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Manage risk in own life 
 
Specific Outcomes 
 
By the end of this learning unit you should be competent in the following 
outcomes: 
 
 Explore the concept of risk in own situation  
 Identify risk in own situation 
 Evaluate risk in own situation 
 Control risk in own situation 
 

Module 1 
 

The Concept of Risk 
 

Learning Outcomes 
 
By the end of this module you will be able to: 
 

 Explain the concept of risk and indicate the positive and negative aspects of risks 
 Identify opportunities in life and give an indication of the consequences of 

following a choice 
 Identify the upside of risk and explain how risk can be managed as an 

opportunity 
 Identify the downside of risk and explain how risk can be seen as a lost 

opportunity 
 Identify the kind of knowledge that can be important in making a decision and 

offer solutions for practical problems that require the assessment of risk 
 Assess a problem and make a decision on how to manage the side effects of risk 

 
1. What is risk? 

 
“Risk is the possibility of an adverse deviation from a desired outcome which is 
expected or hoped for.” 
 
In recent years, risk management has become an important part of business 
management. The risk management process consists of well-defined steps, which 
can be likened to the problem-solving process, that when taken in sequence lead to 
informed decisions about how best to avoid or control the impact of these risks. 
 
Just like the problem-solving process, risk management involves: 
 
Step 1: Identifying the problem, known as hazard identification. 
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Step 2: Determining how serious a problem it is, known as risk assessment. 
 
Step 3: Deciding what needs to be done to solve the problem, risk elimination or 
control. 
 
Each and every one of us is at risk of exposure to risks in our daily life. These risks 
arise from the effects of occurrences, accidents and events of whatever nature that 
happen either naturally or as the result of an accident.  
 
Risk can also be defined in the following ways:  
 
• The reasonable doubt concerning the outcome in a given situation  
• The uncertainty as to the occurrence of an economic loss or gain  
• Unpredictability and the possibility that outcomes may differ from predicted results  
• The possibility of an occurrence (incident)  
• The chance of a loss or a gain  
• A combination of factors that may result in positive outcomes (opportunities) or 
negative outcomes (hazards / dangers)  
 
We are potentially exposed daily to the following risks:  
 
• Burglary and theft  
• Hijacking  
• Accidents  
• Fire  
• The effects of natural disasters, such as flooding  
• Financial risks associated with currency fluctuations (rise and fall)  
• Price increases and inflation  
• Demotion or disciplinary processes at work  
• Retrenchment or dismissal from work  
• Illness including Alzheimer’s and Parkinson’s 
• Emotional distress, from arguments, stress or disagreements  
• Divorce or separation  
• Death or serious accidental injury  
 
The above and many more are considered to be negative risks, but the concept of risk 
also carries positive connotations:  
 
• We have a chance of being praised and recognised for our abilities  
• Falling in love, and getting married, or commencing a long term relationship  
• Achieving beyond our expectations  
• Promotion and the attendant financial and emotional rewards  
• Offers of newer, potentially more rewarding work opportunities  
• Meeting new people  
• Taking steps to maintain a safe and happy environment  
• Ensuring health and fitness  
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• Acquiring financial rewards.  
 
The correct assessment of risk is attained by understanding that:  
 
• There is no such event as a true accident. In many events we have an influence of the 
outcomes of risk when they occur  
• We influence the occurrence of risk by the choices we make, and the way in which we 
allow the outcomes to affect us  
• By doing as much preparation and planning as possible, we are able to influence the 
outcomes associated with risk, whether positive or negative  
• There are mechanisms available to allow us to reduce the outcomes of risks – 
insurance and assurance, hedging, effort, preparedness, decisiveness and an ability to 
learn from outcomes   
 
1.1 The Consequences of Choice  
 
We are faced with a variety of choices each day, in most instances without even 
knowing this. These vary from the simplest daily routines to the most complex of 
choices, needing much more deliberation.  
 
Some of our daily choices and their possible consequences are:  
 
• What time should we awaken – we will be on time for work or an appointment or we 
won’t. We will then influence our emotional focus for much of the day.  
• What should we eat? Certain foodstuffs have positive effects on our physiological 
condition for the day, and in the future – roughage, milk, water, fruit and vegetables; 
some have potentially negative effects – coffee and tea, fats, pastries, meat, for 
example.  
• Should we light that first cigarette, and then the next? – The long-term effects of 
smoking are well known. But the first puff is a result of a choice, a very difficult one that 
we make.  
• What mood will we be in? The outcome of a negative influence on our emotions is a 
matter of choice.  
• What time shall we leave, and what transport should we use? – Late arrival at our 
place of work is often influenced by traffic conditions and the weather. We cannot 
influence the occurrence of these outcomes, but we can plan our timing around the 
knowledge that they often exist.  
• How will we plan our work schedule? – Important items first, or an ad-hoc focus on 
items that are on our desks.  
• Should we buy that item that we really want, or does our financial status preclude the 
purchase at this time?  
• How will we react to criticism or praise? What are the immediate and long-term effects 
of our choice?  
 
It is only by identifying opportunities, and consequences that we are able in some way 
to attend to the management of risk.  
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1.2 Opportunity and Risk  
 
This is a very difficult concept to grasp, as it requires a specific thought process to 
determine the link between opportunity and risk.  
 
In a lot of instances, we do not see that risk and opportunity often go hand in hand.  
 
The occurrence of negative risks sometimes cannot be viewed as opportunities. If you 
leap from an aeroplane and your parachute does not open, you are definitely not faced 
by an opportunity, but only by the severe risk of dying, or suffering extensive injury!  
 
Risk is at the very centre of life itself, and as a result many people from different walks 
of life are concerned with it. Economists, doctors, psychologists, businesspersons, 
philosophers, engineers, scientists and many others have an interest in the concept of 
risk.  
 
