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Section A 
 

Number of questions: 65 
 

Marks: 65 
 
Multiple choices: There may be more than one correct answer. Please [  ] mark for the 

correct answer. 
 
Part A: Answer all questions. 1 mark each 

 

1. Real rate of return is positive so long as  

a. The nominal return is positive and is consistent 

b. The inflation rate is positive 

c. The nominal rate of return exceeds the inflation rate 

d. The inflation rate exceeds the real return in absolute terms  

 

2. Following are some terms used and their meanings.  

A = Coupon Rate   

B = Current Yield  

C = Yield-to-Maturity  

X = Annual payout as a percentage of the current market price you'll actually pay 

Y = Composite rate of return off all payouts, coupon and capital gain (or loss) 

Z = Annual payout as a percentage of the bond's par value 

 

Mark which of the following pairs correctly identifies the term and its meaning.  

a. A & Z  and B & X 

b. A & X and C & Y 

c. B & Y and C & Z 

d. C & Y and A & B 

 

3. Which of the following statements is true relating to tripartite/triparty repo? 

a. There is no term called tripartite repo as there are only two parties in a repo 

transaction 

b. In India, CBLO offered by CCIL is somewhat akin to tripartite repo in the 

absence of true tripartite repo 

c. All repo transactions are technically tripartite repos because the settlement takes place 

through account maintained with the regulator 

d. A repo and reverse repo together is called tripartite transaction 

 

4. Which of the following is a true statement with reference to a repo transaction in India? 

a. Substitution of securities is permitted subject to RBI permission 

b. If substitution of securities is allowed, it discourages long tenor repos 

c. If substitution of securities is allowed, it encourages long tenor repos 

d. If substitution of securities is allowed, it amounts to a loan transaction. 

 

5. If a bond is selling at discount, it means 



a. Its coupon rate is more than current yield which however is less than the YTM 

b. Its coupon rate is less than current yield which however is more than the YTM 

c. Its coupon rate is more than current yield which itself is more than the YTM 

d. Its coupon rate is less than current yield which itself is less than the YTM 

 

 

6. What is the currency yield on an 8% Government of India security which is now quoted 

at RS 120? Mark your answer upto first decimal place. 

a. 12.0% 

b. 9.6% 

c. 6.7% 

d. 8.0% 

 

7. In the world of Mutual Funds, what is a Growth Fund? It is a mutual fund that 

a. Invests primarily in equities 

b. Guarantees growth in income 

c. Deploys its assets in growth securities 

d. Provides fixed return 

 

8. One year VaR [Value at risk] of a portfolio is Rs 10 crores with a confidence level of 

95%. This means 

a. There is a 5% probability that the loss will be Rs 10 crores at the end of the year 

b. The loss will not exceed Rs 9.5 crores during valuation anytime during the year 

c. The worst expected portfolio loss over one year will not exceed Rs 10 crore with 

95% confidence 

d. The investor can presume that there is a 95% chance of loss over one trading year will 

exceed Rs 10 crore 

 

9. If the period of investment is less than the term of the bond     

a. We calculate holding period returns 

b. We calculate YTM 

c. We calculate neither YTM nor holding period return but only look at the coupon 

d. We calculate the coupon of the bond 

 

10. Assume that all interest rates in the economy decline from 10 percent to 9 percent. Which 

of the following bonds will have the largest percentage increase in price? 

a. A 10-year bond with a 10 percent coupon 

b. An 8-year bond with a 9 percent coupon 

c. A 10-year zero coupon bond 

d. A 9-year bond with a 9 percent coupon. 

