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Legal & Political Risk Management 

1. Give short answers for the following questions:

i. What is legal risk?
The meaning of legal risk may be described as, for an organisation, business or company in the failing to recognise its legal responsibilities, to function within the law set out by the government, to respect contractual arrangements, and to acknowledge and be efficient in the dealing of legal risks, or to an reach agreement for compensation with a contractor in the event of nonpayment. 

ii. Name some sources of legal risk. 
There are many sources of legal risk and a number of them are mentioned below. Legal risk (Spacey, 2015) is the possibility for a business to be subjected to loss due to breaking governing laws or as a result of legal action. 
· Regulatory Risk
· The risk of amendments being made to regulations which leads to further outlay for a business regarding costs for new compliance rules.
· Compliance Risk
· An organisation may have to make payments or be penalised due to not complying with laws and directives set out by the government. 
· Contract Risk
· The possibility of having a business partner, buyer or service provider defaulting on their contractual obligations resulting in loss. In addition, contract risk can be the result of a business failing to adhere to the terms of a contract causing the business to face legal action or fines.  
· Non-contractual Rights 
· The possibility for a third entity to intrude on its non-contractual obligations. 

· Non-contractual Obligations
· The possibility for a business to encroach on a third entity’s rights such as a brand name and patents causing the business to be subjected to fines and legal costs.  
· Dispute Risk
· The prospect of a business being faced with legal action due to its activities such as legal disputes regarding trademarks, copyright infringement and the selling of faulty goods. 
· Reputational Risk
· A business may face a decline in its reputation due to bad publicity resulting from legal actions and disputes. In addition due to the business having its reputation damaged, investors, consumers and the businesses own workforce may leave further reducing the reputation of the business. 

iii. What is political risk? 
The practice of using political influence (Wagner, 2000) is a source of political risk in global business. The use of political influence can decide whether the leadership of a country that a business is based in, threatens the businesses value. An example of this is when a major political incident happens within the host country a business resides in, this might present a minor risk for a large company although minor policy changes such as tariffs or a change in tax laws set by the host country may affect the business dramatically due to the loss of revenue and profits. It is the responsibility of the businesses risk manager or Chief Financial Officer (CFO) to establish whether the host countries government presents a threat to the business. 

A division needs to be made clear on the types of political risk that may affect a business; there are firm-specific risks and country-specific risks (also called micro political and macro political risk respectively). Firm-specific risks are focused on the business itself, such as the host countries government demanding that a business pays the right amount of tax or they will cancel the businesses contract and right to work in the country, or a business that deals with animal by-products such as leather or fur being targeted by animal rights activists and having to shut down their operations. These are firm-specific risks. 
The difference with country-specific political risks are not aimed specifically at a business and are considered country wide risks that affect everyone and may possibly affect a business’s operations. A typical example of this type of risk would be a civil war within the country. 

Businesses may be able to decrease the possibility and the effect of firm-specific risks by utilising robust negotiations regarding contracts or employing a security company to provide site security to help prevent attacks from nefarious groups. Regarding country-specific political risks, the only way for a business to avoid this type of risk to not operate in the country altogether. 

There is also another distinction to be made concerning political risk; these are government risk and instability risk. Government risks are those that are used by the countries leadership and these can be legal or unlawful. An example of this is the raising of taxes for foreign businesses operating within the country or corrupt police personnel operating an extortion racket and being allowed to get away with it. These types of actions are considered as government risks. In addition various government risks and in particular those that are firm-specific, usually comprise of a vague combination or legal and illegal components. With regards to instability risk, this type of risk usually arises from internal power struggles as these conflicts are a result from groups vying for control of the government. 

The table below highlights the difference between firm-specific risk and country-level risk.
	
	Government Risks
	Instability Risks

	Firm-Specific Risks
	· Regulations that single out businesses 
· Breaching of contractual agreements 
· Governments abusing their authority in an unlawful manner
	· Damage to a business’s property or operations 
· Abductions
· Boycotts against specific businesses 

	Country-Level Risks
	· Changes regarding regulations 
· Nationalisation of the country’s infrastructure 
· Government restrictions on currency exchanges 
	· Large scale strikes regarding the workforce
· Intrastate wars
· Mass rioting 



iv. Outline some benefits of legal risk management.
The majority of businesses (Blomgren-Hansen, 2017) adhere to some form of legal risk management on a daily basis, either through their internal legal specialists or by the way of an external law firm. For a business, it is easy to lose track of legal issues and risks that they may pose a threat due to demanding schedules and deadlines that need to be adhered to.  

