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Operational Risk Management

Operational Risk Management:

Operational Risk Management (ORM) is the process of identifying, assessing, controlling, and mitigating
risks associated with the people, processes, systems, and external events that can impact an organization's
operations. It involves analyzing potential risks that could disrupt normal business activities and
implementing measures to minimize their impact.

Related Terms:
- Risk Management: The process of identifying, assessing, and prioritizing risks followed by coordination
and economical application of resources to minimize, monitor, and control the probability or impact of
unfortunate events.
- Operational Risk: The risk of loss resulting from inadequate or failed internal processes, systems, human
factors, or external events.

Example:
An example of Operational Risk Management is when a financial institution implements strict security
protocols to prevent cyber attacks that could compromise sensitive customer data and disrupt operations.

Challenges:
One of the challenges in Operational Risk Management is the dynamic nature of risks, as new threats can
emerge rapidly in today's fast-paced business environment. Organizations must continuously monitor and
adapt their risk management strategies to stay ahead of potential disruptions.

Key Components of Operational Risk Management:

1. Risk Identification:
Risk identification involves identifying potential risks that could impact the organization's operations. This
can be done through risk assessments, audits, incident reports, and feedback from employees.

2. Risk Assessment:
Risk assessment involves evaluating the likelihood and potential impact of identified risks. This helps
prioritize risks based on their severity and likelihood of occurrence.

3. Risk Control:
Risk control involves implementing measures to mitigate or reduce the impact of identified risks. This can
include implementing new policies, procedures, or controls to minimize the likelihood of risks occurring.

4. Risk Monitoring:
Risk monitoring involves continuously monitoring identified risks to ensure that control measures are
effective and that new risks are identified and addressed promptly.
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5. Risk Reporting:
Risk reporting involves communicating risk information to key stakeholders within the organization. This
helps ensure that decision-makers are aware of potential risks and can take appropriate action to address
them.

Operational Risk Management Framework:

An Operational Risk Management Framework is a structured approach to managing operational risks within
an organization. It typically includes the following components:

1. Governance:
Establishing clear roles and responsibilities for managing operational risks, including oversight by a risk
management committee or board of directors.

2. Risk Identification:
Identifying and documenting potential operational risks through risk assessments, workshops, and other
methods.

3. Risk Assessment:
Evaluating the likelihood and potential impact of identified risks to prioritize them for further action.

4. Risk Mitigation:
Implementing controls, policies, and procedures to mitigate or reduce the impact of identified risks.

5. Monitoring and Reporting:
Monitoring the effectiveness of risk mitigation measures and reporting on risk management activities to key
stakeholders.

6. Continuous Improvement:
Regularly reviewing and updating the Operational Risk Management Framework to ensure it remains
effective in addressing evolving risks.

Operational Risk Management Process:

The Operational Risk Management Process involves several steps to effectively manage operational risks
within an organization:

1. Risk Identification:
Identifying potential operational risks through risk assessments, incident reports, and other sources of
information.

2. Risk Assessment:
Evaluating the likelihood and potential impact of identified risks to prioritize them for further action.

3. Risk Mitigation:
Implementing controls, policies, and procedures to reduce the impact of identified risks.
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4. Risk Monitoring:
Continuously monitoring identified risks to ensure that control measures remain effective and that new risks
are identified promptly.

5. Reporting and Communication:
Communicating risk information to key stakeholders within the organization to ensure that decision-makers
are informed and can take appropriate action.

6. Review and Update:
Regularly reviewing and updating the Operational Risk Management Process to address new risks and
ensure its continued effectiveness.

Operational Risk Management Strategies:

There are several strategies that organizations can employ to effectively manage operational risks:

1. Risk Avoidance:
Avoiding activities or processes that carry significant operational risks to minimize exposure to potential
losses.

2. Risk Reduction:
Implementing controls, policies, and procedures to reduce the likelihood and impact of identified risks.

3. Risk Transfer:
Transferring operational risks to third parties through insurance, outsourcing, or contractual agreements to
mitigate potential losses.

4. Risk Acceptance:
Accepting certain operational risks that cannot be effectively mitigated due to cost or other considerations.

5. Risk Monitoring:
Continuously monitoring operational risks to ensure that control measures remain effective and that new
risks are identified promptly.

6. Scenario Planning:
Developing scenarios to simulate potential operational risks and their impacts to better prepare for and
respond to adverse events.

Operational Risk Management Tools:

There are various tools and techniques that organizations can use to facilitate Operational Risk
Management:

1. Risk Registers:
Maintaining a risk register to document identified risks, their likelihood, potential impact, and mitigation
measures.
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2. Key Risk Indicators (KRIs):
Monitoring key risk indicators to track changes in risk levels and trigger proactive risk management actions.

3. Risk Assessment Tools:
Using risk assessment tools such as risk matrices, heat maps, and scenario analysis to evaluate and prioritize
risks.

4. Incident Reporting Systems:
Implementing incident reporting systems to capture and analyze operational incidents for lessons learned
and continuous improvement.

5. Risk Dashboards:
Utilizing risk dashboards to provide real-time visibility into operational risks and their status within the
organization.

