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Section A (Objective-Marks-65)    1 marks each 

1. RBI has stipulated that the investment portfolio of a bank should be classified into three 
categories, one of which is not  

a. Held to maturity 
b. Held for trading 
c. Available for sale 
d. Available for trading 

 
2. Which of the following best describes integration of treasury? 

a. In horizontal integration, all existing and diverse trading activities are brought under 
one control 

b. In vertical integration, trading rooms engaged in the same trading activity are brought 
under the same policy & hierarchy 

c. An integrated treasury acts as a centre of arbitrage and hedging activities 
d. Improving portfolio profitability is not the basic objective of integration 

 
3. The following statement is valid concerning the accounting rules relating to investment 

portfolio of banks 
a. The accounting for available for sale securities is same as the accounting for held for 

trading securities 
b. The changes in value for held for trading securities are recorded in operating income 
c. The changes in value for available for sale securities are recorded in operating income 
d. The accounting for held for trading is the general default category under assessment 

guidelines 
 

4. As per RBI guidelines governing reconciliation of accounts relating to forex treasury,  
a. Nostro statements are to be received atleast weekly to undertake prompt 

reconciliation of nostro accounts 
b. Nostro statements are to be received atleast monthly to undertake prompt 

reconciliation of nostro accounts 
c. To minimise the number of unreconciled items, some banks put through transactions 

in suspense account such as Export bills purchased. This practice should be 
discontinued 

d. A review statement showing the reconciliation position & review of unusual features 
should be submitted once in a quarter 
 

5. Banks in India maintain Vostro accounts of foreign banks. In this context,  
a. Bank in India maintaining the Vostro account should reconcile the account as 

promptly as it is required to do so in case of its nostro account 
b. As a customer service to the Vostro account holder the bank should send certificate 

of balance and obtain conformation thereof periodically 
c. As a customer service to the Vostro account holder the bank should send certificate 

of balance and obtain conformation thereof monthly 
d. As a customer service to the Vostro account holder the bank should send certificate 

of balance and obtain conformation thereof annually 

 



 

 

6. Mark the correct pair of comparison of names & features of hedge accounting types  
# Names # Features 
A Fair value hedge 1 Exposure to variability in cash flows 

attributed to particular risk 
B Cash flow hedge 2 Change in the value of an asset or 

liability 
C Net investment in foreign 

operations hedge 
3 Currency risk on net assets of foreign 

operations 
  4 Currency risk on net cash inflows of 

foreign operations 
  5 Change in cash flows due to that in 

asset or liability 
 

a. AI, B2, C3 
b. A2, B1, C3 
c. A1, B2, C4 
d. A2, B5, C4 

 
7. There are many commonly used methods for calculating the effectiveness of hedge, in the 

absence of a standard method in IAS 39. One of them is a quantitative method that consists 
of comparing changes in fair value between the hedging instrument and the hedged item. 
That method is called 

a. Critical terms comparison 
b. Dollar offset method 
c. Regression analysis 
d. Quantitative method 

 
8. Which choice below correctly fills up the following sentence relating to deferred tax 

provisions? 
“_______________   and _______________, which can be offset against future taxable 
income result in deferred tax assets.” 

a. unabsorbed depreciation, carry forward losses 
b. absorbed depreciation, carry forward losses 
c. deferred tax liabilities, accrued income taxes 
d. unabsorbed depreciation, accrued income taxes  

  
9. As per Rule-4, Bank Term Deposit Scheme, 2006 of Income Tax Department, in the case of 

joint holder type deposit with a bank, the deduction from income under section 80C of the 
Act shall be available  

a. To the first holder of the deposit 
b. To that holder as declared at the time of deposit 
c. As decided by the bank 
d. To that holder to whom the money belongs 

 



10. As per the new rules relating to quoting of PAN effective from 1.1.2016, where a person 
entering into any transaction is a minor and does not have any income chargeable to tax 

a. PAN need not be quoted 
b. Quote the PAN of father, mother or guardian 
c. Quote the PAN of father 
d. Quote the PAN of father or mother, whoever is alive 

 
11. A bank which receives Form 60 from its customers 

a. Is required to forward the same to IT department on yearly basis 
b. Is required to forward the same to IT department on half yearly basis 
c. Is required to e-file the particulars on half yearly basis 
d. Is required to e-file the particulars on yearly basis 

