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Abstract 
This research shed the light on regulations and their effects on operational risk management 

within the Swedish Swedish Banking Sector. The focus lies on operational risk 

management due to the introduction of new regulations such as FFFS 2014:1, FFFS 2014:4 

and FFFS 2014:5. What could be found in the empirical analysis is that the regulations 

affected organizational changes.  Additionally, differences between large and small banks 

could be seen. All changes in terms of implementation of regulations are strongly 

performed throughout the Three Lines of Defence model where clear organization structure 

and work description are of importance. The Three Lines of Defence is tightly combined 

with the COSO framework and operational risk management to conduct compliant 

organization that is adaptable for any regulatory changes. 
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1. Introduction                              

The banks of today are complex institutions with a wide range of different services (Collier 

2009:236-240). They act as a middleman for clients’ transactions, but also make their own 

transactions (Daltung 1999). The wide range of services banks offers have led to a 

subsequent increase in different types of risks. The banks’ customer contacts have shifted 

from a local office to primarily an Information Technology (IT) service. The increased 

digitalization of bank services is necessary in order improve profitability and gain 

competitive advantages (Yakhlef 2001). According to Swedish Bankers’ Association 

(2015) analysis that was published by Swedish Financial Supervisory Authority (FSA), 

showed that the amount of banks have been decreasing during the last pas 10 years. As of 

2015 there were 117 banks in Sweden. The most significant change is the decrease of small 

local niche banks and an increase of foreign banks, and also large banks subsidiaries. The 

change indicates that more centralized banks have increased their market share at the 

expense of the small banks (Sparbankernas Riksförbund 2014).  

Östman (2009) argues that even though, there is over 100 banks in Sweden the market can 

be generalized as an oligopoly. The 4 large banks (from now referred only as large banks) 

in Sweden have a dominant position in the market (Sparbankernas Riksförbund 2014). 

These banks are also large compared to Swedish gross domestic product which makes their 

stability important also for the national stability and consequently, they are often perceived 

to be ‘too big to fail’ (Dowd 1999). The purpose of regulations is to ensure the stability of 

banks (Finansinspektionen 2013) since a bank collapse could lead to major disruptions on 

the economy (Dowd 1999). The small banks on other hand do not directly threaten the 

large banks. The reason is their limited size and range of services. The smaller banks are 

seen as complementary to a specific competitive service and customers usually use services 

from both large and small banks simultaneously rather than completely changing to a 

smaller one (Svenskt Kvalitetsindex 2014). 

1.1 The effects of operational risk on banks 

In the beginning of 1990 operational risk became highlighted in the banking sector 

worldwide. It was defined as a term within organizations and it was traditionally excluded 

from market and credit risk that was a primary focus (Rajandram 2012). Operational risks 

quickly became an important focus area for organizational and regulatory discussions.  The 
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first to define operational risk was Basel Committee on Banking Supervision (BCBS). It is 

a forum and committee for regulatory cooperation on banking supervisory matters with the 

purpose to enhance to improve the quality of banking (BCBS 2004). The interpretation of 

operational risk was later adapted by FSA which more explicit means “the risk of a change 

in value caused by the fact that actual losses, incurred for inadequate or failed because of 

internal processes, people and systems, or from external events, that differ from the 

expected losses” (BCBS 2004:137: Collier 2009:236). Thus, operational risk is inherent in 

all types of businesses and depends on the organization's structure of corporate governance 

and model. Some parts of the organization could be outsourced to third parties and hence 

the risk and requirements of being compliant handed over as well (Kupper 2000; Jarrow 

2007; FFFS 2014:4; Lamanda and Vöneki 2015).  

The regulations are increasing in an already litigious sector, but operational risk is 

considered still as difficult to control and calculate (Hull 2010:26; Lamanda and Vöneki 

2015; Manning and Gurney 2005). Since banks are heavily regulated, Melé (2011) means 

that more various stakeholders could be interested in the banking sector. Hull (2010) argues 

that there is a chance that banks unknowingly expose themselves to more operational risk 

than they intend to, which in terms could lead to more losses due to this. According to 

Kupper (2000) the most dangerous events are those that are rare but could have a dramatic 

impact on businesses. However, allocating some capital to these more rare ‘low-

probability’ risks is not necessarily useful. What could be more preferable is to implement 

more clear controls to minimize the probability of such rare but impactful events (Kupper, 

2000). One solution could be to implement clear organization structure and descriptions to 

manage and mitigate risks. Two models that are often used in this regards is Committee of 

Sponsoring Organizations Internal Control - Integrated (COSO) Framework and Three 

Line of Defence (3LoD). Both models are focusing on organization structure and managing 

of risk (Pickett 2011:104-107).  

1.2 Problem discussion 
Operational risk has in the past often been an overlooked aspect of risk management where 

the focus has been on credit and market risk (Rajandram 2012). Many observers argue the 

lack of focus on operational risk have negative consequences for the banking sector. For 

example, FSA has presented statistic from 2011 and 2012, which shows that operational 

risk stand for approximately 50 % of the total amount of operational losses of the banks in 

Sweden. Furthermore, the lack of management control of operational risk is seen as 
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contributing factor to recent financial crises. This had led to new regulations in the area 

(FFFS 2014:4; Barakat and Hussainey 2013). As Rajandram (2012:51) states that:  

“Operational Risk is as old as Banking itself. It is one of the oldest risk that banking 

business faced and which was till recent times managed all along informally” 

Additionally, Moosa and Li (2013) and Collier (2009:91, 258-259) point out that 

operational risk can be fatal to the organization and that it need to be managed properly by 

solid controls in order to mitigate risks and be compliant with regulations. Collier 

(2009:235) adds that the banking sector needs to comply with more targeted and detailed 

rules and regulations that could affect business areas differently. An example of this is the 

regulations issued by FSA, which are complementary regulations to international standards 

such as Basel regulatory framework and GL44 etc. GL44 is the European Banking 

Authority's regulation for internal control that affects financial institutions (EBA BS 

2011:116). Besides the so called tsunami of regulation after financial crises (Melin 2009; 

Zachrisson 2010; Ricketts 2013; Maisch et al. 2015) banking environment also changes 

fast trying to comply and adapt new technology which is a new risk per se (Rajandram 

2012). 

Financial Stability Report (2015:2) from the Swedish Central Bank explains that focus is, 

among other things, on risk management. Possibly, because of the latest financial crisis in 

2008, regulations in the financial sector extensively increased (Collier 2009). However, 

banks could be seen as risk-oriented institution with different disclosures reviewed 

independently that could help in a long term to generate growth in their operating market 

(Barakat and Hussainey 2013; Ingves 2012). Banks strive to calculate how different risks 

affect their business (Collier 2009). Therefore, risk management techniques and methods 

are of importance (Chaves-Demoulin et al. 2006; Pickett 2011:63). Risk management has 

always been an important part and issue in banking sector. Additionally, Pickett (2011) 

argues that “The emphasis on risk management now underpins most larger organization, 

not as a reporting requirement but as a powerful tool that, used properly, improves 

performance”, which could be interpreted as those organizations who has defined controls 

and clear structure for implementation of regulation, especially guidelines and regulations 

regarding mitigation of risk, will probably achieve greater competitive advantages. 
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Operational risk has always been present in the financial industry but has become a more 

prominent feature of enterprise risk management as a response to the new threats to 

financial stability (Jobst 2007; Manning and Gurney 2005). Power (2005) argues that 

operational risk management could be seen as an enforced self-regulation, and a 

comprehensive part in banking businesses with advanced modelling and ideas. In 2014, 

FSA enforced new regulations and general guidelines for financial institutions, regarding 

governance, risk management and control at credit institutions. This new regulations 

includes general guidelines how banks should handle their operational risk. The new 

regulations have the purpose to make it more efficient and effective, both for banks 

themselves but also for FSA, to offer an oversight of different operational risk areas and 

how they should be managed. This could be seen as a positive; however, Arwinge (2015) 

means that the efficiency decreases due to the fact that extensive amount of regulations 

requires more resources and time. The requirements also focus on how the Board should 

manage control, and understand the operating risks of different businesses (FFFS 2014:1; 

Barakat and Hussainey 2013). In order to ensure that the regulations are followed the banks 

need to devote and increasing amount of resources for. As of 2016 banks need to be 

compliant with more than ten national and international regulators such as FSA and 

European Banking Authority (EBA).  

