
JANUARY - MARCH 2016 www.irmke.org

Ksh 300
Ushs 9,000
Tshs 6,000
RWF 2,500

Enterprise Risk 
Management:
different industries, different driversdifferent industries, different drivers

EFFECTIVE

Risk Management 
Skills

5 Risks every 
entrepreneur will 
need to take

Strengthening ERM 
for strategic 
advantage in 
organizations

Public ethics 
and risk 
management: 
the Kenyan 
experience

22 40 62 64



UNIVERSITY OF NAIROBI

UNIVERSITY OF NAIROBI
The University of Nairobi has been in the fore front o�ering Quality 
and Holistic education in the region for the past six decades. 
Fashioned on a foundation of unity and work (Unitate et Labore), 
the University has overseen the development of thousands of 
graduates making a di�erence in diverse spheres in di�erent 
capacities. With campuses in Mombasa and Kisumu the University
has also set up Extra Mural Centres in strategic locations within 
the country to ensure more and more people access our programmes.

A World Class University Committed to Scholarly Excellence!



Hurligham Park Suite C1, Argwings Kodhek Road,
P.O. Box 79084 -00400 Nairobi- Kenya
Tel: +254 (0)20, 263 2180
Cell: +254 706 616 581,  +254 736 638 493
Email: info@irmke.org, Website: www.irmke.org

Everyone is a Risk Manager

The Institute of 
Risk Management

UNIVERSITY OF NAIROBI

UNIVERSITY OF NAIROBI
The University of Nairobi has been in the fore front o�ering Quality 
and Holistic education in the region for the past six decades. 
Fashioned on a foundation of unity and work (Unitate et Labore), 
the University has overseen the development of thousands of 
graduates making a di�erence in diverse spheres in di�erent 
capacities. With campuses in Mombasa and Kisumu the University
has also set up Extra Mural Centres in strategic locations within 
the country to ensure more and more people access our programmes.

A World Class University Committed to Scholarly Excellence!



MAGAZINE is a members journal of The Institute of Risk Management Kenya  Hurligham Park Suite C1, Argwings 
Kodhek Road, P.O. Box 79084 -00400 Nairobi- Kenya Tel: +254 (0)20, 263 2180  Cell: +254 706 616 581, +254 736 638 493 
Email: info@irmke.org, Website: www.irmke.org. Its published Quarterly ©2016.

CONTENTS

Enterprise Risk 
Management: different 
industries, different drivers

22  Risk Management Skills

26  Risk Management Tools

5 Risks every entrepreneur 
will need to take

Public ethics and risk 
management: the 
Kenyan experience

Strengthening ERM for 
strategic advantage in 
organizations

EFFECTIVE

10

64 

62 

40 



5
MEMBERS JOURNAL OF THE INSTITUTE OF RISK MANAGEMENT KENYA

EDITOR’S NOTE

Welcome to our 2016 first issue; the IRM Journal. Whether you are a bishop, teacher, policeman, doc-
tor, engineer, accountant, lawyer, politician, businessman…, all professions and vocations included; 
Everyone is a risk manager. So, everyone must understand the risks inherent in what they are doing 
and manage them. Otherwise it is not a question of “if?” it is a question of “when?”

Sample this:
A patient goes to a hospital complaining of shoulder pain. She informs the doctor that she is on pain medication. 
The doctor sedates her and proceeds to fondle her breasts and kiss her while she is sedated. The patient sues the 
doctor for sexual harassment, and the hospital for negligence and failing to enforce ethical policies? 

A couple books into a hotel for a weekend. On the first night, the couple wakes up to answer a phone call. On 
turning on the lights, they see something running across the pillow. They immediately notice red swellings on their 
arms and faces. Instinctively, they pull back a pillow and hundreds of bed bugs scary away under the mattress. They 
call the reception to complain and the receptionist replies, “Sorry it’s a small problem. We have bed bugs every-
where at night.”  

An organisation is voted by industry analysts as the “Best Company to Work For” in the country among the large 
corporations. A few months down the line, it is put under statutory management.

The perspectives of potential risky omissions and commissions on the part of employees and organisations are 
endless. The critical thing is that we must all be asking ourselves, “What can go wrong? And if it goes wrong, how 
will I handle it, so that I still achieve my initial objective?” 

The challenge for most of us who say we are managing risk is that we know what it is that we are doing to manage 
risk. But we rarely tie what we are doing to manage risk with the assurance that our objective in doing what we are 
doing will still be achieved. We are not talking of the end justifying the means. Far from it, and that should never be 
a risk managers modus operandi. Effective risk management is simply an assurance that if things change contrary 
to our expectations, we have a plan B. If plan B fails, we have a plan C. If plan C fails we have a D…, and in the end 
we will achieve our initial objective if not exceed it.

Wishful thinking, you may say. But that is what distinguishes an effective risk manager and a speculative manager. 
It has been done, it is being done, and IRM will build the skills and competencies in our members to assure that for 
us, it will be a way of life.  

editor@irm.ke.org
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ED’s Message…

Contribution to risk 
professionalization in the region
Welcome to the first edition of Enterprise Risk Management journal, an official publication of The 
Institute of Risk Management Kenya.

It gives me much joy to see this publication come to be, barely less than two months after the 
launch of IRM Kenya Membership in February 2016. This publication is indeed another attestation 
of the Institute’s firm commitment to our members in ensuring that their needs and priorities re-
main at the heart of everything we do. 

Enterprise Risk Management Journal, written largely by risk practitioners for risk professionals, is a 
high-quality publication that provides enterprise risk management news and practical ideas that 
help risk professionals stay abreast with ERM industry issues and trends.

In this edition we have lined for you thought provoking articles on Enterprise Risk Management: 
different industries drivers; Risk Blunders; If you think it’s impossible, think again, Risk Management 

EFFECTIV E

ED’s MESSAGE



MEMBERS JOURNAL OF THE INSTITUTE OF RISK MANAGEMENT KENYA

007
MEMBERS JOURNAL OF THE INSTITUTE OF RISK MANAGEMENT KENYA

ED’s MESSAGE

Skills; 5 Reasons Why You’ve Failed as an Entrepreneur… and many more. 

There are strong motivating factors now than ever before for increased awareness and action with 
regards to Enterprise Risk Management (ERM).  Risk Professional like you, therefore must take the 
challenge and through this avenue, contribute meaningfully to ERM debate to enhance knowledge 
and skills needed for ERM success. 

We shall endeavor to work with you to professionalize the practice of risk management services 
within your organization. As a member, you will be empowered to drive positive risk management 
change in your industry and will access this quarterly Enterprise Risk Management Magazine, in 
addition to other resources from the Institute to assists you achieve individual and organizational 
success. 

In closing, I would like to say thank you to everyone who has signed up for the membership and 
continues to support our mission. Your continued patronage is greatly valued and appreciated and 
together we can make a difference in this noble profession.  

Jonathan Khoki
Executive Director
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REGULARS

Enterprise Risk 
Management:
different industries, different drivers

All organisations today have to man-
age risk effectively. There are no 
two ways to this, otherwise as they 
say, it will not be a question of if? It 

will be a question of when the organisation 
will become irrelevant. 

This column is dedicated to discussing risk 
management approaches in different indus-
tries. Such discussions will be carried in ev-
ery issue. The current issue explores part 1 of 
hospitality industry risk management.

For the hospitality industry the risk manage-
ment bar must be set high with a minimum 
focus on assuring total safety and security of 
guests, employees and other third parties; 
a vibrant brand supported by operation-
al excellence in all outlets; promotion and 
enhancement of organisation reputation. 
Standard frameworks for hospitality outlets 
safety and security have been designed cov-
ering core risk exposure and recommended 
risk management activities that need to be 
carried out to mitigate the risks. Internation-
al Hotel Groups – IHG uses the framework 
below to categorize its risk groups and risk 
management activities.

EFFECTIV E
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COVER STORY

 
The red wheel illustrates the groups of 
risks which IHG’s risk managers around 
the world work on with IHG gener-
al managers and their management 
teams in order to minimize the risks 
and keep the hotels safe. 

The purple wheel on the other hand 
shows the actual risk management 
activities that have been used over the 
years to assess and manage individual 
types of risk. 

This has been achieved through policy 
development, operating through clear 
work standards and guidelines, rais-
ing staff risk awareness levels, train-
ing staff on appropriate risk controls 
and risk management systems which 
have been developed for their use and 
continuously reviewing and reporting 
upon progress and continued risks.

The threat of terrorism has been a ma-

jor global challenge and IHG has over 
the years developed an increasingly 
sophisticated terrorism risk response 
that is intelligence-led. 

The hotels risk management system 
categorizes security risk as a core risk, 
and security risk environment as high-
ly dynamic environment that needs to 
be managed both centrally and locally 
in hotels. 

The risk strategy hinges on three ele-
ments that have been developed and 
are continuously maintained: physical 
and technical systems, people capabil-
ities and processes and procedures.

The eight risk management activities 
shown in the purple wheel have been 
adapted further and are being applied 
to manage the group’s corporate risks. 
The entire risk management initiative 
is led by the Executive Committee, 

facilitated by the Risk Management 
function and integrated with quarterly 
strategic reviews of entire operations.
IHG’s Risk Management function has 
recently reviewed the way in which 
corporate risk and major operational 
risks are managed. The group is in the 
process of developing a framework to 
enhance its risk management capabil-
ity further, using the following model:

IHG Hotel Risk Management Framework

IHG Hotel Risk  enhancement model



12

REGULARS

Senior IHG management run annual risk 
identification workshops to produce a 
‘Group Risk Register’, clearly showing areas 
of accountability for each member of the Ex-
ecutive Committee.

The Executive Committee uses the findings 
to identify the major areas of risk for IHG and 
to assign accountability for cross-function-
al leadership between them. The Executive 
Committee prioritizes and co-ordinates ef-
forts to optimise the management of major 
risks to IHG.

Risk ‘owners’ then identify and review ex-
isting risk control’s as well as management 
capacity, benefit and cost to improve them. 
This work is documented in Risk Action Plans 
that support the risks that are reported in the 
Group Risk Register.

Executives review the risks at quarterly stra-
tegic reviews as part of their business review 
with the Chief Executive and strategy team. 
Global Risk Management also submits peri-
odic incident reports and two major reports 
each year to the Executive Committee and 
the Board on hotel safety and security as well 
as a further report on the major risks to IHG.

The Internal Audit function is separately re-
sponsible for providing assurance across the 
Group. They report their findings to the Audit 
Committee. This ensures separation of duties 
between the Risk Management and Internal 
Audit functions and hence supports good 
governance. IHG’s Board acknowledges ul-
timate responsibility for the Group’s system 
of internal control and risk management and 
for reviewing its effectiveness. 

In a recent annual report, IHG commented 
on its risk management process as follows:

The risks below are not the only ones that the 
Group faces. Some risks are not yet known to 
IHG and some that IHG does not currently 
believe to be material could later turn out 

REGULARS
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to be material. All of these risks could 
materially affect the Group’s business, 
revenue, operating profit, earnings, 
net assets and liquidity and/or capital 
resources.

The Group is reliant on the reputation 
of its brands and the protection of its 
intellectual property rights

Any event that materially damages 
the reputation of one or more of the 
Group’s brands and/or failure to sus-
tain the appeal of the Group’s brands 
to its customers could have an adverse 
impact on the value of that brand and 
subsequent revenues from that brand 
or business.

In addition, the value of the Group’s 
brands is influenced by a number of 
other factors, some of which may be 
outside the Group’s control, including 
commoditisation (whereby price and/
or quality becomes relatively more 
important than brand identifications 
due, in part, to the increased preva-
lence of third-party intermediaries), 
consumer preference and perception, 
failure by the Group or its franchisees 
to ensure compliance with the signif-
icant regulations applicable to ho-
tel operations (including fire and life 
safety requirements), or other factors 
affecting consumers’ willingness to 
purchase goods and services, includ-
ing any factor which adversely affects 
the reputation of those brands.

In particular, where the Group is un-
able to enforce adherence to its op-
erating and quality standards, or the 
significant regulations applicable to 
hotel operations, pursuant to its man-
agement and franchise contracts, 
there may be further adverse impact 
upon brand reputation or customer 

perception and therefore the value of 
the hotel brands.

Given the importance of brand rec-
ognition to the Group’s business, the 
Group has invested considerable effort 
in protecting its intellectual property, 
including registration of trademarks 
and domain names. However, the con-
trols and laws are variable and subject 
to change. Any widespread infringe-
ment, misappropriation or weakening 
of the control environment could ma-
terially harm the value of the Group’s 
brands and its ability to develop the 
business.

The Group is exposed to a variety of 
risks related to identifying, securing 
and retaining management and fran-
chise agreements

The Group’s growth strategy depends 
on its success in identifying, securing 
and retaining management and fran-
chise agreements. This is an inherent 
risk for the hotel industry and fran-
chise business model. Competition 
with other hotel companies may gen-
erally reduce the number of suitable 
management, franchise and invest-
ment opportunities offered to the 
Group and increase the bargaining 
power of property owners seeking to 
engage a manager or become a fran-
chisee. The terms of new management 
or franchise agreements may not be 
as favourable as current arrangements 
and the Group may not be able to re-
new existing arrangements on the 
same terms.

There can also be no assurance that 
the Group will be able to identify, re-
tain or add franchisees to the Group 
system or to secure management con-
tracts. For example, the availability of 

suitable sites, planning and other lo-
cal regulations or the availability and 
affordability of finance may all restrict 
the supply of suitable hotel develop-
ment opportunities under franchise or 
management agreements. 

In connection with entering into man-
agement or franchise agreements, 
the Group may be required to make 
investments in, or guarantee the ob-
ligations of, third parties or guaran-
tee minimum income to third parties. 
There are also risks that significant 
franchisees or groups of franchisees 
may have interests that conflict, or are 
not aligned, with those of the Group 
including, for example, the unwilling-
ness of franchisees to support brand 
improvement initiatives.

Changes in legislation or regulatory 
changes may be implemented that 
have the effect of favouring franchi-
sees relative to brand owners.

The Group is exposed to the risks of 
political and economic developments

The Group is exposed to the inherent 
risks of global and regional adverse 
political, economic and financial mar-
ket developments, including reces-
sion, inflation, availability of afford-
able credit and currency fluctuations 
that could lower revenues and reduce 
income.

A recession reduces leisure and busi-
ness travel to and from affected coun-
tries and adversely affects room rates 
and/or occupancy levels and other 
income-generating activities, result-
ing in deterioration of results of op-
erations and potentially reducing the 
value of properties in affected econ-
omies. The owners or potential own-

REGULARS
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ers of hotels managed or franchised 
by one group face similar risks which 
could adversely impact IHG’s ability 
to retain and secure management or 
franchise agreements. 

More specifically, the Group is high-
ly exposed to the US market and, ac-
cordingly, is particularly susceptible to 
adverse changes in the US economy. 
Further political or economic factors 
or regulatory action could effective-
ly prevent the Group from receiving 
profits from, or selling its investments 
in, certain countries, or otherwise ad-
versely affect operations. For example, 
changes to tax rates or legislation in 
the jurisdictions in which the Group 
operates could decrease the propor-
tion of profits the Group is entitled to 
retain, or the Group’s interpretation 
of various tax laws and regulations 
may prove to be incorrect, resulting in 
higher than expected tax charges.

The Group requires organisational 
capability to manage changes in key 
personnel and senior management

In order to develop, support and mar-
ket its products, the Group must hire 
and retain highly skilled employees 
with particular expertise. The imple-
mentation of the Group’s strategic 
business plans could be undermined 
by failure to recruit or retain key per-
sonnel, the unexpected loss of key se-
nior employees, failures in the Group’s 
succession planning and incentive 
plans, or a failure to invest in the de-
velopment of key skills. 

Some of the markets in which the 
Group operates are experiencing eco-
nomic growth and the Group must 
compete against other companies 

inside and outside the hospitality 
industry for suitably qualified or ex-
perienced employees. Failure to at-
tract and retain these employees may 
threaten the success of the Group’s 
operations in these markets. 

Additionally, unless skills are sup-
ported by a sufficient infrastructure 
to enable knowledge and skills to be 
passed on, the Group risks losing accu-
mulated knowledge if key employees 
leave the Group.

