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QUESTION 1

To achieve leverage in long positions, a bank can use the following strategy: 

A. Securities may be purchased with borrowed funds using a bank loan from the broker. 

II. Securities may be borrowed on margin by taking a loan from a broker. 

III. Securities may be purchased and used in a repo transaction to generate cash for further security purchases. 

IV. The bank may enter into a derivative transaction, such as a total return swap, that requires little to no collateral but
mimics the performance of a long or short position in the underlying instrument. 

B. I, II 

C. I, III 

D. II, IV 

E. I, II, III, IV 

Correct Answer: D 

 

QUESTION 2

What does correlation between two variables measure? 

A. Symmetry of a joint distribution of the two variables. 

B. Association between the two variables and the strength of a possible statistical relationship. 

C. The proportion of variability in one of the variables that is explained by the other. 

D. Extreme returns of both variables. 

Correct Answer: B 

 

QUESTION 3

Bank Omega is using futures contracts on a well capitalized exchange to hedge its market risk exposure. Which of the
following could be reasons that expose the bank to liquidity risk? 

A. The bank may not be able to unwind the futures contracts before expiration. 

II. Prices may move such that a loss results on the hedge. 

III. Since futures require margins which are settled every day, the bank could find itself scrambling for funds. 

IV. Exchange margin requirements could change unexpectedly. 

B. III, IV 
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C. I, III, IV 

D. I, II, III, IV 

E. I, IV 

Correct Answer: A 

 

QUESTION 4

Which one of the following four statements correctly defines chooser options? 

A. The owner of these options decides if the option is a call or put option only when a predetermined date is reached. 

B. These options represent a variation of the plain vanilla option where the underlying asset is a basket of currencies. 

C. These options pay an amount equal to the power of the value of the underlying asset above the strike price. 

D. These options give the holder the right to exchange one asset for another. 

Correct Answer: A 

 

QUESTION 5

When a credit risk manager analyzes default patterns in a specific neighborhood, she finds that defaults are increasing
as the stigma of default evaporates, and more borrowers default. This phenomenon constitutes 

A. Moral hazard 

B. Speculative bias 

C. Herd behavior 

D. Adverse selection 

Correct Answer: C 

 

QUESTION 6

Which of the following factors can cause obligors to default at the same time? 

A. Obligors may be harmed by exposures to similar risk factors simultaneously. 

II. Obligors may exhibit herd behavior. 

III. Obligors may be subject to the sampling bias. 

IV. Obligors may exhibit speculative bias. 

B. I 
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C. II, III 

D. I, II 

E. III, IV 

Correct Answer: C 

 

QUESTION 7

Present value of a basis point (PVBP) is one of the ways to quantify the risk of a bond, and it measures: 

A. The change in value of a bond when yields increase by 0.01%. 

B. The percentage change in bond price when yields change by 1 basis point. 

C. The present value of the future cash flows of a bond calculated at a yield equal to 1%. 

D. The percentage change in bond price when the yields change by 1%. 

Correct Answer: A 

 

QUESTION 8

To estimate the required risk-adjusted rate of return on a highly volatile energy stock, a risk associate 

compiled the following statistics: 

Risk-free rate = 5% 

Beta = 2.5 

Market Risk = 8% 

Using the Capital Asset Pricing Model, she estimates the rate of return to be equal: 

A. 10% 

B. 15% 

C. 25% 

D. 40% 

Correct Answer: C 

 

QUESTION 9

To ensure good risk management which of the following should be true about the CRO role and function? 

A. The CRO should receive compensation that is directly determined by the profit of the trading desk. 
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B. The CRO should report to the CEO or the Board of Directors. 

C. The CRO should not be involved with the setting of risk limits. 

D. To ensure efficient flow of information the CRO should not be independent of business units. 

Correct Answer: B 

 

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

A risk analyst at EtaBank wants to estimate the risk exposure in a leveraged position in Collateralized Debt Obligations.
These particular CDOs can be used in a repurchase transaction at a 20% haircut. If the VaR on a $100 unleveraged
position is estimated to be $30, what is the VaR for the final, fully leveraged position? 

A. $20 

B. $50 

C. $100 

D. $150 

Correct Answer: D 

 

QUESTION 12

Typically, which one of the following four option risk measures will be used to determine the number of options to use to
hedge the underlying position? 

A. Vega 

B. Rho 

C. Delta 
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D. Theta 

Correct Answer: C 

 

QUESTION 13

Which of the following are typical properties of a statistical distribution of potential losses that a bank might sustain over
a period of time? 

A. The range of possible losses above the average loss is much greater than those below the average loss. 

II. The loss that is most likely to occur is below the average loss. 

III. The loss that is most likely to occur is above the average loss. 

B. II 

C. I, II 

D. I, III 

E. III 

Correct Answer: A 

 

QUESTION 14

Oliver McCarthy owns a portfolio of bonds. Which of the following choices equals the modified duration of Oliver\\'s
portfolio? 

A. Minimum of the modified durations of the component bonds 

B. Value-weighted average modified duration of the component bonds 

C. Coupon-weighted average modified duration of the component bonds 

D. Maximum of the modified durations of component bonds 

Correct Answer: B 

 

QUESTION 15

Which of the following risk types are historically associated with credit derivatives? 

A. Documentation risk 

II. Definition of credit events 

III. Occurrence of credit events 

IV. Enterprise risk 
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B. I, IV 

C. I, II 

D. I, II, III 

E. II, III, IV 

Correct Answer: C 
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