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QUESTION 1

In additional to the commodity-specific risks, which of the following risks represent the main commodity derivative risks? 

A. Basis 

II. Term 

III. Correlation 

IV. Seasonality 

B. I, II 

C. II, III 

D. I, IV 

E. I, II, III, IV 

Correct Answer: D 

 

QUESTION 2

Which one of the following four exercise features is typical for the most exchange-traded equity options? 

A. Asian exercise feature 

B. American exercise feature 

C. European exercise feature 

D. A shout option exercise feature 

Correct Answer: B 

 

QUESTION 3

How could a bank\\'s hedging activities with futures contracts expose it to liquidity risk? 

A. The futures hedge may not work due to the widening of basis which could result in a loss for the bank. 

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

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

D. The bank could get exposed to liquidity risk since futures trade on an exchange. 

Correct Answer: C 
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QUESTION 4

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 

D. Theta 

Correct Answer: C 

 

QUESTION 5

Bank Sigma takes a long position in the oil futures market that requires a 2% margin, i.e., the bank has to deposit 2% of
the value of the contract with the broker. The futures contracts were priced at $50 per barrel (bbl) at inception, and rose
by $5 to $55. The VaR on the position is estimated to be $10. What is the return on this transaction on a risk adjusted
basis? 

A. 50% 

B. 10% 

C. 500% 

D. 20% 

Correct Answer: A 

 

QUESTION 6

A bank has a large number of auto loans and would prefer to sell them to raise cash for more funding. However, selling
individual auto loans is difficult. What could the bank do? 

A. Package the loans into a securitized vehicle and sell the low risk portion of the portfolio. 

B. Obtain a stronger credit rating so that the bank could borrow at a cheaper rate. 

C. Set up a marketing team to sell individual loans to investors. 

D. Merge with another bank. 

Correct Answer: A 

 

QUESTION 7

A trader inadvertently booked a trade with incorrect information. A subsequent market move resulted in a gain to the
bank. Should the bank include this amount of gain into its operational loss event data program? 
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A. The bank should include this gain in its operational loss event data program as a gain realized due to operational risk
events. 

II. The bank should include this gain in its operational loss event data program as it indicates that a control failed or a
process is flawed. 

III. The bank should include this event in its operational loss event data program and record the gain as a loss resulting
from operational risk.The bank should not include this event in its operational loss event data program as it is not a loss
event, but a market risk event. 

B. I and II 

C. II and III 

D. I, II and III 

E. I and III 

Correct Answer: A 

 

QUESTION 8

Which one of the following four statements correctly defines credit risk? 

A. Credit risk is the risk that complements market and liquidity risks. 

B. Credit risk is a form of performance risk in contractual relationship. 

C. Credit risk is the risk arising from execution of a company\\'s strategy. 

D. Credit risk is the risk that summarizes the exposures a company or firm assumes when it attempts to operate within a
given field or industry. 

Correct Answer: B 

 

QUESTION 9

If a bank is long ?00 million pounds, short ?00 million in delta-equivalent pound options, and long ?00 million in pound-
denominated stocks, what is the amount of pound exposure that would be shown in the aggregated risk reports? 

A. ?00 million pounds 

B. ?00 million pounds 

C. ?00 million pounds 

D. ?00 million pounds 

Correct Answer: A 

 

QUESTION 10
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A risk manager is considering how to best quantify option price dynamics using mathematical option pricing models.
Which of the following variables would most likely serve as an input in these models? 

A. Implicit parameter estimate based on observed market prices II. Estimates of sensitivity of option prices to parameter
changes III. Theoretical option determination based on assumptions 

B. I, III 

C. II 

D. II, III 

E. I, II, III 

Correct Answer: D 

 

QUESTION 11

As DeltaBank explores the securitization business, it is most likely to embrace securitization to: 

A. Bring transparency to the bank\\'s balance sheet 

II. Create a new profit center for the bank 

III. Strategically release risk capital and regulatory capital for redeployment IV. Generate cash for additional debt
origination 

B. I, III 

C. II, IV 

D. I, II, III 

E. II, III, IV 

Correct Answer: D 

 

QUESTION 12

James Johnson purchased a plain vanilla bond that has modified duration of 10 and convexity of 0.5. If yields increase
by 1%, its modified duration is expected to 

A. increase by 0.5. 

B. increase by 1.5. 

C. decrease by 0.5. 

D. decrease by 1.5. 

Correct Answer: C 
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QUESTION 13

A bank customer can use either a plain vanilla option or an option contract with volumetric flexibility to reduce the
following risks: 

A. Market Risk 

II. Basis Risk 

III. Operational Risk 

B. I 

C. II 

D. I, II 

E. II, III 

Correct Answer: C 

 

QUESTION 14

Why do regulatory standards impose formulaic capital calculations for all of the banks activities? 

A. If the banks use different models it is difficult for a regulator to compare results across banks. 

II. By imposing standardized calculations regulators can make sure that banks are not missing key risks in their
calculations. 

III. By imposing standardized calculations regulators can make sure that banks do not use capital calculations to game
the banking regulation system. 

B. I 

C. I,II 

D. II, III 

E. I,II, III 

Correct Answer: D 

 

QUESTION 15

According to Basel II what constitutes Tier 3 capital? 

A. Subordinated debt issues that pay interest. 

B. Debt capital that can only be used to support market risk in the trading book of the bank. 

C. Preference shares that confer on issuers the right to defer payment of a fixed dividend. 
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D. Hybrid debt capital instruments that are similar to equity. 

Correct Answer: B 
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