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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. 
	
Question 1 
i. Briefly describe the history of risk management.  
The current form of risk management started in 1956 with an article in the Harvard Business Review (Outreville, 1998 a). Prior to the start of risk management, companies were employing insurance managers to protect their firms from financial issues. The move finally occurred when people realized that insurance was not the only method of dealing with an organizations risk (Outreville, 1998 b). According to scientific studies the Gordon & Howells Report and Pierson Report criticized the method of ‘buying insurance’ saying it was outdated and ineffective (Outreville, 1998 c). 
More business insurance buyers began to realise that there maybe a more cost efficient way of managing risk. The thought of preventing loss in the first place would reduce the financial losses. The new risk management approach could identify and evaluate risk so they can avoid certain losses. The strategy is made up of a combination of three areas. Namely; decision theory, risk financing and risk control. 

ii. What is the relationship between ‘Uncertainty’ and ‘Risk’? 
Where there is uncertainty there is a risk. Uncertainty refers to a doubtful thought and where you cannot predict the possibility of a future outcome. Where there is a risk, uncertainty will most likely exist (Fernandes, 2014 a ).  It is possible for an individual to be unsure of a situation where they can imagine a chance of loss and it is also possible to feel certain with regards to a certain risk when the exposure to loss is not known (Fernandes, 2014 b).  
iii. What is the primary objective of risk management?  
The primary objective of risk management is to protect the assets of a company and to deal with risks faced by the company. To elaborate even further, risk management is used to identify potential issues before they occur so activities can be planned to mitigate, reduce or avoid loss in order for the company to achieve their objectives (S. Kaplan and Mikes, 2012).  
iv. What is ‘Pure Risk’? Outline the main types of pure risk.  
Pure risk is a situation where a company goes through the possibility of a loss or no loss. There is also no prospect of gain or profit under pure risk.
The main types of pure risk can be classified as: personal risk; property risk; liability risk; and risk arising from failure of other individuals.  Personal risk affect the income power of an individual. This can be split into four main types (Kagan, 2018 a). 

(i) Early death
(ii) Dependent of old age
(iii) Sickness or disability
(iv) Lack of employment
Property risk is where property owners have the risk of having their property damaged, stolen or destroyed by various causes. A property can suffer either direct or indirect losses. Direct loss is where the owner losses value of the property when damaged by fire. On top of this, the owner no longer has a place to live and will need to rent another building while the property is being rebuilt. This is known as indirect or consequential losses (Kagan, 2018 b).
Liability risk covers the unintentional injury of other people or damage to their property due to negligence and carelessness. However, it can also occur due to deliberate injuries or damage caused. Therefore, liability risk includes the possibility of loss of owned assets, future income due to damages received, legal liability due to either deliberate or unintentional actions, or even the violation of other people’s rights (Kagan, 2018 c).
Risk arising from failure of other individuals has occurred from vast enhancement in technology and the expansion of ecommerce as well as outsourcing of large businesses(Kagan, 2018 d).

v. How can the risk management process be developed?  
The risk management process involves identifying, evaluating and responding to risk a company is likely to face. There are two types of costs that are inherent in any risk. The first type would be incurred if a possible loss becomes a real loss. The second type of cost includes the expenses incurred to reduce or to eliminate the risk of probable loss (Pressbooks, 2019) . 

vi. What are the main benefits of business risk management?  


Risk management process increases the likelihood of objectives being achieved. It also allows companies to deal with situations in a more sensible and practical manner.

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

Risk management can directly have an impact in a company’s profits by managing the cost of risk. As profits are measured by costs relative to income, the extent to which risk management can minimise costs will directly increase profits (Olavsrud, 2015). Risk control programmes can also increase income aswell as reducing cost. In IT businesses for example, information security risks affect profit margins by impacting enterprise reputations, share prices, and the ability to operate effectively (Geer, 2015 a).



[bookmark: _GoBack] Bill Sweeney the Financial Services Evangelist for BAE Systems Applied Intelligence  explained that “Effective risk management is more like brakes on a car. You don’t have brakes to drive slowly, you have brakes to allow you to drive faster and stay in control,” (Geer, 2015 b) . 

For example Banks use capital to maintain control. Some financial institutions maintain capital to protect against losses that are due to security breaches. These capital set asides in the banking space are a good example of how the relationship between effective risk management and growth of profit margin are a direct cause.  According to Sweeney, ef3fective risk management frees up capital for money making businesses. Ineffective risk management reduces capital available to the business (Geer, 2015 c).

             Q.3. Briefly describe the three general risk management techniques.

The three general risk management techniques are risk avoidance, risk reduction and risk assumption. Risk reduction helps to stop any activities that may put a company in jeopardy. Avoidance is the best means of loss control. This is because as the name implies, your avoiding risk entirely. If their efforts in avoiding risk are successful that means there is a 0% chance of that particular issue of occurring within the company. Risk avoidance is usually considered as the technique to use to control risk. The means of eliminating risk (Watt, n.d.). 

            The risk reduction technique is used where loss cannot be prevented but can be reduced. This technique only aims to reduce the level of threat to a company. For example a company may need to install fire extinguishers in case a fire was to occur in a company, therefore, the amount of loss would be minimized. 

  Risk assumption is the act of taking accountability for the loss or injury which may result from a risk. For example, when a company wants to launch a new product, they need to understand the potential risks that may occur. This can be addressed through market testing.  

CASE STUDY


After the GFC hit which lead to William Telfords biggest clients Tameer to be heavily in debt and not being able to make payments towards the company, the Business Centre made the decision to leverage income from other projects and invoice factoring to keep the business going. The company is experiencing the effects of a dynamic risk, (which is risk, that occur due to the change in the economy) and the pure risk of failure arising from other individuals. The decision to leverage income from other projects would only escalate the problem as more clients would suffer. 

         2.  The risk prevention techniques would deal with the situation where there is a huge chance of potential loss and the risk cannot be transferred. The company struggled when it came to risk mitigation as they decided to transfer the risk to other parties. Risk mitigation activities may differ from other projects activities in that there may be some uncertainty about whether the selected risk mitigation strategies will work. This has led to the development of various programs to incorporate the right mitigation activities to a risk. 
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