1.3 Knowledge of Risk 
 
A sense of uncertainty surrounds almost everything we do in life.  
 
This applies to very broad and indeterminate concepts such as religion and general life 
beliefs. While many millions of people throughout the world believe steadfastly in the 
presence of a life hereafter, and several million more perhaps do not, there remains an 
uncertainty attached.  
 
No one can state in any sense of certainty that there is definitely something or not 
awaiting us when we die. It is only at the time of death that we will find out for certain.  
 
While these degrees of uncertainty affect us all in some way, it is the assessing of the 
importance of the possibility that we manage in different ways.  
 
In many ways, the seeking of solutions to a multitude of problems arising from the very 
uncertainty of life is what makes individual risk management and assessment so difficult 
to describe.  
 
Example  
 
Many people suffer from sleeplessness, or difficulty in maintaining a restful and 
consistent pattern of sleep. The causes of insomnia (sleeplessness) are many and 
varied, and include:  
 
- Poor dietary function and the intake of too many rich foods, alcohol or caffeine based 
beverages (coke, coffee).  
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- Medical ailments such as cerebral arteriosclerosis, high blood pressure and gastro- 
intestinal disorders.  
 
- Emotional states such as anxiety and manic-depressive.  
 
The most common of all causes of insomnia are ordinary worry or a preoccupation with 
a problem – justifiable anxiety. Whatever the reason for the insomnia, sufferers are 
faced by choices as to how to overcome this disorder:  
 
- The taking of sleep-assisting medication. This treats the symptoms of insomnia but not 
the cause.  
 
- If there is a psychic background to the insomnia, psychotherapy may be required to 
control the ailment.  
 
For insomnia occurring during periods of stress and strain, a cool room, fresh air, the 
avoidance of excessive blankets together with a warm drink may assist.  
 
Reading oneself to sleep is a common practice.  
 
The best advice for an insomnia victim is to avoid fighting the sleeplessness.  
 
Whichever of the above pertain to the insomniac, each sufferer has a choice of which 
route to follow. In order to gain the most effective solution, it is imperative that all 
knowledge regarding the problems and outcomes is determined, to enable the correct 
choice to be made.  
 
1.4 The kinds of knowledge needed to assess a risk 
 
Assessing risks in personal life in a creative manner can be the key to a more 
productive and satisfactory life for individuals.  
 
Assessing risk is not easy for most people. It is a journey into the unknown.  
 
It begins with a perception that a risk attaches to every facet of our daily lives, in either a 
positive or negative form.  
 
Assessing risk requires creativity, intuition and imagination. It also requires careful 
analysis, diagnosis and step-by-step action planning.  
 
You will need to apply concepts and techniques related to an integrated (included) 
approach to risk assessment.  
 
In assessing risk we need to:  
 
• Understand the risks we face in new ways  
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• Create a target for risk assessment efforts  
• To acquire skills in developing solutions and outcomes  
• To be aware of how individuals and groups foster creative risk assessment  
• To develop an action plan for implementing creative solutions.  
 
Compare the process of risk assessment to a journey. Unlike a physical journey 
effective risk assessment is a mental process in which the following five events occur:  
 
Awakening: a person or group of persons has the initial awareness that a risk attaches 
to an everyday activity and it needs to be assessed. Understanding of the risk is at first 
limited and conventional. In terms of the journey metaphor, there may be a feeling of 
restlessness and a need to travel.  
 
Illumination: next the risks are illuminated. The risk's background must be researched 
and the many ways of assessing it must be worked on. As a result the risk (the journey) 
is understood more deeply or in a new light.  
 
Targeting: before the journey commences, the outcome of the risk (the destination) 
must be clear. At this stage of the process a clear and concise description reflecting the 
future state of affairs must be developed.  
 
Imagination: now you decide how you will get to the outcome (destination). Rather than 
taking old roads or paths, the journey involves moving into new, unexplored territories, 
going beyond traditional boundaries, generating many possible consequences and 
learning from prior errors.  
 
Planning: Finally, we must make decisions regarding how the possible outcomes will 
impact on the desired result.  
 
En route the journey needs to be monitored and fine-tuned.  
 
In the matter of moving house, a number of possible risks will pertain:  
 
 
 
 
Negative aspects of risks:  
 
• Financially we may be worse off because of the costs associated with moving – 
conveyancing and transfer fees; transportation expenses; costs associated with 
refurbishment and repair; compliance fees; new deposits for electricity and rates and 
taxes; maybe extended travel costs; area defined schooling and education costs; 
additional security costs; new furnishing costs; insurance.  
• The emotional effects of the stress of relocating.  
• The additional time and effort needed to get everything in place.  
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Positive aspects of risk:  
 
The following are considered positive aspects of the risk attached to relocating:  
 
• There is a sense of achievement when all is in order.  
• Pride in the extent of the new property, and how it reflects your success.  
• A new closeness to the family unit as result of this achievement.  
• Perhaps a sense of financial success in terms of savings made, if downgrading.  
• A new drive engendered by new surroundings.  
 
The effects of risk on the individual therefore take the form of one or more of the 
following:  
 
• Physical effects on an individual.  
• Emotional effects by way of increased or reduced motivation, stress, nervous tension, 
or satisfaction.  
• Financial effects of the risk include increased costs or savings, or the need to fund the 
outcome should the risk occur as imagined.  
 
1.5 Risk Implications and Solutions 
 
In order to provide the solutions to a risk, we must first understand what the implications 
of the risk are.  
 
