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QUESTION 1

Which of the following statement is false? 

A. DEF Ltd. has received a speculative grade rating as its outstanding rating is B+ 

B. Non-Convertible debenture of PQR Ltd. has a speculative rating since its outstanding rating is C 

C. ABC Ltd. short term is BBB- for its commercial paper 

D. XYZ has an investment grade rating as his outstanding rating is A1 

Correct Answer: B 

 

QUESTION 2

During FY13, Small Bazar, a leading retail company has sold three of its prime properties for a sum of USD 24 Million.
The same had a carrying value of USD 30 Million. 

Analyst had considered the same as operating income and considered it to be part of operating expenses. However,
she realized her mistake and recorded the loss as non-operating loss. Which of the following ratio will not change
despite the correction? 

A. EBITDA Margins 

B. Interest Coverage 

C. PAT Margins 

D. Gross Profit Margin 

A. B, C and D 

B. A, B and C 

C. B, C 

D. All Ratios will change 

Correct Answer: B 

 

QUESTION 3

Satish Dhawan, a veteran fixed income trader is conducting interviews for the post of a junior fixed income trader. He
interviewed four candidates Adam, Balkrishnan, Catherine and Deepak and following are the answers to his questions.
Q-1: Tell something about Option Adjusted Spread 

Adam: OAS is applicable only to bond which do not have any options attached to it. It is for the plain bonds. 

Balkishna: In bonds with embedded options, AS reflects not only the credit risk but also reflects prepayment risk over
and above the benchmark. 
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Catherine: Sincespreads are calculated to know the level of credit risk in the bound, OAS is difference between in the Z
spread and price of a call option for a callable bond. 

Deepark: For callable bond OAS will be lower than Z Spread. 

Q-2: This is a spread that must be added to the benchmark zero rate curve in a parallel shift so that the sum of the risky
bond\\'s discounted cash flows equals its current market price. Which Spread I am talking about? 

Adam: Z Spread 

Balkrishna: Nominal Spread Catherine: Option Adjusted Spread Deepark: Asset Swap Spread 

Q-3: What do you know about Interpolated spread and yield spread? 

Adam: Yield spread is the difference between the YTM of a risky bond and the YTM of an on-the-run treasury
benchmark bond whose maturity is closest, but not identical to that of risky bond. Interpolated spread is the spread
between the YTM of risky bond and the YTM of same maturity treasury benchmark, which is interpolated from the two
nearest on-the-run treasury securities. 

Balkrishna: Interpolated spread is preferred to yield spread because the latter has the maturity mismatch, which leads to
error if the yield curve is not flat and the benchmark security changes over time, leading to inconsistency. 

Catherine: Interpolated spread takes account the shape of the benchmark yield curve and therefore better than yield
spread. 

Deepak: Both Interpolated Spread and Yield Spread rely on YTM which suffers from drawbacks and inconsistencies
such as the assumption of flat yield curve and reinvestment at YTM itself. 

Then Satish gave following information related to the benchmark YTMs: 

Which of the modified statement of Balkrishna will be a correct statement? 

A. In bonds with embedded options, Nominal Spread reflects not only the credit risk but also reflects prepayment risk
over and above the benchmark. 

B. In bonds with embedded options, spread reflects not only the credit risk but also reflects prepayment risk over and
above the benchmark. 

C. None of the three. 

D. In bonds with embedded options, Z Spread reflects not only the credit risk but also reflects prepayment risk over and
above the benchmark. 

Correct Answer: A 

 

QUESTION 4

Ms. Mary Brown is a credit rating analyst. She had prepared a detailed report on one of her client, FlyHigh Airlines Ltd, a
company operating chartered aircrafts in India. As she was heading for a meeting with her superior on the matter, coffee
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spilled over her set of prepared paper(s). As she was getting late for meeting, instead of preparing entire set she could
recollect few numbers from her memory and reconstructed following partial financial table: Compute Interest for FY10
and FY12? 

A. Insufficient Information to compute 

B. FY10: INR50.53 Million; FY12:INR81.38 Million 

C. FY10: INR161.71 Million; FY12: INR252.27 Million 
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D. FY10: INR17.47 Million; FY12:INR782.03 Million 

Correct Answer: C 

 

QUESTION 5

The following information pertains to bonds: 

Further following information is available about a particular bond `Bond F\\' 

There is a 10.25% risky bond with a maturity of 2.25% year(s) its current price is INR105.31, which corresponds to YTM
of 9.22%. The following are the benchmark YTMs. 

From the time January 2013 to April 2013, what can you predict about the market conditions, assuming the G-Sec has
not changed? 

A. There has been credit spread compression, which means the spreads have declines, which can be lead indicator of
oncoming economy stress. 

B. There has been widening of credit spread, which means the spreads have increased, which can be lead indicator of
oncoming economy stress. 

C. There has been widening of credit spread, which means the spreads have increased, which can be lead indicator of
oncoming economy stress. 

D. There has been credit spread compression, which means the spreads have declines, which can be lead indicator of
oncoming economy boom. 

Correct Answer: C 
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