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QUESTION 1

John owns a bond portfolio worth $2 million with duration of 10. What positions must he take to hedge this portfolio
against a small parallel shifts in the term structure. 

A. Long position worth $2 million with duration of 10. 

B. Long position worth $20 million with duration of 1. 

C. Short position worth $2 million with duration of 10. 

D. Short position worth $20 million with duration of 1. 

Correct Answer: C 

 

QUESTION 2

If the yield on the 3-month risk free bonds issued by the U.S government is 0.5%, and the 3-month LIBOR rate is 2.5%,
what is the TED spread? 

A. 0.5% 

B. -2.0% 

C. 2.0% 

D. 3.0% 

Correct Answer: C 

 

QUESTION 3

Which one of the following areas does not typically report into a central operational risk function? 

A. Business continuity planning 

B. Information security 

C. Geopolitical and strategic planning 

D. Embedded operational risk coordinators or specialists or managers 

Correct Answer: C 

 

QUESTION 4

Which one of the following four alternatives lists the three most widely traded currencies on the global foreign exchange
market, as of April 2007, in the decreasing order of market share? EUR is the abbreviation of the European euro, JPY is
for the Japanese yen, and USD is for the United States dollar, respectively. 



A. JPY, EUR, USD 

B. USD, EUR, JPY 

C. USD, JPY, EUR 

D. EUR, USD, JPY 

Correct Answer: B 

 

QUESTION 5

Altman\\'s Z-score incorporates all the following variables that are predictive of bankruptcy EXCEPT: 

A. Return on total assets 

B. Sales to total assets 

C. Equity to debt 

D. Return on equity 

Correct Answer: D 

 

QUESTION 6

Which one of the following statements accurately describes market risk tolerance? 

A. Market risk tolerance is the maximum likely gain in the market value of portfolios over a given period of time. 

B. Market risk tolerance is the maximum loss in the market value of financial instruments caused by the failure of the
counterparty to meet its obligations. 

C. Market risk tolerance is the maximum loss the bank is willing to bear due to fluctuations in market prices and rates. 

D. Market risk tolerance is the minimum loss the bank is willing to bear due to fluctuations in market prices and rates. 

Correct Answer: C 

 

QUESTION 7

AlphaBank estimates that the annualized standard deviation of its portfolio returns equal 30%; The daily volatility of the
portfolio is closest to which of the following? 

A. 1.0% 

B. 2.0% 

C. 2.5% 

D. 3.0% 



Correct Answer: B 

 

QUESTION 8

A risk analyst is considering how to reduce the bank\\'s exposure to rising interest rates. Which of the following
strategies will help her achieve this objective? 

A. Reducing the average repricing time of its loans II. Increasing the average repricing time of its deposits 

III. Entering into interest rate swaps 

IV. Improving earnings capacity and increasing intermediated funds 

B. I, II 

C. III 

D. IV 

E. I, II, IV 

Correct Answer: D 

 

QUESTION 9

As an example of the balance sheet effect, if rates rise, Delta Bank can expect: 

A. Its fixed rate assets to increase in value, although that effect will be offset by a reduction in the value of its fixed rate
liabilities. 

B. Its fixed rate assets to drop in value, although that effect will be offset by a reduction in the value of its fixed rate
liabilities. 

C. Its fixed rate assets to increase in value, while that effect will be amplified by a reduction in the value of its fixed rate
liabilities. 

D. Its fixed rate assets to drop in value, while that effect will be amplified by a reduction in the value of its fixed rate
liabilities. 

Correct Answer: B 

 

QUESTION 10

Which one of the following four statements represents the advantages of the historical sim- ulation method when
calculating VaR? 

A. Solve the problem caused by incorrectly assuming that asset returns are normally distributed. 

B. Rely on current market data to describe the distribution of returns and determine volatilities. 

C. Are believed to be superior in accuracy predicting future levels of realized volatility. 



D. Are only using loss probabilities that can be found in tables of the standard normal distribution. 

Correct Answer: A 

 

QUESTION 11

Which one of the following four statements about regulatory capital for a bank is accurate? 

A. Regulatory capital is determined by rules imposed by an outside authority, such as a supervisor or central bank. 

B. Regulatory capital is the lowest level of economic capital the bank should have to meet regulatory requirement. 

C. Regulatory capital reflects the economic tradeoffs of the bank as accurately as the bank can represent them. 

D. Regulatory capital is less than the regulatory capital requirement. 

Correct Answer: A 

 

QUESTION 12

Which one of the following four statements on factors affecting the value of options is correct? 

A. As volatility rises, options increase in value. 

B. As time passes, options will increase in value. 

C. As interest rates rise and option\\'s rho is positive, option prices will decrease. 

D. As the value of underlying security increases, the value of the put option increases. 

Correct Answer: A 
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