Legal risk management is used to unearth multiple risks that may pose a threat to a business, be it current or probable that may develop into something severe that could have a major impact and cause serious issues. 

The aim of the legal risk management process is to chart the legal risks that a business may encounter. This process will provide information on how risks act together, resulting in an accumulation of risks that may prove disastrous for a business. This buildup of risk is at times described as the snowball effect. 
A business that implements procedures for a legal risk management plan will gain a forward-thinking strategy on how to deal with risk. In addition, legal risk management will ensure:
· A business gains a better understanding of the exposure to risk they may encounter.
· Both the management and the businesses labor force have an awareness of the risk strategy. 
· Identifies conflicts regarding risk that is not compatible with the aims of the business. 
· Highlights an acceptable cost-to-risk benefit percentage regarding the risks a business may consider undertaking. 
· Gives a more detailed analysis of proposed contracts with foreign or domestic businesses. 
· Reduces the risk of damage to a business’s reputation. 
· Guarantees improved contractual, governing and legislative observance. 

v. What is copy right? How can it be a source of risk for a business? 
Copyright is a law (What is a Copyright, n.d.) that gives a person the rights of possession of ideas or items they have created. An example of this is such things as literary productions, artwork, photographs or brand names such as the Coca Cola or Pepsi logo, works of art and music. If a person has created something, copyright law gives the person the rights of ownership of their creation. In addition, copyright law allows the person with several rights such as:
· The right to duplicate work.
· The right to distribute copies of their work.
· To implement their work. 
· The right to use pre-existing works. 
· The right to exhibit their works in the public domain. 

The above are a person rights regarding copyright law with regards to their creations. Regarding copyright law, nobody can reproduce, perform of circulate items or ideas legally unless the person who has created them gives consent to do so. 

In addition if someone is looking to use somebody else’s work or material that has been copyrighted and not in the public domain (if it is in the public domain this means that the copyright has ended) and free to use, the person in question would need to ask permission from the owner to do so. If somebody did use someone’s work without their consent, they could find themselves being subject to legal action. 

To summarise copyright law, it is about giving rights to a person who has put in time and effort to create something and copyright law makes that person the legal owner. In addition, the creator of this work can do as they please with their creation and can be seen in the same context as owning property or a vehicle. 

For a business, sharing information between members of the company, other organisations, media sites, contractors or business partners etc. (Miles McNamee, 2015) happens on an everyday basis and it is very easy for a business to share other peoples creative ideas without giving thought to copyright law, and in today’s society countless producers, writers and creators protect their work. A business that does not realise it is using someone else’s creative work that’s protected by copyright law could find themselves in trouble legally. 

A business needs to ensure its staff from top level management all the way down to its labor force understands copyright law. A business needs to ask itself these questions in order not to put itself at the risk of copyright infringement:
· What is the content of employee’s emails, material and related articles and who are they passing this information to?
Employees give scant regard to copyright law whilst passing articles, emails and other material around. In addition, employees share information which is for the businesses eyes only, this could result in the dismissal of employees for sharing company information or quite possibly result in the leakage of information to other businesses and giving them an edge.
· What content is the business sending and submitting to outside groups? 
For a business to pass around protected material that is under the protection of copyright law, this could land the sender in trouble if they have not asked permission to do so and it is a bad idea to pass this onto someone else outside of the business such as government departments, business partners, customers and clients, although this might seem a good idea at the time this type of action can put a business at serious risk. 
· Could your conference material have hidden costs? 
For meetings, a business needs to ensure that any articles that are handed out or video presentations are not subject to copyright law if they are; the business needs to ensure that they have the permission from the creator of the material that the business is using. 
· Is the business paying for services that are freely available in the public domain?
A business needs to ensure that they are not paying for information that is freely available publicly, and needs to keep check on who is procuring information and what for. In addition, if a business has some form of account where information can be purchased, this needs to be cascaded down onto all levels of the business. If a business does not have an account for buying information, a one-time use registration fee may be a better option. 
· Is the business copyright compliant? 
A business needs a policy that covers the use of third-party copyrighted works. If a business does not have this, they need to purchase one as soon as possible. In addition, staff within the business needs to understand the effects and legal implications of copyright infringement, as they will be less likely to put the business at risk.

