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1. Define the following terms: (18) 

a) Equity 

Equity by definition, from a company’s capital standing is: 

“The part of a share capital of a company owned by ordinary shareholders, or in certain circumstances, by other classes of shareholder” [Collins English Dictionary – Millennium Edt 2000].

Fluctuations in the stock market impact the performance of companies. Individuals who have money invested with a company in the form of shares, hope to receive good dividend payments. 

If the markets have not performed, as in the recent global financial crisis (GFC), then share prices will drop, and the equity in that company decrease.

b) Commodity Risk 
Commodity risk refers to the; “uncertainties of future market values, and of the size of the future income, caused by the fluctuation in the prices of commodities”. [International Monetary Fund - Financial Sector Assessment 2005] 
Commodities can be many things, e.g. metals, gas, oil, fruit etc. An example of one risk affecting them is the price change risk, caused for example by fluctuations in exchange rates, or a decrease in supply.


II. What is the difference between ‘micro political risk’ and ‘macro political risk’? 

Macro political risks. These will be on a much larger scale that micro, as they are risks effecting entire countries, multiple countries or even global sized concerns. Macro risks will play a greater part if a particular country or region is unstable as perhaps there is civil war, or increased terrorism activity.  

For any company investing in such a country, great care should be taken with the risk assessment, as it’s possible assets purchased, may be destroyed or simply confiscated.

With micro political risks, this is usually down to industries within a stable area or country, where changes in regulations or tax treatment for example may impact a company’s development. A good understanding of micro political risks is required.

III. What is credit risk? Outline main categories of credit risk. 

Credit risk could be defined as; “the risk of default on a debt that may arise from a borrower failing to make required payments”. ["Principles for the Management of Credit Risk – final document". Basel Committee on Banking Supervision. 2000]. 

Most simply, it is the potential that a bank lends money, and the borrower or company will fail to meet its obligations in accordance with agreed terms. Bad credit could lead to a lender potentially refusing further funds and calling for the current debt to be repaid. 

For the company this will cause cash flow issues, reputational damage and increased borrowing costs.

The main types of credit risk are:

· Bonds. E.g. government bonds; structured bonds, corporate bonds; and sovereign bonds.
·  Retail Lending, including; retail mortgages; credit cards and overdrafts; and either; secured or unsecured retail lending.
·  Corporate Lending, including commercial mortgages; SME lending, asset and trade finance, and wholesale unsecured lending.

In addition, other areas include; deposit counter-parties, tenant default money market counterparties, including asset-backed lending, over-the-counter (OTC) counterparty default, securities lending counterparty default risk, derivative exchanges and other clearing house counterparty default risk, dealing and settlement counterparty default risk, and custodian counterparty default risk, which should be mitigated by ring-fencing of assets from those of the custodian.

In addition to the above, there is a ‘credit concentration risk’, affecting lenders, such as a bank. This is where a lender concentrates borrowing to one specific company or industry, which means should that company or industry default or fail, it will cause major damage to its own internal lending core operations.

IV. Outline the main categories of social risk. 

Social risk is; “those elements of society that affect business performance over which businesses have minimal control or influence. Existing and emerging trends in lifestyle social attitudes, and choices are reviewed in terms of the risks and opportunities resulting from the evolving characteristics of the labour force”. [Brentford Open learning Collage – Level 4 Diploma in Risk Management 2018, ch2].

The main categories are:

· Poorly educated or skilled, new recruits, e.g. language issues.
· An increasing retired population, reducing working age individuals.
· Cross country language barrier.
· Lack of understanding of socio-economic groups, salaries, geographic dispersion etc.
· Health issues increasing the population unfit for work.


V. Outline the benefits of technology risk management. 

As technology changes, this causes both new opportunities to grow a business, along with new threats against it.  Competitive advantage of a company may be lost if say, new IT systems or machinery is not invested in. 

