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INSTRUCTIONS:  Answer Question ONE and ANY OTHER TWO Questions 

 

Q1. a) When referring to risk as variability around an expected value, we 
generally measure risk using variance or standard deviation: 

 
i. Compute the variance and standard deviation for the following 

probability distribution. 
ii.  

Distribution 1   Distribution 2    Distribution 3 
Loss outcome Probability      outcome  Prob      outcome prob 
 250 .33   0 .33   0 .4 
 500 .34   500 .34   500 .2 
 750 .33   1000 .33   1000 .4 
 
         (6marks) 
  

iii. Interpret your results in (a i) above    (2marks) 
 

b)   Indirect losses are often more severe than direct losses. Explain briefly   
          (4marks) 

 
c)    Distinguish between these terms as used in risk management 
 

i)  Coinsurance and pooling 
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ii)  Diversification and Prevention 
iii)  Indemnity and Deductibles       

         (3marks) 
 

d)   Omarimba a close friend would like to take up an insurance policy ; while you 
take tea at the T-Mall help him identify his individual exposures (5marks) 
 

e)   Loss control is critical in managing expected losses. Discuss briefly  
          (5marks) 

 
f)   Insurance hinges on pooling arrangements. Explain   (5marks) 

 

 
Q2. a) WQ, a hitherto successful airline, has of late been faltering; following the 

recommendations of a consortium spearheaded by the cabinet secretary for 
Transport, Tourism & Cultural Affairs, a multi-sectoral team has been proposed 
to turn the ‘pride of the nation’ around. 

 As part of the multi-sectoral team and with your background in risk management, 
 what are some considerations that WQ should make    (10marks) 
 
b) You attended the just concluded Company of the Year Award (COYA) function 

held at the Kempinski hotel. In your interactions with the CEO of LiberC, an 
insurance company, it came out that the greatest challenge for the industry 
according to him is moral hazard and adverse selection. As a practitioner in the 
same industry do you concur?  If yes, are there possible solutions?   
          (10marks) 
 

Q3. a)  In recent years risk managers have increasingly relied on loss retention as 
a basic method of risk treatment. Losses formerly insured commercially 
are paid for by the corporation directly. Give arguments for and/or against 
this trend        (10marks) 

 
b) The proposed introduction of a derivatives market in the Nairobi Securities 

Exchange (NSE) will revolutionalize financial risk management.  Discuss 
          (10marks) 

 
Q4. Risk management has traditionally been viewed with regard to property and 

exposures to them. In most organizations risk management roles are played by 
the internal audit function and the finance function. From the basic definition of 
risk as uncertainty or variability from an expected outcome; the traditional 
approach is quite narrow. Organizations as a whole exist to achieve some 
“expected outcome” and whenever there’s variability then there’s risk. Forward 
looking organizations and ones that will thrive going forward will necessarily 
embrace “Strategic Objectives At Risk” (SOAR) and Enterprise Risk 
Management (ERM) as a methodology for managing risks associated with 
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strategic risks associated with such strategic objectives. Discuss   
          (10marks) 
 

b) Your brother a database administrator with AQU, a leading firm in the banking 
industry, says he is worried with the trend of cyber crime affecting the industry. 
Discuss with him risk management methods relevant to his industry and 
especially the challenge at hand      (10marks) 

 

*END* 