6. Risk Management Software:
Deploying risk management software to automate risk assessments, reporting, and monitoring processes
for greater efficiency and accuracy.

Operational Risk Management Best Practices:

To enhance the effectiveness of Operational Risk Management, organizations should follow these best
practices:

1. Establish a Risk Management Culture:
Promote a risk-aware culture where employees understand their role in identifying and managing
operational risks.

2. Senior Management Support:
Obtain buy-in and support from senior management to ensure that Operational Risk Management is a
priority throughout the organization.

3. Continuous Training and Awareness:
Provide ongoing training and awareness programs to educate employees on operational risks and how to
mitigate them.

4. Regular Risk Assessments:
Conduct regular risk assessments to identify new risks and evaluate the effectiveness of existing controls.

5. Robust Incident Reporting:
Implement a robust incident reporting system to capture and analyze operational incidents for root cause
analysis and corrective actions.

6. Board Oversight:
Ensure that the board of directors or risk management committee provides oversight and guidance on
Operational Risk Management activities.

Read online: https://certificates.lsba.org.uk/glossaries/978806/
operational-risk-management

London School of Business and Administration · 20 Jun 2026



G LO S S A RY

Operational Risk Management Challenges:

Despite its importance, Operational Risk Management can face several challenges within organizations:

1. Lack of Awareness:
Employees may not be fully aware of operational risks or their role in managing them, leading to gaps in
risk identification and mitigation.

2. Siloed Approach:
Departments within an organization may operate in silos, limiting the sharing of risk information and
coordination of risk management efforts.

3. Rapidly Evolving Risks:
Operational risks can evolve rapidly due to technological advancements, regulatory changes, or external
threats, requiring organizations to stay vigilant and adaptable.

4. Resource Constraints:
Limited resources, both financial and human, can hinder organizations' ability to implement robust
Operational Risk Management practices.

5. Regulatory Compliance:
Meeting regulatory requirements related to Operational Risk Management can be challenging due to the
complexity and volume of regulations that organizations must adhere to.

6. Cybersecurity Threats:
The increasing frequency and sophistication of cybersecurity threats pose a significant operational risk to
organizations, requiring robust cybersecurity measures to mitigate.

Operational Risk Management Case Study:

One example of effective Operational Risk Management is demonstrated by a multinational corporation in
the manufacturing industry. The company employs a comprehensive Operational Risk Management
framework that includes:

- Regular risk assessments conducted at various levels of the organization to identify and prioritize
operational risks.
- Implementation of key risk indicators (KRIs) to monitor changes in risk levels and trigger proactive risk
management actions.
- Incident reporting systems to capture and analyze operational incidents for root cause analysis and
corrective actions.
- Continuous training and awareness programs to educate employees on operational risks and how to
mitigate them.
- Board oversight and senior management support to ensure that Operational Risk Management is a top
priority throughout the organization.
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By following these best practices and utilizing Operational Risk Management tools effectively, the company
has been able to proactively manage operational risks and minimize potential disruptions to its business
operations.

Conclusion:

Operational Risk Management is a critical aspect of overall risk management within organizations. By
identifying, assessing, controlling, and mitigating operational risks, organizations can protect their people,
processes, and systems from potential disruptions that could impact their operations. By following best
practices, employing effective tools and strategies, and addressing common challenges, organizations can
enhance their Operational Risk Management practices and improve their resilience in the face of evolving
risks.

Operational Risk Management:
Operational Risk Management is a discipline that focuses on identifying, assessing, controlling, and
mitigating risks arising from people, processes, systems, and external factors within an organization. It
involves implementing strategies to manage operational risks effectively to minimize financial losses,
reputation damage, regulatory sanctions, and other adverse consequences.

Related terms:
- Risk Management
- Operational Risk
- Enterprise Risk Management

Explanation:
Operational Risk Management is essential for organizations to ensure the smooth functioning of their
business operations and achieve their objectives. It helps in identifying potential risks associated with day-
to-day activities, such as errors, fraud, system failures, and external events, and developing strategies to
mitigate these risks.

Operational Risk Management involves several key steps, including risk identification, risk assessment, risk
control, risk monitoring, and risk reporting. By understanding the nature and impact of operational risks,
organizations can make informed decisions to protect their assets, reputation, and stakeholders.

Examples of operational risks include employee errors, technology failures, supply chain disruptions,
regulatory changes, and cybersecurity threats. By implementing robust Operational Risk Management
practices, organizations can enhance their resilience to unforeseen events and improve their overall
performance.

Challenges in Operational Risk Management may include data quality issues, lack of risk awareness,
ineffective controls, and evolving risk landscapes. Organizations need to continuously adapt their risk
management strategies to address new and emerging threats and ensure compliance with regulatory
requirements.

Overall, Operational Risk Management plays a crucial role in helping organizations navigate uncertainties,
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seize opportunities, and achieve sustainable growth in today's dynamic business environment.

Read online: https://certificates.lsba.org.uk/glossaries/978806/
operational-risk-management

London School of Business and Administration · 20 Jun 2026


