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QUESTION 1

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 

 

QUESTION 2

Change in priority ranking of reference obligations is: 

A. Obligation acceleration 

B. Obligation default 

C. Restructuring 

D. Repudiation 

Correct Answer: C 

Reference: https://books.google.com.pk/books?id=NDvNAgAAQBAJandpg=PA279andlpg=PA279anddq=credit
+Change+in+priority+ranking+of+reference+obligations +isandsource=blandots=L0YrHy6KrWandsig=NZErE0eK_DnEL
1UOYW3y7vZ2ogandhl=enandsa=Xandved=2ahUKEwi38JF_t3eAhXHAsAKHSKIBE4Q6AEwAHoECAkQAQ#v=onepa
geandq=credit%20Change%20in%20priority% 20ranking%20of%20reference%20obligations%20isandf=false 

 

QUESTION 3

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? 
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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: 

Who amongst the four candidates is correct regarding OAS? 

A. Only Catherine 

B. Only Deepak 

C. Only Adam and Catherine 

D. Only Deepak and Catherine 

Correct Answer: C 

 

QUESTION 4

Ms. Mary Brown is a credit rating analyst. She had prepared a detailed report on one of her client, FlyHigh Airlines Ltd, a
company operating chartered aircrafts in India. As she was heading for a meeting with her superior on the matter, coffee
spilled over her set of prepared paper(s). As she was getting late for meeting, instead of preparing entire set she could
recollect few numbers from her memory and reconstructed following partial financial table: Compute Interest for FY10
and FY12? 
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A. Insufficient Information to compute 

B. FY10: INR50.53 Million; FY12:INR81.38 Million 

C. FY10: INR161.71 Million; FY12: INR252.27 Million 

D. FY10: INR17.47 Million; FY12:INR782.03 Million 

Correct Answer: C 
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QUESTION 5

"Following four entities operate in the Indian IT and BPO space. They all are into same segment of providing off-shore
analytical services. They all operate on the labour cost-arbitrage in India and the countries of their clients. Following
information pertains for the year ended March 31, 2013. 
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The year FY13, was typically a good year for Indian IT companies. For FY14, the economic analysts have given
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following predictions about the IT Industry: 

A. It is expected that INR will appreciate sharply against other USD. 

B. Given high inflation and attrition in IT Industry in India, the wages of IT sector employees will increase more sharply
than Inflation and general wage rise in country. 

C. US Congress will be passing a bill which restricts the outsourcing to third world countries like India. While analyzing
the four entities, you come across following findings related to Glowing: 

Glowing is promoted by Mr.M R Bhutta, who has earlier promoted two other business ventures, He started with ABC
Entertainment Ltd in 1996 and was promoter and MD of the company. ABC was a listed entity and its share price had
sharp movements at the time of stock market scam in late 1990s. In 1999, Mr. Bhutta sold his entire stake and resigned
from the post of MD. The stock price declined by about 90% in coming days and has never recovered. Later on in 2003,
Mr. Bhutta again promoted a new business, Klear Publications Ltd (KCL) an in the business of magazine publication.
The entity had come out with a successful IPO and raised money from public. Thereafter it ran into troubles and
reported losses. In 2009, Mr. Bhutta went on to exit this business as well by selling stake to other promoter(s). There
have been reports in both instances with allegations that promoters have siphoned off money from listed entities to other
group entities, however, nothing has been proved in any court." 

Based on your findings in the case of Glowing, how will you handle the same as a credit rating analyst: 

A. Be more cautious and skeptical on any information received from Glowing and give negative marks in management
risk and use it as an overriding factor to lower the credit ratings. 

B. Any of the three. 

C. Deny taking up assignment for Glowing. 

D. One needs to check only the corporate governance aspect of the Glowing and the past same should not have any
bearing on Glowing. 

Correct Answer: D 
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