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 Q.1. I. 

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

Q.1. II.  

· The risk associated with initial strategy selection, execution or modification over time, resulting in a lack of achievement of overall objectives.

Q.1. III. 

· Combination of employer behavior which affects employee efficiency, health and safety, loyalty, and the detrimental impact of employee behavior, which is anything from profit erosion to business failure.

Q.1. IV. 

There are five key areas of risk associated with setting objectives:

A. The objectives are not aligned with the strategy
B. They do not address the key business areas
C. They are not SMART
D. Management lacks the experience to achieve the objectives
E. The initial assessment of the risks linked with each objective is superficial

Q.1. V. 

Developing a solid Operational Risk Management System will depend on a number of issues such as:

· The Risk Management System should not slow down decision making processes or reduce business output
· Risk managers who implement the operational risk program should not be the managers of individual business units
· Risks should be managed at an appropriate level within the organisation
· Developing a culture which rewards the exposure of risks when identified, rather than encouraging staff to hide them.

Q.1. VI. 

The FSA Integrated Prudential Sourcebook consultation paper (Financial Services Authority2001) describes operational risk as that covering:
· 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
· Crime risk, including potential theft, fraud, and computer hacking
· Disaster risk, such as fires, floods and other natural disasters, and terrorist activity;
· Information technology risk, including unauthorised access and disclosure and data corruption
· Legal risk, including loss arising from legal action against the business and from inadequate, incomplete or otherwise unsound legal documentation and practices
· Regulatory risk, relating to the lack of observance of rules set by a regulatory body
· Reputational risk from negative publicity about its business practices or internal controls
· Systems risk loss, as a result of failure caused by the breakdown of business procedures, processes, or systems and controls
· Outsourcing.

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

Q.1. VII. 

Operational Risk Management provides the following benefits:

· Enables the business to achieve its business objectives
· Gives management the time and opportunity to generate income, rather than constantly dealing with problems Reduces day-to-day losses
· Places a strong Enterprise Risk Management System in place
· Establishes a system by which to correlate, understand, and model different classes of risk



Q. 2 

People risk may be described as a combination of employer behaviour which affects employee efficiency, health and safety, loyalty, and the detrimental impact of employee behavior, which is anything from profit erosion to business failure.

Secondly, a business must establish systems and controls to manage people risk resulting from the actions of employees or the business itself. These systems and controls must be in place for the duration of an employee’s tenure with the organisation, beginning with recruitment and ending with the employee’s resignation, retirement, or termination. 

Thirdly, on a positive note, people are an important source of competitive advantage and can set one organisation apart from another. While on the other hand, there are three levels of severity of the impact that people risk can have. At the lowest level, people risk covers possible events which would, in the short term, reduce profitability, share value or credit rating. At the second level, risk events may have a negative impact on the organisation’s wealth or reputation in the long term. The worst case scenario would be to bring about the eventual collapse of a business due to conscious or unconscious actions of one or more employees.

Types of people risk :

Employees must be managed effectively as they have a high impact on business profitability. The success of human resource management can be measured by absenteeism rates (staff constraint), labor turnover (staff constraint), accident rates (health and safety), productivity (management), quality of finished goods (management), and customer satisfaction (management). Having said this, people risks are actually broader than just efficient use of employees, and often result from HR management practices like late payment of wages or salaries, not adhering to statutory or regulatory requirements,
staff constraints, dishonesty, corporate culture which does not cultivate risk awareness, risk
management, or poor health and safety practices.

Staff limitations occur either when companies cannot fill critical positions because of shortages in specific trades or professions (salary and other incentives not drawing new candidates) or when staff retention is poor, causing business disruption. Incompetence becomes a problem when employees lack the level of skills and knowledge to do their jobs properly. The absence of professional training and development would cause human errors. Fraudulent activities, such as theft can be attributed to dishonesty within a company. Legal steps may be taken against companies when employees discriminate against an
individual in terms of their age, sex, race, colour, religion, national origin, or disability, either during the recruitment processes or selection of staff for promotion, transfer, or bonuses.
The frequency with which employees miss work will directly impact an organisation, and will incur direct costs and reduced productivity. A corporate culture that does not actively promote risk awareness or encourages making profit, with no regard to the methods used to make them, can result in negative employee behavior.



Q. 3 

In my opinion, any organisation needs to develop, enhance and focus on the following areas as part of its comprehensive risk strategy to protect itself from the risks associated with people:

[bookmark: _GoBack]Maintaining a Health and Safety Management System

The company should develop increased awareness of its legal liabilities for the health and safety of its staff. In doing so:

· It will help keep ahead of legislation and regulators
· Stakeholder, staff, community and customer relationships will all improve

HRM Practices: 

The company should improve and/or sustain an organisation’s competitive advantage with HR policies in areas like employee resourcing, employee development, employee relations, and rewards within a broad strategic plan for the people part of the business. 

