Risk Assessment System

The OCC evaluates banking risk relative to its impact on capital and earnings.  From a supervisory perspective, risk is the potential that events, expected or unanticipated, may have an adverse impact on the Bank’s capital or earnings.  The existence of risk is not necessarily a problem.  Even the existence of high risk in any area is not necessarily a concern, so long as Management effectively manages that level of risk.  To put risks in perspective, it should be decided whether the risks the Bank assumes are warranted.  A risk is warranted when it is identified, understood, measured, monitored, and controlled.  It should be in the Bank’s capacity to readily withstand the financial distress that such risk could cause.

The Risk Assessment System (RAS) provides senior management a consistent means of measuring the nine risks set forth by the Comptroller of the Currency.  Senior management shall provide the Audit/Compliance Department a copy of the Assessment Form representing their respective areas on a quarterly basis.

Four dimensions should be utilized in the Risk Assessment System in reviewing Credit Risk, Interest Rate Risk, Liquidity Risk, Price Risk, Transaction Risk, and Compliance Risk.  They are as follows: Quantity of Risk, Quality of Risk Management, Aggregate Risk and Direction of Risk.

Quantity of Risk – Quantity of Risk is the level or volume of risk that the Bank faces and is characterized as low, moderate, or high.

Quality of Risk Management – The Quality of Risk Management is how well risks are identified, measured, controlled, and monitored and is characterized as strong, satisfactory, or weak.

Aggregate Risk – Aggregate Risk is defined as a summary judgment about the level of supervisory concern.  It incorporates judgments about the quantity of risk and the quality of risk management.  The Audit Department should weigh the relative importance of each and should characterize such risk as low, moderate, or high.

Direction of Risk – Direction of risk is the probable change in the aggregate level of risk over the next twelve months and is characterized as decreasing, stable, or increasing.  The direction of risk will influence the audit review strategy, including the extent that expanded procedures might be used.  If the risk is decreasing, the Auditor expects aggregate risk to decline over the next twelve months.  If the risk is stable, the Auditor expects aggregate risk to remain unchanged.  If the risk is increasing, the Auditor expects aggregate risk to be higher in twelve months,

In reviewing Strategic Risk and Reputation Risk, only two of the dimensions, Aggregate and Direction, should be utilized.  Although the characterizations of aggregate and direction of risk are the same as for the other seven risks.

The quantity of risk and quality of risk management should be assessed independently.  When assigning the individual RAS ratings, the assessment of the quantity of risk should not be affected by the quality, no matter how strong or weak, of risk management.  A conclusion should not be made that “high” risk levels are bad and “low” risk levels are good.  The quantity of risk simply reflects the level of risk the Bank accepts in the course of doing business and whether this is good or bad depends on whether its risk management systems are capable of identifying, measuring, monitoring, and controlling that amount of risk.

