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QUESTION 1

Which one of the following four factors typically drives the pricing of wholesale products? 

A. Marketing considerations 

B. Prevailing market price 

C. Long-term competitiveness 

D. Overall risk exposure 

Correct Answer: B 

 

QUESTION 2

Which of the following are conclusions that could be drawn from the shape of the statistical distribution of losses that a
bank might incur over a future time period? 

I. In most years a bank would look more profitable than it will be on average. 

II. Most of the time a sufficiently well capitalized bank will appear over-capitalized. 

III.

 Bad years do not come along very often, but when they do they lead to enormous losses. 

A. 

I, II 

B. 

I, III 

C. 

II, III 

D. 

I, II, III 

Correct Answer: D 

 

QUESTION 3

Alpha Bank determined that Delta Industrial Machinery Corporation has 2% change of default on a one-year no-
payment of USD $1 million, including interest and principal repayment. The bank charges 3% interest rate spread to
firms in the machinery industry, and the risk-free interest rate is 6%. Alpha Bank receives both interest and principal
payments once at the end the year. Delta can only default at the end of the year. If Delta defaults, the bank expects to
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lose 50% of its promised payment. 

What may happen to the Delta\\'s initial credit parameter and the value of its loan if the machinery industry experiences
adverse structural changes? 

A. Probability of default and loss at default may decrease simultaneously, while duration rises causing the 

loan value to decrease. 

B. Probability of default and loss at default may decrease simultaneously, while duration falls causing the loan value to
decrease. 

C. Probability of default and loss at default may increase simultaneously, while duration rises causing the loan value to
decrease. 

D. Probability of default and loss at default may increase simultaneously, while duration falls causing the loan value to
decrease. 

Correct Answer: D 

 

QUESTION 4

Which one of the following four relationships should be used to price equity forwards or futures? 

A. Equity forward or futures price = market equity price + (1 + risk-free rate ?expected dividend rate)t 

B. Equity forward or futures price = market equity price x (1 - risk-free rate ?expected dividend rate)t 

C. Equity forward or futures price = market equity price x (1 + risk-free rate ?expected dividend rate)t 

D. Equity forward or futures price = market equity price + (1 + risk-free rate + expected dividend rate)t 

Correct Answer: C 

 

QUESTION 5

Which one of the following four statements regarding commodity derivative risks is INCORRECT? 

A. Because of the different demand/supply balance in each region and the cost of transporting the oil between regions,
a tanker of Brent crude oil in the UK will have a different value to a UK buyer than a tanker of Arab light crude oil in
Singapore, which results in the basis risk. 

B. Calendar spreads represent a special case of basis risk and occur when the relative prices of commodity futures do
not come in alignment and the trader becomes exposed to the absolute price movements. 

C. In most commodities, the longest term contracts are the most volatile, while the shortest term forward contract are
the least volatile. 

D. Some commodities can be both in backwardation and a have a strong seasonal element. 

Correct Answer: C 
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