 
12. As per the latest budget provisions relating to tax collected at source [TCS] for payment in 

cash for buying goods and services, following will apply [with the exception of jewellery] 
a. If worth more than Rs 1 lakh, 1% TCS  
b. If worth more than Rs 1 lakh, 2% TCS  
c. If worth more than Rs 2 lakh, 1% TCS  
d. If worth more than Rs 2 lakh, 2% TCS  

 
13. Securities Transaction Tax applicable, effective from 1.6.2016 on sale of an option in securities 

is 
a. 0.05% payable by the seller 
b. 0.017% payable by the seller 
c. 0.05% payable by the buyer 
d. 0.017% payable by the buyer 

 
14. For the purpose of Securities Transaction Tax [STT], NSE follows the below principle 

a. Each futures trade & option trade is valued at the actual traded price  
b. In case of final exercise of an option contract STT is levied on settlement price if the 

option contract is in the money 
c. In case of final exercise of an option contract STT is levied on settlement price if the 

option contract is out of the money 
d. Each option trade is valued at the actual traded price  

 
15. Contribution analysis can be defined as 

a. A contribution towards the profit of the company 
b. Apportionment of the profit till the fixed cost of the company is fully met 
c. Unit selling price of a particular product plus variable cost of producing that product 
d. Payment made by individual products towards recovering fixed cost of the business 

 
16. In the long run a business must:  

a.  Charge a price that covers its fixed costs only  
b.  Charge a price that leads to a positive contribution  
c.  Charge a price that covers its variable costs only  
d.  Charge a price that covers both fixed and variable costs  

 
 



17. The break-even point can be defined as:  
a.  The level of activity where profits equal fixed costs  
b.  The level of activity where cash flow is zero  
c. The level of activity at which there is neither a profit nor a loss  
d.  The level of activity where variable costs are covered by sales revenue  

 
18. A company produces a standard product and the details are 

      August  September 

Sales (units)  200  350 

Sales revenue  Rs 5,000 Rs 8,750 

Profit   Rs 1,000 Rs 2,500 

 The break-even point in units is:  

a.  175 units  
b.  275 units  
c.  Cannot be ascertained  
d.  100 units  

 
19. In studying the contribution analysis of a forex treasury of a bank, following plays a key role 

a. Transfer price 
b. The duration for which it is studied 
c. LIBOR 
d. Size of treasury versus banking books size 

 
20. By booking forward contract, generally speaking, the following type of risk can be avoided 

a. Translation risk 
b. Transaction risk 
c. Economic risk 
d. Transfer risk 

 
21. The practice of leading & lagging to reduce exchange risk [mark the incorrect one] 

a. Cannot be availed indiscriminately as there could be exchange guidelines violation 
b. Can be best put to use if the exchange rate can be predicted 
c. Can be used only by monopoly traders 
d. Is applicable for imports or exports 

 
22. CDR Mechanism in India stands on the strength of a three-tier structure. Which of the 

following is a correct statement? 
a. CDR Empowered Group comprises of Chief Executives of All-India Financial 

institutions and Scheduled Banks 
b. The Standing Forum includes EDs of respective banks of the corporate concerned 
c. All references for CDR are received at CDR Core group  
d. The decision of the Empowered Group is final and binding 

 
 



23. The expansion of the acronym S4A, the new scheme introduced by RBI in June 2016 is 
a. Scheme for Sustainable Structuring of Stressed Assets 
b. Schematic approach for Sustainable & Select Spearheading Action 
c. Scheme For Automation (in banks) 
d. Scheme for Simplified Structuring of Stressed Assets 

 
24. While comparing the various stressed assets handling guidelines, the following is not true 

a. Under JLF, there is a deadline of 45 days for finding a resolution plan 
b. Under SDR, banks have to find a buyer for the asset in 18 months 
c. Final package to be approved by CDR Empowered Group within a period of 60 days 

from the date of admission of the Flash Report 
d. Banks have to rehabilitate viable accounts within 90 days 

 
25. The Basel committee on banking supervision introduced guidelines relating to capital 

measurement known as Basel norms. The following describes these norms more correctly 
a. Basel I focussed only on operational risk 
b. Basel II includes credit, market and operational risk 
c. Basel III included, additionally, supervisory risk 
d. Basel III will be fully implemented in India by March 31, 2017 