We may refer to the prospect of travelling alone after dark as very risky, for safety and 
personal injury reasons. Is there more risk of an event occurring, or are we saying that if 
an event does occur the consequences will be severe?  
The concept of risk incorporates both the frequency with which an event may occur and 
the severity of each incident which arises.  
 
Travelling alone at night is very risky, because of both the frequency of events (last year 
in South Africa 900 000 people were the victims of violent crime against them) and the 
severity - the ultimate risk in this case being death or severe injury. Also attendant in 
terms of severity are theft of property (vehicles and accessories, money and personal 
effects) and emotional stress brought about by a violent attack.  
 
The concepts of frequency and severity are well known in risk assessment practices. 
The relationship between them is generally in low frequency/high severity and low 
severity/high frequency ratios. In the case of household fire there are very many small 
incidents of fire damage, but very few cases where the house is completely destroyed 
(high frequency/low severity).  
 
The opposite case (low frequency/high severity) is illustrated by aviation accidents. It 
seldom occurs, given the number of passenger miles flown (1 690 billion in 2001) that 
airliners crash. Unfortunately, when they do crash the severity of the loss is usually very 
high with almost all passengers in the plane killed.  
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In personal life, the parameters are slightly narrower.  
 
Example  
 
In terms of risks to own life, illness and disease occur in certain instances both with high 
frequency and severity. Diseases such as cancer, AIDS and Malaria (in Africa) affect up 
to 30% of the population. In 30% of cancer cases, 70% of AIDS cases and 20% of 
malaria cases fatality ensues. These risks occur therefore in high frequency and with 
high severity. Over time certain diseases have transferred themselves across the 
severity/frequency bar. Influenza, yellow fever, bilharzia, measles and poliomyelitis once 
were considered naturally often-fatal disease. Development in the medical field has 
seen them almost eradicated today.   
 
In measuring the frequency and severity of risks, we use available statistical 
information. The field of statistics can be divided into two main arms – descriptive 
statistics and inferential statistics.  
 
Descriptive Statistics:  
 
This branch of statistics is concerned with the systematic collection of information, its 
presentation and description. In other words we are dealing here only with information 
gathered in a statistical format.  
 
Individuals concerned for the risks attaching to their own lives may wish to research 
information about the chances of these occurrences arising to themselves.  
 
These statistics may cover:  
 
• Deaths, births and marriages in a certain section of the population.  
• Numbers of persons contracting a serious disease within a given period.  
• Employment categories for individuals of a certain age, gender, race group and with 
certain qualifications.  
• Retrenchments, terminations and retirements across similar groupings in a given year.  
• The number of personal risks occurring within claims categories across sectors of the 
population.  
• The total number of road accidents occurring detailing fatalities, injuries and total cost 
to the economy in a given year.  
• The performance of the Rand against foreign currencies in a given period.  
• Inflation figures concerning consumer prices, gross national product, budget spending 
and consumer spending patterns.  
• Costs associated with personal expenditure such as house prices, insurance costs, 
taxes, building costs, educational costs, entertainment and others.  
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These sets of information merely represent and measure data, and offer arithmetical 
statistics. They are used to determine average results of risks. They are historical in 
nature and look back to describe what has happened.  
 
Inferential statistics:  
 
Inferential statistics are of more value for risk assessment activities. They take the 
historical information, and use it to make inference (assumption).  
 
Example  
 
Presume how many companies conduct retrenchment exercises following certain 
percentage increases in the fuel price. The resultant increases in costs and the other 
attendant risks described above would all contribute to this decision. You would not be 
able to contact all companies involved in these activities, but a small sample of 
information would be gathered to make inference (assumption) about the whole group 
of companies in the region or country.  
 
Other common everyday examples would include a medical doctor taking an individual 
blood sample, and on the basis of that sample would make an inference about the 
person’s blood supply. Or in insurance, where rates are determined for personal 
accident insurance based on the age, occupation, lifestyle and habits, and the hobbies 
of an individual.  
 
This type of inferential work is needed to estimate the types and magnitude of risks that 
face us in own life.  
 
1.6 Probability  
 
In analysing risk we seek means of measuring our potential for risks arising. Probability 
represents a measurement device. Probabilities measure the likelihood of events 
occurring. They might be applied to measuring the likelihood of death at a certain age, 
motor accidents, plane crashes, insolvencies, promotions or new employment.  
 
Likelihood is measured on a scale between 0 and 1. Where it is absolutely certain an 
event will occur (the sun will rise tomorrow, new technologies will be developed, or the 
certainty of death are examples) the probability figure is 1. An event with a probability 
ratio of 0,2 is less likely to occur than an event with a probability ratio of 0,95.  
 
Logical Probability  
 
When the total number of probable events is known, we can compare this with the 
number of desired events and calculate the logical probability of these events occurring. 
If the total employed population in a certain occupation in a region of the province is say 
250 000, and 1 000 are promoted each year, an individual’s probability of promotion is 
1000 in 250 000 in any given year, or 0,004. In a game of chance the probability of 
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throwing a six on the roll of a dice is one chance in six probable outcomes. The total 
number of probable events on a single throw is six (1, 2 3, 4, 5 or 6). The likelihood of 
throwing a six is 1:6 or 0, 1666.  
 
Relative Frequency 
 
One problem with measuring risk in a practical setting is that the total number of all 
possible outcomes is very often unknown.  
 
Example  
 
An example would be a football match. Before the game we will not know how many 
goals will be scored. We may have a breadth of statistics showing how many goals 
have been scored over five years of football matches throughout the world, and at which 
times in the game. We may know how many times the team scoring the first goal has 
eventually lost the match. We may even know how many teams wearing red have 
scored four or more goals in a match. But these statistics offer no probability on the 
outcome of this match. It is only after the match is over that we will know how many 
goals were scored. We will not know, however, how many goals were not scored in the 
match.  
 