To adapt to the changing environment so that they can contribute towards their organisational goals and for people risks, HRM can contribute by improving working conditions to enhance job satisfaction, develop and train employees, maintain harmonious relationships and ensure fairness of rewards. It can also help reduce threats to the company, such as low productivity, unfair dismissals, absenteeism, accidents and social abuses, such as bullying, stress induced by unrealistic workloads and sexual and racial discrimination.

Ability to Pay Salaries

Employee remuneration requires an evaluation of the suitability of the risk indicators and their ability to provide accurate and timely information on which management can act. Liquidity impacts the ability to pay salaries. The salary burden must be balanced against the present and projected income and staff numbers.

Regulatory and Statutory Requirements :

· Contracts

When one person employs another to perform a particular task as part of their business in a manner that they dictate, a contract of employment comes into existence. The standard principles of the law of contract apply. Therefore, in a contract of employment, there must be an offer and an acceptance, which constitutes the agreement. There must be an intention to create legal relations, consideration, capacity, and consent of the parties. There should be no mistake, misinterpretation, duress, or undue influence. Additionally, the contract must be legal and comply with legislation.

· Maternity

Under the ERA, a pregnant employee who has made an appointment for antenatal care, on the advice of her doctor, midwife or health advisor, must be given paid time off. An employer, who is unreasonable and does not afford the employee these rights, can be taken to a tribunal by the employee. However, this must occur within three months following the employer’s refusal. Employees with two or more years’ service may take maternity leave from the eleventh week before the birth, with the right to return up to 29 weeks after the birth, with Statutory Maternity Pay (SMP) payable for 18 weeks plus paid time for antenatal care.

· Discrimination

Discrimination is prohibited in reference to those protected regarding recruitment, pay and benefits, promotion, training, terms and conditions, transfers, dismissal, action short of dismissal, or any other detriment.

· Whistle Blowing

Whistle blowing is the practice of an employee metaphorically blowing a whistle, drawing the attention of people outside of the business to some form of unethical practice inside the business. Employers need to take into account this relatively new form of influence on management. Previously this was done by individuals taking a personal risk with their employment. After the enactment of the Public Interest Disclosure Act of 1998, workers who blow the whistle about any irregularities within their employer’s organisation are protected as far as the umbrella of the Act extends. In addition, employees who are protected by the provisions may sue for unfair dismissal if they are dismissed for making a protected disclosure. A qualifying disclosure will be a protected disclosure where it is made to the worker’s employer or to a person whom the worker reasonably believes to be solely or mainly responsible for the relevant failure.
Certain types of disclosures qualify for protection and are termed to be qualifying disclosures. Qualifying disclosures are disclosures of information which the worker reasonably believes show that one or more of the following issues is currently taking place, took place previously or is likely to happen in the future:

A criminal offence, the breach of a legal obligation, miscarriage of justice, danger to health or safety of any individual, damage to the environment or the deliberate concealment of information tending to show any of the issues just referred to.

· Dismissal

Dismissing a staff member is never just about managing one person. Approaches to dismissal are part of a corporate culture and can change the behavior of the remaining staff and in the wider context, if a trend emerges, can increase or decrease the attractiveness of the business for potential employees. The risk faced by any employer in firing a member of staff occurs for not observing the legislation relating to wrongful and unfair dismissal. Any employee may claim that they were wrongfully dismissed in a common law action for breach of contract in the civil courts or in an industrial tribunal. This is applicable where the employee claims that the employer did not dismiss them in accordance with their contract. One example of this type of claim is where the employer fails to give proper notice as required in the contract. The amount of compensation or damages awarded is normally intended to place the employee financially in the position in which they would have been, had the wrongful dismissal not taken place.
The grounds for categorizing a dismissal as being unfair, as defined by the Act, include: employees taking or seeking maternity, paternity or adoption leave, requesting flexible working arrangements, seeking to assert a statutory employment protection right, taking or proposing certain types of action on health and safety grounds, and performing or proposing to perform duties relevant to their role as an occupational pension scheme trustee, etc.

· Recruitment

The recruitment process will directly affect the quality of the staff employed, retain existing valued client relationships (and associated repeat business) and staff retention. A direct correlation exists between recruitment and the success of a business. The key aspects of recruitment are: recruiters, job analysis, job descriptions, interviews, selection, induction, and integration.
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