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Disclaimer 

The suggested answers contained in this publication constitute ideal answers for 
various questions. They do not constitute the basis for the evaluation of the 
candidate’s answers in FXTM examinations. These suggested answers are arranged 
by the Committee on Capital Market & Investors Protection with a view to assist the 
candidates pursuing the FXTM Course for their preparation for the Technical 
Examinations. While due care has been taken in preparation of the answers, if any 
errors & omission is noticed, the same may be brought to the notice of the Secretary, 
Committee on Capital Market & Investors Protection. The Council and  Committee 
on Capital Market & Investors Protection of the Institute are not responsible in any 
way for correctness or otherwise of the answers published hereinunder. 



Section A 
Number of questions: 65 

Marks: 65 
 

Multiple choices: Please [] mark for the correct answer. 
Part A: Answer all questions.      1 mark each 
 

1. Mark the correct statement below relating to International Development Agencies 
 

a) World Bank was established as part of the Bretton Woods Agreement, whereas 
International Monetary Fund [IMF] was established later 

b) World Bank aims to stabilize exchange rates 
c) The World Bank’s goal is to reduce poverty 
d) IMF does not provide loans to develop policy programs that solve balance of 

payment problems 
 

2. A bank is holding a security under the classification of HTM in its treasury portfolio 
and its acquisition cost is more than the face value. For profit accounting and 
valuation purpose,  

 
a) It need not be marked to market and will be carried at acquisition cost since it 

is under HTM category 
b) It need to be marked to market and the profit or loss booked  
c) It need to be marked to market and the premium should be amortised over the 

remaining period  
d) The book value of the security should continue to be shown at current market 

value 
 

3. For profit accounting and valuation purpose, the bank should mark to market the 
securities as under 

 
a) The individual scrips in the Available for Sale category will be marked to 

market at quarterly or at more frequent intervals 
b) The individual scrips in the Held for Trading category will be marked to market 

at quarterly or at more frequent intervals 
c) All the securities need to be marked to market only annually to correctly reflect 

the revenue in the books 
d) The individual scrips in the Held to Maturity category will be marked to market 

on a daily basis 



4. Which of the following statements is true in respect of securities held in the treasury 
books of a bank? 

 
a) The entire investment portfolio of the banks (including SLR securities and non-

SLR securities) should be classified under three categories viz.: ‘Held to 
Maturity’, ‘Available for Sale’ and ‘Held for Trading’ 

b) The securities held by the banks classified under SLR securities and being held 
to meet the statutory SLR requirement only need to be classified under three 
categories viz.: ‘Held to Maturity’, ‘Available for Sale’ and ‘Held for Trading’ 

c) This classification under three categories viz.: ‘Held to Maturity’, ‘Available 
for Sale’ and ‘Held for Trading’ is to be adhered to while disclosing the 
investments in the balance sheet by the banks also 

d) For the purpose of disclosing the investments in the balance sheet by the banks, 
the classification is into three different categories viz.: Government securities, 
Shares/ Debentures/Bonds and Other securities. 
 

5. Canara Bank Mumbai maintains a USD account with Citibank New York. While 
auditing the reconciliation of this account, you observed that there is an outstanding 
credit entry for USD 24450 and there is also an outstanding debit entry for USD 
24500 in the mirror account, both carrying the same reference. Following is a 
possibility 

 
a) There is a short credit for USD 50 and it is a net loss to the bank 
b) Excess credit of USD 50 to customer to be recovered from the customer 
c) There is an excess credit for USD 50 which is to be passed on to the customer 
d) There is an excess credit for USD 50 which is a net profit of the bank in the 

transaction 
 

6. Following is true of the account maintained by one bank with another bank across 
border: 

 
a) Vostro account is invariably maintained in foreign currency 
b) Bank in India can maintain Nostro accounts only in approved currencies 
c) If A bank has a Nostro account with B bank, it means B bank has a vostro 

account with A bank 
d) Maintaining a Nostro account by a bank does not require RBI permission 

