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The new capital adequacy framework commonly known as Basel |1 has been finalized in June 2004 to
replace the1988 Basel Capital Accord. The Basel Committee intends this framework to be available for
implementation in member jurisdictions as of year-end 2006. Basel 11 embraces a comprehensive
approach to risk management by aligning capital requirements more closely with underlying risks and by
introducing a new capital charge for operational risk exposures.

Advanced Measurement Approaches (AMA) based on bank’s internal operational risk measurement
systems are considered more sophisticated and risk sensitive for operational risk exposure calculations.
However, for Taiwan’s banking industry, the major challenge in attempting to implement AMA is
capturing complete internal loss data, referring to relevant external loss data, and melding both of them as
inputs to the quantification model.

The fundamental goal of this paper is to introduce the current status of development of international
loss databases, highlight some of the most important issues, and further to address the necessities and
concerns of building an inter-bank external loss database in Taiwan. It is ultimately intended to broaden
and deepen the understanding of operational risk loss database related issues within Taiwan’ s banking and
regulatory community.

Key Words: Operational risk, Loss database, External loss data, Internal loss data, Advanced
Measurement Approaches (AMA), Basel |1
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