vi. What is the difference between micro political and macro political risks?
· Macro-Political Risks
This type of risk may affect the majority of businesses within a country. These types of risk are a result from wide scale threats such as intrastate war between groups wanting control of the country, political violence from organisations against the ruling government and military coups. In addition, the above risks may result in the government appropriating a business’s possessions without recompense. These types of risks can be seen as a more extreme form of risk, and the most common form of risk for a business operating within a country is from the possibility of conditions that are unfavorable to its operations, this may lead a business to have doubts over their financial security, performance and well-being within the country. Large scale economic recession results in less demand for luxury items, high taxation, high inflation, soaring crime levels and mass workers strikes are instances that affect all businesses. 

Examples of macro-political risks:
Economic decline, loss of market share, high inflation, civil war, military takeovers, government incompetence, and large scale strikes, high taxes, lower profit margins, government corruption, changes in government policies, terrorism and the threat of kidnapping.

· Micro-Political Risks
Micro-political risks are considered to be risks on a smaller scale and only affect certain businesses, organisations or projects. These types of risk may occur due to increased taxation for businesses, a change in local regulations or demonstrations committed against certain businesses due to what they are producing. An example of this is anti-fracking groups (Jacobs, 2017) causing disruption across North America. 

Examples of micro-political risk: 
Demonstrations or violence against specific businesses, taxes against specific businesses, loss of profits due to high taxation, loss of skill and expertise due to staff turnover, lack of research and development, rival competition, loss or lack of suppliers of raw materials. 

To summarise the difference between macro-political risk and micro-political risk (Surbhi, 2015) is that macro-political risk affects all businesses within a country whilst micro-political risk only affects specific businesses. In addition, a business that operates in a macro-political environment has generally no control of what happens due to variables such as armed insurrections, civil wars, changes in government policies, mass labor strikes and county-wide economic downturn. On the other hand a business that is subjected to micro-political events maybe be able to control various factors that are having an adverse effect on the business. 

vii. What is the difference between simple and specialty contracts? 
Contracts (Difference between, 2014) are usually made verbally or in writing. More often than not contracts are written down as all participants concerned want some form of proof of what was agreed. In addition, if any of the parties breach their side of the contract, the other party(s) can use this written agreement as evidence in a court of law. Certain contracts a required by law to be written, these types of contracts are usually for the sale of land or property or to provide some form of assurance.

With English law there are two types of written contracts, one is a simple contract and the other is a specialty contract also known as a deed (Sealed contract, n.d.) or formal contract. 

The majority of contracts that are written will be simple contracts although certain written agreements will be specialty contracts. Specialty contracts (deeds) are used because there is a requirement by law and this type of contract has several benefits.  

The differences between the two types of contract are:
· A simple contract can be made verbally whilst a specialty contract must be written down.
· Regarding contracts that are deeds, there can be no ambiguity and it must be made clear the contract is a deed. Certain words will be used such as the word deed above the signatures of the parties concerned. This will identify the document as a deed.
· Regarding simple contracts, the parties concerned have to give consideration for it to be binding. Each party will have to provide the other party with payment. This payment does not have to be money but can be anything of value. Specialty contracts do not necessitate the parties concerned to give consideration to each other for it to be binding. 
· A specialty contract requires added formalities such as a signature(s) for it to be enforceable. In addition, any signatures made by a person, organisation, business or some form of legal body will need to be witnessed.  
· Simple contracts have a legal restriction time of six years; this means a claimant needs to make a claim for a breach of contract within six years of such an infringement. Specialty contracts have a time period of twelve years. 

