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	1.i. “Operational Risk” is defined as the loss resulting from inadequate or failed internal processes, people and systems or from external events.  Therefore, “Operational Risk Management” are the systems/controls and processes that a company implements and maintains to ensure that it does not experience the operational risk issues highlighted in the former sentence.

The Financial Services Authority (2002) 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”

It is therefore important that companies adapt the stated operational risk definition in terms of their own end product and the resources and processes they use to produce that product.

1.ii. “Business Strategy’ is the overall approach that a business takes to achieve its objectives, where objectives are the results expected within a particular time period and the results are the measures of performance.  Basically, what the business will do and the motives behind this action, is the strategy (plan) they follow.

Creating the incorrect business strategy, not implementing a well-planned strategy, or not reviewing and modifying a successful strategy over time due to the ongoing changes in the business environment, are forms of operational risk.  Therefore, a definition of strategic risk can be the risk associated with the initial selection and the execution of our method over a period of time, all resulting in a lack of achievement of overall objectives.
 
1.iii. “People Risk” is the combination of employer behaviour, which affects employee efficiency; health and safety, loyalty and the negative impact of employee behaviour, which can be anything from profit erosion to business failure.

There are three levels of severity of the impact that people risk can have on a company.  These are as follows:

· At the lowest level – where possible events (in the short term) could reduce profitability, share value or credit rating.

· At the second level – where risk events may have a negative impact on a business’s wealth or reputation in the long term.

· At the third level – in a worst case scenario, it could bring about an eventual collapse of a business due to conscious or unconscious actions of one or more employees (e.g. vicarious liability of sub-contractors’ employees could also pose a major threat to a business utilizing the services of sub-contractors).

1.iv. There are five key areas of risk associated with the setting of business objectives – these are:

· The set objectives do not align with the business strategy;

· The business objectives do no address the key business areas;

· The business objectives are not SMART (specific, measureable, attainable, realistic, timely);

· The management does not have the in-house competence and / or experience to achieve the objectives set out;

· The initial assessment of the risk linked to each business objective is superficial.

1.v. The implementation of an Operational Risk Management System depends on a number of issues such as:

· The Operational Risk Management Systems should not impede or slow down the decision making process or reduce a business’s output.

· The risk managers who implement and maintain the Operational Risk Management System should not be the managers of individual business units.


· All risk should be managed and reviewed on an appropriate level within an organisation.

· Allowing for the development of a culture which rewards the exposure of risk when identified, rather than encouraging staff to hide them.

1.vi. According to the Financial Services Authority (2002) (FSA), operational risk covers the following:

· Business risk that includes adverse changes to a company’s market, customers, or products and changes to the economic and political environments in which a company operates.  This also includes the strategic risk faced by a company, if business plans, supporting systems and the implementation of such plans have a negative impact of the company.

· Crime risk, such as theft (white/blue collar crime), fraud and corruption/bribery.

· Information technology risk, including unauthorized access and disclosure and data corruption.

· Disaster risk, such as fires and other natural disaster.

· Legal risk, which is the loss stemming from legal action against a business and from inadequate, incomplete or unsound legal documentation and practices.

· Reputational risk, which emanates from negative publicity about its business practices or internal controls.

· Regulatory risk, relating to the lack or observance of rules set by a regulatory body.

· Outsourcing risk, relating to the use of sub-contractors and supply chain management.

· Systems risk, being the loss which comes from failure caused by the breakdown of business procedures, processes, systems and controls.


1.vii. The benefits of “Operational Risk Management” are as follows”
· It assists and enables a company to achieve its business objectives.

· It helps reduce day-to-day losses.

· It places a strong Enterprise Risk Management System (ERM) in place.

· It provides management the time and opportunity to generate an income, rather than constantly dealing with problems (putting out fires).

· It establishes a system by which to correlate, understand and model different classes or risk.


2.         “People Risk” in an organisation refers to the costs that will arise as a consequence of things that happen to people.  These costs can be very large one-off costs or small, but frequent amounts.  The severity of the impact can vary widely and often includes financial impact of the employee and his/her family as well as on the business.

It is therefore critical that employees are managed effectively, as they have a high impact on business profitability.  People risks are far broader than just the efficient us of employees and often results from poor human resource management practices such as the late payment of wages/salaries, not adhering to statutory or regulatory requirements, staff constraints, dishonesty, corporate culture which does not cultivate risk awareness, risk management and poor health and safety practices.  The success of the human resource management department of any business may be measured by the absenteeism rates (staff constraint), labour turnover (staff constraint), accident rates (health and safety), productivity levels (management), the quality of the finished goods (quality management) and customer satisfaction (brand awareness/reputation).

Other types of people risk for a business, could emanate from staff limitations due to critical positions not being filled, due to the shortages in specific trades or professions (where salaries and other incentives are not enticing new candidates to the company) and when staff retention is poor, causing business disruptions.  Incompetence also becomes a problem to a business when staff lack the pre-requisite skills and knowledge to perform their jobs properly.  Fraudulent activities, such as theft, bribery or corruption can be attributed to dishonestly within a business entity and legal action can be taken against companies when employees discriminate against an individual in terms of age, sex, race, religion, national origin or disability either during the recruitment process or the selection of staff for promotion, transfer or bonuses.

Another risk factor which business‘s should take into account, is the use of sub-contractors (and their employees), as a business / company can be held vicariously liable for the wrong-doings of a sub-contractor’s employee/s.

The following is an example of the consequences of “people risk”:

A company’s rates of sick leave, incidents/accidents and levels of productivity are poor as compared to the industry average, because of the high average age of employees and poor levels of physical fitness.

The consequences:  There is a drain on the ongoing profitability of the business arising from the characteristics of the workforce.  There may be serious consequences in relation to health and safety, because some employees are not as alert as they should be.  Sick leave of key employees may be disrupting the delivery of sales orders and impacting the company’s reputation.

In summary, a business culture that does not actively promote risk awareness or encourages making a profit, without regard to the methods used to make such profit, can result in negative employee behaviour.


3.         A company should embrace a pro-active and strategic approach to managing “people risk” within its organisation.  This will reduce the disruptions and costs to the business, protect employees and their families from the financial impacts of loss of income and produce a win-win outcome for the company and its employees.

In order to reduce the impacts of the potential risk emanating from “people risk”, it is critical that a company implements a people risk management process as follows:







Step one:  Identify and assess the people risk that exists in the business, this includes:

· Prioritizing the risk according to their potential impacts;

· Separating these risks into risks for the company and risks to the employee;

· Question if there are any win-win solutions that may meet the needs of both parties.

Step two:  actions that can be considered which will be a mix of prevention and minimization strategies to:

· Avoid;

· Eliminate;

· Treat; or

· To be retained as an inherent business risk.

[bookmark: _GoBack]Step three:  ongoing management of the people risk through proper planning and the development of a human resource management policy and department to assist in the management of “people risk’.

Having a disciplined approach to the management of “people risk” creates a business culture that will provide spin-offs that are much more than just the protection against unexpected costs/losses for a business.  The outcomes of such a people risk management process should be:

· Improved employee productivity;

· Reduced rates of absenteeism;

· Improved employee health and wellbeing;

· A positive employer brand that assists with attracting new talent;

· Increased employee motivation; and

· Improved employee retention.
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