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Question: 1 
Which ONE of the following correctly describes risk categorization/classification? 
(i) Interest rate risk and foreign exchange risk are externally driven whilst risks related to 
suppliers, M&As and Cash flows are internally driven. 
(ii) Risks related to R&D and regulatory authorities are externally driven whilst risks involved 
with intellectual capital and changes in customer preferences are internally driven. 
(iii) Risks related to Natural events are externally driven whilst those related to accounting 
control and IT systems are internally driven. 
 
A. (i) and (iii) only. 
 
B. (ii) only. 
 
C. (iii) only. 
 
D. None of the above. 
 
Answer: C 
 
Explanation:  
Natural events are beyond control for any entity (e.g. one cannot predict the frequency and 
magnitude of an earthquake in advance). Accounting control systems and IT systems are 
internally designed and hence any risk therewith is within reasonable control of the entity. 
 
On the other hand, interest rate fluctuations and related risks usually result from Central 
Regulatory bank (e.g. European Central bank or the Federal Reserve) decisions. Likewise, 
foreign exchange risk is beyond control for any entity and is mainly driven by government 
decisions. Although MAs decisions and risks coupled with risks related to Cash flows are 
internally driven, those relating to Suppliers are clearly external and beyond control for any 
entity. 
 
Risks related to R&D are internally driven since such decisions are at management’s discretion. 
Regulatory authorities are external to the organization and hence risks therewith are external 
too. Changes in customer preferences and hence attached risks are external to any organization. 
Intellectual capital is inherent to business mostly and internally driven. 
 
 
Question: 2 
Which TWO of the following shows wrong classification of risks? 
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A. Abnormal wastes arising during production due to low quality stuff or lower grade labor 
being used is an example of operational risk. 
 
B. Malfunctioning of IT system and hence leaking confidential data is a strategic risk. 
 
C. Risks related to consumer rights protection and improved health and safety would be 
classified as strategic risks. 
 
D. A company’s driver committing a breach of law (e.g. over-speeding or parking at an 
inappropriate place) would be classified as a hazard risk. 
 
Answer: BD 
 
Explanation:  
Malfunctioning of an IT system has nothing to do with strategy. It is related to operations and 
hence is an operational risk. 
Option D describes an operational risk. Hazard risks are usually those concerned with natural 
disasters. 
Option A correctly describes operational risk as both lower grade labor and raw materials relates 
to the daily operations. 
Option C correctly describes strategic risks. Consumer and health and safety laws are to be 
looked at by higher management. 
 
 
Question: 3 
Which ONE of the following correctly describes the three lines of defense in relation to Assurance 
mapping? 
 
A. ‘Management controls’ appears as the first line of defense followed by ‘Operational controls’ 
and the third line of defense is ‘Independent assurance’. 
 
B. ‘Operational controls’ are the first line of defense, followed by ‘Management controls’ and 
lastly ‘independent assurance’ comes as a third line of defense. 
 
C. The correct sequence for the three lines of defense is: ‘Independent assurance’, ‘Operational 
controls’ and finally ‘management controls’. 
 
D. None of the above correctly describes the three lines of defense. 
 
Answer: B 
 
Explanation:  
The first line of defense is the operational controls - people using their day-to-day reporting 
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mechanisms. The second line of defense is the management controls which is different (and 
higher in hierarchy) from operational controls. Yet, they are part of the operational chain of 
command and looks at things from a strategic perspective. The final line of defense is 
independent assurance such as internal audit or in a more enhanced form- the external audit. 
 
 
Question: 4 
Which ONE of the following is correct? 
 
A. Risk and Uncertainty are two different but related words and can be used interchangeably. 
The only difference being risk refers to more severe cases comparatively. 
 
B. There is an inherent relation between risk and rewards suggesting risky ventures would be 
expected to yield higher gains and vice versa. 
 
C. Understanding and assessing risks involves quantifying risks usually with the aid of 
sensitivity analysis and statistical techniques such as simulation to ensure outcome is always as 
per expectations or better. 
 
