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1I. 	(a) “Equity” – in accounting and finance, equity is the difference between the value of the assets/interest and the cost of the liabilities of something owned.  An example would be, if an individual owns a motorcycle worth R15, 000.00 (ZAR), but owes R10, 000.00 (ZAR) on the motorcycle, the motorcycle represents R5, 000.00 (ZAR) equity.  Equity can also be negative if the liability exceeds the assets.

	For the purposes of liquidation during bankruptcy, ownership equity is the portion of a business’ equity which remains for the owners after all the liabilities have been paid and all their creditors have been reimbursed. 

(b)  “Commodity Risk” – commodity risk (or commodity price risk) is the threat that a change in the price of a production input will adversely impact a producer who uses that input.  Commodity production inputs can include such things as raw materials (cotton, corn, wheat, oil, sugar, steel, crude oil, etc.).  Factors that can affect commodity prices include political and regulatory changes, season variations, and weather, technology and market conditions.


II.	The difference between “Micro Political Risk” and Macro Political Risk” is as follows:

“Micro Political Risk” – this is a type of political risk that refers to political actions in a host country that can adversely affect selected foreign operations.  Micro risk can commence from events that may or may not be in the reigning government’s control for example:  diplomatic tension with Country C has caused the citizens of Country D to vandalise all Country C based companies located in Country D.  In such an example, only operations from Country C were faced with adverse situations (threats), while operations from other countries were not.

“Macro Political Risk” – this is where the political actions in a host country can adversely affect all foreign operations.  Macro risk can emanate from events that may or may not be in the reigning government’s control. In such a case, any company that is engaging in foreign direct investment in a country that is on the edge of switching to an anti-foreigner slanted government, would be facing huge macro risk, because the government is highly likely to expropriate any and all foreign operations, regardless of the type of industry.

There are many organisations that provide reports and information on the degree of political risk that a country may possess and companies may also have the opportunity to purchase political risk insurance in order to mitigate potential losses.


III.	“Credit Risk” – is the risk of loss of principle or loss of financial reward emanating from a borrower’s failure to repay a loan or otherwise meet a contractual obligation.  A credit risk arises whenever a borrower is expecting to use future cash flows to pay a current debt.  Investors are compensated for assuming credit risk by way of interest payments from the borrower or issuer of a debt obligation.

	The higher the perceived credit risk, the higher the rate of interest that investors will demand for lending their capital.  Credit risk is worked out based on the borrower’s overall ability to repay the loan.  This calculation would include the borrower’s collateral assets, revenue-generating ability and taxing authority.

	The main categories of credit risk are as follows:

· Retail Lending – retail mortgages, credit cards and overdraft facilities, other secured retail lending, etc.

· Corporate Lending – commercial mortgages, small and medium enterprise unsecured lending; wholesale (non-SME) unsecured lending including syndicated loans.

· Deposit Counterparties

· Bonds – government bonds, sovereign bonds, corporate bonds, etc.

· Over-the-counter (OTC) Counterparty Default

· Securities Lending Counterparty Default Risk

· Tenant Default Money Market Counterparties

· Derivative Exchanges and other Clearing House Counterparty Default Risk

· Trade Debtors

· Indemnity Commissions

· Miscellaneous Credit 

· Accruals or amounts pre-paid for services


IV.      The main categories of social risk are:

· Language barriers, which affect international trade.

· The aging population of the specialized trades (artisans).  In South Africa, the average of the qualified building/construction artisan is ±65 years old.

· The rising levels of obesity, especially amongst teenagers and the potential influence of the workforce.

· The loss of market share, due to not addressing the grey market needs.

· Poorly educated and unexperienced recruits, particularly with regards to language skills.  In a country like South Africa, we have 16 official languages, which makes it difficult for individuals to communicate in industry and in general.

· The value of the home improvement market and ways in which it responds to interest rates.


V.	The benefits/advantages of technology risk management in business are numerous.  Such as:

· It highlights the threats which exist to current business practices from new business-to-customer relationships.

· It highlights the loss of market share caused by a competitor’s improved product design.

· It ensures that developments in technology within a manufacturing process are reviewed on a continuous basis, to allow for advancing technology to improve productivity.

· It improves the quality of information for decision making purposes.  This information will allow business leaders/entrepreneurs to further advance their processes and products faster than their competitors.

· It encourages a proactive approach to managing technology projects and highlights the risks to investment in technology. 