 
 



7. Federal Bank Ltd has issued a very large number of small value foreign currency 
drafts on its GBP correspondent viz.: HSBC London. You are the auditor for 
checking the reconciliation of the Nostro accounts. You will expect to see  

 
a) A large number of Nostro credits outstanding 
b) A large number of Nostro debits outstanding 
c) A large number of mirror credits outstanding 
d) A large number of mirror debits outstanding 

 
8. JP Associates Delhi has a subsidiary in Bhutan in the business of electricity 

production. The local currency Ngultrum [Nu.] has a fixed parity with INR. The 
Delhi HQ of the company, while consolidating the accounts will resort to the 
following type of hedge accounting: 

 
a) Fair value hedge 
b) Cash flow hedge 
c) Hedges of net investment in a foreign operation 
d) No hedge accounting applied here 

 
9. The global key professional accounting body is 
 

a) The International Accounting Standards Board  
b) The Institute of Chartered Accountants of India 
c) The International Accounting Standards Committee 
d) The Financial Accounting Standards Board 

 
10. The accounting process in which the financial statements of a parent company and 

its subsidiaries are added together to yield a unified set of financial statements is 
called — 
a) Amortization 
b) Amalgamation 
c) Consolidation  
d) Translation 

 
11. Overnight open position limits are now being computed as per the RBI directives on  

a) Consolidated basis 
b) Currency basis 
c) Approximate basis 
d) Net Present Value basis 



12. For the latest amendments introduced in the Finance Act 2018, Central Board of 
Direct Taxes has clarified that "grandfathering" of gains up to January 31 will be 
available. This is as per a news item and not sure whether the words used are 
authentic. But, what is grandfather clause used in business situations? 

 
a) There is no such clause in financial transactions or legislation 
b) A clause that gives exemption from taxation on inheritance in certain 

circumstances 
c) A clause in a new law or regulation that exempts certain persons or businesses 

from abiding by it 
d) A clause that makes an illegality to continue after relative penalty has been paid 

as per the new law passed 
 

13. An equity share is acquired on 1st of January, 2017 at Rs. 100, its fair market value 
is Rs. 200 on 31st of January, 2018 and it is sold on 1st of April, 2018 at Rs. 250. 
What is the long term capital gain? 

 
a) Rs 50 
b) Rs 100 
c) Rs 150 
d) Rs 200 

 
14.  As per the Finance Bill 2018 long term capital gains on equity shares will be taxed 

at 10%. Which of the following conditions to be satisfied as per CBDT 
clarification? 
a) Where the equity is held for a minimum 24 months and the securities transaction 

tax (STT) is paid at the time of transfer 
b) Where the equity is held for a minimum 12 months and the securities transaction 

tax (STT) is paid at the time of transfer 
c) Where the equity is held for a minimum 12 months and whether the securities 

transaction tax (STT) is paid at the time of transfer or not 
d) Where the equity is held for a minimum 24 months and whether the securities 

transaction tax (STT) is paid at the time of transfer or not 
 

15. In case of CBLO facility offered by CCIL to a participating commercial bank,  
a) GST is payable on the charges paid to CCIL for availing CBLO 
b) GST is to be paid on interest and charges paid to CCIL  
c) GST is paid by CCIL on all CBLOs and is loaded in the charges levied by it 
d) CCIL is RBI sponsored and hence all transactions with it are exempt from GST 



16. Union Bank of India [UBI] is maintaining a SGD Nostro account with OCBC Bank 
Singapore. OCBC has put conditions for maintenance of this account. You are an 
auditor for UBI and hence you know which one of the following is true. Mark the 
same.  