 
26. Perpetual non-cumulative preference shares are part of 

a. Tier I capital 
b. Tier II capital 
c. Tier III capital 
d. Tier IV capital 

 
27. Following best describes Capital Adequacy Ratio 

a. It protects banks against excess leverage 
b. It is calculated by dividing Tier I capital by assets 
c. It is calculated by dividing Tier I capital by Risk weighted assets 
d. It is calculated by dividing total of Tier I to IV capital by assets 

 
28. A company exports goods on credit and hence it has outstanding under debtors in its 

accounts. What type of risk, this can lead to? 
a. Translation risk 
b. Economic risk 
c. Pre-transaction risk 
d. Transaction risk 

 
29. The logical relation between yield curve and bank’s net interest margin is weakening of late. 

The following is not one of the reasons 
a. Banks diversifying into non-traditional activities 
b. Exposure to interest rate movements moderates through derivatives 
c. Share of equity & CASA has increased 
d. Larger banks are able to decouple & hence release pressure for others 

 
 
 



30. In the context of mortgage backed securities [MBS], what is refinancing risk, if any? 
a. There is no such term as refinancing risk 
b. Risk of an early unscheduled repayment of principal 
c. Risk of an early unscheduled repayment of mortgage 
d. Risk of refinancing not available by then  

 
31. Securitising its loans is one way in which a bank can  

a. Avoid cash withdrawals  
b. Improve its risk-capital ratio  
c. Reduce its costs  
d. Increase its assets  

 
32. Which one of the following ties a user’s private key to a user’s public key? 

a. A digital signature 
b. A digital certificate 
c. A digitized signature 
d. A digital token 

 
33. The treasurer of Reliance exchanged a portion of its euro holding into USD to purchase gas 

futures contracts. This was done in anticipation of an assumed rise in gas prices due to 
continued weakening of USD. Which of the following types of risk is being mitigated? 

a. Sovereign 
b. Operational 
c. Commodity price 
d. Foreign exchange 

 
34. What is the initial amount of money to be exchanged by the counterparties who have entered 

into an interest rate swap with a notional principal of USD 10 million? 
a. Nothing 
b. USD 5 million 
c. FV of USD 10 mio 
d. PV of USD 10 mio 

 
35. Which of the following is not a key area to consider when establishing treasury policy? 

a. Equity method investments accounting 
b. Medium term financing 
c. Management reporting 
d. Foreign currency management 

 
36. Which of the following remark is true in relation to Net Overnight Open Position Limit [NOOPL] 

as relevant to treasury of a bank as per RBI guidelines? 
a. NOOPL is approved by RBI 
b. NOOPL should not exceed 50% of the total capital 
c. NOOPL is fixed by the board of the bank 
d. NOOPL should not exceed 25% of Tier I capital 

 
 
 



37. Net spot position in a single currency for a treasury of a bank is 
a. Difference between foreign currency holding and borrowing in that currency at the 

end of that date 
b. The aggregate of the balances in the nostro accounts in that currency less net 

overdrawing if any in that currency 
c. Difference between the foreign currency assets & liabilities in the balance sheet 
d. The aggregate of the balances in the nostro accounts in that currency 

 
38. Which of the following statements relating to interest on Savings Accounts [SAs] with banks 

is truer? 
a. Interest earned on SAs is tax free and hence treasury should exploit this for 

maximising yield 
b. Interest earned on SAs is not tax free though there is no deduction of tax at source 
c. Interest earned on SAs is tax free but treasury cannot avail this opportunity because 

SAs cannot be maintained by corporates 
d. Interest rate on SAs is advised by RBI 

 
39. The Treasury Mid office does not handle the following activity 

a. Managing all treasury limits 
b. Preparing asset liquidity risk and impact cost reports 
c. Revaluation reports, preparation & submission to management 
d. Monitoring accuracy of confirmation of deals 

 
40. In relation to movement of government securities, an account can be opened with RBI, called 

SGL account. The expansion of SGL is 
a. Securities General Ledger 
b. Subsidiary General Ledger 
c. Secured General Ledger 
d. Securities Government Ledger 

 
41. Following is true in respect of SGL account with RBI 

a. Only banks can open SGL account with RBI 
b. Insurance companies cannot open SGL account with RBI 
c. RBI does not allow more than one SGL account by any bank 
d. Mutual Funds can open SGL accounts 

