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Examination of operational risk models based on extreme values and scenario analysis


The paper examines the topic of operational risk with a particular emphasis on the AMA approach. The article firstly seeks to answer to the question of how the estimation used in the AMA model is affected by the occurrance of extreme values and the use of scenarios. In addition to the question addressed, aspects of the regulatory environment and the methodologies of practical calculations and models used in industry are summarised. It is concluded that the inclusion of extreme values within each loss category can increase capital requirements by up to 70%. The study also examines the issue of low values exceeding the threshold for inclusion. These values can cause a 90% swing in the capital requirement for a given category. The impact of the scenarios is also found to be significant in the methodological analysis, with a particular role for which part of the distribution curve the scenario expands during the simulation. In addition to the above, the paper also discusses the effect of group mergers.