The Group is exposed to the risk of 
events that adversely impact domestic 
or international travel

The room rates and occupancy lev-
els of the Group could be adversely 
impacted by events that reduce do-
mestic or international travel, such as 
actual or threatened acts of terrorism 
or war, epidemics, travel-related acci-
dents, travel-related industrial action, 
increased transportation and fuel 
costs and natural disasters, resulting in 
reduced worldwide travel or other lo-
cal factors impacting individual hotels. 

A decrease in the demand for hotel 
rooms as a result of such events may 
have an adverse impact on the Group’s 
operations and financial results. In 
addition, inadequate preparedness, 
contingency planning or recovery ca-
pability in relation to a major incident 
or crisis may prevent operational con-
tinuity and consequently impact the 
value of the brand or the reputation of 
the Group.

The Group is reliant upon its pro-
prietary reservations system and is 
exposed to the risk of failures in the 
system and increased competition in 

reservations infrastructure.
The value of the brands of the Group 
is partly derived from the ability to 
drive reservations through its propri-
etary HolidexPlus reservations system, 
a central repository of all hotel room 
inventories linked electronically to 
multiple sales channels including IHG 
owned Internet websites, third-par-
ty Internet intermediaries and travel 
agents, call centres and hotels.

Lack of resilience in operational avail-
ability could lead to prolonged service 
disruption and may result in signifi-
cant business interruption and sub-
sequent impact on revenues. Lack of 
investment in these systems may also 
result in reduced ability to compete. 
Additionally, failure to maintain an 
appropriate e-commerce strategy and 
select the right partners could erode 
the Group’s market share.

The Group is exposed to certain risks 
in relation to technology and systems

To varying degrees, the Group is re-
liant upon certain technologies and 
systems (including IT systems) for the 
running of its business, particular-
ly those which are highly integrated 
with business processes. Disruption to 
those technologies or systems could 
adversely affect the efficiency of the 
business, notwithstanding business 
continuity or disaster recovery pro-
cesses. 

The Group may have to make sub-
stantial additional investments in new 
technologies or systems to remain 
competitive. Failing to keep pace with 
developments in technologies or sys-
tems may put the Group at a competi-
tive disadvantage. The technologies or 

REGULARS
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systems that the Group chooses may 
not be commercially successful or the 
technology or system strategy em-
ployed may not be sufficiently aligned 
with the needs of the business or re-
sponsive to changes in business strat-
egy. As a result, the Group could lose 
customers, fail to attract new custom-
ers or incur substantial costs or face 
other losses.  
The Group is exposed to the risks of 
the hotel industry supply and demand 
cycle

The future operating results of the 
Group could be adversely affected by 
industry overcapacity (by number of 
rooms) and weak demand due, in part, 
to the cyclical nature of the hotel in-
dustry, operations or other differences 
between planning assumptions and 
actual operating conditions. Reduc-

tions in room rates and occupancy lev-
els would adversely impact the results 
of Group operations.

The Group may experience a lack of 
selected development opportunities

While the strategy of the Group is to 
extend the hotel network through ac-
tivities that do not involve significant 
amounts of its own capital, if the avail-
ability of suitable development sites 
becomes limited for IHG and its pro-
spective hotel owners, this could ad-
versely affect its results of operations.

The Group is exposed to risks related 
to corporate responsibility

The reputation of the Group and the 
value of its brands are influenced by 
a wide variety of factors, including the 

perception of key stakeholders and 
the communities in which the Group 
operates. The social and environmen-
tal impacts of business are under in-
creasing scrutiny, and the Group is 
exposed to the risk of damage to its 
reputation if it fails to demonstrate 
sufficiently responsible practices in 
a number of areas such as safety and 
security, sustainability, responsible 
tourism, environmental management, 
human rights and support for the local 
community.
The Group is exposed to the risk of
 litigation

The Group could be at risk of litigation 
from many parties, including guests, 
customers, joint venture partners, sup-
pliers, employees, regulatory authori-
ties, franchisees and/or the owners of 
hotels managed by it. Claims filed in 
the US may include requests for puni-
tive damages as well as compensato-
ry damages. Exposure to litigation or 
fines imposed by regulatory authori-
ties may also affect the reputation of 
the Group.

The Group may face difficulties insur-
ing its business

Historically, the Group has maintained 
insurance at levels determined by it 
to be appropriate in light of the cost 
of cover and the risk profiles of the 
business in which it operates. Howev-
er, forces beyond the Group’s control 
including market forces, may limit the 
scope of coverage the Group can ob-
tain and the Group’s ability to obtain 
coverage at reasonable rates. 

Other forces beyond the Group’s con-
trol, such as terrorist attacks or natural 
disasters may be uninsurable or simply 
too expensive to insure. Inadequate or 

REGULARS

The social and environmental 
impacts of business are under 

increasing scrutiny, and the Group is 
exposed to the risk of damage to its 
reputation if it fails to demonstrate 

sufficiently responsible practices in a 
number of areas such as safety and 
security, sustainability, responsible 

tourism, environmental management, 
human rights and support for 

the local community
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insufficient insurance could expose 
the Group to large claims or could re-
sult in the loss of capital invested in 
properties, as well as the anticipated 
future revenue from properties, and 
could leave the Group responsible for 
guarantees, debt or other financial 
obligations related to such proper-
ties. The Group is exposed to a variety 
of risks associated with its ability to 
borrow and satisfy debt covenants

The Group is reliant on having access 
to borrowing facilities to meet its 
expected capital requirements. The 
majority of the Group’s borrowing 
facilities are only available if the fi-
nancial covenants in the facilities are 
complied with. If the Group is not in 
compliance with the covenants, the 
lenders may demand the repayment 
of the funds advanced. 

If the Group’s financial performance 
does not meet market expectations it 
may not be able to refinance its exist-
ing facilities on terms it considers fa-
vourable. The availability of funds for 
future financing is, in part, dependent 
on conditions and liquidity in the cap-
ital markets.

The Group is required to comply with 
data privacy regulations

Existing and emerging data privacy 
regulations limit the extent to which 
the Group can use customer infor-
mation for marketing or promotional 
purposes. 

Compliance with these regulations in 
each jurisdiction in which the Group 
operates may require changes in 
marketing strategies and associated 
processes which could increase op-
erating costs or reduce the success 
with which products and services can 

be marketed to existing or future cus-
tomers. In addition, non-compliance 
with privacy regulations may result in 
fines, damage to reputation or restric-
tions on the use or transfer of informa-
tion.

The Group is exposed to the risks re-
lated to information security

The Group is increasingly dependent 
upon the availability, integrity and 
confidentiality of information and the 
ability to report appropriate and accu-
rate business performance, including 
financial reporting, to investors and 
markets.

The reputation and performance of 
the Group may be adversely affected 
if it fails to maintain appropriate con-
fidentiality of information and ensure 
relevant controls are in place to en-
able the release of information only 
through the appropriate channels in a 
timely and accurate manner.

The Group is exposed to funding risks 
in relation to the defined benefits un-
der its pension plans

The Group is required by law to main-
tain a minimum funding level in rela-
tion to its ongoing obligation to pro-
vide current and future pensions for 
members of its UK pension plans who 
are entitled to defined benefits. In ad-
dition, if certain plans of the Group are 
wound up, the Group could become 
statutorily liable to make an immedi-
ate payment to the trustees to bring 
the funding of defined benefits to a 
level which is higher than this mini-
mum. 

The contributions payable by the 
Group must be set with a view to mak-
ing prudent provision for the benefits 
accruing under the plans of the Group. 
In particular, the trustees of IHG’s UK 
defined benefit plan may demand 
increases to the contribution rates 
relating to the funding of this plan, 
which would oblige relevant employ-
ers of the Group to contribute extra 
amounts.  

The trustees must consult the plan’s 
actuary and principal employer be-
fore exercising this power. In practice, 
contribution rates are agreed between 
the Group and the trustees on actuar-
ial advice, and are set for three-year 
terms.  

This is a truly thought provoking nar-
rative that boils down to just one 
thing. This is a truly risk intelligent or-
ganisation. 

In the next issue we will discuss part 2 of 
hospitality industry risk management.

REGULARS

The contributions 
payable by the 
Group must be 

set with a view to 
making prudent 
provision for the 
benefits accruing 

under the plans of 
the Group
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Events Calendar 2016
Events
IRM membership events will provide members the opportunity to meet with IRM sponsors, clients, peers, 
and public o�cials from around the globe to discuss ERM issues directly impacting their organizations, 
businesses, stakeholders and customers.

Date Time Event Venue Member 
CPD Hours

20th January 2016 6.00 am – 7.30 am Breakfast Meeting to Launch 
2016 IRM Membership 
recruitment drive

Nairobi 2

30th March 2016 12.00pm – 2.00pm Lunch Meeting to constitute 
IRM membership committee

Nairobi 2

20th April 2016 12.00pm – 2.00pm Members Forum to launch IRM 
Code of Ethics

Nairobi 2

24th to 26 th August 2016 8.00am – 4.30pm Africa Risk Management 
Convention

Mombasa 16

14th Dec 2016 12.00 noon – 2.00 pm Chairman’s Lunch and Members 
Forum

Nairobi 2

providing members 
the opportunity to 

Network and build 
opportunities



Events Calendar 2016
Events
IRM membership events will provide members the opportunity to meet with IRM sponsors, clients, peers, 
and public o�cials from around the globe to discuss ERM issues directly impacting their organizations, 
businesses, stakeholders and customers.

Date Time Event Venue Member 
CPD Hours

20th January 2016 6.00 am – 7.30 am Breakfast Meeting to Launch 
2016 IRM Membership 
recruitment drive

Nairobi 2

30th March 2016 12.00pm – 2.00pm Lunch Meeting to constitute 
IRM membership committee

Nairobi 2

20th April 2016 12.00pm – 2.00pm Members Forum to launch IRM 
Code of Ethics

Nairobi 2

24th to 26 th August 2016 8.00am – 4.30pm Africa Risk Management 
Convention

Mombasa 16

14th Dec 2016 12.00 noon – 2.00 pm Chairman’s Lunch and Members 
Forum

Nairobi 2

providing members 
the opportunity to 

Network and build 
opportunities



Training Calendar 2016
Training

Month Time Activity/ Program Place CPD 
Hours

5th February  6.00 am – 7.30 am Breakfast Meeting Nairobi 2

18th - to 19th 
February 

8.00 am – 4.30 pm 2 Day Training
E�ective ERM

Nairobi 8

24th to 25th 
February 

8.00 am – 4.30 pm 2 Day Training
E�ective Board Risk 
Oversight

Mombasa 8

9th to 11th 
March

8.00 am – 4.30 pm 3 Day Training
Risk Management Culture & 
Best Practice

Kisumu 12

30th March 12.00pm – 2.00pm Lunch Meeting Nairobi 2

7th April 8.00 am – 4.30 pm 1 Day Training
Identifying, in�uencing and 
managing Risk Culture

Nairobi 4

20th April 12.00pm – 2.00pm Members Forum Nairobi 2

20th  May 8.00 am – 4.30 pm 1 Day Training on Risk 
Assessment 

Nairobi 8

26th to 27th 
May

8.00 am – 4.30 pm 2 Day Training
Compliance Program

Nairobi 8

18th-23rd June 8.00 am – 4.30 pm Identifying, In�uencing and 
Managing Risk Culture

Dubai 8

3rd – 4th June 8.00 am – 4.30 pm The Fundamentals of 
Enterprise Risk Management 

Nairobi 4

6th June 8.00 am – 4.30 pm Running E�ective ERM 
Workshops

Nairobi 4

7th June

9th June

8.00 am – 4.30 pm 1 Day Training
Formulating E�ective Risk 
Registers

Nairobi 4

8.00 am – 4.30 pm 1 Day Training
Boardroom Risk 
Management

Naivasha 4

24th June 8.00 am – 4.30 pm Bank Enterprise Risk 
Management Seminar

Nairobi 12

7th  July 8.00 am – 4.30 pm 1 Day Training
Risk Reporting 

Nairobi 8



Month Time Activity/ Program Place CPD 
Hours

21st – 22nd July 8.00 am – 4.30 pm 2 Day Training
Operation  Risk 
Management

Nairobi 8

22nd – 23rd
July 

8.00 am – 4.30 pm 2 Day Training
Enterprise  Risk 
Management

Nairobi 8

24th to 26th 
August 2016

8.00 am – 4.30 pm Africa Risk Management 
Convention

Mombasa 16

30th to 31st Aug 8.00 am – 4.30 pm 2 Day Training
Financial Services Risk 
Management

Nairobi 8

12th to 14th Oct 8.00 am – 4.30 pm 3 Day Training
Proactive ERM

Malaysia 12

20th  Oct 8.00 am – 4.30 pm 1 Day Presenting Risk 
Information

Nairobi 4

21st October 8.00 am – 4.30 pm 1 Day Training Risk Appetite Nairobi 8

11th Nov 8.00 am – 4.30 pm 1 Day Training
Reputational Risk 
Management 

Nairobi 4

8th to 9th Dec 8.00 am – 4.30 pm 2 Day Training
Fundamentals of Enterprise 
Risk Management

Nairobi 8

14th Dec 12.00 noon – 2.00 pm Chairman’s Lunch Nairobi 2

Key:  Membership Events  Core Membership Training  Specialized Training

Note:  Members are expected to attend at least two core trainings and one specialized training.

THE INSTITUTE OF
RISK MANAGEMENT KENYA

Hurligham Park , Suite C1, Ground �oor Floor

Agwings Kodhek Road, 

PO Box 79084 - 00400, Nairobi Kenya

Tel: (020) 2632180, 0706 616581, 0736 638493

E-mail: info@irmke.org  

Website: www.irmke.org
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IF YOU THINK IT’S IMPOSSIBLE?  THINK AGAIN

Risk Management Blunders

Some stuff is just out of this 
world. How could it have 
happened? Is it real? … 
Many questions that defy 

common logic arise. But the ways 
of this world are complex, and tak-
en together they give us a clear per-
spective.

CREVE COEUR, Mo. (AP) — Fif-
ty-one years ago, Arthur Lampitt 
of Granite City, Illinois, smashed his 

1963 Thunderbird into a truck. This 
week during surgery in suburban St. 
Louis, a 7-inch turn signal lever from 

51 Years after wreck, 7-inch 
car part found in arm
Associated Press, 2 Jan 2015

Arthur Lampitt of Granite City shows off the 1963 Thunderbird turn signal that was 
embedded in his arm for 51 years

that T-Bird was removed from his left 
arm.

Dr. Timothy Lang removed the lever 
Wednesday during a 45-minute op-
eration. Lampitt, now 75, is recover-
ing at home.

The St. Louis Post-Dispatch reports 
that the accident broke Lampitt’s 
hip, drawing attention away from 
the arm, which healed.

A decade or so ago, his arm set off 
a metal detector at a courthouse. 
An X-ray showed a slender object 
the length of a pencil, but since it 
caused no pain or hardship, Lampitt 
was told to let it be.

He was moving concrete blocks a 
few weeks ago when the arm began 
to hurt for the first time.

“Everything was fine until it started 
to get bigger,” Lampitt’s wife, Betty, 
said. “The arm started bulging.”

The story of Arthur Lampitt of Granite 
City, Illinois, below is one such story. If 
someone had mentioned to doctors 
in the early sixties that they need to 
manage something called risk, they 
may well have asked, “What risk?” and 
probably concluded, this is medicine, 
not insurance. 

Well, if you thought that a team of 
qualified doctors can operate on a pa-
tient and fail to identify a large foreign 
object, think again. That is why we 
say, “Risk Management is everybody’s 
business.”

Please read on…

EFFECTIV E
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THINK AGAIN

Arthur Lampitt and his wife Betty of Granite City, Mo., show off the 1963 Thunderbird turn signal that was embedded

Lampitt wasn’t sure what he’d 
do with the lever  maybe make 

a key chain out of it. “We’ll 
figure out something, I am 

sure,” he said.

Lampitt decided to have surgery. He 
initially wasn’t sure what was in the 
arm. He wondered if perhaps a med-
ical instrument had been left during 
the emergency room visit in 1963.

He unearthed a collection of old 
photos of the mangled Thunder-
bird taken by a friend at the scene. 
He noticed the metal blinker lever 
was missing from the left side of the 
steering column. He figured that was 
it, and surgery at City Place Surgery 
Center in Creve Coeur, Missouri, con-
firmed it.