 
42. In case of treasury deals concluded through NDS OM,  

a. Counter party confirmation deals is not required 
b. CCIL does not handle transactions routed through NDS OM 
c. CCIL is not a risk counterparty because it is not a bank 
d. CCIL & concerned bank are both counterparties 

 
43. Following statement is truer regarding role of the Audit Committee [AC] of a bank 

a. It conducts the internal audit of the critical branches 
b. AC acts as a bridge between higher management and external auditors 
c. External auditor should not have pre-audit discussion with AC to prevent any bias 
d. AC’s role is more a line function than a staff function 



44. Mark the correct pair of comparison of different types of risks and the methods available with 
different levels of sophistication   

# Risk type # Methods 
A Credit risk 1 Basic indicator approach, The 

standardised approach & Advanced 
measurement approach 

B Market risk 2 Standardised approach & Advanced 
approach 

C Operational risk 3 The standardised approach & Internal 
measurement approach 

 
a. AI, B2, C3 
b. A2, B3, C1 
c. A1, B3, C2 
d. A3, B2, C1 

 
45. There are broadly three categories of participants in a derivative market and following is not 

one among them 
a. Speculators 
b. Hedgers 
c. Arbitrageurs 
d. Regulators 

 
46. Government of Nauru has floated a tender for construction of township and NBCC Delhi has 

bid for it at a price of AUD 10.32 million. The fate will be known in the next one month and 
work completion period is one year. NBCC wants to cover the exchange risk immediately in 
view of volatile AUD INR rates, since it is reasonably confident of securing the contract. What 
is your best advice 

a. Do nothing as INR is expected to weaken against AUD 
b. Book forward contract covering one year for AUD 10.32 mio 
c. Buy an option contract for AUD 10 million immediately  
d. Wait for one month before taking any further financial steps 

 
47. Audit committee has been formed in quoted public sector banks because of 

a. Clause 49 of listing agreement 
b. Government of India notification 
c. RBI directive to banks 
d. Corporate governance  

 
48. Lack of centralisation of trading, illiquidity and counter party risk are the features of the 

following derivative contract 
a. Forward contract 
b. Future contract 
c. Option contract 
d. Swap contract 

 
 



49. Investor A is bullish on future movement of Nifty while investor B believes that Nifty will fall. 
They enter into an index futures contract. Here 

a. A is the buyer  
b. B is the buyer 
c. The exchange is the buyer & seller 
d. Cannot say who is the buyer 

 
50. In case of an option contract with the underlying of a share, the exercise price is Rs 95 whereas 

the current price is Rs 102. Which of the following is true? 
a. If it is a call option, it is in the money 
b. If it is a call option, it is out of the money 
c. It is in the money, whether it is put or call option 
d. It is out of the money, whether it is put or call option 

 
51. There are three basic factors that determine an option premium. The following is not included 

a. Intrinsic value 
b. Time value 
c. Volatility 
d. Interest rate 

 
52. Which of the following is not a SEBI recognised credit rating agency? 

a. ICRA 
b. CCIL 
c. CRISIL 
d. Brickwork 

 
53. Herstatt risk is referred to risk in foreign exchange transactions associated with  

a. Pre settlement risk 
b. Settlement risk 
c. Post settlement risk 
d. Credit risk 

 
54. Which of the following better describes Risk Adjusted Return on Capital (RAROC)?  

a. RAROC allocates a capital charge to a transaction or a line of business at an amount 
equal to the minimum expected loss  

b. The RAROC process estimates the asset value that may prevail in the best-case 
scenario  

c. RAROC allows one to compare two businesses with different risk (volatility of returns) 
profiles 

d. Using a hurdle rate, a borrower can use the RAROC principle to set the target pricing 
on a relationship or a transaction 
 

55. Which one of the following is not a part of the three pillars on which the ALM process 
rests? 

a. ALM Information Systems 
b. ALM Organization 
c. ALM Process 
d. ALM Regulatory Guidelines 



