


THE DISCIPLINE OF operational risk manage-
ment has advanced significantly in the past 10
years. Many institutions have implemented

that these practices can add value to their

in part to Basel II, but also to the excellent

data on operational risk losses, citing the
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tributions made to the industry by former
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Sabatini of JPMorgan Chase, whose duties

“Joe understood that we couldn’t man-
age operational risk without data,” said
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measurement is helpful, Basel II put too much emphasis
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risk capital calculation on a transaction level, it’s best to keep
He advised risk managers to focus their attention on
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* Should we do it? (Is it aligned with strategy, risk appetite,
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* Can we do it? (Do we have capability in our people,
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* Did we do it? (Have we assessed expected results and
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address on p. 42 and a summary of the panel discussion
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Overflow crowds packed into the session on meaningful
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“Success requires ongoing focus on asking the right ques-
tions, getting the right answers, and taking the right action,”
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Although operational risk failures—aggressive account-
ing, inflated valuations, and fraud—played a role in the

financial crisis, there has not been much discussion
about the role of operational risk. That’s because it has a

conflated with market risk and credit risk, said Patrick de
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a misunderstanding regarding the nature and impact of
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must have sufficient stature and authority to take action
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De Fontnouvelle also observed that sound operational
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* Beware of suitability/compliance issues.
* Remember that “all models are wrong.”
¢ Undertake due diligence and be wary of fraud.
* Don’t do what you don’t understand.
* Be suspicious of the “free lunch.”
* Understand that incentives drive behavior.

“It is perhaps not an exaggeration to say that the crisis
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officer, SunTrust Banks, Inc., stressed the importance

of carefully vetting the risk in products. He offered the
#

* Have a clear definition of new product/service for ap-

* Develop a robust product risk review and approval

* Include relevant stakeholders.
* Avoid a siloed approach to insure consideration of risk

 Understand the full scope of risks involved and your
* Develop a rigorous business case, including full costs

 Document the process and final requirements on which

Monitor implementation for compliance with approval

* Have a post-implementation assessment process to evalu-
financial and risk

As in past years, GCOR IV attracted an international
audience. Speakers addressed issues in three streams: regu-

This year’s conference was a success thanks to robust
programming, as evidenced by the positive reviews and
the number of attendees, said RMA Director of Operational
Risk Ed DeMarco.

“Clearly, the practice of operational risk is evolving as
emphasis shifts from measuring operational risk to creating

risk thinking to all important products and processes across
an institution,” said DeMarco. “ It’s vitally important that
RMA continue to advance the operational risk management

regulators through events like GCOR, as well as through
our various working groups—the AMA [Advanced Mea$
surement Approach] Group and ORMDG [Operational Risk
Management Discussion Group].” <
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