D. Risk means the danger of outcome being worse than expectations and hence shall be avoided 
in all circumstances. 
 
Answer: B 
 
Explanation:  
Option B is correct. The greater the risk involved, the greater the expected return would be. On 
the other hand, smaller risks usually suggest smaller return with added safety. 
Option A is not true. Risk and Uncertainty although used interchangeably; are two different 
words with different meanings. Risk refers to uncertainty with a quantifiable variation among 
the possible outcomes whilst for uncertainty; no mathematical probabilities can be attached to 
outcomes. 
Option C needs careful attention. It states a fact as assessment and understanding of risks 
involves quantifying it using techniques like Regression analysis, sensitivity analysis, 
Simulation, Value at risk etc, but such quantification never confirms that outcome will be as per 
expectations or better. It is just an idea of what best/worst can happen. 
Option D is not true. We know risk can Upside or Downside. All risks are not such that they 
imply negative outcome. Risks can offer opportunities too. 
 
 
Question: 5 
Which ONE of the following is FALSE? 
 
A. Risk quantification helps in understanding and assessing the nature and severity of risks. 
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Using probabilities gives an idea regarding the chances of arising losses. 
 
B. Risk rating is a simple technique, which can be based on the probabilities e.g. there is a 70% 
chance of risk getting materialized. 
 
C. Expected values are defined by CIMA official terminology as: ’means of calculating the 
average outcome by assigning probabilities to different outcomes’. 
 
D. Risk mapping means categorizing risks into different classes (risk families) as per the 
outcome of risk assessment. 
 
Answer: C 
 
Explanation:  
Option C correctly describes Expected values but it is not the official definition as per CIMA 
official terminology which if given below: 
Expected value is ‘The financial forecast of the outcome of a course of action multiplied by the 
probability of achieving that outcome. The probability is expressed as a value ranging from 0 to 
1.’ 
Option AB and D all states facts. 
 
 
Question: 6 
Which ONE of the following is NOT TRUE for contingency planning in relation to loss control? 
 
A. Contingency planning is about minimising losses through prior planning for information 
needs after an adverse event like a burglary or vandalism occurs. 
 
B. Contingency planning also involves handing over respective responsibilities formally to 
competent authority. 
 
C. Contingency planning also involves testing a demo with proper supervision to ensure any 
needful changes are timely incorporated. 
 
D. Contingency planning is only relevant to loss making activities and are as such not involved 
with profitable projects. 
 
Answer: D 
 
Explanation:  
Although, contingency planning is most often discussed in relation to losses and unwanted 
events, it is nevertheless not true entirely. Profits, cash inflows and gains need careful 
consideration to ensure events are capitalized on and maximized for the benefit of the 
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organization. 
Option AB and C are all correct and correctly describe the process of contingency planning for 
potentially loss making projects/processes. 
 
 
Question: 7 
Which TWO of the following correctly describe the relation between risks and accounting ratios? 
(i) Most organizations operate at debt ratio (total debts/total assets) in excess of the generally 
acceptable 50% benchmark, but important factor to consider here is the trend over time for this 
ratio. 
(ii) Interest cover ratio implies the amount of profits after tax available in comparison to interest 
charges for the period under consideration. 
(iii) Higher gearing ratio endangers dividend payouts to shareholders and at the same time may 
offer difficulty in securing further debts. 
(iv) Quick ratio which is also known as Acid Test ratio and is a measure of the liquidity position 
of an organization and is calculated by comparing the current assets to current liabilities. 
 
A. (i) and (ii) only. 
 
B. (iii) and (iv) only. 
 
C. (i) and (iv) only. 
 
D. (i) and (iii) only. 
 
Answer: D 
 
Explanation:  
Having 50% gearing as a benchmark is a norm but most organizations operate with higher levels 
of leverage and are still not considered at alarming risk levels. However, it is not feasible over the 
long period and may put achievement of targets in danger. 
 
