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QUESTION 1

Which one of the following four examples would not be considered a typical source of market risk? 

A. Unexpected changes in the term structure of interest rates. 

B. The JPY depreciating against the USD. 

C. Increased default rate on commercial mortgages due to higher interest rates. 

D. Changes in the oil price due to the discovery of new oil fields. 

Correct Answer: C 

 

QUESTION 2

Which type of risk does a bank incur on loans that are in the "pipeline", i.e loans that are in the process of origination but
not yet originated? 

A. Interest rate risk and credit risk 

B. Interest rate risk only 

C. Credit Risk only 

D. The bank does not incur any risk since the loan is not yet originated 

Correct Answer: B 

 

QUESTION 3

If a bank is long £500 million pounds, short £300 million in delta-equivalent pound options, and long £100 million in
pound-denominated stocks, what is the amount of pound exposure that would be shown in the aggregated risk reports? 

A. £300 million pounds 

B. £500 million pounds 

C. £800 million pounds 

D. £900 million pounds 

Correct Answer: A 

 

QUESTION 4

Gamma Bank is active in loan underwriting and securitization business, and given its collective credit exposure, it will be
typically most interested in the following types of portfolio credit risk: 
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I. Expected loss 

II. Duration 

III. Unexpected loss 

IV.

 Factor sensitivities 

A. 

I 

B. 

II 

C. 

I, III 

D. 

I, III, IV 

Correct Answer: D 

 

QUESTION 5

Which of the following statements presents an advantage of using risk and control self-assessments (RCSA) in the
operational risk framework? 

I. RCSA provides very accurate scoring of risks and controls due to its subjective nature. 

II. RCSA program provides insight into risks that exist in a firm, but that may or may not have occurred before. 

III. RCSA program can produce biased but transparent operational risk reporting. 

IV.

 RCSA program allows each department to take ownership of its own risks and controls. 

A. 

I and III 

B. 

II and IV 

C. 

I, II and III 
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D. 

II, III, and IV 

Correct Answer: B 

 

QUESTION 6

In the United States, Which one of the following four options represents the largest component of securitized debt? 

A. Education loans 

B. Credit card loans 

C. Real estate loans 

D. Lines of credit 

Correct Answer: C 

 

QUESTION 7

Most loans and deposits in the interbank market have a maturity of: 

A. More than 10 years 

B. More than 5 years but less than 10 years 

C. More than 3 years but less than 5 years 

D. Less than one year 

Correct Answer: D 

 

QUESTION 8

A corporate bond was trading with 2%probability of default and 60% loss given default. Due to the credit crisis the
probability of default increased to 10% and the loss given default increased to 100%. Assuming that the risk premium
remained the same how did the credit spread change? 

A. Increased by 1120 basis points 

B. Increased by 880 basis points 

C. Increased by 1000 basis points 

D. Decreased by 880 basis points 

Correct Answer: B 
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QUESTION 9

Which one of the following four statements regarding the basic Net Interest Income model is INCORRECT? 

A. Assets and liabilities have the same interest rate sensitivities. 

B. Effective repricing date can be different than contractual repricing. 

C. The amount of intermediated funds can be a function of interest rate levels. 

D. Net interest income risk does not address the impact of changing interest rates on bank equity value. 

Correct Answer: A 

 

QUESTION 10

An options trader is assessing the aggregate risk of her currency options exposures. As an options buyer, she can
potentially ___ lose more than the premium originally paid. As an option seller, however, she has a ___ risk on the
contract and always receives a premium. 

A. Never, unlimited 

B. Sometimes, unlimited 

C. Never, limited 

D. Sometimes, limited 

Correct Answer: A 

 

QUESTION 11

In analyzing the historical performance of a financial product, you are concerned about "fat tails", the probability of
extreme returns compared to realized returns. Which of the following measures should you use to determine if the
product return distribution of the product has "fat tails"? 

A. Mean 

B. Standard deviation 

C. Skewness 

D. Kurtosis 

Correct Answer: D 

 

QUESTION 12

Alpha Bank, a small bank,has a long position with larger BetaBank and has an identical short position with another
larger bank GammaBank. Each large bank requires a 20% initial collateral to support the trade. As prices fluctuate in
either direction, one large bank will require additional collateral from the small bank, while the risk of loss to the other
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large bank will increase. By running the trades through a clearinghouse, the small bank can achieve all of the following
objectives EXCEPT: 

A. Eliminating the collateral requirement 

B. Protecting itself against increases in future collateral demands 

C. Protecting against the risk of the failure of one of the large banks 

D. Mitigating option hedging risks and altering margin requirement 

Correct Answer: D 

 

QUESTION 13

Which one of the following four statements presents a challenge of using external loss databases in the operational risk
framework? 

A. Use of benchmarked data reflects similar data collection standards. 

B. External events are usually not of interest to senior management. 

C. If the external data is gathered from news sources, it may only reflect events that are interesting to the press. 

D. They provide a source of data on what operational loss events will occur. 

Correct Answer: C 

 

QUESTION 14

Gamma Bank provides a $100,000 loan to Big Bath retail stores at 5% interest rate (paid annually). The loan is
collateralized with $55,000. The loan also has an annual expected default rate of 2%, and loss given default at 50%. In
this case, what will the bank\\'s expected loss be? 

A. $500 

B. $750 

C. $1,000 

D. $1,300 

Correct Answer: A 

 

QUESTION 15

What is generally true of the relationship between a bond\\'s yield and it\\'s time to maturity when the yield curve is
upward sloping? 

A. The longer the time to maturity of the bond, the lower its yield. 
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B. The longer the time to maturity of the bond, the higher its yield. 

C. The shorter the time to maturity of the bond, the higher its yield. 

D. There is no relationship between the two 

Correct Answer: B 
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