The increased amount of resources spend on compliance with regulations could lead to 

significant economic and financial consequences (Arwinge 2015). It is also difficult to 

predict how regulators expect the rules to be applied. Regulators do not specify, explain or 

act as consultant for banks (Riksbanken 2015). Since previously regulation did not include 

any obligations or specific budget for operational risk losses, and thus new regulations 

could be seen as a change (FFFS 2014:4; Rajandram 2012). However, despite the 

operational risk illusive concept, risk managers often state: “if you can’t measure it - you 

can’t manage it” (Manning and Gurney 2005:293). This goes in line with Aebi et al. (2012) 

argumentation that the adoption of new regulations and frameworks has led to ineffective 

controls in processes, and risk governance and management are in today's market of great 

importance. The role of risk management in financial institutions have been put under 

revision, since many different frameworks and regulations has been outlined for 

governance structure. Though there could be a sign that regulations sometimes are too 

general and could be considered as not sufficient, despite the extensive amount of 

regulations (Barakat and Hussainey 2013; Ingves 2008; Ingves 2014).  
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In regards to the banks operations in many different business fields, Power (2000) argues 

that they becomes more auditable and controlled. This could lead to different challenges 

since many areas are of a qualitative nature, as for example operational risk. There are 

different categories of operational risk, though the problem is not just to measure it but also 

to isolate and determine it from other types of risks (Manning and Gurney 2005). The 

increasing amount of FSA’s new regulations within the banking sector, such as FFFS 

2014:1, FFFS 2014:4, FFFS 2014:5, increased the importance of understanding how it 

affects the banking sector. Based on the argumentation above we argue that there is a gap 

of knowledge of how regulations affect the banking sector. The chosen topic could be of 

importance for both financial sector in Sweden, and other financial institutions who has 

similar regulatory base to follow, as well as for regulators themselves. Hence, the research 

will strive to explain what affect regulations have generated within the financial sector, and 

how regulations have affect the bank's structure from a risk management perspective. 

Based on this, the research question is:  

● How the increased regulations of operational risk affect large and small banks in 

Sweden? 

1.3 Aim 
The aim of this thesis is to contribute to the knowledge of regulations affect on risk 

management within the Swedish banking sector. The study will also enhance and develop 

the understanding of how regulations affect the large and small banks in terms of 

operational risks and organizational reforms, by studying the differences the large and 

small banks in Sweden that are affected by the same regulations. 

1.4 Contributions and Limitations  
This research tries to understand specific aspects, which are related to the banking sector 

that follows and adopts same legislations and regulations, both international and national. 

The analysis will therefore focus on risk management with relation to bank regulations. 

Another important focus of the study is also the differences between large and small banks. 

We are aware of the limitations that this study could not be applied within a broader 

perspective but we consider that it is necessary to gain a more narrowed knowledge of 

regulations effects for Swedish banks. This is in order to generate a theoretical knowledge 

and improve banks and regulators comprehension of regulations effects. The empirical 

findings of this study are of special interest for Swedish banks and financial institutions, 

which are affected by same regulations. The intentions for this study is that it will further 
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contribute to the risk management concept concerning operational risk and organizational 

reforms by adding findings of how the different banks adopt and implement new 

regulations of operational risk management. Hence, the theoretical contributions are 

directed towards the field of the risk management in the banking sector.  

1.5 Disposition 
The first chapter of the study presented a background that led to the research problem. That 

followed by the research question and the aim. Chapter 2 addresses the most common 

regulations and guidelines, in regards to operational risk and risk management that affect 

the banking sector, both on the EU and on the national level. Chapter 3 presents a 

theoretical background of the conceptual framework of this study including regulations and 

risk management. The discussion of the chosen methodological approach and research 

approach is presented in chapter 4. The empirical findings and analysis are presented in 

chapter 5. The study is concluded in chapter 6 followed by a suggestion for further research. 

 

Figure 1: Summary of deposition 
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2. Regulations, Guidelines and Models in 

the Financial Sector 

In this chapter existing regulations and frameworks affecting banks will be presented. 

Sweden's Financial Supervisory Authority published in 2014 regulations and guidelines 

FFFS 2014:1, FFFS 2014:4 and FFFS 2014:5 that incorporate general guidelines, 

operational risk, and IT operations.  The focus lies on operational risk, which is why, the 

FFFS 2014:1, FFFS 2014:4 and FFFS 2014:5 were chosen. However, it should be 

mentioned that FSA’s regulations strongly follow international and EUs advice and 

guidelines such as Basel and GL 44. Other important concepts that affect Swedish banks 

are The Three Lines of Defence model and COSO Framework. This is informative 

information that could contribute to understanding of empirical finding and organizational 

structure of the banks and how new regulations affect them.  

2.1 Sweden’s Financial Supervisory Authority 
The Sweden's Financial Supervisory Authority is monitoring and examines companies in 

the financial market. The FSA’s main task is to issue licenses to formulate rules and 

oversight. They also publish additional rules and regulations complementing Swedish and 

international laws (Finansinspektionen 2016). The new regulations affect all financial 

institution despite their size or complexity 

2.1.1 FFFS 2014:1  

The Swedish Financial Supervisory Authority Guidelines and Regulation (FFFS) 2014:1  

– regarding governance, risk management and control at credit institutions introduced 

tighter requirements on internal controls, routines and financial companies to ensure good 

governance, risk management and controls. It also introduced guidelines to the Board on 

how to control and manage businesses properly. FFFS 2014:1 came out as a more updated 

version of FFFS 2005:1, which was a general guidelines regarding governance and control 

of financial undertakings. The FFFS 2014:1 guidelines regulate issues are related to 

internal reporting and managing conflicts of interest. FFFS 2014:1 also introduces specific 

requirements for management of risk including for example when a company introduces 

new services and products. FSA mentions that during recent years different rules have 

become developed to control bank capital and liquidity which been justified and 

appropriate. Robust and effective management and controls provides more stable financial 
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sector, in turn to increase stability of the financial system and also contribute to increased 

truthfulness from different stakeholders in the financial market. 

Despite the already issued FFFS 2005:1 – regulation, banking and finance and the 

securities market act, SFSA argues for their need of improvement by introducing this new 

binding regulations which take in consideration of new areas of risk management. The 

biggest change affecting the financial institution is the organizational separation between 

risk management and compliance, which no longer can comprise same department, nor be 

managed by only one person. 

2.1.2 FFFS 2014:4 
The most recent framework regarding operational risks is FSA’s FFS 2014:5 – general 

guidelines regarding management of operational risks, which states to be a helpful rule on 

how to manage operational risks. The purpose of this regulation is to reduce risk of events 

that result in high losses or disturbances, which in turn will help to maintain a stable and 

efficient financial sector. The new FFFS 2014:4 regulation provides more structured and 

systematic way of identifying, measuring and mapping operational risk. The new 

regulation also aims to ensure that financial institution manage their operational risks in an 

effective and healthy way. Furthermore, FFFS 2014:4 provides standpoints of how an 

organization should manage internal rules of legal risks. The internal rules shall specify 

how the organization complies with laws and other regulations including follow up and 

validity of contracts related to regulation, manages legal processes, and how legal contracts 

are archives. The regulation should also include a specification of which function or person 

is responsible for these matters within the organization. 

2.1.3 FFFS 2014:5  

The final regulation that was of importance for this thesis is the regulation FFFS 2014:5 – 

guidelines regarding information security, IT operations and deposit systems. FFFS 

2015:4, followed after FFFS 2014:1 and FFFS 2014:4, and is mostly targeting the IT 

system of organizations, including provisions on how an undertaking should manage 

information security and different IT operations. Thus, this is done in order to control and 

evaluate if IT systems are secured and have solid controls, or if organizations are in need 

of an update and change. This should be an on going reviewing and controlling of essential 

task to maintain solid and safe organization both for the clients and for the Board and 

management, who also have an important personal responsibility. FFFS 2014:5 also 

provides standpoint of how an organization has to document overall set goals and strategies 
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about its IT operations. For example an organization shall provide incident reporting with 

the objective to be able to moderate effects according to IT risks. The Chief Executive 

Officer shall also conclude about the goals and strategic, and a well developed 

communication with IT operating department. 