 

11. Historical Simulation Method and Monte Carlo Simulation Method are used for back 

testing of VaR.  

a. Both of them are analytical models like variance-covariance model 

b. Both of them are primary simulation approaches 

c. Monte Carlo simulation method uses much larger historical data 



d. Monte Carlo simulation does not assume that risk factors are normally distributed 

 

12. Risks are often classified into business, operational, financial and compliance risks. From 

that classification angle, which of the following is not a true statement? 

a. The risk arising out of having chosen a strategy for the company is a business risk 

b. Health and safety risk is an operational risk 

c. The administrative procedures that include skills shortages is an operational risk 

d. Misuse of financial resources is a financial risk 

 

13. Front office of treasury handles the following function 

a. Dealing and thereby risk taking 

b. Customer service by providing best exchange rates 

c. Ensuring that counterparty payments and receipts happen as per deals entered 

d. Risk management 

 

14. Residents in India, engaged in import and export trade or as otherwise approved by 

Reserve Bank from time to time, may hedge the price risk of all commodities in the 

international commodity exchanges/markets as under: 

a. They are freely permitted to hedge without any approval 

b. AD Category I banks can grant permission to companies to hedge the price risk in all 

the cases 

c. RBI permission is needed in all cases 

d. AD Category I banks can grant permission to companies to hedge the price risk 

in select cases 

 

15. Which of the following is a more accurate statement in respect of availing derivative 

product from a bank by a corporate? 

a. The Board resolution submitted by the company is signed by a person other than 

the persons authorized to undertake the transactions. This is as per RBI 

guidelines 

b. The Board resolution submitted by the company is signed by a person other than the 

persons authorized to undertake the transactions. This is as a common sense 

requirement 

c. The Board resolution submitted by the company is signed by a person other than the 

persons authorized to undertake the transactions. This is as per Companies Act 2013 

d. The Board resolution submitted by the company can be signed by a person authorized 

to undertake the transactions also. There are no guidelines on this  

 

16. For a dealer in a bank, there are variety of limits to operate within. Mark the right one 

among the following related statements: 

a. The counter party limit measures the credit risk and hence is not applicable to 

dealers 

b. The intraday limit is higher than the overnight limit 

c. There is no quantum relation between intraday limit and overnight limit 

d. Gap limit is an indication of the possible gaps in the operational efficiency 

17. Bank forex dealer has to sign the code of conduct of FEDAI. Mark the right statement.  



a. There is a clause relating to payment of brokerage restricting the relative 

brokerage amounts among the brokers deployed 

b. Since there are no brokers in interbank forex market, there is no clause relating to 

brokerage in this code of conduct 

c. Only dealers of AD banks, if they are members of FEDAI have to sign this 

d. As per this code of conduct, no brokerage can be paid for interbank dealings 

18. The importance of services like lockbox or concept like float will  

a. Reduce in increasing interest rate scenario 

b. Increase in increasing interest rate scenario 

c. Be relevant only for international CMS 

d. Remain crucial with transition to digital banking  

19. A buy-sell swap results in  

a. Inward flow of foreign currency  

b. Outward flow of foreign currency 

c. Inward or outward flow depending on which currency is bought 

d. In view of both buy and sell transactions, there is no net inward or outward flow 

20. Treasury of AD Banks uses the following for outward remittance i.e. foreign currency 

remittance arising out of interbank forex deals 

a. CCIL 

b. SWIFT 

c. CLS 

d. FEDAI 

21. Relating to the two electronic modes of remittances viz.: NEFT & RTGS, which of the 

followings is a true statement? 

a. While RTGS is settled through the books at RBI and hence the payments are final 

and irrevocable, NEFT is settled bilaterally.  

b. The number of settlements under RTGS is likely to be much lesser than that in 

NEFT.  

c. RTGS is an electronic fund transfer system that operates on a Deferred Net 

Settlement (DNS) basis which settles transactions in batches 

d. NEFT is an electronic fund transfer system that operates on a Deferred Net 

Settlement (DNS) basis which settles transactions in batches 

22. If a bank has an overbought position in Euro on a given day 

a. That means the bank’s nostro account balance in Euro is in credit 

b. That means the bank’s nostro account balance in Euro is in debit 

c. Currency position does not necessarily predict account balance 

d. The bank is violating RBI guidelines 

23. If SBI Mumbai has large aggregate balance in its Vostro accounts,  

a. The bank has large exchange risk since the aggregate balance is large 

b. The bank’s exchange risk is not affected by balances in Vostro accounts 

c. The bank’s deposit based is not affected by this phenomenon 

d. It is required to explain the reasons therefor to RBI  

24. If there is a large ‘Gap’ faced by a dealer in a given currency 

a. It means the dealer has a large exchange risk relating to that currency 

b. There is a risk linked to interest rate differential of the two currencies 

c. It will require the dealer to borrow in one of the currencies to close the gap 