VI.	
	Operational Risk
	
	Theft and fraud

	
	
	Bribery

	
	
	Health and safety issues

	
	
	Money laundering

	Credit Risk
	
	Business related loans

	
	
	Indemnity commission

	Market Risk
	
	Change in foreign exchange rates


	

2.	Financial risks are among the highest-priority types of risk for any business and is caused by market movements due to a number of factors.  Financial risk is made up of three categories, being market risk, credit risk and liquidity risk.

	“Market Risk” – this is where a company may be exposed to probable loss due to variations in market prices or rates.  The form and level of market risk exposure varies from one industry to another and even from one company to another within the same industry.

	Market risk factors could include commodity or equity prices, foreign exchange rates and interest rates.

	For example:  an energy company is exposed to energy price charges, if a change in the input price of crude oil is not matched by a change in the output price of the petroleum.  Another example would be the cost increase of steel reinforcing on a construction project, after the contract has been tendered for and a contractor’s price accepted – with the construction project only commencing some three months later.  The “Haylett formula” is used in the construction industry to counteract these potential price increases, however sometimes in developing countries, the increase is so severe, that there is an immediate financial loss experienced by the contractor from the outset.

	“Credit Risk” – this occurs when positive cash flows are anticipated in the future.  If the company expects to receive a payment for work done and the debtor defaults in his/her payment, then this would cause a loss as the company would have to replace the lost income. In short, credit risk is defined as financial loss caused by default by the counterparty or borrower.  This experienced default may not always signify legal bankruptcy of a company, it may simply mean a failure for the company to meet contractual obligations on time due to its inability to do so.

	“Liquidity Risk” – liquidity is where a business has the ability to meet expected and unexpected need for cash.  Liquidity risk is the risk that a company will not be able to do so and the business will not have the ability to make cash payments when it requires.  This situation does not make the company bankrupt, as liquidity risks can also occur when a company has more assets than liabilities and it is unable to turn the assets into cash fast enough (financial institutions such as banks often find themselves in this position).


3.	When business embraces environmental issues, it provides for opportunities to improve success.  When introducing an environmental policy or system (such as ISO 14001), a business may attract customers, investors and employees.  The business cost associated with production, can be reduced through recycling, resource efficiency and increased demand.

	The level of success achieved by a business that introduces an environmental policy/programme will depend on its appeal to customers, current or planned competitor activities, cost benefit analysis of implementing such a programme and it’s understanding of current legislation.  The benefits for a business to undertake environmental risk management are as follows: 

· Reduces exposure to prosecution and the business will get less attention from the regulatory bodies.

· Provides for increase market share, where clients prefer to support businesses with good environmental practices.

· The business can contemplate and plan for potential adverse environmental incidents.

· It allows businesses to think about business continuity issues stemming from possible climate change events.

· It provides for business creativity to develop and promote products and services in relation to the environment, sustainability, renewable energy and preserving natural resources.

Case Study

1. David’s hairdressing salon is faced with a number of operational risk issues.


2. Yes, there are definitely environmental issues involved.  The potential for used hazardous chemical substances (hair products) being constantly washed down the basin and into the local municipal water systems.  This could have a major environmental impact on local water systems.


3. David’s hairdressing salon is faced with the following operational risks:

a. Potential labour problems (competency levels of hairdressers) due to the number of employees he employs.

b. Health and safety risk – slipping/tripping hazards, electrocution hazards due to wet surfaces and use of electrical equipment (hairdryers, etc.) and health hazards (occupational dermatitis) due to the employees skin being continuously subjected to a combination of water/shampoo and hair products (potential hazardous chemical substances).

c. Environmental risks – the ongoing flushing of the potential hazardous chemicals (hair products) down the municipal water systems.


4. If David had to implement a simple and effective environmental policy and programme, he would benefit in the following ways:

· David could think and plan for adverse environmental incidents that may be caused by the flushing of the hazardous chemical substances down the drain and into the municipal water systems.

· David could look at unique environmental friendly products to stock in his hairdressing salon to reduce health and safety issues (potential dermatitis) and protecting the wider environment as detailed in point one above.

· David could implement a dry programme (immediate mop up of wet areas) to avoid slipping/tripping and electrocution hazards.

· David would avoid attention from prosecuting authorities (such as the HSE) and could also reduce exposure to prosecution.

· [bookmark: _GoBack]David may increase his customer base, as customers become more aware of their environment and support his hairdressing salon due to his environmental policies.  He may also attract environmentally conscious employees who want to reduce his/their potential environmental impact.
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