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GARP Financial Risk and Regulation (FRR) Series Sample Questions (Q72-
Q77):
NEW QUESTION # 72 
The risk management department of VegaBank wants to set guidelines on commodity carry trades. Which of the following strategies
should she pursue to achieve a profitable commodity carry?
I. Buy short-term commodity futures and sell longer-dated position when the curve is in contango.
II. Buy short-term commodity futures and sell longer-dated position when the curve is in backwardation.
III. Buy long-term commodity futures and sell shorter-dated positions when the curve is in contango.
IV. Buy long-term commodity futures and sell shorter-dated positions when the curve is in backwardation.

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

Answer: D

Explanation:
To achieve a profitable commodity carry trade, the strategy should align with the market conditions represented by the shape of the
futures curve. The key concepts are contango and backwardation:
* Contango:
* Contango occurs when the futures prices are higher than the spot prices.
* To profit from contango, one should buy short-term futures contracts (which are cheaper) and sell long-term futures contracts
(which are more expensive).
* Backwardation:
* Backwardation occurs when the futures prices are lower than the spot prices.
* To profit from backwardation, one should buy long-term futures contracts (which are cheaper) and sell short-term futures
contracts (which are more expensive).
Given the statements:
* I. Buy short-term commodity futures and sell longer-dated position when the curve is in contango.
* IV. Buy long-term commodity futures and sell shorter-dated positions when the curve is in backwardation.
Both these strategies align with the correct market conditions for profitable trades.
References
Source: How Finance Works

NEW QUESTION # 73 
It is commonplace for the sellers of a single-name Credit Default Swap to post collateral to the buyer. What determines the amount
of collateral posted?

A. The credit standing of the protection seller and the RR for the underlying credit
B. The credit standing of the protection buyer and the EAD of the underlying credit
C. The credit standing of the protection seller and the PD of the underlying credit
D. The credit standing of the protection buyer and the LGD of the underlying credit

Answer: C

Explanation:
Comprehensive and Detailed In-Depth Explanation:
In a single-name Credit Default Swap (CDS), the protection seller (who assumes the credit risk) often posts collateral to the buyer
to mitigate counterparty risk. The amount of collateral is typically determined by:
* Credit standing of the protection seller:If the seller's creditworthiness declines (e.g., lower credit rating), more collateral is required
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to secure the buyer against the seller's potential default.
Reference:BCBS, "Basel III: A Global Regulatory Framework," December 2010, para. 91-96; GARP FRR Study Notes, Credit
Risk Section.

NEW QUESTION # 74 
What is the order in which creditors and shareholders get repaid in the event of a bank liquidation?

A. Depositors, debt holders, shareholders.
B. Debt holders, depositors, shareholders.
C. Depositors, shareholders, debt holders.
D. Depositors, shareholders, depositors.

Answer: A

Explanation:
In the event of a bank liquidation, the order of repayment is as follows:
* Depositors: They are given priority as they are often covered by deposit insurance schemes to maintain confidence in the banking
system.
* Debt Holders: After depositors, holders of the bank's debt are repaid. This includes both secured and unsecured creditors, with
secured creditors having a higher claim.
* Shareholders: They are last in line to receive any remaining funds after all other obligations have been satisfied. Common
shareholders are the last to be paid, after preferred shareholders.
This hierarchy ensures that the most senior and secured claims are addressed first, providing a structured approach to
liquidation.References: How Finance Works, discussions on bank liquidation processes and the hierarchy of claims.

NEW QUESTION # 75 
BetaFin, a financial services firm, does not have retail branches, but has fixed income, equity, and asset management divisions.
Which one of the four following risk and control self-assessment (RCSA) methods fits the firm's operational risk framework the
best?

A. RCSA workshop approach
B. RCSA loss data approach
C. RCSA scenario analysis approach
D. RCSA questionnaire approach

Answer: A

Explanation:
Given that BetaFin does not have retail branches and operates in fixed income, equity, and asset management divisions, the RCSA
workshop approach is the best fit. This approach allows for interactive discussions among experts from different divisions, facilitating
a deeper understanding of the operational risks specific to each division.

NEW QUESTION # 76 
When considering the advantages of operational risk function owned by the Chief Compliance Officer in a financial institution, an
operational risk manager consultant suggests that this governance approach will have all of the following advantages except:

A. The operational risk function is closely linked in a partnership with the compliance function to leverage data and assessment
activities.
B. In accordance with Basel II Accord, the operational risk function should report directly into the audit function and
strengthen that function.
C. This governance structure maintains an independent operational risk function.
D. The operational risk function quickly inherits an existing reporting structure, established meeting schedules and functional
reporting cycles from the compliance function.

Answer: B

Explanation:
Advantages of having the operational risk function owned by the Chief Compliance Officer include:



* Maintaining an independent operational risk function.
* Linking the operational risk function closely with the compliance function to leverage data and assessment activities.
* Quickly inheriting an existing reporting structure, established meeting schedules, and functional reporting cycles from the
compliance function. However, according to Basel II Accord, the operational risk function should not report directly into the audit
function; it should have its own distinct reporting line to maintain independence.
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