“Seven inches long,” Lang told Betty.
“Oh, my God,” Betty said.
Lang said a protective pocket grew 
around the lever. “We see all kinds of 
foreign objects like nails or pellets, 
but usually not this large, usually 
not a turn signal from a 1963 T-Bird,” 

Lang said. “Something this large of-
ten gets infected.”
Lampitt wasn’t sure what he’d do 
with the lever — maybe make a 
key chain out of it. “We’ll figure out 
something, I am sure,” he said.
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Risk Management Skills

REGULARS

Many managers today un-
derstand the operational 
risks that they face and 
the approaches needed 

to manage them.  The real challenge is 
how to build a competent and skilled 
risk management team. Effective risk 
management at an individual level 
calls for one to have refined risk man-
agement skills. In this article we exam-
ine strategic minded skill.

A strategic minded risk manager must 
have a sharp and keen mind able to 
note specific patterns and anomalies 
in any specific situation. Any changes 
in the expected patterns or disconti-
nuities however minor will be imme-
diately captured and acted on by a 
strategic minded risk manager. They 
can see what is being done and what 
is really happening. 

The strategic minded risk manager 
knows, can see and is already imple-
menting what others can’t see. You 
could say they are fully engaged in 
what they are doing and what is hap-
pening around them. In short, they are 
always performing at their peak. Re-
member the story of Starbuck’s trans-
formation from a stand-up only coffee 
bar to a social lounge. Starbuck’s rivals 
never saw what was happening leave 
alone understand it. When they did, 
Starbuck was already established. 
 When managers operate only using 
conventional knowledge, they miss 

EFFECTIV E

Compiled by Nyaloti Cornelius
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Sample this:
Leading in the 1950 Monaco Grand 
Prix, Juan Manuel Fangio, considered 
by many as the greatest driver of all 
time, approached a blind corner and, 
instead of continuing at his normal 
100mph, for some reason he braked 
hard and took the bend at a crawl. As 
he rounded the turn he saw a nine car 
pileup, which he would have joined 
(and maybe even have been killed in), 
had he not slowed down.

So what caused Fangio to brake 
suddenly?

He later explained that a part of his 
mind noticed that the faces of the 
spectators in the stand ahead, which 
would usually be fixed on him as the 
race leader, were turned away – as it 
happened looking towards the crash.

This is a great example of someone 
being truly engaged in what they are 
doing and so performing at their peak. 
That engagement enabled Fangio to 
set a Formula 1 record that endured 
for 46 years and a legend status that 
still stands tall today.

Juan Manuel Fangio Déramo (24 June 1911 - 17 July 1995)

You must always strive to be the best, 
but you must never believe that you are .

Juan Manuel Fangio Déramo

What he did  in his life time is something that was an example of 
professionalism, of courage, of style and as a man, a human being. 

I think Fangio is the example of a true world champion
Ayton Senna

RISK  MANAGEMENT TOOLS
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the opportunity for gaining real com-
petitive advantage because everyone, 
whose work is to know, has at least 
conventional knowledge. The real 
facts are always something else be-
yond conventional knowledge and in 
most cases require higher level skills. 
Risk management requires the skills 
to contextualize, that is to understand 
the core themes and patterns of a par-
ticular situation. 

The skills to consciously and subcon-
sciously note the particular policies, 
foundations, worldviews, and circum-
stances that shape a given moment, 
activity or process in time, are the ul-
timate risk management skills. In oth-
er words, the “skill” that are useful to 
a strategic thinker are those that are 
shaped by the totality of context. 

I have met many executives and risk 
managers who were absolutely sure 
and confident that they had their op-
erating fundamentals under grips and 
their operational strategies were win-
ning strategies. One of them in par-
ticular laughed at me when I pointed 
out that his business that had in a span 
of six years grown it’s turnover from a 
few millions to some two digit billions 
was not managing it’s cost structure 
actively. 

“What cost structure?” He sneered at 
me. “We have just recently been vot-
ed part of the TOP 100.” He explained 
to me. When I clarified that mastering 
cost structure management is the key 
driver of cash flow management and 
his business was not showing any ev-
idence of this, he brushed me off with 
“our profits over the years have been 
good.” Six month later, the company 
wound up. 

Another close friend who was mak-
ing tons of money told me, “I know 
my growth model and I am growing a 
company that in ten years time will be 
a multinational. 

Bigger than anything you have seen 
locally,” when I pointed out that what 
he was calling a strategy was an op-
erational agenda and not a strategic 
issue.  Six years down the line he was 
out of business and humbly replied, 
“we all mistakes,” when I enquired 
what went wrong? Looking back at 
these and many instances of business 
failure that I have come across, I have 
come to appreciate the apprehension 

EFFECTIV E

Starbuck’s 
rivals never 

saw what was 
happening 
leave alone 
understand 

it. When they 
did,  Starbuck 
was already 
established
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that people attach to business failure. 
Most equate it to death. 

Not the death of an organisation per 
se, but death of a human being. You 
don’t ordinarily think of your own 
death. It is safer to leave it to God. Yet 
the reality is that human death and 
organisation death are essentially risk 
management issues. We must not only 
think about them, we must manage 
them.

You could say, we all need a little les-
son on the Dunning-Kruger effect, a 
common phenomenon where incom-
petent people act as if they are com-
petent. You see this everyday when 
politicians are being interviewed. Or 
when board members are discussing 
highly technical issues with manage-
ment. None ever say’s I am not sure. 
They all confidently provide their 
opinions even when they are wrong.  
A competent risk manager will rec-
ognize that the Dunning-Kruger ef-
fect exists in all areas of life, including 
strategy making. Incompetent ones 
will tell you things like, “we have a risk 
management framework,” or “we use a 
risk based audit approach.”

Risk management skills require the 
ability to forecast and back cast. Fore-
casting helps us extrapolate current 
data into the future. When we identify 
a trend, we can choose to forecast that 
trend into the future. 

Back casting helps us to selection a 
future scenario and then work out the 
variables that would be needed to 
bring about that future scenario. We 
could speculate: I wonder if a present-
ly-strong company can fail in the fu-
ture; we must then identify the prem-
ises and arguments that explain what 
would cause that failure.

To develop effective risk management 
skills:
•	 Avoid	 overconfidence	 and	 arro-

gance.

•	 Don’t	be	afraid	to	say,	“I	don’t	know.”

•	 Relate	 more	 with	 colleagues	 who	
constructively challenge you.

•	 Use	the	prospective	hindsight	tech-
nique. This involves imagining a fu-
ture outcome (positive or negative), 
and then asking yourself, “What can 

lead to these outcomes?” Pursue 
those aspects that will lead you to 
appositive outcome and avoid those 
that would lead you astray. 

•	 Don’t	 assume	 that	 a	 people	 inter-
nalize and practice all their training 
and education. Ever heard some-
one wondering “but they have been 
trained?” as if it is a definitive decla-
ration? The fact is that many of us 
attend refresher trainings, but have 
no training follow up support. So, 
naturally we forget. This is truly not a 
way to build risk management skills.

•	 Notice	 all	 the	 relevant	 things	 that	
are being overlooked by most peo-
ple. 

•	 Be	 sure	 of	 the	 underlying	 patterns	
in the wider scheme of things and 
the assumptions being made about 
those patterns. 

•	 Ask	yourself	the	future	implications	
of what you are seeing today.

Look out for more risk management 
skills in the next issue.

RISK  MANAGEMENT TOOLS
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The benefit of an effective en-
terprise risk management 
program cannot be gainsaid. 
But to realize these benefits, 

the risk management tools used by 
an organisation must be right and 
appropriate to the risks being man-
aged. Enterprise risk managers have 
to use appropriate risk analysis and 
management tools to support their 
risk management efforts. It would also 
help immensely if the managers also 
understand the purpose, process, out-
puts, strengths, and limitations of the 
risk management tools being used.

Before delving into the possible tools 
that can be used, it is good to appre-
ciate that organisations generally face 
financial risk in the form of unplanned 
expenses, economic downturns and 
an inability to secure funding. They 
face strategic risk in the form of new 

competition, outmoded products, the 
departure of their premium customer 
or from unwise managerial and board 
decisions. They face hazard risks in the 
form of floods, hurricanes, power out-
ages, terrorist attacks, fire outbreaks or 
liability claims. They are also exposed 
to operational risks in the form of com-
puter virus infections, staff pilferage 
and embezzlement, errors and omis-
sions, product recalls, government in-
vestigations and low productivity.

This approach to categorizing risks 
clearly indicates the broad spectrum 
of organisation risk and the need for 
customized tools to address each risk. 
It would generally be unthinkable to 
suppose that occupation, safety and 
health risk can be properly under-
stood and mitigated using tools that 
have been successful in analyzing and 
managing strategic risk. Risk manage-

EFFECTIV E
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ment is clearly a bespoke and not a 
one size fits all undertaking.
Common risk analysis and manage-
ment tools that the organisations can 
use include: Strategic and Capability 
Risk Analysis—tools which focus on 
identifying, analyzing, and prioritizing 
risks to achieve strategic goals, objec-
tives, and capabilities; Threat Analy-
sis tools which focus on identifying, 
analyzing, and prioritizing threats to 
minimize their impact on organisa-
tion security; Investment and Portfo-
lio Risk Analysis tools which focus on 
identifying, analyzing, and prioritizing 
investments and possible alterna-
tives; Program Risk Management tools 
which focus on identifying, analyzing, 
prioritizing, and managing risks to 
eliminate or minimize their impact on 
a program’s objectives and probabili-
ty of success; and Cost Risk Analysis 
tools which focus on quantifying how 
technological and economic risks can 
affect a system’s cost. 

Most risk management tools apply 
probability methods to model, mea-
sure, and manage risk. Today, each 
specialized risk analysis and manage-
ment area has developed tools to sup-
port its objectives with varying levels 
of maturity. 

But let’s deviate a bit and consider the 
realities of modern life by revisiting 
the story of Singapore, or as you may 
call it, the story of Lee Kuan Yew.
Mr. Lee Kuan Yew’s journey of leading 
Singapore through uncertain times 
and without the normal political and 
business partnerships from regional 
players shows the dogged determi-
nation of his leadership. Lee Kuan Yew 
was born into a wealthy Chinese fam-
ily that had resided in Singapore since 
the 19th century. After World War II, 

Lee studied law at Fitzwilliam College, 
in Cambridge, UK. In 1950, he was ad-
mitted to the English bar, but instead 
of practicing law there, Lee returned 
to Singapore to do so. 

During the turn of the 20th century 
many colonized countries were gain-
ing their independence and exploring 
new governance models to grow their 
fledgling economies. At the time, Sin-
gapore was a British colony and held 
Britain’s main naval base in the Far 
East. The country was ruled by a gov-
ernor and a legislative council, mostly 
comprising wealthy Chinese business-
men who were appointed rather than 
elected by the people, according to 
one biographers account.

In the early 1950s, Singapore buzzed 
with talk of constitutional reform and 
independence, and Lee banded with 
other like minds to challenge the gov-
erning structure of the country. Soon 

breaking from this group and taking 
a more radical stance, in 1954 Lee 
became secretary-general of his own 
party, the People’s Action Party. Mr. 
Lee, Singapore’s Prime Minister, from 
1959 until 1990 became the longest 
serving Prime Minister in world histo-
ry.

Singapore’s stunning success story has 
been the subject of business books 
and studies of how Singapore Inc. 
was accomplished. The term “Singa-
pore Inc.” was coined to describe how 
Mr. Lee and his close team changed 
a third-world country in a first-world 
economy which was considered im-
probable at the time. 

Singapore and Malaya were governed 
as one British territory until 1959 and 
was completely dependent on the re-
lationship with its colonial benefactor. 
After independence was won Singa-
pore was a separate country and in 
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need of a plan to diversify its markets, 
address persistent unemployment 
and a host of other threats to its sur-
vival.

Not unlike many small emerging busi-
nesses, Singapore had to address the 
risks it faced as a small country with a 
small market. 

This is the unlikely story of an improb-
able journey of growth, cunning, col-
laboration and risk management that 
helped Singapore succeed. Singapore 
faced many risks but the most press-
ing one was sustainability of economic 
growth. Recognizing the strategic op-
portunity to grow a common market 
with its neighbors Singapore’s lead-
ership joined with Malaya, Sabah and 
Sarawak to for an ill-fated and short 
lived Malaysian Federation. Singapore 
soon separated from the Malaysian 
Federation after three years of feuds 
and internal bickering.

On its own again, Singapore faced 
the uncertainty of going it alone to 
compete in a region where close busi-
ness and political ties were critical to 
success. A new model had to be cre-
ated to attract investment and cap-
ital outside of its close sphere of re-
gional influence. Singapore’s answer 
was based on several factors that Mr. 
Lee and his leadership team saw as 
factors that limited growth. Mr. Lee’s 
model focused on good governance, 
enforcement of the rule of law, strong 
internal controls for monitoring com-
pliance and honest dealings. In short, 
Mr. Lee decided to stake the future of 
Singapore on it being an honest and 
safe place for investment and business 
dealings which in turn engendered 

trust.

Singapore’s success did not come 
overnight. It took four decades and a 
transformation from a low cost labor 
market to a skills based and technol-
ogy oriented economy. Mr. Lee is now 
considered a visionary for the legacy of 
growth and prosperity experienced by 
the Singapore Inc. Singapore’s future 
is based on a foundation of risk man-
agement, good governance, strong in-
ternal controls and honesty. These val-
ues are valuable lessons for business 
and government leaders alike.

Singapore is a model of success be-
cause of the decisions Mr. Lee and his 
leadership team made about the kind 
of country they wanted to become. 
Building trust, developing certainty in 
a market of uncertain conditions, and 
developing sound business practice so 
that everyone knows and understand 
how to succeed is good business and 

REGULARS

The purpose of 
root cause analysis is 
to strike at the root of 
a problem by finding 
and resolving its root 

causes

EFFECTIV E
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good enterprise risk management. 

Now, is an honest and safe place for 
investment and business dealings suf-
ficient risk management tools to trans-
form a third world country into a first 
world in less than 50 years? Yes, it was 
done, and that is the story of Lee Kuan 
Yew.

The practical management tools that 
we have known for years can be adapt-
ed to risk management tools. Think 
about root cause analysis. The pur-
pose of root cause analysis is to strike 
at the root of a problem by finding and 
resolving its root causes. Restated in 
risk management context, root cause 
analysis can be used to drill down to 
the root causes of a risk exposure. The 
understanding of the root causes can 
assure that the risk management ad-
opted, if it addresses the root causes, 
will be effective.

The practice of root cause analysis is 
predicated on the belief that prob-
lems are best solved by attempting to 
correct or eliminate root causes, as op-
posed to merely addressing the imme-
diately obvious symptoms. This is the 
essence of risk analysis and evaluation 
and it boils down to the same thing. 
Risks are best solved by attempting 
to correct or eliminate root causes, as 
opposed to merely addressing the im-
mediately obvious symptoms.

It is true that the only way to solve a 
difficult problem is to resolve its root 
causes. And it is also true that the only 
way to manage a risk is to resolve its 
root causes. This would eliminate the 
residual risk to nil. A high quality root 
cause analysis can’t be done without 
using a root cause oriented process, 
which in turn can’t be done well with-
out model based analysis. According-
ly, root cause analysis is the first critical 
tool in solving difficult risk manage-

ment issues. 

Most sustainability problem solvers in 
society and startup risk managers are 
merely addressing the immediately 
obvious symptoms with superficial 
solutions. These absolutely cannot 
work because they do not correct or 
eliminate root causes. 

Why root cause analysis is such a pow-
erful tool was elegantly expressed by 
Henry David Thoreau in 1854 in his 
famous quote from Walden. Thoreau 
wrote:

“There are a thousand hacking at the 
branches of evil for one who is striking 
at the root, and it may be that he who 
bestows the largest amount of time 
and money on the needy is doing the 
most by his mode of life to produce 
that misery which he strives in vain to 
relieve.”

In other words, giving time and mon-
ey to the needy does not resolve the 
root cause of their plight. It may even 
make the problem worse. Think about 
the many organisations that formu-
late risk management policies and 

RISK  MANAGEMENT TOOLS
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processes that do not drill down to the 
risks root causes.

