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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. 
	1. Define risk and explain its various types. 
2. The ISO 31000 risk management standard defines risk as, “the effect of uncertainty on objectives.” 
It's a good idea to understand the different types of risks your business may face so you can recognize and plan ahead for them. 
Risks can be:
opportunity-based – risk from choosing one option over other options
uncertainty-based – risk from uncertain or unknown events such as natural disasters or loss of suppliers
hazard-based – risk from dangerous materials or actions.
Opportunity-based risks
This type of risk comes from taking one opportunity over others. By deciding to commit your resources to one opportunity, you risk:
· missing a better opportunity
· getting unexpected results.
Opportunity-based risks for a business include moving a business to a different location, buying a new property, or selling a new product or service.
Uncertainty-based risks
This type of risk comes from uncertainty around unknown or unexpected events. It’s hard to predict these events and the damage they can cause. It’s also hard to control the damage once these events occur.  
Examples of uncertainty-based risks include:
· damage by fire, flood or other natural disasters
· unexpected financial loss due to an economic downturn, or bankruptcy of other businesses that owe you money
· loss of important suppliers or customers
· decrease in market share because new competitors or products enter the market
· court action.
To reduce the impact of uncertain events on your business, you can do things like:
· develop an EMA Emergency Management Plan to reduce the damage to your business in an emergency
· keep a supplier database to help you manage your stock and equipment
· seek and use regular feedback from your customers and other people you deal with in your business
· check your business environment regularly for risks such as changes in trends and customer expectations
· seek expert advice every now and then to check the financial health of your business and to get advice on how to improve your business.
Hazard-based risks
These types of risks come from dangerous situations in the workplace.
Some common examples include:
· physical hazards caused by high noise levels, extreme weather conditions or other environmental factors
· equipment related hazards caused by faulty equipment or poor processes when using equipment such as machinery
· chemical hazards caused by improper storage or use of flammable, poisonous, toxic or carcinogenic chemicals
· biological hazards caused by viruses, bacteria, fungi or pests
· ergonomic hazards caused by poor workplace design, layout or equipment use
· psychological hazards caused by bullying and harassment, discrimination, heavy workload or mismatch of employee skills with job duties.



3. What are three common risk management techniques? 
Once risks are identified, companies take the appropriate steps to manage them to protect their business assets. The most common types of risk management techniques include avoidance, mitigation, transfer, and acceptance.
Avoidance of Risk
The easiest way for a business to manage its identified risk is to avoid it altogether. In its most common form, avoidance takes place when a business refuses to engage in activities known or perceived to carry a risk of any kind. For instance, a business could forgo purchasing a building for a new retail location, as the risk of the venue not generating enough revenue to cover the cost of the building is high.
Similarly, a hospital or small medical practice may avoid performing certain procedures known to carry a high degree of risk to the well-being of patients. Although avoiding risk is a simple method to manage potential threats to a business, the strategy also often results in lost revenue potential.
Risk Mitigation
Businesses can also choose to manage risk through mitigation or reduction. Mitigating business risk is meant to lessen any negative consequence or impact of specific, known risks, and is most often used when those risks are unavoidable. For example, an automaker mitigates the risk of recalling a certain model by performing research and detailed analysis of the potential costs of such a recall. If the capital required to pay buyers for losses incurred through a faulty vehicle is less than the total cost of the recall, the automaker may choose to not issue a recall.
Similarly, software companies mitigate the risk of a new program not functioning correctly by releasing the product in stages. The risk of capital waste can be reduced through this type of strategy, but a degree of risk remains.
Transfer of Risk
In some instances, businesses choose to transfer risk away from the organization. Risk transfer typically takes place by paying a premium to an insurance company in exchange for protection against substantial financial loss. For example, property insurance can be used to protect a company from the costs incurred when a building or other facility is damaged. Similarly, professionals in the financial services industry can purchase errors and omissions insurance to protect them from lawsuits brought by customers or clients claiming they received poor or erroneous advice.
Risk Acceptance
Risk management can also be implemented through the acceptance of risk. Companies retain a certain level of risk brought on by specific projects or expansion if the anticipated profit generated from the activity is far greater than its potential risk. For example, pharmaceutical companies often utilize risk retention or acceptance when developing a new drug. The cost of research cost and development does not outweigh the potential for revenue generated from the sale of the new drug, so the risk is deemed acceptable.
4 What are the four T’s of responding to risks? 
The Four T’s 
The best risk response plans usually provide a few response options, ranked in order of preference. There are generally four ways that you can respond to risks. 
Tolerate 
Accept that the risk exists and tolerate the possible consequences. 
Treat 
Perform an action to mitigate the risk. For example, if you know that the bank may not approve you for as much money as you need, you may want to look for other sources of funding. 
Transfer 
Transfer the responsibility or the consequences of the risk to a third party. This is often done through a guarantee or insurance. 
Terminate 
Stop the activity that causes the risk. 
Key Considerations 
Keep the following points in mind when choosing a mitigation strategy. 
·  Any strategy should do as much as possible to ensure normal business practices are not 
interrupted or are delayed as little as possible. 
·  In any large company, a risk materializing will almost certainly require media engagement to 
make announcements, clarify details, and provide on-going information to stakeholders and the general public about what your organization is doing. Managing the media should be part of your plan. 
·  Direct communication with stakeholders is critical. It should be either general but informative or very specific to the impact the risk has on them. 
·  If there is any chance that people may be injured or worse, you should include medical support in your planning. This can mean having an emergency response team standing by or providing emergency support numbers to your staff. 
·  Depending on the risk, you may be required by law to obtain insurance against it occurring. If this is not the case but insurance is available you should perform a cost/benefit analysis to determine if insurance should be part of your risk mitigation strategy. 
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