Annex D: Risk Management Matrix
[Information: This annex includes a) the risk management matrix template, and b) guidance on how to fill out the template]
[Instruction: Once filled out, the highlighted text should be deleted.]
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1. Contextual risks
	Risk Factor
	Likelihood
	Impact
	Risk response
	Residual risk
	Background to assessment

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	



2. Programmatic risks 
	Risk Factor
	Likelihood
	Impact
	Risk response
	Residual risk
	Background to assessment

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	



3. Institutional risks
	Risk Factor
	Likelihood
	Impact
	Risk response
	Residual risk
	Background to assessment

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	




[bookmark: _Hlk214821773]Guidance: Risk assessment matrix

This document provides guidance for filling out the risk assessment matrix. The annex is a mandatory part of project documentation for all projects, whether they are part of a programme or stand-alone projects. The partner’s format or existing risk analysis can substitute the above matrix as long as it covers the below types of risks. The MFA institutional risks should always be analysed and documented by the responsible MFA unit.   

The risk assessment must be carried out prior to the appraisal of the programme/stand-alone project (This annex should not be confused with the self- assessment of risks that is annexed to the Identification Note prior to formulation (for projects between DKK 20-100 million)). It should build on the following practices:
1. Use the three main categories of risks the MFA’s Aid Management Guidelines operate with:
· Contextual risks concern general risks and fragility factors. They relate to the broader political, economic, societal, environmental/climate and security factors. This category covers the range of potential adverse outcomes that may arise in a particular context, including the risk of harm beyond the immediate context or the country’s borders. Contextual risks are defined by the particular setting, but they may include governance weaknesses, competition for resources, natural hazards, and pre-existing socio-political tensions. 
· Programmatic risks include two kinds of risk: (1) the potential for the project to fail to achieve objectives; and (2) the potential for the project to cause harm to humans or to the external environment. Risk factors for such failure may include inadequate understanding of the context or assessment of what needs to be done, management and operational failures, and failures of planning and co-ordination. Risk may also increase when using new or innovative approaches. 
· Institutional risks are risks from the perspective of the donor (that may also affect the implementing partner). They consider the ways in which an organisation and its staff or stakeholders may be adversely affected by the intervention. These risks can include a) operational security risks (e.g., safety of staff), b) operational risks linked to performance of the donor or partners (e.g., lack of senior management attention, delays in approvals or provision of funds, weak follow-up on reports), c) financial and fiduciary risk and d) political and reputational risk (e.g., appropriateness of aid support is questioned in the country or aid appears to support violent/corrupt groups).

2. Assess the likelihood and impact of identified risks and develop risk response measures.
Residual risk describes remaining risk after risk response is implemented. 

	Likelihood
	Definition
	Impact
	Definition

	Rare
	May occur in exceptional circumstances
	Insignificant
	Minimal damage or disruption

	Unlikely
	Could occur at some time
	Minor
	Some damage or disruption

	Likely
	Will probably occur in most circumstances
	Major
	Serious damage or disruption

	Almost certain
	Expected to occur in most circumstances
	Significant
	Massive damage or disruption




Examples of programmatic risks
	Risk Factor
	Likelihood
	Impact
	Risk response
	Residual risks
	Background to assessment

	Water sector: The frequency of corruption increases in the sector after decentralization. 
	Likely
	Major
	Min. of Water to intensify supervision at District level. Programme unit to monitor use of funds and build capacity at local level. Consider joint-donor value for money studies.
	Long-term risks reduced substantial due to monitoring and capacity development activities.

Short term risks still exist, though reduced due to regular monitoring.
	Districts’ capacity and quality of governance will only increase gradually. Procurement processes and implementation may suffer. Possibilities of short-term preventive measures are limited.  

	NGO funding facility: The space available to civil society for activism and advocacy is substantially reduced
	Likely
	Major
	Closer coordination among donors and intensified joint pressure on the authorities to respect the rights of the civil society; 
	Risk marginally lower, but risks are still likely and major. 
Independent of the high-risk level, it is decided to continue support due to importance of issue. 
	Present political trends are worrying; shrinking CSO space would seriously reduce scope for impact. Limited possibility for donors to influence the development since reduction of CSO support would be counterproductive.



Example of institutional risk

	Risk Factor
	Likelihood
	Impact
	Risk response
	Residual risks
	Background to assessment

	Implementing partner and donor associated with major corruption scandal related to one of the partners to the project.
	Likely
	Minor
	Threat of suspension of funding during investigation; explanation to DK constituency of importance of working with national system; possibly introduction of further controls.
	Reputational risks substantially reduced as plans are in place for prompt reaction and for information activities should corruption occur.
	The bulk of our support is close to fully integrated in the national systems, known to be imperfect. Impact may be more or less serious depending on duration of suspension and need for extra control measures. 


Further guidance available under Aid Management Guidelines, Tools, at Guidelines for Risk Management [under revision].