Interest cover is calculated as (profit before interest and tax/interest charges). Hence, profit 
before (not after) interest and tax shall be used. 
 
An organization with higher gearing ratio may find it difficult to raise money through debt and 
equity. It is because higher gearing signifies greater risk associated with the company and hence 
lenders may get reluctant in extending further debt without expanding the corresponding equity 
base. Similarly, extending the equity base may be difficult since it involves either non-payment 
of dividend (to enhance retained earnings) or issuing further shares to shareholder which may 
be difficult. 
 
Acid test ratio is indeed a measure of liquidity for an organization but it is calculated as (All 
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current assets – inventory)/ current liabilities. The described equation refers actually to the 
Current ratio. 
 
 
Question: 8 
Proper attention to a loss control is an important activity, which can lead to damage being 
minimized. 
Which TWO of the following are TRUE? 
 
A. Installing fire alarms will prove helpful in minimizing losses resulting from fires and would be 
classified as a physiological aspect of loss control. 
 
B. Raising awareness regarding risks and holding people accountable for carelessness is a 
useful loss control technique and would be classified as a physiological aspect of loss control. 
 
C. Installing anti-burglar alarms can prove helpful in loss control in an event of burglary and 
would be classified as a physical aspect of loss control. 
 
D. Having escape stairways will help minimize losses in an event of fire and will classified as 
physiological aspect of loss control. 
 
Answer: BC 
 
Explanation:  
Installing fire alarms, anti-burglar alarms and having escape stairways are all helpful in loss 
controls in events of calamities and all are physical aspects of loss control. Raising awareness, 
holding people accountable for their deeds and having standard procedures and rules in place 
will all entail in better loss control management and are physiological aspects of loss control. 
 
 
Question: 9 
Which TWO of the following are correct in relation to risks faced by an organization dealing in 
foreign currency? 
 
A. Translation risk refers to fall/rise in value of assets/liabilities dealt with in foreign currency 
when restated at the year-end prevailing rate. 
 
B. Transaction, translation and economic risks are all classes of currency risks and will not be 
faced by organizations dealing in domestic currency only. 
 
C. An organization having secured maximum of its debt at a floating (variable) rate will face the 
same level of interest rate risk as faced by an organization with a majority of fixed rate debt. 
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D. An organization borrowing in foreign currency will face the same level of currency risk as 
faced by an organization securing loans only in domestic currency. 
 
Answer: AB 
 
Explanation:  
Option A correctly describes a fact since translation risk refers to fall/rise in value of 
assets/liabilities arising from changes in exchange rate. 
Option B correctly classifies currency risks and the fact is true that all such risks are only faced 
by organizations dealing in foreign currencies only. Organizations with local presence only and 
dealing with domestic suppliers, customers, lenders and borrowers will not face such risks. 
Option C is wrong since an organization with variable rate loan will have varying debt servicing 
charges depending on the actual rise/fall in interest charges. On the other hand, an 
organization with fixed rate interest can either lose money (if interest rate falls) or gain money (if 
interest rate rises). Hence, the two loan securing methods will offer different types of risks. 
Option D is wrong since currency risk is only faced by an organization when it deals in foreign 
currency for example having a foreign customer, supplier or lender. 
 
 
Question: 10 
Which ONE of the following is NOT TRUE regarding CIMA’s risk management cycle and IFAC’s 
risk architecture and enterprise risk management? 
 
A. CIMA’s risk management cycle and IFAC’s risk architecture are two different models dealing 
with risk response strategy only. 
 
B. CIMA’s risk management cycle and IFAC’s risk architecture are two closely linked models 
with IFAC’s architecture model also involving the way organization implements real time risk 
management. 
 
C. IFAC’s architecture is slightly different than enterprise risk management and involves 
organizational structure, systems and processes to manage risk. 
 
D. IFAC identifies Structure, tools and techniques, Resources, and Culture as the four major 
components of risk management strategy. 
 