It’s vital to be able to think of risk man-
agement problems in terms of root 
causes. To make this easy and produc-
tive, here’s a helpful root cause dia-
gram:
 
The immense challenge facing risk 
managers is seeing what’s below the 
superficial layer. What’s in the super-
ficial layer is easy to see. No analysis 
is necessary to find the intermediate 

causes and their solutions. But these 
are superficial because they don’t go 
deep enough. They don’t resolve the 
root causes. 

To do that one must penetrate to the 
fundamental layer. This is extremely 
difficult to see so it requires analysis, 
which leads to the root causes and 
then to the fundamental solutions for 
resolving the root causes. Thus solving 
the problem requires seeing the 
causal chain that runs from funda-

REGULARS
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mental solutions to root causes to intermediate causes 
to problem symptoms. That’s how root cause analysis 
works.

Application example: climate change
One symptom of the sustainability problem is climate 
change. The main intermediate cause is too much 
greenhouse gas emissions. So what’s the solution? If 
that’s the cause, then the solution is obvious. It’s man-
datory limits on emissions or carbon taxes. 

But why hasn’t that worked? Because the root causes 
are not being resolved. What’s the deeper cause of too 
much greenhouse gas emissions? The standard answer 

RISK  MANAGEMENT TOOLS

is externalized costs. 

This means it’s cheaper to pollute than not to. Why is 
it cheaper? Because there are no laws internalizing the 
costs into market transactions, like emission limits or a 
carbon tax would do. This explains the great popularity 
of emission limits and carbon taxes. 

But these solutions have not worked because most na-
tions have been unable to pass the necessary legisla-
tion. The top two greenhouse gas emitters in the world, 
China and the United States, have not signed the Proto-
col Treaty on climate change.

In the next issue we review employee productivity tools.
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1. Identify and assess risks

Risk is everywhere and success in business boils down to 
identifying and managing potential risks associated with 
the objectives being pursued.

2. Create a risk aware culture

Everyone in the organisation must know about risk and 
the potential impact and consequences of risk. Risk man-
agers must then approach risky issues with a respect not 
contempt of risk. This is a positive risk culture.

3. Reduce your risk exposure 

All risk arises from exposure. Organisation and operation-
al risk exposure situations must be well understood, re-
duced and where possible eliminated.

4. Review the cost of risk mitigation

Effective risk management should be a cost effective un-
dertaking. Risk managers must therefore review the cost 
of risk mitigation and ensure that it does not outweigh 
the benefits.

5. Continually reassess risks

It has been said that the only constant thing is change. Ev-
erything changes, including risks. Effective risk managers 
should therefore constantly reassess their risks to know 
what if any, has changed. Mitigation measures should also 
appropriately evolve with identified changes. 

“Not taking risks one doesn’t 
understand is often the best form 

of risk management.” 
Raghuram G. Rajan, Fault Lines: 

How Hidden Fractures Still
 Threaten the World Economy

“Opportunity and risk come in pairs” 
Bangambiki Habyarimana,

 The Great Pearl of Wisdom

“Only those who will risk going too far 
can possibly find out how far it is 

possible to go.” 
T.S. Eliot

“I am always doing that which I cannot 
do, in order that I may learn how to do it.” 

Pablo Picasso

“Do one thing every day that scares you.” 
Eleanor Roosevelt

Risk Management
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PRESS RELEASE

DISTRIBUTED BY

KENYA NATIONAL YOUTH SUMMIT
Nairobi 4th May 2016……The National Cohesion and Integration Commission (NCIC) in partnership 
with Ongoza, Strathmore Business School (SBS) and the Nation Media Group have organized for the 
Kenya National Youth Summit 2016 at the Multi Media University Conference Center, May 3-6, 2016. 
Themed, “My Peace, My Life,”the summit seeks to amplify youth voices to provide strategies that will 
contribute topeace prior to, during, and after the 2017 elections.The over 250 youth community 
leaders from all 47 counties will inform policy and local civic engagement strategies on peace and 
security in Kenya in the lead-up to 2017 general elections. 

Presided by H.E. Ambassador Robert Godec, the United States Ambassador to Kenya, the three-
day summitis an interactive convention, providing youth participants a platform to discuss specific 
challenges to employment, peaceful elections and security in their local counties and propose 
strategic recommendations for the public, private, and civil sectors to pursue in 2016 and 2017. 
These documents will be shared with civil society, the private sector, and local county and national 
government agencies to inform their engagement especially at the county level on specific priority 
areas. The youth leaderswill also develop yearlong Community Action Plans to implement towards 
mitigating the identified challenges.

At the end of the summit, the youth will commit to peace and de-radicalization by signing a Peace 
Charter to keep peace within their communities, during and after the 2017 General Elections as well 
as deploy non-violent means of conflict resolution...Ends.

For further press information please contact: 

Olive C Metet, MPRSK of NCIC    Gitonga M’Mbijjewe of Ongoza 
 0726 811 233       0729 473 917.
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5 Reasons why you’ve failed 
to be an Entrepreneur

Entrepreneurship is hard, and as 
statistics show, not everyone 
makes it. Most of us fall some-
where along the spectrum 

-- at times we succeed, and at other 
times, we fail. Yet, we’ve all heard of 
entrepreneurs who experience suc-
cess time and time again, in different 
industries, with different teams and 
different market conditions. So what is 
it that these people have that most of 
us don’t -- aside from the seven- and 
eight-figure bank accounts? 

That’s what I’ve tried to figure out. And 
I hate to be the bearer of bad news, 
but based on my experience, the 
problem is you. When you ask yourself 
-- “why have I been failing as an entre-
preneur?” -- what answers come up?

For some of us, the following subjects 
may feel oddly familiar, and it may 
shed some insight into why you ha-

ven’t yet reached your full potential. 
If you’re willing to work on yourself, 
it may even unlock the key to finally 
accomplishing what you’ve always 
dreamed of.  

Entrepreneurship is hard, and as statis-
tics show, not everyone makes it. Most 
of us fall somewhere along the spec-
trum -- at times we succeed, and at 
other times, we fail. Yet, we’ve all heard 
of entrepreneurs who experience suc-
cess time and time again, in different 
industries, with different teams and 
different market conditions. So what is 
it that these people have that most of 
us don’t -- aside from the seven- and 
eight-figure bank accounts?
 
That’s what I’ve tried to figure out. And 
I hate to be the bearer of bad news, 
but based on my experience, the 
problem is you. When you ask yourself 
-- “why have I been failing as an entre-

preneur?” -- what answers come up?
For some of us, the following subjects 
may feel oddly familiar, and it may 
shed some insight into why you ha-
ven’t yet reached your full potential. 
If you’re willing to work on yourself, 
it may even unlock the key to finally 
accomplishing what you’ve always 
dreamed of.  

1. You’re Afraid
“So deeply seated is the emotion of 
fear that one may go through life bur-
dened with it, never recognizing it’s 
presence.” --  Napoleon Hill 
Fear is a tricky fellow, and it is not to 
be taken lightly. Chances are, you have 
fears you aren’t even aware of that are 
holding you back in some significant 
way. Whether it’s cold calling, showing 
your product to the world or pitching 
high profile investors, fear is capable 
of stopping most of us in our tracks. 
Unconscious fear often shows up as 
indifference, indecision, doubt, wor-
ry, over caution, procrastination, lack 
of ambition, jealousy and a myriad of 
other ways. 

If you’re showing any of these symp-
toms, ask yourself, what am I avoiding? 
Some people are scared of the truth 
because they don’t want to admit their 
own shortcomings, and they fear em-
barrassment. Others may be afraid of 
success, because they don’t feel that 
they deserve it. Some are afraid of 
failure, and never try anything so that 
they can avoid failing. But perhaps 
the strongest grip of all is the fear to 
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be different. We’re both biologically 
programmed and socially conditioned 
to fit in with the crowd and conform. 
It can be hard to break away and do 
something truly unique. 

The first step to overcoming your fear 
is to accept that you have it. Feel the 
fear and do it anyway. 

2. You Don’t Know How to Let Go
“You can do anything, but not every-
thing.” -- David Allen

Small-scale entrepreneurs and small 
business owners are notorious for 
wanting to do everything themselves. 
In my consulting business, Profit Fox, 
this is one of the number-one things 
I see preventing small business own-
ers from finding real success. Their un-
willingness to get help prevents them 
from ever taking their business to the 
next level. 

While you might think this is the only 
way to get things done right, your 
need for control may be standing in 
the way of real success, not to men-
tion a little breathing room. If you can 
learn to let go, delegate, build a team 

of talented people and give up men-
tal ownership -- and perhaps financial 
ownership -- of some aspects of your 
business, it could benefit you in a big 
way in the long run. It is better to have 
a percent of something large, than the 
entirety of nothing. 

What can you let go of today in your 
business in order to concentrate on 
the high-value tasks? 

3. You Lack Persistence
“Many of life’s failures are people who 
did not realize how close they were to 
success when they gave up.” -- Thom-
as Edison

When I talk about failing as an entre-
preneur, I am referring to giving up 
entirely. Setbacks, temporary failures, 
uncertainty and even failed business-
es are all part of being an entrepre-
neur. It’s the individual who can keep 
getting back up over and over again 
who is going to be triumphant. Even 
the best of the best fail from time to 
time, but failure may become less fre-
quent, less severe and a greater teach-
er as you hone your entrepreneurial 
chops. 

Sometimes it takes enduring effort or 
repeated rejections to get to where 
you want to be. My own app has been 
in the app store for more than three 
years and is just starting to gain real 
traction. Tim Ferris was rejected by 25 
publishers before finding someone 
to publish his book, The Four Hour 
Work Week. The iconic book went on 
to launch Tim’s career as an author 
and investor and has spent over seven 
years on the New York Times best-sell-
er list.

Are you willing to take 25 rejections to 
get one yes? How about 100?

4. You’ve Stopped Investing In Yourself
“I think that much of the advice given 
to young men about saving money 
is wrong. I never saved a cent until I 
was 40 years old. I invested in myself 
-- in study, in mastering my tools, in 
preparation. Many a man who is put-
ting a few dollars a week into the bank 
would do much better to put it into 
himself.” -- Henry Ford

Just like investing in a business, in-
vesting in yourself can pay heavy div-
idends down the road. If you ended 
your education with the end of your 
formal schooling, you’re doing your-
self a disservice. The work roles of the 
future aren’t taught in school. They ha-
ven’t even been invented yet. 

If you want to succeed in today’s fast-
paced world, it’s best to continue to 
invest in yourself as if you were a busi-
ness, whether it’s with courses, coach-
es, trainings or even getting a personal 
trainer to stay healthy. Invest in your-
self, and you may find yourself expe-
riencing greater success not only in 
business but in all aspects of your life. 

I think that much of the 
advice given to young men about saving 
money is wrong. I never saved a cent until 
I was 40 years old. I invested in myself -- in 

study, in mastering my tools, in preparation. 
Many a man who is putting a few dollars a 

week into the bank would do much 
better to put  it into himself. 

- Henry Ford
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5. You’re Getting Things Done, But Not 
The Right Things
“Efficiency is doing the thing right. Ef-
fectiveness is doing the right thing.” -- 
Peter Drucker 

Is it better to do the right things, than 
to get things done. Many of us feel like 
we are too busy to take a second out 
of our day to have a nice meal, or think 
about our future. But are all of us real-
ly busy -- or are we just filling up our 
schedule with more and more things, 
failing to say no to the unimportant 
and letting our lives be dictated by 
other people’s agendas? I’m looking at 
you, chronic email checkers....

The thing you’re procrastinating is 
often the most important thing you 
could be doing. Tackle your most valu-
able task first thing in the morning be-
fore you do anything else, and you can 

make more progress in a couple weeks 
than you did all of last year.

6. You’re Not A Finisher 
“Look, young man. You’re like most 
people. You think the grass is green-
er on the other side. What’s going to 
happen if you go into another busi-
ness is you’re going to spend another 
six months, another year, another two 
years, learning the technical skills of 
another industry, so you can go out 
and repeat the same bad business 
habits that have caused you to be a 
failure in this business. 

What you need to do, young man, 
is learn fundamental business skills. 
Because once you do, you can apply 
those to any industry. But until you 
learn how to make a business work, it 
doesn’t matter what industry you go 
into -- you’re still going to fail at it.” -- 
from The Education of Millionaires 
by Michael Ellis 

If you have a pattern of starting strong 
on a new project or business for a cou-
ple of months and then giving up, or 
switching to the next project, you may 
have a problem with finishing. It is only 
through persistence that you’ll con-
front your own personal limits and get 
enough momentum to get anything 
worthwhile off the ground. Overnight 
successes are almost always years or 
decades in the making. Know when to 
cut the cord on a losing endeavor, but 
don’t give up just because you aren’t 
a millionaire three months into your 
new project, or your new app hasn’t 
attracted VC funding yet. 

There is one more thing I want to re-
mind you of. You don’t have to be an 
entrepreneur all the time -- it’s ok to 
take a couple of hours off and wear a 
different hat. Be a sister, or husband, or 
father or friend. Get some exercise, do 
what makes you happy and stay bal-
anced and healthy. Your business will 
thank you. 

If you learn from your mistakes, and 
get a little bit better every single day 
of your life, success will take care of 
itself.

Adapted from the Entrepreneur.com, 
by Christian Martin
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5 Risks every entrepreneur 
will need to take

Entrepreneurship is nothing 
without risk-taking, as it’s im-
possible to earn a substantial 
reward in the business world 

without an equally substantial risk tak-
en in its pursuit. 

Risks are intimidating, of course, 
but that’s what separates the bulk 
of the population from the inspired, 
hard-working entrepreneurs who try 
their best to nurture an idea to suc-
cess.

Some risks are optional -- not all busi-
nesses are the same, not all entrepre-
neurs are after the same goals, and 
not all situations are inevitable. Still, 
there are a handful of risks that every 
entrepreneur has to take at one point 
or another.

1. Losing the steady day job
Most people get through their pro-
fessional lives by banking on a sin-
gle, steady, reliable source of income 
-- a day job. They go into work, Mon-
day through Friday, and know they’ll 
get an identical paycheck every two 
weeks for years, or at least until they 
decide to leave. 

Entrepreneurs have to sacrifice this in 
order to dedicate enough time to their 

ideas and personal goals. Though you 
won’t have to quit right away, most 
businesses eventually demand the 
sacrifice of your mainstream job.

 When that happens, you’ll lose the safe 
option of sticking with your employer 
for the long haul. More important-
ly, you’ll sacrifice a steady paycheck 
-- you’ll be relying on the profitability 
and performance of your company to 
pay your salary, and during the first 
few years, you might not have any-
thing to show for it.

2. Tying up personal finances
Though some businesses require 
more than others, all businesses need 
some kind of capital in order to get 
things moving. You might be able to 
acquire funding, get donations from 
friends and family members, and even 
establish a line of credit with a few 
banks, but you’ll almost inevitably end 
up putting your own money into the 
business as well. 

It could be in the form of cashing out 
your life savings, or something simpler 
like hosting the business in your own 
garage, but you’ll definitely need to 
part with some personal finances in 
order to sustain your business from 
the beginning. The unreliable pay-

check makes this risk even scarier, but 
it will all pay off if your idea is timed 
and executed well.

3. Betting on a central idea
To be an entrepreneur, you have to 
invest everything into a single idea -- 
your idea. In the daydreaming phase 
of planning your business, everything 
seems perfect, and you can easily 
imagine your business taking off. But 
you’re going to be tying up real-world, 
tangible assets and resources in a wa-
ger that this idea has the potential for 
long-term success. 

No matter how good your idea looks 
on paper, there is always the possibil-
ity that it won’t be the hit you think it 
will, and that means your entire busi-
ness hinges on the practicality of one 
central idea. It’s a big risk to take but 
a necessary one if you want to build a 
business from scratch.

4. Predicting behaviors and outcomes
Most of the departments within your 
business will live or die by the correct-
ness of their predictions. Accountants 
must predict your cash flow to en-
sure enough working capital for the 
company, marketers must predict the 
buying habits of key demographics, 
and even operations managers must 
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predict the correct steps necessary to 
build a functional product in a timely, 
efficient manner.

