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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. 
	Please insert your completed assignment (in word format) here:

Assessment 1 Total Marks: 30

1. [bookmark: _Hlk523998810]Short Questions: 

i. Briefly describe the history of risk management. 

The current form of risk management emerged in 1956 with an article in the Harvard Business Review (U1, P2).

Traditionally, insurance was used to manage corporate risk but in the 1950s two scientific studies, the Gordon & Howells Report and Pierson Report (U1, P2) challenged the way in which business schools taught these principles to future decision makers.

Over time the realization of some insurance managers was that the most effective option would be to prevent losses in the first place, which would in turn minimize the financial effects of losses they were unable to prevent (U1, P3).

Thus, the idea grew that management could identify and evaluate risks the company faced so they could prepare for and avoid certain losses which would in turn reduce the impact of others (U1, P3).

[bookmark: _Hlk524000500]ii. What is the relationship between ‘Uncertainty’ and ‘Risk’? 

The word uncertainty is often used together with the word risk. Where there is a risk (a situation where there is a possibility for loss), uncertainty exists. It's possible for an individual to feel uncertain in a situation which he or she imagines that there is a chance of loss (U1, P4).

[bookmark: _Hlk524003354]iii. What is the primary objective of risk management? 

Risk management is a way to protect one’s assets (U1, P2). The aim of risk management is not to remove risk completely but rather to manage the risks involved in all circumstances, to increase possible gains and significantly reduce negative effects (U1, P9).

[bookmark: _Hlk524004260]iv. What is ‘Pure Risk’? Outline the main types of pure risk. 

Pure risk only involves the possibility of suffering a loss, with no possibility of gain (U1, P5).

There are 4 different types of pure risk identified within the unit (U1, P6), they are outlined below as;

1. Personal Risks
Personal risk is the possibility of loss of income or assets due to the loss of the
capacity to earn an income. 

2. Property Risks
Property risks are faced by anyone who owns an asset, because these belongings can be damaged or stolen. 

3. Liability Risks
Generally, liability risk covers the unintentional injury of other people or damage to
their property, due to negligence or carelessness. 

4. Risks Arising from Failure of Other Individuals
Examples of this type of risk include a builder not completing a construction project
as scheduled or debtors that fail to make payments as promised.

[bookmark: _Hlk524005312]v. How can the risk management process be developed? 
Risk management is the process of evaluating the potential risks that an individual or
company may face (U1, P7) 

The process can be developed using the Risk Management Cycle pictured page 7 of Unit 1. The 5 key steps are outlined below

1. Identify & analyze exposures
2. Examine risk management techniques
3. Select risk management techniques
4. Implement techniques 
5. Monitor results

[bookmark: _Hlk524005966]vi. What are the main benefits of business risk management? 

There are two key benefits of effective business risk management. Objectives are more likely to be accomplished and destructive situations will be dealt with in a more sensible and practical manner (U1, P9).


Q.2. “Risk management can make a difference directly to profit”. Discuss (4) 

Risk management can contribute to the fundamental business’s goals and objectives in a number of ways. The first one is in guaranteeing that the organization won't be held back from achieving the other business goals and objectives by pure risk losses. Risk management can impact company profits directly by managing the cost of risk for the organization. Since profits are measured by costs relative to income, the extent to which risk management can minimize costs will directly increase profits.
Costs can also be reduced through risk control programmes. If the costs of loss prevention and control measures are lower than the amount of losses that are prevented, the cost of uninsured loss is obviously reduced. (U1, P9).

Not only can risk management limit costs linked to losses, they can also increase income. For example, if the risk manager sees that affordable political risk insurance is available, management may go ahead and in so doing help improve profit margins. The risk manager responsible for managing all pure risks can select from many different risk management methods and is, thus, in a position to make a large contribution to the operating outcomes of the organization.

[bookmark: _Hlk524006026]Q.3. Briefly describe the three general risk management techniques. (4)

Some types of risks are uninsurable which means no insurance company will cover those types of risks (U1, P7) so a risk management process should be developed to mitigate risk so far as reasonably practicable. 
In order to achieve this there are three main elements to a risk management process. These allow the person to assess what course of action can be developed for that particular risk. 

The first is risk avoidance. Simply put this is to either to not do or stop doing the activity that has been identified as a risk. But at no point will either individuals or businesses be able to stop all risks. On the other hand, no one should assume that all risks are inevitable (U1, P8). 

The second is Risk Reduction. Where risk can't be prevented, the loss can at least be reduced (U1, P8). An example of this could be to reduce the safety risk of employees by introducing measures such as awareness programs and issuing safety equipment to reduce a risk to an acceptable level so that activity can continue.

The third is risk assumption. Risks are a part of life for people and business (U1, P8). When the activity can’t be avoided, and all controllable measures have been implemented and there is still an element of risk then organizations understand and accept that there may be accountability for the loss or injury which may result from a risk (U1, P8).

In view of the case study please answer the following questions: 

1. Where do you think William Telford made a mistake? 

In my opinion William Telford made a mistake by seemingly not assessing the risk of Tameer becoming the company’s biggest client and not having sufficient risk management knowledge if the business with Tameer went wrong, which unfortunately it did. 

Because William Telford had Tameer professionally risk profiled, and the company seemed ‘safe and reputable’, he may have presumed that there would be very little speculative risk involved (U1, P5). Because of this information William Telford had little uncertainty (U1, P4) about this venture and assumed this would be only a profitable business transaction leading Tameer to be his biggest client within a very short period of time.

[bookmark: _Hlk525553509]When Tameer started ‘lagging in payments’ William Telford failed to recognize that this is a significant type of pure risk as his company had never dealt with bad debtors previously. Risks arising from failure of other individuals (U1, P6) e.g. debtors that fail to make payments as promised such as Tameer can be insured against and therefore any funds owed by Tameer for services rendered by William Telford’s company would have been reimbursed through the correct policy. 

William Telford then started to leverage fuds from other parts of his business to keep his investment with Tameer going. In essence throwing good money after bad. This had a knock-on effect of not leaving the business with any contingency funds and eventually led to collapse. 

2. How does the risk management strategy would have helped him? 

Risk management can contribute to the fundamental business’s goals and objectives in a number of ways. There are two approaches towards managing risk; risk financing and risk control (U1, P9).

The first one is identifying and controlling pure risks, in guaranteeing that the organization won't be held back from achieving the other business goals and objectives by pure risk losses (U1, P10) e.g. the debtors that fail to make payments as promised such as Tameer. 

By having a risk management strategy William Telford would have identified failure of other individuals as a particular exposure and selected and implemented the correct controls (trade credit insurance) to mitigate the loss to the business.

Secondly, by having a risk management strategy William Telford would have identified risk financing (U1, P10) as an option to protect his business from collapse. Risk financing is focused on creating fund resources to cover losses occurring from the risks that remain, even after risk control methods have been applied (U1, P9)
Simply put, if William Telford put aside money in a ‘Tameer risk pot’ he wouldn’t have needed to leverage funds from other projects and therefore keeping his business in a stable position. 

Lastly, William Telford could have avoided further risk (U1, P7) by ceasing to trade with Tameer once they started to get into arrears with payments. This would be a drastic measure to take but in hindsight an option William Telford may have taken if he was appropriately informed of his options.
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