The primary benefits of technology risk management are:

· Decision making information is more accurate and up to date, allowing better decisions to be made.
· A more proactive approach in managing the technology in projects is made.
· Threats are highlighted, or loss of market share possible, is identified sooner, including; should competitors use new technology, whereas our company does not, then what ‘damage’ will this cause to us.
· Increased work flow and productivity is gained, with improved quality, and less cost to business operations in the longer term is achieved.





VI. The following table contains risk types and categories. Match the appropriate risk type and risk category in each case. 

	The attached diagram represents risk categories by type. 
	

	
In relation to money laundering (*), I am of the opinion this crosses the boundary of credit risk and operations, so I have added it under both. 

My justification is this. If a company is convicted of money laundering, (or an employee/individual within it), from an operational risk view, regulatory sanctions fines etc will certainly impact here. Operational cost to the company will increase to meet this, or in the case of sanctions, cause catastrophic damage, resulting in possible company failure.

However, money laundering will also impact with the credit risk area, due to the reputational damage caused, and any lenders willingness to lend to such a company in the future, will certainly affect credit risk.
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2. Financial risk is one of the high priority types for every business”. Discuss (3) 

If a business is to develop and prosper, it must have good financial security behind it. Financial risk is one of the highest priority risks facing a business that must be controlled.

The financial risks to a business include:

· Managing Market risk, e.g. market fluctuation, exchange rate variation, and commodity and equity price changes, including share price fluctuations.

· The business’ credit risk. As previously explained in QIII, credit risk, is the issue of lenders not willing to provide credit to you because of reputational damage or bad debt. Therefore, cash flow issues may develop. In the case of borrowing, then an increased interest rate will be likely charged, if credit is given, thereby increasing company operational costs.

· Finally, Liquidity risk. This is the business’ ability to meet its liabilities including HMRC. For an insurance company for example, great emphasis on liquidity risk control is required by the FCA, and its ability to meet future insurance claims is paramount.


3. “Introduction of genuine environmental policies may enable a business to attract more customer, investors and employees”. Discuss (3) 

Environmental risks, should be managed with one or likely, several environmental policies.

These policies should be in line with the national programme, protecting the environment we live in, and that business is operating within.  

By using marketing, including social media, a business should highlight its contribution to helping the environment. A good marketing policy is a good advantage.

The efficiencies a business is making, i.e. through re-cycling, is one way to attract new customers, as the business will develop an environmentally friendly reputation.

Finally, the business must have policies in line with legislation. Everything from water, air and noise through to radioactive material waste is legislated. 

If a business on is deemed fully compliance with the laws of the country it is operating in, then its reputation will be enhanced, leading to positive media, and increased customers, investment and overall, profit.



Case Study (6) 

1. Which type of risk is the business faced with? 

Health & safety. There are both the risk of accidents occurring due to the amount of ‘wet work’, and slipping potential, and more longer-term health issues for employees, e.g. occupational dermatitis, or eye irritation.

2. Is there any environmental issue involved? 

Yes. The environmental issue is the amount of chemicals that are being washed down sinks every day. (20 – 30 times by numerous employees). This could over time cause damage to the local river system. The Environmental Protection Act of 1990, set down strict rules for such situations, as company allowing chemicals to be drained into the environment.

3. Is business faced with any operational risk? If so which type of risk? 

There will always be operational business risks, even with a sole trader. In this example there are 10 employees, and management. 

Operational risk could include the people risk of say, theft of money or stock (albeit it is a family business, so likely this risk will be low). There is also the legal risk from disgruntled or injured customers suing. 

Finally, there will be some degree of strategy risk, e.g. if a competitor opens nearby. This could influence the business’ expansion plans and cause them to market or operate differently.

4. What could be the benefits for the implementation of risk management for this business? 

There are two primary advantages:

i) [bookmark: _GoBack]There will be less chance of any accidents to staff or customers, if health & safety practices are well embedded within the business. i.e. using wet floor signs, keeping electrics away from water, or using the correct hand protection or gloves when using chemicals on hair. In addition, there should be first aid trained staff who are always on hand.

ii) Secondly, the business will be aware of the environmental laws covering the disposal of waste water. They will know what they must adhere by, thereby preventing any fines, and possible reputational damage.
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