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	1.i. “Risk Analysis” is the initial step in the Risk Management six-stage process and it deals with the analysis of a business to gain an understanding of the following:

· The business’s full background in general terms.
· A specific business activity, process or project to be studied for risk management.

It is important that this stage determines timely and accurate data to work with/from going forward in the Risk Management process. Factors that will have a bearing on the accurate data are the scope, depth, reliance and correctness in terms of providing appropriate insights for creating an effective tool with substance.  Business representative support for this stage is also critical to ensure its success criteria are met.

Collecting the correct data will be determined by the focus of the study requirements – i.e.:

· A single business activity or project
· A single department’s on-going or planned activities within a business
· A proposed merger or acquisition
· A new production facility
· A new product launch, or
· Health checks of existing risk management procedures
· Health checks of a single investment proposal, business case model or quantitative project risk model.

1.ii. The outputs of the “risk analysis” stage will be met when it fulfils the following sub-goals of the main process goal of analysis:

· The business objectives have been defined;
· The organogram of the business structure has been constructed;
· The existing internal controls have been established and evaluated;
· The business process map has been examined;
· The primary business functions have been studied;
· The existing risk register has been reviewed;
· The business risk appetite has been established;
· The prevailing corporate Risk Management Plan (RMP) has been studied (along with the concerns of the audit committee);
· All the departments of the business concern have been included;
· Consultation has been completed with all non-executive directors and that they have also been included in the risk identification process;
· Senior department representatives taking part in the risk analysis stage bring their own particular area of expertise to the process and that they have been made aware of both the business risk exposure and past lessons learnt.

1.iii. The following are the constraints (process controls) to a business risk analysis:

· The Business Risk Management culture could be a problem where the business culture does not support the risk analysis process.
· Resources which are required for the risk analysis process may constrain the risk identification in terms of time.

When time is limited and risk management activities are fast-tracked, there is a strong likelihood that the quality of the risk analysis output will be reduced.

The risk management study itself may constrain the risk identification process if:

· There is no clear focus for the study;
· The activities are too ambitious for the timescale;
· The people required for the interviews and workshops are not given enough notice period;
· The purpose / aim of the study, the timetable of the events and their expected involvement is not explained thoroughly;
· The facilitator is no suitably experienced / competent;
· The facilitator and / or attendees are not adequately prepared;
· The process, terminology and the outcomes of risk management are not known to the various participants;
· The timetable for the risk analysis is conveniently suitable to the key participants;
· The attendees bring along other personnel, without the sponsor’s permission;  
· The Risk Management Plan (RMP) can also constrain the process if roles and responsibilities are unclear, business objectives are not documented and sent to all the participants.

1.iv. Various aspects of a business’s financial position and performance can be identified using financial ratios.  Financial ratios assist in checking the financial health of a business and can be utilised by management in a variety of decision making activities such as profit planning, pricing, managing working capital, financial structure and dividend policy.  Financial risk ratios are widely used by management for planning, strategic management decisions and evaluation purposes.  The following are the broad types of financial ratios – profitability ratio; efficiency ratio; liquidity ratio; gearing ratio and investment ratio.

An example of where a financial ratio could be of assistance to top management is “liquidity ratio” – where there is a risk relating to the inability of the business to repay amounts owing in the short term (to creditors).

1.v. “SWOT” is the acronym which stands for “Strengths, Weaknesses, Opportunities and Threats”.  It is a risk analysis tool that can be used to review businesses as a whole or any other issues including a strategic alternative, an opportunity for an acquisition, a possible partnership, a new product, a business proposal or potential outsourcing activity.  It is basically a subjective evaluation of data, that aids understanding, presentation, debate and decision-making.  The SWOT template is normally a grid made-up of four sections as follows:

· An analysis of the company (internal features)
· A market analysis (internal and external features)
· A product, portfolio and matrix analysis (internal and external features)
· An analysis of the general environment (external features)

1.vi. “PEST” analysis stands for “Political, Economic, Social and Technological” factors and is used as a risk analysis tool to measure and evaluate the market for a business or company.  This type of analysis is used to measure the macro-environment over which the business has no control.

