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Instructors:                  Kristina Narvaez, MBA 

Lisanne Sison 

 Describe the exposure spaces model within 
the context of risk assessment 

 

 Describe the role of impact in analyzing and 
evaluating exposures 

 

 Apply the exposure spaces model to a given 
risk scenario 
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 A three-dimensional representation of resources, 
events, and impacts that is used as a risk 
assessment tool. 
 

 Resource-Any element that can change in value 
or level ( x-Axis) 
 

 Event-An occurrence or series of occurrences 
that causes a change in a resource’s value or 
level (z-Axis ) 
 

 Impact- A positive or negative consequence or 
change in value or level of a resource (y-Axis ) 
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 Human Resources-Personnel linked to 
organization 

 

 Technical Resources-Tangible physical assets 
under direct control of an organization 

 

 Information Resources-All the information 
that flows throughout an organization, 
whether electronically, on paper, or even as 
ideas not yet recorded in permanent form  
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 Partner Resources-Involves relationships with 
other outside an organization without which the 
organization either could not operate or could 
not operate as efficiently 

 

 Financial Resources- Comprise of the financial 
streams that flow into and out of an organization 
( also known as cash flow ) 

 

 Free Resources-Received from the environment 
without direct financial compensation ( air, water, 
earth) 

 Economic Events- Dramatic changes in the 
economic environment 

 

 Natural Events- Weather changes such as 
windstorms, hurricanes and flood 

 

 Industrial Events-Overall activity within an 
organization can be referred to as industrial 
events. 

 

 Human Events-Fall into two general categories 
involuntary and voluntary 
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 A tool developed at the risk owner level that 
links specific activities, processes, projects, 
or plans to a list of identified risks and results 
of risk analysis and evaluation and that is 
ultimately consolidated at the enterprise level 

 

 Read article on how British Columbia used a 
risk register for the 2010 Winter Olympics 
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 What was the main objectives of elected 
leaders and government official to use ERM in 
the 2010 Winter Olympics? 

 

 How were ministry officials asked to organize 
their risks? 

 

 How did moving from cause/effect to risk 
event, causes and impact improve their 
decision making process? 

 

 

 What were some of their successes in 
implementing an ERM program? 

 

 What were some of their challenges in 
implementing an ERM program? 

 

 What would they have done differently with 
their ERM program in the future? 
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 Impact may be positive or negative 

 

 Upside of risk is that the organization may 
outperform its strategic goals 

 

 Downside of risk is that the event may affect 
a loss exposure and the organization will 
incur a loss greater than expected 

 

 Financial Impact can be measured by the 
organization’s cash flows 

 

 Nonfinancial Impact are qualitative impact 
such as an impact on the organization’s 
culture, stakeholders or its reputation 
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 Primary Impact- The positive or negative 
consequences of a random event that affects 
an organization itself, the value of its 
resources, and the achievement of its goals 
 

 Tertiary Impact-The positive or negative 
consequences of a random event that affects 
an organization’s stakeholders, including 
third parties linked to the organization as 
well as society, the environment, and 
externalities 

 

 Quantitative Aspects- Expressions of 
frequency, magnitude, expected value, 
variation and time 

 

 Qualitative Aspects-Effects on culture, 
stakeholders and goals. 
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 First Step, Wheeler’s Tire Disposal: applying the 
exposure space model to the facts specific to the 
organization 

 
 Essential Resources of the company 
 Events affecting the organization 
 Impacts to the organization, third parties, and environment 
 

Second Step, Wheeler’s Tire Disposal: analyzing the 
company’s ERM plan in the aftermath of the fire 
 
 Strengths and weakness of Wheeler’s ERM plan 
 Correction to address the more pressing weakness 
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 First Step-Harold’s Heavy-Duty Equipment company: applying 
the exposure spaces model to the facts specific to the 
organization 
 
 Essential resources of the company 
 Events affecting the organization 
 Impacts to the organization, third parties, and environment 
 

 Second Step-Harold’s Heavy Duty Equipment Company: 
analyzing the company’s ERM plan in the aftermath of the 
fire 
 

 Strengths and weakness of Harold’s ERM plan 
 Correction to address the more pressing weaknesses 
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 First step, Schneller Transportation Company: 
applying the exposure space model to the facts 
specific to the organization 
 

 Essential resources of the company 
 Events affecting the organization 
 Impacts to the organization, third parties, and  environment 

 
 Second step, Schneller Transportation Company: 

analyzing the company’s ERM plan in the aftermath of 
the fire 
 
 Strengths and weaknesses of Scheller’s ERM plan 
 Correction to address the more pressing weaknesses 
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 Identify and describe the three dimensions 
that constitute the exposure space model? 

 

 Identify the classes of resources that are the 
focus of the exposure spaces model? 

 

 Identify the classes of events that are the 
focus of the exposure space model? 
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 Distinguish between the primary impacts and 
the tertiary impacts of losses in an ERM 
context? 
 

 Identify and briefly describe the two primary 
measures used in ERM to quantify an impact? 
 

