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INTRODUCTION TO RISK MANAGEMENT

Tl &RM Chapter 1

Q: 1Which of this statement is correct regradin
a) Risk refers to the potential for lo various
uncertainties and unpredictable even

b) Risk is an event or injury that mage to an
institution's income and/or r %

c) There is a direct relationshifp bétWeendfisk and reward

d) All of the above %

Q: 2Whatis the '%netween risk and loss in banking?

a) Risk is a ceé of taking on loans, while loss is the
finanai I% harged on those loans.
b) Risk i re possibility of a negative outcome, while

dependent on individual experiences.

d) There is no real difference between risk and loss, they are
just different terms for the same thing.
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Q: 3How does the risk-return relationship apply to banks?

a) Lower risks always lead to higher returns, and higher risks
always lead to lower returns.

b) There is no clear correlation between risk and return, and it
depends solely on individual bank strategies.

c) Taking higher risks generally gives banks the potential for

higher returns, but also increases the possibility of greater

losses.
d) Banks should avoid all risks at all costs t .Q

profitability. (\

Q: 4Which statement best degfineScredit risk in banking?
a) The risk of borrow not repaying loans and causing
financial losses.

b) The risk of ihg\ ates fluctuating and impacting

naximum

investment
c) The ri
opera S.

technological failures disrupting bank

d) The risk '@f employees engaging in fraudulent activities.

N

Q: 5Which of the following is a sub-component of credit risk
in banking?

a) Individual loan characteristics, such as borrower
creditworthiness and collateral.
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b) Overall market conditions affecting the ability of borrowers
to repay debts.

c) The concentration of loans within specific industries or
geographic regions.

d) All of the above

Q: 6In modern financial markets, credit risk S b)yond

debt instrument non-performance to i

a) Hardware downtime and network fai

b) Non-performance by a count %n -balance sheet
contracts like forward an % ments.

c) The impact of naturg™disastefs on the entire financial

system.

d) Disruptions d N rly defined internal procedures.

Q: 7Wh efollowing is listed as a mitigation strategy
foRcredi€risk?
% Credit Appraisal: Thoroughly analyzing a

business's cash flows before investing.

2. Investing Only in Rated Instruments: Focusing on
investments with reliable credit ratings.

3. Risk Pricing: Setting appropriate prices to compensate

for potential risks.
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4. Adequate Security: Requiring sufficient financial or
physical assets as collateral.
a)Only 1, 2, and 3 are correct
b) Only 2, 3, and 4 are correct

c) Only 1 and 4 are correct

d) 1, 2, 3, and 4 are correct %(3
Q 8 is a risk of ot%\enough readily
available cash or equivalent @ssets tooOver payments due

to depositors, creditors, a unterparties.
a) Credit Risk

b) Market Risk %

c) Liquidity Risk %

d) Operationa \

Q: @the following best describes Funding Risk
%' idity Risk?
Risk

a) Ising due to foreign exchange rate fluctuations

b) Risk from interest rate changes

c) Risk of loss from trading activities

d) Risk arising from unanticipated withdrawals and non-
renewal of deposits
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Q: 10 Which dimension of Liquidity Risk arises when
contingent liabilities become real and immediate
liabilities?

a) Funding Risk

b) Operational Risk

c) Time Risk

d) Call Risk % >
Q: 11  Which of the following aem%\! Liquidity Risk?

1. Maturity mismatch: Fundipg long-term assets with short-
term liabilities.

2. Unstable funding:
wholesale fun

elfance on volatile sources like

osIts.

3. Inefficient management: Poor planning and

budgeti cash shortages.
4. Exter a conomic downturns, regulatory changes,
0 k tility.

5% only

b) INZ, and 3 only
c) 2, 3,and 4 only
d) All of the above
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Q: 12  Which of the following are effective Strategies to
Minimize Liquidity Risk?

a) Maintain a diversified portfolio of readily available assets to
meet short-term cash needs

b) Develop accurate cash flow forecasts to anticipate both
regular and unexpected fluctuations

c) Secure various funding options bey o Javoid
overreliance on any single source
d) All of the above c\

Q: 13 A bank set{mh exposure limits for

individual counter oss both fund and non-fund

exposures. Thi a direct mitigation strategy for

which type .
a) Liquidit
b) M

d) Op ional risk
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Q: 14 What is Interest Rate Risk?

a) Risk of not receiving loan repayments on time

b) Risk of losing principal due to currency fluctuations

c) Risk of inflation exceeding returns on investment

d) Risk of loss in the value of investments due to fluctuations

S

in interest rates

Q: 15 Interest rate risk is the po \O sses in the
value of an investment due ions in interest

rates. This risk is most associ@te ] .

a) Equity shares
b) Real estate investme

c) Fixed-income inves S
d) Commoditiesﬂ%\ oil
|

Q: 16 erest rates fall, what typically happens to

b) Their prices remain unaffected.
c) Their prices go up.

