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Professional Certificate in Credit Risk Management

Operational Risk Management in Credit

Acceptance Criteria refers to the set of conditions that must be met for a loan to be approved, including
credit score, income, and employment history. Related terms include loan approval and creditworthiness.
Acceptance criteria are used by lenders to determine whether a borrower is eligible for a loan and to assess
the level of risk associated with the loan. For example, a lender may have acceptance criteria that require a
borrower to have a minimum credit score of 600 and a debt-to-income ratio of less than 36%.

Account Management involves managing customer accounts, including monitoring account activity,
responding to customer inquiries, and resolving customer complaints. Related terms include customer
relationship management and account servicing. Account management is an important aspect of
operational risk management in credit, as it helps to build strong relationships with customers and reduce
the risk of default. For example, a lender may use account management software to track customer
interactions and identify potential issues before they become major problems.

Advanced Measurement Approach (AMA) is a method of calculating regulatory capital requirements for
operational risk, using advanced statistical models and data analysis. Related terms include operational risk
management and regulatory capital. AMA is used by banks and other financial institutions to estimate their
operational risk exposure and to determine the amount of regulatory capital they need to hold. For
example, a bank may use AMA to estimate its operational risk exposure based on historical loss data and to
determine the amount of regulatory capital it needs to hold to cover potential losses.

Asset Correlation refers to the relationship between the value of different assets, such as loans and
securities. Related terms include asset pricing and portfolio management. Asset correlation is an important
concept in credit risk management, as it helps lenders to understand the potential risks and returns of
different assets and to make informed investment decisions. For example, a lender may use asset
correlation to determine the potential risks and returns of a portfolio of loans and to adjust its investment
strategy accordingly.

Asset Liability Management (ALM) involves managing the assets and liabilities of a financial institution,
including loans, deposits, and investments. Related terms include liquidity management and interest rate
risk management. ALM is an important aspect of operational risk management in credit, as it helps to
ensure that a financial institution has sufficient liquidity to meet its obligations and to manage its interest
rate risk exposure. For example, a bank may use ALM to manage its assets and liabilities and to ensure that
it has sufficient liquidity to meet its obligations.

Audit Committee is a committee that oversees the audit process, including internal and external audits.
Related terms include audit process and risk management. The audit committee is responsible for ensuring
that the audit process is effective and that the financial institution is in compliance with relevant laws and
regulations. For example, the audit committee may review audit reports and provide recommendations for
improving the audit process.
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Automated Underwriting System (AUS) is a computer-based system that automates the underwriting
process, using algorithms and data analysis. Related terms include underwriting and credit decisioning. AUS
is used by lenders to streamline the underwriting process and to improve the accuracy and consistency of
credit decisions. For example, a lender may use AUS to automate the underwriting process for mortgage
loans and to reduce the time and cost associated with manual underwriting.

Basel Accords are international agreements that set standards for bank capital and liquidity requirements.
Related terms include regulatory capital and liquidity management. The Basel Accords are designed to
promote financial stability and to reduce the risk of bank failures. For example, the Basel Il accord sets
minimum capital and liquidity requirements for banks and provides guidelines for risk management and
supervision.

Business Continuity Planning (BCP) involves developing plans and procedures to ensure that a financial
institution can continue to operate in the event of a disaster or other disruption, such as a natural disaster
or cyber attack. Related terms include disaster recovery and operational risk management. BCP is an
important aspect of operational risk management in credit, as it helps to ensure that a financial institution
can continue to operate and provide services to customers in the event of a disruption. For example, a bank
may develop a BCP plan that includes procedures for backup and recovery of critical systems and data.

Capital Adequacy Ratio (CAR) is a measure of a financial institution's capital adequacy, calculated by
dividing its regulatory capital by its risk-weighted assets. Related terms include regulatory capital and risk
management. CAR is used by regulators to assess the capital adequacy of financial institutions and to
ensure that they have sufficient capital to cover potential losses. For example, a bank may have a CAR of
10%, which means that it has $10 of regulatory capital for every $100 of risk-weighted assets.

Cash Flow Analysis involves analyzing a borrower's cash flow to determine its ability to repay a loan,
including income, expenses, and debt obligations. Related terms include credit analysis and loan
underwriting. Cash flow analysis is an important aspect of credit risk management, as it helps lenders to
understand a borrower's ability to repay a loan and to assess the level of risk associated with the loan. For
example, a lender may use cash flow analysis to determine a borrower's debt service coverage ratio and to
assess its ability to repay a loan.

Collateral Management involves managing collateral, such as property or other assets, that is used to secure
a loan. Related terms include loan collateral and credit enhancement. Collateral management is an
important aspect of credit risk management, as it helps lenders to understand the value of collateral and to
assess the level of risk associated with a loan. For example, a lender may use collateral management
software to track the value of collateral and to monitor the creditworthiness of borrowers.