2. Discuss in detail the essentials of a valid contract. 
A contract (Johnson, n.d.) is a lawful agreement that binds two or more parties in order to meet a commitment in exchange for something of worth. In addition, a contract can be in writing, verbal or a mixture of both. 

The reason why people or groups of people enter into a contract is to guarantee their interests are safeguarded by law and all parties meet their contractual requirements. If one of the parties fails to meet their contractual obligations, there will be specific solutions available for all parties. These solutions are known as remedies. 

Regarding the contracts themselves if all parties agree, it is good practice to have a contract written down, so if any of the parties come to a disagreement regarding the terms and conditions or anything in the contract that can be seen as ambiguous, the matter can be dealt within a court of law. The court will resolve the situation by examining the contract and determining what the terms and conditions entailed and ascertain the party’s intent.  

For a contract to be valid it must contain four crucial components, these are agreement, capacity, consideration and intention.

Agreement
An agreement is made when an offer is given by one of the parties to the other party and that offer is then agreed upon. An offer can be seen as a statement of terms by the person giving the offer. An offer is separate from an invitation to indulge, as it only invites a party to make an offer. An invitation is not intended to be bound by any contractual agreements. An example of this is when advertising agencies list the prices of merchandise; these can be seen as invitations to indulge and are not offers. If they were offers, the advertising agencies would have to give each person who accepted the offer with the merchandise, even if there were no items left in stock.

Capacity
All parties concerned must have the capacity to comprehend the terms and conditions laid out in the contract. In addition, parties must give their consent freely regarding the contract and cannot be forced, or be under the influence or enter a contract fraudulently or by falsification. 

There are certain types of people who cannot enter into a contract as can be seen below: 
· Anybody under the age of eighteen years old, unless the contract is for essentials such as foodstuffs or clothes or an education such as contracts of employment or traineeships. 
· People who have mental health problems or suffering from the effects of narcotics or alcohol. These conditions may make the transaction void if they have an effect on one of the parties signing the contract. In addition, if someone has a lack of judgment due to the above, it will be up to that person to determine if they decide to reverse the contract. 

Consideration
All parties are required to swap something of value for a contract to be binding. This is called consideration, and this does have to be reasonable or for the advantage of the other person. For example, if a party sells their car for nothing that would be deemed as unreasonable and there is no consideration, but if a party sells their car for £1 there is valid consideration for the sale. Below are examples of insufficient consideration: 
· An item that has sentimental value such as a family heirloom. 
· Everything that is deemed illegal. 
· A party that has a duty to perform public services or to provide services cannot enter another contract if it impedes on their existing contract. 

Intention 
All parties must have the intention of entering a contract legally. Regarding businesses, it is generally assumed that parties concerned have entered into a lawful and binding contract. With regards to societal contracts, no thought would be given for a contract to be legally binding, for example a group of friends meeting at a certain time for a night out, this would not represent a binding and legal contract. 

Regarding the legal and binding elements of a contract, is up to all parties concerned to make sure that each party has entered a contract that is lawfully binding. 

3. How are the political risk factors assessed and how are the risks prioritized?  

Assessing Risk Factors
Businesses try to keep away from spending their time, money and resources into countries or regions (Gale, 2008) where they might encounter economic turmoil or political strife such as civil wars, terrorism and military coups, as they may see a decrease in their returns or their profits may be lost completely. 

Businesses that invest in foreign countries are generally allocating finances to commission legal representatives and auditors to carry out studies and evaluations on their potential investments in foreign regions. Although it might prove wiser for businesses to assess the political factors within a region before making an investment in that particular area. 

Political risk concerns have been given more attention by businesses wanting to invest in foreign areas, in particular the regions in Asia due to widespread terrorism. In addition, the majority of risks that are assessed on a political basis are trivial and biased. More often than not, the assessment of risk is very informal and usually done by a couple of short visits to a region where a company is looking to invest or by reading local newspapers or by studying a general report on the area written by a risk consultancy firm. Top level management within the company will then form a decision based on information presented and may be possibly swayed by someone from the area who is well versed on bringing commercial and political deals together. It is rare for reports and presentations made by in-house or by outside experts to be read thoroughly, as these findings would make a company more aware of current or past issues that may affect their investments. Another rarity is the use of monitoring systems that have been place that are used to detect and identify changes in the societal or political environment which may possibly affect a business’s operations. 