56. While calculating the buckets into which the funds flow are to be grouped under ALM 
a. The time buckets are exactly same for arriving at liquidity risk and interest rate 

risk 
b. The near time buckets are narrower under interest rate risk because of sensitivity 

involved 
c. The near time buckets are narrower under liquidity risk because of sensitivity 

involved 
d. The concept of time bucket arises only for liquidity risk management because 

flows cannot be bucketed interest rate wise 
 

57. Which pair fills up the below sentence correctly? 
 

The _____ the value of ‘duration’, the _____ sensitive is the price of that asset or 
liability to changes in _______. 

a. Larger, more, interest rates 
b. Lower, higher, interest rates 
c. Larger, less, interest rates 
d. Lower, more, value 

 
58. What is the information gathered from market participants in the poll to determine NSE 

MIBOR? 
a. The rate at which they will be able to lend and borrow  
b. The rate at which they are willing to lend and borrow amongst one another 
c. Their view of the market rates for lending and borrowing  
d. Their view of the  lending and borrowing rates of specific market participants 

 
59.  To prevent legal risks in financial markets 

a. Internationally accepted agreements like ISDA are obtained for each transaction 
b. Internationally accepted agreements like ISDA are obtained on one time basis 

bilaterally 
c. Internationally accepted agreements like ISDA are obtained once in every three 

years 
d. Internationally accepted agreements like ISDA are obtained for all the market 

participants by the Central counter party [CCP] 
 

60. A leading software exporter X Ltd has a WOS in USA. X Ltd deputes manpower to this 
WOS and the latter handles all the business including invoicing, receiving payment etc. 
It transfers the surplus to X Ltd periodically when the Indian rupee is weak. X Ltd has 
a huge external borrowing to finance its capital assets in India for which the servicing 
outflow is fully covered by the remittances from the WOS. We can conclude that 

a. What X Ltd is doing is illegal 
b. X Ltd has a natural hedge against exchange risk 
c. X Ltd is using ‘leads and lags’ to protect the exchange risk 
d. The WOS has an exchange risk against INR 

 
61. Under FEMA, there is a clause called sunset clause which means 

a. Any contravention under the earlier FERA can be taken notice within 1 year of 
FEMA coming into force 



b. Any contravention under the earlier FERA can be taken notice within 5 years 
of FEMA coming into force 

c. Any contravention under the earlier FERA can be taken notice within 2 years 
of FEMA coming into force 

d. Any contravention under the earlier FERA can be taken notice only if it 
continues to be a contravention under FEMA  
 

62. You were auditing the nostro account reconciliation records of a bank treasury. Which is likely 
to be your conclusion? 

a. An old outstanding debit entry in mirror account could be a cause for a fraud 
b. An old outstanding credit entry in nostro account could be a cause for a fraud 
c. An old outstanding debit entry in nostro account could result in fraud 
d. An old outstanding credit entry in mirror account could mean a sure fraud 

 
63. Which one of the following is a capital account transaction as per FEMA? 

a. Release of foreign exchange for import of capital goods 
b. Release of foreign exchange for travel abroad 
c. Giving a guarantee towards a debt incurred by a non-resident 
d. Applying for establishing a letter of credit 

 
64. Bank applies bill selling rate for the following foreign exchange transaction 

a. For selling foreign currency bills & notes 
b. For retiring an import bill of customer 
c. On realisation of an export bill 
d. Fore remittance relating to selling bills 

 
65. During risk based audit, what do the auditors do in addition to grading the risks as low, 

medium and high?  
a. Identify the direction of the risk 
b. Identify the seepage of income 
c. Identify the culprits who are responsible for creating the risk 
d. Penalise the banks 

 
 
Answer (objective type 1-65) 
1. D 2.C 3.B 4.A 5.B 6.B 7.B 8.A 9.A 10.B 

11.C 12.C 13.A 14.B 15.D 16.D 17.C 18.D 19.A 20.B  

21.C 22.D 23.A 24.D 25.B 26.A 27.A 28.D 29.D 30.B  

31.B 32.B 33.C 34.A 35.C 36.C 37.C 38.B 39.D 40.B  

41.D 42.A 43.B 44.B 45.D 46.C 47.C 48.A 49.A 50.A  

51.D 52.B 43.B 54.C 55.D 56.C 57.A 58.C 59.B 60.B  
61.C 62.A 63.C 64.B 65.A 

 



Section B (Answer any five Question)   Marks-25 

 

1. Explain what is a basis risk while trading in derivative market? Describe different types of 
basis risk. 

2. Briefly explain the methodology for calculation of net open position in a single currency and 
calculation of the overall net open position.  