2.2 Three Lines of Defence 
Institute of Internal Auditors (IIA 2013:1) explains: “It’s not enough that the various risk 

and control functions exist - the challenge is to assign specific roles and to coordinate 

effectively and efficiently among these groups so that there are neither “gaps” in controls 

nor unnecessary duplications of coverage.” To cover these “gaps”, the Three Lines of 

Defence (3LoD) were publishing by the Institute of Internal Auditors. 3LoD presents a 

model consisting of three lines, where managers in first line review their employees, the 

second line reviews the first line and lastly the third line conducts their own independent 

control. It also tries to implement those lines to help to identify and manage risk based on 

role, responsibilities and position in the organization (IIA 2013; Weatherford and Ruppert 

2016; Seago 2015). The first line is responsible of operational management and relies on 

internal control measures and management that is customized into system and processes. 

This line is not only owning and managing the risk but it also in charge of implementing 

correct actions to face process and control deficiencies. The second line is a management 

oversight function that manages risk. It can add additional expertise and provide support 

to the first line while it still remains in a separate form. Lastly, the third line includes 

independent assurance, as internal audit and focuses on providing assurance straight to 

senior management and the board regarding the other two lines’ governance, risk and 

control efforts. Independence and objectivity is a primary objective of the third line and 

that is why it operates as an independent assurance and not a management function 

(Anderson and Eubanks 2015; Seago 2015; Weatherford and Ruppert 2016; Internal 

Auditors 2014). 

3LoD model could also be seen as a corporate governance model that explains to 

organizations how it is preferable to structure them in order to be able to mitigate risk at 

early as possible. Hence it helps to achieve organization’s objectives (Seago 2015). 

Additionally, it forces each group of risk and control professionals to be aware of the 

boundaries of their responsibilities and how their position fit into the organization in total 

(IIA 2013). It is important to mention that neither governing bodies, as Board of directors 

or senior management are considered in the three ‘lines’. However, their importance could 
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not be unseen. Thus, it is also understandable of their absence in the three lines, since 

different reports reaches are reviewed by them, which could be considered as biased if they 

were involved in controls that they later needed to review (IIA 2013; Anderson and 

Eubanks 2015). Weatherford and Ruppert (2016) means that the model may or may not be 

perfect but it helps simplify and understand increasingly complex corporate structure hence 

it could be assumed to contribute to the more clear understanding and identification of 

those three lines which are helpful during implementation of new regulations and 

guidelines. 

 

Figure 2: Three Line of Defence, inspired by Anderson and Eubanks (2015) 

2.3 Committee of Sponsoring Organizations 
The more defined term about different controls was requested during 1980-90s as a mutual 

framework. That led to development of Committee of Sponsoring Organizations COSO of 

the Treadway Commission, which still is the most well-known and applied framework that 

we have today (Collier 2009). The COSO Treadway Commission is an organization that 

has developed a framework to manage internal controls, including tools for adopting the 

importance of effectiveness of internal control. The COSO Framework could be seen as 

the most relevant framework for businesses that conduct financial statement and try to 

detect and define risk at a yearly stage (Pickett 2011:82). 

Hagland (2005) states that if an organization has the right tools and knowledge for 

assessing effectiveness of a system of for example internal controls, it could facilitate to 

detect faults at an early stage, which is of high importance when managing operational risk. 

Furthermore, COSO could also assist users in order to be able to receive important 

knowledge about controls and what risks should the organization focus on (Haglund 2005). 

However, this could be challenging to achieve, when for example regulatory guidelines 
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could differ and documentation of internal controls lack the information that is needed, or 

when there is no documentation at all.  In practice for example, employees may not have 

the same ambitions to change a day-to-day routine, as it could be time consuming or to 

comprehend (Leitch 2008; Arwinge 2015). This could lead to that managers or other 

responsible persons need to rewrite the regulation in a more comprehensive way. This is in 

order to be able to review and control them later. Despite all the advantages the model has 

for mitigating and detecting risks, there is no focus on certain and specific duties and what 

department is responsible for them.  It is of high important to identify clear responsibilities 

so that each department in the organization understands their role when addressing risk and 

controlling it. This could be improved by 3LoD by defining which area is accountable and 

how the department as a team will coordinate their efforts with each other (Andersson and 

Eubanks 2015). Thus, it could be favourable to complement COSO Framework with 3LoD, 

where the specific duties related to risks and control could be assigned and coordinated 

within an organization, regardless of its size or complexity. How both models fit into an 

organization could be seen below in Figure 3. 

  

 

Figure 3: COSO and Three Line of Defence, inspired by Anderson and Eubanks (2015) 
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As it shown in the picture the COSO model is designed as a cube and consist five 

components, which are Control Environment, Risk Assessment, Control Activities, 

Information and Communication and Monitoring Activities (Collier 2009 

2.3.1COSO and the First Line of Defence - Operational Management 

The first control is done at the first line by front-line and mid-line managers who have a 

day-to-day ownership and management of risk control. The risk managers of first line have 

significant responsibilities that relate section Risk Assessment, Control Activities and 

Information and Communication of COSO Framework that could be seen in a Figure 4 

(Andersson and Eubanks 2015). 

 

Figure 4: COSO and First Line of Defence, inspired by Anderson and Eubanks (2015) 

2.3.2 COSO and the Second Line of Defence - Oversight Function 

This line includes different risk management and compliance functions that is build by 

management to secure that processes implemented by the first line of defence are carried 

out appropriately and operates as they should. The design of the second line can vary 

depending on the organization's size and industry. In complex and highly regulated 

companies all functions like Financial Control, Security, Risk Management, Quality, 
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Inspection and Compliance may be separated. Contradict in smaller companies some 

departments may be combined or even omitted. Monitoring activities performed by the 

second line usually cover all three categories of COSO’s objective as operational, reporting 

and compliance (Pickett 2011). Additionally, Andersson and Eubanks (2015) state that 

monitoring by the monitoring by the second line should be adjusted and planned to fit the 

specific need of the organization. 

 

Figure 5: COSO and First Second Line of Defence, inspired by Anderson and Eubanks (2015) 

2.3.3 COSO and the Third Line of Defence - Internal Audit 

Internal Audit works as a third line of defence and is an independent assurance function. It 

designed to add value and improve organization’s operations. Also Internal Audit provides 

assurance for the efficiency and effectiveness of governance, risk management, and 

internal control. The most important difference between this line and the previous two is a 

high level of independence and objectivity (Andersson and Eubanks 2015). 

2.4 Summary of regulations, models and guidelines  
FSA’s regulation, 3LoD model and COSO Framework, have a clear connection to each 

other. To summarise the extensive information, the regulations, 3LoD and COSO 

Framework strives to facilitate organizations in order to have a structured way of detecting 

and reporting operational risk. However, each model separately includes its own 

advantages and disadvantages. For example COSO’s disadvantage is that it does not define 

which department is responsible for different risks. The 3LoD’s disadvantage is that it only 

focuses on organization’s structure but have no clear example of how actually to mitigate 

risks. However, together they work as symbiosis and enhance each other in order to 

improve the organization and its future. It also acts as help when new regulations need to 

be implemented. FSA’s regulations help to structure corporate governance in order to 



19 
 

prevent risks early. The regulations also include requirements regarding internal controls, 

risk management and controls, including structured ways to identify, measure and assess 

operational risks.  
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3. Theoretical framework 

3.1 Regulations effects on risk management 
Regulations have always played a constitutive role in organizational practice. Regulations 

have grown in volume and become much more complex for organizations (Collier 

2009:235). One effect has been an appearance of regulatory risk management, and 

management of compliance (Power 2007, 2009). Bhimani (2009) argues about how 

organizations today focus and seek the adoption of risk controls and make it transparent 

and visible in order to be compliant with regulations. However, it should be taken into 

consideration the existing differences between companies in terms of size, scale of activity 

and complexity matters (Sheen 2005). It is important to show organizational legitimacy 

and present an interdependent risk management and corporate governance. Laeven and 

Levine (2009) argue that the relationship between regulations and risk could depend on 

each bank’s governance such as for example how different processes and controls are 

connected to operational risk. It could be seen as important for an organization to have 

clear corporate governance during an increased regulation volume, since it positively affect 

banks’ risk valuation and assessment (Collier 2009; Pickett 2011; Arwinge 2015). 

Regulations affect risk management in different ways, and could for example include 

organizational shifts. This could also be visible in the creation of for example committees 

and manager and officership, such as Chief Risk Officers (CRO), and Chief Operating 

Officer (COO). The legalization of organizations could also be found in department and 

units, called Group Risk Function and Operational Risk Function (Collier 2009). These 

departments and units tend to create further subunits that have an advantage to adapt the 

regulatory environment. These subunits and chiefs are mainly operate as control function 

and provide information and advices that enable to control if the regulations are followed. 

