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ABSTRACT:

Because of the increasing number of operational losses, it is necessary to study the methods of modeling
operational risk. In this article we study the application of Extreme Value Theory (EVT) for modeling this
risk. One of the most important steps in EVT is the threshold selection. For determining this threshold, we
should pay attention to Bias and Variance and trade off between them. In other words, we should survey
all the points between the minimum of the data until the maximum of them. So if the number of loss
data increase in banks, the complexity of finding threshold increased. The aim of this article is providing
an easier and faster method based on clustering for finding a good threshold. This method was tested by
the loss data for the years YYAo until 1YAQ and the result shows this method provide precise estimate for
capital requirement.
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