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3PCO3NUNH TYXAW APIA 3YUH ACYYOAN

O.Xauran

Bun enep TyTam ONIOH TOPIMAH 3prafi3ddToil acyymnyyaTai Tyirapaar 6eree 3ms
Hb 3PCI3N I'3COH yXarJaxXyyHBIr raprajar oM. lamaas opuHOOC y3yYy/mk Oy
XYYMH 3YHIYYABIH HOJIOOUIMHH TYPIaH XypAauTad eepusesT, 3aX 333HHH
TONOPXOUTYH Gaiimam 33par Hb SPCHAIHAT 30BXOH XyBb XYMYYCHWH aMbpai
J33p ApHMan 30TCOXTYH OyX ax axyHH HIMK, TepuHH 0ONOH OJOH HUMTHHH
Gaiiryy/uiaryyapiH XyBbJ aBd y33X, Cy/ulax, yAUpAax 3aiImryi maapiarsic
6uit 6onroon 6arHa.

3ax 392/MiH yea KOMIAHUYJA epCeIeoHT HOXIOJ YHI a)uuiaraaraa 3pXJdH
aByynzar 6ereej 36B OHOBYTON OOATIOro crpaTerd OOJIIOBCPYYIax, TYYHHﬁE
3yit 30XMOCTOH XOIPArKYYIIX acyydal TIAHWUH OPUIMH TOITOX, aMXKHITTaH
XOKMX TYATYYp YHAIC Hb 60K Gaiinar. ©nep TYTMbIH Y axuuiaraar Oum
XapuH MPIdAYIHH XOTHIUIT TO XaHaaraa 601ro0r MEHEXKMEHTHIMH SHI YHIT
aXWUIAraaHj OSPCUIMIH YHIATI) XHMHX, O3pCanTo Hexumesna O6apuMTiax
cTpateruifn  XxyBmibapyyaeir  GojoBcpyynax,  OpcuiMiir - Oyypyynax
TONIOBIIOTee 30XHOX, XOPIKMITHIT 30XHOH Oalryynax acyyaan gyxan Oaip
CYYpb 333ITHD.

Monromuyya 6ua epceniooHT Hoxue bainana Oue naaH Yl axuuiaraaraa
SpXJI3H SIBYYJIAaX apra yxaaHJ CypallaH, TYYHMHI ambjipajl NpaKTUKT
X3PIMKYY/IK  9X3JICHIIC XOHMIIXH OYToH 15 KWIMHH Xyranaasx 6arar¥171
MIJIUIST, Aajjiara Typuulara, aMyXwiT yp AYHT XYPUMTIIYYJICAH 9 3PCAIUHH
YAMPIUIATBIH acyyMTyyl XapbLAHTYH CyJl Cywnariax, XIparkiwk 6aiiHa.
Manaii OpoH Haxb yAC Tep, JAWHH 3acar, Xyyidb 3pX 3YH CHCTeMYYIUHH
IIMHAX3H TOJIOBIIUII Hb 3PCIIMIH MEHEXKMEHTHIH Xaparia) maapuiara, YYpar
a4 XoaOOTIBIT UX39X3H HAIMIIAYY/DK Oaiiraa oM. DHIXYY OryyIal 3pCiar,
TYYHMH TOPJIYYA; SPCIUTMHH yAMpUIara, TYYHHH YHJCOH ajXaMyyablr apra
3YHH YYAH33C TYCraH XapyyJjuiaa.
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Introduction

In our daily lives we have many uncertainties facing us which creates an
understating of a risk. The risk can be talked not only in people's
individuals’ lives but also in business and government organizations and
other institutions’ operations and it is one of the primary things that have to
be managed. The company needs to monitor not only its daily operations
but also make projections for the future possible risks.

It is important in market economy for companies to be competitive as never
before and handle many changes that are associated with market
economies. Especially, for former social countries the transition to market
economy involves many challenging process and learning experiences. In
addition to market instability and uncertainty, there is no sufficient
infrastructure for these companies. These same problems can be seen in
the government sector of these former socialist countries in their ministries
and agencies’ operations and legislature.