A drawback with increasing regulations as Arwinge (2015) states is the desire for 

increasing control of every department and transaction. Also Aebi et al. (2012) point out 

how higher controls increase costs for the organizations. They also discuss that the 

adoption of increasing regulations and frameworks has actually led to inefficiency of 

controls in processes, risk governance and management. 

  

According to Power (2009) regulators and authorities are focusing on risk, and attempt 

organizations to present both risk owners and job description including planning and 
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strategy processes within the organization. Compliance includes today regulations to 

consist for example measurement, which requires evidence as for example audit trails, such 

as clear documentation and mapping processes. Thus, the large volume and pressure of 

regulation makes organizational agents to focus more on routines and controls to be able 

to be aligning with all principles and regulations. However, regulations offer a controlled 

and transparent risk management process, including a more central corporate governance 

and organizational design (Power 2007). Additionally, Kim (2015) argues that regulations 

have become more important as a structural approach. He also states that corporate 

governance of banks could have difficulties with finding the right approach to be able to 

manage risk. Power (2009) also shed the light on risk and compliance employees at 

operational level prefer more rule-based tasks. Then an organization become more 

generalised and standardized due to increased regulations. Thus, the regulations of risk 

management and compliance, that prioritises the audit trail and clear documentation, could 

be seen as challenge to contemporary financial regulators and authorities. A coherent 

challenge linked to risk management is the dialogue and communication within risk 

management practice, regulators and authorities. Furthermore, risk management has to 

develop a various approach that can manage the organization as a whole (Power 2009; 

Bhimani 2009). However, governance, risk and compliance indicators could lead to better 

controls when valuing and register different risks. Thus, this affects the internal control and 

organization's governance structure (Bhimani 2009; Power 2007; Power 2009). 

In order to be compliant, corporate governance includes systems and models to provide 

and frame a legal culture such as COSO Framework and 3LoD. Regulations that include 

internal organizational changes are often structured to affect different processes and 

controls. Power (2007) describes these regulations as a regulatory challenge that forces 

organizations to frame their way of working. However, these could be considered as 

auditable procedures affecting all employees within an organization. The regulatory 

challenges also include compliance strategies such as suitable manuals or more clear 

frameworks and guidelines. For example Picket (2011) states that organizations that use 

strategies and frameworks as a formal basis for internal controls, improves to be compliant 

with regulations.  

3.1.1 Operational risk management and regulations  

Despite that the operational risk always has existed, thus it developed to a present 

regulation feature that affects Enterprise Risk Management (ERM) in regards to new 
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threats to financial stability, poor risk management and systemic vulnerabilities (Jobst 

2007). Furthermore, Moosa and Li (2013) argue that operational risk could bring a 

company down as any other risk, which is was not assumed earlier. Corporate governance 

and risk management helps to maintain and have resources to protect customers and the 

banking system from operational risk. Operational risk management has also been 

discussed together with legislation and internal controls. The development of principles of 

corporate governance and risk management explains how organizations maintain an 

effective system of internal control and has been a significant part during risk analysis and 

assessment. Internal control system lies today under the centre of corporate governance 

and risk management. It also affects strategies and regulatory implementations of how to 

work with internal resources. Risk management and internal control, as a new philosophy 

and strategy for organizations, could lead to related difficulties of reporting processes. This 

also leads to a new kind of risk knowledge, which plays an important role regarding this 

new managerial turn in regulation (Power 2007). 

Corporate governance and risk management have the ability to detect operational risk, 

which is a broad concept within the banking sector. Operational risk could be separated 

into four categories. The risk of loss resulting in failed internal processes, people, system 

or external events, are general for banks (Rajandram 2012). Hence, operational risk 

management involves new formalization of practices for different operations, and how an 

organization should construct and develop risk knowledge regarding these issues. In a 

bank, operational risk management could then be seen as a central concern to all regulatory 

systems (Power 2005). Risk management and organizational practices are often designed 

and influenced by internal controls and regulations (Power 2007). A range of regulatory 

regimes then influences risk management’s organizational practices.  According to Power 

(2005) operational risk could also be seen as a diverse range of practices within an 

organization. Thus, the vision is to control and be able to manage challenges within the 

organization. To achieve regulatory compliance, it is important for corporate governance 

and risk management to follow guidelines and standards that may become an important 

benchmark for organizations to satisfy their corporate governance responsibilities. It is 

important to strengthen corporate governance practices regarding standards to be able to 

be compliant. Furthermore, to balance aspects of effective risk management, compliance 

and performance within corporate governance could be seen as a link to an organization's 

integrity (Ingley and Van Der Walt 2008; Power 2007).   
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3.1.2 Enterprise Risk Management within banks  

The Risk Management (ERM) approach has established a conceptual framework with 

objectives focusing on risk that compromises a whole business (Power 2009).  Thus, the 

ERM is an important field due to its economic value and repercussion (Castro et al. 2008). 

Castro et al. (2008) stated that an ERM approach could generate significant economic 

advantages for different aspects of operational risk when applied properly. However, the 

approach could be seen as not as powerful or flexible enough to manage the complexity of 

the risk management process within businesses. That is why the ERM approach often is 

complemented with the Committee of Sponsoring Organizations of the Treadway 

Commission (COSO) Framework and the Three Lines of Defence (3LoD) (Pickett 2011). 

Every organization is unique but most of them have the same pursuit for success as their 

bottom line. Hence their objective of interest may differ but their aims are the same (Castro 

et al. 2008). Additionally, Castro et al. (2008) argues that ERM models and systems, for 

example IT-systems, are developed to be able to recognize differences or gaps. IT systems 

are of high importance for banks since services and products require constant development 

and could be considered as complex. It also requires being compliant with risk management 

processes, which could be both cost and time-consuming. Furthermore, Power (2007) 

argues about a new way of working that includes for example risk-based areas of different 

managerial and administrative activities. Risk management involves more regulatory 

practices that include internal operational performances presented in regulations, and in 

internal frameworks and guidelines, such as COSO Framework and the 3LoD. The COSO 

Framework focuses on detecting and defining risk within the organization (Power 2007; 

Pickett 2011).  

Picket (2011) argues that management should consider the organization’s risk appetite and 

estimate different strategic alternatives. By enhancing risk response decisions with help 

from the strategic alternatives, ERM could result in risk avoidance or acceptance. However, 

the operating managers within an organization should have the knowledge about 

operational risks, including the organization's risk-takers. ERM and the COSO Framework 

facilitate when detecting risk appetite that often comes from policies and regulations 

(Picket 2011). Thus, it frames the risk appetite to control elements that affect organizational 

processes and its attitude to risk. This gives risk management a better chance to enhance 

focus on organizational matters. Picket (2011) argues that larger organizations often need 

a well developed control framework for their internal controls. Risk management has for 
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example been redesigned to be able to focus more on internal controls overseeing the 

different models and systems used by banks. Power (2005) states that risk management 

involves competitive work and includes new knowledge and practice for managers within 

the bank.  

3.2 Theoretical summary and conceptual framework  
Previous research has shown how international and national regulations affect banks. Since 

the increasing volume of regulations together with the decreasing implementation time, 

leads to that risk management becomes of higher importance. It is essential for the banks 

to have a well developed risk management and corporate governance to be able to be 

compliant. As previous research illustrated, the ERM approach is helping banks to build 

up a powerful environment to be able to respond and handle the implementation process of 

regulations, together with the COSO Framework and the 3LoD model. The goal is to be 

able to minimize operational risks in different areas of a bank's organization. The 3Lod and 

COSO Framework are facilitating during development of a risk management approach. It 

explains how the banks should structure their work to be powerful enough to manage the 

complexity of operational risks. Power (2007, 2009) argues about the managerial and 

administrative activities including risk-based areas that are connected to risk management 

regulatory practices. For example, Power (2009) and Pickett (2011) stress the importance 

of risk appetite and how it is involved in risk management practice. Thus, with help from 

ERM approach together with 3LoD and COSO, that frames the risk appetite and risk 

managements’ strategic alternatives, when for example evaluating risk avoidance and 

acceptance. Additionally, since the banks offer their customers a broad supply of products 

and services, risk management has to involve new formalization of practices with a 

constant development of risk knowledge. Also in previous research it could be found that 

there is a constant development of regulations, services and products within the banking 

sector. Thus, the banks always have to thrive to be regulatory compliant with regulations 

and guidelines that are affecting them from an international level as well as on a national 

level. By enhancing risk response decisions with help from risk management, internal 

controls strategy, and control owners, banks enforce a defensive structure. Finally it could 

be seen that there is need of risk management and corporate governance to adapt the 

increasing amount regulations. The theoretical framework is presented in a summaries 

figure below. 
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Figure 6: Theoretical summary 

The framework is inspired from Picketts (2011) control models and governance model. 

