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Please note / important notes: 
 
Please register as a user of myUnisa as soon as possible. It is free of charge. Visit 
https://my.unisa.ac.za for details. At myUnisa you will be able to get in touch with fellow students, 
submit your assignments, update your details, find self-assessment questions, participate in 
discussion forums and blogs and have access to important announcements made pertaining to this 
module.   
 
It is also important that you provide Unisa with your cellular number because important 
announcements may be sent to you by sms. 
 

 

1 INTRODUCTION  
 
Dear Student 
 
The purpose of this tutorial letter is to provide you with guidelines on answering the first compulsory 
assignment, the first self-evaluation assignment, as well as some information on the examination 
paper.  
 
2 GUIDELINES FOR ANSWERING ASSIGNMENT 01 

 

Question 1: Correct option 2 

 

Refer to Chapter 1, p2, in the prescribed book.  
 

Risk management should be focussed on both the downside and upside of possible risk events. 
A risk event with a high probability of occurring is considered a high risk event. There are two sides 
to risk; the one side tries to prevent a loss or if it occur minimising it while the other side takes a risk 
with the aim of making a profit. Risk management should be focused on both risks and 
opportunities. In the light of this, risk should be viewed from both a positive and negative 
perspective.     
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Question 2: Correct option 3 

 

Refer to Chapter 1, p10, in the prescribed book.  
 
Option contracts are used to hedge against price changes in commodities. Forward contracts are 

mainly used as anticipatory hedges. Hedging is used to manage financial risks and operational 

risks are not categorised as financial risks. Option contracts are derivatives, which serve a valuable 

purpose in providing a means to manage financial risks, by transferring undesired risk, at a price, 

to another party who either want to assume the risk or have other offsetting risks.    

 
Question 3: Correct option 2 
 
Refer to Chapter 1, p7, in the prescribed book.  

 
Derivative risk arises from hedging activities or speculation in the market. Credit risk arises from 
the failure of customers to pay back loans. Market risk arises from the decrease in the value of 
financial portfolios due to market movements. Exchange rate risk arises from fluctuations in 
exchange rates.  

 

Question 4: Correct option 1 

 

Refer to Chapter 1, p9, in the prescribed book.  
 

Derivatives aim to cover risks associated with prices of commodities, foreign exchange rates, equity 

and interest rates. 

 

Question 5: Correct option 2 

 

Refer to Chapter 1, p8, in the prescribed book.  
 

Credit risk comprises of default risk, recovery risk and exposure risk. 

 

Question 6: Correct option 3 

 

Refer to Chapter 1, p17, in the prescribed book.  
 

According to the Basel Committee, 2003, operational risk results from inadequate and failed internal 

processes, failures caused by people and systems and external events. 

 

Question 7: Correct option 4 

 

Refer to Chapter 1 in the prescribed book.  
  

Non-financial risk include amongst others, strategic risk, reputational risk and operational risk. 

Country risk is considered a financial risk.  
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Question 8: Correct option 4 

 

Refer to Chapter 2, p41, in the prescribed book.  
 

An organization with a conservative approach towards risk has a risk-averse attitude towards risk.    

 

Question 9: Correct option 2 

 

Refer to the Unisa guide, Study unit 1.   
 

The key drivers that increased the risk profiles of organisations are amongst others, more vigilant 

regulatory environment, increased focus on governance, globalisation and more sophisticated 

consumers. 

 

Question 10: Correct option 1 

 

Refer to Chapter 3, p65, in the prescribed book.  
 

The top-down approach to the establishment of an operational risk management function  defines the  

operational risk categories. The bottom-up approach is the preferred method for the actual 

management of operational risk, the identification of risk and involves all employees throughout the 

organisation.  

 

Question 11: Correct option 3 

 

Refer to Chapter 1, p31, in the prescribed book.  
 

The three pillars of operational risk management and corporate governance in terms of the new 
Basel Accord are regulatory capital requirements, supervision and market discipline.    

 

Question 12: Correct option 3 

 

Refer to Chapter 1, p26, in the prescribed book.  
 

Technological risks can be prevented through data protection measures in the form of firewalls. 

Back-up systems are considered functional protection while security measures such as password 

protection are considered physical protection.  

 

Question 13: Correct option 4 

 

Refer to Chapter 3, p64, in the prescribed book.  
 

