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7 Functions Top the List for Operational Risk

Source: TowerGroup Assessing Operational Risk in the Securities and Investments Industry Survey

Corporate Actions

Middle-Office Functions (allocations, confirmations, 
matching/affirmation, presettlement management)

Account Opening / Client Onboarding

OTC Derivatives Processing

Reference Data Management

Valuations

Reconciliations

Highest priority 2nd highest priority 3rd highest priority
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Dodd Frank Buzzword Bingo

 SYSTEMIC RISK 39
 TRANSPARENCY 69
 DATA 387
 GOVERNANCE 31
 CLEARING 492
 DERIVATIVES 207

 CORPORATE ACTIONS 0
- CORPORATE EVENTS 0

- REORGANIZATIONS 0

- MERGER 0

- STOCK SPLIT 0

- RIGHTS ISSUE 0

- PROXY 23

Source: TowerGroup analysis
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Big Game Hunting – DFA targeting 
systemic risk
(A) explicit or implicit limits on the maximum size of banks, bank holding 
companies, and other large financial institutions;

(B) limits on the organizational complexity and diversification of large 
financial institutions;

(C) requirements for operational separation between business units of large 
financial institutions in order to expedite resolution in case of failure;

(D) limits on risk transfer between business units of large financial 
institutions;

(E) requirements to carry contingent capital or similar mechanisms;

(F) limits on commingling of commercial and financial activities by large 
financial institutions;

(G) segregation requirements between traditional financial activities and 
trading or other high-risk operations in large financial institutions; and

(H) other limitations on the activities or structure of large financial institutions 
that may be useful to limit  systemic risk.

Siource: Dodd Frank Act, TowerGroup
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If not Systemic, then what?

Source: Oxera
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Root Cause 1: Domain Complexity 

Source ISMAG
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Root Cause 2: Process complexity

Source: DTCC



© 2011 The Tower Group, Inc. 9

Isn’t everything just operational risk?

Source: TowerGroup

Risk Domains
Underwriting
Actuarial
Claims
Counterparty 
Investment
Credit
Reputation
Regulation
Sovereign
Market
Systemic

Operational Risks Cross Domains
Risks of Omission:
 Inadequate review
 Mere mistakes
 Miscommunication
 Lack of communication
 The unanticipated
 The underestimated
 The unknown
 Unseen change
 Security breakdown

Risks of Commission:
 Unchecked aggressiveness
 The ignored
 Financial crimes
 Process breakdown
 Fragmented risk management
 A failure of culture

Managing 
operational 

risk requires 
an enterprise 

approach with 
an industry 

view



© 2011 The Tower Group, Inc. 10

Recommended Next Steps for FSIs

•Avoid the regulatory hype 
cycle
•Adopt grassroots initiatives
 ISMAG Market Practice
 EIG Event Interpretation 

Grid
 SWIFT STaQS testing 

service

•Evaluate providers of 
applications AND content 
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Questions?

graeves@towergroup.com

Q3 research:
•Transformation of Data Management

 Originators, supply chain, standards
 Platform vendor profiles
 Risk and analytics 

•Corporate Actions – Vendor profiles
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