When you first start a company, you’ll 
have extremely limited access to data, 
meaning your predictions will be 
slightly better-researched versions of 
blind guesses. That’s going to leave all 
your departments and processes vul-
nerable to critical weaknesses, which 
could individually wreck your compa-
ny’s potential.

5. Trusting your partners and team-
mates
Nobody builds a business in a vacuum. 
You’ll rely on your investors for fund-
ing and guidance. You’ll rely on men-
tors for feedback and advice. You’ll 
rely on your partners and vendors for 
logistical support and insight. 

You’ll rely on your employees to carry 
out your vision. Any gap in this net-
work of invested parties could mean 
a critical failure within your company, 
so on some level, you’re essentially 
putting your business in your partners’ 
hands. 

You can mitigate this risk by only work-
ing with the best, most reliable people 
you can find, but you can never fully 
eliminate the possibility that someone 

will leave or point you in the wrong di-
rection.
These risks are significant, some more 
than others, but don’t let them intim-
idate you. The risk here is the risk of 
failure, but there’s no logical reason to 
fear failure. 

Failure is a temporary pit from which 
you can escape and try again. In fact, 
some of the most successful and wide-
ly-recognized entrepreneurs of our 
time only got to where they are after 
experiencing temporary failures in the 
process.

If you’re truly dedicated to being an 
entrepreneur, take these risks head-on 
-- and don’t look back.

Adapted from the entrepreneur.com 
by Anna Johansson

Nobody builds 
a business in a 

vacuum. You’ll rely 
on your investors 
for funding and 

guidance 
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5 Things every 
entrepreneur 
should know 
about risk-taking

Taking risks is scary, whether 

you’re going all-in during a 

friendly game of poker or 

quitting your long-time ca-

reer to pursue one of your promising 

business ideas. 

Most people tend to avoid risks when 

possible, because inaction is often 

safer than action, but most successful 

people will tell you they got to where 

they are because they were willing to 

take risks no one else was -- whether 

that was developing a product no-

body else thought would work or in-

vesting a sum of money everyone else 

thought was crazy.

Still, taking risks is intimidating, espe-

cially for new entrepreneurs. But it’s 

more complicated than just “doing 

something that might turn out bad.” To 

feel more comfortable taking risks and 

make more informed risk-based deci-

sions, keep these five considerations 

in mind.

1. Risk-Taking Is Inherent In Entrepre-

neurship

If you aren’t prepared to take risks, you 

have no business being an entrepre-

neur. Entrepreneurship is fundamen-

tally linked to risk-taking. You’ll need 

to invest some of your personal capital 

into a growing business -- in most cas-

es. You’ll stake your reputation on an 

unproven idea. You’ll sacrifice a steady 

paycheck for the first several months 

to a year -- again, in most cases.

And from there, every decision you 

make carries some small risk -- your 

new hire might leave in a month, your 

lead generation strategy might fail, 

your new approach might anger one 

of your best clients, and so on. Accept-

ing risk as a part of the deal, and you 

need to be ready for that as you enter 

the entrepreneurial world.

2. There Are Different Types Of Risks

I’m not just referring to “big risks” and 

“small risks” here -- though those exist, 

too. There are calculable risks, which 

involve a series of knowns that allow 

you to reasonably predict the odds of 

success. For example, you might be 

able to infer from historical data that 

there’s a 30 percent chance a trade-

show’s attendance will dip to a point 

that makes your attendance unprofit-

able.

There are ambiguous risks, which 

involve some knowns and some un-

knowns, which complicate your deci-

sion making process. Most business 

risks fall into this category, because 
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so many factors, like consumer be-

havior and economic shifts, are diffi-

cult to quantify or predict. Then there 

are complete unknown risks, which 

arrive when you bring something 

truly unique to the market. Knowing 

the differences between these risks 

can help you better understand how 

“risky” your decisions at certain points 

actually are.

3. Some Of Your Risks Won’t Pay Off

The optimistic risk-taker will always 

see things as half-full, a 50-percent 

rate of success is “pretty good odds” 

and a 75 percent rate of success is a 

“sure thing.” This is compounded by 

the cultural idea that risk taking is 

generally a rewarding strategy. How-

ever, don’t be fooled into thinking that 

all risks are good risks or that always 

taking the risky option will pay off.

Some risks -- even carefully calculated 

ones -- will fail. Instead of ignoring this 

fact to overcome your apprehension 

toward risk, embrace it. Let yourself 

accept the possibility of failure, and 

when you do fail, don’t take it person-

ally -- learn from the experience and 

move on.

4. We’re Inherently Biased Toward Pre-

dicting Disaster

There are two inherent biases in the 

human mind that skew our percep-

tions of risk. The first is that we tend to 

exaggerate the possibility for failure. 

In raw estimates (with limited numer-

ical data), people tend to pessimis-

tically predict failure more than real 

situations would warrant. The second 

is that we greatly exaggerate the con-

sequences of those failures -- we en-

vision the worst-case scenario, when 

the reality is far more manageable.

Keep this in mind when imagining the 

negative possibilities associated with 

your risks.

5. Risk Is A Differentiator

Some risks offer the promise of higher 

value. Some risks offer smaller poten-

tial consequences than others. Some 

risks could make or break your busi-

ness. But there’s one key element all 

risks have in common: They’re differ-

entiators. 

Because most people are unwilling to 

take risks, the risk-takers of the world 

naturally stand out in the crowd, and 

as we all know, entrepreneurs and busi-

nesses that stand out are the only ones 

with a shot at breakout success.Even if 

you end up failing, you’ll end up “failing 

in style,” so to speak -- and you might 

reveal more opportunities for yourself 

just because you were willing to stand 

out and break away from the norm.

Hopefully, these facts have transformed 

your perceptions of “risk” as a general 

concept, even if only slightly. It takes 

time to get to know the complexities 

and nature of risk, and even more time 

to get comfortable taking them, but 

eventually it will become second-na-

ture to you. Focus on the known factors 

when you can, accept ambiguities -- 

and understand that failure is never the 

end of the road.

Adapted from Entrepreneur.com by 
Larry Alton
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Opportunity cost of 
neglecting northern kenya

By Phillip S. Wuantai

The systemic neglect of the 

Kenyan northern frontier dis-

trict / NFD coupled with the 

State’s lukewarm approach 

to the security situation has returned 

to spoil economic prospects for oil 

transport through Kenya from Ugan-

da. The Ugandan government and the 

multinational oil corporations have 

assessed and settled on an alternate 

route to evacuate Uganda’s 6.5 billion 

barrels of crude oil from Hoima to the 

waters of the IndianOcean. 

Initially two routes were considered 

for comparative merits – both through 

Kenyan ports; one would role from 

the Albertine Region in north-west-

ern Uganda through northern Kenya 

via Lokichar and finally to Lamu por-

tand the other from Hoima through 

Nairobi to the port of Mombasa. This 

could have spelt great economic gain 

for Kenya to share into the oil billions 

from Uganda by hosting the two oil 

and gas pipelines. 

However Uganda seemed to have 

open up to other deals and options. 

The oil will now be evacuated from 

Hoima via northern Tanzania to the 

Indian Ocean port of Tanga.Those 
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responsible for implementing this 

project cite the push through the Tan-

zania route as influenced by security 

concerns on the Kenyan route. The 

agreement was, for the northern cor-

ridor route pact to succeed is subject 

to Kenya guaranteeing security on its 

side of the pipeline. 

Whereas Kenya would wish to shore 

up its desire to address this concern, 

long dated neglect of the north and 

failure to firmly and consistently ad-

dress the persistent security situation 

remains the undoing for Kenya in 

this venture. The situation of the pale 

picture of the neglect of the north is 

best captured by EkuruAukot PhD, in 

his concept article ‘The Kenya of the 

North: a legal-political scar in the cre-

ation of the Kenya post colony’ who-

had this to say;

‘’the differential treatment of the re-

gion in relation to the rest of the coun-

try, as demonstrated by successive 

post-colonial governments; and  the 

fact that the creation of the Kenya 

post-colony proceeded without the 

integration of an integral part of its ex-

istence – the north. The government 

encouraged northern Kenyans to see 

their region as outside Kenya’s main 

territory (hence the phrase ‘going to 

Kenya’). This attitude is reinforced by 

the striking differences in develop-

ment and services, especially in se-

curity matters, partly fostered by the 

quality of political representation in 

the region.’’

Whereas the Tanzania route could be 

longer and therefore more expensive 

to construct but probably the Uganda 

government and oil corporates could 

also be weighing which route could 

also be safest. Unlike Kenya, Tanzania 

has not suffered major political and se-

curity instability since independence 

in 1961 – which therefore makes it less 

risky for an investment of such magni-

tude.  

AnneteKuteesa, a research fellow at 

the Makerere university based eco-

nomic policy research Centre told a 

respected weekly journal that ‘Uganda 

is right to look at the political consid-

erations too because this is a volatile 

Great Lakes region that is always bub-

bling with political conflict.’

She remarked further that ‘take the re-

cent political unrest that was born out 

of the 2007 election violence in Ken-

ya which disrupted the flow of goods 

from Mombasa along the railway to 

Uganda…..if the same thing hap-

pened along the oil pipeline it could 

be disastrous for Uganda. 

Uganda cannot afford to lose out on 

its crude oil exports if there were dis-

ruptions for a day or two due to inse-
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curity assuming the northern corridor 

route gets the final nod.’

It now appears that the idea of build-

ing the pipeline via Tanga moved from 

a possibility to a real prospect as the 

crude oil export pipeline deal was con-

summated through an MoU in Octo-

ber 12th 2015 by former President Ja-

kayaKikwete with Uganda just before 

he exited the political stage. 

Meanwhile Nairobi is left holding on 

to a hollow agreement signed onto 

earlier in August 10th 2015 between 

Kenya and Uganda without demon-

strating a serious strategy and plan to 

address the past failures of neglecting 

the northern part of Kenya that has oc-

casioned the loss to secure the Ugan-

dan oil deals and which might also af-

fect the Juba oil pipelines. 

It’s now evident that the north is the 

next frontier for Kenya’s economic 

growth given its promising massive 

potential for extractive resources. It’s 

therefore the right time that Nairo-

bi should re-focus its infrastructural 

and security strategy and investment 

towards northern Kenya where real 

wealth is in plenty.Such resources 

have the potential to elevate Kenya to 

the league of rich nations.

Mr. Wuantai is a Certified Public Ac-
countant and a Corporate Manage-
ment Consultant in Nairobi

The government encouraged northern 
Kenyans to see their region as outside 

Kenya’s main territory hence the phrase 
‘going to Kenya
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SCHOOL OF BUSINESS

UNIVERSITY OF NAIROBI 

ACADEMIC REGISTRAR

WHERE YOU SHOULD BE
University of Nairobi School of Business, the first of its kind in Kenya is a 
premier institution in business education and research. UoN Business 
School is located in the serene suburb of Spring Valley lower Kabete away 
from the hustle and bustle of the city centre. The school has other 
campuses located  at Mega City in Kisumu, along the Nairobi - Kisumu 
highway and at Uni plaza, in Mombasa. The School  has a high 
concentration of renowned professionals in business related thematic 
areas who ensure the quality of the University is upheld. UoN Business 
School also leads the way in business innovation equipping students with 
modern and efficient ways of solving business problems. The school has a 
robust mix of programmes that are tailored and are in tandem with the 
requirement of the local, regional and international markets.

It aso  has a rich alumni in various sectors and positions in Kenya and 
beyond. This is a testament of the quality of 
graduates churned out by the school since its 
inception.  Graduating from UON Business School 
therefore, guarantees students a cutting edge in the 
ever demanding job market, an all rounded 
individual with a high sense of innovation and 
creativity.

The School of Business  
invites applications for the  
following Postgraduate  
programmes for May and 
September 2016 intakes:

MASTER OF BUSINESS 
ADMINISTRATION
(Offered at Nairobi, Mombasa and Kisumu 
Campuses)

Course specialisations:  Accounting, Finance, 
Insurance, Marketing ,Human resource 
Management , Management Information systems , 
Operations management ,Strategic Management , 
International Business Management  , Procurement & supply chain 
Management

 Admission Requirements
a) Holders of at least Upper Second Class Honours degree.
b) Holders of Lower Second Class Honours degree with at least 

two years of work experience after graduation.
c) Holders of qualifications deemed to be equivalent to any of the 

above.

MSc. FINANCE: 
(Nairobi Campus only)
Course specializations: Finance and Accounting, Finance and 
Investments, Finance and Banking, Finance and Insurance

Admission Requirements
a) Holders of at least Upper Second Class Honours degree in 

Finance, Accounting, Banking, Insurance, Economics, 
Mathematics, Statistics and Engineering.

b) Holders of Lower Second Class Honours degree in Finance, 
Accounting, Banking, Insurance, Economics, Mathematics, 
Statistics and Engineering with at least two years’ work 
experience.

c) Holders of qualifications deemed to be equivalent to any of the 
above.

MSc. HUMAN RESOURCE MANAGEMENT 
(Nairobi Campus only)
 Admission requirements

a) Holders of at least an Upper Second Class honours degree in 
human resource management or equivalent in non-classified 
degrees.

b) Holders of at least Lower Second Class honours degree in 
human resource management or equivalent in non-classified 
degrees with at least two (2) years of post qualification work 
experience.

c) Holders of any other qualifications accepted by Senate to be 
equivalent to any of the above.

MSc. ENTREPRENEURSHIP AND 
INNOVATIONS MANAGEMENT
(Nairobi Campus only)
Admission Requirements

a) Holders of at least an Upper Second Class honors degree or 
equivalent in non- classified degrees in business and 
management related disciplines.

b) Holders of a Lower Second Class honors degree or equivalent 
in non-classified degrees with at least two years of post-
graduation work experience and/or having relevant 
professional qualifications in business and management 
related disciplines.

c) Holders of a Pass degree or equivalent in non-classified 
degrees with at least five years of post-graduation work 
experience and/or having relevant professional qualifications in 

business and management related 
disciplines.

d) Holders of any other qualifications 
acceptable by the University Senate.

MSc. MARKETING
(Nairobi Campus only)

This is a specialized course taught jointly by the School of 
Business, University of Nairobi in Collaboration with GfK of  
Germany. 

Course specializations:Global Marketing,Marketing 
Research,Retail Marketing, Brand and Sales 
Management

Admission Requirements
a) Holders of at least an Upper Second 

Class Honors degree in marketing or 
its equivalent in non-classified 
degrees.

b) Holders of at least a Lower Second Class 
Honors in marketing or its equivalent with 
at least two (2) years of relevant work 
experience.

c) Holders of any other qualification 
accepted by Senate as equivalent to any of the above.

For more information contact:

Dean, School of Business, P.O Box 30197 – 00100, Nairobi. 
Tel: 020-2585844/6 020-2059163 Ext.306/310 
Mobile: 0724200311
Email:dean-business@uonbi.ac.ke

Coordinator, 
Kisumu Campus, 
P.O Box 40100, Kisumu, 
Tel; 0720-348080

Coordinator,
Mombasa Campus, 
P.O Box 99469, Mombasa 
Tel; 020-205916
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A case for risk management 
policy at the organizational level

Risk is an inherent part of all hu-
man activities and this is de-
picted in our day to day mun-
dane tasks, whether its walking 

down a dimly lit street at night in order 
to access your house or undergoing a 
medical procedure to remove a poten-
tially cancerous tumor, the process of 
assessing and managing risk is so fun-
damental and engrained that individ-
uals do it intuitively and often without 
any conscious awareness. 

It’s not surprising then that risk man-
agement also has become a critical 
component of most institutional activ-
ities as well. Deciding what to buy or 
sell, whom to hire and where to locate 
are just a few examples of the many 
decisions that are based on an evalua-
tion of the risks and benefits involved.  
As PricewaterhouseCoopers noted in 

its Practical Guide to Risk Assessment, 
identifying and managing risk are “in-
creasingly important to the success 
and longevity of any business” 

In recent years, many countries have 
enacted laws and regulations requir-
ing or encouraging more formal risk 
management. Today formal, docu-
mented risk assessments and other 
risk management tools are required 
in an expansive range of laws rang-
ing from workplace safety to financial 
reporting. Along with these legal re-
quirements has come a professional 
practice of risk management, includ-
ing specialised research, international 
and sectoral standards, a common vo-
cabulary and agreed-upon principle-
sand processes.  

