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	Question 1:
I. Define the following terms:
a) Equity
Equity is the sum paid by shareholders, plus the earnings of the business, less the losses of the business – i.e. what the business is worth according to its balance sheet.  Accordingly, someone owning 50% of the available shares in a company may be said to own 50% of the equity in that company. Companies suffer equity risk when they purchase stocks, which may go down in value. 

b) Commodity Risk
Commodity risk is the risk to a business caused by fluctuations in the price of the items it requires to perform. An example is a baker who relies on the acquisition of grain to make bread - the commodities risk there could be that the grain goes up in price, or that there is a shortage of grain and he is unable to obtain it. 

II. What is the difference between ‘micro political risk’ and ‘macro political risk’?
Political risk may be described as a “political change that alters the expected outcome and value of a given economic action by changing the probability of achieving business objectives” (PriceWaterhouseCoopers, 2006). Such political changes could be macro (they affect all businesses operating in that environment) or micro (which affect specific projects, industries or companies).
A good example of macro politics risks in action was the IS occupation of Northern Iraq and Kurdistan in 2014 – the majority of international companies in the region were forced to put projects on hold and move out of the area until IS’s recent defeat. 
Micro political risks, however, could impact a company (for example where a corrupt government organisation delays or refuses to renew an operating certificate or grant visas for employees), or an entire industry (for example the where higher compliance costs are introduced, as per the Iraq Private Security Companies Law 2017). 

III. What is credit risk? Outline main categories of credit risk.
Credit risk is “the risk that the value of a portfolio changes due to unexpected changes in the credit quality of issuers or trading partners. This subsumes both losses due to defaults and losses caused by changes in credit quality” (McNeil, Frey and Embrechts, 2005). 
The most common credit risk to a business is settlement risk - that its customers or clients do not pay for services or goods on time (which creates cash flow difficulties), or they do not pay at all. For banks and lenders, default on loans is their major credit risk. However, where such defaults impact the company value, credit risk can also lead to a reduced share value, which in turn adversely affects the portfolio of others who hold those shares. 

IV. Outline the main categories of social risk.
Social risks are those factors which adversely affect the labour force or customer base. For example, human rights – companies with poor human rights records (or who operate in countries with poor human rights records) may find themselves shunned by the purchasing population. Similarly, statistics show that younger demographics tend to place the environment as a priority, and will actively seek out businesses with good environmental credentials, to the detriment of those that don’t. 
At the other end of the spectrum, businesses must consider the social risks that affect their potential workforce, particularly lower skilled workers. Children of low skilled or unemployed workers may have poorer access to public health and education and greater expose to illness. The World Bank support greater access to social risk management instruments for these lower income groups groups - the intention being to prevent catastrophes occurring, mitigate against potential risks, and cope with risks that have occurred (Holzmann 2003). Businesses need to understand the social risks relevant to their customers and workforce, and take steps to rectifiy any gaps (eg training programmes for poorly educated new recruits, ‘budget’ options for products) and if operating in a particular environment longer term they may want to support social risk management strategies – this in turn will support the company’s ‘ethical credentials’ and attract certain customer demographics. 

V. Outline the benefits of technology risk management.
Risk management requires three processes – assessment, mitigation and evaluation. 
Assessment of the risks provides the business with better information – of the threats to the business of not investing in technology, the likely impact on market share of investment or failure to invest, and the pros and cons of different technological products. Without this information the business can not plan an effective strategy. 
Mitigation strategies ensure that the business takes the right (and also the most cost-effective) steps to protect itself from potential risks, whilst also achieving its goals. 
Finally, by constantly evaluating the strategies implemented, and re-assessing the market to identify relevant changes, the business does not stand still – it can evolve with the risks and opportunities and ensure a profitable future. 


VI. The following table contains risk types and categories. Match the appropriate risk type and risk category in each case.

	Risk type
	Risk Category

	Credit Risk
	Business related loans

	Credit Risk
	Indemnity commission

	Operational risk
	Theft and fraud

	Market Risk
	Change in foreign exchange rates

	Operational risk
	bribery

	Operational risk
	Health and safety issues

	Operational risk
	Money laundering




2. “Financial risk is one of the high priority types for every business”. Discuss
The three types of financial risk – credit risk, market risk, and liquidity risk – are of fundamental importance to every organisation. Businesses exist to make profits with which to reward its investors and grow. Even not-for-profit organisations need to be acutely aware of these risks if they are to maximise their effectiveness in the arena in which they operate.

	(3)
3. “Introduction of genuine environmental policies may enable a business to attract more customer, investors and employees”. Discuss
With an increasing awareness about pollution, global warming and other environmental issues, customers are now beginning to make decisions based on the environmental credentials of a business. Employees may not be able to afford to be as ethically discerning but certainly those experienced and ‘in demand’ employees who have a greater degree choice will choose a business with a responsible approach to the environment.  Practically speaking, however, introduction of strong environmental policies will reduce the risks of heavy fines and penalties, which in turn improves the profitability of a business and helps attract but employees and investors. 


Case Study
1. Which type of risk is the business faced with?
In terms of operational risks, workplace health and safety in particular is a major concern.  The use of water alone causes risk of slipping if spilled, and the products used can cause both short-term (for example if it gets into the eye of staff or a customer) and longer term injury (such as occupational dermatitis). 
Market risks also require attention – changes in the products and services that the market wants can create marketing opportunities if the salon is proactive in making those changes, but failure to provide the latest services at the right price will see customers migrating to competitors. 
The business will also face social risks – in respect of its employees and customer base. Attracting the right recruits, with appropriate skills, language and training is essential – the best employees will ensure that less goes wrong in the salon and help keep customers happy, whereas a poorly skilled hairdresser will lead to customer complaints. A strong understanding of the customer base is also essential – David must understand who his clients are (and which new clients he wants to attract), what services they require, and what they will pay for those services – for example a salon in a city student area will need to offer very different services to one in a village with a higher concentration of over 60s.  

2. Is there any environmental issue involved?
Arguably the chemicals in the salon products (such as bleach) could cause damage to the environment. It is therefore important to ensure that quality products are used which don’t cause damage to the environment. However, this is also an opportunity to be considered – by using only environmentally-friendly products, a marketing opportunity is created and the salon may appeal more to certain socio-economic groups.

3. Is business faced with any operational risk? If so which type of risk it is?
As mentioned at 1 above, operational risks may well be the most immediate concern of the business. Health and safety risks can put the employees and customers at risk. Personal injury due to the chemicals used, or even a water spillage, will be a major risk to the business and steps should be taken to mitigate those risks. Insurance will be available, but premiums will quickly increase if steps aren’t taken to minimize the likelihood of injury, and the reputational damage will also impact the business. Examples of mitigation measures would be gloves for employees,  regular checks for spillages and checking with customers tthat they are experiencing no discomfort. 
The salon should not forget about the other potential operational risks – theft by employees, damage to assets or business disruption issues (such as a telephone line being out of services) could also be relevant operational risks for a salon.

4. What could be the benefits for the implementation of risk management for this business?
A good risk management programme will provide many benefits to the business, the main ones being:
· Fewer injuries (both staff and customer) means lower insurance premiums and no costly legal cases
· Strong market awareness ensures that the correct products and services are offered to the customer base, with less wastage
· Understanding the social risks and ensuring strong recruitment and training programmes will ensure that staff are competent, happy, less likely to make costly errors, and likely to retain customers
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