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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. 
	Q1

(i)
The different types of financial risks are:
Liquidity Risk
This is the risk a company can face when they fail to obtain finance to meet their financial obligations as and when they are due by increasing liabilities or converting assets into cash without losing value.
Credit Risk
A company may face credit risk when the borrowers’ default on their payments
Counterparty Risk
Risk discussed above occurs when the other companies that they deal with have failed to meet their obligations by failing to pay for good or services or fail to repay a borrowing. 
Currency Risk
When the currency moves in a direction which is not favorable on an investment that has been made abroad, the investor may lose the investment due to the exchange rates. 
Foreign Investment Risk
When investing abroad if there is an opportunity, the business needs to investigate potential risks since the investment will not be domestic. 
Environment Risk 
When a company doesn’t have the experience of the business environment abroad, it could face investment risk due to the environment abroad. This is usually due to different market environment, work ethics, taxation and laws.

(ii)
Good financial risk management will have some good useful benefits to the company. Some of the benefits are highlighted below:
· It will improve financial planning of the company putting the business in control and managing any risks that the business may face since the business may already be aware of the risk
· Increases the awareness of performing due diligence since the business will be dealing with counterparties and might be outsourcing some of the functions
· Improves healthy investment and decisions
· The business develops a habit of regularly monitoring the environment, economy and market changes which could help in decision making

(iii)
Liquidity risk is one of the most common risks a business or company can face. If this goes out of hands, then it could lead to shutting down of the business. This occurs when funds are not readily available when the obligations are due. Near money is an example of an asset that can be converted into liquid cash easily and at a low cost.
Time deposits with banks and building societies are the best type of near money and pay high interest. The investor must give notice before they withdraw their investment.
If a business must face liquidity risk, extreme liquidity can lead to bankruptcy hence this risk is one of the most common and fatal risks in business.  

Q2
Liquidity risk is where a company is unable obtain funds to meet their financial obligations as and when they are due either by increasing liabilities or by cashing in any assets owned but without losing value.
Credit risk is slightly different where the borrower or counterparty default on their financial obligations.

Q3
Currency risk is faced due to the movements of the exchange rate of the currencies. This can sometimes be beneficial and sometimes it can be a loss. When large sum of money is involved, a slight movement can create large losses. Companies will usually adopt the hedging technique to minimize the risk. Two of the most common methods are forward contract and option. Forward contract will lock the price which is the most common and option will provide the flexibility to make a deal or walk away depending on the movement of the currency in question.

Case Study

1
Current Ratio = Current Assets/Current Liabilities
Current Ratio = 3.6m/4.0m
Current Ratio = 0.9m

2
Liquidity risk is where a business is unable to obtain funds to meet their financial obligations as and when they are due either by increasing liabilities or by cashing in the assets present. Parker and Co are near to the healthy liquidity ratio, they have very less trade debtors but a lot of assets which is good, but the alarming part is the fact that their sales have decreased, and they are also planning to open a new stores’ in a new country with high inflation rate. The buildings owned have also decreased in value significantly.
If they were to generate cash using their assets, their liabilities will increase which in turn can have an impact on their cash flow. My recommendation would be for them to look into their liabilities before they make any move.
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