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Question: 1584

In the context of risk management, what does "risk monitoring" entail?

A. Regularly reviewing and assessing risk exposure
B. Developing new products
C. Focusing solely on credit risk
D. Conducting market research

Answer: A

Explanation: Risk monitoring entails regularly reviewing and assessing risk exposure
to ensure that risk management strategies remain effective. This ongoing process
allows banks to adapt to changing circumstances and maintain control over their risk
profiles.

Question: 1585

Which of the following describes a situation where risk treatment involves
transferring risk?

A. Accepting the risk
B. Implementing security measures
C. Purchasing insurance



D. Ignoring the risk

Answer: C

Explanation: Transferring risk typically involves purchasing insurance, where the
financial impact of a risk is shifted to another party, effectively managing the
potential loss.

Question: 1586

Which of the following is a risk associated with the use of cryptocurrencies in
banking?

A. Regulatory uncertainty
B. Low volatility
C. Centralized control
D. High transaction transparency

Answer: A

Explanation: Regulatory uncertainty is a significant risk associated with the use of
cryptocurrencies in banking, as the legal status and regulations surrounding
cryptocurrencies are still evolving in many jurisdictions.

Question: 1587

A mid-sized commercial bank is validating its IRB portfolio credit risk model under



the asymptotic single-risk-factor framework. The risk management team generates
the conditional default probability surface and the resulting unconditional portfolio
loss distribution for a homogeneous corporate loan book with average PD of 1.25%,
asset correlation  and LGD of 45%. The diagram below shows the simulated
loss density (solid curve) overlaid with the analytical Vasicek density (dashed curve)
and marks the 99.9% unexpected-loss quantile.

Given the diagram and the model parameters, which statement correctly identifies
the primary source of residual model risk that the validation team must escalate?

A. The marked 99.9% quantile is located too far to the right of the mean; therefore
the bank must reduce the regulatory asset-correlation parameter  by 30% to restore
consistency with historical loss experience
B. The analytical Vasicek density under-states the far-tail quantile relative to the
empirical distribution because the single-factor Gaussian copula assumption fails to
capture residual name concentration and stochastic LGD

ρ = 0.18

ρ



C. Divergence between the empirical and analytical densities in the extreme tail
arises solely from sampling error in the 50 000 Monte-Carlo paths and can be
eliminated by increasing the number of simulations
D. The model is fully consistent with the large-homogeneous-portfolio assumption of
Basel IRB; residual differences are immaterial and no capital add-on is required

Answer: B

Explanation: Under the asymptotic single-risk-factor (ASRF) framework the

conditional default probability is given by  and the

unconditional loss density is obtained by integrating over the systemic factor Z.
When the portfolio contains residual name concentration or when LGD is stochastic,
the empirical loss distribution exhibits heavier tails than the pure Gaussian ASRF
density. The diagram shows precisely this divergence in the extreme right tail,
indicating that the closed-form Vasicek solution under-states the true 99.9%
unexpected-loss quantile. Sampling error alone would produce random fluctuations
around the analytical curve rather than a systematic excess of mass in the far tail;
reducing  would move the quantile leftward and is not supported by the observed
divergence; and the residual discrepancy is material for capital adequacy, so an add-
on or model adjustment is required.

Question: 1588

What is a critical aspect of managing conduct risk within a financial institution?

A. Ignoring customer feedback
B. Monitoring employee behavior and practices
C. Reducing regulatory oversight
D. Focusing solely on profitability

L(Z) = Φ ( )Φ−1(PD)−√ρZ

√1−ρ

ρ



Answer: B

Explanation: A critical aspect of managing conduct risk within a financial institution
is monitoring employee behavior and practices. This ensures that all staff adhere to
ethical standards and regulatory requirements, minimizing the risk of misconduct.

Question: 1589

A bank’s ERM framework diagram illustrates the relationship between risk culture,
three lines of defence, and the risk appetite framework.



After a series of near-miss operational incidents, internal audit reports that the first
line is consistently overriding second-line limit recommendations without
documented justification. Which corrective action is most consistent with the
framework shown?

A. Transfer all limit-setting authority exclusively to the third line
B. Strengthen the escalation protocol so that repeated overrides automatically trigger
board-level review, reinforce accountability training, and enhance independent
assurance coverage by the third line
C. Ignore the overrides provided the overall capital ratios remain above regulatory
minima
D. Abolish the second line and allow the first line full autonomy to speed decision-
making

Answer: B

Explanation: The three-lines-of-defence model embedded in the ERM diagram
assigns risk ownership to the first line, independent oversight and challenge to the
second line, and assurance to the third line. Systematic overrides without
justification undermine the second-line function and weaken the risk culture base.
The appropriate response is to reinforce escalation triggers within the risk-appetite
framework, retrain staff on accountability, and increase third-line scrutiny—thereby
restoring the intended checks and balances rather than dismantling any line of
defence.