Answer: A 
 
Explanation:  
CIMA’s risk management cycle and IFAC’s risk architecture are two closely linked models. 
IFAC’s architecture goes one step further and is not just a risk response strategy. It involves an 
organizational change including the way organization builds risk management as a core 
competency and implementation of risk management at real time. Option C and D states clear 
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facts regarding IFAC’s architecture for risk management. 
 
 
Question: 11 
Which ONE of the following is NOT TRUE regarding risks faced by an organization? 
 
A. Customers being important stakeholders are important to know about the events happening 
within the organization. Poor communication with them may lead to distrust regarding ethical 
aspects of the organization’s activities. 
 
B. Poor branding and marketing tactics for a new product would be classed as an economic 
risk. 
 
C. An example of financial risk would be: choosing the wrong option between alternatives when 
investment decisions are made. 
 
D. Inadequately drafted or ambiguously drafted contracts are a legal risk for business. 
 
Answer: B 
 
Explanation:  
Poor branding and marketing would be classed as Product risk and not as economic risk. 
Economic risks are those arising from wrong assumptions about the economic environment. 
 
Customers are the sole reason to justify continuance of operations and existence of the business. 
They are the source of revenue and must be made aware of the upcoming events and business 
practices, any significant changes planned and ways of doing things. A positive business image 
is important for sustained growth. 
 
Choosing the wrong alternative between investment decisions would be classed as financial risk. 
Ambiguity in contracts would lead to legal risk. 
 
 
Question: 12 
Which TWO of the following are NOT advantages of hedging? 
 
A. Hedging is a way to help reduce exposure to interest rate risk. 
 
B. Hedging enhances risk levels thereby increasing expected profits. 
 
C. Hedging is a way to help avoid exposure to fluctuations in foreign exchange rates. 
 
D. Hedging is a way to ensure costs remain within the acceptable limits and profit levels are 
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surpassed. 
 
Answer: BD 
 
Explanation:  
Option B and D are not true. Hedging is expected to reduce risk levels and potentially increase 
profits due to reduced adverse fluctuations. It does not enhance risks. Hedging may give a fair 
idea of the debt serving charges and exchange rates for foreign currency transactions but it is 
not to ensure profit levels will be achieved. 
Option A and C are true since hedging is expected to result in reduced exposure to fluctuations 
in foreign exchange and interest rates. Rates are pre decided in advance with the expectation of 
saving the organization from facing adverse movements over time. 
 
 
Question: 13 
Which ONE of the following is NOT a method for risk measurement? 
 
A. Expected Values. 
 
B. Risk mapping. 
 
C. Variance analysis. 
 
D. Severity x frequency analysis. 
 
Answer: B 
 
Explanation:  
Risks can be measured as expected values (using probabilities) and variance analysis. Severity x 
frequency is also a possible method but risk mapping is slightly different. It measures risks in 
term of severity and frequency, which could lead to measurement but on its own is not quite a 
measurement technique. 
 
 
Question: 14 
Which ONE of the following is NOT TRUE regarding Adams risk thermostat? 
 
A. Through risk thermostat, Adams linked perceptions of risk, influence on risk taking and 
results of risk taking. 
 
B. Adams argued that different organizations will have different attitudes to risk. Broad 
categories being Individualists, Egalitarians, Fatalists and Pluralists. 
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C. The major tags used in Adams’ thermostat were perceived danger, rewards, accidents and 
propensity to take risks. 
 
D. Fatalists were defined as those who have no control of their own lives and hence it is useless 
to talk about risk management with them. 
 
Answer: B 
 
Explanation:  
Although statement states a fact regarding Adams’ thermostat, it mentions category Pluralists, 
which is wrong. The correct fourth category is Hierarchists. 
All the statements state facts. 
 
 
Question: 15 
Considering CIMA’s risk management cycle in mind, which ONE of the following would be the 
responsibility of an organisation’s risk manager? 
 
