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QUESTION 1

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. 

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: 

There is a 10.25% risky bond with a maturity of 4.75 year(s). Its current price is INR105.31, which corresponds to YTM
of 9.22%. Compute Interpolated Spread from the information provided in the vignette: 

A. 0.20% 

B. 0.21% 

C. 0.24% 
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D. 0.22% 

Correct Answer: C 

 

QUESTION 2

Following is information related banks: 

Auckland Ltd is a public sector bank operating with about 120 branches across India. The bank has been in business
since 1971 and has about 40% branches in rural areas and about 75% of all branches are in Western India. On the
basis of the size, Auckland Ltd will be ranked at number 31 amongst 40 banks in India. Although top management has
appointment period of 5 years, generally they retire on ach sieving age of 60 years with an average tenure of only 2
years at the top job. 

Profit and Loss Account 

Balance Sheet 
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The rating wise break-up of assets for FY11 is as follows: 

Computer risk weighted assets for Auckland Ltd for FY11: 

A. 10,10,000 Million 

B. 13,24,500 Million 

C. 11,64,500 Million 

D. 11,60,000 Million 
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Correct Answer: C 

 

QUESTION 3

Awesome Mobile Ltd is a leading mobile seller who manufactures mobile phone under own brand Awesome. Which of
the following is the biggest business risk for Awesome? 

A. Technology Risk 

B. Branding risk 

C. Raw material price risk 

D. Competition 

Correct Answer: C 

 

QUESTION 4

__________Strategy consists of buying a bond with maturity longer than the investment horizon (for investor) or buying
a long-maturity bond with short-term funding through repo (for speculator). 

A. Barbell, Ladder and Butterfly 

B. Yield Spread Anticipation 

C. Rate Anticipation with Maturity Mismatch 

D. Riding the yield curve 

Correct Answer: D 

Reference: https://books.google.com.pk/books?
id=WTvNAgAAQBAJandpg=PA276andlpg=PA276anddq=Strategy+consists+of+buying+a+bond+with+maturity
+longer+than+the+investment+horizon+(for+investor)+or+buying+a+long-maturity+bond +with+short-term +funding+thr
ough+repoandsource=blandots=cdWVJkURVEandsig=zdiI1Gm3sNJnB6zDJ82OkMAAtkandhl=enandsa=Xandved=2ah
UKEwiYoNDOwt7eAhUFDsAKHWG8BvcQ6AEwAHoECAkQAQ#v=onepa geandq=Strategy%20consists%
20of%20buying%20a%20bond%20with%20maturity%20longer%20than%
20the%20investment%20horizon%20(for%20investor)%20or%20buying%20a%20long-maturity%20bond%
20with%20short-term%20funding%20through% 20repoandf=false 

 

QUESTION 5

Which of the following is false in case of credit enhancements? 

A. It reduces the default risk of the borrowing entity for the lender, thereby deteriorating the overall credit worthiness of
the borrower 

B. Credit enhancement could be implicit or explicit 

C. Credit enhancement is a mechanism whereby external cash flows is extended by an entity which has a stringer credit
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profile, so that it benefits the fund raising entity 

Correct Answer: A 

 

QUESTION 6

Provisioning Coverage Ratio (PCR) is essentially the ratio of provisioning to ______ and indicates the extent of funds a
bank has kept aside to cover loan losses. 

A. total loan portfolio 

B. gross non-performing assets 

C. total assets 

Correct Answer: B 

Reference: https://currentaffairs.gktoday.in/tags/provision-coverage-ratio 

 

QUESTION 7

In Steepening short term rates ______relative to long term rate A. falls 

B. rises 

C. is independent of each other 

D. remains constant 

Correct Answer: A 

Reference: https://www.analystforum.com/forums/cfa-forums/cfa-level-ii-forum/91348766 

 

QUESTION 8

Stand by letter of credits are typically taken as credit enhancement for___________ 

A. Commercial Paper 

B. Long term Bond issues 

C. Long term debenture issues 

D. Bank debt 

Correct Answer: D 

Reference: https://www.investopedia.com/terms/s/standbyletterofcredit.asp 
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QUESTION 9

Which of the following factor is considered while undertaking management evaluation? 

A. All of the other options 

B. Corporate Strategy 

C. Performance of group concerns 

D. Past track record 

Correct Answer: D 

 

QUESTION 10

An increase in the salaries of the bank employees due to new bank employee pay commission implemented by the
Central Government will lead to deterioration of which of the following ratios: 

A: Cost to Income Ratio 

B: Net Interest Margin 

C:

 Core Spread 

A. 

Only A 

B. 

A B and C 

C. 

Only B 

D. 

Only C 

Correct Answer: A 

 

QUESTION 11

Which of the following is not an importance of the sovereign rating? 

A: To arrive at cost of lending to a country 

B: To set lower floor for the rating of the corporate and banks of the countries on international scale. 
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C:

 For determining the risk levels for international investment portfolios 

A. 

Only A and C 

B. 

Only B 

C. 

Only A and B 

D. 

None of the three 

Correct Answer: B 

 

QUESTION 12

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. 

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. 
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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: 

An investor decides to invest in the bond futures and has an outlook that the term structure curve would steepen. What
should be his trading strategy? 

A. Sell futures on short-maturity underlying, Buy futures on long-maturity underlying 

B. Buy futures on short-maturity underlying, Buy futures on long-maturity underlying and Sell futures on middle-maturity
underlying 

C. Buy futures on short-maturity underlying, Sell futures on long-maturity underlying. 

D. Sell futures on short-maturity underlying, Sell futures on long-maturity underlying and Buy futures on middle-maturity
underlying. 

Correct Answer: A 

 

QUESTION 13

Based on the common size statement analysis which of the following statement regarding employee cost is correct? 

A. The employee cost is expected to contribute 8% to decrease in PAT in FY15 

B. The employee cost is expected to contribute 7% to decrease in PAT in FY15 

C. The employee cost is expected to contribute 6% to decrease in PAT in FY15 

D. The employee cost is expected to contribute 5% to decrease in PAT in FY15 

Correct Answer: C 
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QUESTION 14

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. 

Assuming the G-Sec has not changed from the time January 2013 to April 2013, what can you predict about the
changes bond price and change in issues borrowing rates: 

A. Decrease and Increase 

B. Increase and Increase 

C. Decrease and Decrease 

D. Increase and Decrease 

Correct Answer: D 

 

QUESTION 15

Short term rates are determined by____________ 

A. All of the other options 

B. Liquidity position caused by seasonal demand supply for credit 

C. Foreign portfolio investment inflows and outflows 

D. Bunching of tax and government payments 

Correct Answer: B 
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