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1. Introduction
General stipulations

1. The requirements in this Prudential Standard are specified pursuant to section 8 of the Financial
Institutions Act 1998, as amended.

2 Part III of the Financial Institutions Act 1998 states that in determining whether or not a bank
carries on its business in a prudent manner, the Central Bank of the Solomon Islands (CBSI)
shall have regard to internal controls and risk management and such other matters as the CBSI
considers relevant. The CBSI will have regard to the application of this Prudential Standard in
determining whether or not a bank carries on its business in a prudent manner.

Objectives

3. This Prudential Standard addresses the operational risk inherent in all banking products,
activities, processes and systems. The effective management of operational risk is a
fundamental element of a bank’s risk management.

4, This Prudential Standard establishes the CBSI’s minimum requirements for the management of
operational risk by a bank.

3. The ultimate responsibility for the comprehensive and effective management of operational
risk rests with the Board of Directors of a bank. It is the responsibility of the Board of
Directors, and Senior Management of a bank to adopt and implement, on a continuing basis, a
risk management framework covering the operational risks incurred by the bank. This
operational risk management framework, and the policies and processes it contains, must be
approved by the Board of Directors, and must provide, as a minimum, for the bank to-

° have an operational risk appetite statement that articulates the nature, types, and
levels of operational risk that the bank is willing to assume;

° implement and apply governance, structures, processes and systems for identifying,
assessing, measuring, monitoring, reporting, and controlling or mitigating, on a
prudent basis, operational risks encountered by a bank;

° establish, and apply, prudent limits and thresholds on operational risks;

° ensure the bank meets, at all times, all the minimum requirements in this Prudential
Standard applicable to a bank’s management of operational risk.

Application

6. This Prudential Standard is applicable to all banks licensed by the CBSI under the Financial
Institutions Act 1998. The CBSI may by order direct a bank to take specific actions with
regards its operational risk management framework and its management of operational risk.

7. A bank must inform the CBSI when it becomes aware of a significant, or material deviation
from its operational risk management framework, or it becomes aware that the framework does
not adequately address any material operational risk.























































