 
a) OCBC has stipulated that a minimum balance of SGD 100,000 is to be 

maintained. Hence UBI is liable to pay GST (under the reverse charge) on SGD 
100,000 

b) OCBC has levied a maintenance charge of SGD 500 for the quarter ended 31st 
March 2018. Hence UBI is liable to pay GST (under the reverse charge) on SGD 
500 

c) As per clarification provided by Central Board of Indirect Taxes and Customs, 
banks in India are not liable to pay GST (under the reverse charge) on 
correspondent banking charged paid to such banks outside India 

d) There is no bank called OCBC Bank Singapore and hence the question of UBI 
maintaining account with such bank does not arise 
 

17. Syndicate Bank and Dena bank enter into a repo transaction for Rs ten crores using 
securities which were not acceptable for an RBI repo. Under this, Syndicate bank 
earns Rs 25,000. Which of the following is a correct statement from GST angle? 

 
a) Income earned by Syndicate Bank is in the nature of interest and hence exempt 

from GST 
b) GST is to be paid in this transaction on Rs 25,000 by Syndicate Bank 
c) Syndicate Bank has to pay GST on Rs 25,000 which is offset in the income 

received from Dena Bank. 
d) Dena Bank has to pay GST since it has offered the repo service to Syndicate 

Bank 
 

18. Mark the incorrect statement among the below relating to applicability of GST on 
financial transaction. 

 
a) Interest income from Commercial Paper and Certificate of Deposit is not liable 

to GST 
b) Service charges and documentation fees relating to CP & CD are liable to GST 
c) Promissory note is included in the definition of ‘money’ and hence not liable to 

GST 
d) Interest earned by investment in CPs is subject to GST since it is received on 

account of lending service 



 
19. Which of the following sentence is false from the perspective of applicability of 

GST on financial transactions. 
 

a) Since future contracts are in the nature of derivatives, these qualify as 
‘securities’ as defined in Section 2(101) of the CGST Act, 2017 

b) Future contracts are neither ‘goods’ nor ‘services’ as defined in the CGST Act, 
2017 and hence are not chargeable to GST 

c) Future contracts which have a delivery option and get settled by way of actual 
delivery of underlying foreign currency are exempt from GST  

d) If service charges are levied while handling a future contract, the same would 
be a consideration for supply of service and chargeable to GST 
 

20. A corporate requested its bank for establishing a letter of credit for USD 10,000 
[Rupee equivalent on that date INR 735,000]. Bank has debited a commission of 
INR 7350.  

 
a) No GST applicable here 
b) GST applicable on INR 7,350 
c) GST applicable on INR 735,000 
d) GST applicable on INR 742,350 

 
21. Between merchant exporters and manufacturer exporters 
 

a) The GST rate is more for merchant exporters 
b) The GST rate is less for merchant exporters 
c) The concept of merchant or manufacturer exporter is irrelevant under the GST 
d) The procedure in respect of the supplies made for export is however different 

for merchant exporter and manufacturer exporter under GST 
 

22. A debenture of Rs.100 carrying 15% coupon rate is quoted in the market at Rs.135/-
.  The current yield on this debenture will be 

 
a) 13.5% 
b) 15% 
c) 11.11% 
d) 10% 

 
 



 
23. Which of the following comments relating to measuring accounting liquidity is less 

accurate? 
 

a) The cash ratio is the most exacting of the liquidity ratios 
b) The current ratio is the simplest and least strict ratio 
c) Quick ratio is another name for acid-test ratio 
d) Acid test ratio indicates debt service capability 

 
24. Referring to the various types of foreign exchange risks, the following statement is 

true 
 

a) Translation risk involves conversion of real money from one currency to another 
b) Transaction risk is not at all associated with imports and exports 
c) Potential impact of transaction exposure can be mitigated by hedging against 

such exposure 
d) Translation risks are invariably hedged in international exchanges by the parent 

investor company 
 

25. A South African firm is selling into Hong Kong and its main competitor is a New 
Zealand firm. Which of the following situation is right as an example of Economic 
risk? 

 
a) If the New Zealand dollar weakens against the Hong Kong dollar, the South 

African firm has lost some competitive position 
b) If the New Zealand dollar strengthens against the Hong Kong dollar, the South 

African firm has lost some competitive position 
c) If the New Zealand dollar weakens against the Hong Kong dollar, the South 

African firm has gained some competitive position 
d) If the New Zealand dollar weakens against the South African currency, the 

South African firm has lost some competitive position 
 

26. An Indian company having subsidiaries outside India is engaged in imports and 
exports. While it has been sourcing raw materially domestically so far, there are 
possibilities of sourcing the same from outside the country with quality and price 
advantage.  

