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QUESTION 1

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

QUESTION 2

The retail banking business of BankGamma has an expected P and L of $50 million and a VaR of $100 million. The
bank seeks to diversify its revenue, and is considering the opportunity to acquire a credit card business with an
expected P and L of $50 million and a VaR of $150 million. What will be the overall RAROC if the bank acquires the new
business?

A. 33.3%.

B. 50%.

C. 58%.

D. 72%.

Correct Answer: C

QUESTION 3

To protect the oranges harvest price level, a farmer needs to take a hedge position. Provided that he produces the
amount he hedged, which one of the following four strategies will allow the farmer to accomplish his goal?

A. Going short on oranges futures contracts

B. Going long on oranges futures contacts

C. Entering into a customized forward contract with the bank
D. Negotiating a credit line facility

Correct Answer: A

QUESTION 4

Which of the following factors would typically increase the credit spread?
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I. Increase in the probability of default of the issuer.
II. Decrease in risk premium.

lll. Decrease in loss given default of the issuer.
V.

Increase in expected loss.

A

I

B.

II'and I1I

C.

land IV

D.

I, I, and IV

Correct Answer: C

QUESTION 5

In analyzing market option pricing dynamics, a risk manager evaluates option value changes throughout the entire
trading day. Which of the following factors would most likely affect foreign exchange option values?

I. Change in the value of the underlying

II. Change in the perception of future volatility
lll. Change in interest rates

(A2

Passage of time

A

I, 1l

B.

[, 11, 1l

C.
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Correct Answer: D
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