
[/]NK203-R
ocvNov 2007

SECTIONA: MULTIPLE-CHOICEQUESTIONS

lndicate lhe correct answer to each question on the mark-reading sheet.

'1 Which one of the following statements js incorrect?

'1 Risk is the deviation of the actual from the expected result
2 Risk implies the presence of uncertalhly
3 Uncertainty arises from a person's imperfect knowledge about future events
4 All events have a probabil ity of between 0 and 10

2. The following share prices of ABC Company over the past five months were taken trom
the business section of a newspaper.

March R23.50
April R24 00
May R24 20
June R24.50
July R25.10

The squared deviation for June is
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The risk of not being able to repay its depositors on demand or, when the terms of the
deposit require it, on expiry of the agreed period of notice or on the due date, is
known as

1 investment fisk
2 credit risk
3 liquidity risk
4 interest rate risk

Which of the lollowing are iimitations of the Companies Act 6'1 of 1973, in terms of
the requirements of good corporate governance?

a lt does not address the accountabil ity and responsibil i ty of the enterprise to its
stakeholders.

b lt makes provision for financial reporting only and not for environmental and
socialmatters.

c lt regulates non audit services such as consulting with auditors.
d lt is difficult to monitor the dealings of the board of direciors despite the fact that

the legislation on corporate governance is quite extensive.

Choose the correct combination

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

Whrch of the following statements characterise an ERM approach as pointed out by
De Loach 2000?

a A common language is implemented that facilitates internal and external
communication.

b An inconsistent reporting fiamework for aggregating risk measures
and information is provided.

c Resource allocation is supported through the rigorous prioritisation of risks
d Transfer costs are reduced by offsetting or pooling risks.

Choose the correct combination,

1

3

0.2400
0.0576
0.3450
0.5700 7

3. Indicate the incorrect statement

'1 The expected value is a soecial case of the mean
2 The area under the curve of a continuous probabil ity distribution is equal to 1
3 The lower the coefficient of variatjon, the greater the risk wil l be
4 The standard devtation measures the disDersion around the ex9ected value

Which of the following risks are inherent in the organisation's main business and
reflected in the mission statement?

Operational risk
Core business risk
Extelnal downside risk
Incidental risk

4.
1
2
3
4

a,D,c,o
a,c,o
b,c,d
a,b,d

1
2
3
4
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I In assessing risk it is tmportant to consider the following:

a the top risks currently faced by the enterprise
b the risks attached to tangible assets crucialto value creation
c the root causes of the identifled risks
d time horizons for the development of risk maps

Chooae the corr€ct comblnation

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

I The roles of the chief executive oflicer (CEO) in terms of the generic organisattonal
oversight model include. .

a detining the enlerprise's risk priorities
b arbitrating /resolving conflicts between lhe different role players in the enlerprise
c aligning the risk management obiectives and policies with the enterprise's

obieclives and policies
d managing selec{€d risks

Chooae the correct combination.

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

1o.\/vhich of the following methods can be used in the evaluation of loss size?

'1 Pareto rule
2 Accumulation
3 lncident reporting
4 Near misses

1 I The loss of feirly inexpensive hand tools through theft can best be handleo oy . .

1 short-term insurance
2 caplivo ingurance
3 self-tunding
4 none of the above
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12 SWOT analysis

1 is normally applied with the assistance of insurance intermediaries.
2 is a graphic representation of any form of f low within and to the enterprise
3 assess the extent to which risk is centralised or decentralised within the

enterpflse
4 serves to identify rjsks in the internal and external entefprise environment

13 Which one of the followrng is considered a traditional rlsk control measufe?

1 Fault tree analysis
2 Quality assurance systems
3 Hazard and operational studies
4 Failure mode analysis

14 Internalfactors that may influence the corporate and ask management objectives
include. .

a the natural environment within which an enterprise operales
b the infrastruclure ofthe enterprise.
c the technology used in the enterprise
d lhe personnel the enterprise has at its disposal.

Choose the cor.ect combination.

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

15 Indicate the incorrect statement.

1 Hedging limits profits.
2 Interest collars protect both the lender and the borrower.
3 A short position entails the buying and keeping of an asset

, 4 The buyer ofan option commrts himself/herself to buy or sell a specified asset at
a specified price on (or before) a specified date

16 Which one of the following is not a fisk control expenditure?

1 Depreciation on security systems
2 Risk controltraining
3 Costs attached to the handllng of insurance claims
4 Management time uti l ised on insurance meetings
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17 A properly designed risk framework for an enterprise seNes the following purposes

a Priorit ising and collecting of information.
b Categorising risks
c Formulation oJ a common risk language
d ldentif ication and priorit ising risk exposures

Choose the correct combination

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

18.Assume the following hypothetical distribution of stock losses for a small chain of retail
stores

The expected value of losses is

1 R37 000
2 R47 000
3 R50 000
4 R150 000

19 Institutions generally use swaps for the lollowing purposes

Indicate the incorrect statement

'1 To hedge or modlfy an existing asset or ljability
2 To adjust or sculpt an existing cash flow to a desired structure
3 To increase the effective interesl cost on borrowing
4 To access markets artificially which are normally neither easily nor efflciently

accessible

20 ln an efforl to create a supportive work environment, enterprises are expected to do
the following.

a promole learning.
b learn from experience
c improve reporting and capital allocation
d demonstratemanagementleadership
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Choose the correct combination.

