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ABSTRACT 

 

The management of operational risk in the banking industry has undergone explosive changes 

over the last decade due to substantial changes in the operational environment. Globalization, 

deregulation, the use of complex financial products and changes in information technology have 

resulted in exposure to new risks very different from market and credit risks. In response, Basel 

Committee for Banking Supervision has developed a regulatory Basel II framework that 

introduced operational risk category and corresponding capital requirements. Over the past five 

years, many major banks have received accreditation under the Basel II Advanced Measurement 

Approach by adopting the Loss Distribution Approach (LDA) despite there being a number of 

unresolved methodological challenges in its implementation. Different approaches and methods 

are still under hot debate. This talk is devoted to quantitative issues in operational risk LDA such 

as modelling large losses, methods to combine different data sources (internal data, external data 

and scenario analysis) and modelling dependence which are still unresolved issues in operational 

risk capital modelling. Presented results are based on our work with the banking industry, 

discussions with regulators and academic research. 
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