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Risk Management (Short Course) Questions
Question 1. What is the relationship between ‘Uncertainty’ and ‘Risk’?
It is a known fact that the word uncertainty is often used together with the word risk.
Uncertainty refers to a doubtful thought. This is dependent on lack of information about what will or will not occur in the future. Certainty is the opposite, which means surety of a particular situation.
A student says “I am certain I will get an A in this course,” which means the same as “I am sure I will get an A in this course.” Both statements replicate a conviction about the outcome.
If one claims “I am unsure what grade I am going to get in this course,” the declaration displays a lack of knowledge regarding the outcome.
Where there is a risk (a situation where there is a possibility for loss), uncertainty exists. It's possible for an individual to feel uncertain in a situation which he or she imagines that there is a chance of loss. It is possible for an individual to feel certain (sure) with regards to a certain risk when the exposure to loss is not known.
Question 2. Define ‘operational risk management’.
Answer

Operational risk is the risk of loss resulting from inadequate or failed internal processes, people, and systems or from external events.
The FSA (2002) appropriately states that ultimately firms need to decide for themselves what operational risk means to them and every company needs to consider a more specific definition of operational risk that is appropriate to the range and nature of its business activities and its operating environment.
Therefore, businesses need to adapt the operational risk definition in terms of their own end product and the resources and processes they use to produce that product.

Question 3. Explain the factors on which the operational risk management depends.
Answer
   Developing a solid Operational Risk Management System will depend on a number of issues
   such as:
1. The Risk Management System should not slow down decision making processes or reduce
business output;
2. Risk managers who implement the operational risk programme should not be the managers of individual business units; Risks should be managed at an appropriate level within the organization.

3. Developing a culture which rewards the exposure of risks when identified, rather than encouraging
staff to hide them.
Question 4. Discuss in details the risks associated with people in a business?

Answer

Each day, there are countless mistakes, acts of thoughtlessness or even illegal actions made by people in organizations around the world, the vast majority of which have negligible consequences other than to increase the cost of doing business. However, some of these misdeeds and mistakes do cause damage and result in considerable financial loss to a firm. Every now and then, the misdemeanours and blunders add up to create a major disaster, which can result in many millions of dollars of losses to the firm involved, and even harm or loss of life. This is what is called People Risk or the risk that people, inside and outside of the firm, will make bad decisions that cause losses to the firm.

People make bad decisions for a host of reasons, but mainly because they are human. Emotions get in the way of our ability to think rationally and objectively. People make some decisions even though they do not have enough information to make them but they rely on their experience and ability to dig them out of a hole if something goes wrong. But sometimes the hole is too deep. People make some decisions even though they think the decisions may be wrong, but they decide to go along with the group for an easier life, choosing the battles they want to fight. People sometimes make bad decisions because they desperately want a particular decision to be the right course of action, often as a vindication of previous decisions they have made.

People are not machines that can be programmed to do the same thing every time, and even the most trustworthy individuals sometimes get tired, sloppy, overconfident, over-trusting, suspicious, worried, frightened, angry, resentful, vindictive and a myriad of emotions in between. Some people make decisions that are illegal, causing losses to the firms in the form of theft and fraud; others may indulge in unethical acts which can cause loss to the reputation of their firms and fines by regulators. These are all potential causes and examples of risks associated with people in a business.

