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Marking Criteria:
 We expect the learners to write minimum one well expressed point in three lines against each allocated mark. This means one needs to write 15 lines with 5 well expressed points to get high grades for a 5 marks question.

For high grades use examples and illustrations where appropriate. 
	Q 1. Give short answers to the following questions: 

I. What is a legal risk? 

    Answer:

For a business, legal risk may be defined as failing to: understand its legal obligations, operate within the law, have evidence to prove that it operates within the law, honour contractual agreements, recognize and effectively manage legal threats or agree on remedies for  compensation with a supplier in the event of default.
Legal risk is the potential for losses due to regulatory or legal action. There are several major types of legal risk:
1. Regulatory Risk
A risk of changes to regulations that result in new compliance costs.
2. Compliance Risk
The potential for fines and penalties for an organization that fails to comply with laws and regulations.
3. Contract Risk
The potential for a partner, customer or supplier to fail to meet the terms of a contract resulting in losses. Contract risk can also result from your failure to meet the terms of a contract resulting in penalties or legal disputes.
4. Non-contractual Rights

The potential for a third party to infringe on its non-contractual obligations to us. For example, a competitor who infringes on our patents.
5. Non Contractual Obligations

The potential for you to infringe on a third party's rights such as trademarks or patents resulting in legal costs and penalties.
6. Dispute Risk
The potential for a legal dispute to arise as a result of your business activities. 
7. Reputational Risk
The potential a decline in reputation due to legal actions. For example, if regulators charge a company for breaking the law the company may lose customers, employees and investors due to damage to its reputation.
II. Name some sources of legal risk. 

Answer:
The sources of risk embraced within the term legal risk are considerable and include, but are not limited

to:

· Losing legal disputes because of inadequate record keeping;

· Infringing environmental legislation;

· Inaccurate information in terms of misstatements, material omissions, or misleading opinions;

· Breach of copyright;

· Senior management time or business being lost through drawn-out legal disputes;

· Prosecution for law infringements;

· Legal disputes with overseas trading partners arising from issues like misunderstandings due to difference between local and overseas law; and

· Damage to corporate reputation from a prosecution or a dispute with a customer, partner or supplier.
III. What is a political risk? 

 Answer:
Political risk is the risk an investment's returns could suffer as a result of political changes or instability in a country. Instability affecting investment returns could stem from a change in government, legislative bodies, other foreign policy makers or military control. Political risk is also known as "geopolitical risk," and becomes more of a factor as the time horizon of an investment gets longer.


Political risk is the uncertainty that stems in whole or in part from the exercise of power by

governmental actors and the actions of non-governmental groups (Zonis and Wilkin 2001). This

definition applies to both domestic and international markets, although it more often applies to overseas markets, mainly in developing countries. Political risk can also develop from national and local government inaction or direct actionof both, national and local governments.
Aside from business factors arising from the marketplace, businesses are also impacted by political decisions. There are a variety of decisions governments make that can affect individual businesses, industries and the overall economy. These include taxes, spending, regulation, currency valuation, trade tariffs, labor laws such as the minimum wage, and environmental regulations. The laws, even if just proposed, can have an impact. Regulations can be set at all levels of government, including federal, state and local, as well as in other countries.

Some of the political risks may be found in a company's filings with the Securities and Exchange Commission (SEC) or a prospectus if it is a mutual fund.

For an example, Wal-Mart Stores Inc. outlined certain political risks it faces in its fiscal 2015 10-K filing with the SEC under its operating risk section. In its risks associated with suppliers, Wal-Mart mentioned potential political and economic instability in the countries that foreign suppliers operate, labor problems, and foreign trade policies and tariffs that could be imposed.

In its regulatory, compliance, reputational and other risks section, the company outlines risk associated with legislative, judicial, regulatory and political/economic risks. Risk factors mentioned include political instability, legal and regulatory constraints, local product safety and environmental laws, tax regulations, local labor laws, trade policies and currency regulations. Wal-Mart mentioned Brazil specifically, and the complexity of its federal, state and local laws.

IV. Outline some benefits of legal risk management. 

Answer:

Benefits of Legal Risk Management
Businesses benefit from legal risk management by:
· Encouraging a more detailed review of contracts entered into, both overseas and locally.