A. Deciding on the number of non executive directors on risk assessment board. 
 
B. Deciding on the risk response strategy i.e. whether to accept, reduce, avoid or transfer risk. 
 
C. Establish internal controls to ensure proper screening process is in place for early detection 
of risks. 
 
D. None of the above. 
 
Answer: C 
 
Explanation:  
Risk manager owns the risk management process including establishment of proper controls. 
Risk appetite of an organization will be decided by top tier management (strategic management). 
Risk manager may be consulted in setting up and deciding on the risk appetite but broadly the 
decision belongs to top management who would consult with investors and make appropriate 
strategy. 
Option A is totally irrelevant since risk manager has nothing to do with non-executive directors. 
 
 
Question: 16 
Enterprise risk management provides a coherent framework for organizations to deal with risk 
based on the following categories. 
Which ONE of the following is correct? 
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A. Strategic , operational , downside risks and upside risks. 
 
B. Strategic, operational, physical and physiological risk. 
 
C. Accept, transfer, reduce and avoid risks. 
 
D. Strategic, operational, reporting and compliance. 
 
Answer: D 
 
Explanation:  
Option D correctly describes the categories only. 
Option C describes risk responses and is based on the severity/frequency matrix. 
 
 
Question: 17 
Which ONE of the following descriptions is NOT correct about different types of risks? 
 
A. Using an obsolete IT system would be classed as strategic risk in the long run since it can 
jeopardize an organization’s ability to compete well. 
 
B. Pure risk is one which can be controlled somewhat and may be upside or downside 
depending upon risk management policy of the company. 
 
C. Speculative risks could be upside or downside and fundamental risks are those affecting vast 
numbers and may not be controllable by any one individual. 
 
D. A newly acquired company not performing as per expectations would be classed as a 
strategic risk for an investment company. 
 
Answer: B 
 
Explanation:  
Pure risk is one which will end up with negative consequences at any cost e.g. risk of natural 
disasters like an earthquake or a tsunami which will render an organization bearing some losses 
no matter how sever or light they are. And, apparently no gain is deemed arising from such 
calamities. 
 
Option A correctly describes a strategic risk. Although in the short term, using a faulty/obsolete 
IT system could be seen as operational risk but in the long run it certainly put achievement of 
targets at risk and hence would need a proper attention from the top level management (strategic 
management). 
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Speculative risk is correctly described in Option C. For example, an organization making 
investments is taking speculative risk. The company invested in could be profitable or end up in 
losses causing a loss in value for investing company. Similarly, fundamental risks are those 
affecting the community as a whole e.g. ozone layer depletion or polluted water in certain parts 
of world may affect a lot of people but no one individual may have the power to control them. 
 
Acquisition of company involves top management and affects the long term goals 
(upwards/downwards) of investing organization. Hence, the risk involved would be classified as 
strategic risk. 
 
 
Question: 18 
Which TWO of the following descriptions are TRUE for market risks? 
 
A. Market risk signifies a loss arising from an adverse move in the market value of an asset. 
 
B. In relation to market risks, a use of accurate estimation techniques can enable an 
organization to reflect exact risk levels being faced it. 
 
C. Exchange rate risk would be classed as market risk if derivatives were used to hedge these 
risks. 
 
D. In relation to market risks, calculation of fair value can be done with reasonable level of 
certainty and ease. 
 
Answer: AC 
 
Explanation:  
Option B is wrong since market risks are subjective and results of estimation techniques can 
only be as good as the basis for estimation. They can, however, never reflect the exact market 
risk levels. Such techniques require a certain level of experience and understanding of market 
and are not as such easy. 
 
 
Question: 19 
In a risk mapping exercise, all of the following will be considered when deciding on the quadrant 
in which the risk falls except for ONE. 
Which of the following represents that exception? 
 
A. Cost of the alternative responses to the risk. 
 
B. Whether it is an upside or downside risk. 
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C. Internal constraints which may deter the desired response. 
 
