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GARP Financial Risk and Regulation (FRR) Series Sample Questions (Q40-
Q45):

NEW QUESTION # 40
Which one of the following four metrics represents the difference between the expected loss and unexpected
loss on a credit portfolio?

e A, Modified duration

e B. Credit VaR

e C. Loss given default

e D. Probability of default

Answer: B
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NEW QUESTION # 41
A bank has a large number of auto loans and would prefer to sell them to raise cash for more finding.
However, selling individual auto loans is difficult. What could the bank do?

A. Obtain a stronger credit rating so that the bank could borrow at a cheaper rate.

B. Merge with another bank.

C. Set up a marketing team to sell individual loans to investors.

D. Package the loans into a securitized vehicle and sell the low risk portion of the portfolio.

Answer: D

NEW QUESTION # 42

DeltaFin wants to develop a control scoring method for its RCSA program. Which of the following statements
regarding scoring methods are correct?

L. DeltaFin can develop a control scoring method that assesses both the design and the performance of the
control.

II. DeltaFin can combine the design and performance scores for each control to produce an overall control
effectiveness score.

1. DeltaFin can use the control performance scores to compute an overall risk severity score.

IV. DeltaFin can determine its own appropriate control scoring method.

A. Tonly
B. IL, 111, and IV

C.IDand I
D.L II and IV

Answer: D

NEW QUESTION # 43
Interest rate swaps are:

e A. Exchange traded derivative contracts that allow banks and customers to obtain the risk/reward profile of long-term interest
rates without having to use long-term finding,

e B. OTC derivative contracts that allow banks to take positions in series of future exchange rates.

¢ C. Exchange traded derivative contracts that allow banks to take positions in future interest rates.

e D. OTC derivative contracts that allow banks and customers to obtain the risk/reward profile of long-term interest rates
without relying on long-term finding,

Answer: D

Explanation:

Interest rate swaps are over-the-counter (OTC) derivative contracts. They are designed to help banks and customers manage their
interest rate exposure without the need to use long-term finding, In an interest rate swap, two parties exchange cash flows from
interest rate payments, typically one fixed and one floating rate, based on a notional principal amount. This allows institutions to
benefit from the risk/reward profile of long-term interest rates, enabling them to manage their exposure to interest rate fluctuations
efficiently.

NEW QUESTION # 44
To quantify the aggregate average loss for the credit portfolio and its possible constituent subportfolios, a
credit portfolio manager should use the following metric:

A. Unexpected loss
B. Credit VaR

C. Expected loss
D. Factor sensitivity

Answer: C
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