Topic M03: Risk Management                            Answers to Student Worksheet P.13

BAFS Elective Part – Business Management Module – Financial Management 
Topic M03: Risk Management 
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Activity 1: Can we get insurance protection for…?
Read the following situations carefully and circle the correct answer.
	Situations
	Insurable Risk

	(a). 
	Physical damage to a private car due to an unexpected traffic accident.
	Yes 

	(b). 
	Money invested in a Mark Six ticket.
	No

	(c). 
	Damage to a safe caused by theft.
	Yes 

	(d). 
	Emotional depression caused by ending a relationship between a boyfriend / girlfriend.
	No

	(e). 
	Water damage to store stock.
	Yes 

	(f). 
	Investment returns on property.
	No

	(g). 
	Machinery fire damage.
	Yes

	(h). 
	Accidental office window breakage.
	Yes 

	(i). 
	Gains from the Casino.
	No

	(j). 
	Employee injuries while performing tasks.
	Yes 


[image: image1]Activity 2: Pure or Speculative Risk
Referring to the situations in Activity 1, identify which of them incur pure risk and speculative risk respectively.
Read the following situations carefully and circle the correct answer.
	Situations
	Risk

	(a). 
	Physical damage to a private car because of unexpected traffic accident.
	Pure

	(b). 
	Money invested in the Mark Six tickets.
	Speculative

	(c). 
	Damage to safe caused by theft.
	Pure 

	(d). 
	Water damage to stock in the store.
	Pure 

	(e). 
	Investment return on property market.
	Speculative

	(f). 
	Fire damage on machinery.
	Pure

	(g). 
	Accidental breakage of window in the office.
	Pure

	(h). 
	Gains from Casino.
	Speculative

	(i). 
	Injuries of employees arising in the course of employment.
	Pure 


Activity 3: 
Insurable or Non-insurable Risk
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From the situations below, identify which of them incur insurable risk and non-insurable risk respectively.
Read the following situations carefully and tick (() the correct answer.
	Situations
	Risk

	(a). 
	Employees were injured due to a boiler explosion.
	· insurable

	(b). 
	Earthquakes devastated a province.
	· non-insurable 


	(c). 
	Thousands of Vietnamese were killed during a civil war.
	· non-insurable 


	(d). 
	Exceptional monsoon rains submerged a third of Pakistan, killing more than 1,100 people in August 2022.
	· non-insurable 


	(e). 
	A bank robbery occurred last week.
	· insurable

	(f). 
	A car window was accidentally broken.
	· insurable

	(g). 
	Chongqing (重慶) has experienced abnormally high temperature for weeks and more than 500,000 hectares of farmland were hit by a serious drought.
	· non-insurable 


	(h). 
	A house was damaged by a fire.
	· insurable
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Activity 4: Group Work Assignment 
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How can Mr Chan minimise the risks he is facing in his business?
Possible answers from students:

· Avoid socket overloading.

· Avoid carrying heavy goods (Tom).

· Assign another person to lock the door (for Mary).

· Dry the floor immediately once it gets wet.

· Sweep the floor frequently.

· Use delivery service for food ordering (rather than driving by Mr Chan).

· Avoid keeping money at shop overnight (suggest putting it in night safe).
· Keep reasonable amount of stock.

· Pay medical expenses by Mr Chan.

· Install alarm system to avoid theft.

· Install water sprinkler system to avoid fire.

· Buy insurance.

Activity 5: Risk Management Process
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Organise the 5 steps below into the correct step sequence to effectively manage risk:
	Step
	Description

	1   C 
	
	A.
	Monitor the performance and suitability of the risk management methods and strategies on an ongoing basis.

	2   D
	
	B.
	Develop and select methods for managing risk.

	3   B
	
	C.
	Identify all significant risks.

	4   E
	
	D.
	Evaluate the potential frequency and severity of losses.

	5   A
	
	E.
	Implement the risk management methods chosen.
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Activity 6: Risk Management Strategies

Part (a)
Write down the risk management approaches on the left empty boxes with the appropriate definitions on the right.
	Risk avoidance
	Eliminate loss exposure by not entering an activity that produces the danger.

	Risk assumption
	Accept a risk since the cost of eliminating it is too expensive.