The question then arises does risk 
management enhance public confi-
dence in private and public sector or-
ganizations, or is it simply a manage-
rial smokescreen, deflecting attention 
from the more fundamental fact that 
individuals are increasingly alone with 
risk, unable to trust the very institu-
tionsdesigned to absorb it on their be-
half? This article seeks to highlight the 
benefits that organizations will reap 
when it adheres to risk management 
practices in its activities if any.

Risk refers to the uncertainty that sur-
rounds future events and outcomes. 
It is the expression of the likelihood 
and impact of an event with the po-

Increasingly 
important to 

the success and 
longevity of any 

business

EFFECTIV E
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tential to influence the achievement 
ofan organization’s objectives.  There 
are many accepted definitions of risk 
in use depending on the context i.e 
insurance, stakeholder or technical 
cause with some describing risk as 
having only adverse consequences 
while others are neutral. However the 
common concept in all definitions is 
uncertainty of outcomes. Where they 
differ is in how they characterizeout-
comes.  

A policy can be described as a prin-
ciple or rule to guide decisions and 
achieve rational outcome(s).    Policies 
are typically promulgated through 
official written documents. Policy 
documents often come with the en-
dorsement or signature of the execu-
tive powers within an organization to 
legitimize the policy and demonstrate 
that it is considered in force. 

Policies are important, as they shape 
an organization’s conduct and actions. 
They are used as indicators of an insti-
tution commitment towards the real-
isation of their goals and objectives. 
Policies play a major and important 
role in laying out the framework for 
the development of an organisation. 
For example, since policy is most-
ly timed and periodical, it is better 
placed to deal with situations needing 
immediate action or to address issues 
that emerge due to certain factors.

Risk management on the other hand is 
a continuous, proactive and systemat-
ic process of identifying, assessing and 
managing risk in line with the accept-
ed risk levels to provide reasonable as-
surance as to achieving the expected 
results. This is fundamental because 
we do not know the risks that we face 
presently or in the future but it’s para-
mount that we act like we do. 

The goal of risk management is to 
create a reference framework policy 
that will allow companies/organisa-
tions to handle risk and uncertainty. 
Risks are present in nearly all of an 
organisation financial and econom-
ic activities. Uncertainty is less pre-
cise because the probability of an 
uncertain event is often unknown, 
as is its consequence. In this case, 
we would refer to precautionary 
rather than preventive activities to 
protect against uncertainty.

Marzena Bac rightly observes that 
all modern organizations operate 
in the conditions of risk which risk 
arises out of both the environment 
and internal factors of a business 
entity.  The risk-based description of 
organisational life is conspicuous. 
Not only private sector companies, 
but hospitals, schools, universities 
and many other public organisa-
tions, including the very highest 
levels of central government, have 
all been invaded to varying degrees 
by ideas aboutrisk and its manage-
ment. 

Risk management policy is a formal 
acknowledgement of the commit-
ment of an organization towards 
managing risk.An organisation’s 
risk management policy should set 
out its approach to and appetite for 
risk and its approach to risk man-
agement. The policy should also set 
out responsibilities for risk manage-
ment throughout the organisation.  
The aim of the policy is not tohave 
risk eliminated completely, but 
rather to ensure thatevery effort is 
made  to manage risk appropriately 
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to maximise potential opportunities 
and minimise the adverse effects of 
risk. 

Organizations will find risk manage-
ment tobe fundamental to good man-
agement practice and a significant as-
pect of corporate governance. This is 
because effective management of risk 
will provide an essential contribution 
towards the achievement of the or-
ganisation’s strategic and operational 
objectives and goals. Many risks can 
be avoided or minimized if there is a 
proactive plan in place. Once a risk oc-
curs, there are a variety of options for 
the organization to consider. 

If the risk escalates to a crisis and there 
is no plan for dealing with this cri-
sis, the organization ends up dealing 
with the issue in a reactive mode and 
is much more likely to make mistakes 
with lasting negative impact.  With a 
robust risk management plan in place, 
more time will be spent carrying on 
the business of theorganization rath-
er than reacting to the many risks that 
come your way.

Further to this an organization is more 
likely to attract and retain highly skilled 
Board members, staff and volunteers if 
it manages its risks proactively. There 
is no better way to offer assurance and 
confidence to the people involved in 
your organization.  It is simply a good 
business practice to have a risk man-
agement plan. 

There is a strong correlation between 
risk management and good gover-
nance, effective conflict resolution, 
sound policies and the business bot-
tom line. We might go further by 
suggesting that organizations that 
practice riskmanagement are also 
practicing a strong ethical orientation. 

Risk management must be an integral 
part of the organisations’s decision 
making and routine management, 
and must be incorporated within the 
strategic and operational planning 
processes at all levelsacross the organ-
isation.  

The key to doing risk management 
well is to do it intentionally and explic-
itly, and to make it a practice to do it 
all the time. With some knowledge, a 
few tips and some practice, an organi-
zation can quickly increase its ability 
to practice effective risk management.  

This is because“risk taking is an insep-
arable element of strategy and a cru-
cial driver in achieving objectives, Risk 
is part of every decision a company 
makes. Strategy and risk are not new 
concepts, although it is recognised 
that risk is a subject of increasing at-
tention and regulatory and legislative 
movements in many jurisdictions.  The 
ability to gauge and respond to how a 
company is managing risk has broad-
er relevance beyond the board and 

shareholders alone. 

It bears on the company’s impact on 
all stakeholders including employees 
and the communities in which an en-
terprise does business, and in certain 
instances, national or international 
markets. 

Risk management and risk ‘talk’ is all 
around us. Risks are inevitable. 

The aim is not to eliminate risk alto-
gether but to understand risk, man-
age it more effectively, and to identify 
opportunities for example to reduce 
the need for complicated systems 
thereby enhancing performance.  

There is a growing consensus around 
risk management as an essential tool 
for effective administration. While risk 
management does not alter rights or 
obligations, it is a valuable tool for cal-
ibrating accountability, prioritising ac-
tion, raising and informing awareness 
about risks and identifying appropri-
ate mitigation measures.

EFFECTIV E
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From Tactical to Strategic: 
Risk Management’s Next Move

Risk, for lack of a better word, is 
good. Without it, there would 
be no successful businesses. 
Or, rather, there would only be 

successful business, as being success-
ful would be so easy that any start-up 
would have an idyllic path to quarterly 
revenue bonanzas. Risk is vital to the 
business world so that those organiza-
tions that are able to overcome their 
challenges can show the rest how it is 
done.

Historically, most companies that have 
grown into household names have 
managed their risks well. Well enough 
anyway. The thriving company has 

mitigated its true, existential threats 
through a business model that en-
sures that, say, manufacturing costs, 
no matter the occasional unforeseen 
price spike, will never outpace earn-
ings or through vigilant leadership 
that ensures that a rival will not dom-
inate the market to the point that the 
company can no longer compete.

Typically, however, the risk manager 
has not been involved in this strategic 
level planning. The ultimate strategy 
and future plans of the company are 
determined by the CEO, the board and 
(maybe) a handful of other senior ex-
ecutives. The rest of those involved in 

charting the course for the future are 
often consulted on a need-to-know 
basis to work out the specifics of the 
operation, helping to refine the opera-
tional processes in their area of exper-
tise. But they are rarely asked to assess 
the big picture.

In the past, that method has, much of 
the time, worked fine. But the game 
has changed. The risks companies 
face today have multiplied. CEOs and 
boards have always faced a large num-
ber of threats, but they knew where to 
look for them and were generally able 
to take a glance back, gauge the situ-
ation and keep their foot on the gas, 
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focusing — as always — on the road 
ahead.

But in 2016, risks no longer always 
come from where the CEO has been 
trained to look. Well, they still come 
from there — but they come from 
everywhere else, too. There are a full 
360 degrees to monitor now, and the 
distinction is akin to the difference be-
tween a car driving down a calm, four-
lane road with expected intersections 
and a flying car navigating a chaotic, 
unregulated airspace where traffic 
may come from all sides.

For a company like Volkswagen that 
is undergoing a serious consumer 
confidence crisis due to its emission 
scandal that surfaced in the US, it’s 
not going to be easy to remedy the 
situation. It has been side-stepping 
environmental compliance standards 
by “programming some diesel-fueled 
cars to turn on emission controls only 
when being tested.” In the days since 
this discovery, Volkswagen has been 
hit with over 30 federal lawsuits and 
40%+ decline in stock value, all stem-
ming from the same source.

The lawsuits filed against Volkswa-
gen may be covered, as well as the 
recall cost, but if the typical car buyer, 
someone who has a wider selection of 
environmentally safe cars to choose 
from than ever before, decides that 
Volkswagen is a brand he no longer 
trusts (for fear of recalls etc.), and if 
auto sales do not return to the com-
pany’s prior expectations, then even a 
seemingly sound business strategy of 
international market share acquisition 
and forward-thinking hybrid innova-
tion may not make a difference.

Such reputation concerns are among 
the most frightening risks that com-
panies are just now learning how to 
manage  just ask AIG or BP  but they 
are far from the only major emerging 
threat. Supply chain disruptions, cli-
mate change and extreme weather, 
global and local regulatory uncertain-
ty, counterparty default and dozens of 
other risks now pose greater challeng-
es to companies than ever before.

Enter strategic risk management. Now, 
risk managers are becoming involved 
in the senior-level decision-making 
process, and leaders are relying on 
their analysis to not just protect share-

holder value — but to help create it. 
Because it is only by avoiding known 
pitfalls that the company can navigate 
its way towards greater profits and 
success. The company needs to know 
where the pitfalls are before deciding 
on a strategic direction and the risk 
manager is in a natural position to 
point them out to leadership.

It is the next natural evolution of risk 
management. First, risk managers 
were insurance buyers. Then they 
were the stewards tasked to protect 
the company’s operational exposures 
by more creative means. 

Next came enterprise risk manage-
ment (ERM), and the scope of risks 
that they were tasked with manag-
ing became wider as did the net they 
were given to explore risks through-
out the organization. But even with a 
greater license to work more closely 
with all areas of the operation and im-
plement new loss control protocols, 
many found that their authority did 
not match the task. How can you man-
age every risk  particularly emerging 
threats when you do not truly under-
stand the long-term direction of the 
company?

Including risk management into strate-
gic-level planning allows the function 
to better serve the organization. If a 
strategic shift or major new operation 
begins, the CEO can then tell the risk 
manager “figure out how to minimize 
these new risks.” The risk manager can 
then go out and tactically approach all 
of the related risks and mitigate each 
of them. It is what risk managers have 
been doing for a long time, and it is 
something at which they excel. Take 

Risk managers 
were insurance 

buyers. Then they 
were the stewards 
tasked to protect 

the company’s 
operational 

exposures by more 
creative means
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a potential problem and make it less 
likely to become one. Just another day 
at the office.

But involving the risk management 
department from the beginning 
makes more sense and allows the peo-
ple who best understand the potential 
perils of the company to help guide 
leadership decisions. 

Risk management can be valuable 
at all levels of the organization, but 
if a company only allows it to effect 
change below the leadership level, the 
company is not maximizing a resource 
that can both prevent major losses 
and drive earnings by telling the board 
which risks are the good risks.

Conceptually, it is a lot like chess. A 
casual player — even a very good 
casual player — generally plays the 
game thinking only about how to 
maximize each move. Tactically, each 

move might be fine. But the lack of a 
strategic, coordinated attack lowers 
the chance of winning and will always 
hold the player back — particularly 
when faced with tough competition. 
Without a larger plan, even the best 
tactical moves offer merely a tem-
porary advantage. At the end of the 
game, those earlier decisions, no mat-
ter how beneficial they seemed at the 
time, will only prove to have been in 
the player’s best interest if they helped 
him protect his king and, ultimately, 
checkmate the king of his opponent.

For the risk manager, the strategic 
view should be similar. First, protect 
assets by insulating the core, long-
term objectives from the largest risks 
the company faces. Then, find ways to 
use that knowledge to increase share-
holder value.

To truly do that, however, the risk man-
ager needs a clear understanding of 

the corporate strategy and approach 
to risk something that can only truly 
be attained through discussions with 
the board and senior leadership.

Ultimately, taking risks is what cre-
ates shareholder value. Innovation 
and entrepreneurship simply must 
be balanced against the potential 
downside. As long as the top lead-
ership is comfortable with the risks 
presented by the most informed 
opinions of those in the organiza-
tion, the agreed-upon risk appetite 
level, in and of itself, does not mat-
ter. Both high-risk and risk-averse 
companies have been very success-
ful. All that matters is that everyone 
understands the strategy and that 
the strategy is based on an informed 
understanding of how high the risk 
levels are.

Adapted from Risk Management 
Magazine, by Jared Wade
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Strengthening 
enterprise risk 
management for 
strategic advantage 
in organizations     

By Richard Evrah Masinde
evrahrichard90@gmail.com 

The recent financial crisis is 
leading to renewed focus 
on how senior executives 
approach risk management 

and the role of their Boards of Direc-
tors in risk oversight. There is need to 
foster dialogue among senior execu-
tives and their boards about ways to 
strengthen risk management in their 
organizations. 

The environment is generating calls 
for organizations to re-examine their 
risk management practices. In this re-
gard, four areas are important to be fo-
cused on, where senior management 
can work with its board to enhance 
the board’s risk oversight capabilities. 

I.Discuss Risk Management Philoso-
phy and Risk Appetite
Unless the board and management 
fully understand the level of risk that 
the organization is willing and able to 

take in the pursuit of value creation, it 
will be difficult for the board to effec-
tively fulfill its risk oversight role. It is 
quite important for the management 
and the board achieving a shared un-
derstanding of the organization’s risk 
philosophy and the appetite as they 
seek to accomplish key organizational 
objectives. Risk appetite is the amount 
of risk, broadly defined, that an organi-
zation is willing to accept in pursuit of 
stakeholder value. 

All organizations encounter risks in 
pursuit of their goals, both long-term 
and short-term. Boards play a vital 
role in articulating a sense of their risk 
management philosophy and their 
willingness to accept risks, especially 
those risks that may be seen as outside 
the norm for the business and indus-
try. 

Because boards represent the views 
and desires of the organization’s key 
stakeholders, a critical starting point 
for risk management is for manage-

ment and the board to develop a 
shared understanding of the organi-
zation’s risk management philosophy 
and overall appetite for risk as they es-
tablish organizational strategies and 
objectives.

II. Understand Risk Management 
Practices
For some organizations, risk manage-
ment is ad hoc, informal, and implicit, 
leaving executives and boards with 
an incomplete view of the entity’s top 
risk exposures.  It is quite significant 
for the organizations management 
to have an overview of key consider-
ations for enterprise risks in relation to 
the objectives they seek to achieve. 

Management can review its existing 
risk management processes with the 
board and the board can then chal-
lenge management to demonstrate 
the effectiveness of those processes in 
identifying, assessing, and managing 
the organization’s most significant en-
terprise-wide risk exposures likely to 
affect the achievement of the organi-
zation’s objectives. 

Any organization that is in existence 
today is performing some form of risk 
management. Mere survival suggests 
that some degree of risk oversight is in 
place. 

The challenge for organizations, how-
ever, is that the process for managing 
the complex portfolio of risks can of-
ten be ad hoc and informal, leading 
to an incomplete understanding of 
the entity’s top risk exposures affect-
ing key objectives, including a lack of 
understanding of strategic risks. When 

EFFECTIV E
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risk management is underdeveloped, 
the concepts surrounding “risk” and 
“risk management” may be ill-defined 
leaving management with little basis 
but to assume that its leaders are in 
agreement about what constitutes 
risk for the organization, and that 
those risks are well understood across 
the organization and being managed 
to acceptable levels. 

Boards of directors can be left won-
dering whether the organization’s risk 
management processes are effectively 
identifying the organization’s key risk 
exposures affecting key strategies and 
objectives.  The recent crisis is caus-
ing some boards to re-examine their 
approach to risk oversight. Boards are 
turning to management with ques-
tions like:

•	 What	 are	 management’s	 processes	
for identifying, assessing, and manag-

ing top risk exposures?

•	 How	 does	 management’s	 process	
for managing risks consider wheth-
er risks being taken in the pursuit of 
objectives are effectively monitored 
to be sure they are within acceptable 
levels?