It is the same with risk measurement in everyday life. We can never know beforehand 
how many risks will actually arise, or how severe they will be. We may know that for 
every 500 vehicles in a suburb, 50 have been involved in accidents on average per year 
for the last ten years. Therefore, the probability of us being involved in an accident in 
our area in the next year is 50:500 or 0,100. In other words the probability of an 
accident occurring next year is equal to the relative frequency with which accidents 
have occurred in the past.  
 
Subjective (one-sided) Probability:  
 
In certain cases there will have been no gathering of statistical data on the probability of 
risks occurring, even when events have occurred infrequently. The risks of going bald 
before the age of 30 or of losing all one’s teeth are real, and these events occur 
frequently. If an individual is worried that he may indeed lose his hair before the age of 
30, he has no statistical base on which to base the probability of this risk arising for him. 
It is difficult therefore to assess this risk and any probability ratios determined will be 
purely subjective.  
 
1.7 Psychological Aspects of Risk 
 
The measurement problem caused by the lack of past statistics is only one aspect of a 
very complex problem. Whether or not previous statistics are available, there is one 
very important aspect in the measurement of risk and that is the attitude, which different 
people have in the same situation.  
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Example  
 
Five people, with their own cars are asked to lend the vehicle to a stranger. The theory 
of relative frequency seen previously may show that the probability of the vehicle being 
involved in an accident is say 1:5 or 0.2. It is unlikely that everyone will be prepared to 
have the stranger borrow his or her vehicle. Some may be insured only for third party 
cover, whereas others, even though fully insured, will still refuse.  
 
This shows that even when probabilities are available to help us measure risk, we often 
assign our own measure of likelihood. Many factors, including our own view of financial 
aspects, physical and emotional influences and likelihood present the main 
psychological aspects of risk measurement.  
 
1.8 Recognising the risk correctly 
 
Without determining the possible consequences of a risk correctly, we will not be able to 
determine the effects of the risk arising to ourselves.  
 
The continuing rise in the price of fuel poses a risk to individuals and groups. These 
risks are financial in the main, but also physical and emotional in effect.  
 
We often get stuck in trying to assess the risk, by doing the following:  
 
Polarisation: we tend to look at the risk by stating it in either-or terms. There are many 
possible aspects to a risk, and correct assessment relies on our ability to assess as 
many aspects of individual risks as possible. The increasing costs of fuel arise from a 
number of factors – the risk is of an international, national, regional and personal one. It 
is also a political, financial and personal risk. The effects of the fuel increase affect other 
areas of commerce and industry and may cause rises in other commodities.  
 
Distortion: by not stating the risk correctly, we can bring a focus to it that may not be 
correctly aligned. The risks attached to the fuel increase are physical, we may have to 
use manual labour instead of fuel powered equipment; financial in terms of affordability 
and the impact on other commodities; emotional in terms of the stresses placed on the 
persona by the potential unaffordability of this vital provision.  
 
We must therefore ensure that we find other risk factors that may not be obvious at first 
glance.  
Determining these other contributing factors will enable us to determine the effects of a 
risk more competently.   
 
Estimating Risk:  
 
Each day the average person is required to assess risks in own life. We have already 
seen how these may arise. They may be of relatively minor nature (getting stuck in 
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traffic or being caught in the rain) to major events (death, being promoted, suffering a 
violent attack).  
 
Example  
 
Roger is a 42-year-old married man with two children. He is employed as a sales 
manager at a large retail organisation. He is unhappy at the office, owing to a number of 
changes having occurred with which he is uncomfortable.  
 
He decides he wants to open a small business of his own selling Compact Discs. He 
has a wide ranging knowledge of music and a broad interest in all types of music.  
 
He needs to determine which risks might attach to this venture, and what he must do to 
estimate their possible extent 
 
He assesses the risks attached to starting this venture and determines the ones that 
need to be measured. 
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Module 2 
 

Identify Risk in own situation 
 
Learning Outcomes 
 
By the end of this module you will be able to: 
 

 Identify the risk in own life associated with everyday life such as accidents, theft 
and money issues 

 Compare exposure to risk in important aspects of own life  
 Classify risks in terms of chance, certainty and legal obligations 
 Consider a range of risk factors and make a decision about which option carries 

the least risk 
 Understand the role of knowledge in identifying risk and the impact of a lack of 

knowledge on a situation 
 
2. Risks in everyday life 
 
We have already seen how we face risk in our daily lives. These risks arise irrespective 
of current status. Even for a couple that had a long and happy marriage, the risk of 
conflict is always there. No matter how healthy and fit we may be, we are always at risk 
of death or illness.  
 
We all are faced with following risks:  
 
• The risk of death, illness or injury.  
• Happiness, sadness and other emotional opposites.  
• Divorce and separation, new relationships  
• Accident, theft and loss  
 
Risk identification takes the view the person is exposed to risk in a variety of ways, and 
one such risk may cause loss. Risk is therefore viewed in the widest sense, and not 
limited to those risks that can be insured. Steps can be taken using established risk 
identification techniques to highlight areas in which a person is likely to suffer a loss. 
Before starting any risk control it is important to carry out a risk identification process. 
The initial steps include getting a feel for the risks.  
 
2.1 Classification of risks 
 
The risks which will affect the individual are classified in the following example:  
 
Direct risks: these include physical risks affecting our home life or work, such as fire, 
accident, fraud and war.  
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Consequential risks: hospitalisation and illness, loss of income and insolvency, 
divorce and separation as a result of a direct risk.  
 
Social risks: Moral liability, consumer pressure.  
 
Legal risks: civil liability, statutory liability, contractual liability.  
 
Political risks: government intervention, sanctions, acts of foreign governments.  
 
