
UNIVERSITY EXAMINATIONS UNIVERSITEITSEXSAA4ENS

UNISAIff i

gffi# MNK2.3-R r416s4o)
BUSINESS I \4ANAGEMENT (RISK) 203

lvlRs A IVUIEZo
MS CJ OE SWARDT

FIRSI:
SECOND

Use of, nr tsprogrammable poc&el c.lcutator p€rmlsslbl.

Please notei

I This is a flrll.in examination paper and there is no need for any
examination scaipts. Students must hand over the exemination paper to
the invigilator before leaving the examination halt. Students must answer
th€ questions in the spaces which have been provided in the examination
paP€r.

2 Pages for rough work have been prgvided (see pagcs l4 to l5). No rough
work wil l  be marked,

paper consists of l5 pages plus instrucrions for comp!etion of a mark readiDg sheel.
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mark The answers ro lhis section musl be compleled on lh€ mark reading sheet
Indicate the unique number (416940) on lhe mark-reading sheeL

B consisls of FOUR disc'rssion/calcularion type questions. You musl answer ALL
FOUR o[ lhese quesdoDs. Each question counrs ]O marks- Secrion B musl be answered in
designated areas on pages t0.  t3.
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CHOICE QUESTIONS

2

MULTIPLE

I - During a hailslorm lhe gutlers of a house are blocked This causes
consequential damage to the possessions in the house

lndicale the incorrect statemenl,

' I The hail can be considered both a peril and a hazard in this case.
2 The blocked gutters are a physical ha?ard.
3 The blocked gutters are a Peril.
4 The storm is a peri l .

2- The incompetence of production staff for a motor manufacturer can be

1 considered as a . . for the specific organisalion.

I incidenfal busineis risk
2 event risk

t core business'fisk
4 firndamental Pure risk

3. A South Afr ican bank wirh a shon posit ion io American Dollar . .  . . .

will gain by a depreciation of the Rand against the Dollar
will gain by an appreciation of the Rand aBainst the Dollar.
has more assets in US Dollar lhan liabilities.
is erposed to currency risk.

4 Whrch of the following can be classified as fioral hazards?

a a driver of a motor vehicle driving under the influence of alcohol
b a worker leaving a dangerous machine unattended to talk to other workers.
c a businessman loading insurance claims.
d an ernployee who occasionally steals money from the peny cash.

Indicate the correct combination
1 a,b.cd
2 a,b,c
J 4,c,0
4 C,0

5 A probabil i ty distr ibution is . .

a way of expressing risk.
a collectively exhaustive list of all outcomes.
a way of expressing risk and retum under certain circumstances
none of the above.
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Answer the next two questions by making use ofthe following informafion:

Company A uses short-lerm finance by issuing banker's acceptances. The
rreasurer expects short-term interesl rates lo rise and wants to hedge the next BA'
rollover. Assume the following informalion appliesi

{

6. Which of the fol lowing is not a r isk control expenditure?

1 deprecration on securi ly systems.
2 r isk control training.
3 costs attached to handling of insurance cLaims.
4 management time utilised on handling insurance claims.

7. Which of the following methods can be used in the evaluation of loss
frequency?

I Pareto rule
2 Accumulation
3 Maximum possible loss (MPL)
4 'As i f '  analysis

8. The irnpact oI corporate governance on business areas of the enterprise
ioclude, inter al iar lhe fol lowinBl

a Employing assek e{ficiently.
b Meeting soci l i  obl igations.
c lmpaoving overall performance.
d Atbacting lower-cosl capit-al.

Choose the correct combination

I a,d
2 a,bd
J a,c,d
tr- ' .  a,b,cd

9 Displaying disclaimer notices in a parking area is an example of .

physical risk controt
paocedural risk control.
r isk el imination.
legal risk control

10. lndicate lhe incorrect statemenr.

