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SECTIONA: MULTIPLE.CHOICEOUESTIONS

Indicate the correct answer to each question on the mark.reading sheet.

1 Which one of the following is an example of subjective uncertainty?

1 physical laws.
2 generic research
3 investments.
4 space exploration.

2 A company has a fleet ol 200 cars and, on average, 50 cars are damaged annually in
accidents. The probabil i ly ol such damage lo a car ls.

1 0,15
2 4,25
3 0,s0
4 0,20

3. Indicate the correct statement

Speculative risk deals only with those risks that have a loss or noloss outcome.
Core business risks include activities, decisions and events that have an
indirect impact on an organisation's operating prolit
The major subcategory ol incidental risk is linancial risk.
Unsystematic risk atfects an individual enterprise and is related to the rest ol the
economy.

4 Which of the following is an example of event risk for a motorcal manufacturer?

'1 fluctuation in sales
2 the incompet€nce ol production stau
3 changes in the wages paid to workers
4 the cost of components

5. The impact of corporate governance on business areas ol the enterprise include
the following:

a employing assets inefficiently
b meeting social obligations.
c improving overall pedormance.
d attracting lower-cost capital.

Choose the correct combination
1 a,d
2 a,bd
3 b,c,d
4 a,b,c,d
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The expected value is - - - -.

'1 always the mean of a set of outcomes
2 the outcome multiplied by "n" (number of observatrons)
3 the outcome multiplied by its probabihty of occurring
4 none of the above

In terms of the King ll Report, businesses should report on their - . - -

a transformatronpolicy
b environmental management policy
c health policy
d remuneralion packages of directors

Choose the correct combination,

1 a,b,c,d
2 a,cd
3 b,c,d
4 a,b,c

Enterprise risk management is characterised by - - - -.

narrow focus on hazard risks
a comprehensive, inclusive and proactive approach to risk management
a functional approach to risk management responsibilities
lack of consistency in terms ot level ot detail and reporting lormats

need lor a more integrated and holistrc view ol risk management is emphasized

a change
b new business practices
c increase of Insurance and the development of alternative risk transler (ART)
d the lncreased value of intangible assets

Choose the correct combination.

1 a,b,c,d
2 b,c,d
3 a,b,c
4 a,b,d
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1 0. Indicate the incorrect statement 15. Which of the tollowing are considered when establishing the polential lrequency ot
losses?

1 Indivrdual risks and interdependencies can best be addressed by an integrated
team. a incident reporting

2 Traditional risk management is consrstent and generates roliable reports. b national and inlernational lrends
3 The only obiective ot risk reporting is to increase risk transparency. c standing charges
4 Business risk management adopts a portfolio view ol all risks. d near misses

'11- Htjackings in the centre ol Johannesburg are a category lour lype of risk characterised Choose the correct combination,
bv---- .

1 a,b,c,d
2 b,c,d.
3 a,b,c
4 a,b,d

16 The flsk of a possible loss of items of relatively small value such as hand tools is best
G g.s handled by---  - .

12.Which one of the lollowing is a key characteristic of the traditional approach to risk
management? 1 avoidance

2 reduction
.l ,unction driven. 3 assumption
2 proactive. 4 elimination
3 value based.
4 integrated. 17, A properly designed risk framework for an enterprise sewes the following purposes:

l3.Which one ol the lollowing is considered a tradilional risk control measure? a prioritising and collecting of information.
b categorising risks

1 lauittree analysis c formulating a common risk language
2 quality assurance systems d identifying and prioritising risk exposures
3 hazard and operational studies
4 failure mode analysis Choose the correct combination.

t"ll:iJffi, t_":,:" that may influence the corporate and risk manasement objectivess 
@ ] ::l:i,

3 b.c.d
4 a.c.d

Answer questions 18 and 19 by making use of the tollowing inlormation:

Company A uses short-term finance by issuing bankefs acceptances. The treasurer
expects short-term interest rates lo rise and wants to hedge the next BA rollover.
Assume that the tollowing information applies;

t high frequency and high severity
2 high lrequency and low severity
3 low trequency and low severity
4 low frequency and high severity

a the natural environment within which an enterprise operates
b the infrastructure of the enterprise
c the technology used in the enterprise
d lhe personnelthe enierprise has at its disposal

Choose the corr€ct combination.