· Reducing management and external support time involved in legal disputes.

· Ensuring greater contractual, regulatory, and statutory compliance; and

· Reducing the risk of reputational damage.
· Reduce the possibility of failure to meet the terms of contract resulting in penalties.

· Safety of infringes on its non-contractual obligation to our business
· Good management strategy for any compliance issue.
V. What is copy right? How can it be a source of risk for a business? 

Answer:

Copyright is a legal right, existing in many countries, that grants the creator of an original work exclusive rights to determine whether, and under what conditions, this original work may be used by others. This is usually only for a limited time. The exclusive rights are not absolute but limited by limitations and exceptions to copyright law, including fair use. A major limitation on copyright on ideas is that copyright protects only the original expression of ideas, and not the underlying ideas themselves.
Copyright is a type of protection provided to authors of original works of authorship. These include:

· original literary works – novels, lyrics for songs, instruction manuals, and computer programs – some types of databases and newspaper articles;

· original artistic, dramatic and musical works – maps, logos, paintings, engravings, photographs, sculptures, songs, collages, works of architecture, technical drawings, diagrams, and stage productions;

· published editions of works;

· sound recordings which may be recordings on any medium; and

· films including videos and broadcasts

It can be a source of risk for a business cause, Copyright laws let creators control their works. By assigning exclusive rights to copyright holders, the laws ensure that only the originators and those who receive their permission can copy, perform or change the works. If the copyright does not exist, the risk of misappropriation of originators right or misuse of the original work. These rights frequently include reproduction, control over derivative works, distribution, public performance, and moral rights such as attribution.

Some time it is necessary to hold a set of rights to use or license the work outside the country or beyond the territory of specific jurisdiction. Copyrights of this type vary by country; many countries, and sometimes a large group of countries, have made agreements with other countries on procedures applicable when works "cross" national borders or national rights are inconsistent. 

Thus, I think copyrights can be the source of risk for business. 

VI. What is the difference between micro political and macro political risks? 

Answer:
The differences between micro political and macro political risks can be identified from the  definition and impacts of both risks through the following discussion:

Macro-Political Risks

Macro--political risks possibly affect all businesses in a country. Threats may come from intense actions, such as terrorism, civil war, or a coup d’état or military takeover. These risks may result in the government seizing the organisation’s assets without compensation. However, the more common macro-political risk specific to a country arises from the possible threat of adverse economic circumstances which leaves a company unsure of the security of a planned future investment if a project has commenced and concern over the ultimate financial performance of the organisation. Economic recession with less overall demand for a broad range of products; higher general levels of inflation or taxation, escalating crime and labour disputes are all examples of incidents which may adversely affect all companies.
Impact on business: 

Macro-Political risk

· Recession;

· Reduction in market share;

· Loss of sales and future profits;

· Inflation or hyperinflation;

· Higher operating costs;

· Disrupted production;

· Increased costs of production;

· Increased managerial costs;

· Military insurgence, coup d’etat, civil wars, or other politically motivated violence;

· Property destruction;

· Lower productivity and interference with production; etc.
Micro-Political Risks

Micro-political risks only affect specific companies, industries, or types of ventures. These risks may be due to new regulations or taxes imposed on specific types of businesses in the country. However, this picture is changing as Kobrin (1997) points out that the new political risk is likely to involve multiple companies and multiple governments where business partners are caught between three, four or five governments with different policy objectives and economic philosophies. 

In addition, he describes the emergence of an asymmetry between international business and international politics. He explains that the existence of this asymmetry arises from the emerging mode of business organisations and the nature of politics. While politics is still organised geographically in terms of territory and borders, a business organisation is no longer confined by national boundaries.

In order to survive fierce competition and rapidly developing technology, IBM, Siemens and Toshiba have joined forces to pool knowledge. Because of this, organisation centres, borders and hierarchies are no longer relevant. Without the normal headquarter/subsidiary hierarchy and clarity over the nationality of the business (is it American, German, or Japanese?), what controls can be imposed by which governments? Future political risk will become more complex if this type of alliances become commonplace, e.g. how will taxation be managed?
Impact on business:

Micro-Political Risk:

· Politically motivated violence (e.g. against the petrochemical or pharmaceutical industry);

· Industry-specific taxation;

· Lower after-tax profits;

· Tariffs and quotas;

· Volumes;

· Disruption to production;

· Disruption to research and development;

· Higher security costs; and

· Difficulties retaining staff
VII. What is the difference between simple and specialty contracts? 

