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Operational Risk
Question 1
Operational risk is defined as the risk of monetary losses emanating from people's failure or inefficient internal processes and systems or risk caused by external events. Recently, operational risk has been viewed as the cockroaches of bank management. This is because cockroaches are good at hiding and multiply faster without people noticing; hence they become a problem for everyone. Likewise, this shows how risk can affect the bank's operations if they are not carefully dealt with at the root stages. For example, the financial crisis revealed a significant problem facing mortgage service. The crisis showed how the mortgage service problems range from carelessness to outright fraud. From the Robo signing scandal, it showed how workers were signing foreclosure filing documents without verifying. Therefore, this forced banks to suspend foreclosure filing to do an internal investigation. Additionally, they had to negotiate the pending national settlement amounting to $25billion for the five top banks (Lopez, 2002).
Question 2
 Notably, banks have put in place strategies for measuring the operational risk. Potentially, there are two major ways in which banks can witness losses. These include the high-frequency, low impact risks (HFLI) like teller mistakes or accounting errors. Arguably, this risk can be measured because the data is available for the internal auditing system; hence, they can trace the risk's origin and its impact. The second risk is low-frequency high impact risk (LFHI), which are the risks that originate from events like fire, major frauds, or terrorist attacks. Notably, this risk paralyzes the bank's ability to measure the risk's impact because of the insufficient data available to conduct an investigation; hence, for events like this, banks may need backup data to ascertain the impact of the risk. Considering this, the banks have come up with mitigation measures to curb operational risk. For instance, banks have insured their property to mitigate the loss caused by natural disasters. Besides, they have developed backup facilities to ensure they prevent data loss form events that can emanate from LFHR risks. Lastly, the banks have developed a good information management system and contingency plans to mitigate operational risk (Lopez, 2002).
Question 3
Operational risk capital requirement is the capital budget required by a bank to absorb any possible loss originating from risk exposures. The bank should assess the risk possibility and set aside a capital budget that can arrest any loss caused by operational risk. The Blue Cross Blue Shield Association proposed a capital budget for operational risk. The committee suggested that the bank's operational charges should vary based on the bank's overall regulatory capital requirement (Lopez, 2002). 
Question 4
Operational risk has replaced credit risk as the major challenge for national banks, as comptroller Thomas Curry stated. The operational risks emanating from the failure of processes, systems, and even external factors have highly increased in today's society. Thomas cited a case study of JPMorgan Chase $Co. which had recorded a loss of $2 billion due to erroneous mistakes (Davidson, 2012). In addition, Thomas stated that these risks result from inadequate controls and measures for risks that lead to poor risk management systems. Therefore, he insisted that banks should invest in controls and procedures to curb the menace of operational risks because the more they under-invest in the operational risk management, the more they will incur more losses originating from operational risks.
Question 5
[bookmark: _GoBack]Covid-19 pandemic has made banks’ operational risk management more resilient. During the pandemic, banks have been operational, meaning they have come up with ways of compacting risk like cybercrimes. However, third-party providers have been hit by cybercrimes; hence we can generally say that the Covid-19 pandemic has caused a significant rise in operational risks from external factors rather than internal aspects (Davies,2015)
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