Question: 1590

Why do banks utilize funding concentration monitoring tools as part of their liquidity
risk framework?

A. Ensuring that all secured retail deposits are concentrated heavily in a single



geographic territory.
B. Avoiding excessive institutional reliance on a single provider or specific
instrument for funding.
C. Maximizing the deliberate concentration of the corporate loan portfolio in high-
yield debt.
D. Concentrating all institutional borrowing efforts strictly on overnight short-term
interbank markets.

Answer: B

Explanation: A core principle of robust liquidity risk management is diversification.
Funding concentration tools monitor the proportion of the bank's liabilities derived
from specific counterparties, economic sectors, geographic regions, or specific
financial instruments. If a bank relies too heavily on a single massive institutional
depositor or a specific wholesale market, the sudden withdrawal of those specific
funds could trigger a liquidity crisis. Monitoring concentration ensures the bank
maintains a highly diversified and stable funding base.

Question: 1591

Which statement best describes a core objective of risk management principles in
banking? 

A. Focusing solely on regulatory compliance without strategic input
B. Maximizing short-term profits by increasing risk exposure levels
C. Supporting sustainable value creation within defined risk limits
D. Eliminating all potential losses through complete risk avoidance

Answer: C



Explanation: Risk management principles in banking centre on enabling the
institution to pursue its objectives and create long-term value while remaining within
its risk capacity and appetite. This involves identifying, measuring, monitoring and
controlling risks so that the bank can take informed risks that support strategy rather
than seeking the impossible goal of eliminating every risk or pursuing unchecked
profit maximisation.

Question: 1592

Which of the following represents a type of market risk?

A. Operational risk
B. Liquidity risk
C. Credit risk
D. Interest rate risk

Answer: D

Explanation: Interest rate risk is a type of market risk that arises from fluctuations in
interest rates, which can impact the value of financial instruments and the overall
financial position of a bank.

Question: 1593

Which of the following is a type of market risk?

A. Liquidity risk
B. Credit risk



C. Operational risk
D. Interest rate risk

Answer: D

Explanation: Interest rate risk is a type of market risk that arises from fluctuations in
interest rates, which can affect the value of financial instruments and the cost of
borrowing.

Question: 1594

A bank exposed to a portfolio of carbon-intensive corporate borrowers faces
elevated credit risk primarily through which transition channel?

A. Direct physical destruction of production facilities by storms
B. Higher operating costs and potential stranded assets from policy changes
C. Immediate liquidity drains caused by deposit withdrawals after floods
D. Operational outages at the bank’s own data centers

Answer: B

Explanation: Transition policies such as carbon pricing or emission limits can
increase costs, reduce demand and strand assets of high-emission borrowers, thereby
impairing their debt-service capacity and elevating the bank’s credit risk.

Question: 1595

In open banking architectures, Application Programming Interfaces (APIs) introduce



specific digital risks. Which configuration setting is crucial for mitigating
unauthorized automated scraping of data via public APIs?

A. Publishing detailed internal architectural diagrams on public forums to encourage
crowdsourced security testing.
B. Disabling all encryption protocols to ensure that API requests are processed with
minimal latency.
C. Implementing strict rate limiting and robust input validation to throttle excessive
requests and block malicious payloads.
D. Hardcoding administrative credentials directly into the API source code to
streamline continuous authentication.

Answer: C

Explanation: Public-facing communication interfaces are frequently targeted by
automated bots attempting to extract large datasets or inject malicious commands.
By restricting the number of queries a single user can make within a specific
timeframe and rigorously checking the format of incoming data, organizations can
protect backend systems from exhaustion and exploitation.

Question: 1596

In the risk management process, what is the primary purpose of establishing the
context before proceeding to assessment?

A. To implement selected treatment options across all business units
B. To calculate residual risk scores after applying controls
C. To customise the process by defining scope, objectives and criteria
D. To prepare final monitoring reports for board submission



Answer: C

Explanation: Establishing the context involves defining the scope of the risk
management activities, understanding the external and internal environments that
influence the organisation, and setting the risk criteria against which risks will later
be evaluated. This customisation ensures that subsequent assessment and treatment
steps are relevant to the organisation’s objectives and operating environment.