d. A swap does not affect the gap position 

25. Clearing Corporation of India Limited (CCIL) is  

a. An institution engaged in clearing trade payments for all types of commodities 

and services in international trade 

b. Having its own platform called FX clear which allows both order matching 

and negotiation mode 

c. A wholly owned subsidiary of RBI 

d. An institution set up to clear outright and repo trades but not on a guaranteed 

basis 

26. What is CLS as relevant to a forex dealer of a bank? 

a. CLS stands for Continuous Linked Settlement, an initiative to address the 

foreign exchange settlement risk 

b. CLS stands for Clearing and Linking Society which helps in transmission of forex 

messages & settlement of forex deals happens, flawless 

c. CLS stands for Clearing and Linking System under which transmission of forex 

messages relating to interbank deals happens flawless 

d. CLS stands for Continuous Linked System, an initiative to address the foreign 

exchange settlement risk 

27. In case of small size companies where it is not feasible to have functional partition 

strictly as per expectation, the following functional separation can be considered as not 

necessary 

a. Mid office and back office 

b. Mid office and front office 

c. Front office and back office 

d. Front, mid and back office 

28. Select the best fit explanation for the term ‘float funds’ among the following  

a. Funds  received  at  one  end  of a bank for  the  purpose of  delivering  at  the  

other  end 

b. Funds which do not earn interest and are lying idle with the company for 

indefinite period 

c. The funds which can be used for investment in short term markets because there 

is no expected or committed use 

d. Funds whose origin cannot be conclusively established with available evidence 

29.  Following is not a mandatory requirement to be included in the risk management policy 

of a corporate, as per RBI guidelines. 

a. Risk identification & its measurements 

b. The name of the bank through which the risks will be taken 

c. Guidelines and procedures to be followed with respect to revaluation and/or 

monitoring of positions 

d. Names and designations of officials authorised to undertake transactions and 

limits 

30. Which of the following statements is more accurate? 

a. FEDAI & RBI are the regulators for the foreign exchange transactions handled by 

banks 

b. FEDAI is the SRO for Authorised dealers 

c. FEDAI is the SRO for banks 



d. FEDAI is wholly owned by RBI  

31. In case of Non deliverable forward [NDF], the following is true 

a. NDF market exists because the currency is current account convertible 

b. NDF is a legal market in the home country functioning parallel to the forex 

market but functions without any delivery involved 

c. NDF market is an accurate predictor of the trend of currency movement 

d. NDF market exists because of the capital account convertibility of the 

currency concerned 

32. A yield curve is  

a. A graph showing the yield versus risk 

b. A curve that shows the yield on various securities that are quoted in the market 

c. A representation of the relationship between interest rates and time to 

maturity  

d. A curve showing interest rate movement over a period of time for a given debt 

instrument 

33. With an interest rate of 8%, the present value of Rs100 next year is approximately 

a. Rs 92 

b. Rs 93 

c. Rs 96 

d. Rs 108 

34. In which of the following situation, you would prefer to be the lender? 

a. The interest rate is 9% and the expected inflation rate is 7% 

b. The interest rate is 4% and the expected inflation rate is 1% 

c. The interest rate is 13% and the expected inflation rate is 15% 

d. The interest rate is 25% and the expected inflation rate is 50% 

35. The term integrated treasury in a bank means 

a. The treasury is integrated with the main activities of the bank 

b. The bank is using a single software for all operations including treasury 

c. The domestic and forex treasury are integrated 

d. The bank’s overseas treasury is merged as part of domestic books 

36. Following is the regulator for Indian G-Secs and Debt Market. 

a. FIMMDA 

b. RBI 

c. SEBI 

d. Government of India, Ministry of Finance 

37. The dividend paid by a company on account of ADRs  

a. Is issued by the company in US dollar favouring the investor  

b. Is issued in rupees & depository pays to the investor after conversion  

c. Is not repatriable unless specific permission has been taken from RBI  

d. Is payable only subject clearance from RBI and hence held in suspense till then 