Following are some of the risks and its explanations applicable to this company 
 

A. Translation risk 



B. Transaction risk 
C. Economic risk 

 
K. Risk of an exchange rate changing between the transaction date and the 

subsequent settlement date 
L. Encompasses both short and long term effects of changes in exchange rates on 

the market value  
M. Reported performance of an overseas subsidiary in home-based currency terms 

can be severely distorted if there has been a significant foreign exchange 
movement 

N. A risk difficult to quantify, but a favored strategy to manage it is to diversify 
internationally 

Which of the following is a correct matching of the type of risk and its description? 

a) A with K 
b) B with M 
c) B with L & M 
d) C with L & N  

 
27. An Indian software company is regularly exporting services to its USA based 

Fortune 500 client for the last over five years and has an excellent relation. 
Considering the recent INR depreciation, the Indian company has revised its USD 
invoice with elongated credit terms. Mark the correct option among the following 
from the perspective of risk hedging: 

 
a) Resorting to ‘leading and lagging’ to hedge transaction risk 
b) It is one clever way of taking advantage of economic risk 
c) It is one example of natural hedge the Indian company has 
d) The Indian company has a huge translation exposure awaiting 

 
 

28. An Indian trading company engaged in both imports and exports used to invoice its 
exports in Euro and imports in USD. Considering the present exchange rate 
movements, it succeeded in persuading its buyers to have the invoices in USD.  

 
a) This resulted in a synthetic hedging of the exposures 
b) This is an example of resultant natural hedging 
c) There is no hedging happening on account of this change 
d) The company’s exchange risk has increased due to this 



 
29. The Basel Committee on Banking Supervision is a committee of banking 

supervisory authorities which published the Basel Accords i.e., rules regarding 
capital requirements. Which of the following is true? 

 
a) Basel I guidelines focussed only on credit and market risks whereas Basel II 

norms include credit, market and operational risks 
b) Basel III guidelines have not yet been implemented in India, in view of the 

difficult situation faced by banks in India 
c) Basel III norms lay more focus on quality, consistency and transparency of the 

capital base 
d) World over Basel IV norms are being implemented in view of the 2008 Global 

Financial Crisis 
 

30. As per RBI guidelines, banks may book income on accrual basis except in the case 
of  

 
a) Securities of public sector undertakings with guarantee by Government and no 

servicing arrears so far 
b) Dividend on shares where dividend has been declared by the corporate body in 

its AGM  
c) Income from units of mutual funds held in its portfolio 
d) Debt securities with no servicing arrears 

 
31. As per RBI guidelines, for banks 
 

a) Amount drawn from Investment Reserve Account [IRA] is available for paying 
dividend 

b) Balance in the IRA transferred to reserves is eligible to be reckoned as Tier I 
capital 

c) Balance in the IRA transferred to reserves is eligible to be reckoned as Tier II 
capital 

d) Balance in the IRA cannot be transferred to reserves 
 

32. If you are the treasurer of a life insurance company, following is the likely inflow 
and outflow of funds to be managed by you 

 
a) Annual lumpsum inflow and frequent outflows 
b) Steady inflow of funds on defined frequency with hardly any outflows  



c) Systematic inflow of funds with regular large amount bunched outflows 
d) Inflows based on repayment of borrowers and outflows if people die 

 
33. For a treasurer, yield curve is an important tool to work out the interest rates. As 

per your understanding of yield curve, which is correct? 
 