Financial risks: inflation, unemployment.  
 
These risks are with each of us every day.  
 
 Risks can be classified in terms of:  
 
• Chance  
• Certainty  
• Legal obligations  
 
2.2 Chance 
 
People talk of the chance of something happening at any given time. Often the word 
‘chance’ is substituted for ‘uncertainty’ when discussing risk, but it is not correct to do 
so. Chance must be used to describe a desired outcome, such as winning the Lotto, or 
of being promoted.  
 
Risk and uncertainty generally describe outcomes where the outcome would be viewed 
as undesirable, the risk of not winning the Lotto and therefore losing our money, or of 
being retrenched or demoted.  
 
We would describe the following risks as chances:  
 

 Any form of gambling.  
 Passing all our examinations with distinctions.  
 Enjoying a long and happy marriage.  
 Gaining a new and profitable account for our business.  
 Succeeding in our new business venture in a shorter time than planned for.  
 Being granted a higher percentage salary increase than the company average.  

 
There is one way in which to try to turn as many risks as we face into chances. In all of 
the above examples, planning and efficient work rate will put us in a better position to 
have the risk turn in to a potentially positive outcome. The more you study the better 
your chance you have of passing well. The more you work at making your marriage 
work the better the chance that it will.  
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In attempting to do these, you will need to research the identity of the risk factors that 
pertain to each chance.  
 
Example  
 
In marriage you will need to know how to control own emotions, what the physical and 
emotional needs of your partner are, and how to manage these to the benefit of both 
partners.  
 
In the event of a forecast of 100% probability of rain in a given area, this remains only a 
chance for most people who live in a building, which caters for the effects of a rainy 
season. It is mainly those who may be caught out in the rain without shelter who are at 
risk of the effects of the rain.  
 
However, if you plan to stay indoors, but are through unknown circumstance made to go 
out in the rain, the chance is evolved into a risk for you. In many events, chance and 
risk may be interchangeable.  
 
It is important to utilise as much statistical information as possible to identify risks in own 
life. These statistics range from demographic information (birth and death rates, for 
example) to financial and physical risk information (crime rates, average returns on 
investments, unemployment rates).  
 
In identifying risk, we must also take into account any hazards, which, if in place, would 
affect the ordinary outcome and financial or physical value of any risk attaching.  
 
Hazards can be either physical in nature, or may be impacted upon by the attitudes or 
morality of people.  
 
Physical hazards relate to the physical or tangible aspects of the risk, which are likely to 
the occurrence and severity of the risk.  
 
Aspects, which are likely to increase the likelihood of loss or its severity compared with 
an average risk, are deemed poor or unfavourable hazards. Similarly, aspects, which 
are likely to reduce the incidence of loss or the potential severity, can be regarded as 
good physical features.  
 
2.3 Property risks:  
 
Methods of construction could contain either poor or good physical features.  
 
Thatched roofing will have an adverse effect on a fire risk occurring to the property. 
Similarly substandard wiring in a house increases the usual risk of fire.  
 
Crime Classes:  
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Strong building construction, walls and roofs, and good security locks and alarm 
systems act as a good addition to a standard risk. Tracking devices on vehicles, 
planned areas and times of travel, and the regular maintenance of vehicles to ensure 
effective operation help to reduce potential negative aspects of the risk.  
 
2.4 Personal Hazard:  
 
A history of recurring illness, hazardous occupations and a poor lifestyle in terms of 
smoking, poor diet and weight problems constitute poor hazard factors. Maintaining high 
levels of fitness, eating correctly and resting adequately help to reduce, but not 
eliminate risk.  
 
2.5 Certainty:  
 
Certainty describes the absolute inevitability that an event will occur.  
 
While there are a number of events in the physical environment that will occur with 
certainty, such as the rotation of the earth and the rising and setting of these the sun, 
the risks arising from these events have an ongoing capability for surprise or loss.  
 
The only risk, which we really face at all times with certainty, is death.  
 
We need to classify risks into areas of foreseeability and certainty.  
 
If you walk down the fast lane of a busy motorway with your back to the traffic, (highly 
unlikely) there is no certain risk that you will be knocked over. Were you to be knocked 
over by a vehicle, then occurrence was foreseeable, but not certain. Foreseeable risks 
are those that have a high probability of occurrence.  
 
Risk identification is properly founded on seeking risks to which we are exposed and for 
which an outcome is foreseeable. There are a number of certain risks that affect our 
daily lives, but the extent of the financial implications may be unknown.  
 
Example  
 
We all have to pay income taxes. The risk of this is certain, but the amount may vary 
throughout a year depending on changes to the Tax regulations, or to the amount of our 
earnings. We will certainly have to pay for our mortgage, but the actual amount payable 
may fluctuate depending on the movement of lending rates, and whether we stay in the 
same property for a given period.  
 
Every time we buy something, we have to pay for it. The actual price may not be fixed, 
we may find the same item cheaper elsewhere, or it may not be in stock. The act of 
paying for items purchased is a certain risk, but the amounts or numbers purchased are 
not.  
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2.6 Legal Obligations:  
 
Legal obligations represent a cross section of risk, in that while their existence is 
certain, the chances of the actual risk occurring may not be. A number of legal 
obligations represent certain risks, such as the payment of taxes. But the outcomes may 
not be certain. We all live by a set of rules which society imposes to maintain law and 
order.  
 
Many people do not pay heed to their legal obligations. Some may be caught and 
punished, others not. Legal obligations are risks and not chances, as the potential 
outcome for the risk arising represents a result, which may not be desirable. By 
adhering to our legal obligations, we are not at risk of an undesirable outcome.  
 
