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Introduction

10.1

Operational risk is defined as the risk of loss resulting from inadequate or failed internal
processes, people and systems or from external events. This definition includes legal risk, but
excludes strategic and reputational risk.

10.2

The framework outlined in this standard presents three methods for calculating operational risk
capital requirements in a continuum of increasing sophistication and risk sensitivity:

1. the Basic Indicator Approach;
2. the Standardised Approach; and
3. Advanced Measurement Approaches (AMAs).

10.3

Banks are encouraged to move along the spectrum of available approaches as they develop
more sophisticated operational risk measurement systems and practices. Qualifying criteria for
the Standardised Approach and AMA are presented below.

10.4

Internationally active banks and banks with significant operational risk exposures (for example,
specialised processing banks) are expected to use an approach that is more sophisticated than
the Basic Indicator Approach and that is appropriate for the risk profile of the institution. A
bank will be permitted to use the Basic Indicator or Standardised Approach for some parts of its
operations and an AMA for others provided certain minimum criteria are met; see OPE10.6 to
OPE10.9.

10.5

A bank will not be allowed to choose to revert to a simpler approach once it has been approved
for a more advanced approach without supervisory approval. However, if a supervisor
determines that a bank using a more advanced approach no longer meets the qualifying
criteria for this approach, it may require the bank to revert to a simpler approach for some or
all of its operations, until it meets the conditions specified by the supervisor for returning to a
more advanced approach.

Partial use

10.6

A bank will be permitted to use an AMA for some parts of its operations and the Basic Indicator
Approach or Standardised Approach for the balance (partial use), provided that the following
conditions are met:

1. All operational risks of the bank’s global, consolidated operations are captured;

2. All of the bank’s operations that are covered by the AMA meet the qualitative criteria for
using an AMA, while those parts of its operations that are using one of the simpler
approaches meet the qualifying criteria for that approach;
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3. On the date of implementation of an AMA, a significant part of the bank’s operational
risks are captured by the AMA; and

4. The bank provides its supervisor with a plan specifying the timetable to which it intends
to roll out the AMA across all but an immaterial part of its operations. The plan should be
driven by the practicality and feasibility of moving to the AMA over time, and not for
other reasons.

10.7

Subject to the approval of its supervisor, a bank opting for partial use may determine which
parts of its operations will use an AMA on the basis of business line, legal structure, geography,
or other internally determined basis.

10.8

Subject to the approval of its supervisor, where a bank intends to implement an approach other
than the AMA on a global, consolidated basis and it does not meet the third and/or fourth
conditions in OPE10.6, the bank may, in limited circumstances:

1. Implement an AMA on a permanent partial basis; and

2. Include in its global, consolidated operational risk capital requirements the results of an
AMA calculation at a subsidiary where the AMA has been approved by the relevant host
supervisor and is acceptable to the bank’s home supervisor.

10.9

Approvals of the nature described in OPE10.8 should be granted only on an exceptional basis.
Such exceptional approvals should generally be limited to circumstances where a bank is
prevented from meeting these conditions due to implementation decisions of supervisors of the
bank’s subsidiary operations in foreign jurisdictions.
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