D. None of the above. 
 
Answer: D 
 
Explanation:  
It is important to appreciate that all AB and C are important factors and must be considered 
when mapping risks. 
 
 
Question: 20 
Which ONE of the following is INCORRECT in relation to Objective and Subjective risk 
perception? 
 
A. The number of shareholders getting affected by a loss in any one year would be classed as a 
subjective risk. 
 
B. Subjective assessment of risks is applicable when risks cannot be quantified and the 
usefulness of such assessment largely depends on the knowledge and skills of the decision 
maker in addition to the quality of information available. 
 
C. Some risks depend on so many factors that only a subjective assessment is possible and may 
lead to high impact risks being over-rated. 
 
D. Objective assessment of risks is the perception suggesting the fact that risks can be 
measured and quantified, at times with scientific accuracy. 
 
Answer: A 
 
Explanation:  
The number of shareholders getting affected can be assessed with reliable estimation, thus its 
impact can be objectively measured. 
 
 
Question: 21 
Which ONE of the following shows INCORRECT classification for hazard risks? 
 
A. Accidental risks are classified as human caused hazards and examples could include 
mishandling and spillage of toxic raw materials. 
 
B. Meteorological risks are those caused by natural calamities and examples may include 
earthquakes and land sliding. 
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C. A terrorist attack would be classified as human caused intentional hazard. 
 
D. Biological hazards may include a pandemic disease and their main cause is nature. 
 
Answer: B 
 
Explanation:  
Option B states a fact as meteorological risks are caused by nature but the examples given need 
attention. Earthquake and land sliding are geological hazards. 
Option A correctly describes accidental hazards. Option C and D statefacts as well. 
 
 
Question: 22 
Which ONE of the following is false? 
 
A. A key aspect of risk identification strategy involves identifying and then classifying events 
which could put implementation of risk strategy and hence achievement of targets at risk. These 
events are then classified horizontally within the organization and vertically within the business 
unit to enhance better interrelationships between events. 
 
B. For proper understanding and better implementation of risk strategy, it is important to 
identify external events only since they are mostly not controllable and could put achievement of 
goals at risk. 
 
C. Accurate risk assessment has two aspects: Firstly, it needs to cover all relevant risks. 
Secondly, assuring the severity of risks and their frequency are addressed appropriately. 
 
D. A thorough risk assessment process needs to be in place since a number of different 
organizations are interested in it e.g. Companies usually look for opportunities to pass legal 
obligations to their suppliers and hence may look out for evidence of active risk assessment by 
their suppliers. 
 
Answer: B 
 
Explanation:  
It’s not just external but also internal events and correlations between external and internal 
events needs consideration. 
 
All the other statements discuss facts rightly. A proper risk strategy requires understanding of 
all external and internal events, which could put achievement of goals at risk. 
 
Interrelationships/interdependencies between such events and root causes of events/escalation 
trigger needs to be well understood in order to get the strategy working. 
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Question: 23 
The Committee of Sponsoring Organisations (COSO) outlined key principles of Enterprise Risk 
Management (ERM). A summarized form is presented below. 
Identify which of the following is/are NOT included in the original model. Select ALL that apply. 
 
A. Raising awareness regarding risks faced by organisations and adopting a holistic approach 
to deal with it. 
 
B. Consideration of a wide range of risks including strategic, operational, financial risks with 
specific focus on compliance risks only. 
 
C. Incorporating risk management in to the organisational culture and business strategy. 
 
D. Risk management is the responsibility of everyone within the risk committee. 
 
Answer: BD 
 
Explanation:  
Option B mentions specific focus on compliance risk. This is not true for the COSO model as it 
does not specify focus on any specific risk. 
Option D is wrong since risk management is the responsibility of everyone within the 
organization, not just the risk committee. 
Option A and C are true as they state facts in relation to the COSO enterprise risk management 
principles. 
 
