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Summary

IRM Solvency Il SIG completed an online survey on how
organisations currently use and plan to use operational risk models

under a Solvency Il environment

Key aspects considered included

Model development and sophistication

Model ownership and use

Level of embedding of model within business
Confidence in the operational risk model output
Focus on improving data quality

Use of external databases

Capital modelling approaches
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How well does your organisation model operational risk? (tick
the most appropriate answer)

The metheds and processes
B are generally well
established and sufficie...

The methods and processes
I have been recently
intreduced and being tes...

Mo well at present but
B the intention is to undertake
sigmificant deve...

Mot well and no intention
I to develop beyond the
basic requirements of ..

I Do not know
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Improve business
strategic analysis
and decision-making

Improve capital

management

Improve risk management

Meet requlatory
requirements

Unclear —

Other (please specify)

all that apply)

What is the primary motivation for modelling operational risk in your organisation? (tick
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Who in your organisation considers the outputs of the operational risk model? (tick all
that apply)

FParent company

Tick here if "parent
company" is not applicable

Full Board, including any
non-executive directors

Executive Committes(s)

Risk Committee(s)

Risk function

Tick here if "risk function”
is not applicable

Finance function

Actuarial function

Other (please specify)
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To what extent is your organisation’s operational risk model used to inform
decision-making? (tick the most appropriate answer)

B Routinely
B Sometimes
B Rarely, if ever
B Unclear
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Is the output of the operational risk model used to initiate management action? If so, where is it
focused? (tick the most appropriate answer)

Cutputs are used to focus
action on low frequency.,
high impact events

Outputs are used to focus
action on high frequency,
low impact events

Cutputs are used to focus
action on both types of
event specified in ...

Cutputs are used, but
not focused on any
specific type of event

Cutputs are not used

Do not know how
outputs are used

10
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To what extent is your operational risk model used to set objectives in
the business? (tick the most appropriate answer)

Desply and across
= the organisation

Deeply, butonly in certain
N areas (please specify:
e.g. Actuanal, Ri...

I In general terms only
B Barely or not at all
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How confident are you about the quality of the data used to input or calibrate
the model? (tick the most appropriate answer)

 Highly
e Moderately

mm Unconfident
\ B Do not know
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Does your organisation have plans to improve the amount or quality of the
data in the operational risk model? (tick the most appropriate answer)

N Yes

I Mo, itisn't necessary
B Mo, it's too difficult
B Do not know
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Does your organisation classify and clearly define the types of operational
risk it could face? (tick the most appropriate answer)

Yes, fully defined
and communicated

Yes, but currently
being re-defined

Mo, but development
underway

Mo, and no plans
= to define/document
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Does your organisation look only at the downside of operational risk?

Mo, a full spectrum of
downside and upside
possibilities are considered

Maostly yes., but we are
aware of the trade-off
between taking more ris...

Yes
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Does your organisation use external data as inputs or to calibrate the operational risk model?
(tick the most appropriate answer)

Yes, it uses
consortium data

fes, it uses
published data

Yes, it uses both
consortium data
and published data

Mo, it uses Meither

Other (please specify)
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What approaches are used in your organisation to calculate economic capital for operational
risk? (tick all that apply)

Loss event data

Scenario analysis

Other (please specify)
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Organisation headcount

. =100

. 100, <500

. =500, <2000
. 2000, 10000
. 10000, 100,000
. 100,000+
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Organisation turnover

B =E200m

e cE200m, <E1bn
B :f1bn, <£5bn
BN :£5bn
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Domicile of organisation’s overall Headquarters

UK
m Other EU
B Switzerland

Maorth America
W Caribbean

Asia | Middle
W st Africa

m Cther
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Conclusions

* 40% of organisations ‘dissatisfied’” with their current approach to
operational risk modelling

« 2/3" report the main motivation for operational risk modelling is
regulatory

« The main focus on operational risk comes from the risk function
(86%) and the Risk Committee

* Only 4% actively use their operational risk model to support decision
making

« Possibly the same 4% are confident in the output of their model, with
36% not confident at all

« 75% of organisations want to improve data quality, similarly 75% use
scenario analysis as the basis of their modelling

« But only 28% used published external data, and 17% use consortium
data

« This raises significant questions with respect to the ‘Use Test’ and
securing full model approval