Answer:

There are two broad categories of contracts, simple and specialty contracts. Simple contracts are not deeds or informal contracts and may be in any form, oral, in writing or be implied from an individual’s conduct. On the other hand, specialty contracts dictate that the signature of the person making the deed must be witnessed and attested. It must be obvious on the face of the document that it is intended to be a deed.
A simple contract can be made orally, in writing or by the implications deemed from the actions of the parties. A specialty contract must be signed by the parties sealed, for example with a company seal and finally it must be delivered.
 Q. 2. Discuss in details the essentials of a valid contract. 

Answer:

Essentials of a Valid Contract
The essential ingredients of a valid contract are:
· Capacity: The parties must be legally able to enter into a contract;

· Legality: The agreement should not be illegal or conflicting to public policy;

· Intention: The agreement must have intended to have legal consequences;

· Agreement: An agreement is when one party accepts an offer from another party;

· Consideration: The involved parties must show that their agreement is part of a bargain; each side must promise to give or do something for the other;

· Formalities: At times there are specific formalities which must be observed; and

· Genuineness of consent: The agreement must have been freely entered into.

Only a contract which meets all these requirements is said to be valid. If one of the parties fails to meet their part of the agreement, they can be sued for breach of contract. If an essential element is missing, the contract can be made unenforceable, void, or voidable. 
If we want to detail we can discuss the following  essentials of a valid contract:-

1. Offer and acceptance.

2. Legal relationship.

3. Consensus-ad-idem.

4. Competency of parties.

5. Free consent.

6. Lawful consideration
7. Lawful object.

8. Not declared to be void.

9. Certainty and possibility of performance.

10. Legal formalities.

1. Offer and acceptance:

In a contract there must be at least two parties one of them making the offer and the other accepting it. There must thus be an offer by one party and its acceptance by the other. The offer when accepted becomes agreement.

2. Legal relationship:
Parties to a contract must intend to constitute legal relationship. It arises when the parties know that if any one of them fails to fulfil his part of the promise, he would be liable for the failure of the contract.

If there is no intention to create legal relationship, there is no contract between parties. Agreements of a social or domestic nature which do not contemplate a legal relationship are not contracts.

3. Consensus-ad-idem:
The parties to an agreement must have the mutual consent i.e. they must agree upon the same thing and in the same sense. This means that there must be consensus ad idem (i.e. meeting of minds).

4. Competency of parties:
The parties to an agreement must be competent to contract. In other words, they must be capable of entering into a contract.

According to Sec 11 of the Act, “Every person is competent to contract who is of the age of majority according to the law to which he is subject to and who is of sound mind and is not disqualified from contracting by any law to which he is subject.”

Thus, according to Section 11, every person with the exception of the following is competent to enter into a contract:-

(i) A minor,

(ii) A person of unsound mind, and

(iii) A person expressly declared disqualified to enter into a contract under any Law.

5. Free consent:
Another essential of a valid contract is the consent of parties, which should be free. Under Sec. 13, “Two or more parties are said to consent, when they agree upon the same thing in the same sense.” Under Sec. 14, the consent is said to be free, when it is not induced by any of the following:- (i) coercion, (ii) misrepresentation, (iii) fraud, (iv) undue influence, or (v) mistake.

6. Lawful consideration:
Consideration is known as ‘something in return’. It is also essential for the validity of a contract. A promise to do something or to give something without anything in return would not be enforceable at law and, therefore, would not be valid.

Consideration need not be in cash or in kind. A contract without consideration is a ‘wagering contract’ or ‘betting’. Besides, the consideration must also be lawful.

7. Lawful objects:
According to Sec. 10, an agreement may become a valid-contract only, if it is for a lawful consideration and lawful object. According to Sec. 23, the following considerations and objects are not lawful:-

(i) If it is forbidden by law;

(ii) If it is against the provisions of any other law;

(iii) If it is fraudulent;

(iv) If it damages somebody’s person or property; or

(v) If it is in the opinion of court, immoral or against the public policy.