The framework illustrates how regulations are published on an international level, and how 

Sweden's Financial Supervisory Authority develops the FFFS regulations for the Swedish 

market. FSA’s regulations include rules how banks should structure operational 

performance including risk management, compliance and risk committees. The banks use 

internal frameworks and models, COSO and 3LoD, to be able to complete this 

comprehensive work.  
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4. Method    

4.1 Research approach and strategy 
The study was conducted applying a qualitative research approach in order to be able the 

answer the research question. The study’s aim is to enhance and develop the understanding 

of how regulations affect large and small banks in terms of operational risks. This is by 

studying the differences between large and small banks in Sweden that are affected by 

same regulations. The focus was to enhance deeper understanding about challenges of 

operational risk or more precisely regarding implementation of new regulation and what 

different effects Swedish banks face during implementation of regulations and frameworks 

concerning operational risk. Moreover, what the respondents’ organization is facing while 

implementing regulatory frameworks and guidelines concerned to operational risk 

(Bryman and Bell 2011).   

The research has been performed using an inductive approach, which means that the data 

was collected to build a theory and contribute to an existing theory. Hence, the theory is 

built after collecting the empirical results. The ambitious were to find challenges of 

implementation of new operational risk regulations within the banks. However, after 

conducting the interviews clear differences could be seen between large and small banks. 

This major finding led us to make this differences as a main focus of the study. An inductive 

method is more appropriate when conducting a qualitative research (Bryman and Bell 

2011). As Saunders et al. (2009) points out that this research approach could be challenging 

in a sense that one could go out and interview participants without having a clear vision on 

what exactly to focus on, which could generate various different answers and make data 

difficult to analyse. This was taken into consideration and even if the questions were semi-

structured or more of a broad nature there was concentrating on one theme of risk 

management and regulations. 

To extend our knowledge within the field of operational risk we have search for reliable 

sources. We have studied documents that reflect on the most common international and 

local frameworks and regulations, relevant for banks and financial institutions. Thus, this 

has been the foundation. Before every interview we were well prepared by reading fact 

about the different banks, as annual reports, risk reports and quarterly reports published by 

the banks and their web pages. Other related articles and reports were found on database 

through Uppsala University library. The focus was to find relevant academic information 
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that been peer-reviewed from more recent years. Authors tried to go to the main source 

when it was possible. Some older articles were used as well, mainly because they discussed 

ground principles that have not changed much during the years as for example explanation 

of what enterprise risk management or operational risk is. 

4.2 Sampling 
Snowball sampling has been used during this research. The approach of using sampling 

became relevant; since many respondents recommended both colleagues and people they 

know working with similar tasks at other banks. The first initial contact with participants 

at the different banks helped us to establish other relevant contacts for our research topic. 

The possibility to interview a respondent with the right position and title were more 

important for this study than focusing on random sampling. Implementation of snowball 

sampling is seen as an effective technique that allows getting in contact with difficult to 

reach population (Waters 2015; Chain 2008), which in our case were employees that 

worked as CFOs, CROs and Compliance Managers. Furthermore, it also assumed as a more 

suitable fit for a snowball sampling during a qualitative research where understanding of 

the specific subject is preferable and where views of experienced people in the field is more 

important than just an opinion from a random sampled respondent (Bryman and Bell, 

2011). The interviewed respondents have worked in the field of banking between 10-15 

years. The respondents worked with risk and regulation, implementation of new regulatory 

frameworks, or internal control over financial reporting. Thus it could be concluded that 

they are experienced enough to answer our questions. The research has been established 

and grounded from 15 interviews with 8 interviews from large banks, 6 from small banks 

and one with FSA. All the chosen banks are affected by the same regulations and 

guidelines, both on EU-level and according to Swedish law.  

4.3 Interviews 
The total of 16 broad interview questions were formulated since our objective and goal was 

to let the respondents talk freely. More specifically the focus was on how they implement 

and work with new regulatory frameworks and guidelines at their bank. The flexibility 

makes the method of interviewing more attractive for this study, despite the fact that it take 

longer time than questionnaires, it need to be transcribed, coded and analysed (Bryman and 

Bell 2011). The semi-structured interviews gave us also a chance to ask further questions 

in response to the respondent. The interview questions were divided into four parts: 

introduction, operational risk, implementation of regulations and guidelines and structuring 
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of regulatory changes (Appendix 1). To assure questions were adequate the pilot study was 

conducted with one participant from one large bank. The person was only involved in the 

pilot study and not in the final research sampling. The respondents were offered to be able 

to read the interview questions in advance, which gave them the possibility to prepare 

themselves. We were aware that this type of opportunity might have decreased the 

spontaneous dialog that could occur if we would not have offered the question in advance. 

However, this decision allowed interviewees could easily contacts as before the actual 

interview if some of the questions seemed to be unclear. Thus, the actual time of the 

meeting could be focusing on discussion.  

4.4 Data collection and analysis 
The communication with the banks started five month before the actual interviews took 

place, to make sure the respondents were interested to discuss the subject. The first contact 

was made through email where the aim of the study was explained and why we wished to 

interview our participants. All interviews except for one were conducted face to face and 

the interview time was between 40-70 minutes. One interview was performed through 

telephone since the respondent was located in another city in Sweden. Face to face 

interviews took place at the location that was chosen by participants. This is a positive 

aspect since respondents tend to choose the location where they feel comfortably, which in 

order generates richer and more informative answers (Bryman and Bell 2011). All 

respondents agreed on being recorded. Shortly after the actual interview the material was 

transcribed and send to participants. By doing this we ensured that there were no 

misunderstanding and we understood the answers corrected. Additionally, respondents’ 

decision to omit some information if they desired was respected. 

The total of 18 interviews were conducted, however the two respondents were excluded 

due to drop-off. This is due to that those participants were only financial institution but 

later decision were made to narrow down the study to only banks. It should be mentioned 

that the answers from two drop-offs participant did not differed from other participants to 

any greater extent. However, this should be investigated further in order to draw any further 

conclusions. The remaining 15 interview participant including respondents’ titles are 

presented in Table 1. 
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Name Position Date Time 

Large Bank 1:1 Compliance Officer 2016-03-17 70 min 

Large Bank 2:1 Head of Financial Governance, Group Finance 2016-03-23 45 min 

Large Bank 2:2 Compliance Manager 2016-04-08 40 min 

Large Bank 2:3 Head of Group Operational Risk 2016-04-26 40 min 

Large Bank 3:1 Compliance Officer 2016-03-30 50 min 

Large Bank 4:1 Head of Risk Management 2016-04-01 60 min 

Large Bank 4:2 Risk Manager 2016-04-01 60 min 

Large Bank 4:3 Head of Operational Risk Control 2016-05-03 50 min 

Small Bank 1:1 Chief Financial Officer 2016-03-18 55 min 

Small Bank 1:2 Chief Risk Officer 2016-03-18 55 min 

Small Bank 2:1 Compliance Risk Officer 2016-04-05 45 min 

Small Bank 2:2 Chief Risk Officer 2016-04-22 40 min 

Small Bank 3:1 Chief Operating Officer 2016-04-06 40 min 

Small Bank 4:1 Chief Risk Officer 2016-04-19 40 min 

FSA 

 

Head of Division Bank Governance and 

Operational Risk 

2016-04-12 60 min 

Table 1- Presentation of respondents 

The material from the interviews became our primary data for this research. The collected 

material became condensed to a more categorised and summarized assortment to support 

a meaningful analysis (Saunders et al. 2009). The qualitative data analysis is based on 

words and according to Saunders et al. (2009) it is associated with richness and fullness of 

opportunity to explore a subject in as real a manner as possible. The compiled data 

collection from the semi-structured interviews were transcribed by the authors and 

afterwards analysed. The findings were then divided in categories. The answers that 

brought up organization structure and its model were organized in one category, which late 

was a foundation for the research. Challenges were organized into another category. Only 

challenges that were mentioned by the participants are presented in the chapter of empirical 

findings. Finally the advantages of new regulations were developed and in the last category. 

4.5 Ethical aspects 
The ethical aspects were an important part during this research. Since the interviews were 

conducted with employees with good insight in the particular bank regarding risk- and 

compliance, the anonymity was obviously of high importance provided both regarding the 

name of the bank and the name of the respondent. Additionally, we asked for permission 

if we could use their official title, and if not, we used the description they gave us. 

