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What Is Operational Risk

The Basd Committee of the Bank of Internationa Settlements defines operationd risk as
the risk of monetary loss resulting from inadequate or failed internal processes, people
and systems or from externd events, that is not dready covered by other regulatory
capital charges (e.g. credit risk, market risk, interest rate risk).

The Base Committee has regulated that, by 2006, al globd banks be in a postion to start
measuring operationd risk. This presents asgnificant chalenge to the globd financia
servicesindudtry.

“An internal assessment of events based on the Basel
definitions of operational risk led to the startling
discovery that this risk costs us hundreds of millions of
euros each year. It can no longer be ignored”

Managing Director Risk - Leading European Bank

Overview

Avenues Internationd Inc. through it's subsidiary “OpRisk Data, LLC” provides afull
gpectrum of operationa risk management services. Our experience in risk, finance and
operations functions a large globa financid inditutions has provided us with
unparaleled ingght into the practical and theoretical aspects of operationd risk data
collection, management and measurement.

Our indugtry experienceis unparadleled. Our principals have worked with Stock
Exchanges, Back- office Infrastructure Providers (clearing companies and trust banks),
Globd Banks and Brokerages, and Asset Managers — as auditors, accountants,
consultants and line managers. Our principals aso have experience in architecting,
modding and building large- scae data warehouses, marts and libraries for the Financia
Services, Telecom, Hedthcare and Retail indudtries.



Our Offerings
Our solutions fdl into three categories:

Software Products

> External loss Database: areaiond database and OLAPtool. Currently in excess
of 4,000 events where each event isin excess of one million US dollars. Each
lossis categorized in accordance with the Event and Effect classfication
standards, prescribed by the Basd Committee.
> Internal Loss Database: Aninternd loss collection tool that can be easily
integrated with existing infrastructure, modeling tools, and externa or consortia
databases.
» Modeling Tool: A date of the art modeling tool, featuring:
- A three parameter curve fitting routine based on a mixture distribution (for
fat talled severity digtributions)
Three VaR cdculation tools, with a built in mechanism to account for
insurancelrisk transfers:
=  Monte Carlo Smulation
»  Panjer’sAlgorithm
» Fast Fourier Transformation

Consulting

We support organizations at al stagesin the life cycle of operationa risk managemen.
Our experience includes:

Data Capture and Management

Designing an Organizational Framework for Operational Risk: organizationd
sructure, staffing, delineation of roles and responsibilities, resource requirements.
Definition and Categorization of Data: appropriate standards to apply, reasoning
behind the three most common categorization methods — event, cause and effect.
Identification of Indicator Data: A comprehensive assessment of relevant
indicator data to collect and gppropriate statistical anadysis required.

Training: workshopsto tran gaff in identifying, collecting, categorizing and
reporting relevant data. Checkligt of “rules of thumb” to assgt g&ff in
categorization.

SHf-assessment scorecard: issues and approaches based on tested audit principles.
Reporting: integration of operationd risk indicators with Management

Information Systems.
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Modeling and Capital Allocation

» Analysis. Use of the latest breakthroughs from Phd’ s that are dedicated to
advancing operationd risk measurement.




Data Cleansing: Use of a bottom-up measurement methodol ogy, addressing data
cleangng issues such as scde, inflation, mixing of internal and externd data,
insurance.

Curve Fitting: A methodology that includes advanced MLE and MDE
distribution-fitting techniques designed to work with a number of parametric
families for frequency and for severity. These techniques alow for fitting of data
drawn from distributions subject to different truncetion levels.

VaR Calculators. Use of advanced Vadue a Risk cdculators with the ability to
cdculate aggregate loss distributions using different numericad methods
indluding Monte Carlo smulation, Panjer's recursive method and Fast Fourier
transforms.

Capital Charge: VaR caculation and operationd risk economic capita
dlocation.

Technology | mplementation

>

External Loss Database: implementation of our product as a software solution or
ASP modd.

Internal operational risk data-warehouse: customization and integration of our
product to ensure al operationd loss datais identified and captured.

Modeling Tool: customization and integration of our ASP solution.

Development of a customized sol ution: implementation of aclient defined solution
utilizing existing data management infragiructure.

Outsourcing

>

>

>

| dentification of Opportunities: cost and benefit analysis of operationd risk
mitigation potentia from outsourcing processes to whole businesses.
Assistance with Outsourcing: on the scene resources with country specific
knowledge and experience dedicated to ensuring your Success.

Outsourcing of the Operational Risk Function: infrastructure to become the
Operationa Risk Department for your company with sgnificant cost savings,