Compliance Risk is the risk of non-compliance with laws, regulations, and internal policies, which can result
in fines, penalties, and reputational damage. Related terms include regulatory risk and operational risk
management. Compliance risk is an important aspect of operational risk management in credit, as it helps
to ensure that a financial institution is in compliance with relevant laws and regulations and to reduce the
risk of non-compliance. For example, a bank may have a compliance risk management program that
includes training and monitoring to ensure that employees are aware of and comply with relevant laws and
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regulations.

Credit Analysis involves analyzing a borrower's creditworthiness, including its credit history, income, and
debt obligations. Related terms include credit scoring and loan underwriting. Credit analysis is an important
aspect of credit risk management, as it helps lenders to understand a borrower's creditworthiness and to
assess the level of risk associated with a loan. For example, a lender may use credit analysis software to
analyze a borrower's credit report and to determine its credit score.

Credit Concentration is the risk that a financial institution has too much exposure to a particular industry,
region, or type of loan, which can increase its risk of default. Related terms include portfolio management
and risk management. Credit concentration is an important concept in credit risk management, as it helps
lenders to understand the potential risks and returns of different types of loans and to diversify their
portfolios. For example, a lender may use credit concentration analysis to determine its exposure to a
particular industry and to adjust its lending strategy accordingly.

Credit Decisioning involves making decisions about whether to approve or reject a loan application, based
on credit analysis and other factors. Related terms include loan underwriting and credit scoring. Credit
decisioning is an important aspect of credit risk management, as it helps lenders to make informed
decisions about lending and to manage their risk exposure. For example, a lender may use credit
decisioning software to automate the loan approval process and to improve the accuracy and consistency
of credit decisions.

Credit Enhancement involves using various techniques, such as guarantees or collateral, to reduce the risk
of a loan. Related terms include loan guarantee and credit insurance. Credit enhancement is an important
aspect of credit risk management, as it helps lenders to reduce their risk exposure and to increase their
lending capacity. For example, a lender may use credit enhancement techniques, such as guarantees or
collateral, to reduce the risk of a loan and to increase its lending capacity.

Credit Migration is the risk that a borrower's creditworthiness will change over time, which can affect the
value of a loan. Related terms include credit risk and portfolio management. Credit migration is an
important concept in credit risk management, as it helps lenders to understand the potential risks and
returns of different types of loans and to manage their portfolios accordingly. For example, a lender may
use credit migration analysis to determine the potential risks and returns of a portfolio of loans and to
adjust its lending strategy accordingly.

Credit Portfolio Management involves managing a portfolio of loans, including monitoring credit risk,
adjusting lending strategies, and optimizing portfolio performance. Related terms include portfolio
management and risk management. Credit portfolio management is an important aspect of credit risk
management, as it helps lenders to manage their risk exposure and to optimize their lending strategies. For
example, a lender may use credit portfolio management software to track the performance of its loan
portfolio and to adjust its lending strategy accordingly.

Credit Risk is the risk that a borrower will default on a loan, which can result in a loss for the lender. Related
terms include default risk and credit analysis. Credit risk is an important concept in credit risk management,
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as it helps lenders to understand the potential risks and returns of different types of loans and to manage
their risk exposure. For example, a lender may use credit risk analysis to determine the potential risks and
returns of a loan and to adjust its lending strategy accordingly.

Credit Scoring involves using statistical models to assign a credit score to a borrower, based on its credit
history and other factors. Related terms include credit analysis and loan underwriting. Credit scoring is an
important aspect of credit risk management, as it helps lenders to make informed decisions about lending
and to manage their risk exposure. For example, a lender may use credit scoring software to assign a credit
score to a borrower and to determine its creditworthiness.

Creditworthiness is the ability of a borrower to repay a loan, based on its credit history, income, and debt
obligations. Related terms include credit analysis and loan underwriting. Creditworthiness is an important
concept in credit risk management, as it helps lenders to understand the potential risks and returns of
different types of loans and to manage their risk exposure. For example, a lender may use creditworthiness
analysis to determine a borrower's ability to repay a loan and to assess the level of risk associated with the
loan.

Data Quality is the accuracy, completeness, and consistency of data, which is critical for making informed
decisions about lending and managing risk. Related terms include data management and risk management.
Data quality is an important aspect of operational risk management in credit, as it helps to ensure that a
financial institution has accurate and reliable data to make informed decisions about lending and to
manage its risk exposure. For example, a lender may use data quality software to track the accuracy and
completeness of its data and to identify areas for improvement.

Debt Service Coverage Ratio (DSCR) is a measure of a borrower's ability to repay a loan, calculated by
dividing its net operating income by its debt service. Related terms include cash flow analysis and loan
underwriting. DSCR is an important concept in credit risk management, as it helps lenders to understand a
borrower's ability to repay a loan and to assess the level of risk associated with the loan. For example, a
lender may use DSCR analysis to determine a borrower's ability to repay a loan and to assess the level of
risk associated with the loan.