•	What	 processes	 does	management	
have in place to identify emerging 
risks affecting objectives and the re-
lated changes in risk prioritization in 
a rapidly changing environment?

•	How	is	management	monitoring	key	
risks related to core strategic objec-
tives?

In some organizations, manage-
ment’s responses to these questions 
are difficult to provide because there 
is minimal structure or definition as to 

What are 
management’s 

processes for 
identifying, 

assessing, and 
managing top risk 

exposures?
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how the organization approaches risk 
oversight.

III. Review Portfolio Risks in Relation to 
Risk Appetite 
Ultimately, management and the 
board need an understanding of the 
entity’s portfolio of top risk exposures 
affecting entity objectives so that they 
can determine whether it is in line with 
the stakeholder’s appetite for risk. Se-
nior executives need to develop this 
enterprise-wide focus and provide rel-
evant risk exposure information to the 
board for review. 

Effective board oversight of risks is 
contingent on the ability of the board 
to understand and assess the interac-
tion of the organization’s strategies 
and objectives with key risk expo-
sures to determine whether those ex-
posures are within the stakeholder’s 
overall appetite for risk taking. 

Board agenda time and information 
packets that integrate strategy and 
operational initiatives with enter-
prise-wide risk exposures strengthen 
the ability of boards to gain comfort 
that risk exposures are consistent with 
overall stakeholder appetite for risk.

IV. Be Appraised of the Most Signifi-
cant Risks and Related Responses
Because risks are constantly evolving, 
a goal of risk management processes 
is to provide timely and robust infor-
mation about risks arising across the 
organization. As management designs 
and implements key performance in-
formation, it is also important for them 
to proactively include key risk indica-
tors identifying emerging risks that 
may ultimately impact the achieve-
ment of key objectives. 

Risks are constantly evolving as the 
organization strives to achieve its ob-
jectives, creating a high demand for 

robust risk information. Regular up-
dating by management (at all levels of 
the organization) of key risk indicators 
that are linked to objectives is critical 
to enhancing board oversight of key 
risk exposures for preservation and 
enhancement of stakeholder value. 

Despite growing interest in strength-
ening enterprise risk management, 
recently published research conduct-
ed by the ERM Initiative at NC State 
University (see Report on the Current 
State of Enterprise

Risk Oversight (2009) at www.erm.
ncsu.edu) suggests that the current 
state of enterprise-wide risk man-
agement across a wide spectrum of 
organizations may be immature. Ex-
ecutives in many of the organizations 
participating in that research study 
reported that they have not yet fully 
embraced the need for a top-down, 
enterprise-wide perspective of risk 
management. 

Results from this research, lead us to 
believe that there are significant ben-
efits that could be realized by having 
senior executives and boards give 
careful consideration to existing risk 
management processes in light of 
perceived increases in the volume and 
complexity of risks and operational 
surprises being experienced by many 
organizations. 

That, coupled with a self-described 
aversion to risk by some entities, is 
likely to spawn greater focus on im-
proving existing risk management 
processes and the board’s risk over-
sight.

EFFECTIV E
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People and technology risks 
- The next frontier of operational risk 
management

Since risk management was 
recognized as a business disci-
pline in 1970s, its application 
has broadly evolved through 

three stages.

Firstly, it was used to minimize the 
downside through establishing the 
credit controls, liquidity and invest-
ment policies, audit procedures and 
insurance coverage among others.  
The principal focus was on protection 
against the downside risks. 

However, as it later turned out, a sim-
ple focus on the downside was not 

enough, since it was too restrictive-
business units taking risks are fre-
quently at loggerhead with risk func-
tion minimizing the same.

Secondly, in 1990s, risk management 
focused on managing volatility around 
business and financial results. The pri-
mary aim was to demonstrate how risk 
management can be a positive force in 
supporting profitability and business 
growth. More importantly, during the 
period, operation risk management 
recognition increased sharply. Disas-
ters such as Kidder Peabody and Exx-
on Valdez oil spill brought crisis and 
management to the foe.

Thirdly and more significant, was use 
of risk management as a lever for 
performance optimization. This stage 
was characterized by more integrated 
approach in managing all risks. En-
terprise Risk Management optimize 
business performance by supporting 
and influencing pricing, resource al-
location and other business decisions. 
Although companies have come up 
with various strategies to manage 
credit and market risks, operational 
risk management remains the biggest 
challenge in terms of knowledge and 
application.

Emerging challenges in risk 
management practices

By Bob Harun
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As earlier mentioned, good risk man-
agement is an integral part of busi-
ness decision making, not external 
to it. However, changes in business 
environment affect the practice of 
effective risk management. Some of 
major changes that are affecting risk 
management practice in all industries 
today include but not limited to:

• Technology and people risk; these 
are new operational risks associat-
ed with developments in technol-
ogy and people related actions, 
key being dishonesty— largely 
occasioned by moral decay in the 
society. Kenyan parliament recent-
ly passed a bill to introduce ethics 
and integrity lessons in schools 
in abid to instill national valuesto 
young kenyans.

• Restructuring; the effects of merg-
ers and acquisitions, strategic al-
liances, outsourcing and reengi-
neering.

•	 Changes in market structures; im-
pacts of deregulation, privatization 
and new competition.

• Globalization; this is the growing 
interdependence of economies 
and markets through networks

Basel II and other industry sources 
have defined operational risk as the 
risk of direct or indirect loss resulting 
from inadequate or failed internal pro-
cesses, people and systems or from 
external events.

A special focus on technology and 
people risk, which largely represents a 

significant portion of operational risk 
reveals the need for increased atten-
tion when devising treatment mech-
anisms.Thus, operational risks will 
continue to pose challenges as it cut 
across both credit and market risks. 
Hence, if not treated as a discrete area 
of risk it tends to be implemented dif-
ferently in various areas of the same 
company.

The widely publicized collapse of Bar-
ings bank a 233-year-old bank in 1995, 
because of one rogue trader –Nick 
Leeson, and 1996 demise of Kidder 
Peabody as a result of alleged fraud 
are just but examples of what happens 
when controls over operational risks 

are lacking. Locally, and more recently, 
Kenya has witnessed major scandals 
both in financial and non-financial 
sectors. The Imperial bank of Kenya 
which is currently under receivership 
is a good example of how people risk 
can bring down hitherto financially 
thriving bank to its knees. 

A forensic audit by FTI Consulting re-
vealed shocking details of how eight 
members of one family that largely 
deals with fish business conspired 
with the bank’s top management to 
siphon sh 34 billion from the bank in 
one of the biggest bank theft to  strike 
the banking industry. 

Risk management is 

a bout processes and 

people, a company can 

survive and may even 

thrive if it has good people 

and bad processes, but it 

cannot if the reverse

 is true.
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Still in  the banking sector, National 
bank of Kenya reported a surprise sh 
1.2 billion loss for year ending  Decem-
ber 2015 compared with a profit of sh 
1.3 billion in the same period last year. 
The bank management attributed the 
loss to heavy provisions and a loan im-
pairment change that increased by sh 
3.2 billion over the period in question. 
However, preliminary investigation 
and insider sources have pointed a 
finger to malpractices by the top man-
agementof the bank. 

Equally, non-financial sector has not 
been spared either, for example Na-
tional Youth Service and Youth Enter-
prise Fund both state corporations  

under the Ministry of Planning and 
Devolution , lost close to sh 1 billion, in 
what has become a norm in the pub-
lic sector, where senior public officers 
collude to plunder public resources. 
James Lam —a renowned risk man-
agement practitioner once said, “Risk 
management is a bout processes and 
people”. A company can survive and 
may even thrive if it has good people 
and bad processes, but it cannot if the 
reverse is true.

Clearly, at the end of the day a com-
pany risk profile is driven by decisions 
and actions of its employees. 

Therefore, every employee in an orga-

nization must be considered a risk. On 
the other hand technological devel-
opment have eased the cost of doing 
business. For example, improvements 
in communication technology have 
helped to bring down the barriers be-
tween markets that were historically 
distinct and significantly contributed 
to globalization process. 

Although technology has become in-
creasingly necessary, operational risk 
events due to system failures have 
become a major concern to various 
industry players. More worrying is the 
rise of e-commerce as the preferred 
mode of doing business. While this is 
a step forward in business develop-
ment, information security breaches 
remains a huge risk.

A look into the future for operation risk 
management is bright, given its recog-
nition as a key ingredient in address-
ingsignificant portion of risks affecting 
organizations. 

More encouraging is the development 
of analytical models such as extreme 
value theory, dynamic simulations 
and/or other models borrowing from 
total quality management techniques 
to quantify operational risk. 

Lack of consistent operational risk loss 
data still remains to be a challenge 
when it comes to effective measure-
ment. However, moving forward, the 
greatest challenge of operational risks 
will remain that of management and 
not measurement.

FEATURES
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IRM MEMBERSHIP

Membership of The In-
stitute of Risk Manage-
ment – IRM(K),  gives 
you a risk management  

profession’s voice, globally recog-
nized authority, acknowledged lead-
er, principle advocate, and leading 
educator. 

IRM is the only risk management 
membership institute regional-
ly, committed to empowering risk 
management professionals. We give 
you a platform to raise important 
risk management issues and em-
power you to drive a positive change 

The Institute of
Risk Management

Joining IRM(K) Membership is an investment 
in your career and the profession

o Promoting the value of risk 
management to key stake-
holders

o Connecting members across 
the world to share best prac-
tices and real world risk man-
agement solutions

o Assisting members in their 
professional development 
with essential training and 
certification

o Helping you earn credibility 
and respect in the field of risk 
management

o Improving your risk manage-
ment skills and knowledge

o Ensuring you remain in-
formed of the latest profes-
sional news, trends, and is-
sues that will impact on your 
risk management work

o Advocating for the risk man-
agement profession 

in industry risk culture. 

•	 IRM	 is	 affiliated	 to	 International	
Risk Management Organisations 
and uses International Risk Man-
agement Standards and Frame-
works in all our professional un-
dertakings. 

•	 We	 have	 partnered	 with	 all	 the	
major regional professional bod-
ies and institutions. We are raising 
the profile and increasing demand 
risk management professionals 
among key stakeholders, Nation-
ally and Regionally by:

EFFECTIV E
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Benefits of being an IRM member

IRM MEMBERSHIP

IRM membership will allow you and 
your organisation to be part of the 
risk management revolution by de-
livering benefits to your organisa-
tion to ensure you are building best 
practice and driving positive impact. 
A partnership with us will also sup-
port your organisation and all risk 
management staff by:

1. Raising professional risk man-
agement standards through 
the IRM Code of Conduct, and 
Continuous Training

2. Allow organisations and em-
ployees to connect with each 
other through networking 
events and specialist groups

3. Access over 250 eBooks, in-
dustry reports, blogs, pod-
casts and video information

4. Access to CPD tools and re-
sources to grow and develop 
employees

5. Risk Management mentoring 
scheme to support career de-
velopment

Individual 
and corporate 
membership 

will assist the 
members stay 
connected and 

boost their 
knowledge.

With IRM(K), Members will stay 
abreast of latest trends and develop-
ments in:

• Strategic risk management
• Financial risk management
• Leadership risk management
• Compliance risk management
• Hazard risk management
• Reputation risk management
• Operational risk management, and
• External risk management

To learn more on membership, 
please visit www.irmke.org or 
contact membership@irmke.org
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Public ethics and 
risk management: 
the Kenyan experience

Ethics and risk management are 
synergistic theories in efficient 
public service delivery. It is ar-
gued that good risk manage-

ment is achieved when there are good 
ethical practices.

Ethics is a risk management strategy. 
It is generally defined as a system of 
guidelines for appropriate conduct 
towards othersaiming to comply 
with certain rules and regulations to 
achieve a particular result

Public ethics is related to risk manage-
ment in the sense that it governs the 
threats posed by statutory legislation 
or responding to public outcry from 
institutional collapses . 

In the public sector, an ethical risk 
management strategy concerns the 
infrastructure that promotes ethical 
conduct, that is, the directives and 
supports that both manage risks asso-
ciated with lack of ethical practices.

Historically, Kenya has faced a myri-
ad of obstacles in risk management 
in public institutions. These problems 
have verge from corruption, misap-
propriation of funds, lack of strong 
and capable regulatory mechanisms 
and poor leadership. 

The promulgation of the Constitution 
in 2010 acknowledged the impor-
tance of risk management in Kenya.it 
gave rise to the laws, rules and regula-
tions which established various regu-
latory and compliance institutions. 

These laws and institutions seek to 
regulate governance amongst public 
offices and their officers. With time, 
these risk management methods have 

EFFECTIV E

By Tessy Mariega

Historically, Kenya 
has faced a myriad 
of obstacles in risk 

management in 
public institutions. 

These problems have 
verge from corruption, 

misappropriation 
of funds, lack 
of strong and 

capable regulatory 
mechanisms and poor 

leadership
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gradually filled in the previous lacu-
nain public finance, leadership and 
management. 

A review of the laws and regulations in 
Kenya indicates that risk management 
in public institutions is intertwined 
with ethics. 

Hence efficient risk management re-
quires sufficient and proper ethics and 
vice versa. It requires that a public offi-
cer should diligently offer the relevant 
government services failure of which 
he or she may suffer disciplinary ac-
tion.  

The Constitution of Kenya 2010
During theclamour for a new constitu-
tion one of the vital issues discussed 
was public ethics and accountability.  

This featured more often when views 
were received by the Constitution of 
Kenya Review Commission was col-
lecting views from the public domain. 
Over the years there were a number of 
cited examples of politicians and civ-
il servants who had been responsible 
for the collapse of many public institu-
tions.

The Constitution categorizes risk man-
agement in two facets namely:

i. Management of resources 
In its provisions, the Constitution pro-
vides for corporate and financial ac-
countability, leadership, integrity and 
good governance amongst its major 
resources being, public money, public 
officers/offices and citizens. One fore-
seeable risk was lack of good gover-
nance and good leadership. 

In its Chapter 6 and Article 10, the Con-
stitution has raised a higher level of 
risk management by acknowledging 
integrity and accountability as some 
of Kenya’s national values. It provides 
inter alia

ii.  Management of stakeholders 
Articles 10 provide for mandatory pub-
lic participation in both the national 
and county level of government. The 
Constitution demonstrates that de-
cision making should be all inclusive 
and in the interest of the public. 

In addition to the above constitutional 
provisions, pieces of legislation such 

Historically, 
Kenya has faced 

a myriad of 
obstacles in risk 
management in 

public institutions. 
These problems 
have verge from 

corruption, 
misappropriation 

of funds, lack 
of strong 

and capable 
regulatory 

mechanisms 
and poor 

leadership

as the Public Officer Ethics Act, the 
Anti-Corruption and Economic Crimes 
Act and Ethics and Anti-Corruption 
Commission Act have in-built mech-
anisms to deal with issues of corrup-
tion, ethics amongst government of-
ficers and a fortiori,risk management.

This acts give a broad and almost ex-
haustive definition of who a public 
officer is and thus all whom the code 
of conduct and ethics govern. The also 
provides for various ethics and risk 
management commission for specif-
ic public officers . These commissions 
under the umbrella of the Act set up 
specific Codes of Conduct and ethics 
for these public officers. 

For example the Committee of the 
National Assembly is tasked with reg-
ulating ethics amongst members of 
the National Assembly, the president 
of the Republic of Kenya, the speaker, 
the attorney general, members of the 
Electoral Commission and the Public 
Service Commission, controller and 
auditor general and the directors of 
the Ethics and Anti-Corruption Com-
mission.

Others include the Public Service 
Commission which is responsible for 
regulating discipline amongst public 
officers, the Judicial Service Commis-
sion which is responsible for judicial 
officers, the Parliamentary Service 
Commission which is responsible for 
public officers serving in parliament, 
Teachers Service Commission  respon-
sible for registered teachers and the 
Defence Council  responsible for the 
armed forces. 



68

FEATURES

EFFECTIV E

Summarily, risk management is the 
systematic approach to mitigating 
uncertainty by way of identifying, as-
sessing, understanding and applica-
tion of regulatory mechanisms. It sup-
ports the overall vision, mission and 
objectives of an institution. It directly 
impacts on the uncertainty of future 
events as well as outcomes. 

