In October 2025, this attachment was revised to remove references to reputational risk.

Attachment for SR letter 96-14
Revised October 2025

Definitions of Risk Types Evaluated at Examinations and Inspections

e Credit Risk arises from the potential that a borrower or counterparty will fail to perform
on an obligation.

o Market Risk is the risk to a financial institution’s condition resulting from adverse
movements in market rates or prices, such as interest rates, foreign exchange rates, or
equity prices.

o Liquidity Risk is the potential that an institution will be unable to meet its obligations as
they come due because of an inability to liquidate assets or obtain adequate funding
(referred to as “funding liquidity risk”) or that it cannot easily unwind or offset specific
exposures without significantly lowering market prices because of inadequate market
depth or market disruptions (“market liquidity risk.”)

e Operational Risk arises from the potential that inadequate information systems,
operational problems, breaches in internal controls, fraud, or unforeseen catastrophes will
result in unexpected losses.

o Legal Risk arises from the potential that unenforceable contracts, lawsuits, or adverse
judgements can disrupt or otherwise negatively affect the operations or condition of a
banking organization.
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