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

Nominal amount
Current date
Flollover/settlement date
Spot rate on 20 July

I

R1 000 000
4 April
20 July
16,50%
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FRA spot-rate olfer 17,60'6
The treasurer wants to hedge the next rollover by buyrng a fon|,ard
{FRA) al  17,60%
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rate agreement

18 In order to lock rn a discount rate ot  17,60% '  -

1 the bank wil l have to pay R2 712,33 to Company A
2 Company A wil l have to pay R2 712,33 to the bank
3 the bank will have lo pay B4 685 to Company A
4 Company A will have to pay R4 685 to the bank

19 The cost (discount) of issuing the BA will be -

1 Ft40 684,93
2 R38 219,18
3 Ft35 506,85
4 R 3 452.05

20 n an effort to creaie a supportive work environment, enterprises are expected to do
the tollowing:

promote learnrng.
learn lrom experience.
improve reporting and capiial allocation-
d€monstrate management leadershlp.

Choose the correct combination.

1 a.b.d
2 a.cd
3 b,c,d
4 a,b.c,d

21.A six-month pul option is written on a commodity at a strike price of R85. The premium
of the option is R0.50. The market price of the commodity at the time the oplion was
written was R84. Three months after the option was written, the market price of the
commodity dropped to R83.

Based on the above information, the buyer of lhe option \^/i l l  - - - -.

1 walk away lrom the option and lose the premium
2 walk away from lhe option and buy the commodity at a lower price on the market
3 exercise the option and make a profit of Rl.50
4 exercise the option and make a protil ol F2.50

c

b
c
d

0
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22. An organisation's limrt frameworft should include a combination of the following:

a volume limits
b portfoho level limits
c value-at-risk (VaR) l imits
d stop loss l imits

Choose the corr€ct combination.

'I a,b,c
2 a,c,d
3 b,c,d
4 a,b,c,d

23. Which oI the following are examples of alternative risk transfer (ART) techniques?

fulures
swaps
risk securltisation
options

Choose the correct combination.

1 a,b
2 a,b,d
3 b,c,d
4 a,b,c,d

24. A fire-practice drill by stalf for risk control purposes is an example of - - - -

I a physical measure
2 a procedural measure
3 education and training
4 a legal measure

25. Whrch ofthe following environmental tactors conlributs to the successful
implementalion ot an ERM framework?

culture
pertormance management and compensation.
training and comr'unicalions.
data and information svstems.

a

b
c
d

b
c
t1
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Choose the correct comblnatlon

'1 a,b,c,d
2 a,cd
3 a,b,c
4 a,o

26. lndicate the correct statement.

1 The credit risk attached to forward contracts is lower than that of futures contracts
2 Futures contracts are more l iquid than forward contracts.
3 Futures contracts tend to be more expensive than foMard contracts.
4 Futures contracts are normally used to cover currency risk in international trade.

27. The benelits of including a monitoring stage in the risk management process include

accumulating evidence to support assumptions and results of the analysis
increasing the cost associated wjth improper or redundant risk control
identifying new or changing risks
improving the risk management process as a whole

Choose the correct combinaiion

1 a,b,c,d
2 a,b,c
3 a,b,d
4 a,c

28. N4onitoring processes are generally applied to accomplish the Jollowing:

determine changes in an enterprise's risk profi le
identify emerging risks
evaluate risk management perlormance
evaluate the adequacy of specific measures, policies and procedures

Choose the correct combination
1 a,b,c
2 b,c,d
3 a,c,d
4 a,b,c,d

l. 
truRN ovEFl
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29 The reasons lor aggregating the activities directed at achieving enterprise
wide risk include the lollowing:

a the cumulative etlect of nsk
b increased etficiency and better dectstons
c improved reporting and capital allocation
d simplicity

Choose the correct combination.