38. If a bond with a par value of Rs100 is bought for Rs 95.92 and if a coupon rate of 5% is 

paid, its current yield without including capital changes is 

a. 4.79% 

b. 4.80% 

c. 5.21 

d. 5.21% 



39. Identify the wrong statement among the following 

a. Bonds that provide the investor with the right to seek redemption from the issuer, 

prior to the maturity date, are called puttable bonds.  

b. Bonds that allow the issuer to alter their tenor, by redeeming them prior to their 

maturity date, are called callable bonds. 

c. A call option in the callable bonds can be either European option or an American 

option 

d. Bonds that provide the issuer with the right to seek redemption from the 

investor, prior to the maturity date, are called puttable bonds.  

40. Zero coupon convertible is  

a. A zero coupon structure where the aggregate yield is near zero 

b. A combination of a zero coupon bond and a convertible bond.  

c. Issued as a bond that pays no interest until a specified date 

d. Converted to an equity share at the option of the investor 

41. The value a zero coupon with a maturity of three years and a maturity value of Rs 1,000 

discounted at 7% is 

a. Rs 813.50 

b. Rs 901.94 

c. Rs 966.18 

d. Rs 1000 

42. Following is not a risk for an investor associated with a corporate bond 

a. Credit risk 

b. Interest rate risk 

c. Prepayment risk 

d. Foreign exchange risk 

43. The nominal yield on a bond is  

a. The inflation adjusted interest rate paid on the bond periodically.  

b. It is calculated by dividing the annual coupon payment by its par value.  

c. An estimate the return accurately even when the current bond price is the same as 

its par value.  

d. Used as the only measure of return. 

44. Among all capital investment appraisal techniques, the following is generally considered 

to measure the efficiency of the capital investment. 

a. Net present value 

b. Accounting rate of return 

c. Internal rate of return 

d. Real option analysis 

45. In case of Government securities,  

a. If the coupon payment date falls on a Sunday or a holiday, the coupon 

payment is made on the next working day 

b. If the maturity date falls on a Sunday or a holiday, the redemption proceeds are 

paid on the next working day 

c. If the maturity date falls on a Sunday or a holiday, the redemption proceeds are 

paid on the previous or next working day as per holder’s choice 

d. Coupon and redemption proceeds are paid on the mentioned dates irrespective of 

any holiday happening 



46. Government securities can be bought  or sold in the secondary market through various 

options other than the following 

a. Over the Counter  

b. Negotiated Dealing System 

c. Negotiated Dealing System-Order Matching 

d. Open outcry system  

47. In its simplest form, duration of a bond is 

a. Its IRR 

b. Payback period to breakeven 

c. The length to maturity 

d. The residual maturity 

48. Collateralized Borrowing and Lending Obligation [CBLO] is not the following: 

a. Is a product offered in call money market by RBI 

b. Is a fully collateralized and secured instrument developed by CCIL 

c. It is an RBI approved money market instrument 

d. Corporates can avail CBLO 

49. The following description does not conform to zero coupon bonds 

a. There is no reinvestment risk 

b. There is no difference between its stated term to maturity and its effective term to 

maturity 

c. There is no payout prior to maturity 

d. The effective yield is zero and hence are termed zero coupon bonds 

50. Opening a Vostro account in the name of correspondent bank 

a. Is freely allowed  

b. Requires RBI permission 

c. Requires RBI permission if the bank is from Pakistan 

d. Is strictly prohibited 

51. As per MF regulations 1996, in India, following is true relating to the constitution of 

mutual fund 

a. Constituted in the form of trust or society 

b. Constituted in the form of trust only 

c. The instrument of constitution should be in the form of an agreement 

d. The instrument of constitution should be in favour of the sponsors 

52. Following statement is true in relation to ‘mirror account’. 

a. It is maintained in INR for every vostro account  

b. It is maintained in corresponding foreign currency unit of the nostro account 

c. It is invariably maintained in US Dollar irrespective of the currency of the 

account 

d. It is maintained in corresponding FC with rupee equivalent for each 

transaction 

53. Following organization does not belong to the ‘World Bank group’ 

a. International Monetary Fund 

b. International Bank for Reconstruction and Development 

c. The International Development Association 

d. International Financial Corporation 



54. The treasury software used by banks should necessarily have the following features 

[mark the incorrect one] 

