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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.
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Risk Management – Unit 4 – Risk Analysis


Q1.

i.  
The type of information that a business risk analysis gives you is:

· The general background of the business. 
· The specifics or element of the business to be studied as part of the risk management process.

ii.  
The output of the business risk analysis are:

· The business processes.
· Input into the overall risk management  process.
· Overview of the entire business or item under scrutiny. 
· The business objectives are defined.
· Organogram of the business structure.
· Business process map. 
· Evaluation of the internal controls. 
· All the primary business functions are studied. 
· Risk Management  Plan. 
· Highlight the business risk appetite. 
· Risk identification and input into the risk register. 
· Company risk exposure.

iii. 
The constraints that are involved in business risk management analysis are:

· The business risk management culture.  This will refer to the significance given by an individual to the process including commitment and enthusiasm for the process as a whole.
· Resources.  The resources dedicated to the process may be constrained which will be in terms of time, cost and staff availability.  This is likely to impact the quality of the process.
· Lack of focus.  If there is a lack of focus and the study is too wide, then this can impact the resources element above, but also key impacts may be missed.  The argument can be stated that if something is too focused, then the same impacts can also be missed.
· Too ambitious.  Trying to get too much out of the study will constrain the outcome.  Sometimes better to have to concurrent/consecutive studies that will cover separate areas, but this will stretch the resources mentioned above.
· Lack of planning.  The process needs to be planned effectively, which will include meeting attendance, time to process the information etc…
· People.  The correct people to carry out the study, with sufficient knowledge of the procedures and having a grasp of the terminology will constrain the process.  
· Business objectives.  The business objectives will constrain the process.  This can prevent people looking at different opportunities within the SWOT analysis.  Sometimes known as “thinking outside of the box”.

iv.  
The ratio analysis is used to as one of the risk analysis tools to look at a company’s financial position and performance. This is used to plan, manage and evaluate the financial well being of a business which will feed into decision making strategies, such as pricing, financial structure, profit planning, managing working capital and dividends.  This is done by expressing one figure against another when it appears on the financial statement i.e. net profit in relation to capital.
The ratios can be placed in different categories reflecting a different part of the financial performance:

· Profitability: This is to determine how profitable the business is.
· Efficiency: How efficient is the business with regards to the resources used in the venture.
· Liquidity: How much money is “liquid” within the business will assist in determining the risk exposure.  Can the business liquidate enough money to meet demands of creditors etc…
· Gearing: This is the ratio between the capital input of the owners compared to the capital input of outsiders.  This will have an impact on risk management and financial decision making.
· Investment:  Ratios relating to the returns and performance of shares held in the company.  This would consider a number of configurations of the above ratios to look at the short, medium and long-term potential and viability of the business.

v. 
SWOT analysis stands for Strengths, Weaknesses, Opportunities, and Threats. 
The SWOT analysis process allows gives a framework to review a business as a whole, allowing it to look at specific areas which include strategic alternatives, opportunity for an acquisitions, etc.  SWOT analysis is subjective which can be organised into a logical sequence that allows understanding, presentation, debate and decision making.  The analysis is generally done in a grid configuration with the four sections, one for each of the SWOT headings stated above.

vi.  
PEST Analysis is a good tool for analysing a business in the context of market growth and decline.  The acronym stands for the Political, Economic, Social and Technological factors.  The idea behind the tool is to divide the market into particular areas of risk and allow someone to focus on each element separately and hopefully by covering each of the areas, this should analyse the market as a whole.  There are 2 other areas that have been added over recent years, which are PESTLE which now included Legal and Environment.  It is considered that if the market has been analysed as a whole then any foreseen risks should be identified to understand the market growth and decline.

vii.  
It is important to have a marketing plan within risk analysis for a business as it is the main focus of a company regarding its competitive position relative to its competitors.  It will analyse its competition in the following areas:

· Existing positioning or strategy.
· Strengths, weaknesses, opportunities, and threats (SWOT). 
· Probable strategy changes. 
· Financial strength.
· Operational strength.
· Resource strength.
· Research and development strength. 

In monitoring their competition it is possible to react quicker and maintain a competitive edge, therefore reducing and mitigating the risk posed to the business from their competition.





Q2. 
The output of the business risk analysis are:

· The business processes.  The analysis will provide the business processes that will be necessary for the best strategy for moving forward given the specific risks. 
· Input into the overall risk management process.  The output will provide the input for the overall risk management process giving reason and justification to the decisions made regarding the way forward.
· Overview of the entire business or item under scrutiny.  The overview will be key to any of the decisions made regarding the business.
· The business objectives are defined.  The definition of the business objectives should be clearly identified to allow future decisions to be made regarding the proposed strategy.
· Organogram of the business structure.  This will assist any decisions made.
· Business process map.  A process map will define all of the sub-processes  and the order in which they are to be carried out.  Clear processes will be defined and communicated accordingly. 
· Evaluation of the internal controls.  This allows the internal processes and controls to be identified and monitored. 
· Risk Management Plan.  This identifies and articulates when and how the risk mitigation processes are to be carried out.  
· Highlight the business risk appetite.  This refers to the amount of appetite a business is willing to accept in relation to the risks identified.  This will usually be connected to the costs associated with these risks and the implications if they occur.
· Risk identification and input into the risk register.   The risk register is compiled as a list of risks, mitigation and associated costs.  The complexity of the risk register will depend upon the complexity of the venture being analysed.
· Company risk exposure.  This identifies the amount of risk that the company will be exposed to and assists with the business risk appetite.


Q3 – Case Study.

i.  
There are a number of different ways of collating the sort of input for a market risk analysis report.  Common ways of doing this are: internet searches and local intelligence.  Both methods have pros and cons with regards to the reliability of the information gathered and should be treated with an element of caution.  Local knowledge will probably be more reliable providing that it is from someone who is impartial, which will be difficult due to hearsay and local belief.  Internet searches may be able to find someone impartial who has worked in the region and will allow them to be consulted. Both are probably unreliable as competitors will always claim foul play when they don’t win a contract.

ii. 
The company should treat the report with an amount of credibility but the problems with caution.  The risk analysis should contain all of the associated risks with mitigation measures to match the associated issues.  There should be policies written to counteract the associated problems that if the investment goes ahead, gives the employee clear guidelines to follow in the event of bribery, corruption and other organised crime activities.

iii.  
It is recommended that if the company goes ahead and invests in the region that they should all be aware of the prevailing business practices, but should continue working in their own way.  In the past I have worked in these sorts of locations and the best way to approach it, is to have the open conversation with individuals that you are involved with stressing that you have a lot of business to bring to them but the internal processes are looking for corruption etc. and that everything must be above board.  In highlighting this early in the relationship, this identifies your company as “clean” but open for a lot of business.  Everyone involved can still make a lot of money, but company policy dictates that we will go else where if there’s any form of criminal activity.
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