RISK  MANAGEMENT

· PRINCIPLES OF RISK MANAGEMENT

Risk Management –
Risk Management is the process of identifying, measuring and controlling financial risks to minimize losses in businesses and organizations.
It involves:
Risk Identification
Risk Measurement
Risk Control / Mitigation
Risk Monitoring

 Principles of Risk Management

1. Risk Identification
It means Identifying all possible risks which include both systematic and unsystematic risks (market, credit, liquidity, operational etc.) and understanding its nature and source of the risk.

2. Risk Measurement – It means measuring the size and impact of risk on the organization. Various quantitative tools like VaR, Sensitivity analysis etc can be used to measure risk.

3. Risk Control – It means avoiding excessive exposure and using hedging and diversification as tools or methods to control risk
.
4. Risk Monitoring – It means continuous review of risk exposure through establishing strong internal control systems.
5. Risk Diversification - Do not invest all funds in one asset which means spreading investments across all sectors.

Higher risk → Higher expected return.
Balancing risk and profitability is the key.

REMEMBER, RISK CANNOT BE ELIMINATED, HOWEVER, IT CAN BE TRANSFERRED, REDUCED , SHARED AND AVOIDED.