Question: 1597

Under an ERM framework, risk-adjusted pricing ensures that loans are priced
adequately to cover expected and unexpected losses. If a loan requires $2,000 in
economic capital, the cost of capital is 10%, expected loss is $500, and operating
costs are $300, what is the minimum revenue required to meet the cost of capital?
(Below Options should be first shuffled and then made in Alphabetic Order, No
blank line between below Options)

A. Finding a required revenue of $2,000 to precisely match the allocated economic
capital.
B. Estimating $1,500 based on standard regulatory markup requirements above
expected losses.
C. Deriving a total of $800, which covers only the expected loss and operating
expenses.
D. Calculating a required revenue of $1,000 to cover all risk components and capital
costs.

Answer: D

Explanation: To meet the cost of capital on a risk-adjusted basis, the revenue must
cover the expected loss, operating expenses, and the return demanded on the
allocated economic capital. The formula calculation is: Minimum Revenue =



Expected Loss + Operating Costs + (Economic Capital × Cost of Capital). Plugging
in the values: $500 + $300 + ($2,000 × 0.10) = $800 + $200 = $1,000.

Question: 1598

After identifying and analyzing risks, a bank meticulously documents these risks
along with their likelihood, impact, mitigating controls, and designated risk owners.
What is the standard term for this comprehensive document?

A. Risk appetite statement
B. Risk taxonomy
C. Risk register
D. Risk dashboard

Answer: C

Explanation: A risk register is a centralized repository or log used to record details of
all identified risks, the results of their analysis and evaluation, and information on
how they are being treated and monitored. It is a fundamental tool for day-to-day
risk management tracking.

Question: 1599

In fintech risk management, what does the term "operational risk" refer to?

A. Risks arising from internal processes, people, and systems failures
B. Risks related to regulatory compliance
C. Risks from external economic factors



D. Risks associated with market fluctuations

Answer: A

Explanation: Operational risk refers to risks arising from internal processes, people,
and systems failures within an organization, making it a critical area of focus in
fintech risk management.

Question: 1600

How is Loss Given Default (LGD) defined and utilized within credit risk modeling?

A. As the administrative cost of processing standard retail mortgage applications
B. As the probability that an economic downturn will increase market interest rates
C. As the total gross revenue generated by a loan portfolio over its lifecycle
D. As the proportion of total exposure that is lost when a borrower defaults,
expressed net of recoveries and collateral value

Answer: D

Explanation: Loss Given Default (LGD) measures the economic loss severity
expressed as a percentage of the total exposure at default (EAD), taking into
account collateral haircuts, guarantees, and recovery collection expenses.

Question: 1601

Which of the following is a "Physical Risk" associated with "Climate Risk
Management"?



A. Potential damage to a bank's coastal branches due to rising sea levels.
B. A sudden increase in energy costs caused by the introduction of carbon taxes.
C. The loss of market share to fintech competitors using green technology.
D. A decrease in demand for high-emission vehicles due to new regulations.

Answer: A

Explanation: Physical risks result from the physical effects of climate change. These
can be acute, such as event-driven floods or wildfires, or chronic, such as long-term
shifts like rising sea levels or changes in precipitation. Damage to physical
infrastructure, including bank branches or the properties of borrowers, falls directly
into this category.

Question: 1602

Which of the following best describes the purpose of communication and
consultation within the risk management process?

A. To calculate precise numerical values for every identified risk
B. To replace the need for formal risk assessment activities
C. To ensure stakeholders understand risks and contribute to decisions
D. To finalise treatment plans without further stakeholder input

Answer: C

Explanation: Communication aims to promote awareness and understanding of risk,
while consultation seeks feedback and information from stakeholders. Together they
ensure that risk-related decisions are informed by diverse expertise and that those
affected by the decisions understand the rationale behind them.



Question: 1603

What is a fundamental mathematical weakness of Value at Risk (VaR) that makes it
less robust than Expected Shortfall (ES) for aggregating risk across different trading
desks?

A. Requiring excessively complex data inputs that are generally unavailable for
standard exchange-traded equities.
B. Tending to overstate the severity of losses during periods of extremely low market
volatility and high liquidity.
C. Failing to fulfill the subadditivity property, meaning portfolio risk might appear
larger than the sum of its parts.
D. Ignoring the time value of money when projecting potential losses over an
extended ten-day holding period.

Answer: C

Explanation: A coherent risk measure must satisfy the property of subadditivity,
which mathematically ensures that the risk of a combined portfolio is never greater
than the sum of the risks of its individual components (due to diversification
benefits). VaR is not inherently subadditive, particularly when return distributions
are not perfectly normal or exhibit heavy tails. This means combining two portfolios
could paradoxically result in a higher VaR than the sum of their standalone VaRs,
penalizing diversification. Expected Shortfall always satisfies subadditivity.