a. Should ensure functional separation between front and back office transactions 

b. Dealers can capture data through proper login credentials which can be tracked 

c. The trading date, time & serial number are to be necessarily entered by the 

dealer 

d. Provision to enter late deals data with remarks accordingly  

55. Which one of the following is not a measure of liquidity or solvency? 

a. Current ratio 

b. Quick ratio 

c. Debt service coverage ratio 

d. Acid test ratio 

56. Which of the following is a more accurate description of Government security? 

a. It is a debt instrument issued by Government 

b. It is a tradable instrument issued by the Central or State Governments 

c. It is a bond issued by Government 

d. A security which is guaranteed to be repaid on due date by the Government 

57. The following is not a post-sale finance option 

a. Factoring 

b. Forfeiting 

c. Packing credit advance 

d. Bills discounting by banks 

58. While factoring an export bill, the factoring agency 

a. Invariably carries the credit risk  

b. Can factor with or without recourse 

c. Can approach a bank to offload the risk 

d. Does not have any risk at all 

59. Certificate of Deposit [CD] in India is 

a. Not a negotiable instrument  

b. Issued by Government of India for raising borrowing 

c. Issued by corporates to raise funds 

d. Issued by Scheduled Commercial Banks & FIs. 

60. A Sovereign Wealth Fund 

a. Is not necessarily a State owned investment fund 

b. Is a State owned investment fund or entity 

c. Created out of borrowings by any Government 

d. Includes foreign currency reserve assets held for BOP or monetary policy purpose 

61. An essential element of a disaster-recovery plan is a statement of 

a. System development standards for the organization 

b. History of modifications to the operating system 

c. Responsibilities of each organizational unit in case of disaster 

d. Applications planned for new development 

62. Following is a feature of The New Development Bank BRICS, formerly referred to as the 

BRICS Development Bank 



a. It is not a multilateral development bank 

b. It belongs to the World Bank group 

c. Members have no veto right 

d. Its headquarters will move within member countries on rotation 

63. When a corporate in India raises external commercial borrowings for meeting domestic 

expenses,  

a. The foreign exchange reserves of the country immediately increase 

b. The foreign exchange reserves of the country immediately decrease 

c. There is no impact on the foreign exchange reserves 

d. There is no forex risk to the corporate because of this 

64. The four basic steps involved in hypothesis testing are:  

A. Make conclusions about the hypothesis 

B. Define the hypothesis  

C. Calculate the test statistic  

D. Set the decision criteria  

Which of the following indicates the correct order in which these happen? 

a. ABCD 

b. DCBA 

c. CBDA 

d. BDCA 

65. Which of the following is not an accurate statement relating to Straight Through 

Processing [STP] 

a. STP results in a high level of efficient transaction execution 

b. STP does not involve human intervention 

c. STP is cost effective 

d. The concept of STP is not used in Indian treasury transactions 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

Section B 
 

Number of questions: 7 
 

Marks: 25 
 
 
 
Note: Answer any five questions. Each answer will carries 5 marks 
 
 
 
[Unrelated answers & answers exceeding the brief will attract negative marks] 

 

1. A diamond exporter imports raw diamond and exports after value-add. What is the 

advantage if the exporter deals with an Indian bank which has branches all over the 

world? 

2. Describe what is a stop loss limit for a trader and its implications 

3. What does the code of conduct evolved by FEDAI for bank treasury dealers contain? 

4. Describe lockbox services available to reduce float in different situations and impact of 

technology on it. 

5. What are the general features of Government securities? 

6. Briefly explain the salient features of Negotiated Dealing System used for dealing in 

Government securities and money market instruments. 