3. Whether derivative transactions are always to be regarded as business transactions? Discuss 
the reasoning for and against.  Answer not to exceed 15 lines.  

4. What are the challenges faced by a treasurer of a mutual fund compared to other treasurers? 
5. Options traders often refer to terms, which are known as "Greeks" which provide a way to 

measure the sensitivity of an option's price to quantifiable factors. Briefly explain any four of 
them. 

6. What are the objectives of treasury management? Explain crisply in bullet points in not 
exceeding 10 lines. 

7. Briefly explain the salient features of SEBI (Investment Advisers) Regulations 2013  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



Answer:- 

Short Answer 1: Basis Risk is the most important risk, which every hedger or trader considers 
while trading in the derivative market. It typically occurs when there is non-convergence of spot 
price and relative price on the offset date of trade due to an imperfect hedging strategy. When 
the offsetting properties are different, they add market risk to the trade, which is basically Basis 
Risk. And that non-convergence amount between cash price of the hedged underlying and price 
of the relative hedged underlying thus gives the numerical value for the basis risk, which can be 
negative or positive.  
 
There are different types of Basis Risk in case of an imperfect hedging, which are listed below:  
 
a) Price Basis Risk: This occurs when there is a difference between spot price and relative future 
price or they do not move in tandem during the start and end of trade. Example, gold futures price 
is not changing as much gold spot price.  

b) Location Basis Risk: This happens typically in the commodities market, where the futures market 
delivery location (on which hedging is done) is different from that of the actual spot market (for 
which hedging is done). Example, crude oil futures price for Mumbai location is different from 
crude oil price for Singapore Spot.  

c) Calendar Basis Risk: In this case, the selling date of the spot market trade can be different from 
the expiry date of the futures market contract. For example, the date of selling HDFC Bank shares 
is 15 days prior to the expiry date of HDFC Bank futures contract on the NSE  

d) Product Quality Basis Risk: When the properties or qualities of the underlying asset are different 
from the relative underlying asset. Example, crude oil futures used to hedge ATF spot price. 

Short Answer 2: This is a standard text book explanation available at page 21 of module ii of the 
reading material and also at RBI webpage 
https://www.rbi.org.in/Scripts/BS_ViewMasDirections.aspx?id=10485   

What is important in a good answer is whether the candidate has understood what is meant by 
position, open position for a currency and its aggregation to be done exactly as per RBI directive. 

 

 

Short Answer 3: This is discussed in detail at page 62 of module ii of the reading material. What is 
important in a good answer is crisp listing of why and why not it could become part of business 
transaction and recognition of vagueness and discretion available in classification. A lengthy & 
vague answer without listing concrete reasoning will get less marks. 

Short Answer 4: This is a non-text bookish question with no perfect or readily available answer. A 
good answer should discuss 

• The types of funding available here viz.: depending on type of schemes, the inflow could 
be on tap or as and when is floated. Hence greater challenges of funds management. 

• The investments have to be as per commitments [information documents] without mix 
up – hence there could be loss of opportunities, possibility of mix ups, temptations to 
violate, need for greater oversight etc. 

https://www.rbi.org.in/Scripts/BS_ViewMasDirections.aspx?id=10485


• Liquidity position – could be more acute than in other treasuries on select dates because 
the schemes may be due for redemption, any adverse market reports cropping up or 
bunching of other issues 

• Investment opportunities are wide including e.g. investments upto USD 7 billion in 
overseas markets. Hence huge expertise needed on overseas market investment 
opportunities and currency movements 

• Yield maximisation challenge is much higher with clear visibility on the results almost 
instantly. 

Short Answer 5: Page 191 of module ii of the text book or any standard text book will define 
and explain terms such as delta, gamma, vega, theta and rho. Brief explanation, more 
importantly, a clear message of having understood the significance of these, will fetch good 
marks.  

Short Answer 6: This is a generic question and specific answer is available at page 221 of 
module ii of the text book. What is important in a good answer is crisply pointing out the 
objectives without being too verbose and missing any essential points. E.g. maintaining 
liquidity, managing risk etc are points not to be missed in good answer.  