Transition from central planned economy to market economy requires
legislative systems and adequate laws, sound financial market regulation,
good business ethics, proiection of copyright and trademarks. Also special
laws need to be created for arbitrary, anti-corruption. The legal institutions
need to be fair and just, independent and provide efficient operations?®. The
government organizations will serve primarily not in a central planning and
regulatory roles as before but more of a coordinator and regulator role.

What is Risk?

In September 11", 2001 there was a terrorist attack in United States of America on two
World Trade Centers, were many people had lost their lives and much physical and
intellectual damage had occurred.

We also have risk in our daily lives and the same holds true for companies and
government organizations and different type of risks needs to be managed through special
risk management methodologies.

11?’:

How organizations overcome problems and risk associated with risk will largely depend on
preparedness of the organization, proper risk management plan and prior risk
management experience. Therefore, risk management should be studied on scientific
basis and each organization needs to implement risk management plan and strategies.
There are basic two types of risk: we participate in risky activities voluntarily and risk that
could happen without our knowledge and acceptance. The example of voluntarily risk is
participating in car racing. Example of unpredictable risk is different natural disasters such
as flood, electrical, air pollution risks.

This is also defined as objective and subjective risk. Objective risk is not related to human
cognition, desire and will contain unforeseen things such as earthquake, flood. Subjective

2 Friedman, L. Thomas. Lexus and the Olive Tree, Anchor Books, 2000
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risks happen from not groperly assessing the issue, taking preventive measures and not
giving needed attention

When we j:dentii‘y risks we assign monetary value but not all risks are easy to be identified
in monetary terms. The risk of organizational reputation falling or customer being
dissatisfied with our product or service quality is difficult to be put into monetary units of
measure.

Any individual, organization is susceptible to both objective and subjective risk. For
example, organization can be under objective risk of different types of natural disasters
such as flood, earthquake and hurricane as well as under subjective risk such as market
competition, loosing its reputation or valued customers. Therefore, organizations need to
take into consideration both objective and subjective types of risks and create its risk
management plan accordingly.

In relation to risk there are four concepts. These are hazard, vulnerability, risk and
disaster” (UNEP 3, Vulnerability Indices). Hazard is the possibility of dangerous incident
happening, vulnerability is damage level, classification in relation to possible hazard, risk is
the probability that certain hazard occurs, disaster is when many people are involved in
disastrous event, much damage is caused and normal social condition is disturbed and

situation is beyond internal resource affordability and capacity of organizat'ron5
Types of Risks
There are seven general classifications of risk:

Physical

Social risk

Political risk

Legal risk

Operational risk
Economic risk
Management capacity risk

NoOhwN =

Physical risk will include risks that are possible from natural environment. These natural
" risks can have financial and other types of negative consequences to the organization.

Social risk is related to social traditions, changes in social trends. For example, Japanese
market is known for its traditionalistic approach, which is related to the fact that their
society is much traditionalist and this causes difficulties for foreign companies to enter
Japanese market. For different types of organizations social risk can be considered from
different perspectives. For business organizations social risk is primarily related to
customers' product, services choices that are due to social trends and preferences. For
government organizations, this on the other hand means taking into account how do
changes in society influence the whole country's affairs and government organizations’ and
agencies’ operations. As for Mongolia, as the country moved to market economy the

3 D. Boldbaatar, Ts Molom “Insurance”, Ulaanbaatar, 2000.

4 UNEP 3, Vulnerability Indices, Climate Change Impacts and Adaptation, UNEP Policy
Series, 2001

5 N. Sonintamir, Hazard, Vulnerability, Risk Assessment General Methodology.
Ulaanbaatar, 2004
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government needs to be as much flexible, intelligent as never before in order to regulate,
coordinate all the changes that are happening as a result of the market economy:.

Political risk relates to the involvement of domestic and international politics into
operations of organization. In countries were there are no laws to protect the rights of
private companies, governments sometimes do not compensate for business
nationalization process. Mongolian government had increased its taxes on imported beer
in order to support its domestic beer production companies. This caused many foreign
beer importing companies to close their businesses.

Legal risk can be the risk that there are new laws and regulations implemented that do not
service the company or that the company breaches law and can be called to court. The
internal operations without proper controls and policies often cause companies
unnecessary legal problems and risks. Especially, in market economy companies need to
have competent lawyers, who are consistently up-to-date on any modifications to existing
laws and are well aware of the new laws.

