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Risk Management: Basic Theory  
Summary 
This section outlines the theory behind risk management, provides an outline of what is involved in the process 

and discusses the goals and strategies that should be considered in the development of a risk management plan. 

In effect, risk management is a proactive approach to identifying, analyzing and controlling the resources of an 

organization in order to minimize potential adverse effects of risk. The process consists of identifying possible 

risks, analyzing the nature and likelihood of their occurrence, taking steps to reduce, mitigate or transfer the risk, 

and finally monitoring the situation on an ongoing basis to ensure that any potential risks are dealt with before 

they occur. 

Formulating a community risk management plan provides an outline of possible alternatives, and establishes a 

basis for selecting an appropriate course of action. Implementing a risk management plan and effectively 

communicating it to all personnel can result in increased productivity, reduction of uncertainty, and ultimately a 

more effective management of personnel and resources. 

Introduction to Risk Management 
This part provides a brief overview of the fundamentals of risk management. Although every effort has been 

made to identify major or generic activities that would involve an element of risk for a community, the reader is 

cautioned that not all elements of risk management can be covered in an article of this scope. In addition, the 

reader is further cautioned that the preparation of this guide must necessarily involve interpretation of general 

situations and may not represent specific events. Specific situations may require a careful legal analysis, 

therefore, reference should be made to the appropriate Nova Scotia statutes and to legal advisors for individual 

situations. 

This part provides a brief overview of the process of risk management as it relates to communities and offers 

some practical examples of how to initiate the process in your community unit. 

Definition of Risk 
Traditionally, risk has been defined as the possibility of loss, injury, disadvantage, or destruction resulting from 

the day to day operations of a business, or organization. Risk management is a term used to describe the process 

of analyzing, organizing, planning, directing, and controlling the resources of an organization in order to minimize 

the potential effects of risk. Risk management is by nature, proactive, and encompasses all management-directed 

activities aimed at accomplishing optimum results in a professional manner. 

A risk is comprised of: 

 A definable event 

 The probability of that event occurring 

 The consequences of such an occurrence 

The types of risk that community governments are faced with that can cause economic loss include: 

 Legal liability to others 
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 Property loss through disaster, theft etc. 

 Extra expense (e.g. to replace equipment or to re-establish service) 

 Loss of income 

 Human resources loss 

 Crime and fidelity loss 

Some of the characteristics of risk are clearly identifiable and include: 

Situational - specific risks vary according to particular situations. Certain weather patterns can lead to flooding in 

certain areas. When those patterns are identified, steps can be taken to alleviate the risk of flooding. What one 

community may do in their locale may not be effective in another community.  

Interdependent - risks are often interdependent and interrelated. Eliminating one risk may cause another risk to 

occur or possibly increase the impact of another risk. Hiring extra security personnel to ensure safety during a 

planned event may impact budget projections for that event and place the project in financial risk. 

Proportional - the greater the expected benefit, the more acceptable the risk becomes,  

Value based - the acceptance level of risk may vary from person to person. What may be deemed an acceptable 

risk to one person may be considered an unacceptable risk to another. Community governments, because they 

are holders of public funds should have a lower tolerance for risk than private sector organizations.  

Time specific - risk is a prediction of future events and is related to activities carried on today. 

A simple example of Community Risk Management 
Risk is the uncertainty factor. When planning a project or an activity such as a festival or event in your community, 

risk management involves determining ahead of time just what might happen that you don’t want to happen. For 

example, your recreation department officials are planning a lilac festival to celebrate the arrival of spring and the 

start of the summer recreation season. Plans for the festival include an outdoor concert featuring a very popular 

musical group. Inclement weather would be a risk factor that should be considered during the planning stages of 

such an event. Either spring arrives late and the lilacs don’t bloom in time and it’s too cold for an outdoor festival, 

or it rains the whole weekend. These are generally insignificant risks in the grand scheme of things, but they do 

have a measurable impact on the budget and on the success of your planned event. 