Question: 1604



What does Exposure at Default (EAD) measure in regulatory and economic capital
calculations for credit risk?

A. The minimum equity capital required to absorb unexpected market shocks
B. The total gross profit margin earned on a credit facility
C. The historical average recovery rate of unsecured retail loans
D. The predicted total amount of credit exposure outstanding when a borrower
defaults

Answer: D

Explanation: Exposure at Default (EAD) represents the expected gross outstanding
amount of a credit facility at the time a default occurs, accounting for both current
drawn balances and potential future drawdowns on committed credit lines via Credit
Conversion Factors (CCF).

Question: 1605

What is the significance of external operational risk loss data in benchmarking?

A. It is only useful for regulatory compliance
B. It focuses on financial metrics only
C. It allows organizations to ignore their internal data
D. It provides insights into industry best practices and trends

Answer: D

Explanation: The significance of external operational risk loss data in benchmarking
lies in its ability to provide insights into industry best practices and trends. This
information helps organizations assess their performance relative to peers and



identify areas for improvement.

Question: 1606

Which of the following is a characteristic of a well-diversified credit portfolio?

A. High exposure to high-risk borrowers
B. Concentration in a single industry
C. Multiple borrowers across various sectors
D. Uniform loan amounts

Answer: C

Explanation: A well-diversified credit portfolio consists of multiple borrowers across
various sectors, which helps mitigate risk by reducing reliance on any single
borrower or industry.

Question: 1607

Under an ISDA Master Agreement the process of close-out netting is triggered by:

A. The occurrence of an event of default or termination event as defined in the
agreement
B. A request from the regulator to reduce gross notional amounts
C. A routine daily valuation agent calculation
D. The maturity date of the longest-dated transaction in the portfolio



Answer: A

Explanation: The Master Agreement lists specific events of default (failure to pay,
bankruptcy, etc.) and termination events. Upon the occurrence of any such event the
non-defaulting party may designate an early termination date, after which all
transactions are valued and netted according to the close-out provisions.

Question: 1608

What is the primary purpose of a risk management framework in banking?

A. To provide a structured approach to identifying, assessing, and managing risks
B. To ensure compliance with regulatory requirements only
C. To enhance profitability through risk-taking
D. To eliminate all risks

Answer: A

Explanation: A risk management framework provides a structured approach to
identifying, assessing, and managing risks, ensuring that banks can effectively
mitigate potential threats while pursuing their business objectives.

Question: 1609

A bank is designing a risk dashboard for its operational managers. Which design
configuration represents a best practice for risk reporting at this level?

A. Providing abstract macroeconomic data with no specific departmental metrics.



B. Displaying only lagging indicators that highlight past unchangeable losses.
C. Utilizing complex legal jargon that requires interpretation by external counsel.
D. Presenting actionable, timely metrics specific to the managers' daily operations.

Answer: D

Explanation: Operational and mid-level managers require actionable, transparent,
and timely risk data strictly related to their direct areas of oversight (e.g., transaction
failure rates) to effectively monitor and adjust their daily operational processes.

Question: 1610

Which of the following best describes "hedging" in the context of trading?

A. Increasing liquidity in the market
B. Reducing risk exposure by taking offsetting positions
C. Investing solely in government securities
D. Taking on additional risk to increase potential returns

Answer: B

Explanation: Hedging in trading involves reducing risk exposure by taking offsetting
positions in different financial instruments, helping to protect against adverse price
movements.

Question: 1611

A comprehensive, resilient capital management framework intrinsically includes a



Capital Contingency Plan (CCP). What is the paramount, strategic purpose of
establishing and eventually triggering a bank's internal CCP?

A. To identify and rapidly execute pre-approved management actions to restore
capital ratios during severe stress.
B. To permanently suspend the risk management function until the macroeconomic
environment returns to a baseline state.
C. To immediately terminate all standard compliance reporting to focus solely on
short-term operational survival.
D. To deliberately manipulate the external stock price by circulating positive rumors
regarding the bank's liquidity.

Answer: A

Explanation: A contingency plan is a proactive governance tool. It outlines clear,
sequenced actions (such as asset sales, dividend suspensions, or emergency equity
issuance) that executive management must take when capital ratios breach early-
warning thresholds. By having these actions pre-evaluated and approved by the
Board, the institution can react decisively to halt capital degradation during a crisis.
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