Short Answer 7: This is a routine text bookish question. The ‘answer’ is available in SEBI 
webpage and also briefly in page 263 of module ii of the text book. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



Section C (case studies, answer any one)   Marks-10 

 

1. Explain briefly the concept of yield based auction of government securities including how the 
cut off yield is arrived at. Using that, calculate the amount allotted to each of the successful 
bidders in the following case: 

Yield based auction of a new security  

• Maturity Date: September 8, 2018 
• Coupon: It is determined in the auction (8.22% as shown in the illustration below) 
• Auction date: September 5, 2008 
• Auction settlement date: September 8, 2008* 
• Notified Amount: Rs.1000 crore  

* September 6 and 7 being holidays, settlement is done on September 8, 2008 under T+1 cycle. 
  

Details of bids received in the increasing order of bid yields 

Bid No. Bid Yield Amount of bid (Rs. crore) 

1 8.19% 300 
2 8.20% 200 
3 8.20% 250 
4 8.21% 150 
5 8.22% 100 
6 8.22% 100 
7 8.23% 150 
8 8.24% 100 

 

 

2. An exporter’s marketing manager planned to travel abroad for business promotion. His 
destination included London, Italy and New York. He had taken the following foreign exchange 
from SBI on 1.9.2016 at exchange rates indicated below.  
 

Currency Exchange rate applied On that day, its rate for 
buying the same was 

USD 2500 in cash Rs 69  Rs 68 
Sterling 1000 as TC Rs 90  Rs 87 
Euro 2000 as TC Rs 75  Rs 73 

There was 1% commission for sale of TCs. 
 
However, after commencing his journey, he cancelled his visit to Italy due to business reasons 
and hence did not use the Euro at all. On return, following is the unspent amount: USD 800, 
Sterling 200 and Euro 2000. He was under the impression that he had to surrender the Euro 
at the same bank viz.: SBI and he thought that the bank is likely to cancel the issue at the rates 



prevailing on issuing date. The exchange rates prevailing on 10.10.2016, when he surrenders 
the unspent amount, are as under: 
 

 At SBI At Vivian Forex [a money changer] 
Currency Cash 

buying 
Cash 
selling 

TC 
buying 

TC 
selling 

Cash 
buying 

Cash 
selling 

TC 
buying 

TC 
selling 

USD  69 70 67 71 69.5 69.75 68 70 
Sterling  91 92 90 93 91.50 91.75 91 92.5 
Euro  76 77 76 78.5 76.50 76.75 77 78 

 
What is the minimum travel expenditure the manager has incurred on account of exchange? 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



Answer:- 
 

Case studies 1:- Yield Based Auction: A yield based auction is generally conducted when a 
new Government security is issued. Investors bid in yield terms up to two decimal places (for 
example, 8.19 per cent, 8.20 per cent, etc.). Bids are arranged in ascending order and the cut-
off yield is arrived at the yield corresponding to the notified amount of the auction. The cut-off 
yield is taken as the coupon rate for the security. Successful bidders are those who have bid at 
or below the cut-off yield. Bids which are higher than the cut-off yield are rejected. 

The candidate should calculate the cumulative amount after each bid, which has been arranged 
in increasing order for helping. Then calculate the cut off yield and then the answer flows. The 
issuer would get the notified amount by accepting bids up to 5. Since the bid number 6 also is 
at the same yield, bid numbers 5 and 6 would get allotment pro-rata so that the notified amount 
is not exceeded. In the above case each would get Rs. 50 crore. Bid numbers 7 and 8 are rejected 
as the yields are higher than the cut-off yield. 
 
Summary:  
Bid numbers 1 to 4: their bid amount in full 
Bid numbers 5 & 6 Rs 50 crores each 
Bid numbers 7 & 8: nil  

 
 
 

Case studies 2:- 

Cost of acquiring forex: 
 
USD 2500 X 69 = Rs 172,500 
GBP1000*90 +1% = Rs 90,900 
Euro 2000* 75 + 1% = Rs 151,500 
Total paid = Rs 414,900 
Since the rates are better at Vivian, he surrenders the exchange there [there is no obligation to 
go back to the same bank]. 
The total amount he gets is 
USD 800*69.5 = Rs 55,600 
GBP 200*91 = Rs 18,200 
Euro 2000*77 = Rs 154,000 
Total received = Rs 227,800 
 
Forex cost of travel = Rs 414900 – 227800 = 187,100. 
 