Permission for audio-recording was also asked before the interview started. All the 
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respondents both in regards of stating the titles and recording approved permission. Only 

answers regarding the topic were used and any personal information of no importance for 

the research was omitted. 

4.6 Method consideration 
The most essential criteria of qualitative research are authenticity trustworthiness (Bryman 

and Bell 2011). Authenticity stands for how reliable the study is and if it represents what 

it strived to achieve. Semi-structured interviews assumed to enhance the authenticity 

criteria. This is because follow-up question could be asked if respondents did not answered 

clearly one some questions. Additionally, open questions reduced the risk to affect 

respondents’ answers or lead them to any particular answers. This tactic is usually done in 

order to reduce interview bias (Saunders et al. 2009). If the similar study will be conducted 

in the future its results may differ because of regulatory changes that could affect banks. 

Additionally, Saunders et al. (2009) argues there is always a risk that respondents’ answers 

may differ. This is because answers could vary based on specific situation and 

circumstances. Thus, the result of this study is based on the respondents’ perceptions, 

which might not present an objective view. This means that other researchers could 

compare and refer to this study’s findings and method only with studies that apply similar 

approach. 

Trustworthiness strives to enhance the transparency of data collection and data analysis. 

Despite that there were allocated enough time for follow up questions there could always 

be a risk that the answers get interpreted incorrectly. However, we argue that the data was 

interpreted correctly since respondents received transcribed material and we also had 

always possibility to contact them if we had any further questions. This leads to assume 

that the result of this study be perceived as trustworthy. Additionally, by interviewing both 

large and small banks as well as FSA a correct and accurate view of the regulations’ effects 

could be gained compared to if the study only considered one part of the sample. 

Despite that the chosen method was more appropriate for this study there are some 

drawbacks with it as well. Bryman and Bell (2011) states that a qualitative study is more 

difficult to generalize. However, it is more suitable for this research since we seek deeper 

knowledge of regulations’ effect on large and small banks. The chosen sample size could 

be assumed to be small since it favourable to have many responders in order to have more 

various and truthful results. However, we could see a tendency of saturation since 
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participants mentioned the same challenges and thus were satisfied with numbers of 

respondents. Another drawback with qualitative studies is conducting of interviews, which 

is time consuming and includes transcription, coding and analyses of the quotes and 

comments, which is up to the authors an interpretation. However, during this research the 

goal was to stay as objective as possible even if Bryman and Bell (2011) state that 

qualitative study is less objective than quantitative. The objectiveness were shown in our 

neutral way of discussing the subject and later analysing it. There were no intentions to get 

any specific results but rather to find understanding of challenges no matter what 

challenges there are.  
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5. Empirical Framework and Analysis   

5.1 The effects of regulations within banks 
Respondents, as well as Power (2007; 2009), state that regulations are needed and that they 

play an important and constructive role within the organizations. Respondents were in line 

with Bhimani (2009) regarding the fact that organizations focus more on the adoption of 

risk controls in order be compliant with regulations. The adoption of risk controls could 

mirrors the respondents focus on being able to present organizational compliance and an 

interdependent risk management and corporate governance. Laeven and Levine (2009) 

argue about the adoption of risk control that present the organization as transparent and 

visible when reporting for example to FSA. Respondents also discussed the importance of 

regulations and its valuation. Small Banks participant 2:2 expressed it: 

“In this case and there is no hesitation, it will lead to change in behaviour. As soon as 

you have something that you measure, people behave differently. Things that are 

measured become also performed because employees get evaluated and analysed”. 

Empirical findings revealed that increased volume of regulations from different institutions 

makes it challenging for the banks to analyse and interpret. One example could be when 

banks have to combine regulations from different institutions and regulators. Respondents 

discussed about the decreasing implementation time and the increasing amount of 

regulation, which have led to challenges affecting follow up work and documentation. 

Additionally, the respondents mentioned that the implementation process were time-

consuming. Another challenging issue regarding regulation was the extensive level of 

details. Hence, this led to more preparatory time-consuming work as well. For example, 

the all banks stressed the importance to rewrite the regulations and organize workshops 

with the purpose to make the regulations understandable for all employees in first and 

second line. For example as Small Bank respondents 2:1 stated: 

“There are many different regulations to focus on. Previously it was enough to focus on 

Swedish law and the regulations that FSA was publishing. Today, its much more 

regulations from the EU side. Therefore, we as a small bank, have to consider if the EU 

regulations affect us or not”. 
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The quotation above stresses the issue that small banks become more affected, than the 

large banks, of the amount of regulations. Thus, small banks are expected to have an 

understanding of upcoming EU regulation when they only operate with national products 

and services within the Swedish market. This affects small banks’ resources to a greater 

extent than the large banks. 

5.1.1 Analysis of regulations’ effects within large and small banks  

The large volume of published regulations from different authorities lead to challenges for 

the banks’ when coordinating them. It also affects the choice of different services and 

products. Some respondents mentioned considerations to avoid different services and 

products in order to avoid too detailed regulations. Power (2007) and Pickett (2011) 

explained how banks’ offer their customers a broad supply of products and services, which 

thus involves new formalization of practices and a development of risk knowledge. 

However, this could affect banks’ choice of supply of services and products. It could be 

more preferable for the banks to consider cost and time, in order to stay efficient. This leads 

to that the banks might choose to not produce or remake a service or product in order to be 

able to avoid extensive and detailed regulations. The conclusion could be that this is a 

powerful effect from regulations mainly because of the organizations need to reduce their 

products and services which in a long term perspective could lead to a loss of revenue. In 

terms of differences between large and small banks, could for example be customer and 

supply. Large banks have their broad customer base, and a diverse supply range of services 

and products, that could lead to an advantage when avoiding certain services and products 

that are affected by detailed regulations. On other hand it could be compared to small 

banks, which could be considered as more limited in terms of minor customer base and 

more niche services and products. The some of the large banks respondents wondered how 

small banks were able to handle this. This was seen as an advantage for the large banks in 

terms of increasing competitive advantage. For example Large Bank respondent 1:1, 

however, stated that small banks have advantages when only focusing on niched services 

and products. This is in order to decrease their costs and stay competitive on the market. 

The respondent also meant that large banks are expected to provide a wide range of services 

in order to keep customers and be competitive with other large banks. 
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During the discussion about regulations and guidelines, and what different challenges the 

banks usually encounter during the implementation process, almost all of the respondents 

highlighted the already existing extensive amount of regulations. As Small Bank 

respondent 2:2 stated: 

“The regulations as it is, is not complicated when analysing, but the amount of them 

lately is overwhelming” 

All respondents uttered similar statements. It was most challenging and resource 

consuming for smaller banks that were in need of hiring external third party consultants. 

Additionally, Small Bank respondent 1:2 mentioned: 

“Regulation may be “easier” to implement in small bank than it is for a large bank, but 

we have as much regulations and regulatory frameworks to keep track of as them” 

Nevertheless, large banks as well as small banks welcomed more structured ways of 

handling operational risk and saw an advantage of new regulations. It helped to detect and 

analyse the operational risk in a different more detailed way. FSA let the banks interpret 

regulations without any advices, which are due to the fact that FSA is reviewers of the 

regulations, and should act independently. Thus, it is up to the banks to implement 

regulations how it best suits with their organization based on their own judgement. The 

challenges with the regulations are the extensive amount of details included in the 

regulations.  

5.2 Enterprise Risk Management within the banks 
All respondents expressed similar challenges regarding risk management and regulations. 

The majority of respondents stressed about the decreasing implementation time. 