Equally, though there are few positive aspects to risk. While we benefit from the 
provisions by authority from our taxes for example, the outcome to us is one of perhaps 
not seen in terms of the benefits, but as a direct cost. As can be seen from the above 
examples, most risks can be classified within the description of any one or more or all 
three of the above.  
 
Risks may be interchangeable in terms of their identity, depending on a number of 
possible outcomes. Some risks may be changes in the main, but may have a legal 
obligation and a modicum of chance attached. In order to identify correctly risk in own 
life we must remember this fact.  
 
Example  
 
Interchangeable risks are related to that of death. The actual risk of death is certain, but 
there is a chance that we may live to be ninety in a comfortable and loving environment 
without any financial worries. Certain people may not wish to live this long.  
 
In the same way as knowledge of risk is vital in assessing risk, so it is vital in identifying 
risk. We have already seen how personal choice influences our identification of risk. In 
identifying risk, different people will place different levels of importance on each. People 
who are not involved in professional sport will not place too much importance on the 
effects of a broken leg on their ability to perform their work functions.  
 
While the effects of any physical injury may be calamitous to all, in sport for example, 
different injuries reflect different levels of potential risk:  
 
• All team sports require the full use of arms, legs, eyes and fitness.  
• Individual sports such as tennis, badminton, snooker, boxing and darts also require the 
same physical attributes  
• Intellectual pastimes such as chess and bridge do not  
 
The effects of injuries on participants in these sports are different, even arising from a 
similar risk. An injury to a calf muscle would have a negative impact on players of team 
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and some individual sports but are not considered in any way influential to chess and 
bridge players.  
 
Diet and healthy lifestyles are always important, but a chess player will not feel the 
effects of smoking, for example, in the same way as a rugby player might. Risks must 
therefore be graded in terms of those that carry a high, medium or low potential for loss.  
 
Even having identified risks in these categories, different people will decide individually 
whether the risk is worth managing or taking.  
 
Depending on the emotions and beliefs of the individual, some may deliberately seek 
out the higher risks, because the potential returns are considered beneficial. Others 
may take the line of least risk, and believe that risks not taken cannot result in negative 
outcomes.  
 
We may place ourselves in a risk situation where the lack of knowledge or planning 
regarding the risk can place us at a disadvantage.  
 
Consider the following example:  
 
James and Sarah is a couple in their mid-fifties, long married and financially secure. 
Their dream has always been to move to the open country and run a small hospitality 
business. They have done a tremendous amount of research regarding the physical, 
emotional and legal risks that face them in this venture. They have done market 
research on potential customer sources, and feel they can offer exceptional levels of 
service and commitment to the project. They do not know that James is allergic to bees 
and has an allergy from pollen. Within 3 months of their commencing the business, 
James falls ill unexpectedly. He has been affected by the high amounts of pollen in the 
air in their new surroundings.  
 
The medical advice they receive is not what they expected to hear. James will never 
overcome his allergy as long as he lives in this area.  
 
They are forced to sell the business and manage to obtain a price of less than what 
their expenditure has been. At the final count, they are out of pocket to the amount of R 
200 000, with having to move back to their original suburb. They now live in a smaller 
house, and their savings have been severely depleted.  
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Module 3 
 

Evaluate risk in own situation 
 
Learning Outcomes 
 
By the end of this module you will be able to: 
 

 Classify risk as high, medium or low risk 
 Understand the importance of reliable knowledge in evaluating risk 
 Make creative suggestions about risk that show evidence of knowledge of a given 

situation 
 Compare the probability and severity of risk for two people in the same situation 
 Identify criteria in life that add to or reduce risk   
 Make a judgement about which of two people constitutes the greatest risk in a given 

situation 
 
3. Examples of risk 
Let us take the following 6 risks and investigate their classification: 
 

1. Death 
2. Hijacking  
3. Disability 
4. Illness 
5. Investment 
6. Retrenchment 

 
3.1 Evaluating risk 
 
The evaluation of risk requires that we make ourselves aware of the measurable extent 
of risks that may arise.  
 
Risks can be classified as having potential for impact that may be high, medium or low.  
 
The risks themselves always remain in these categories, but actions we take in 
controlling them may affect their classification, depending on own circumstance. 
 
 
 
 
 
 
 
  
 



114970 Learner Guide   20 

 

 
INSETA copyright 2014 

     

Risk: 
(out of 5) 

Probability 
Serious
ness 

Risk 
level 

Mitigating 
Real 
risk 

Control
lable 

Risk handling 
method 

Death 
5 

2(for 
example
) 

7 5 2 Y Life insurance 

Hijacking 
2 4 6 3 3 Y 

Short Term 
Insurance, 
Tracker 

Disability 
2 5 7 3 4 Y Insurance 

Illness 
1 3 4 3 1 Y 

Medical Aid, 
lifestyle 

Investment 

2 2 4 3 1 

Y(most 
except 
for 
market 
risk) 

Risk profiling, 
choice of 
advisor, asset 
class and 
investment 
company 

Retrenchment 

1 2 3 2 1 N 

Skill upgrade 
through 
continuing 
education, 
quality work 

 
 
Another example is the risk of contracting HIV/AIDS, which is high for persons who 
engage in unsafe sexual practices and who use drugs intravenously. Certain types of 
sports, such as boxing may increase the risk of contracting the disease by contact with 
other’s blood. Haemophiliacs, who need regular transfusions of blood, may be at risk of 
contracting the disease if the product has not been screened and tested correctly.  
 
Another major form of transmission of the disease is from mother to child during 
pregnancy, especially in sub-Saharan Africa. For all other people the risk of contracting 
the disease is low.  
 