d) They become more liquid.
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Q: 17 Which of the following is NOT a component of
Interest Rate Risk?

a) Reinvestment Risk

b) Price Risk

c) Credit Risk

d) Gap Risk

assets than

Q: 18 A bank holds more rat
liabilities. Interest rates fall. a f risk might it
face? v%

a) Basis Risk

b) Embedded Option Ris

c) Gap Risk %

d) Credit Risk §

Q: 19 @Ilowing are true about Reinvestment
R .

a)m hen interest earned is reinvested at lower rates
b) It ces future returns compared to original bond

income

c) Itis irrelevant when market rates are rising
d) It affects the total yield of long-term fixed-income
investments
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Q: 20 Which of the following instruments may carry
Embedded Option Risk?

a) Floating-rate notes

b) Callable bonds

c) Zero-coupon bonds

d) Treasury bills %<
Q: 21  All of the following are @o minimize
interest rate risk EXCEPT (%

a) Duration matching

d) Hedging with derivabi

N\

hange Risk primarily arises due

b) Diversification by maturity
c) Investing only in fixe@on

a) InGe al interest rates
b)
c) Flu tions in foreign currency exchange rates

in stock prices

d) Reduction in credit rating of domestic companies
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Q: 23  Which of the following is NOT a strategy to manage
foreign exchange risk?

a) Open position management

b) Forward maturity monitoring

c) Exchange rate movement analysis

d) Investing only in domestic equity

Q: 24 What is the main difference be o
risk and foreign exchange risk? \

a) Interest rate risk affects fixed-i iestments, while

S ts.

b) Interest rate risk is driven,b es in domestic rates,
while foreign exchafige risk driven by changes in

international rates.
c) Interest rate riskiis negative, while foreign exchange
risk can be itive'ar megative.

d) There is

foreign exchange risk affects @ll in

ICant difference between these two risks.

Q: rket risk is a broad term describing the risk of

\%' osses due to :
a) Errows’in transaction processing.

b) Changes in overall market conditions.

c) The default of a single large borrower.

d) An inadequate legal framework for contracts.



Tl & RM (PAPER- 2) FULL COURSE. WhatsApp to 8360944207

Causes of Market Risk

Economic events: Recessions, inflation, and unemployment can lead
to decreased investor confidence and a general sell-off in various asset
classes.

Geopolitical disruptions: Wars, political instability, and international
tensions can impact global markets and send shockwaves through
specific sectors.

Monetary policy decisions: Central bank actions lik st rate
adjustments or quantitative easing can influence iquidity and
asset valuations.

Unexpected events: Black swan events Jli isasters or
pandemics can trigger sudden market g\ espread losses.

Q: 26 Which of the _fol a strategy used to
mitigate market risk?

1. Diversification

2. Hedging \n
3. Stress Testj ilfence
4. Dyna @ g

ic
a)1apd

b).1, only
c) 2N3, and’4 only
d) All of'the above
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Q: 27 refers to the potential for loss arising

from inadequacies or failures in internal processes,
systems, people, or external events.
a) Market Risk

b) Credit Risk %

c) Operational Risk %

d) Liquidity Risk C\Q

Q: 28 Which of the f 'htements correctly
describe the key compone causes of Operational
Risk in treasury actjvitie

1. System deficie t properly integrated with

workflows proper authorization controls, can

significa ransaction processing and affect timely

settlements.

2.Mon liance with prescribed procedures and
Nzation protocols can lead to operational errors,
processing delays, and financial losses.

3. Fraud risks—such as falsifying deals or misappropriating
funds—can have a severe impact on both the financial

position and reputation of the institution.
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4. Legal risks may arise from inadequately defined contracts
or agreements, leading to disputes, litigations, or regulatory
penalties.

a) Only 1, 2, and 3 are correct

b) Only 2, 3, and 4 are correct

c) Only 1 and 4 are correct %
d) 1, 2, 3, and 4 are correct Q
Strategies for Mitigating OperationalR %

Supervision and control: Strong 0e ight ard’robust controls ensure

adherence to best practices, minimizing errors and fraudulent
activities. J
Training of personnel; '

on/operational risks, procedures, and

risk managemen employees to identify and report

threats.

Internal a endent audits: Regular internal audits by
indepen crutinize processes and identify areas for
impr@vem

Person policies with ethical codes: stablished policies outline
company .expectations, procedures, and acceptable behavior for
employees, reducing ambiguity and potential misconduct.
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Q: 29 A new government regulation increases capital
requirements for banks. This is an example of what type of
risk?

a) Fiscal Risk

b) Regulatory Risk

c) Political Risk

d) Compliance Risk

Changes in regulations and policies directly i ow>>anks
operate and manage their business. Q

Q: 30 A competitor launché§ a ovative banking
product that attracts significa et share. This is an
example of what typ risk?

a) Competitive Risk

b) Proposition Ri %
c) Market Ris \

d) Strategi(%



