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Test Series: August, 2018 

MOCK TEST PAPER - 1 

FINAL (NEW) COURSE: GROUP – II 

PAPER – 6A: RISK MANAGEMENT 

Case Study Question Number One 

(A)  The ABC Bank Ltd. is a bank in India and has a credit portfolio of Rs. 10 billion. The key portfolio features 

are given below: 

The largest sector exposure is in construction which accounted for 20% of the credit portfolio (others 

sectors in the portfolio include cement/steel manufacturers, building material distributors, real estate 

developers/builders, automobile manufacturers, tyre manufacturers and investment banks).  

The two largest customers account for 30% (they belong to the construction and building materi als 

sector). 

All obligors in the credit portfolio are situated within India.  

The credit products offered by the bank include both short and long term – but the majority is long term 

exceeding one year, accounting for 60% of the portfolio.  

Most of the funding sources are short term – i.e. short-term deposits and inter-bank borrowings, which 

accounted for about 75% of the total funding requirements.  

Although entire lending was in Rupees, 45% of the short -term deposits were in non-rupee currencies.  

The only collateral it accepts is real estate.  

Discuss the portfolio level risks in this portfolio. Is there any significant undiversified risk in this credit 

portfolio? If so, suggest how further diversification can be achieved.  (30 Marks) 

(B)  Multiple Choice Questions 

(i)  A ……….. is the threat that an event or action will adversely affect an enterprise’s ability to 

maximize stakeholder value and to achieve its business objectives.   

(a)  Enterprise Risk 

(b)  Business Risk 

(c)  Operational Risk 

(d)  Financial Risk 

(ii) ……… defines financial risk as the risk that the cash flow of an issuer will not be adequate to meet 

its financial obligations.  

(a)  Basel II 

(b)  Institute of Risk Management 

(c)  NASDAQ 

(d)  NYSE 

(iii)  …….. is the process of evaluating and defining the cost and benefits associated with the risk 

consequences.  

(a)  Risk Quantification 

(b)  Risk Assessment 

(c)  Risk Measurement 

(d)  None of the above 
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(iv)  Which among the following is not one of the Risk Management techniques? 

(a)  Tolerate 

(b)  Transfer 

(c)  Terminate 

(d)  Tackle 

(v) ……… measures the strength of linear relationship between two random variables.  

(a)  Covariance 

(b)  Coefficient of Correlation 

(c)  Standard Deviation 

(d)  Mean Deviation 

(vi) ……… draws a sample from the dataset and records its VaR.  

(a)  Historical Simulation 

(b)  Bootstrap Simulation 

(c)  Monte Carlo Simulation 

(d)  None of the above 

(vii)  The excess return of a fund relative to the return of a benchmark index is the fund ’s ………. 

(a)  Alpha 

(b)  Beta 

(c)  Sharpe Ratio 

(d)  R Squarred 

(viii) Which among the following is not a governance risk? 

(a)  The rights of shareholders and key ownership functions are not defined and communicated.  

(b)  Disclosure and transparency norms are not articulated 

(c)  Unauthorized related party transactions 

(d)  Board has defined risk capacity, appetite and risk response strategies  

(ix)  Which among the following are the characteristics of Risk Defined? 

(a)  Risks identified within functions and not across processes. Also risks not communicated 

across enterprise. 

(b)  Strategy and policy in place and communicated 

(c)  Enterprise wide approach to risk management developed and communicated  

(d) Risk management and internal control fully embedded into operations  

(x)  For banks, it is mandatory to have a/an ………. policy approved by the Board.  

(a)  Operational Risk 

(b)  Enterprise Risk  

(c)  Financial Risk 

(d)  Strategic Risk (2 Marks for each MCQ = 20 Marks)  
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Case Study Question Number Two 

(A)  The auditors of ABC Transportation Networks — the debt- laden, listed subsidiary of the infrastructure 

finance company ABC Ltd. — have red-flagged the risks faced by the company.  

In its limited review report, the statutory auditor has drawn the company’s board of directors attention to 

the “existence of material uncertainty on the company’s ability to continue as a going concern” and the 

“management plan to raise funds.”  

