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Abstract

This article negotiates the gap between executive and traditional risk managers when it comes to
decision-making. We can see that standards such as PMI and ISO 31000 define the risk as effective
uncertainty on objectives, but still deal with risk assessment and response as a practice activity
governed by scoring and reporting, rather than strategic insights.

On the other side, the executive evaluates the risk according to the strategic impact, and to gain
the executive's cooperation, we present the risk management in their language.

Ultimately, the article highlights the advantages of transforming the concept of uncertainty into an
actionable strategic vision.

Introduction

Theoretically, risk management is presented as a sequential, integrated process of planning,
identifying, analyzing, and responding.

However, in practice, it is often reduced to a routine reporting process rather than an effective
decision-making tool.

To recognize the reasons for that, we need to revisit the main risk management fundamentals.
1- What Is Risk—Really?

The Project Management Institute (PMI) defines risk as: “Risk is an uncertain event or condition
that, if it occurs, has a positive or negative effect on one or more objectives.”

According to ISO 31000 (2018), risk is the “effect of uncertainty on objectives. “An effect is a
positive or negative deviation from what is expected.

While both definitions are accurate, they become insufficient when applied to executive decision
environments, but they give a narrow conception of risk when it comes to reality, where the
executive level cannot deal with uncertainty; they can only handle and understand the defined
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risks. This perspective transforms everything about risk management, from simply recording
events and filling models to a comprehensive understanding of the risk impact upon the strategy,
assessing the risk, and planning the proper response for each risk, considering that risk is not the
event itself, but what the event means for your objectives.

By considering some principles during the following process, we may solve that problem.

2- Risk Identification: The step from unknown- unknown to known-unknown

The first and most essential step after risk management scope and objective are agreed upon (PMI,
P. M. Institute. (2024). Risk Management in Portfolios, Programs, and Projects: A Practice
Guide), is to actively identify potential risks-both threats and opportunities-early enough to allow
for an effective response. Risk identification involves more than simply listing possible worst-case
scenarios or opportunities; the potential risk owner should also be identified during this process.

The Key Principles:

o The acceptability of risk largely depends on the organizations and stakeholders’
individual risk perception tolerance, which is influenced by their experience, perception,
and exposure to similar situations, as well as the strategic impact.

o Risk identification should be structured, forward-looking, and inclusive of:

Threats: Events that could harm objectives (e.g., cost overruns, data breaches).
Opportunities: Events that could enhance value (e.g., early project delivery, new
markets).

» Risk identification should take place at all organizational levels and departments, not just
within the executive suite or on major projects.

o For accurate and practical risk identification, it is preferable to classify risks (External
and Internal) and categorize them (Strategic, Operational, Financial, Compliance,
Reputational, and Environmental).

3- Risk Analysis: Beyond Probability and Impact

After the identification of the risk, we are now moving toward the next operation of assessment
(Risk Analysis).

For a risk expert, that means using a proper method, generating a final, accurate heat map to start
the next process (Risk Response), but to put that response strategy in reality, we need the
executive(s) approval, and actually, we might face a gap mostly because the risk analysis focuses
on the probability of the risk and its impact to determine the Risk scoring.

This results in a quite accurate structure, but it misses the clarity for the executive or stakeholder
to be fully aware of the risk and the appropriate type of response.
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When was the last time an executive made a decision based on a “0.6 probability”?
Exactly.

Executives don’t decide based on scores; they decide based on their consideration of:

» What could impact strategic priorities
* What requires immediate attention
» What trade-offs must be made

Without this, risk is not translated into executive language, but it loses its power and turns into
reporting... not to insight.

3- Risk Response: Action or Illusion? Risk Response Planning

Although most risk professionals can generate a Risk response plan, they still face some obstacles
when executing the plan, not because of the specific characteristics of each risk. But for evaluating
the basis of prioritization in coincidence with stakeholders' and executives’ approval and
perceptions.