	Risk reduction
	Reduce the risk by introducing safety measures to lower possible losses.

	Risk transfer
	Transfer the risk to another party to bear the consequences of one’s exposure to loss.
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Activity 6: Risk Management Strategies

Part (b)
Match an appropriate risk management strategy for each situation below and write the corresponding number in the circle on the right.

	Risk Management Strategies

	1.

Risk avoidance
	2.

Risk assumption
	3.

Risk reduction
	4.

Risk transfer


	(a). 
	Tom wears a seat belt when driving his motor vehicle.
	3

	(b). 
	The property loss due to a fire at ABC Company was covered by the insurance.
	4

	(c). 
	In order to ensure the store a strong cash flow, the store manager will only accept cash.
	1

	(d). 
	XYZ Company has 1,000 employees and a $100,000 insurance premium was paid for the medical insurance last year but only 30 employees consulted doctors last year.  Therefore, the total claim for the medical expenses last year was only $10,000.  Thus, XYZ decided not to buy the medical insurance this year.
	2

	(e). 
	The Building Owners’ Association paid repair fees by using the owners’ fund.
	2

	(f). 
	Tai Fat Trading Company installs a security and alarm system in its warehouses.
	3

	(g). 
	John prefers taking a taxi rather than driving when he is drunk.
	1

	(h). 
	Customers deposit their money in a bank rather than keep it at home.
	4


Activity 7: Case Study
Referring to Activity 4 (Group Work Assignment), group your suggested methods for Mr Chan into the four kinds of risk management strategies.
Suggested answers for teacher:

1. Risk avoidance
· Avoid socket overloading.

· Avoid carrying heavy goods (Tom).

· Assign another person to lock the door (for Mary).

· Dry the floor immediately once it gets wet.

· Sweep the floor frequently.

· Use delivery service for food ordering (rather than driving by Mr Chan).

· Avoid keeping money at shop overnight (suggest putting it in night safe).

2. Risk assumption
· Keep reasonable amount of stock.

· Pay medical expenses by Mr Chan.

3. Risk reduction
· Install alarm system to avoid theft.

· Install water sprinkler system to avoid fire.

4. Risk transfer.
· Take out insurance.

Remarks:
Though “Pay medical expense for his employees” is not mentioned in the suggested answer in Activity 4, it is also a method under “Risk Assumption”.

Activity 8: Liability insurance
Two types of liability insurance:

i. Public liability insurance: e.g. protecting the travel agency against accidental injury or loss of personal belonging of the customers.
ii. Employees’ compensation insurance: e.g. protecting the travel agency against insurance claims arising from injury to their employees at work. 
Activity 9: Other Common Insurance products
Other types of insurance:

i. Motor insurance protects drivers and third parties against losses from car thefts and car accidents
     a.  Comprehensive insurance
     b.  Third party insurance for automobiles
ii.  Fidelity guarantee insurance provides employers with compensation if they lose money as a result of the dishonest acts of employees.

Activity 10: Risks and Possible Losses of a Business
(a)  (i) Decline in net profit is non-insurable because it is a speculative risk, the business operation may result in either gains or losses
(ii) The life of a general manager is insurable because it is a pure risk, the death of the general manager will incur a loss in profit to the business

(b)   (i) Theft insurance

    - covers losses due to burglary

(ii) Fidelity guarantee insurance

-
covers losses arising from the dishonesty of employees

Extended Learning Activity:

Visit a few websites of the insurance companies in Hong Kong Then select some insurance products for Mr Chan’s business and describe their scope of coverage.
Hints:

You can go to website of Insurance Authority to get the name and website of the insurance companies in Hong Kong.  Also, you are strongly recommended to make use of or download the leaflets provided by insurance companies / banks as reference.

Write down the type and scope of coverage for the suggested insurance products for Mr Chan’s business below: 
	Insurance products
	Coverage

	
	No standard answers

	
	

	
	


	Insurance products
	Coverage

	
	

	
	

	
	

	
	

	
	

	
	


(Source: Adapted from Scott E. Harrington, Gregory R. Niehaus (2004) Risk Management and Insurance, 2nd ed., McGraw-Hill, p.8 – p.9)
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