The observation was made in reference to the notes to ABC’s financial results for the quarter ended 

June 20, 2018.  The closely-held ABC, which owns almost 72 per cent in ABC Transportation Networks, 

has tapped its shareholders including the likes of XYZ Insurance Corporation of India, Apex Corporation 

of Japan, Sakar Investment Authority, and PQRS to raise Rs. 4,500 crore through equity rights offering.   

BIS Capital Markets is understood to have arrived at a fair value of Rs . 349 a share for ABC. PQRS, 

which holds 9 per cent in ABC, will take a final decision on the investment once the rights issue price is 

announced. 

According to an August 7 report by credit rating agency RACI, ABC Transportation Network ’s liquidity 

will continue to remain stretched due to sizeable near-term debt repayment obligations, high refinancing 

risk and high dependence on external funding support to project special purpose  vehicles (SPVs). The 

‘outlook’ for the ‘standalone debt’ of ABC Transportation Networks may be revised to ‘stable’ if the 

company achieves meaningful progress on planned avenues of cash inflows and deleverages its 

balance-sheet that would strengthen the financial risk profile.   

The notes to the June 30 financial accounts — signed by ABC Transportation Networks managing 

director and the one the company’s auditors have referred to — for the quarter ended June 30, 2018, 

says: “Though the company has incurred losses during the current quarter and credit rating of some of 

its borrowings have been downgraded in the recent period, management is taking various initiatives 

including monetization of assets, raising of fresh capital through rights issue of equity shares, refinance 

of debt in matured annuity projects and other strategic initiatives to address any uncertainty relating to 

repayment of borrowings in next twelve months and to create sustainable cash flows.   

Accordingly, the financial results continue to be prepared on a going concern basis, which contemplates 

realisation of assets and settlement of liabilities in an orderly manner.” 

The ABC Transportation Networks board had approved a Rs. 3,000 crore rights issue on July 27, 2018. 

Credit rating agencies have downgraded ABC Transportation Networks’s bank facilities and debt 

securities which do not have ABC backing via under the ‘debt service reserve account’ (DSRA) — where 

an issuer opens a DSRA account and funds it (post allotment of securities) by an amount equal to the 

next scheduled debt obligation. The amount is raised if credit rating dips.   

ABC Transportation Networks suffered loss of Rs. 285 crore for the June quarter against a profit of  

Rs. 34.89 crore in the year-ago period. The company’s total debt would be around Rs . 35,000 crore. 

ABC/ ABC Transportation Networks spokespersons did not comment on the auditor’s remarks.   

Questions   

(i)  Elaborate the various risks being faced by the ABC Transportation Networks.   (9 Marks) 

(ii)  Discuss the steps which have been taken by the management of ABC Transportation Networks to 

counter the risks as mentioned above.  (6 Marks)  

(B)  In August 2018, Expert Bank was faced with a cyber-attack, resulting in nearly Rs. 100 crore being 

siphoned off. In most developed countries similar attacks are rare. Such incidents require a large number 

of accounts to transfer the stolen money. With stringent  KYC norms, anti-money laundering measures, 

multi-level transaction authentication requirements and AI (Artificial Intelligence) based real-time 

‘unusual’ transaction tracking, carrying out such operations is difficult barring gross negligence by the 

bank/ related parties.   
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In most countries, direct money siphoning from banks through cyber -attacks are small-scale frauds 

through phishing attacks and cloning/stealing of payment cards/net banking identities/information. 

These are high-frequency but low impact events. RBI data and our estimates show that during 2008-17, 

banks in India faced 1,30,000 reported cases of cyber fraud involving an estimated Rs . 700 crore. This 

is equivalent to just 0.006% of the outstanding deposits of Indian banks. By contrast, a severe cyber-

attack can result in bank failure even when no money is lost directly.  

The main threats that a bank faces from cyber-attacks include breach of customer data privacy, loss of 

reputation, business discontinuity, loss of assets/business information, post -breach information security 

revamping cost, third-party claims and penal actions from regulators. Strong customer data privacy 

protection norms and stringent penalties for infringement have been the main drivers of robust cyber 

security arrangements by banks in most OECD countries. For example, General Data Protection 

Regulations (GDPR) in the EU imposes a penalty of up to €20 million, or up to  4% of the annual 

worldwide turnover, for violation of norms.  