Another gap is in the terminology used to describe risk response strategies, which varies across
standards and publications, even though the underlying concepts remain largely consistent and still
ambiguous for risk-unfamiliar executives.
Risk response is often documented as:

e Avoid, Mitigate, Transfer, Accept, and Escalate (Only in PMI)
In reality, many responses:

e Are not linked to decision-making

o Lack of clear ownership at the right level

e Do not change the outcome significantly
An effective risk response must be:

e Decision-driven — What action will leadership take?

e Outcome-oriented — What will change as a result?

o Aligned with authority — Who can actually act?

Otherwise, response plans remain theoretical.
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Paul Hopkin introduces in his book “Fundamentals of Risk Management 4™ Edition “other
terminologies for risk response as represented in the Orange Book, described as 4Ts, where the
4Ts is short for (Tolerate, Treat, Transfer, and Terminate).

The table below describes the 4Ts Risk Response:

Tolerate / Accept | When risk assessment determines that a risk is of score.

Treat / Mitigate The purpose of using the treatment is to take the appropriate procedures to
control the risk to a manageable and acceptable level by minimizing the
probability of occurrence or the risk impact.

Transfer It has the same terminology that used to be used as it is obvious for the
Insurance/contract | executives whether by Insurance or fixed price contract.

Terminate Applied proactively for those risks will only be treatable, by terminating the cause
Avoid/eliminate of occurrence, like risks emerging from new ideas

The above terminology might receive the boardroom attention, as Paul Hopkin creates a relation
between the risk response and the risk score and indicates it on the risk matrix as shown below:

A

Transfer
the risk to another party

Terminate
the activity generating the risk

Tolerate

the risk and its likely impact SR b iediee ety

Treat
impact or exposure

P S PP

Likelihood

Example — Expansion into an Unstable Market

Scenario,
A company plans to expand operations into a politically unstable country with high revenue
potential, uncertain regulations, currency volatility, and supply-chain disruption risk.
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Estimated opportunity:

e Annual profit potential: $25M

Potential downside:

e Operational shutdown
e Asset seizure

e Currency losses

e Reputational impact

Executive Risk Response Matrix (4Ts)

Practical Executive Residual || Strategic .
Response Action Cost Risk Impact Executive Message
Enter market with We accept elevated
. Fast market|jexposure to capture
Tolerate |lcurrent structure and |Low High
! . entry early market
monitor conditions »
advantage.
Add compliance “We reduce operational
Treat contr(?ls, diversify Medium Medium Balancgd anq ﬁnanplal‘vglatlllty
suppliers, hedge expansion |while maintaining
currency growth.”
Use political-risk Shared ﬁ\r?;enz}il;ftaﬂilr;: fatlhe
Transfer |[insurance and local |Medium Medium £
. exposure (lexposure to external
partnerships e
parties.
. Cancel expansion  ||Opportunity No We avoid geopolitical
Terminate| . Very Low exposure but lose
entirely loss exposure L,
market opportunity.

Why This Matrix Works Better for Executives

Executives usually think in terms of growth, cost, exposure, resilience, and strategic positioning.
Not in isolated “risk treatment terminology.”

So instead of saying: “Recommended response: Treat.”

You say: “We recommend a partial treatment strategy combined with transfer to preserve 80%
opportunity, as it reduces financial exposure to an acceptable level for the board.”
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4- The Missing Link: From Process to Insight.

The real Issue is not a lack of tools; it is a lack of translation between operational risk management
and executive decision-making, considering that risk management is not about filling registers,
assigning scores, or categorizing responses. It is about answering a critical question: What do we
need to understand and decide now?

Executive-Level Observation

But executives actually decide based on:
e strategic gain,
o financial tolerance,
e operational continuity,

e and organizational resilience.

So, the real power of the 4Ts is not the classification itself —it is the ability to compare strategic
choices under uncertainty.

That is why a matrix format is often far more effective in boardrooms than traditional risk registers.

Final Thought

Executives don’t ignore risk reports because they are careless; they ignore them because the
reports don’t speak their language.

This Article is based on my Featured Paper on Executive Risk Perspective and reflects the need
to bridge the gap between governance frameworks and real-world decision environments.
https://pmworldjournal.com/article/closing-the-risk-communication-gap
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