Norhinal amount
Current dat€
Rollover/sdtlemenl date
Spot rate on 20 July
FRA spot offer rate

Rl 000 000
4 April
20 July
15,50%
16,60Vo

The treasurer wants to hedge (he nex( rollover by buying a; FRA ar l6 60%

I1. In order to lock inthe discounl rate at 16 607,

1 the bank wi l l  h lv€iopayR2?12,33toCompanyA
2 Cornpany A wiu have to pay RZ 712,33 to the bank
3 the bank willhave to pay R4 685 to Company A
4 Company A will have to pay R4 685 !o the bank

12- The cost (discount) of issuing the BA will be as follows:

1 R40 t50,68
2 R38 2t9,18
3 R35 506,85
4 R 3,452,05

13. Which of the following are examples of alternalive risk transfer (ATR)
techniques?

a Futures
b Captives
c Commercial insurance

- d Swaps

Choos€ the corrcct combination

I a,b.c,d
2 a,bd

L3) ad

se
1
2
3

!.,
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4 Forward

Futures contracb are traded on a formal excnanqe.
Fltures cofltracts lend to be more expensive tha-n fonr,ard contracrs.

are less liquid than future contracts,
enrai l  higher credi l  r isk than future contrac6.
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a,b,c,o
a.b,c
o,c,o
ad

16. lndica!e ihe correct statement

I The degree of risk is calculated as the frequency with which an event occurs.
2 Risk is p.esent in situations of certainty.
3,, Risk is the deviation of aciual results from expected results.
4 Al l  evenLs have a probabil i ty of between 0 and 10.

I7. lndicate th€ correct statelnent.

i. According to the traditional approach risks are nanaged uslflg derivatives.
2 The lradilional approach adopts a comp.eh€nsive approach ro managing risks.
3 The traditional approach integrates the effons of operating managers and risk

manaSers.
4 The traditional approach views risk management as part of everyone'sjob.
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18 The need for a more integraifd and holistic view o{ risk management is

emPhasized bY.

a change
b globalisation
c lechnology

d increased concentration of risk

e he increased value of tangible assets

Choose the correct combinatlon

I a,b,c,d,e
2 a,b,c,e
3 a,bd,e
4 a,cd,e

19 A driver training progtamme is an example of

. t risk lransfer'
2- risk reduction

i 3 risk avoidance
d risk elimination

20. Which of the following aspects are normally not considered when establishing

the potential ftequencY of iosses?

I Incident reporting.
2 National and international trends.

i) Sranding charges
{ Near misses

21, Assume the foltowing hypothetical dislr ibu!ion of stock losses for a small

chain of retail slores

, l
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14. Which of the fol lowing stalements is correct?

1 Risk and uncert.ainty are mutually interchangeable concepts
2 Uncerlainty in terms of motorcar accidents can be classified as subjective

uncertalnly.
. 3 Only fundamental pure risks are insurable.

4 Investmeni risk refers io the risk thal an organisalion may lose interest income
due to chaDges in the market interest rates-

15. Indicate the corrcct statements

a ln case of an interest rate collar, the bonower is protected against rates rising
above the detemined limit, while the lender is protected frorn rates falling
belov the litnii.

b When closing an inrerest rate swap deal, it is important that the n€t present
value of future cash flo\rs for the fixed and variable side of lhe deal rnust be
equal to zero.

c The result of an inlerest rate swap transaction is that the inierest rate
obligations as well as the risk of inherent interesl rate changes are swapped.

d American optiohs can be exercised a! any time until the expiration date while
European eo-|ions can only be exercised on the expiration date.

Choose the correct combination

I
2
3

0,20 a4c.-
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The expected value oI losses is as follows:

I R37 000

],.2f.47 oo0
- 3 R50 000

4 Rl50 000

22. All of the following are benefits of ERM except:

1 rncreased organisational effecliveness
2 better.isk reporting

.3 improved business reporting
4 ,.teaming frorh experience
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23. The sett ing of clea. goals and objec!ives i6 par1 of which one of the elements
of the business risk management p(ocess?