The extents of data privacy norms in India are far less stringent versus those of the GDPR. Besides, the 

predominance of public-sector banks creates the impression of an implicit sovereign guarantee against 

the failure of such banks. This reduces the threat of reputation loss of public -sector banks due to cyber-

attacks. Also, the severe implications of a cyber-breach seem to be lost on a large number of bank 

managements. These factors could have created a relaxed attitude among banks to cyber-risk 

management. 

At the same time, even in industrialized countries, the sensitivity of banks to cyber-attacks and 

investments for cyber risk management have gone up sharply only in the current decade. For a large 

part of this period, Indian banks, especially those in the public sector, were faced with serious asset 

quality deterioration, restricting their capacity to invest in cyber security.   

Indian banks do not have much choice concerning a major revamp of cyber security. Cyber-attacks are 

global in nature and, with better cyber-risk preparedness in OECD countries, hackers are increasingly 

focusing on vulnerabilities in emerging-market countries. This can create existentialist problems for 

Indian banks. For example, the money siphoned off from Expert Bank is 14 times the bank’s FY18 profit.  

The regulatory situation in India is also becoming more stringent. In 2016, the RBI has asked banks to 

put in place board-approved, robust cyber-risk management systems. The regulator has also set norms 

that put losses due to cyber-attacks almost exclusively on banks. Most importantly, the draft Personal 

Data Protection Bill, 2018, has proposed that for breach of personal -data protection, banks would face 

penalties similar to those under the GDPR.  

Our detailed analysis of cyber-risk management by listed Indian banks shows that there is considerable 

divergence in the cyber-risk preparedness of Indian banks. While private-sector banks generally exhibit 

greater cyber maturity than the public-sector banks, there are numerous exceptions. The perception that 

smaller banks generally have lower levels of cyber-risk preparedness and, thereby, greater vulnerability, 

however, does not seem to be true.  

Many of the ‘old’ private sector banks appear to be better prepared than their larger peers. Indian b anks 

seem to focus more on identification and prevention of cyber-attacks than breach detection, crisis 

management in the immediate aftermath of detection and corrective measures thereafter. As examples 

of major global banks including the Bank of America, Citi, JP Morgan Chase, PNC, USB or Wells Fargo 

suggest, irrespective of the cyber investment, preparedness and management, cyber breach is a near 

certainty for banks. Quick breach detection and appropriate corrective actions decide the impact of such 

incidents on banks. It is high time that Indian banks wake up to harsh cyber realities.   

Questions 

(i)  Why cybercrimes are difficult to execute in developed countries? (4 Marks) 
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(ii)  What are the main threats that a bank faces from cyber-attacks? What are the remedies for such 

threats? Why public sector banks faces less threat of reputation risks due to cyber -attacks? 

(6 Marks) 

(iii)  How the Indian regulatory system has started to plug the loopholes in cyber risk management in 

banks?  (5 Marks) 

(C)  Multiple Choice Questions 

(i)  The Delphi technique is a method which involves getting opinion on a process  

(a)  From an individual 

(b)  From a group of individuals 

(c)  From Regulator 

(d)  None of the above 

(ii)  Which of the following is not an internal risk? 

(a)  Economic factors as price fluctuations, changes in consumer preferences, inflation, etc.  

(b)  Technological factors unforeseen changes in the techniques of production or distribution 

resulting into technological obsolescence etc.  

(c)  Physical factors such as fire in the factory, damages to goods in transit, etc.  

(d)  Human factors as strikes and lock-outs by trade unions; negligence and dishonesty of an 

employee; accidents or deaths in the factory etc.  

(iii)  The concept of risk-based maintenance is an advanced form of : 

(a)  Probability Centered Maintenance 

(b)  Risk Centered Maintenance 

(c)  Control Centered Maintenance 

(d) Reliability Centered Maintenance 

(iv)  The terms risk and uncertainty are often used in the corporate scenario. The measurement of 

uncertainty is  

(a)  A set of possibilities assigned to a set of possibilities 

(b)  A set of probabilities assigned to a set of possibilities 

(c)  A set of risks assigned to a set of uncertainties 

(d)  A set of uncertainties assigned to a set of risks. 

(v)  Which is not a drawback of Scenario Analysis? 