Risk management goes beyond merely listing things that could possibly go wrong, it involves analyzing the 

consequences of such unforeseen events, and determining what steps can be taken to either prevent or lessen 

the impact of such occurrences. For example, when your lilac festival was rained out, you still had to pay the 

rental on the tents, and you still had to pay the entertainment even though they couldn’t play because of the 

torrential downpour. A carefully thought out strategy of risk management would enable the community to be 

prepared in advance with alternative sites to hold the concert, or the purchase of an insurance policy which 

would cover among other things the fees paid to the entertainment if they could not perform due to inclement 

weather. 

The Goals of a Risk Management Program 
Risk management is primarily a specialty within the management function and is specifically targeted towards the 

elimination or reduction of financial losses resulting from the activities of a community. 
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The obvious goals for initiating a risk management program at the local government level are to eliminate, where 

possible, the threat of accident and other forms of liability, and where it is not possible to eliminate the risk, to at 

the very least reduce the possibility of an accident or risk occurring. Beyond this, the goal is to minimize the 

impact on a community when losses occur. 

The most effective and efficient community risk management program keeps its objectives in line with the needs, 

goals, and overall well-being of the community it serves. Community risk managers must pursue their goals with 

sensitivity to the limitations on local resources and monitor program costs carefully. 

The Basics 
Risk management involves identifying, analyzing, and responding to risks by minimizing the consequences of 

adverse events and maximizing the results of positive events. These are the outcomes of risk management 

planning. 

The plan may identify several possible alternatives for each identified risk, and indicate the preferred action to 

address each one. Such actions may range from simply monitoring the situation and controlling the variables, to 

making changes to the process. In some instances it may be necessary to alter the goals of the project in order to 

achieve the desired outcomes. Formulating this kind of risk management plan will provide an outline of the 

possible alternatives available to the community and indicate a course of action. 

The Benefits 
Benefits of Risk Management 

 Protection of public funds  

 Reduced costs  

 Increased productivity  

 Reduced uncertainty  

 More effective management 

The benefits of a comprehensive risk management plan for the community are numerous and can be recognized 

at a number of levels, from the activity level to the senior management level. Such benefits may include: 

 more effectively managed and efficiently run projects 

 better control over project budgets 

 increased likelihood of a successful outcome 

 greater community support 

 reducing the possibility of costly surprises and budget overruns 

 increased effectiveness and efficiency, resulting in better program results 

 more openness and transparency in the decision making and management processes  

 more effective strategic planning resulting from an increased awareness and understanding of risk 

exposure 

The Process 
The process involves the continued monitoring of all of the activities the community is involved with in order to 

identify new elements of risk as soon they become apparent. Once they are identified, the risks are prioritized 
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according to their impact or importance to each particular situation, and a detailed plan of action is drawn up to 

address each risk in the most appropriate manner. 

Simply put, risk management involves the sequence of identifying, analyzing, and responding to risks. 

Although specific methods for addressing a particular type of risk may differ, the process remains consistent. The 

process of risk management involves the following steps: 

1. Identify - identify the services and assets that could potentially cause financial losses for the community. 

In addition, identify “risk owners,” more specifically, the staff person or project manager responsible for 

the program, service, or asset.  

2. Analyze - evaluate the risk: the probability of the risk occurring, the frequency with which it could occur, 

the impact or severity of the loss resulting from the risk, and the length of time it will take for the 

community to recover from the loss.  

3. Plan - assess the options and implement the procedures designed to eliminate the conditions that may 

lead to loss, minimize the effects of the loss or mitigate the risk by finding ways to cover the loss 

financially.  

4. Monitor - collect and compile status information on the risk and the mitigation plan, adjust the process, 

and manage the program accordingly to ensure maximum effectiveness. Re-evaluate and adjust the plan 

on a regular basis.  

The process of risk management can be as simple or as complicated as time and resources permit. The following 

section provides detailed information on how to implement and carry out the risk management process. 

 