The following risks may be classified as high, in terms of potential outcomes:  
 
• Unsafe sexual practices and intravenous drug use  
• Sporting activities such as sky diving, scuba diving, hunting, bungee jumping, 
mountaineering, water- and snow skiing, boxing, powered racing and micro-lighting and 
hang-gliding.  
• Certain occupations such as mining, underwater work, blasting, hazardous chemicals, 
activities involving wild animals, firefighting and police work, the military, espionage, 
holding political office in some countries, circuses, and stunt work.  
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• Personal lifestyle. High-risk categories include smoking, sedentary lifestyle, alcohol, 
and caffeine, rich and fatty foods, and salt and refined goods, preserved foods and lack 
of exercise.  
• Investments in areas of known high risk, or in vehicles which abnormally carry high 
rates of return  
 
Medium risk categories include:  
 
• An inability to control stress or too much exercise  
• Contact sports and those requiring a minimum level of fitness  
• Occupations involving road travel, flying, the ecology (for disease), physical effort in 
medium measures, protected exposure to gases and chemicals, the building and 
engineering trades, carpentry, butchery work and other where plant and machinery is 
used daily.  
• Where known ailments such as allergies, high blood pressure, skin and organ ailments 
are not regularly controlled.  
• Fluctuating problems with own weight, including ongoing dieting and weigh gain.  
• Criminal activity resulting in exposure to the effects of crime.  
• Low intake of alcohol, passive smoking, and general exercising on a few occasions a 
week.  
• Investing in a single vehicle of return  
 
Low Risks:  
 
• Office and administrative occupations  
• Correct dietary focus  
• Not smoking or drinking alcohol  
• Maintaining an exercise regimen suited to the physiology and age of the individual  
• Spreading financial investments across a range of vehicles, and with a number of 
different organisations.  
• The risks of contracting regionalised diseases.  
• Sports involving intellectual skills or minimal physical effort such as chess, bridge 
darts, bowls and walking.  
 
As with all aspects of risk analysis, knowledge of influences, hazards and risks is 
essential. The same types of information as we have already seen will assist us in 
correctly analysing risks in own life.  
 
Risk in own life, as we have already seen, is assessed, evaluated, identified and 
controlled in many ways by individuals depending on their character, emotions, 
upbringing and objectives in life. No two people would see the same risk in the same 
way.  
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3.2 The importance of reliable knowledge 
When gathering information to assist you in risk control, be sure that the information is 
reliable and accredited. Problems of subjectivity always arise in certain information. 
Depending on personal tastes information may be skewed or slanted in favour of the 
giver.  
 
Reliable sources of information may be professional organisations engaged in the 
gathering of statistics, for government and the population at large. Be wary of 
information gathered on behalf of a specific organisation. 
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Module 4 
 

Control Risk in own situation 
 
Learning Outcomes 
 
By the end of this module you will be able to: 
 

 Collect, collate and organise information and draw up an action plan to minimise 
or eliminate risk 

 Identify factors that can reduce, minimise or eliminate risk and consider the 
options of accepting, dealing with or transferring the risk in a given situation 

 Plan an implementation strategy to deal with current risk, side issues of risk that 
cannot be controlled and make suggestions to reduce the impact of the side 
issues 

 Offer suggestions as to how a small amount of money can be invested with the 
least risk and best chance of growing the money 

 
4.  Controlling Risk 
 
All of us try to be effective workers, friends, spouses and parents at the same time. We 
need to control the risks that attach to these activities in order to reach our full potential 
and so we need to re-examine these to make each activity as risk-controlled as 
possible.  
 
We can do this by:  
 
• Examining personal obstacles to taking control of life events  
• To determine which risks are central to our lives  
• To understand the consequences associated with these risks  
• To identify control objectives for the future  
 
What we do in life can be measured by the actual activities we undertake, and by the 
value of the beliefs and principles we attach to these activities. In attempting to control 
risk we must be aware that the solutions are determined by internal factors (something 
we can do ourselves) or external (something someone else would have to do). We often 
handicap ourselves by assuming there is nothing we can do to control risks in our lives. 
However, if we take control of life events we can do more to change the extent of the 
outcomes.  
 
There are many things that are of concern to us: our health, our relationships, problems 
at work, the economy, nuclear war and terrorism among them.  
 
These can be said to comprise our circle of concern. However there are fewer things we 
actually have some control over and can do something about in terms of risk. These 
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comprise our circle of influence.  
 
Proactive risk control requires a focus of time, energy and efforts in their circle of 
influence working on things they can do something about.  
 
Reactive people, in contrast, focus their efforts, time and energy on their circle of 
concern. They may for instance spend most of their time blaming people, worrying 
about the effects of risk or bemoaning events of the past where a negative risk has 
arisen. They often feel victimised by circumstances and end up with an even smaller 
circle of influence.  
 
This is the key to the control of risk in own life.  
 
Risks only arise in those areas that are at the core of our lives. Someone living self-
sufficient and alone in the desert has no risk arising from global economies, irrespective 
of the severity and frequency with which these risks may arise. We must seek to control 
only those risks that would have a direct effect on own life.  
 
Effective risk control is based on the following principles:  
 
• Risks are changeable and temporary.  
• Principles are permanent and enduring so they provide security needed in risk control  
• One must stand apart from life’s situations, emotions and circumstances and look at 
the balanced whole.  
• Decisions and actions taken to control risk must reflect both short-term and long-term 
considerations and implications.  
• Risk control decisions must be proactive and founded on own principles.  
• Life’s experiences must be seen as opportunities to learn, grow and to contribute.  
• No one has to be restricted by the attitudes or actions of others.  
• Risk control measures are interdependent. You can rely on them without being 
dependent on them.  
 
