Portfolio Risk Analysis
A typical financial portfolio is exposed to many types of risk including:

Market Risk—The risk of losses caused by movements in market prices and rates.

Credit Risk—The risk of losses due to the failure of a counterparty to pay its obligations.

Credit Rating Migration—The risk that credit ratings change over time. 

Liquidity Risk—The risk of losses caused by the inability to meet payment obligations in a timely manner.

Model Risk—The risk that the models used to measure risk do not accurately measure the true risks in the portfolio.

Operational Risk—The risk that a firm’s internal practices, policies, and systems are not rigorous or sophisticated enough to cope with adverse market conditions or human errors.

Legal Risk—The risk that a counterparty to a transaction will not be liable to meet its obligations under law.

Measuring Risk

Notional

In the past, banks have managed credit risk for their corporate trading counterparties by using approximations such as limits based on notional. Credit lines were set using this method. As a result these practices frequently led institutions to overestimate the actual value of credit risk since often the notional value is never actually exchanged. Overestimating this exposure greatly impacts required capital and has a negative effect on the institution’s profitability.
Integrated Market and Credit Risk

Measures counterparty and country credit-exposures and credit-loss-distributions. This is accomplished by integrating daily time intervals for market risk and longer time intervals, such as monthly and quarterly, for credit risk. 
Value at Risk
Value at Risk (VAR) is a statistical estimate of how many dollars an organization risks losing over a specified period of time due to market price risk, given a level of probability. For example, the VAR of a given portfolio may be $20 million overnight with a 5% probability, meaning that the probability of 5%, or once every 20 days on average, the portfolio value will fall by more than $20 million overnight. 