Operational risk is associated with external and internal influences on organizational
operations of organization. Operational risk is the risk of not conducting operations
economically, efficiently, effectively and not meeting its operational targets. All divisions of
the business should work in coordination to reduce organization's overall operational risk.
Organizations develop operational plans, proper structures and regulations to monitor and
manage their operaticnal risk".

Proper internal monitoring within organizations ensures that operational risk is properly
managed. These management controls provide guidance and direction for organization as
a whole. These controls include policy and standards that are applied to everyone in the
organization. Also they include management's way of doing business as well as the culture
of organization.

Management controls that are well thought-out will provide for better processes, optimal
use of resource and will reduce the risk that something with operations could go wrong.
Organization’s operational risk controls can be: risk controls, preventive controls, detective

, 7
controls, corrective controls, automated or programmed controls and manual controls

Economic risk is the risk that country's local or regional, world economy can have much
impact on that organization. When the eeonomy is not good this creates tough times for
both businesses and government organizations. Citizens have low consumption rates,
government collects less in tax revenue and investment rates fall.

Management capacity risk studies ability of the organization to manage when the risk
happens. The same type of political, legal, economic or any other type of risk can happen
to many organizations but organizations will have different degree of damage to their
businesses based on their management capacity to manage these risks. Therefore, we
have to study risk management methodologies that organizations can implement when
managing their risks.

Risk Management

® Internet.www.searchClO.com, Types of organizational risk, 2004
" Business Process Evaluation and Risk Management, England National Audit Office
Guidance, 2004.
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Orgamzatlons have three types of management. Strategic, operational and risk
management (Figure 1).

Figure 1: Three Types of Organizational Management

From Figure 2.we see the importance of risk management in organization is of equal
importance as strategic and operational management. Each organization should have its’
strategic, operational and risk management plan and related monitoring and reporting
procedures.

In order to reduce any risk and its negative impacts, scientific risk management
methodology should be used by organizationeg (Figure 2).

Figure 2. Risk Management Methodology

8 Williams, A and others. “Risk Management and Insurance”, 1995.
¥ NASA, Risk Management Office, Internet.2004.
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Risk ldentification. Organization needs to identify its risks according to six classifications:

Physical, Social, Political, Legal risk, Operational, Economlc and Management capacity
risk.

Risk Assessment. All identified risks need to be assessed and classified

Figure 3: Risk Assessment Model

Impact | IMPACT HIGH / IMPACT HIGH /
PROBABILITY LOW PROBABILITY HIGH

IMPACT LOW / IMPACT LOW/
PROBABILITY LOW PROBABILITY HIGH

Probability

[
L

The risks are identified as low, medium and high based on Figure 3 evaluation. For easy
reference we can denote risk with traffic colors. Green being a low risk, yellow as a
medium risk and red as a high risk.

Impact

A
MEDIUM RISK

MEDIUM RISK

> Probability

Risk Management Plan. After risks are classified as being low, medium and high,
organization is now ready to create its Risk Management Plan. This plan has to definitely
address both high and medium risk and some of the low risks can be left out. Risk
Management Plan has to be up-dated on consistent basis as some new risks might
emerge and some of the low risks might become medium or high risks. Management
should give its attention to the risk management issues, review and participate in Risk
Management Plan development.

Risk Reduction. This is a stage when risks are reduced according to the Risk
management Plan. During any emerging issues and risks that are not included in the plan,
proper changes are needed to be made to the plan. All the staff of organization needs to
be following set procedures and regulations of Risk management plan, report on instances
when plan is impractical or insufficient to ensure is success in reduction of risks.

Risk Monitoring. Once proper procedures are set that will keep risks to be low or once an
apparent risk had been reduced, the risk has to be monitored. Regular motoring and

10 Alastair L.Day, “Mastering Risk Management”, Prentice Hall, 2003.
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check-up set of procedures should be developed to check on the main risks of organization
on a constant basis.

Conclusion

The success of risk management depends to the extent senior management of
organization gives importance to risk management. The above mentioned risk
management methodology allows companies to run their businesses successfully and
manage their risks without incurring much costs and wasting their time and resources
trying to manage every risk. Classification of risk and developing risk management plan
allows organizations to allocate appropriate time and resources to risks as needed and by
their degree of imposed threat to stable continuous operations of business.
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