Default Risk is the risk that a borrower will default on a loan, which can result in a loss for the lender.
Related terms include credit risk and loan underwriting. Default risk is an important concept in credit risk
management, as it helps lenders to understand the potential risks and returns of different types of loans
and to manage their risk exposure. For example, a lender may use default risk analysis to determine the
potential risks and returns of a loan and to adjust its lending strategy accordingly.

Deposit Insurance is a type of insurance that protects depositors in the event of a bank failure, which can
help to maintain financial stability. Related terms include bank regulation and financial stability. Deposit
insurance is an important aspect of operational risk management in credit, as it helps to maintain
confidence in the banking system and to reduce the risk of bank failures. For example, a bank may
participate in a deposit insurance program to protect its depositors and to maintain confidence in the
banking system.
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Economic Capital (EC) is the amount of capital that a financial institution needs to hold to cover its potential
losses, based on its risk profile and other factors. Related terms include regulatory capital and risk
management. EC is an important concept in operational risk management in credit, as it helps financial
institutions to understand their risk exposure and to manage their capital requirements. For example, a bank
may use EC analysis to determine its capital requirements and to adjust its lending strategy accordingly.

Expected Loss (EL) is the expected amount of loss on a loan, calculated by multiplying the probability of
default by the loss given default. Related terms include credit risk and loan underwriting. EL is an important
concept in credit risk management, as it helps lenders to understand the potential risks and returns of
different types of loans and to manage their risk exposure. For example, a lender may use EL analysis to
determine the expected loss on a loan and to adjust its lending strategy accordingly.

Financial Stability is the ability of a financial institution to maintain its financial health and stability, even in
the face of adverse economic conditions. Related terms include bank regulation and risk management.
Financial stability is an important aspect of operational risk management in credit, as it helps to maintain
confidence in the banking system and to reduce the risk of bank failures. For example, a bank may use
financial stability analysis to determine its ability to maintain its financial health and stability and to adjust
its lending strategy accordingly.

Guarantee is a type of credit enhancement that involves a third party guaranteeing a loan, which can reduce
the risk of default. Related terms include credit enhancement and loan guarantee. Guarantee is an
important aspect of credit risk management, as it helps lenders to reduce their risk exposure and to increase
their lending capacity. For example, a lender may use a guarantee to reduce the risk of a loan and to
increase its lending capacity.

Internal Control is a system of policies, procedures, and controls that are designed to manage risk and
ensure compliance with laws and regulations, which can help to reduce the risk of non-compliance. Related
terms include risk management and compliance risk. Internal control is an important aspect of operational
risk management in credit, as it helps to ensure that a financial institution is in compliance with relevant
laws and regulations and to reduce the risk of non-compliance. For example, a bank may use internal
control software to track and monitor its internal controls and to identify areas for improvement.

Internal Rating-Based Approach (IRB) is a method of calculating regulatory capital requirements for credit
risk, using internal ratings and other factors. Related terms include regulatory capital and credit risk
management. IRB is used by banks and other financial institutions to estimate their credit risk exposure and
to determine the amount of regulatory capital they need to hold. For example, a bank may use IRB to
estimate its credit risk exposure based on internal ratings and to determine the amount of regulatory capital
it needs to hold to cover potential losses.

Key Risk Indicator (KRI) is a measure of risk that is used to monitor and manage risk, such as credit risk or
operational risk. Related terms include risk management and performance measurement. KRl is an
important aspect of operational risk management in credit, as it helps to identify and manage risk and to
improve performance. For example, a lender may use KRI to track its credit risk exposure and to adjust its
lending strategy accordingly.
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Loan Guarantee is a type of credit enhancement that involves a third party guaranteeing a loan, which can
reduce the risk of default. Related terms include credit enhancement and guarantee. Loan guarantee is an
important aspect of credit risk management, as it helps lenders to reduce their risk exposure and to increase
their lending capacity. For example, a lender may use a loan guarantee to reduce the risk of a loan and to
increase its lending capacity.

Loan Underwriting involves evaluating the creditworthiness of a borrower and determining whether to
approve or reject a loan application, based on credit analysis and other factors. Related terms include credit
analysis and credit decisioning. Loan underwriting is an important aspect of credit risk management, as it
helps lenders to make informed decisions about lending and to manage their risk exposure. For example, a
lender may use loan underwriting software to evaluate the creditworthiness of a borrower and to determine
whether to approve or reject a loan application.

Loss Given Default (LGD) is the expected amount of loss on a loan in the event of default, calculated by
multiplying the exposure at default by the loss rate. Related terms include credit risk and loan underwriting.
LGD is an important concept in credit risk management, as it helps lenders to understand the potential risks
and returns of different types of loans and to manage their risk exposure. For example, a lender may use
LGD analysis to determine the expected loss on a loan and to adjust its lending strategy accordingly.