(a)  Assumes that the scenarios are equally probable 

(b)  Subjective in deciding how serious the risks are 

(c)  Implausible losses might be considered  

(d)  Considers the correlations between the risk factors 

(vi)  Which one of the following helps to related characteristics of an event to the probability and severity 

of the operational losses? 

(a)  Monte Carlo Simulation 

(b)  EWMA Model 

(c)  Statistical Analysis 
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(d)  Factor or Casual Analysis 

(vii)  Risks which occur even with no changes in the economy are classified as 

(a)  Dynamic risks 

(b)  Static risks 

(c)  Control risks 

(d)  Speculative risks 

(viii) Risk probability and impact assessment generally finds answers to the following questions 

EXCEPT 

(a)  What is control in the business in similar type of industry? 

(b)  What will it cost the business if it does happen? 

(c)  The probability and impact Matrix indicates which risks need to be managed.  

(d)  What is the probability that a risk will occur? 

(ix)  Poor morale and talent retention is a risk area for –  

(a)  Sales and Marketing  

(b)  Human Resources 

(c)  Finance and Accounts 

(d)  Information Technology 

(x)  Following is the view of Warren Buffet on the subject of Risk and Risk Management:  

(a)  Risk comes from not knowing what you are doing 

(b)  Risk management is about people and processes 

(c)  Risk management is a central part of any entity’s strategy management  

(d)  Risk management is the art of using lessons from the past to mitigate misfortune  

 (2 marks for each MCQ = 20 Marks)  

Case Study Question Number Three 

(A)  Country ABC takes over the business of a MNC situated in ABC itself by giving inadequate 

compensation.  

Host country ABC prevents the MNCs to get converted their earning from local currency to foreign 

currency to repatriate the same to home country of MNCs. Due to this restrictions even investors in 

MNCs business also suffer a lot.  

ABC has enforced certain dramatic changes in Rule and Regulations governing the host country. These 

sudden changes are of following types: 

• Unanticipated increase in tax rates applicable for MNCs operating in the host country.  

• Compulsion to hire local workforce. 

• Compliances of stricter environmental standards. 

ABC is also facing high level of red tapism and corruption at local and higher level and it pose a serious 

risk for MNCs operating in the host country as it leads to uncertainty and high cost of oper ation. 

The host country revoke an earlier turnkey projects awarded by the Government of host country without 

adequate consideration and damages.     

(i)  Highlight the type of risks being faced by a Multinational Company (MNC) in country ABC in the 

following situations. (5 Marks) 
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(ii)  What are the qualitative assessment tools to assess the risks faced by Country ABC? (5 Marks) 

(B)  Splendid Bank has given loan to several big companies. However, the credit appraisal system was very 

liberal while granting the loan. Following mistakes are made by the bank which makes it vulnerable to 

credit risk. 

(i)  Lender organization should consider going through the credit scoring agencies to ensure the 

customer has the paying ability. It always better to take the help of professionals during this step. 

During this stage, credit evaluation is very critical.  However, the bank didn’t take the help of a 

professional and some loopholes were left while checking the credibility of the customers.  

(ii)  It’s important for the lender to understand who all have been given trade credit in the past and how 

old are the relationship with such counterparty. This will establish a pattern to understand if the 

customer has a tendency to maintain the business relation or it’s just a pure business. Also, asking 

reference from the third party proves to be independent source to verify the commitment made by 

the customers. But, the bank was a bit lackadaisical in its approach and didn’t consult the third 

parties.   

(iii)  When a lender is convinced to provide a line of credit to the customer, it is his duty to have proper 

due diligence in place to ensure the line of credit is being placed in safe pair of hands. Irrespective 

of the professionals’ involvement in due diligence process, lender still has the moral responsibility 

to perform the due diligence on its own. This can be achieved by simply visiting the website, 

assessing the market creditability etc. Basically, publically sourced information is pretty useful in 

such cases. But, again the bank was negligent on this count.  

(iv)  Every effort should be made to ensure that the minimal cost of capital should be recovered from 

the customer. This can be achieved by simply asking the borrower for a deposit or the collateral. 

However, some of the collaterals taken by the bank were substandard.  