Reputation is an external operational risk driver. Innovations are considered an internal driver while 

cost effectiveness and risk awareness are considered management drivers.  
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Question 14: Correct option 3 

 

Refer to Chapter 1, p4, in the prescribed book.  
 

Enterprise Risk Management (ERM) is considered a holistic or comprehensive approach to the 
management of risk. ERM will enhance the risk taking capabilities of enterprises by addressing the 
interdependencies between different risk types in an efficient manner. ERM should be driven within 
due cognisance of the overall risk appetite of the enterprise.  

 

Question 15: Correct option 1 

 

Refer to Chapter 1, P9, in the prescribed book.  
 

Market risks can be measured by Scenario analysis and managed through the use of derivatives.  
Market risks are directly influenced by interest rate movements in the market. Credit risks are 
mainly classified as default, exposure and recovery risk. 
                                                                    

3 GUIDELINES FOR THE EXAMINATION 
 
A two-hour, 70 marks, fill-in paper will be set for both the October/November and May/June 

examinations. The mark you obtain out of 70 will be converted to a percentage mark. 

The examination paper will comprise TWO sections.  

SECTION A comprises multiple choice and true/false type questions.  

NOTE: 

When answering true/false questions you must indicate whether the statement is true or false. This 

must be followed by a proper motivation which supports your initial answer. In the exam, no marks 

will be awarded for a true or false answer without a proper motivation. A motivation can be 

approached in two ways. For a false statement, first motivate why the answer is false and then 

indicate what would be the correct statement or fact(s). For correct statements, emphasise why the 

answer is considered correct.  

 

SECTION B comprises essay and paragraph type questions.   

All the questions in the paper must be answered in the spaces provided on the paper. No 

mark-reading sheet will be required.  

Additional study guidelines: 

The following general guidelines apply to both the May/June and October/November examination 

papers: 

 Answer the written questions in point format. Underline or highlight the main facts. Make 
use of headings and subheadings in your answers.  

 Indicate the answers to the multiple choice questions on the answer book.  

 With regard to the True/False questions you must indicate whether the statement is true or 
false and provide a motivation for your answer. No marks will be provided for a True or 
False answer where no motivation is provided.  

 Never leave open spaces. Guess the answer if you have to – you may guess right. 
Remember if you are a border case we might try to find a mark or two. If there is open 
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spaces this is impossible.  
 

Some of the major problems experienced by students in this paper in previous examinations have 

been as follows: 

 Not including sufficient facts in an answer  
 
When a question requires you to “name and discuss for 10 marks” it normally expects you to list at 

least five facts and give a brief explanation of or elaboration on each fact. When a question asks 

you to “name and briefly explain three factors for 10 marks” it requires you to list the three factors 

and give a more detailed explanation of each. A discussion question should be answered in point 

form and facts should be highlighted - in this way you can ensure that you include sufficient facts in 

the answer. Make use of headings and subheadings in your answer. 

 Misinterpretation of questions 
 
This is normally one of the major problems. When you read a question, make sure that you 
underline the key words in the question. In the answer itself, ensure that you at least refer to those 
key words and base your answer on them. 
 

 Including too much detail in the answers and repeating facts 
 
Do not write more than two pages for 10 marks. You will run out of time and will not be able to 

complete the paper. Be careful not to repeat facts - you can prevent this by answering the questions 

in point form and highlighting key words and concepts. 

 Incomplete facts 
 
Students tend to include only a certain part of a fact. For example: Interest rate risk is the risk of 
changing interest rates. This fact is not complete as interest rate risk is the risk of a loss that an 
organisation could suffer as a result of adverse consequences due to fluctuations in interest 
rates. Without the part in bold, the fact is incomplete. Where you are required to merely list facts, 
you should still make sure that the fraction makes sense. For example when listing the possible 
effects of reputational risk, merely listing “share prices” will not earn you any marks. The answer 
should read: “A decline in the share price of the company and loss of investors”. Although you are 
only required to list facts, your answer should still make sense and be self-explanatory. 
 
4 CONCLUDING REMARKS 
 
We trust that you have found the study of this module both interesting and rewarding up to this 
stage. Please do not hesitate to contact us if you have any difficulties with the study material for this 
module. 
 
Best wishes 
 
 
MRS CECILE DE SWARDT (AJH 5-115) 
MISS SUNE MARE (AJH 5-117) 
DEPARTMENT OF FINANCE, RISK MANAGEMENT AND BANKING 
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