For a business, the analysis of risks that may affect their operations needs be to be in-depth and carried out from the start, as this will help deter situations in which decisions are given based on choices already taken by the business. When a projected investment reaches a specific stage, very few senior managers want to respond and take notice of assessments that give an unbiased view of the region they are operating in. This is because all parties concerned do not want to hear about risks, as it can have an impact on the financial gain (not to mention money, time, resources and effort wasted) for everyone and cause embarrassment for the company wanting to go ahead with the investment. 

Each business has a different tolerance and appetite towards risk they are prepared to accept. In addition, they also differ with regards to be able to find and allocate managers that have the relevant in-country experience regarding the political and social outlook of a region which the business will be operating in, and there are various approaches that can help a business reduce their risk profile in a foreign region. Several approaches can be taken and the more common ones are listed below:
· Participate in honest and competitive tendering processes and avoid back door deals, as a business that participates in this kind of arrangement may be accused of bribery by government officials. This could leave a business open to all forms of risk from reputational damage to the lack of cooperation from local officials. 
· Conduct research on the political contacts and associates on local business partners. Having a close relationship with the current government may be advantageous at present time but if the government changes and key personal are removed from power, this could result in dire consequences for a business.  
· For a business operating in another country it needs to adhere to the country’s laws. In addition, a business needs to contribute to the host countries economy by employing local labor and paying taxes. 
· Encourage and establish networks with government officials outside the area the business operates in. These networks may prove beneficial in the event of an emergency. 
· Engage in dialogue with not only government officials, as they may not be a good indicator of everybody’s views but also journalists, environmental groups and local entities such as town council,  as a business that keeps a low profile may appear guarded and could gain a reputation as being untrustworthy. 
· A business should steer clear of gaining support from their own government if the host countries local government decides to renege on their agreements. This can backfire on a business and in particular if it is done publicly. 

Risk Prioritisation 
A blunder many businesses make (Minsky, 2016) is underestimating the value of a standardised risk prioritisation program. It is pointless plunging into risk identification and assessments without having some form of risk matrix, as this can result in unproductive risk mitigation, missed risks and repeated work across the business. 

Understanding Risk Versus Uncertainty 
For a business, recognising risk versus uncertainty is a crucial element. They are similar although the word uncertainty has a wider range. It is the absence of knowledge regarding the result of a certain event and occurs for every business. The role of the risk managers department is to identify and assess those uncertainties and decide which risks are probable and which will have a greater impact on the business. When an uncertainty is on the verge of reaching a specific threshold and start causing problems, the business will accept it is a risk and find ways of dealing with it. 

Enterprise risk management is a procedure for calculating and planning for risks that a business may encounter. A risk managers department needs to identify and assess all risks that may or may not affect the business and a framework of classification should be used. A risk matrix will help risk managers classify and prioritise risk across all departments. In addition, the risk matrix should be easy to read and understand for all parties involved. 

How Standardised Assessments Support Risk Prioritisation
When evaluating risks that have been identified, a scale should be used that provides the viewer with as much detail as possible in an easy to read and understand manner.

Below is an example of a risk matrix.

	Probability
	
	Effect

	
	
	Insignificant
	Minor
	Moderate
	Serious
	Catastrophic

	
	Certain
	
	
	
	
	

	
	Likely 
	
	
	
	
	

	
	Possible 
	
	
	
	
	

	
	Unlikely 
	
	
	
	
	

	
	Rare 
	
	
	
	
	




This example is a simple template for a risk matrix and helps a business determine the prioritisation of risks. The type of risk is inserted into one of the boxes depending on the seriousness and the probability of the risk event happening. This gives a risk manager an idea on how quickly the risk needs to be dealt with. As can be seen, a risk that is highlighted as red is something that needs to be dealt with straight away whilst a risk that is put in a green box is a risk that is not as serious and can be dealt with at a later date. 

A risk matrix can come in any shape or form, but needs be easy to understand and must give the user an idea of risk prioritisation as this will help with the distribution of assets to tackle risks. 
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