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

21 Indrcate the correct statement

1 When buying interest rate futures, one will benefit from a fall in interest rates
2 When buying interest rate futures, one will benefit from a fise in interest rate
3 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 a rise in interest rates

22 Indicate the correct statements.

a ln the case of interest rate collars, the borrower is protected against rates rising
above the determined limit, while the lender is protected from rates falling below
the limit.

b In a typical interest rate swap, there are two borrowers, one paying a fixed and
the other paying a floating rate.

c As a result of an interest rate swap, both bonowers pay net interest rates lower
than the interest they would have paid before the swap

d In an interest rate swap, each of the borrowers pays lhe olher's interesl

Choose the correct combination-

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

23. Which of the following are examples of Alternative Risk Transfer (ART) techniques?

a Futures
b Swaps
c Risk securitisation
d Options

Choose the correct combination.

1 a,b
2 a,b,d
3 b,c,d
4 a,b,cd
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24 A fife-practice dri l l  by staff for risk control purposes is an example of

1 r  
^hvci .a l  

mater,ra

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

25 Which of the lollowing statements characterise the tradii ional approach to nsk
management?

,,a Management of risks in isolation - the fragmented approach
b The functional approach to risk management responsibil i t ies
c A narrow focus on discrete risks.
d The integrating of operational activit ies with strategic activitres i I

Choose the correct combination

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

26 lndicate the correct statement.

1 Aggregation methods provide qualrtative means to kansfer, avoid and
securitise risk.

2 Aggregation is a way to summarise an extremely simple set of rules.
3 Risks of which the mutual relationships are unknown are pooled

in order to manage them better.
4 Aggregation of muitiple risks improves reporting and capital allocation

27 The need for a more integrated and holistic view of risk management is emphasised
by.

a globalisation
b technology
c increased concentratron of risk
d the increased value of tangible assets

Choose the correct combination

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

n o"Y,ilffi3;?
28.Which of the following procedures are enablers of the continuous improvement

philosophy?

a Benchmarking of performance to identifi/ best practices
, b Interactive communications and sharing of knowledge.

c Integrating the enterprise's risk language and risk management process into its
employee learning Programme.

d Tracking changes in the bustness contelit and risk environment

Choose the correct combination

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

29. The setting of clear goals and objectives ts part of which one of the elements of the
business risk management process?

'1 Establishment of the process
2 Assessment of business risks
3 Formulation of risk management strategies
4 Design and implementation of risk management strategies

30 The following are barriers to the implementation of ERM:

a lack oftools
b clear oversight structure
c organisationalculture
d improper yardsticks

Choose the correct combination

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

[30x1=30]
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SECTION B: PARAGRAPH QUESTIONS ANO CALCULATIONS

Question I

1 1 Discuss the two basic properties of probabilities.
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Question 2

21 Briefly discuss the three types of risk management obiectives that enterprises can

set when implementing Enterprise Risk Management (ERM). 6

L' ;5 i

1 2 Distinguish between fundamental and particular risks. Give examples ol each and

explain why it is necessary to distinguish between these two types of risk.

Outline the importance of a common language of risk within enterprises.

(10)
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Ouestion 3

3.1 Discuss the main characteristics of the EnbrTriso Risk Management approech to risk
management.

3-2 Oudine the envbnmcntel frctolE lhat accompany the successftrl implemsntation of an
ERM ft'amdrork.
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Ouoation 4

A six-month American call option is written on a commodity at a strike price (X) of R68.

The option premium is R0,30. ThE market pric6 (S) at the time the option was written

was R58 25. Four months affer the oDtion is written lhe market Drice of the commoditv

rises to R68.75

Erplaln whether the buyer of th€ optlon ahould exerci6e the option at the current

markEt price. Oraw a graph illustratlng th6 paym€nt profile for the call option

ouy€r. (10)
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DO YOUR ROUGH WORK HERE.
NO ROUGH WORK WILL BE MARKED.

DO YOUR ROUGH WORK HERE.
NO ROUGH WORK WILL BE MARKED,
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