 
Question: 24 
The components identified by the COSO’s risk cube are closely aligned to risk management 
process and are the basis of an effective internal control system. 
Which ONE of the following descriptions is NOT TRUE? 
 
A. Event Identification: There are internal and external events which could put achievement of 
objectives at risk and must be identified. 
 
B. Control Activities: Effective policies and procedures are being put in place to ensure effective 
risk response procedures exist. 
 
C. Risk Response: Management ensures all risks are appropriately dealt with; the main focus 
being on avoiding risks. 
 
D. Objective setting: Objectives are set such that they are aligned with organisation’s mission 
and are consistent with the organisation’s risk appetite. 
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Answer: C 
 
Explanation:  
Risk response must be appropriate and does not mean trying to avoid all risks. An acceptable 
level of risk must be accepted to seize opportunities and maximize returns. Other risks are better 
reduced or transferred rather than being avoided. 
 
 
Question: 25 
Which of the following are NOT the features of risk management strategy considering CIMA and 
IFAC’s joint report on Enterprise Governance? Select ALL that apply. 
 
A. The risk appetite of the organisation. 
 
B. The number of departments in an organisation and the number of employees. 
 
C. Responsibilities of managers for the application of risk management strategy. 
 
D. Culture of the organisation in relation to the risk. 
 
Answer: B 
 
Explanation:  
Number of departments or employees does not affect organizational risk management greatly. 
 
On the other hand, risk appetite and considering culture of the organization in relation to risk 
are the defining grounds for risk strategy. 
 
Appropriately assigned responsibility to relevant responsible people will ensure successful risk 
management strategy being in place. 
 
 
Question: 26 
Raw materials purchase budget for the quarter 30 June 2016 shows the following figures: 
$250,000 with 40% probability 
$280,000 with 50% probability 
$305,000 with 10% probability 
What will be the downside and upside volatility from expected values for raw materials 
purchases for the quarter ending 30 June 2016? 
 
A. $34,500 and $20,500 respectively. 
 
B. $20,500 and $34,500 respectively. 
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C. $270,500 and $34,500 respectively. 
 
D. None of the above. 
 
Answer: B 
 
Explanation:  
Expected values of purchases for the quarter are: 
($250,000 x 0.4=$100,000) + ($280,000 x 0.5=$140,000) + ($305,000 x 0.1=$30,500) = 
$270,500 
Downside volatility is therefore $20,500 ($270,500 - $250,000) 
Upside volatility is therefore $34,500 ($305,000 - $270,500) 
 
 
Question: 27 
Which ONE of the following is FALSE with regards to Enterprise Risk Management (ERM)? 
 
A. One of the key benefits of ERM is the potential reduction of finance cost as a result of better 
risk management. 
 
B. Risk management has transformed from a holist approach to department focused and 
integrated process with manages risk throughout the organisation by focusing on departments. 
 
C. Enterprise risk management is the term given to the alignment of risk management with 
business strategy and the incorporation of risk management culture into business operations. 
 
D. Consideration of a broad range of risks i.e. financials, strategic, compliance and operational 
risk is one of the key principles underlining ERM. 
 
Answer: B 
 
Explanation:  
Risk management was originally department focused. With the introduction of Enterprise risk 
management (ERM), it has been replaced by a new holistic and coordinated approach, which 
manages risk throughout the organization. 
 
ERM indeed looks into alignment of risk management within the business strategy and taking a 
holistic approach by incorporating dealing with risks into organizational culture. 
 
ERM principles amongst other things include, ‘consideration of a broad range of risks i.e. 
strategic, financials, operational and compliance risk. 
 
Finance cost would be expected to go down as a result of prudent risk management strategy in 
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place. 
 
 
Question: 28 
Which of the following are NOT true in relation to risk management strategy? Select ALL that 
apply. 
 
A. The way that the organisation documents and determines the specific parts of its risk 
strategy will have to link to the business strategy and objectives. 
 
B. Overall the risk management strategy is concerned with trying to achieve the required 
business objectives with the lowest possible chance of failure. 
 
