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GARP Financial Risk and Regulation (FRR) Series Sample Questions (Q161-
Q166):
NEW QUESTION # 161 
For two variables, which of the following is equal to the average product of the deviations from their respective means?

A. Correlation
B. Standard deviation
C. Covariance
D. Kurtosis

Answer: C
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Explanation:
Covariance is a measure of the degree to which two variables move together. It is calculated as the average product of the
deviations of each pair of observations from their respective means. If the covariance is positive, the variables tend to move in the
same direction. If it is negative, they move in opposite directions.

NEW QUESTION # 162 
Which one of the following four statements about market risk is correct? Market risk is

A. The maximum likely loss in the market value of portfolios and financial instruments caused by the failure of the counterparty
to meet its obligations.
B. The maximum likely loss in the market value of portfolios and financial instruments over a given period of time.
C. The exposure to an adverse change in the credit quality in portfolios or of financial instruments.
D. The exposure to an adverse change in the market value of portfolios and financial instruments caused by a change in
market prices or rates.

Answer: D

Explanation:
Market risk is the exposure to an adverse change in the market value of portfolios and financial instruments caused by a change in
market prices or rates. This definition encompasses the variability in market prices, such as interest rates, foreign exchange rates, and
equity prices, which can impact the value of financial instruments and portfolios.

NEW QUESTION # 163 
For which one of the following four reasons do corporate customers use foreign exchange derivatives?
I. To lock in the current value of foreign-denominated receivables
II. To lock in the current value of foreign-denominated payables
III. To lock in the value of expected future foreign-denominated receivables IV. To lock in the value of expected future foreign-
denominated payables

A. I and IV
B. II
C. I, II, III, IV
D. II and III

Answer: C

Explanation:
Corporate customers use foreign exchange derivatives for several reasons:
* To lock in the current value of foreign-denominated receivables (I)
* To lock in the current value of foreign-denominated payables (II)
* To lock in the value of expected future foreign-denominated receivables (III)
* To lock in the value of expected future foreign-denominated payables (IV) These derivatives are used as a hedging mechanism to
manage currency risk and provide certainty regarding future cash flows and
* costs.

NEW QUESTION # 164 
Which one of the four following statements about the Risk Adjusted Return on Capital (RAROC) is correct?
RAROC is the ratio of:

A. Value-at-risk to the profitability of a trading portfolio or a business unit.
B. Profitability to the expected return of a trading portfolio or bank business unit.
C. Risk to the profitability of a trading portfolio or a business unit within the bank.
D. Profitability to the risk of a trading portfolio or bank business unit.

Answer: D



NEW QUESTION # 165 
A risk associate is trying to determine the required risk-adjusted rate of return on a stock using the Capital
Asset Pricing Model. Which of the following equations should she use to calculate the required return?

A. Required return = risk-free return + 1/beta x market risk
B. Required return = (1-risk free return) + beta x market risk
C. Required return = risk-free return + beta x market risk
D. Required return = risk-free return + beta x (1 - market risk)

Answer: C

NEW QUESTION # 166
......
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