Topic M03: Risk Management                                       Student Worksheet P.3
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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 / No

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

	(c). 
	Damage to a safe caused by theft.
	Yes / No

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

	(e). 
	Water damage to store stock.
	Yes / No

	(f). 
	Investment returns on property.
	Yes / No

	(g). 
	Machinery fire damage.
	Yes / No

	(h). 
	Accidental office window breakage.
	Yes / No

	(i). 
	Gains from the Casino.
	Yes / No

	(j). 
	Employee injuries while performing tasks.
	Yes / No


[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.
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 / Speculative

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

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

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

	(e). 
	Investment return on property market.
	Pure / Speculative

	(f). 
	Fire damage on machinery.
	Pure / Speculative

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

	(h). 
	Gains from Casino.
	Pure / Speculative

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


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.
Read the following situations carefully and tick (() the correct answer.
	Situations
	Risk

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

	(b). 
	Earthquakes devastated a province.
	· Insurable
· Non-insurable

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

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

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

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

	(h). 
	A house was damaged by a fire.
	· Insurable
· Non-insurable


[image: image3.png]


Activity 4: Case Study
Read the following case carefully and answer the question below.
	Mr Chan is a sole proprietor who runs a fast food shop with 3 employees namely John, Mary and Tom.  Mr Chan has made a considerable profit from the business in the past three years.
Every morning, Mr Chan drives his van to the market to buy ingredients.  John is the chef of the fast food shop.  Once while he was cooking in the kitchen, he fell on the slippery floor and broke his arm.
Mary is the cleaning lady and frequently sweeps the floor.  Every night, Mary is always the last one to leave the shop.  In the past two months, Mary forgot to lock the door three times.
Tom is responsible for maintaining the stock.  As part of his duties, he has to move the stock (such as rice, flour, cans and drinks) around sometimes.  However, because of his awkward posture, he often hurts himself.
Last month, the shop caught a fire due to overloading a single socket which caused a short circuit. 
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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?
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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
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	A.
	Monitor the performance and suitability of the risk management methods and strategies on an ongoing basis.

	2
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	B.
	Develop and select methods for managing risk.

	3
	
	C.
	Identify all significant risks.

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

	5
	
	E.
	Implement the risk management methods chosen.



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.
	
	Eliminate loss exposure by not entering an activity that produces the danger.

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

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

	
	Transfer the risk to another party to bear the consequences of one’s exposure to loss.


Activity 6: Risk Management Strategies

Part (b)
Suggest 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.
	

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

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

	(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.
	

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

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

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

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


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.
	1. Risk avoidance

	

	

	

	

	

	2. Risk assumption

	

	

	

	

	

	3. Risk reduction

	

	

	

	

	

	4. Risk transfer

	

	

	

	


Activity 8: Liability insurance
Golden Apple is a small travel agency which sells hotel and air ticket packages. It also arranges local and overseas tours.  The shop owns a few coaches for taking tourists of local tours to visit different places in Hong Kong. 
Explain two types of liability insurance that Golden Apple should take out to deal with the risks it is facing in running the business. 
	i. __________________

	

	

	

	

	

	ii. __________________

	

	

	

	

	

	


Activity 9: Other Common Insurance products
Referring to Activity 8, explain the following types of insurance the travel agency could take out: 
(i)  Motor insurance
(ii)  Fidelity guarantee insurance
	i. __________________

	

	

	

	

	

	ii. __________________

	

	

	

	

	


Activity 10: Risks and Possible Losses of a Business
Mary and Kitty own a fashion boutique named M&K Company, which is very popular among office ladies.  Recently, Mary found that there have been increasing thefts of cash and stock in the shop. She suggested taking out insurance to cover the risks and possible losses.  
(a) Explain whether the following proposals will be accepted by insurance companies: 

i decline in net profit
ii the death of its general manager
(b) Describe two types of insurance that could provide risk cover to the M&K boutique for the theft of its cash or stock.
	i. __________________

	

	

	

	ii. __________________

	

	


	i. __________________

	

	

	

	ii. __________________

	

	


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

	
	

	
	

	
	


	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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