Risk management in public institu-
tions revolves around decision making 
that contributes to the achievement 
and implementation of the public 
body’s mandate. It affects public offi-
cers individually

and the institution’s functionality. This 
is so because it assists with decisions 
such as the reconciliation of evidence, 
costs with benefits and expectations 
of investing limited public resourc-
es, governance and public control 
structures needed to support due 
diligence, responsible risk taking, in-
novation, integrity, transparency and 
accountability. 

Challenges 
What is evident from the Kenyan sit-
uation post 2010 constitution is that 
while legislation has been enacted 
some prior to its coming into force 
and other after it is clear the impact 
average and gradual.  With devolu-
tion both empirical and anecdotal evi-
dence suggest that unethical conduct 
has been devolved and that despite 
the best intentions and effort of reg-
ulatory institutions, unethical public 
conduct thrives and public mistrust 
increases.

The main challenge faced by public 
institutions is therefore lack of knowl-
edge and technical know-how on 
implementation and enforcement of 
legislation. 

Recommendation 
Public institutions should enhance 
ethics compliance in their functions 
by creating programmes charged with 
process and control improvement as 
well as ensuring compliance with reg-
ulations, laws and internal policies. 
This should not only engage the pub-
lic office staff but also the wider scope 
of procurement stakeholders to lodge 
a lasting risk culture.

These programmes should range from 
creating ethical awareness and train-
ing programmesamongst staff to inter 
agency collaboration such as with law 
enforcement to tackle unwarranted 
conduct and offences that affect effi-
cient public service delivery. 

Conclusion
The inclusion of the regulatory provi-
sions on public officers’ ethics, public 
financial management and establish-
ment of regulatory public commis-
sions are informed by an emerging 
consciousness that Kenyans stand to 
suffer if the risks attached to public 
service are not properly managed and 
mainstreamed as a way of getting Ken-
yans irrespective of their status to live 
a positive and values driven life.



69
MEMBERS JOURNAL OF THE INSTITUTE OF RISK MANAGEMENT KENYA

FEATURES

Volkswagen Scandal: 
A case of Ethics versus Profits

For anyone interested in the 
subject of business ethics, 
these have been tantalizing 
times. The Volkswagen (VW) 

emissions scandal has brought busi-
ness ethics to the forefront of the 
global news agenda and into public 
consciousness. In this case up to 11 
million global consumers are poten-
tially affected. 

This is perhaps an unprecedented 
mass business ethics failure in terms 
of scale and reputational loss. But 
questions remain as to whether this 
incident will fundamentally change 

how companies are run. In the case of 
VW, the motivation to mislead envi-
ronmental regulators was significant 
and the supervisory board’s reported-
ly blissful unawareness that this was 
occurring was in the company’s inter-
ests. Further, a number of statements 
made prominently in VW’s most re-
cent annual report, with hindsight, 
are dubious and increase the trust and 
reputation crisis that VW now faces.
“The VW emissions scandal must 
shake up corporate governance and 
risk management”

What’s so magnetic about the case of 
VW is that it concerns an über global 
brand seen as dependable by ordinary 
families and business executives. VW 
has become synonymous with robust-
ness – it’s a good product. But more 
than that, the latest annual report 
states up front, “the brand delivers in-
novative, responsible mobility to peo-
ple worldwide”. 

Not so responsible. While an environ-
mental scandal was brewing, up front 
in the report Martin Winterkorn, for-
mer CEO of the VW Group, claimed 
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Greenpeace activists 
hold banners as 
they stand on top of 
Volkswagen cars with 
stickers reading “No 
more lies” in front 
of VW’s “Sandkamp” 
gate in Wolfsburg, 
Germany, on Sept. 25

“our responsible approach will help to 
make us the world’s leading automak-
er by 2018 – both economically and 
ecologically”. Instead, a reputation 
built up over decades was in tatters 
overnight. The VW emissions scandal 
must shake up corporate governance 
and risk management, and accoun-
tants and non-executive directors 
should consider how they work in the 
light of it. In today’s broader intercon-
nected world, consumers and regula-
tors will not put up with questionable 
business practices – especially where 
they have been self-proclaimed as “re-
sponsible”, “ecological” and “leading”.

The VW crisis is the result of a three-
pronged governance and culture fail-
ure in marketing, risk management 

and internal controls, and the failure 
came from the inability of these three 
parts to connect. Reputation loss fol-
lows in part from the approach to 
marketing. Marketing is about driving 
sales (excuse the pun) and crisp envi-
ronmental messages are a marketer’s 
dream. In the process of marketing 
products there can be a tendency to 
brag in order to increase sales. 

With environmental issues there is 
always a danger that the promises of 
marketers are PR fluff. Ultimately, a lot 
of consumers bought cars because 
they were led to believe they were 
environmentally friendly. When such 
marketing approaches and promises 
are found to be incorrect, consumer 
mistrust and reputation loss follow. 

Rebuilding trust, if indeed possible, is 
a long and hard process.

Secondly, there is the risk manage-
ment process in the organisation. It 
is vital in this interconnected digital 
world, where brands are under grow-
ing public scrutiny, for businesses to 
look beyond financial and operational 
risks. All businesses, particularly large, 
multinational conglomerates, which 
have huge global footprints, must 
start to think more broadly about po-
tential risks that might impact on rep-
utation. These risks very often come 
from social and environmental issues 
and ethical concerns. They often don’t 
appear on the radar because they are 
hard to quantify and manage. They are 
often difficult to even identify because 
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they often fall outside traditional ar-
eas of expertise.

The big lesson for risk management is 
that organizations need to make sure 
major reputational threats are incor-
porated into the risk register and the 
board should be asking managers to 
look at all potential risks that could 
affect the company’s balance sheet. 
Branding yourself as an ecological 
leader when you are not coming clean 
with the environmental regulator is 
begging for a reputation risk crisis.
“The risk management people should 
be looking at the operational and fi-
nancial risks that could occur from 
any potential wrongdoing”

The third aspect of this crisis and the 
lessons to learn stems from internal 
control and audit. This monitoring is 

part of the governance function. Firms 
need to get a grip on what’s going on 
by cataloguing potential issues and 
then developing governance systems 
and controls, including for non-tradi-
tional issues that could have a big fi-
nancial impact. In essence, businesses 
need to prioritise looking at non-fi-
nancial issues that could bite back at 
them and develop appropriate con-
trols, particularly where there is an in-
centive for manipulation.

In the VW case there was an incentive 
to manipulate the software, the out-
come of which increased sales, reve-
nue and profitability, and with it the 
remuneration of the board of manage-
ment and supervisory board. 

Such incentives to overstate revenue 
and profit should lead to internal con-

trols and internal audit of the possible 
means of manipulation – whether the 
sources are financial or non-financial. 
Large companies are getting better 
at monitoring environmental com-
pliance and other possible sources of 
reputation risk in their supply chains, 
but do they have appropriate inter-
nal controls over such matters in their 
own operations? Are they judging 
their own operations by the same 
standards? It’s a simple analogy, but 
there’s a lesson there.

Over recent weeks there has been a 
lot of debate around who has been 
responsible for VW’s problems, with 
various finger pointing from the board 
to management. But the buck stops 
with the board. Indeed, in the report 
of the supervisory board in the 2014 
Annual Report, board members attest 
that they received from the board of 
management all documents relevant 
to their decisions on “compliance-re-
lated topics and other topical issues”. 

The audit committee, which was also 
responsible for risk, held just four 
meetings in 2014, focusing “primarily 
on the consolidated financial state-
ments, risk management (including 
the internal control systems), and the 
work performed by the company’s 
compliance organization”. Clearly the 
work was not enough to support the 
claims in their report.

In my experience as an adviser to or-
ganizations on sustainable business 
and reporting on long-term value 
creation, avoiding reputational prob-
lems is not just about the functional 
areas identified above – marketing, 

The risk management 
people should be looking 

at the operational and 
financial risks that could 
occur from any potential 

wrongdoing



risk management, internal control and 
audit – functioning properly, but also 
about synchronicity between them. 
This is a holistic issue and solution.
To illustrate this: the marketing person 
working on their own trying to sell a 
car as a green car is not such an issue, 
but when you link that to the potential 
for manipulation in order to increase 
sales elsewhere in the organisation, 
the risk manager should be alert to it 
and internal audit should be monitor-
ing for compliance breaches and other 
unethical behaviour.

The risk management people should 
be looking at the operational and fi-
nancial risks that could occur from any 
potential wrongdoing, particularly 
where the incentives are there. Having 
a risk management team that speaks 
across departments and functions will 
enable an organisation to understand 
and document what’s happening in 
different parts of the business, lessen-
ing the chances of such matters going 
awry. In this respect, the tone is set by 
the board. 

Corporations, particularly large multi-
national ones, need to prioritise that 
connectivity and integrated approach.
The other point to make about this VW 
scandal is it exposes some topsy-turvy 
thinking on how corporations are re-
warding and incentivizing executives 
and board members. Senior execu-
tives in charge at VW and supervisory 
board members responsible for gov-
ernance have benefited from a false 
premise being sold by the company. 
According to the most recent annual 
report, a proportion of the remuner-
ation of supervisory board members 
“depends on the amount of the divi-

dend paid”. 

Consumers bought the cars because, 
among other things, they thought 
they were environmentally friendly, 
increasing executive and board remu-
neration. To get a pay out when the re-
muneration has already been inflated 
is ridiculous and companies must 
heed this lesson to make sure their 
reputations are maintained and their 
businesses sustainable longer-term. 
The very first performance indicator in 
VW’s annual report for 2014 is volume 
of vehicles sold, an increase of 5% over 
2013. It is clear what mattered and 
why.

Culture is directly related to gover-
nance. Culture and the ethical tone are 
led from the top of the organisation, 
by senior executives and board mem-
bers. VW’s supervisory board includes, 
among others, owners and employees 
who have links back to employee or-
ganisations and unions. Some mem-
bers of the board thus have a conflict 

of interest. The owners are looking to 
maximise dividend and share price 
and employee groups have an interest 
in maintaining or increasing pay and 
employment, therefore having an in-
centive to increase profitability.  Given 
that supervisory board pay is linked 
to dividend payouts, there is a con-
flict of interest to question anything 
that might have a negative impact on 
short- to medium-term revenue, prof-
itability and dividend payouts. The iro-
ny is that the reputation crisis will have 
a long-term impact.

VW highlights the vital role of in-
dependent directors on company 
boards. Contrary to some opinions, 
an outsider can understand a corpo-
ration’s culture and have a broader 
perspective with which to question it. 
Having someone from outside looking 
in is sound business practice. Negative 
cultures can embed within organi-
sations which become blinkered to 
them. At times boards need to be chal-
lenged and questioned.

My work with boards and board di-
rectors indicates a gap in board com-
petencies around Corporate Social 
Responsibility (CSR), particularly in 
understanding the risks and benefits. 
CSR isn’t on the skills matrix. There is 
a view that you have to have skills in a 
mainstream business area and CSR on 
top of that might be a “nice to have”. 
But boards should also be explicitly 
looking for someone with CSR know-
how in addition to other skills. An 
understanding of how CSR and sus-
tainability practices add value, and 
present risks and opportunities, is a 
vital component of strategic oversight 
today. Culture and strategic direction 

Boards 
operate on 

consensus and 
it takes courage 

to go against 
the majority or 
an influential 

individual
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flows from the top of the organization 
and the board has a role to play.

There is a very big gap in terms of their 
understanding of CSR and the impact 
on reputation and trust. And how to 
integrate that into mainstream busi-
ness practices. CSR is relevant to risk 
management, financial performance 
and how you market products. There 
is an essential role for it on the corpo-
rate board.

So will business learn the lessons from 
the latest corporate ethics failure? 
Corporate problems such as the emis-
sions scandal tend to happen to busi-
nesses that are blinkered, who think 
they are beyond these sorts of things 
happening to them, who are not chal-
lenged by differing perspectives. 

It falls upon all directors and indepen-
dent directors to speak up when they 
have concerns. Boards operate on 
consensus and it takes courage to go 
against the majority or an influential 
individual. 

Having a positive boardroom culture 
where different views are respect-
ed and allowed to be discussed can 
play a big role. It could be that some-
one on the VW supervisory board did 
have some concerns, for example 
about communication with the man-
agement board, but went unheard. It 
would be interesting to know.

Adapted from Economia 
Written byCarol Adams, a professor 
in accounting at Durham University 

Business School

Continuation

Volkswagen Scandal
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Supply chain risk management 
and compliance: 
Simplifying a complex process
Sponsored feature: ACL

Businesses face a daunting 
combination of risk fac-
tors in supply chains – and 
many existing supply chain 
risk management (SCRM) 
systems are not up to the 
task. Software company 
ACL believes firms should 
take a more holistic view of 
supply chain risk to build 
more streamlined, reliable 
and cost-saving processes.

For many organisations, the 
entire supply chain process is 
becoming increasingly com-
plex and time-consuming to 

manage. In some cases, particularly 
in industries such as manufacturing, 
there is a massive and intricate web 
of third-party entities involved in pro-
viding components, sub-components 
and services. 

Failures in the supply chain can have a 
disastrous impact on financial perfor-
mance as well as corporate reputation. 
There are many different types of risk 
that can cause damage if improperly 
managed, including those relating to 
non-compliance with ever-increasing 
regulation. 

Just consider the impact that quali-
ty issues such as defective airbags or 

ignition keys have had on many auto-
motive manufacturers. The total cost 
of recalls, liability claims, fines and 
penalties, as well as damage to the 
brand and future sales, have become 
staggeringly large. 

The combination of supply chain risks 
such as supply continuity, compo-
nent quality, use of child labour, con-
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flict minerals legislation, bribery and 
corruption, environmental damage 
and product toxicity – when spread 
across thousands or tens of thousands 
of suppliers, sub-suppliers and other 
third parties – is daunting for any risk 
manager to consider. And that is only 
in manufacturing. 

Almost every industry has its own 
complicated version of supply chain 
and third-party risk. Moving beyond 
the initial stages of the supply chain 
also requires considering the risks 
related to distribution of goods and 
services through wholesalers and dis-
tributors that complete the chain of 
supply through to the customer.

Of course, the importance of effective 
SCRM and compliance is generally 
well understood by those responsible 
for the area, as are the primary activi-
ties involved in the process. The chal-
lenge is: how do you transform this 
knowledge into a process that works 
smoothly and consumes the least 
amount of time and resources? 

In many organisations, SCRM process-
es have evolved over time to reflect 

new business lines and products, as 
well as new regulatory requirements. 
Many processes are supported by sys-
tems that have grown haphazardly, 
using a combination of manual proce-
dures, spreadsheets and certification 
processes that are often spread across 
various corporate silos and regions. 

Consistently and reliably producing 
a single overall corporate view of the 
status of SCRM and the extent of risk 
involved may not be feasible using 
only homegrown tools and tech-
niques.

The opportunity for many organisa-
tions that find themselves in this situa-
tion is to rethink and simplify process-
es, making them more consistent and 
dependable. 

These processes should be driven by 
technology that is not only designed 
for this purpose, but also can perform 
tasks, such as continuously monitor 
activities and risk indicators, that are 
not practical with older tools and tech-
niques. 

Transforming SCRM
There are various ways in which cur-
rent technology can support this 
transformation in SCRM and compli-
ance by better supporting key stages. 
The following are examples of ways 
that technology can be used to orga-
nise and connect the entire SCRM pro-
cess.

The challenge is to comprehensively 
identify risks throughout the supply 
chain, categorise them in a consistent 
way, and show the interrelationships 
and dependencies among risks, in-
cluding those relating to regulatory 
compliance failures. 

SCRM should usually be one major 
part of an overall risk management 
process within an organisation. So 
risks should also be categorised and 
included among a broader set of en-
terprise and functional risks. Trying 
to manage all of this through spread-
sheet-based systems will be an inevi-
tably inefficient, unreliable and frus-
trating process. 

Supply chain risks are not static and 
an additional component of creating a 
complete risk universe is the identifi-
cation of new risks. Data analysis tech-
nologies can play a key role in identify-
ing new risk trends and indicators. 

For example, supplier shipments can 
be tracked against purchase orders to 
detect increasing delays in meeting 
delivery dates for critical product com-
ponents, as well as increasing instanc-
es of substandard quality. 
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