Thus, any agreement, if it is illegal, immoral, or against the public policy, cannot become a valid contract.

8. Agreement not expressly declared void:
An agreement to become a contract should not be an agreement which has been expressly declared void by any law in the country, as it would not be enforceable at law.

Under different sections of the Contract Act, 1872, the following agreements have been said to be expressly void, viz :-

(i) Agreements made with the parties having no contractual capacity, e.g. minor and person of unsound mind (Sec. 11).

(ii) Agreements made under a mutual mistake of fact (Sec. 20).

(iii) Agreements with unlawful consideration or object (Sec. 23).

(iv) Agreements, whose consideration or object is unlawful in part (Sec. 24).

(v) Agreements having no consideration (Sec 25).

(vi) Agreements in restraint of marriage (Sec. 26).

(vii) Agreements in restraint of trade (Sec. 27).

(viii) Agreements in restraint of legal proceedings (Sec. 28).

(ix) Agreements, the meaning of which is uncertain (Sec. 29).

(x) Agreements by way of wager (Sec. 30). and

(xi) Agreements to do impossible acts (Sec. 56).

9. Certainty and possibility of performance:
Agreements to form valid contracts must be certain, possible and they should not be uncertain, vague or impossible. An agreement to do something impossible is void under Sec. 56.

10. Legal formalities:
The agreement may be oral or in writing. When the agreement is in writing it must comply with all legal formalities as to attestation, registration. If the agreement does not comply with the necessary legal formalities, it cannot be enforced by law.

Q 3. How the political risk factors can be assessed and how the risks are prioritised? 

Answer:
Political risks are uncertainties to business objectives, created by political actors or political conditions. Political risks can stem from international organisations, governments, non-governmental organizations, state-owned enterprises, trade unions and other groups (religious factions, civil society and terrorists groups) that pursue political objectives.

The aim of political risk assessments is to assist companies and those charged with the strategic management of companies to identify, assess, mitigate and manage political risks.

Political risk assessment deals with assessing and prioritising public, regulatory and political risks. The purpose is to manage these risks effectively, just as a company has to manage its other risks.
Political risks that may impact business objectives are:
· Government structures and political environment

· Prevalence of bribery and corruption and the impact thereof on business practices

· Capital control legislation and regulations

· Issuing of licences required for operation, licence conditions and cancellation of licences

· Expropriation and nationalisation

· Protests and strikes

· Regulatory landscape, regulatory enforcement and changes to regulations

· Taxation

· War and terrorist activity

· Prevailing health and sanitary conditions

Political Risk Assessing:

Unfortunately, there are no standard techniques available to reduce political risk. Progressive companies tend to use tools such as decision analysis based on decision trees and scenario analysis to help them appraise the risks associated with a given business opportunity. By using available mathematical models and fast computing capability, corporations can reduce the impact of uncertainty and improve the decision-making process.
The type of political risk that investors are exposed to depends on the type of investments in which they are engaged i.e. direct or portfolio category. Generally, portfolio investors are affected by macro-political risks, such as, a sudden increase in interest rates or unanticipated currency devaluation.

On the other hand, direct investors investing in individual businesses tend to be affected more by business-specific risks. They need to focus on political dynamics that affect the overall business environment in a host country. When assessing political stability, the focus should be on the legitimacy of the state authority, the ability of that authority to impose and enforce decrees, the level of corruption that pervades the system of authority and the degree of political fractionalization that is present (Wagner 2000). For investors, effective political risk management requires them to differentiate between incidents that pose true risks that are well-defined threats to business performance from political events and media headline grabbing events.
Prioritising Political Risk Factors:

The results of this assessment are then used to prioritize risks to establish a most-to-least-critical importance ranking. Ranking risks in terms of their criticality or importance provides insights to the project's management on where resources may be needed to manage or mitigate the realization of high probability/high consequence risk events. 

Political risks can be prioritised once they have been identified and evaluated in terms of their

probability and impact. This ensures that management energy is used in the most efficient way. One method of communicating the varying possible impacts of political risks to a management team or board is through a risk map or a risk register, where the risks have been recorded in descending order. Using visual representations which allow information to be readily and quickly assimilated is preferred by board members as a strategy to reduce time needed to prepare for board meetings.
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