
Chapter 1 Unit 1 
 
Q1. 
 

 
 
Calculate the 10-Day VaR. 
 
Q2. 
 

 
 
Q3. 
 

 



 
Q4. 
 

i. What are the Drawbacks of Value at Risk? 
ii. Compare Historical VaR, Parametric VaR and Monte Carlo VaR 

 
 
Q5. Calculate the 5% Daily VaR on the portfolio. Assume 252 Trading days in a year. 
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Q18. 
How is Marginal VaR different from incremental VaR? 
 
Q19.  
 

 
 
Q20 Calculate the Incremental VaR using full revaluation 
 

 
 
 



 
 
Solution 
 

1.   
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3.   

 
 



 
 
4.  
i.  Same as 3 iii 

 
ii.   

 

SNo Monte Carlo Historical Parametric 

1 Simulates return data to 
calculate VaR in similar 
manner as Historical 
method later 

Raw return data is used to 
calculate Var by calculating 
probabilities – hence no 
probability distribution is 
assumed 

Assumes the data to be 
normally or lognormally 
distributed and uses 
mean and SD into a 
formula 

2 Costly and time consuming Easy and cheap if data is 
correct and whole – no 
distribution 

Easy and cheap if mean 
and SD can be correctly 
estimated 

3 Does not assume a single 
distribution or rely on 
historical data  

Relies on historical data that 
might not predict future 

While not using historical 
data directly, the mean 
and SD calculations are 



well or might not be same 
in future 

done using historical 
data for a period called 
lookback period 

4 Better to calculate stressed 
VaR (in case of stress 
scenarios) 

Cannot be used as it is for 
stress testing or otherwise 

Better than historical 
method for stress testing 
– but normal assumption 
might not hold if the 
data available is not 
enough 
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18. In notes 
 
19.  

 
 
20.  
 Revaluation approach – calc both VaR and then subtract 
 

 



 
 
 
Approximation/Short Cut method:  
 

  



 


