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1.  What is the relationship between ‘Uncertainty’ and ‘Risk’?
Before, delineating the relationship between uncertainty and risk, it is important to first define ‘risk’ itself. Most definitions of risk include the possibility of an unanticipated loss occurring (Financial Services Authority, 2001). For instance, every morning on your way to work, there is a possibility that you may have an accident along the way and consequently injure yourself and incur subsequent damage to your vehicle. Moreover, it is the unanticipated nature of the loss that the conceptualization of risk can be associated with the absence of certainty and presence of uncertainty (Financial Services Authority, 2001). Take for instance again, driving your vehicle to work daily. You will indirectly be gambling with your life whenever you get into your car. Although, the probability and potential for an accident to occur may be low, it is nonetheless still able to occur and when it does is often unforeseen and unbeknownst to the driver. As such, the inherent uncertainty within any risk creates a precarious and dubious position for the driver and business alike to try and mitigate against any potential losses that may occur through various risk management strategies such as wearing a seatbelt or setting up sprinklers in warehouses to reduce the impact of a potential fire destroying merchandise. This example alludes to another important aspect of the definition of risk: indeterminacy (Financial Services Authority, 2001). So, essentially, risk involves both potential loss and indeterminacy. But, what if you could guarantee a loss? Then it would not involve an element of risk and would rather be a calculated decision. Thus, successful negotiation of risk would involve making various choices for benefit or gain amid the uncertainty poised against one (Department of Environmental Affairs, 2013).

2. Define ‘operational risk management’. 
Buchelt, Fend, Unteregger, Zwizlo and Lutz (2006) purport that providing a comprehensive and functional definition of operational risk is a difficult task and thus define it broadly as representative of the potential losses associated with operating or working as a business. Added to this, operational risks that translate into loss can encompass a diverse range and nature of activities within the business’s own internal environment and external operating environment, including but not limited to the market, economic and political atmosphere (Financial Services Authority, 2001). As is suggestive, the scope of risk included within the term operational risk is quite extensive and covers risk that involves direct or indirect loss that results from inadequate or failed internal processes and systems, people and external events all underpinned by the legal context in which a business operates (Basel Committee on Banking Supervision, 2001). In practice, operational risk management enables a business to establish a system to reduce loss and maximize profit.
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This generalized definition of operational risk is directed for businesses to develop suitable methods to measure, monitor and mitigate against such risk within their respective companies. However, both strategic and reputational risks are often excluded from this broad definition as they are difficult to conceptualize of and measure consistently (Basel Committee on Banking Supervision, 2001; Financial Services Authority, 2001).

3. Explain the factors on which the operational risk management depends. 

Operational risk management plays a vital role in determining the success of management in achieving the aims and objectives of the company (Buchelt et al., 2006). Firstly, operational risk management depends on whether or not there is the procurement of a close relationship between the business’s strategic focus (i.e. mission, vision) and its willingness to take risks. By clearly defining this relationship, the operational risk management team will not hamper, or delay decision making processes of the company nor reduce the company’s output as it should have developed a strong understanding of the business’s appetite for risk and its policy on how much risk to tolerate before implementing various risk management strategies (Buchelt et al., 2006; Financial Services Authority, 2001). Secondly, operational risk management will depend on the values, opinions and attitudes of employees in identifying risks as they arise (Buchelt et al., 2001). A business which creates a strong corporate culture to embracing the identification and exposure to risks shall enable a well-balanced interaction with internal regulatory requirements of the business as well as suitable alignment to the volatility of capital markets. Third, operational risk management’s primary process is to identify, assess, monitor and control risks that involve the clear assignment of roles and responsibilities of managing risk at the appropriate level within a company (Buchelt et al., 2006). For example, top level management of a bank will be responsible for all the risks of the bank as well as designing and implementing its own risk strategy. If in the event that the implementation of a business’s risk strategy is handled by a designated risk controlling unit in the company, then an appropriate legal and regulatory framework should be developed and employed synergistically throughout the company and supported by top-level management so as to avoid micro-management of individual business units.

4. Discuss in detail the risks associated with people in a business.

One dimension of operational risk management is controlling the level of risk within the business itself (Buchelt et al., 2006). The human resources aspect of the business contains different degrees of risk in terms of each individual employee’s tenure at the company, from their recruitment, contractual obligations and terms of employment to their termination and/or grounds for dismissal. People risk is often categorized into three different levels of severity, each in turn will be described below (Financial Services Authority, 2001). The first level of people risk covers the short-term loss of the business’s profitability or share value, that is at least recoverable over an indeterminate period of time. The second level of people risk is more severe in terms of its impact on the business’s reputation and wealth accumulation in the long-term. Take for instance, an employer who has been found to be guilty of sexual harassment in the workplace, a story which has received considerable attention in news and media coverage locally. This will undoubtedly tarnish the business’s reputation. The third and most severe level of risk involves the collapse and liquidation of the business through the actions of one or more of its employees. For example, an employee who steals money from the business or engages in other malicious or negligent activities. Across the severity levels of people risk, human resources within a business can be impacted upon by various factors such as absenteeism, accident and productivity rates as well as the quality of the product they produce and their customer’s satisfaction levels (Financial Services Authority, 2001). The ways in which management can control and reduce such people risks is to maintain extrinsic motivation through the payment of salaries on time and corporate culture of strict adherence to the business’s regulatory requirements.
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