
COUNTRY RISK AND OPERATIONAL RISK TYPES

carriagehouseautoresto.com presents the top 10 operational risks of , as chosen by risk of operational risk at one large
European bank: "There are three categories of people . Regulatory capital requirements for political risk differ across.

As long as the residual risk exceeds the defined target risk level, mitigation measures will need to be
established to keep it within the level. The aim of this process is to: anticipate the potential operational risks to
which the Group may be exposed as a result of the emergence or modification of new products, activities,
processes or systems and outsourcing decisions and ensure that they are implemented only after adopting
suitable mitigation measures in each case. OR management is coordinated with other risks, considering the
credit or market consequences that may have an operational origin. It is therefore fundamental to assess the
cost of the OR properly before making a decision. Other areas that qualify as operational risk tend to involve
the personal element within the organization. The operational risk management framework should include
identification, measurement, monitoring, reporting, control and mitigation frameworks for operational risk.
This methodology estimates the distribution of losses by operational event by convoluting the frequency
distribution and the loss given default distribution of these events. If two maintenance activities are required,
but it is determined that only one can be afforded at the time, making the choice to perform one over the other
alters the operational risk depending on which system is left in disrepair. Operational Risk vs. If a system fails,
the negative impact is associated directly with the operational risk. In this case, the risk involves the
possibility of repercussions if the activity is uncovered. The identification and measurement of operational risk
is a real and live issue for modern-day banks, particularly since the decision by the Basel Committee on
Banking Supervision BCBS to introduce a capital charge for this risk as part of the new capital adequacy
framework Basel II. The list of risks and, more importantly, the scale of these risks faced by banks today
includes fraud, system failures, terrorism, and employee compensation claims. Big Bang financial markets ,
combined with the increased sophistication of financial services around the world, have introduced additional
complexities into the activities of banks, insurers and firms in general and therefore their risk profiles.
Processes are the starting point for identifying the OR factors. The OR management tools provide information
on the origin of OR and assist in its mitigation. These companies and activities are associated with their
processes using the taxonomy established by the Group. Regulatory capital for Operational Risk Million
euros. These risks are often associated with active decisions relating to how the organization functions and
what it prioritizes. To complement these standards, Basel II has given guidance to 3 broad methods of capital
calculation for operational risk: Basic Indicator Approach â€” based on annual revenue of the Financial
Institution Standardized Approach â€” based on annual revenue of each of the broad business lines of the
Financial Institution Advanced Measurement Approaches â€” based on the internally developed risk
measurement framework of the bank adhering to the standards prescribed methods include IMA, LDA,
Scenario-based, Scorecard etc. There are a number of methodologies to choose from when modeling
operational risk, each with its advantages and target applications. Operational Risk scenarios These reflect the
exposure to a limited number of situations that may give rise to very significant losses with a reduced
estimated frequency of occurrence. In those cases in which there is not sufficient data for a sound analysis, it
becomes necessary to undertake cell aggregations, and to do so the business line is chosen as the axis. The
definition of these groupings is regularly reviewed and updated. The scenarios feed the capital calculation in
those Group areas that operate under advanced measurement approaches, and also constitute a reference for
OR management. Operational risk falls into the category of business risk; other types of business risk include
strategic risk not operating according to a model or plan and compliance risk not operating in accordance with
laws and industry regulations. Solvency regulations establish that regulatory capital for operational risk is
determined as the sum of individual estimates by type of risk, but allowing the option of incorporating the
effect of the correlation among them. Scope exclusions[ edit ] The Basel II definition of operational risk
excludes, for example, strategic risk â€” the risk of a loss arising from a poor strategic business decision.
Operational Risk indicators Dynamic management of OR requires not only a regular self-assessment of OR,
but also the definition of a set of indicators to enable the changes in both the risk factors and the effectiveness
of the controls to be measured over time, in order to have available information on unexpected changes and
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enable preventive management of Operational Risk. The model of calculating capital in both Spain and
Mexico incorporates factors that reflect the business environment and situation of internal control systems. In
a manufacturing company, for example, choosing not to have a qualified mechanic on staff, and having to rely
on third parties for that work, can be classified as an operational risk. Operational risk can also be classified as
a variety of unsystematic risk, which is unique to a specific company or industry. The different forms of
mitigation always have associated costs. The control of the causes significantly reduces the impact of the
events. Internal operational losses database - SIRO Through automatic interfaces with accounting and expense
and manual capture procedure applications, this tool collects the accounting losses associated with OR events.
Of course, businesses in general, and other institutions such as the military, have been aware, for many years,
of hazards arising from operational factors, internal or external. From this perspective, OR management uses
tools associated with the consequences of OR not only to complement OR management, but also to feed the
calculation of capital use for those Group areas that operate under advanced OR measurement approaches. The
losses are captured with no amount limit and constitute an input for calculating the capital use for OR in
advanced measurement approaches and a reference for the Risk and Control Self Assessment, and are
analyzed on a regular basis in terms of trends and monitoring of expected losses. A type of business risk,
operational risk is distinct from systematic risk and financial risk. Thus the calculation obtained is higher or
lower according to how these factors change in anticipating the result. Examples of Operational Risk One area
that may involve operational risk is the maintenance of necessary systems and equipment. The distribution of
losses is constructed for each of the different types of operational risk, which are defined as per Basel Accord
cells; i. For example, reputational risk damage to an organization through loss of its reputation or standing can
arise as a consequence or impact of operational failures â€” as well as from other events. For the military, and
the businesses of the world alike, operational risk management is an effective process for preserving resources
by anticipation. To enrich the data from this internal database and to take into account the impact of possible
events not yet considered therein, external databases ORX consortium are used and the scenarios indicated in
point 3.