 The mistakes as mentioned above make the bank vulnerable to efficient recovery of the loan given by 

it. Advise as to how the bank can mitigate its credit risk. (8 Marks) 

(D)  Governance risks mean significant deficiencies that can impact the reputation, existence and continuity 

of the organisation. These arise on account of failure of the Board to direct and control the organisation 

or inappropriate practices adopted by the Board or collusion of management to override significant 

internal control mechanism causing financial losses or inability of the Board to identify principal risk 

factors that can impact business continuity.  

Often these failures are facilitated by corporate governance failures, where boards do not fully 

appreciate the risks that the companies are taking (if they are not engaging in reckless risk -taking 

themselves), and/or deficient risk management systems.  

In view of the above, highlight some of the sound practices from the point of view of Board of Directors 

and Audit Committee which aim to help national authorities and firms to continue to improve their risk 

governance.  (7 Marks) 

(E)  Dhirendra is forecasting a stock’s performance in 2012 conditional on the state of the economy of the 

country in which the firm is based. He divides the economy’s performance into three categories of good, 

neutral and poor and the stock’s performance into three categories of increase, constant and decrease. 

The estimates are: 

• The probability that the state of the economy is good is 20%. If the state of the economy is good, 

the probability that the stock price increases is 80% and the probability that the stock price  

decreases is 10%. 

• The probability that the state of the economy is neutral is 30%. If the state of the economy is 

neutral, the probability that the stock price increases is 50% and the probability that the stock price 

decreases is 30%. 
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• If the state of the economy is poor, the probability that the stock price increases is 15% and the 

probability that the stock price decreases is 70%. 

 Vikram, his supervisor, asks him to estimate the probability that the state of the economy is neutral given 

that the stock performance is constant. Dhirendra’s best assessment of that probability is closest to 

what?  (5 Marks) 

(F)  Multiple Choice Questions 

(i)  Stress testing in most jurisdictions was a regulatory requirement around:  

(a)  Solvency assessment  

(b)  Capital adequacy assessment 

(c)  Profitability assessment 

(d)  None of the above 

(ii)  The following is not one of the External factors to a bank’s credit risk:  

(a)  Fluctuation in Exchange Rates 

(b)  Fluctuation in interest rates 

(c)  Fluctuation in Government Policies 

(d)  Fluctuation in Lending Policy 

(iii)  The following one is not one of the components of credit risk 

(a)  Default Risk 

(b)  Exposure Risk 

(c)  Recovery Risk 

(d)  Political Risk 

(iv)  EAD – Exposure at Default refers to  

(a)  the loss likely to be suffered  

(b)  the amount that is exposed  

(c)  the risk of a borrower defaulting on the payment 

(d)  None of the above 

(v)  The following one is not of the governance risks –  

(a)  Disclosure and transparency norms are not articulated 

(b)  Rights to key ownership functions are not defined 

(c)  Responsibilities of the Board of Directors are not undefined 

(d)  There is no equitable treatment of Shareholders 

(vi)  We are exposed to risks arising out of the dynamic macroeconomic environment as well as from 

internal business environment. The following one is not termed as the Regulatory:   

(a)  Predatory pricing 

(b)  Non-renewal of mining leases 

(c)  Non-availability of protective trade measures 

(d)  Unanticipated labour unrest 
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(vii) Basel II norms indicate the recommended governance of operational risk in an organisation by 

three lines of defence model. The third line of defence is:  

(a)  Operational Risk Department 

(b)  Audit Committee 

(c)  Function/department/role that owns the process 

(d)  None of the above 

(viii) An organisation cannot identify an operational loss event by any one of the following triggers:  

(a)  Customer complaint  

(b)  Regulatory inspection 

(c)  Concurrent/management audit 

(d)  None of the above 

(ix)  Mutual Fund A returns 13% over the past year and had a standard deviation of 11%. The risk free 

return over the time period is 4%. The Sharpe Ratio would be __________ 

(a)  1.0 

(b)  0.5 

(c)  0.82 

(d)  0.90 

(x)  Project X had total revenues of Rs. 1,50,000 and total expenses of Rs. 75,000. The total risk-

weighted assets in the project are Rs. 4,50,000. RORAC (Return on Risk Adjusted Capital) for 

Project X is: 

(a)  11.1% 

(b)  12.5% 

(c)  16.67% 

(d)  40% (2 Marks for each MCQ = 20 Marks) 
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