In order to control risk, we need to have graded them into classification of high, medium 
or low. We also need to prioritise those risks that need to be controlled in own life. Most 
of us will find that we need to control risk in the following life categories:  
 
Making money. When your personal worth is closely tied to your financial worth, you 
are at risk from anything that affects your financial worth. You may put aside family or 
other priorities in order to be a good breadwinner at the expense of personal 
relationships and family.  
 
Work. Although being a workaholic usually has negative connotations, many of us 
admire people who are highly productive and successful in their work. Work is a 
significant source of identity and self-esteem. Controlling this risk includes not 
sacrificing of personal relationships, time with the family or even personal health in 
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order to be productive. Do not be so focused on your work that you are unsuccessful in 
other areas. Have no guilt in relaxing.  
 
Spouse. Although it seems natural and proper to be focused on your spouse, there is a 
risk that having your spouse as your centre may produce an unhealthy emotional 
dependence on the relationship. What happens if your spouse dies, treats you poorly or 
leaves you? Disagreement or not meeting expectations may negatively affect the 
relationship. Your power to control risks here may be limited by weaknesses that may 
exist in your spouse or your spouse’s perceptions of you.  
 
Family. Self-esteem fluctuates with your family’s approval and acceptance of you. If 
your family’s reputation suffers, you have a risk of feeling responsible; your reputation 
may suffer too. Do not limit your actions to family models and traditions. They may be 
dysfunctional, unhealthy or simply too narrow for all of life’s risks.  
 
Status, prestige and possessions. Your security may come from your status, 
reputation or possessions, but these are not guaranteed to always exist or be stable. 
Don’t compare what you have to others and what they possess.  
 
Pleasure. You are at risk that your sense of self depends on what feels good. This 
sense may be short lived or dependent on your environment. Your power to act to 
control negative risks will be almost negligible since you focus only on what gives 
pleasure.  
 
Friends. Do not be over dependent on the opinions and approval of others. Do not wait 
to act until others have acted. Sometimes to control a risk you may need to do 
something that is socially inappropriate.  
 
Enemies. Never centre on revenge because someone has hurt or embarrassed you. 
The risk is that your own security is dependent on the movements of the ‘enemy’. Do 
not worry about what they are doing. Seek self-justification and validation from within.  
 
Religion. The world does not just consist of believers and non-believers. The world is 
not one of absolutes; it is more grey than black and white.  
 
Self. The control of risk in own life is as much a mental as a physical activity. But be 
aware that looking out for number one replaces interdependency with others.  
 
4.1 Managing risk 
One of the most effective ways of managing risk in own life is through the medium of 
insurance cover. Risks to our everyday lives can never be eradicated. Many of the risks 
that attach to our daily lives can be significantly reduced however, by having in place 
the risk transfer mechanism of insurance. Many of the physical and financial risks we 
have seen can be catered for by ensuring against them.  
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4.2 Strategies for controlling risk 
 
All individuals need to develop the competencies to evaluate a current risk plan, identify 
any gaps and develop a plan that will protect you and your family if you are affected by 
an unforeseen event. 
 
In controlling risk, one has a choice of the following: 
• Bear the risk  
• Reduce the risk 
• Remove the risk  
• Transfer the risk  
 
4.3 The concept of insurance 
Insurance products enable you to transfer the risk and offer protection in any personal 
risk management plan. 
 
Transferring the risk can be via long or short term insurance products. The difference 
can be summarised as follows: 
 
• Short term insurance focuses on the replacement value of objects (e.g., a motor 
vehicle) in the event of a loss (indemnity insurance), with personal accident and 
sickness also covered (currently under legal scrutiny).  
• Long term insurance focuses on the life events, such as death or retirement of a 
person (non-indemnity insurance) 
 
4.3.1 Short term insurance 
First, let’s ensure that we fully understand the concept of short term insurance: 
 
Personal indemnity insurance (or short term insurance as it is more commonly known), 
is insurance which covers the actual loss that the policy holder has suffered.  It is 
insurance for uncertain events, the timing of which is uncertain. 
 
Short term insurance describes a number of different categories of cover, such as:  
• Commercial insurance (on commercial or industrial properties, for instance)  
• Personal insurance (on private property or assets), or 
• Corporate insurance (in respect of multinational assets or interests). 
 
4.3.2 Long term insurance 
In the insurance world you will often hear that there are two major risks that people 
encounter: 
 
• Dying too soon or  
• Living too long.   
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Should you die, most people would like to have peace of mind that they are not going to 
leave their dependants in dire financial straits, or leave debt behind for others to clean 
up.   
 
People are living longer, and their retirement funding has to last longer.  Unfortunately 
few retirees have adequate funding to retire independently.   
 
Long term insurance allows you to have peace of mind that in the following 
circumstances, your financial security and that of your dependants is protected: 
 
• Death cover 
• Disability cover 
• Dread disease cover 
• Income protection 
• Funeral expenses 
• Retirement savings 
• Investment savings 
• Health and illness/disease expenses 
 
4.4 Investments 
It is an important priority for an individual to grow what he/she has. However there are 
critical factors that should be taken into account so that an investor can invest with the 
least risk and best chance of growing the money. 
 
Critical factors in compiling investment plans include: 
• Risk profile 
• Age of client 
• Time available for investing 
• Inflation 
• Interest rates 
• Client goals 
• External market circumstances 
• Client personality 
• Need for liquidity 
• Need for income 
 
It is good practice to let a personal financial adviser take the client through the planning 
process and identify his particular risks and needs. Thereafter the financial adviser can 
recommend the most suitable product to meet the client’s needs and risk profile. 
 
Diversification 
Although each client will have different investment needs and therefore a different 
investment strategy, in order to minimise risk, it is advisable to maintain a diversified 
investment mix of blue-chip stocks, bonds, property trusts and money market funds. 
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