I Establishment of lhe process.
2 Assessment of ihe business risks.
3 Formulatior\r4T the r isk managemenL stralegies.
4 Design and implemenlal ion of the r isk management strategj€s,

24- AII of lhe following are classes of risk management objectives cxcept?

t.1 Operationalobjectives
2 Reporting objectives
3 Strategic objectives

,4/Compliance objectives

25. Indicate the correct s(atement

I When buying interesr rat€ fulures one wil l  benefi t  from a fal i  in interest rqtes.
2 When buying interest rate futures one will benefit from a rise in interest rate!
J When selling interest rate futures one will benefit from an upward move in the

market.
4 When selling interest rate futures one will benefit from e rise in lhe interest

tates,

26. Which of the following environmental factors are contributing to the
successful implemenration of an ERM frame\rork?

r

w

-o
c
d

Culture.
Performance management and compensation.
Training and communications.
Dala and information systems. - r^ { ,  .  !r  (  . ,  .r(
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Choose the correct combination

a,b,c,d

a,o
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27. To ensure conLinuous risk management learning, the following outcomes
should be pursued

, a L€aming from experience is valued and lessons should be shared to create a
supportive work environment.

b Learning plans should be buil( into the enterprise's risk management practices.
c The results of ri6k management should be evaluat€d to support innovation,

capacily building and continuous improvement.
d Er(perience and besl practices should be shared - internally and across the

enterprise.

Choose th€ co.{ept combination

I a,b,c,d
2 

^,cd3 a,b
4ad
28. Which of the followinE are characteristics of good corporate governance?

a discipline
b responsibilily
c lra6parency

. d economic responsibilily

Choos€ the correct conrbinatiot

.,1 .z,b,cd
. z a,o,c

3 b.d

29. The destruction of a tactory by a fire is a calegory rwo type of risk,
characterised by .. . . . . .

I Low frequency and low severity.

,LoN frequency Bnd high severity.
3 High frequency and low severity.
4 High frequency and high severiry.

)
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30. Which of the following are considered limitations of tfie Companies Act in
lerms of corporate goveanance?

a lt does not address lhe accountabilily and responsibility of an enterprise to its
stEleholders.

b lt does not provide for tripple bottom-line reporting; only for financirl
reporting.

c lt do6s not regul.te the supply of non'auditin8 services by lhe auditing firm.
d It is not difficult to police the dealinSs of boards dnd directors,

Choooe the correct combihation

I a,b
2 a,bd

' '  J a'o'"
4- cd
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SECTION B : PARAGRAPH QUESTIONS AND CALCULATIONS

Question I

1. Lisl and briefly explain ihe five steps/tasks in establishing a basis frorn which to
launch an ERM strategy
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Questioa 2

2.1 Discuss the difference betw€en a forward contract and a futures conkact. (4)

Explain whrl is meant by a perfecr hedge.

ci '  i ,a r \ .

(  i . -1 i .o i , i - \o,- \  .  t , . . . , . ,  
\ ,d!- , l ic^)  i . . , \o, . (  t  a\ch olLr(

Explain why il is important to establisb a common language for risk in theenterprises. (4)
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Question 3

J.l An organisation buys a six montl option to sell an asset at e strike price ofR12
000. The cost of the option amopnls to R600. Two months after the rransactior,
the markel value of the assef droiJired ro R 11 000.

3.1.1 Graphically illustrate the position of rhebuyer of the opiior at the market
value of R1l 000. G\
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s 3.1.2 Explain the profil,4oss position of the buyer of the option if the option is

r i ,6 Og
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3.1.3 Indicate how the position oJ lhe buyer will be affected, if it is a European
oplion. 
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Question 4

4l Identify and defiBe the rwo categories of event risk.
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DO YOUR ROUGH WORK HERE.
NO ROUGH WORK WILL BE MARKED.
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