organization