C. The tougher the business objective, the less risks will have to be undertaken to achieve it. 
 
D. Residual risk is the risk a business faces before its controls have been considered. 
 
Answer: CD 
 
Explanation:  
Option C is not true since tougher objectives are difficult to achieve and as a norm it takes more 
risk to be taken to accomplish them. 
Option D is not true as residual risk refers to risks faced by an organization after its controls 
have been considered. 
Option A is true since, in order to be successful, risk strategy has to ensure objectives are 
aligned with risk management strategy. 
Option B is true since risk is always being minimized i.e. chances of failure are kept to a 
minimum. 
 
 
Question: 29 
Which of the following are the common methods of risk identification? Select ALL that apply. 
 
A. Questionnaires. 
 
B. Internal audit. 
 
C. Streamlining processes. 
 
D. Segregation of duties. 
 
E. Hiring through a third party. 
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F. Brainstorming. 
 
G. SWOT analysis. 
 
Answer: ABDFG 
 
Explanation:  
Questionnaires are helpful in indicating principal risks. Business managers may give their 
valued responses through interviews/questionnaires. 
 
One of the duties of internal audit should be to provide recommendations on controlling risks. 
As part of their duties, internal audit shall assess risks faced by the organization. 
 
Segregation of duties is seen as a very effective way of dealing with risk of losses through theft 
and it works as a self corrective mechanism by sharing different aspects of the same process 
among different colleagues. 
 
Informal brainstorming meetings are important in assessment of risks faced by the organization 
as many viewpoints will culminate in a pool of knowledge and discussion on every aspect of the 
matter. 
 
SWOT (Strengths, Weaknesses, Opportunities and Threats) is very well known and familiar 
business analysis tool. It can be used to assess risks by providing a framework to identify and 
think about the risks in the organization. 
 
Recruitment through third party apparently does not offer any value in helping with risk 
identification. 
 
 
Question: 30 
Which THREE of the following correctly describes factors that could affect the risk appetite of an 
organisation/business department/profit center? 
 
A. Size of the organisation, nature of the products being manufactured, changes occurring in 
the market place. 
 
B. The number of directors on board, the number of departments the organisation has, number 
of employees, the need to increase sales. 
 
C. Reputation of the company, the nature of the board making decisions, nature of the products 
being manufactured. 
 
D. The background of the board making decisions, action of competitors, the need to increase 
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sales. 
 
Answer: ABD 
 
Explanation:  
All of the factors mentioned in these options affect the risk appetite and ways of doing business 
by an entity as detailed below: 
 
Large organisations with stable resources and asset base could afford to take some risk as 
compared to smaller organisations where even a little risk might jeopardize the whole existence 
of the entity. 
 
Nature of the product matters as well. Some items carry inherent risks with them e.g. equity 
stock funds. 
 
Changes occurring in the market place and action of competitors are important as well. 
Competitors might take the lead by taking advantage of ventures with slightly higher levels of 
risks. 
 
 
Question: 31 
Fill in the blanks: 
Individual ventures have their own risk profile (upwards and downwards). But their combined 
risk effect is lower when carefully mixed and matched. The process is known as Pooling ______ . 
Taking out an insurance policy is an example of Avoiding ______ . 
A company may decide that some activities are so risky that they should be Transferring ______ . 
This will always work but is impossible to apply to all risks in commercial organisations. 
 
Answer: Avoiding; Transfering; Diversifying. 
 
Explanation:  
Individual ventures have their own risk profile (upwards and downwards). But their combined 
risk effect is lower when carefully mixed and matched. The process is known as avoiding. 
 
Taking out an insurance policy is an example of transfering. 
 
A company may decide that some activities are so risky that they should be diversifying. This will 
always work but is impossible to apply to all risks in commercial organisations. 
 
 
Question: 32 
In relation to Gross and Net risks, which of the following are NOT TRUE? Select ALL that apply. 
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