                              RISK MANAGENT


 ASSIGNMENT





Q1What is the relationship between ‘Uncertainty’ and ‘Risk’?





A1. 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 


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.


For instance,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. 


Difference Between Risk and Uncertainty


In our day to day life, there are many circumstances, where we have to take risks and often there comes a situation of uncertainty regarding the forthcoming events, which we have no idea. We use the terms risk and uncertainty in a single breath, but have you ever wondered about their difference. Well, this article might help you in understanding the difference between risk and uncertainty, where former describes a situation, in which there is a chance of loss or danger. Conversely, the latter refers to a condition where you are not sure about the future outcomes.








BASIS FOR COMPARISON�
RISK�
UNCERTAINTY�
�
Meaning�
The probability of winning or losing something worthy is known as risk.�
Uncertainty implies a situation where the future events are not known.�
�
Ascertainment�
It can be measured�
It cannot be measured.�
�
Outcome�
Chances of outcomes are known.�
The outcome is unknown.�
�
Control�
Controllable�
Uncontrollable�
�
Minimization�
Yes�
No�
�
Probabilities�
Assigned�
Not assigned�
�









A2 Operational risk is the risk of loss resulting from inadequate or failed internal processes, people, and systems or from external events 


A business that does not address Operational Risk Management cannot claim to have an enterprise risk management process. The success of Operational Risk Management will depend on how complete the identification process is. 


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. 





Q3Explain the factors on which the operational risk management depends 





A3 The sources of risk considered to be included within the term operational risk are quite considerable. The FSA Integrated Prudential Sourcebook consultation paper (Financial Services Authority2001) describes operational risk as that covering: 


a. Business risk that includes adverse changes to a firm’s market, customers, or products changes to the economic and political environments in which the firm operates and the strategic risk which a firm faces if business plans, supporting systems, and the implementation of these plans adversely affect the firm; 


b. Crime risk, including potential theft, fraud, and computer hacking;


 Disaster risk, such as fires, floods and other natural disasters, and terrorist activity; 


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


d. Legal risk, including loss arising from legal action against the business and from inadequate, incomplete or otherwise unsound legal documentation and practices; 


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


f. Reputational risk from negative publicity about its business practices or internal controls; 


g. Systems risk loss, as a result of failure caused by the breakdown of business procedures, processes, or systems and controls; 


h. Outsourcing. The FSA’s definition of business risk described above includes market, economic, and political risk 





Q4Discuss in details the risks associated with people in a business? 





A4.The word “risk” includes all situations wherein there is a chance for undesirable out comes to occur. Risks can be categorized in many ways. 


Dynamic Risks


 Dynamic risks are those that occur due to a change in the economy. For example changes in prices, consumer expectations, profits, productivity, and technology may lead to financial losses


 Dynamic risks benefit society in the end. Dynamic risks affect a large number of people. However, they are less predictable than static risks. 


Static Risks 


Unlike dynamic risks, static risks are losses that occur even if there are no specific changes in the economy. If consumer tastes, productivity, income levels, and the level of technology could be maintained, some people would still suffer financial losses. These losses occur for reasons other than from economic changes; e.g. due to the dishonesty of other people. There is no benefit or gain for society as a whole when it comes to static losses. These types of losses are caused by either the physical wear and tear of the asset itself or its loss due to theft or human error.  In the real world, static losses are expected. They are predictable. For that reason, insurance can be bought to cover these types of losses, unlike dynamic risks. 


Fundamental and Particular Risks


 Fundamental risks are impersonal losses in both the type of loss suffered and the result. The losses will affect a huge group of people or even an entire population; e.g. unemployment, war, inflation, earthquakes, floods, etc. Particular risks, however, are losses that stem from specific individual events. Normally these losses affect individuals rather than many people. Particular risks can be either static or dynamic. A building burning down or a bank robbery, are both examples of particular risks. Fundamental risks are beyond the control of the people involved and are, therefore, not caused by the negligence of any individuals. While some fundamental risks are covered by private insurance companies, social insurance or government programmes will also take responsibility for fundamental risks. For example, social insurance would cover fundamental risks like unemployment and work-related disabilities. On the other hand, places affected by flood damage or earthquakes can be declared disaster areas and receive government funding and assistance.


 Pure and Speculative Risks 


Speculative risk refers to situations where there is potential for loss or gain. Most business decisions are seen as speculative risks, for example, when a decision is made to launch a new product. There is a risk involved. If the new product sells well then the company makes a profit. However, if it fails the company suffers losses. For example, when buying a car a person is immediately faced with the possibility that the car could be damaged or destroyed. Either a loss will be experienced or no loss will take place. A pure risk is a risk that only involves the possibility of suffering a loss, with no possibility of gain. So, with pure risk there is no gain. For instance, damage caused by a hurricane, fire or car accident is a pure risk because there is no gain if no damage occurs. The difference between pure and speculative risk is important, as only pure risks are insurable. Insurance companies will not insure individuals against speculative risks. Speculative risks are seen as voluntarily entered into and are easily identified because of their two-dimensional nature – the possibility of both loss and gain. Risk Types of Pure Risk 


Pure risks affect individuals and businesses and are categorized as follows: 


1. Personal Risks Personal risk is the possibility of loss of income or assets due to the loss of the capacity to earn an income. Loss of earning power is attributed to four circumstances, namely:


 i. Early death. 


ii. Dependent old age. 


iii. Sickness or disability. 


iv. Lack of employment. 


2. Property Risks 


a. Property risks are faced by anyone who owns an asset, because these belongings can be damaged or stolen. Risks to property encompass two different types of loss; direct loss and indirect or “consequential” loss.


b. Direct loss is the easiest to understand. If a property is damaged by fire, the owner loses the value of the property. This is a direct loss. However, the house owner no longer has a place to live, so has lost more than just the value of the building.


c.The owner will need to rent somewhere else to live, while the house is being rebuilt. These additional expenses are known as indirect or consequential losses.


d.In the case of a company losing their factory, for example, the company not only loses the value of the building and equipment, but also the income that would have been generated through the use of these assets. 


e.Therefore, property risks include the following two losses: The loss of the property The loss of the use of asset, which in turn causes additional expenses of a loss of income. 


3.Liability Risks 


a.Generally liability risk covers the unintentional injury of other people or damage to their property, due to negligence or carelessness. However, liability can also occur due to deliberate injuries or damage caused. 


b.Therefore, liability risk includes the possibility of loss of owned assets, future income due to damages received, legal liability due to either deliberate or unintentional actions, or even the violation of other people’s rights. 


4.Risks Arising from Failure of Other Individuals 


a.Examples of this type of risk include a builder not completing a construction project as scheduled or debtors that fail to make payments as promised. 


b.The swift development of the Internet, the rapid expansion of e-commerce as well as the increased move toward outsourcing by large businesses, has opened up a whole new range of risks relating to the failure of others. 