7. Define the following terms in a sentence each: 

a. Factoring  

b. Forfeiting 

c. BCP in banks 

d. Liquidity of banks 

e. Angel funds 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

Section C 
 

Number of questions: 2 
 

Marks: 10 
 
 

 

Note : Case Studies. Answer any one. Max 10 marks 

 

1. ABC P Ltd is engaged in manufacture and export of garments for over decades but at a 

small volume. It proposes to expand its capacity. The expansion involves import of high 

end machineries worth USD 25 million. While a rupee term loan will carry interest at 

10% pa, the supplier has offered trade credit at LIBOR [1%] for maximum of 2 years 

subject to support of bank guarantee, which costs 2% pa. Forward rates are 2% pa but 

cover is available for max one year, with possible roll over on maturity. The company’s 

risk management policy [drawn up decades ago when trade overseas trade credit concept 

was not in vogue] allows any forex exposure above USD 5000 subject to full hedging. 

What are the options available to the company for financing the import? 

 

2. Goodworks Overseas Ltd is an infra company with work on hand both in India and 

abroad. It regularly bids for projects for securing the contracts. Typically, the overseas 

principal takes around 6 months’ time for awarding the contract after the bid is submitted, 

due to negotiations & clarifications. The success rate of Goodworks in securing bids has 

been above 50% which speaks highly of the performance & competitive pricing [just 

about 15% margin] of Goodworks. 

 

Goodworks has presently submitted a bid for constructing a sewage system in Algeria 

over a twelve months under a French credit for an amount of Euro 200 million. It has 

third country imports for around Euro 0.5 million, which is considered as a small amount 

for the company’s turnover. The standard terms of the contract stipulate an advance 

payment of 10%, milestone payments and retention money twelve months after the 

project is completed.  

 

Irrespective of whether the bid will be secured or not, Goodworks proposes to set up an 

office with a plant to manufacture essential items for this type of projects and a demo 

project in view of the large potential for such works in that area. This requires an 

investment of nearly USD 10 million in around next six months.  

 

The treasury head of the company is concerned about the volatile forex market and the 

treasury view is that the Euro will depreciate by over 15% in the next one year and USD 

will appreciate by 20%, both against INR. 

 

Suggest how the company can protect against currency fluctuation using derivatives. 

 

 



 

 

 

 

 

 

 

 

 

 

 

Good answer should cover the following: 

Q1: 

 There is considerable service advantage like e.g. time take for handling LCs, documents 

etc.  

 However there is unlikely to be any cost advantage because the branches in two countries 

do not subsidize each other and hence charges are not reduced. 

 Follow up will be easier 

 If the trading counterparty also has account with the overseas branch, then credit limits & 

terms could be more advantageous 

 Arranging credit lines, buyers credit, LC confirmation… 

 Known faces and familiarity  

 

Q2: [Text bookish answer – see page 39 of text book] 

 Stop loss is a limit that acts as a safety valve if something starts to go wrong with a trade 

or a position.  

 Specifically it is the amount that a portfolio’s single - period trading or mark-to-market 

loss should not exceed. These limits state that specified action (reduction in exposure or 

close-out position) must take place if the loss exceeds a threshold amount. 

 Tight ‘stop loss limits’ reduce the maximum possible loss and therefore reduce the capital 

required. However, if the limits are too tight they reduce the trader’s ability to make a 

profit. 

 The art of setting ‘stop loss limit’ therefore lies in determining the right balance between 

risk, reward and limits. ‘Stop loss limits’ are therefore calibrated on a more frequent basis 

than market risk policy documents. This is primarily because market risk volatility levels 

change on a daily basis. When market and price volatility is high, ‘stop loss limits’ are 

tightened. When market and price volatility is low, ‘stop loss limits’ can be relaxed. 

 

Q3: It contains guidelines on good practices covering the following issues 

 Confidentiality 

 Dealing Procedures 

 Difference Payable by Brokers 

 Frivolous Quotations 

 Quotation of Fictitious Rates 

 After-Hours Dealing 



 Enquiry into the Conduct of Brokers 

 Brokerage Payment by Banks 

 Market Irregularities 

 Entertainments, Gifts or Favours 

 Penalties 

 

Q4: 

See page 46 of text book. Facility to collect cheques and speed collect the proceeds. Starting 

from boxes kept for collecting cheques for credit card dues, that offered by banks through US 

correspondents for collecting US cheques favouring Indian beneficiaries, that offered by 

corporates for collecting receivables. Technology is slowly reducing paper based remittances and 

hence the concept of float and lockboxes.  

