
Risk: 

A Risk can be defined as an unrealized future loss arising from present action or inaction. 

Risk can have a favorable and unfavorable impact on the company’s objectives. 

The insurance company can minimize the risk but cannot 100% eliminate the risk. 

Types of Risk: 

Internal Business Risk: 

This type of risk arises when management is inefficient in business. 

External Business Risk: 

This risk arises due to the external environment in the business. 

Financial Risk: 

This risk arises because of the improper composition of the operations. 

Operational Risk: 

This risk occurs due to any type of operational failure like management failure, system failure, 

human errors. 

Insurance Company: 

Insurance is a contract, represented by a policy, in which individually receive financial 

protection or reimbursement against losses from the insurance company or insurance is a 

means of protection against financial loss. 

Purpose of insurance: 

 The purpose of insurance is to reduce your business, exposure to the effects of 

particular risks. These could include: 

 illness or death of key members of staff 

 Compensation claims against the business or its directors by employees or customers 

 The business interruption caused by external events such as terrorism 

 Volatility and cash flow pressures following an incident 

Almost all businesses buy insurance but the type and amount recovered will vary according 

to particular risks your business is exposed to and how much risk you are willing to 

personally bear. 

 



Risks which are present in the insurance Company: 

Following factors which have an impact on insurance company: 

Political Factors: 

Government interference in the economy has a huge impact on insurance companies. This may 

include government policies, political stability or instability in overseas markets, foreign trade 

policy and tax policy and so on. If the government changes policies or there is instability in the 

economy than it will affect the insurance company.so this factor is very important for any 

organization/company. 

Policy Risk: 

When the government will change then new policies introduced by the new government and 

this situation will affect the insurance company. 

Economic Factors: 

Economics factors have a significant impact on the insurance company. Factors include 

economic growth, interest rate. Currency risk, commodity price risk, inflation and so on. 

Currency Risk: 

Currency risk and foreign exchange risk arises from the possibility of movements in foreign 

exchange rates and the value of one currency in relation to another. 

Interest rate risk: 

Interest rate risk is the risk of unexpected gains or losses arising as a consequence 

of a rise or fall in interest rates. 

Inflation risk: 

An insurance company might be exposed to risk from unexpected rise or fall in the price of a 

commodity. For example, when inflation will increase then rates and proceeds of the insurance 

company will automatically be affected. 

Financial Factors: 

Credit Risk: 

Credit risk is the possibility of losses due to non-payment or late payment by customers. The 

exposure of a company to credit risks depends on factors such as: 



Risk 

Hazard Probability 

 Credit vetting and assessment procedure 

 The company credit policy 

 The credit risk quality of customers; some types of customers are a greater credit risk 

than others. 

Legal factors: 

Legal factors include health and safety, equal opportunities, customer rights and laws, product 

labeling and product safety. 

Legal risk arises from the possibility of legal action being taken against the insurance company. 

Like if there is any change in law then it will affect the company. 

Regulatory Risk: 

 Regulatory risk arises from the possibility that regulations will affect the way an insurance 

company has to operate. Regulations might apply to businesses generally or specific industries. 

How would you deal with these risks? 

The insurance company uses a methodology called risk assessment to calculate the premium 

rate for the policyholder. Dealing with risks of the insurance company is dependent on two 

components. 

Assessing Risks: 

 

 

 

 

 

 

Hazard: 

“The impact of the risk on the insurance company.” The higher the hazard or impact of the risk 

the more severe it is, for example, high cash flow and regulatory authorities. 

Probability: 

“The likelihood of the risk actually occurring.” The chances of occurrence % 



The risk of the insurance company with a significant impact and a high likelihood of occurrence 

need more urgent attention than the risk of the insurance company with a low likelihood of 

occurrence. The approach can provide a framework for prioritizing risk in the insurance 

company. 

Approaches to risks in an insurance company:  

Risk Capacity: 

The amount of risk that the insurance company can bear. For example, the size of the insurance 

company, Revenue of insurance company and profit, gross ratio, net profit. 

Risk attitude: 

The overall character of the insurance company in terms of the insurance company being 

averse or risk-seeking. 

Legal factor (customer claim) 

Impact high                                                      likelihood of high 

The insurance company has a case in court the damages paid to Mr. X (high amount of 

damages) the hazard is high in this situation and insurance company advocate saying the 

likelihood is also high to lose the case. Then the insurance company will give preference to this 

situation. 

Impact low                                             likelihood of high 

In the majority of the insurance company, the leaving and joining process is very quick for the 

employee so, in this case, likelihood is high but the impact is low for an insurance company.  

Impact low                                           likelihood of low 

A customer Mr. Y of insurance company sue the company for damages the impact is a low and 

legal advisor is very confident to win the case so in this case impact is low and likelihood is also 

low. 

Political factor (change in government policy) 

Impact high                                                                      likelihood of low 

Government policy has a very high impact on the insurance company but the likelihood is low. 

If the government will change the policies for the insurance company for example (changes in 

the interest rate and Tax policy) then their impact will be very high. 

 



Insurance Company Prioritizing: 

1. In the first case, there is a high impact and the likelihood to lose the case is also high so 

the insurance company will prefer this situation first. 

2. When impact Is high and likelihood is low then it will be second preferences for an 

insurance company. 

3. When the impact is low and the likelihood is high then it will be the third preference for 

the insurance company. 

4. If there is a low impact as well as there is also a low likelihood then this will be the last 

option for insurance companies to prefer this situation. 

Risk mitigation procedure: 

If the insurance company wants to become a leader of the market then it must take a risk. If 

any organization will not take a risk there will be too risky. 

TARA or SARA is a risk mitigation strategy for any organization/insurance company. 

 Risk Transference: 

In some circumstances, risk can be transferred wholly or in part to a third party, so that if an 

adverse event occurs, the third party suffers all or most of the loss. A common example of risk 

transfer is insurance. Businesses arrange a wide range of insurance policies for protection 

against possible losses. This strategy is also sometimes referred to as sharing. 

Risk sharing: 

An insurance company might transfer its exposures to strategic risk by sharing the risk with a 

joint venture partner. 

 Risk Avoidance: 

An insurance company might choose to avoid risk altogether. However, since risks are 

unavoidable in business ventures, they can be avoided only by not investing. The same applies 

to not-for-profit organizations: risk is unavoidable in the activities they undertake. 

 Risk Reduction/Mitigation: 

A third strategy is to reduce the risk, either by limiting exposure in a particular area or 

attempting to decrease the adverse effects should that risk actually crystallize. 

According to TARA, the risk of insurance company previously identify can manage in the 

following ways:  



If the impact of risk in insurance companies is high and the likelihood is also high then 

avoidance is better for insurance companies. For example (damages of Mr. X impact is high and 

likelihood is also high). 

If the impact of risk in the insurance company is low and the likelihood is also low then the 

company must accept this option. For example, the case of Mr. Y as mention above both impact 

and probability of risk is low. 

If the impact of risk in the insurance company is high and the likelihood of risk is low then the 

insurance company will transfer the risk to the third party. According to the above mention 

case of government policies, the insurance company can transfer risk through a joint venture.  

If the impact of risk in an insurance company is low but their likelihood is high then insurance 

companies will reduce the risk. The insurance company must be updated timely leaving and 

joining process to overcome this risk. 

In the end, being a manager of the insurance company, I will conclude that risk is a dynamic 

nature and the company must update the risk every time. We also consider that the company is 

a risk seeker or risk-averse. 
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