In order to survive, businesses are constantly reacting to changes in the environment in which they operate and you will find that pro-active businesses continuously try to anticipate these changes to their environment by watching trends through practices such as market research.  These companies are often prepared with plans to capitalize on new opportunities which present themselves in times of chaos.  On the other hand, re-active (or unprepared) companies have to decide what to do once change has occurred and because they have been taken by surprise, they generally tend to be faced with one crisis after another.  

1.vii. The “Marketing Plan” of a business is a detailed description of the marketing mix and guidelines for implementing the company’s marketing programs and is defined by the four “P’s” being, product, price, promotion and place.

As rivalry between competitors determines a company’s position, it is critical to analyse one’s competition, with the elements of the analysis being:

· Existing positioning or strategy
· SWOT analysis
· Probable strategy changes
· Financial strength
· Operational strength
· Resource strength
· Research and development strength

As markets become more complex and unpredictable, competitors are getting to understand their competition far more readily due to speedier technology and information flows.  In order to survive in this fast and ever changing business world, companies must react increasing quickly to take advantage of their competitor’s information and the marketing plan must be flexible and fluid enough to deal with every eventuality.

2. “Risk Analysis” of a business is critically important to ensure that the shareholders/owners and potential investors have a good understanding of the business’s viability for investor confidence.  The outputs of a “Business Risk Analysis” should cover the following important elements of a business:

· Identification of both internal and external threats that stand in the way of achieving planned results.  These threats can be classified into three broad categories, being: “general business risk” (that are faced by all companies); “industry-specific risks” (that are risked faced by all companies within the same industry); “company-specific risks” (which are risks faced by the company itself).  Within this framework, specific potential risks within each category should be identified and addressed.  The major challenges are those risks which may negatively affect the company’s financial condition, forecasted financial results and liquidity.

In order to undertake a thorough “Business Risk Analysis”, it is important that an in-depth understanding of a company’s operations and the context of its operations is known and that a high level process map be created of the company’s activities and associated risks to aid a structured approach to risk  identification.  A structured “Business Risk Analysis” process should produce  the following outcomes:

· An identification and record the business objectives or the business objectives subset;
· A thorough examination of the business plan;
· An understanding of the industry (which includes the business parties, market context and regulatory framework);
· A projected financial statement/s;
· The required resource needs;
· A business process/es;
· A change management plan;
· A thorough marketing plan;
· System/ s for compliance recovery;
· Any process activities including internal controls introduced by the Audit Committee and a review of the existing risk management process.

In implementing the initial stage in the risk management process, the “Risk Analysis” process is vitally important to ensure that one achieves quality results, in order to interrogate the sources of risk, identify the critical participants in the identification process and to identify the subject areas that should be inspected closer.

Case Study

1. The CRO (Chief Risk Officer) would have performed an initial desktop “PEST” analysis to analyse the potential market decline or growth for this new company.  “PEST” stands for “Political, Economic, Social and Technological” risk factors.

These factors would have been used to identify most of the external environmental influences that the new global energy company would potentially face in Central Asia.  These influences are part of the macro environment over which this new global energy company would have no control.

2. The new energy company should use the results of the CRO’s desktop “PEST” analysis as a starting point in creating a more in-depth plan of action to gather more decisive risk information in the Central Asian marketplace.

To physically do this, the new energy company should put together a competent project team or business group who would then identify external influences and gain the consensus of senior management.  This project team or business group could be made up of their own internal representatives and possibly local Central Asian contacts who understand the marketplace.

Once this has been finalised, a thorough “Risk Analysis” could be then be performed to assist senior management and shareholders in providing critical decision making information – i.e.:  Should the new global energy company enter the Central Asian market or not?

3. I believe that any foreign company entering a new marketplace, should always conduct a thorough “Risk Analysis” and then should compare these results with how they have built and operated their business in their own country.

[bookmark: _GoBack]There will always be a very sharp focus on foreign companies entering a particular country, especially by the local competition and it is likely that such local competition would call the new global energy company up on all wrong doings (market failings) and thus providing grounds for a bad reputation from the outset.

I would recommend that the new global energy market tread cautiously in the new territory and rather merge with or acquire a local, similar business to allow for a smooth transition into the Central Asian marketplace. 
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