Market Risk is the risk that changes in market conditions, such as interest rates or commodity prices, will
affect the value of a loan or other financial instrument. Related terms include interest rate risk and
commodity price risk. Market risk is an important concept in credit risk management, as it helps lenders to
understand the potential risks and returns of different types of loans and to manage their risk exposure. For
example, a lender may use market risk analysis to determine the potential risks and returns of a loan and to
adjust its lending strategy accordingly.

Monitoring and Reporting involves tracking and reporting on risk, including credit risk, market risk, and
operational risk. Related terms include risk management and performance measurement. Monitoring and
reporting is an important aspect of operational risk management in credit, as it helps to identify and
manage risk and to improve performance. For example, a lender may use monitoring and reporting
software to track its credit risk exposure and to adjust its lending strategy accordingly.

Operational Risk is the risk of loss due to inadequate or failed internal processes, such as systems failures or
human error. Related terms include risk management and internal control. Operational risk is an important
concept in credit risk management, as it helps lenders to understand the potential risks and returns of
different types of loans and to manage their risk exposure. For example, a lender may use operational risk
analysis to determine the potential risks and returns of a loan and to adjust its lending strategy accordingly.

Operational Risk Management involves identifying, assessing, and mitigating operational risk, including
implementing internal controls and monitoring and reporting on risk. Related terms include risk
management and internal control. Operational risk management is an important aspect of credit risk
management, as it helps lenders to manage their risk exposure and to improve their performance. For
example, a lender may use operational risk management software to identify and mitigate operational risk
and to improve its performance.
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Probability of Default (PD) is the probability that a borrower will default on a loan, calculated by analyzing
credit data and other factors. Related terms include credit risk and loan underwriting. PD is an important
concept in credit risk management, as it helps lenders to understand the potential risks and returns of
different types of loans and to manage their risk exposure. For example, a lender may use PD analysis to
determine the probability of default on a loan and to adjust its lending strategy accordingly.

Regulatory Capital is the amount of capital that a financial institution is required to hold to meet regulatory
requirements, such as Basel Ill. Related terms include capital adequacy and risk management. Regulatory
capital is an important concept in credit risk management, as it helps lenders to understand their capital
requirements and to manage their risk exposure. For example, a bank may use regulatory capital analysis to
determine its capital requirements and to adjust its lending strategy accordingly.

Risk Appetite is the level of risk that a financial institution is willing to take on, based on its risk tolerance
and other factors. Related terms include risk management and risk tolerance. Risk appetite is an important
concept in credit risk management, as it helps lenders to understand their risk exposure and to manage
their risk tolerance. For example, a lender may use risk appetite analysis to determine its risk tolerance and
to adjust its lending strategy accordingly.

Risk Management involves identifying, assessing, and mitigating risk, including credit risk, market risk, and
operational risk. Related terms include risk analysis and risk mitigation. Risk management is an important
aspect of credit risk management, as it helps lenders to manage their risk exposure and to improve their
performance. For example, a lender may use risk management software to identify and mitigate risk and to
improve its performance.

Risk Weighted Assets (RWA) is a measure of the risk of a loan or other financial instrument, calculated by
multiplying the amount of the loan by a risk weight. Related terms include credit risk and regulatory capital.
RWA is an important concept in credit risk management, as it helps lenders to understand the potential
risks and returns of different types of loans and to manage their risk exposure. For example, a lender may
use RWA analysis to determine the risk weight of a loan and to adjust its lending strategy accordingly.

Stress Testing involves testing the resilience of a financial institution to adverse economic conditions, such
as a recession or financial crisis. Related terms include risk management and financial stability. Stress testing
is an important aspect of operational risk management in credit, as it helps to identify and manage risk and
to improve performance. For example, a lender may use stress testing software to test its resilience to
adverse economic conditions and to adjust its lending strategy accordingly.

Transaction Risk is the risk of loss due to inadequate or failed transaction processing, such as payment
processing or settlement. Related terms include operational risk and internal control. Transaction risk is an
important concept in credit risk management, as it helps lenders to understand the potential risks and
returns of different types of loans and to manage their risk exposure. For example, a lender may use
transaction risk analysis to determine the potential risks and returns of a loan and to adjust its lending
strategy accordingly.

Value-at-Risk (VaR) is a measure of the potential loss on a loan or other financial instrument, calculated by
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analyzing historical data and other factors. Related terms include risk management and portfolio
management. VaR is an important concept in credit risk management, as it helps lenders to understand the
potential risks and returns of different types of loans and to manage their risk exposure. For example, a
lender may use VaR analysis to determine the potential loss on a loan and to adjust its lending strategy
accordingly.
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