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The Risk Assessment Landscape Map

A Method for Evaluating and Managing the
Risks of a Business

Too often, managers focus solely on the probability of a risk or problem happening and
ignore far more important factors such as the cost of failure and the ability to actively
manage each risk, as more is learned. To properly manage a business, risks must be
evaluated and monitored constantly. Steps can usually be taken to adjust the three main
risk-factors before and during any project. The
three main factors that should be evaluated and
tracked are: 1) The cost of a failure, 2) The
probability of a failure and most importantly, 3)
The controllability, or ability to manage, the risk.
Each of these factors must be taken into account
to properly manage any risk at the beginning of
any project and each time major new pieces of
information become available that impact those
risks. Because human beings tend to be able to
think in only three physical dimensions, in

addition to time, it is important to clearly

communicate to people who only spend a small

Breaking Through an Invisible Barrier --

That Is Caused By The Speed Of Sound, . . .
Cost Many Lives Even Though It Could Not Be fraction of the time you do on a subject, by clearly

Seen Or Felt Until 760MPH Was Achieved.

showing complex concepts on two dimensional
paper or slides. Sometimes a very complex concepts can be broken down into several
layers, or several two dimensional graphs, so that each accurately addresses two or three

of the possible five or six dimensional problem. This allows people to both grasp and
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focus on certain issues. I have developed the following risk-assessment diagram
specifically for this purpose. Used in conjunction with a Market Landscape Map, it can
be a very powerful tool to evaluate a market-entry strategy, a new business opportunity or
even a business as a whole. I have used it to evaluate venture capital investments and
would never make one personally without going through this exercise today. What is
important, although sometimes it is sometimes hard to do, is to develop it in the context
of a very specific set of assumptions. For example, you must do this for a specific
product or service against a single vertical or niche-market, not against several, as the

risks will almost always be vastly different from niche to niche or market to market.

Someone once said ""Success is generated by the ability
to fail faster than the competition'. Any business is a
learning experience and having the inherent ability to
iterate through failures quickly, at low cost, and then
tune your business, based on new knowledge is critical.
Some people viewed Edison's 1,000 attempts to invent
the light bulb as 1,000 failures. However, Edison, one
of the most successful inventors of all time, viewed it as
1,000 successful experiments that eliminated
possibilities on the road to one success.

Frequently, identifying and managing risk is the major way in which a company can
avoid disasters and achieve success. Larger risks, can generate larger rewards, and can be
taken when those risks are very manageable or when the cost of failure is not too high.
Larger risks can also be taken when these unknown factors will be revealed more
quickly and the task can be abandoned earlier and at a low cost, based on certain risk
milestones. Typically young companies can alter course easily, while larger more

established companies often have too much momentum and overhead to be agile.
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Therefore, large companies need to look out in time further, and change course much
sooner, effectively meaning they can not take the kinds of risks that smaller companies
can. The diagram here is a great tool for accessing risks and watching them closely. It
can be easily updated over time and will help people both understand and focus on the
three major dimensions of risk, not just the probability of failure because taking risks
should not be viewed as just a binary yes or no decision. Expected milestones, or
deflection points, can sometimes help limit the risk and allow you to take larger risks

without necessarily incurring the full cost of failure.

In the case above, E orton (center) is checking his altitude indicator at about 10,000 feet and
dropping at a termi elocity of about 120 MPH. The risk taken here is literally death (somewhat
high), but the risk management done by expert training
drove the probability of failure very, very low. So it was lots of fun!

In other words, manage these risks closely as you learn more and make changes when
new information becomes available. For this exercise to be useful, it must be done in the

context of a set of specific assumptions that include both the current state of affairs and
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certain goals. For example, this chart can be used to assess each niche or vertical market
that could be entered leveraging a particular new technology. However, the ability to
identify these risks and to rate their probable failure costs and potential for success is an
exercise that requires a lot of business experience and a good understanding of the
market-space. Virtually everything has some probability of failure, and being blinded by
pure self-confidence and passion, and drowning any feelings of risk is dangerous, so err
on the side of listing every risk initially; whether costly or uncontrollable. You must
brutally confront the facts and ignore all bravado and self-confidence when doing this
exercise. Anything that is not 100% in your control is a potential risk. I do not
recommend you rate every generic risk that every business has in a given situation, such
as overall competitive risk (from everyone and anyone), raising capital, and losing key
employees. These are known risks that everyone faces and must be managed every day,
but are generally less controllable. However, competitive responses from specific,

formidable competitors should be shown to help evaluate

and tune the business model, product or other factors.

Risk Is the Possibility
Of Suffering A Loss but Tracking every generic risk will probably fog up your

it is NOT a binary thing. landscape map and take the focus off the important risks
you can manage more closely and can have an impact on

through business model changes.

I recommend that every business undertake this exercise to evaluate any new
investment or business opportunity. It should take only a couple of hours for a senior
management team to complete this task and can be the difference between success and
failure, as it provides the opportunity to tune your business. It is also a powerful tool to
evaluate and communicate the risks of an entire business venture for any investment. If
all the risks are down in the lower left quadrant, this is probably a great investment
(assuming the economics of the business will work), but if there are multiple risks that

are in the top right quadrant then the business can fail no matter what management does.
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However, this process can often lead to changes in a business model that "design out"
these risks and drive them down and to the left on the chart. This exercise in business

design can greatly increase your chances of success long before an investment begins.

Diagram - Risk Assessment Landscape Map
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C Level Help

Instructions for using this Risk Assessment Map chart. The four steps to risk

assessment and management:

1) Make a complete list of all risks specific to your situation (the

situation must be well defined and bounded)
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2) Place a probability of failure on each risk from 5% to 99% in this
list (this will determine the relative size of the risk bubble you will
draw). This is best achieved through true brainstorming all the
possible risks listed initially. Then narrow the list to the biggest six
to twelve risks to draw the risk map.

3) For each risk, select a location on the map, based on the relative cost
of failure (vertical) and its controllability by you (horizontal axis)
and place a risk bubble on the chart of the appropriate (relative)
size. You can put absolute dollars on the vertical, axis but I do not
find it really matters that much.

3) Now_vou can ask smart

Putting a Hammer In Your questions about how you

Hand Does Not Make You a could change the situation,
Fine Carpenter. So Use This

Tool and Others With The Right

Knowledge and Experience
Involved In The Process! these risks down and to the

or your business model,

product or design, to pull

left to increase their

controllability, reduce their probability of happening and/or reduce

the cost or timeline for failure. Real "out-of-the-box" thinking is

required here and so an outside consultant can be very helpful and even

going off site can stimulate more creativity.

Like many good documents, this should be a living and breathing
thing that is updated as circumstances change and more is learned. A
bi-annual look at this is advisable, or whenever circumstances

change.
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Like so many things, this exercise is useless without the right expertise and many
years of appropriate experience in the room. This is a subjective exercise that must
be based on real-world experience and in-depth knowledge of your business and
market. Ideally all five key business disciplines should be represented. This might
be five people or just three, but it is not likely to be one or even two people. You also
need to have the right research and information on the market or problem available, and it
must be very well understood by your team. If you think there are fewer than half a
dozen risks then you probably need to go back and do some more work, as not many
businesses will have that small a list of risks. After deciding to move forward you can
assign each significant risk to a specific team-member to watch and manage and then

revisit them as needed, or whenever new information becomes available.
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