I a,tl
2 a,b,c
3 a,c,d
4 a,b,c,d

30. The following tasks create a basis lrom which to launch an enterprise-wide risk
management strategy:

a establishing an oversight structure
b definrng a common language and framework
c summarising an extremely complex set ol relationships
d assessing risk managernent capabil it ies

Choose the correct combination.

@6
a
b
c
d

a
b
c
d

' l  a,b,c

3 b,c,d
4 a,b,d

&a

I30X1=301
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SECTION B: PARAGRAPH OUESTIONS ANO CALCULATIONS

Question 1

Compare the riskiness of Ihe following sets ol share prices collected over a four-month
Period

SHARE A
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Comment on the riskiness of the b/vo sets ol share prices-

<!  c (o.€\ l  \c\?(- t  , - r \  J,r ,L . t  1, , ,  of  . t .c, , r  f l  . ,  \e S.- .  i ,  . - / l

tlol
Question 2

2 1 What are the limitations ot the Compani€s Act 61 of 1973 in terms ot corporate

governance?

. ,  
^ . r , \c ! ,  

.1 -  , r . '  \ , , ,  i .  (  \ i  ( .  
t r . ( , . .  q . /  !  t  r t t  i  '

(c. , ,  er . . r . 'o.r . . .2,{q\  a, .a l  : .a.  r  . r  , . ,  r . \L r ' ,

1l10 MNK2O3-R
May/Jun 2008

\21

I
l . , i

.J 
-  _ '

J r ' -s
, )  -_i

. r  rC.

@a

(4)

Price ExDected value Deviation Squared deviation
F2 120

Z \ ',1 r-,g lo3- .  L- .

R2140
- (  1_ 9.Q I?b,J- ' .

R2 170
_-o v, .  r 'c j

R2 180
Z I  . 'JO :7. I'v. i. ',

? . i  . . {  '_.  _ i

Variance Standard devialion Coetficient of variation

i ; - : r -  , - l i ) f  u

:  ! ( . : .  r '_
--":'

r -1. : - i '

- ) ' i , ,4, ,

z 15. . ,o
:  o,  o1

.  '  i r . i . r . \a l  r

Price Expected value Deviation Squared deviation
R2 510 - .2 i  J .  to I  t  t 'LO +15u6 . c-,
R2 360 '? : : t  i .  to 1i 1fi

' - i .L-Q,. . ' . ,R2 120
-  l (ar j  lw

B2 160 zzs{ 50 - Ll- f  '30 I t , l , i 'c  ! t
qlSO- t1

. ;  , !  1, . - ,  a ,  q)  i l , i  , .

Variance Standard deviation Coetficient of variation

11 C,1 cJ: ti

7+ -t\aY'r>

rUBN OVER] ITURN OVERI



2.2 Evaluate and comment on
risk management (ERM)
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lhe benefils of the effective implementation ol enterprise
(6)
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3.2 An organisation suffers a loss every 10 years. The average value of the 
'osses 

is R500

000 The probability that the organisatron will sufler a loss of R500 000 during the

{ lnancralyear rs one In 10 or01C.

Ca{culate the expected annual loss (3)

0 @ e : Distinguisn between forward and futures contracts. (3)

[u, . , .  , t  . i . (

(10)
Question 3

3.1 Motivate how you as a financial manager would use tinancial statements to identify

nsl{s.

&

(10)

) 
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DO YOUR ROT'GH WORK HERE.
NO ROUGH WOBK WILL BE MARKED,
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Ouestion 4

A risk manager is inslructed to determine the impacl ot a possible tire on lhe organisalion.

Motivate the methods that might assist the risk manager in determining the severlly of sucil a

possible loss lor the organisation (10)

(10)

[4x10=t l0 l
TOTAL MARKS: 70
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