Meanwhile FSA argued that information about future regulations are well discussed and 

released in advance. However, the banks on the other hand are not usually starting any 

implementation projects before the regulations are published and confirmed. Thus, we 

could conclude that FSA mean that the banks should have enough time, while the banks 

argue that they will not start any major projects before it is confirmed how regulations 

affect the bank. Another common occurrence for the bank when implementing regulations 

is organizational changes. FSA’s regulation FFFS 2014:1 is the main regulations that lead 

to organizational changes. For example, many respondents mentioned that risk managers 
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and compliance managers could not cooperate at the same department anymore or be 

managed by the same person. Small Bank respondent 2:1 stated: 

“Each function or business area has an appointed Risk and Compliance Manager, which 

acts as the link between the risk function. Then, compliance acts as the link between the 

second line of defence and the business. Risk and Compliance managers are those who 

must pursue the risk questions within each function or business area together with other 

defence support” 

The risk manager and the compliance manager in each department could then secure that 

risks become independent controlled through regulations and given processes, such as 

follow up and documentation. This led to that some employees received new work 

descriptions including new assignments. As one could see the 3LoD in this case helped the 

banks to take proper decisions and create clear positions as was also mentioned by Arwinge 

(2015) and FFFS 2014:1. Respondent from Large Bank 2:2 stated: 

“The Three Lines of Defence mirrors the control owner and the follow up afterwards” 

The change led also to increase of employees mostly within the first line of defence. For 

example a common organizational performance was to establish one operating risk 

manager to each of every department within the first line. As could be linked to Power 

(2007, 2005) who discusses that the regulations that forces organizations to frame their 

way of working. The first line of 3LoD is primary includes ownership and management of 

risk control with responsibilities related to risk assessment, control activities, and 

communication between the lines According to a respondent from Large Bank 4:3, 

Manager of Risk Control stated:  

“The first line of defence has risk managers operating within every department. There 

responsibility is to react on various regulations and requirements and perform follow up. 

The risk managers also has a constant dialogue with all risk managers operating within 

the first line” 

Since the banking business and its affairs often is accomplished and performed within the 

first line, risk managers could have challenges to both focus on regulation and the business 

simultaneously. This goes in line with Kim (2015) who states that regulations became more 

important for a structural approach of the organization. He also states that corporate 

governance could have difficulties with finding the right approach in order to manage risks. 
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Additionally, Aebi et al. (2012) and Arwinge (2015) ads that the increasing workloads of 

regulations affect organization’s efficiency in order to be compliant.  

Respondents mentioned that IT within the first line was the most prioritized risk within 

operational risk management. Small Bank 2:2 stated: 

“Operational risks that require more focus - I must say is IT risk, since it depends on our 

operational business role that we have. We're an IT company that delivers financial 

services, which forces us to have strict control over our IT and make sure it always 

works.”  

The fear of IT-risks is both internal and external. The internal IT risks are often referred to 

systems that in many cases has to be changed due to new regulations. Large and small 

banks has common consequences related to redesign and upgrade IT systems to a certain 

level to be able to be compliant. This could be considered as a time-consuming activity. As 

Arwinge (2015) stresses it not sustainable to control everything in the organization since it 

will drain organization’s resources. Respondents stressed about that these risks could 

increase due to shorter implementation time. External IT risks could for example be 

different attacks that leak internal documents or customer’s information. FFFS 2014:5 

explains how IT operations should be managed including solid controls and updates that 

showed to be a useful guidance for banks.  

5.2.1 Analysis of differences of ERM within large and small banks  

From empirical findings we noticed differences between large and small banks. All 

respondents explained how they are working in line with the 3LoD model and COSO 

Framework, even though many of them operates in both first and second line of defence. 

Both Power (2009), Pickett (2011) and respondents argued that regulations strived to define 

risk appetite within the COSO Framework. This helps for example risk managers to be able 

to discover possible threats and take decisions accordingly. Respondent from Large Bank 

3:1 pointed out: 

“Operational risk is a part within the COSO framework. The COSO framework helps us 

to identify compliance risks, operational risks and financial reporting risks. What is 

relevant for my operation assignments is that we always proceed strictly from the COSO 

framework, especially with FSA’s regulation FFFS 2014:1, FFFS 2014:4 and FFFS 

2014:5” 
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Empirical findings show that large and small banks have adopted COSO Framework and 

3LoD to prevent operational risk. However, one finding is that small banks have fewer 

resources to be able to comply with requirements such as separation of risk management 

and compliance department. Large banks show the same tendency only for their small 

branches in remote areas. The main challenge was for example to be able to provide full 

time occupation for such positions operating in small business areas. Additionally, limited 

resources for the small banks could also affect the separation between risk and compliance 

managers. This could in order challenges the detection of risk. This goes in line with Power 

(2007) and Kim (2015) who explain that regulations could affect organizations way of 

working. Additionally, Leaven and Levine (2009) stressed the importance of the 

relationship between regulations and risk and that it could depend on each bank’s 

governance. Hence, FSA’s regulations are forming banks’ organizations into a similar 

corporate governance structure, which also could be seen as a disadvantage for some banks. 

This could lead to difficulties for the banks to find their right approach when managing 

operational risk.  

A coherent challenge linked to the 3LoD model and risk management is the dialogue and 

communication between risk management practice, regulators and authorities. Since Power 

(2009) states that regulations affect risk owners and work descriptions, the communication 

between risk management, regulators and authorities is of importance. FSA’s regulations 

are also inline with 3LoD regarding clear work descriptions, and were discussed by the 

respondents. Differences between large and small banks in terms of communication are not 

that extensive. Though the large banks have more employees within the 3LoD that include 

more comprehended communication, at the same time as the small banks showed to be less 

than eight employees within the risk team and compliance team together. The separation 

between risk and compliance, and the cooperation between the lines was a vital subject 

during the interviews. Respondents from large and small banks believe that FSA expects 

similar detailed descriptions of risk appetite as well as control owner that is presented in 

FFFS 2014:4. However, FSA did not state such opinion and argued that the regulations are 

generally framed in order to be suitable for all banks. Differences between large and small 

banks were that large banks did not mention any need of a third party expertise, but the 

small banks stressed their need of a second opinion. For example small Bank participant 

2:1 stated: 
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“I am a specialist within one process area. And we do miss specialists within other areas. 

Therefore we usually take in a second opinion from for instance one of the big 4 firms. 

They have also better track of how other institutions and banks have assessed their scope 

and processes, and they can also always ask FSA” 

The small banks respondents stated that they sometimes are missing regulation specialist 

within different fields, and are then in need of a second opinion from consultants. They 

argued that consultants usually have better insight of how other banks and institutions are 

working. The advantage for small banks that cooperate with consultants is that they have 

the possibility to consult with FSA. Small banks expressed that they did not want to reveal 

themselves to FSA about challenges to interpret any regulation. This is due to the fact that 

FSA does not act as an adviser for banks. In contrast the large banks discussed and pointed 

out that they have internal processes and developing their own solutions. Thus, it could be 

expected that a large banks should have enough resources and employees, to be able to 

cover risks and controls in scope for risk management and corporate governance. Both 

large and small banks favoured when FSA made a general visit since it was more accepted 

for banks to ask questions and have a discussion.  

5.3 Summary of the analysis 
The interview material comprehended detailed and extensive information about how large 

and small banks are affected by FSA’s new regulations. Both advantages and disadvantages 

were found, as well as differences and similarities between large and small banks. 

Respondents could be considered as having a positive approach to new regulation 

regarding operational risk. The regulations included detailed information how corporate 

governance and risk management should perform processes and controls, IT operations, as 

well as how the organization should be divided. The empirical data and analysis showed 

that SFA’s regulation affects banks and forced them to implement similar governance 

structure and models such as 3LoD. The banks uses their risk management team and 

compliance team including the 3LoD model and the COSO Framework to be able to 

decrease operational risk, and be compliant with FSA’s regulations. However, the 

empirical interview material showed that the banks are affected differently. The 

summarized differences and similarities can be found in the Table 2 below. 
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Table 2: Summary of differences between large and small banks 

 

 Large Banks Small Banks 

Amount of 

details within 

the regulations 

Complicated but are worth 

implementing in order gain 

competitive advantages 

 

Complicated and decreased 

competitive advantages 

Cost more to implement that the 

risk they tried to reduce 

3LoD Well implemented and used due 

to the great amount of employees  

Implemented but difficult to divide 

the field of responsibility between 

risk management and compliance 

management 

Implementation 

processes 

Extensive internal competence. 

No need of third party consultants 

Extensive use of third party 

consultants in order to be 

compliant. 

COSO IT risk is of high importance 

Resource and time consuming to 

change data systems in older and 

large organization. 

 

Disadvantages because of older IT 

systems that requires high 

resources in order to be changed  

IT risk is of high importance 

Advantages of not having offices 

and only focus on IT services.  

 

Advantages of newer IT systems  

FSA Regulations are framed to be align 

with large banks 

 

Regulations are not in line with 

small banks  

Risk 

Management  

Extensive amount of small and 

large projects focusing on new 

regulation. Risk management 

operating in every business area in 

first line. 

