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Abstract:

_Operational risk (OR) for many reasons has become the subject of heated discussion among risk
managers, regulators and academics recently. Most important of that are technological advances and
deregulations that cause to complex integrated system that enterprise involved. Being in such systems
cause enterprise to exposure many risk. The history of banking industry full of examples indicates the
importance of operational risk. Basel Committee on Banking Supervision (BCBS) requires banks to
put aside a capital charge against unexpected operational losses.

The Advanced Measurement Approach (AMA) in the Basel II Accord permits an unprecedented
amount of flexibility in methodology used to assess Operational Risk capital charge. In this thesis, we
explain concept of risk, measure of risk and all types of financial risks, and operational risk as kind of
financial risks that is more important recent years, and review Basel II Accord and Republic Islamic Iran
central bank instructions in banking industry. We describe the steps of operational risk management
process and approaches in a banking industry. Main task is developed model for calculation capital charge
in retail banking of one Iranian bank. The model follows the Loss Distribution Approach (LDA). We
demonstrate how a bank can use the actuarial model in developing the operational risk system. Our
presentation focuses on the main quantitative components, i.e. use of loss data in database, frequency
and severity modeling, use a kind of fat tail distributions, a-stable, in severity modeling, aggregate
frequency and severity distributions to build aggregate distributions, dependency concepts and capital
charge calculation using Value at Risk(VaR) and Conditional Value at Risk(CVaR).

We conclude with a section on the analysis and validation on LDA models. We show that the a-stable
model can be good choice for severity modeling and negative binomial is appropriate for frequency
modeling in retail banking business line. Furthermore using a-stable distributions cause VaR to be a
coherent measure consequently assuming perfect correlation is most conservative case.
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