 Qualitative impacts are important in 
assessing the overall impact to resources. 
What are three basic types of qualitative 
assessments? 
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 Describe how an organization structures itself 
according to management departments 
 

 Explain how an organization can more effectively 
manage its risks by creating risk centers that 
have risk owners 
 

 Describe the methods and associated limitations 
of modeling uncertainty 
 

 Given a case, apply Bayesian network 
probabilities, influence diagram, and the 
expected values of utility 

 

 Human Resources-Deals w/employee issues 

 Sales and Marketing-Sells product or service 

 Production-Creates product or service 

 Procurement and Purchasing-Raw Materials 

 Information Systems-Info Technology 

 Finance-Manages cash flows 

 Audit-Monitors output 
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 Refers to the efforts of an organization to 
identify and address risks within a 
department or between departments 

 

 Breaking down silos so that all managers 
understand how all of the organization’s 
departments relate to each other 

 

 Understand the risks that exist in other 
departments 

 

 Risk Center-A discrete unit within an 
organization, having a leader and specific 
objectives, and disposing of specific 
resources, at which level a particular risk ( or 
group of risks ) is most appropriately and 
effectively managed 

 

 Risk Owner-An individual accountable for the 
identification, assessment, treatment, and 
monitoring of risks in a specific environment 
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 Resources-Causes 

 

 Events-What can take place 

 

 Impacts-Outcomes 

 
 Divide organization into risk centers with risk 

owners ( by geographic regions, subsidiaries, 
profit centers, product lines, or business 
units ) 

 
 Choose a risk owner and a risk champion 

 
 Risk owners are responsible for ensuring that 

tasks including controlling, modifying, and 
monitoring of specific risks are completed 
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 Risk assessment questionnaires 

 

 Historical data and scenario analysis 

 

 Financial statements and underlying 
accounting records 

 

 Advertising, packaging, user manuals, or 
human resource documents 

 

 

 Flowcharts and organizational charts 

 

 Personal inspections and interviews 

 

 Expertise within and beyond the organization 
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 Exam balance sheet by four categories: 
short-term assets, long-term assets, short-
term liabilities, and long-term liabilities 

 

 Note simplified balance sheet method cannot 
track risk exposures such as environmental, 
reputation, compliance, etc. 

 

 Allows executives to visualize major threats 
to organization’s assets 

 Risk managers can also identify an 
organization’s threats and opportunities by 
closely examining an organization’s risk 
centers and resources. 

 

 Risk centers can be divided and subdivided 
down to elementary subsystems or micro-
organization levels 
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 Define what the goals of the risk center are 

 

 Reviewing Resources  

 

 Strategic Questions 

 

 How is the Risk Center set-up to mitigate 
risk? 
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 Empirical distribution 
 

 Fit parameters of theoretical probability 
density functions 
 

 Stochastic differential equations 
 

 Extreme value theory 
 

 Regression 
 
 

 Estimates the theoretical probability 
distribution function of a set of may observed 
random variables from a sample 

 

 Can be used to estimate portfolio returns 

 

 Drawback is that it assumes that the data 
gathered is complete and the time span used 
includes the full spectrum of potential 
outcomes. 
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 An option when using empirical distribution 
is to assume that a risk can be expressed as a 
theoretical probability density function. 

 

 An analyst uses data to estimate or fit the 
parameters of the theoretical distribution 

 Express the difference ( or change) between a 
variable’s value ( interest rate) at time t and 
one more time period t+1 

 

 Starting with initial value, SDE is used to 
roughly determine a scenario in which a value 
changes over a forecast period, such as ten 
years 
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 Is a subset of the discipline of statistics 

 

 Can use EVT to include extreme or rare 
deviations from the median of the probability 
distribution 

 

 EVT has utility in assessing risk from 
infrequently occurring but high-severity 
types of losses 

 Is an analysis of casual relationship among 
variables 

 

 Regression models provide risk managers 
and senior executives with information about 
the dynamic interactions of specific risk 
components so that the appropriate threats 
and opportunities are properly managed 
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 Preference among bets-Converts expert opinion 

into probabilities 
 

 Judgments of relative likelihood-Used to assess 
the likelihood of event outcomes 
 

 Decomposition to aid probability assessment-
Break down event into smaller components 
 

 The Delphi Technique-Move group of experts 
toward a consensus opinion 
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 System dynamics simulation-Attempts to 

replicate dynamic cause/effect relationships of 
business, environment, economic, and social 
systems 
 

 Fuzzy logic-Takes complex, descriptive-
language expert inputs and converts them to 
mathematical equivalents 
 

 Bayesian networks and influence diagrams-
Combines expert input and beliefs in a rational 
way 

 

 Nodes and variable-Each node represents a 
variable with at least two possible outcomes 

 

 Probabilities-All variables in the models are 
random and need a probability distribution 

 

 Dependencies-Shows casual relationship 
between A to B where A is one of the causes 
of B 
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 Are extended Bayesian networks that can 
provide additional information for all types of 
decision making under uncertainty. 
 

 Chance nodes-Random variables 
 

 Decision nodes-Must be connected by a 
directed path 
 

 Utility nodes- Just valuations ( nonfinancial 
criteria) 
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Woodworking Workshop is a large woodworking 
company that operates three plants. The plants are 
equipped with a variety of equipment to manufacture 
wood products.  

 

International Woodworkers Union contends that 
accidents at the three plants are the result of 
inexperienced workers on equipment that have little 
or no training on how to operate it safely 

 

You are the risk manager and need to evaluate the 
following recommendations 

 Union representative suggest that employees 
with little experience should be assigned to 
equipment that is the simplest to use 

 

 HR department recommends a training plan 
for employees in how to use the equipment 
safely 

 

 Plant manager supports replacing the 
equipment 
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 List the three steps necessary in creating risk 
centers? 

 

 Describe the advantages of creating risk 
centers? 

 

 List the categories of tools needed in order to 
identify an organization’s resources and the 
risk and opportunities associated with them? 

 What is the drawback of the empirical 
distribution technique? 

 

 How can management use the scenario 
produced with stochastic differential 
equation? 

 

 What is regression? Give an example how it 
could be used? 



6/23/2013 

29 

 The Delphi technique is a method that 
attempts to move a group of experts toward 
a consensus opinion. In practice, how is this 
accomplished? 
 

 Describe what is fuzzy logic and how is it 
used? 
 

 Influence diagrams are extended Bayesian 
Networks. What can they provide to the risk 
professional? 