 

Q5: A straightforward text bookish question. See page 78 of text book.  

 Issued at face value (The Term “Government Securities” should include both long term 

(dated Securities) and short term securities (treasury bills) issued by the government. 

 Of these, treasury bills are always issued at a discount to the face value and dated 

securities may be issued via either multiple price auction or uniform price auction). 

 No default risk as the securities carry sovereign guarantee. 

 Ample liquidity as the investor can sell the security in the secondary market 

 Interest payment on a half-yearly basis on face value 

 No tax deducted at source 

 Can be held in Demat form. 

 Rate of interest and tenor of the security is fixed at the time of issuance and is not subject 

to change (unless intrinsic to the security like FRBs - Floating Rate Bonds). 

 Redeemed at face value on maturity 

 Maturity ranges from of 2-30 years. 

 Securities qualify as SLR (Statutory Liquidity Ratio) investments (unless otherwise 

stated). 

Q6: 

Following instruments are traded 

 Government of India Dated Securities 

 State Governments Securities 

 T-Bills 

 Call/Notice/Term Money 

 Commercial Paper 

 Certificates of Deposit 

 Repos 

Membership is open to all institutions which are members of INFINET and have Subsidiary 

General Ledger accounts with RBI. At present, this covers the following: 

 Banks 

 Financial Institutions 

 Primary Dealers 

 Insurance Companies 

 Mutual Funds 



Banks and Primary Dealers are required to be members of NDS.  NDS uses INFINET, a closed 

user group network as communication backbone. 

 

Q7: The answers need not be verbatim as below but should indicate understanding. 

 Factoring: Agreement in which receivables arising out of sale of goods/services are sold 

by a firm (client) to a financial intermediary (factor). 

 An NDF is an outright forward or futures contract in which counterparties settle the 

difference between the contracted NDF price or rate and the prevailing spot price or rate 

on an agreed notional amount. 

 Business Continuity Plan Guidelines provide a framework to the bank to draw up an 

action plan for meeting any crisis (disaster or emergency). 

 Liquidity can be defined as the comprehensive ability of a bank to meet demand for funds 

on account of maturity of liabilities exactly when they fall due or when depositors want 

their money back.  The answer should specifically refer to repaying when they fall due or 

when depositors want and not merely ability to repay. 1 mark if that understanding is 

shown. 

 An angel investor invests in a new business, offering capital for startup or expansion 

attracted by possible higher rate of return than they might get in the stock, bond or real 

estate market. 

 

 

 

 

 

 

 

Section C: 

 

Q1: 

The answer should discuss issues involved such as 

 Seeking permission of the board for hedging one year at a time, as that is the only option 

available in the market, disclosing clearly that there is a risk at the end of one year of 

unestimated forward premium then and explaining that there appeared to be huge 

favourable interest rate differential. 

 The answer should discuss what is meant by covering for one year and roll over for next 

year at then prevailing rate.  

 The expected increase in exports, its currency of invoice and inflows expected are to be 

examined to see whether there is also a natural hedge for the entire expansion project. 

 Trade credit will cost 1 [int] + 2 [guarantee comm] + 2 [forward premium] = 5% pa 

compared to 10% pa of rupee loan. 

 Whether bank will agree to guarantee approx. Rs 160 crores is to be checked, particularly 

since it is a small turnover unit so far. If there is some buy back commitment, the chances 

will improve.  

 Rupee term loan requires margin upto Rs 40 crores and company has to look at its 

availability. 



 Trade credit permitted only upto USD 20 m. Either avail upto that to be availed or seek 

RBI permission through bank.  

 It may also be a time to revisit the risk management policy of the company and update.  

 

Q2: 

 On the outflow, there is a certainty of USD 10 mio. The company should book forward 

contracts after knowing the exact details of amount and date of the outflow.  

 The bid has been submitted but there is no guarantee of success. Hence the company 

should buy an option contract on Euro. It will be a put option, the tenor matching with the 

cashflows.  

 While there is no need for any math, a good answer should be able to identify the 

uncertainty and point out the correct derivative, the company should seek. If the tentative 

dates and amounts are worked out based on the duration of project, payment schedule 

given, it will fetch higher marks.  

 

 


