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QUESTION 1

ThetaBank has extended substantial financing to two mortgage companies, which these mortgage lenders use to
finance their own lending. Individually, each of the mortgage companies has an exposure at default (EAD) of $20
million, with a loss given default (LGD) of 100%, and a probability of default of 10%. ThetaBank\\'s risk department
predicts the joint probability of default at 5%. If the default risk of these mortgage companies were modeled as
independent risks, what would be the probability of a cumulative $40 million loss from these two mortgage borrowers? 

A. 0.01% 

B. 0.1% 

C. 1% 

D. 10% 

Correct Answer: C 

 

QUESTION 2

Jack Richardson wants to compute the 1-month VaR of a portfolio with a market value of USD 10 million, with an
average monthly return of 1% and average monthly standard deviation of 1.5%. What is the portfolio VaR at 99%
confidence level? 

Probability Cumulative Normal distribution 

0.90 1.282 

0.91 1.341 

0.92 1.405 

0.93 1.476 

0.94 1.555 

0.95 1.645 

0.96 1.751 

0.97 1.881 

0.98 2.054 

0.99 2.326 

A. 164,500 

B. 232,600 

C. 246,750 

D. 348,900 
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Correct Answer: D 

 

QUESTION 3

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 4

James manages a loans portfolio. He has to evaluate a large number of loans to choose which of them he will keep in
the bank\\'s books. Which one of the following four loans would he be most likely to sell to another bank? 

A. Loan to a major customer who is also a director and a large owner. 

B. Loan made to a highly risky borrower that is fully collateralized by the customer\\'s deposits. 

C. Loan to a commercial customer with a good payment history and collateral. 

D. Loan to a borrower who has been delinquent previously, but now is performing as agreed. 

Correct Answer: C 

 

QUESTION 5

A customer asks a broker employed by AlphaBank to buy Eureka Corporation bonds for her account. While this trade
was executed correctly and the bonds were bought, the trade was mistakenly accounted for as a sell order. If the price
of Eureka Corporation bonds goes up, this trade would result in a significantly larger loss than if the market had
remained stable. However, if the market drops, the customer will benefit from the incorrect accounting and gain from this
trade. This trading scenario can serve as an example that 

A. Market risk in this transaction can magnify operational risk. 

B. Credit risk in this transaction can magnify operational risk. 

C. Liquidity risk in this transaction can magnify operational risk. 

D. Strategic risk in this transaction can magnify operational risk. 

Correct Answer: A 
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