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QUESTION 1

Company A needs to provide a risk probability/frequency score for its RCSA program. If the event is likely to happen
once in 2 years, then the frequency score will be equal to: 

A. 0.2 

B. 0.5 

C. 1 

D. 2 

Correct Answer: B 

 

QUESTION 2

Which of the following statements describes correctly the objectives of position mapping? 

I. For VaR calculations, mapping converts positions based on their deltas to underlying factor risks. 

II. Position mapping models risk factors affecting the value of a position as combination of core risk factors used in the
VaR calculations. 

III. Position mapping groups similar positions into one group based on the closeness of their respective VaR. 

IV.

 Position mapping reduces the possible number of risk factors to a computationally manageable level. 

A. 

I and II 

B. 

II and IV 

C. 

I, II and III 

D. 

II, III, and IV 

Correct Answer: B 

 

QUESTION 3

From a risk point of view, which of the following factors will generally lead to the fluctuation of equity values with industry
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P/E levels and a company\\'s individual earnings? 

I. Sales 

II. Cost management 

III. Commercial success of the company 

IV.

 Market sentiment 

A. 

I, II 

B. 

II, IV 

C. 

III, IV 

D. 

I, II, III 

Correct Answer: D 

 

QUESTION 4

Using the definitions used by JPMorgan Chase in their annual report, which of the following exposure types would be
considered as a non-trading risk exposure? 

I. Short term equity investments 

II. Loans held to maturity 

III. Mortgage servicing rights 

IV.

 Derivatives used to manage asset/liability exposure. 

A. 

I and II 

B. 

II and III 

C. 
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III and IV 

D. 

II, III, and IV 

Correct Answer: D 

 

QUESTION 5

Alpha Bank estimates that the annualized standard deviation of its portfolio returns equal 30%; The daily volatility of the
portfolio is closest to which of the following? 

A. 1.0% 

B. 2.0% 

C. 2.5% 

D. 3.0% 

Correct Answer: B 

 

QUESTION 6

The value of which one of the following four option types is typically dependent on both the final price of its underlying
asset and its own price history? 

A. Stout options 

B. Power options 

C. Chooser options 

D. Basket options 

Correct Answer: A 

 

QUESTION 7

Banks duration match their assets and liabilities to manage their interest risk in their banking book. A bank has $100
million in interest rate sensitive assets and $100 million in interest rate sensitive liabilities. Currently the bank\\'s assets
have a duration of 5 and its liabilities have a duration of 2. The asset-liability management committee of the bank is in
the process of duration-matching. Which of the following actions would best match the durations? 

A. Increase the duration of liabilities by 2 and increase the duration of assets by 1. 

B. Increase the duration of liabilities by 2 and decrease the duration of assets by 1. 

C. Decrease the duration of liabilities by 1 and increase the duration of assets by 1. 
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D. Decrease the duration of liabilities by 1 and decrease the duration of assets by 1. 

Correct Answer: B 

 

QUESTION 8

Which one of the following four statements regarding floating rate bonds is incorrect? 

A. Floating rate bonds have coupon payments tied to floating interest rates or floating interest rate indexes. 

B. Floating rate bonds typically have less price risk than fixed rate bonds. 

C. Floating rate bonds are very sensitive to changes in interest rates. 

D. Floating rate bonds only have a small degree of interest rate risk. 

Correct Answer: C 

 

QUESTION 9

Which of the following statements is a key difference between customer loans and interbank loans? 

A. Customers are less credit-worthy than banks on average and hence yields are higher on average for customer loans
as compared to interbank loans 

B. Customer loans are of shorter duration than interbank loans 

C. Customer loans are easier to sell than interbank loans 

D. Interbank loans are more customized than commercial loans 

Correct Answer: A 

 

QUESTION 10

A hedge fund trader buys options to establish an exposure in the currency market, thereby effectively removing the risk
of being able to participate in a gapping market. In this case the options premium represents the price paid for
eliminating the execution risk of 

A. The delta-hedging strategy. 

B. The gamma-hedging strategy. 

C. The vega-hedging strategy. 

D. The theta-hedging strategy. 

Correct Answer: A 
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QUESTION 11

The risk management department of VegaBank wants to set guidelines on commodity carry trades. Which of the
following strategies should she pursue to achieve a profitable commodity carry? 

I. Buy short-term commodity futures and sell longer-dated position when the curve is in contango. 

II. Buy short-term commodity futures and sell longer-dated position when the curve is in backwardation. 

III. Buy long-term commodity futures and sell shorter-dated positions when the curve is in contango. 

IV.

 Buy long-term commodity futures and sell shorter-dated positions when the curve is in backwardation. 

A. 

I, II 

B. 

I, III 

C. 

II, IV 

D. 

I, IV 

Correct Answer: D 

 

QUESTION 12

Which one of the four following statements about a minimal loss threshold in operational loss data collection is
incorrect? 

A. A company can have differing operational loss data collection and reporting thresholds for different departments. 

B. The operational loss data collection program has to capture all losses regardless of their size. 

C. Setting an operational loss data collection threshold depends on the risk appetite of the firm and regulatory
requirements it needs to meet. 

D. The operational loss data collection program must include all material losses that are above minimal gross loss
threshold. 

Correct Answer: B 

 

QUESTION 13

To estimate a partial change in option price, a risk manager will use the following formula: 
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A. Partial change in option price = Delta x Change in underlying price 

B. Partial change in option price = Delta x (1+ Change in underlying price) 

C. Partial change in option price = Delta x Gamma x Change in underlying price 

D. Partial change in option price = Delta x Gamma x (1+ Change in underlying price) 

Correct Answer: A 

 

QUESTION 14

Which of the following statements defines Value-at-risk (VaR)? 

A. VaR is the worst possible loss on a financial instrument or a portfolio of financial instruments over a given time
period. 

B. VaR is the minimum likely loss on a financial instrument or a portfolio of financial instruments with a given degree of
probabilistic confidence. 

C. VaR is the maximum of past losses over a given period of time. 

D. VaR is the maximum likely loss on a financial instrument or a portfolio of financial instruments over a given time
period with a given degree of probabilistic confidence. 

Correct Answer: D 

 

QUESTION 15

Bank Omega is using futures contracts on a well capitalized exchange to hedge its market risk exposure. Which of the
following could be reasons that expose the bank to liquidity risk? 

I. The bank may not be able to unwind the futures contracts before expiration. 

II. Prices may move such that a loss results on the hedge. 

III. Since futures require margins which are settled every day, the bank could find itself scrambling for funds. 

IV.

 Exchange margin requirements could change unexpectedly. 

A. 

III, IV 

B. 

I, III, IV 

C. 

I, II, III, IV 
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D. 

I, IV 

Correct Answer: A 
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