Few employee focusing only on 

overviewing all the incoming 

regulations and delegate it to the 

targeting department. Advantages 

of better communication due to 

smaller size of organization. 
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6. Conclusion 

The focus for this study was to enhance and develop the understanding of how regulations 

affect large and small banks in terms of operational risks and organizational reforms, by 

studying the differences between large and small banks in Sweden that are affected by 

same regulations. The aim was to contribute to the knowledge of operational risk 

management and organizational changes within banks. The analysis will therefore focus 

on risk management with relation to bank regulations. Another important focus of the study 

is also the differences between large and small banks.  

Through a qualitative approach the study aimed to contribute to the understanding of how 

the increased regulations affected Swedish banks in terms of risk management and 

corporate governance. The study was conducted through semi-structured interviews with 

15 respondents from 4 large banks and 4 small banks, as well as with one respondent from 

the FSA. By adapting an inductive approach for this study, the theory was constructed after 

the collection of interview data. The empirical findings led to a theoretical framework 

concerning regulation and its effects on operational risk management and subsequent 

operational change.  

The new regulation affected operational risk management in the organization. To enable 

the implementation of new regulations, the banks used tools, such as 3LoD and COSO 

Framework, which facilitated the implementation processes. This led to organizational 

change in order to comply with the new regulations, which brought with it a myriad of 

differing challenges. 

The most common challenges discussed by respondents were the increased volume of 

regulations, shortening implementation time, as well as more detailed regulations. The 

respondents’ opinion, overall, was that the FSA’s regulations were too general and 

consisted of too much detailed requirements. The interpretation and adoption of the new 

regulations proved challenging to the respondent merely by the sheer size of the new 

regulations. Further challenges were experienced by respondents due to the significant 

amount of evaluation and judgements required to be performed by the banks themselves 

when implementing the new regulation. 
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The most discussed operational risk was IT risks, since it requires both time and resources. 

However, large and small banks had different thoughts regarding IT risks. Large banks 

found it challenging to develop their comparatively older IT systems, in a short period of 

time, in order to be compliant with regulations. Meanwhile small banks’ challenge was 

primarily resource related. At the same time as the small banks had the advantage of having 

newer IT systems, compared to large banks. The COSO Framework facilitates the detection 

of IT risks, and the development of structural documentation processes as required by FFFS 

2014:5.  

Another difference that was observed between large and small banks was the separation of 

risk and compliance departments. For example, large banks have the possibility to separate 

and connect departments with risk managers and compliance managers. While the small 

banks used consultants in order to be able to fulfil the requirements from FSA. 

Regulatory details also affected the bank's supply of services and products. Some services 

and products bring with them significant regulatory costs and could thus be a potential 

drain on the resources of the bank. Hence, it could be more beneficial for some banks to 

redesign or omit completely the products and services that requires compliance with too 

detailed regulations. This result was one of the most significant finding in this study. 

The empirical findings showed that regulations affect organizations differently depending 

on their size. Large banks saw a possibility to gain competitive advantages since they 

assumed that small banks have more challenges to overcome in order to be compliant. The 

answers from the respondents in the small banks confirm this view. The increased amount 

of new regulations was often seen as a significant drain on resources by the small banks. 

6.1 Future research 
Based on the findings we argue that the future research requires additional investigation in 

the area, especially for the institutions of different sizes that are compliant with the same 

regulations. This is in order to gain more knowledge about how they are affected and 

contributed to theoretical knowledge of operational risk management. This is a qualitative 

study, which is more difficult to generalize, and since regulations changes continuously. 

We advise to strengthen this study with a quantitative research to gain more generalized 

knowledge and see if the challenges within organizations have changed or have been 

minimized. Additionally, what could be detected are differences in regulation perception 
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by large and small banks, which we argue requires more research in order to come to an 

adequate conclusion. 
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Appendix 

Appendix 1:1 Interview questions for banks 
 

Thank you for participating in this interview! 

 The aim of this thesis is to contribute to the knowledge of regulations effect on risk 

management within the Swedish banking sector. The study will also enhance and develop 

the understanding of how regulations affect the large and small banks in terms of 

operational risks and organizational reforms, by studying the differences the large and 

small banks in Sweden that are affected by the same regulations. 

We have therefore chosen to describe and focus on operational risks and more accurately how the 

Swedish banks manage it. Furthermore, we have chosen to highlight new regulatory frameworks 

and guidelines from Sweden’s Financial Supervisory Authority (FFFS 2014: 1 FFFS 2014: 4; 

FFFS 2014:5), including governance, risk management, control and operational risk. 

  

  

Interview Questions: 

Introduction 

Please tell us more about yourself or your position here at the bank, and your experiences of laws 

and regulations. 

  

Operational risks 

1. Which regulations do you work with that treat operational risk and what are the operational 

risks for you? 

2. Are there any operational risks that require more focus than others? If so, can you please 

mention one? 

3. Are there any specific processes or methods during implementation of regulations? 

  

Implementation of regulations and guidelines 

4. Please describe how you, as a bank, work with implementation of new regulations and 

guidelines. What different challenges do you usually treat during the implementation process? 

5. What do you think of the current regulatory framework for operational risk? 

6. Are there any regulations that are / have been more complex and more challenging to 

implement in the bank? 

 7. How do you manage and work with the implementation of the FSA's new regulations and 
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guidelines? (For example, FFFS 2014: 1 and 2014: 4) 

8. How do you manage and work with reporting and / or presentation after implementation of a 

new regulatory framework or guideline? 

9. Which approach during the implementation of new regulatory frameworks and guidelines tend 

to be the most effective? 

  

Structuring of regulatory changes 

10. What are the most common effects after an implementation of a new regulatory framework, 

for example regarding governance, risk management and control of operational risks? 

11. In that case, how can a potential organizational change are performed? 

12. How is the communication managed, regarding new regulations and guidelines, to the 

employees within the bank? 

  

Future 

13. How do you manage future new upcoming regulations and guidelines at the bank? 

14. Is there any areas within operational risk, where you would prefer more / less / different 

regulations and guidelines in the future? 

15. Do you think there are any special issues related to regulations and guidelines, that there 

should be additional resources, which also requires further development? (For example FFFS 

2014: 1, 2014: 4, FFFS 2014:5etc.) 

16. Have you thought about the one that we might not discuss earlier? 

 

Thank you so much for your participation during this interview.  

  

Best Regards,  

Alina Parfenova and Lena Karlsson Rombin 
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Appendix 1:2 Interview questions for Sweden's Financial Supervisory 

Authority 
 

Thank you for participating in this interview! 

 The aim of this thesis is to contribute to the knowledge of regulations effect on risk management 

within the Swedish banking sector. The study will also enhance and develop the understanding of 

how regulations affect the large and small banks in terms of operational risks and organizational 

reforms, by studying the differences the large and small banks in Sweden that are affected by the 

same regulations 

We have therefore chosen to describe and focus on operational risks and more accurately how the 

Swedish banks manage it. Furthermore, we have chosen to highlight new regulatory frameworks 

and guidelines from Sweden’s Financial Supervisory Authority (FFFS 2014: 1 FFFS 2014: 4; FFFS 

2014:5), including governance, risk management, control and operational risk. 

 

Interview Questions: 

Introduction 

Please, tell us more about yourself or your position here at the FSA, and your experiences of laws 

and regulations. 

  

Operational risks 

1. Which regulations do you work with now that affects financial institutions in Sweden?  

2. Are there any operational risks within financial institution that require more focus than others? 

If so, can you please mention one and why? 

3. Are there any specific processes or methods when conduction a review and follow up of a 

financial institutions? 

Implementering av regelverk och guidelines 

4. Please describe how you, as a reviewing authority, work with financial institution that 

implement new regulations and guidelines. What different challenges do you usually handle 

during their implementation process? 

5. What are your general thoughts of the current regulatory framework for operational risk? 

6. Are there any regulations that are / have been more complex and more challenging to 

implement in the banks? 

7. What are the usual effects after implementation of new regulations, in regards corporate 

governance, risk management and control of operational risk? 

8. In a what way FSA communicates with financial institutions in terms of new regulations and 

guidelines  

Future 

13. How do you manage future upcoming regulations and guidelines for financial institution and 

banks? 
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14. Is there any areas within operational risk, where you would prefer more / less / different 

regulations and guidelines in the future? 

15. Do you think there are any special issues related to regulations and guidelines, that there 

should be additional resources, which also requires further development? (For example FFFS 

2014: 1, 2014: 4, FFFS 2014:5etc.) 

16. Have you thought about the one that we might not discuss earlier? 

 

Thank you so much for your participation during this interview.  

  

Best Regards,  

Alina Parfenova and Lena Karlsson Rombin 

 