a) An inverted yield curve is one in which the shorter-term yields are lower than 
the longer-term yields 

b) Yield curve is different from term structure of interest rates; the latter being an 
economic concept 

c) If the yield curve steepens, this means that the spread between long- and short-
term interest rates is shrinking 

d) The slope of the yield curve provides an important clue to the direction of future 
short-term interest rates 
 

34. The treasurer of a large Chit Fund is unlikely to face the following situation: 
 

a) The inflow and outflow of funds happen on notified dates 
b) There could be defaults and hence mismatches to be managed 
c) RBI can be approached to meet any liquidity problem 
d) There will not be any forex exposure for the treasury 

 
35. The treasurer of a software export company generally will have the following as the 

main responsibility 
 

a) Arranging working capital credit facility with the bankers 
b) Managing liquidity for monthly salary payments 
c) Deployment of surplus funds for maximising the yield 
d) Maintaining cordial relation with clients abroad 

 
36. As per the revised February 2018 guidelines of RBI  
 

a) Joint Lenders’ Forum will hereafter be the medium for resolution of stressed 
assets 

b) Schemes like CDR, SDR etc., will continue along with the revised IBC related 
guidelines  

c) Excessive leverage is a sign of financial difficulty as per the indicative list 
published 

d) IBBI will be the regulator for ARCs 



 
37. You resigned as treasurer of a non-life insurance company and joined a life 

insurance company as treasurer. The change will mean the following: 
 

a) You will handle death cases frequently as part of your work 
b) Mortality rate data will not be relevant to you 
c) Higher % of G Sec investments will be managed by you 
d) You will now start getting acquainted with IRDAI circulars as the regulator 

 
38. The treasury of a Government does not include the following work 
 

a) Handling receipts of money from the public 
b) Handling receipts of money from departmental officers 
c) Handling asset liability management of the Government 
d) Payment of claims against Government on bills or cheques 

 
39. Following arises from activities deliberately undertaken by banks to enhance 

revenue 
 

a) Credit risk 
b) Market risk 
c) Operational risk 
d) Liquidity risk 

 
40. You as an exporter had sent an export bill to a client in one of the African countries 

under an LC. There were discrepancies in the documents and hence bank refused to 
pay under LC. However, after quick negotiation with your buyer, the bill was paid 
for a reduced amount. However, the bank could not remit the money to your bank 
because that country was facing externalisation problem and long delay is expected 
in finally receiving that amount by which time, that currency is expected to 
depreciate very substantially. Which is the predominant risk you faced in this 
transaction? 

 
a) Currency risk 
b) Country risk 
c) Operational risk 
d) Market risk 

 
 



 
41. Consider the difference between a 10-year zero coupon bond and a venture capital 

partnership requiring a 10-year lock-up of capital. Which of the following scenarios 
is correct? 

 
a) The venture capital investment has price volatility 
b) The bond investor can be certain of the nominal, pre-inflation return  
c) The bond investment will not be volatile even when marked to market on a 

regular basis 
d) The venture capital investment has no substantial uncertainty or risk 

 
42. While constructing a hedge fund portfolio, following is not a non-market related 

portfolio factor 
 

a) Leverage 
b) Illiquidity 
c) Trading behaviour: cut losses vs. average down 
d) Technical factors: volatility, choppiness, etc.  

 
43. Which of the following situations leads to liquidity tightening for a bank? 
 

a) When its Credit: Deposit ratio is low 
b) When its SLR investments are in illiquid securities 
c) When it has large number of branches outside India 
d) When SLR is increased during the monetary policy 

 
44. Which of the following sequencing is right from the perspective of low to high risk 

in an investment portfolio? 
 

a) Cash, bonds, equity 
b) Bonds, equity, cash 
c) Cash, equity, bonds 
d) Equity, bonds, cash 

 
45. An economist has been recruited by a bank at its Head Office. His services are likely 

to be availed mainly by people working in the following department of treasury  
a) Front office 
b) Mid office 
c) Back office 



d) Auditors  
46. What is not true presently of the often discussed The India Mauritius Double 

Taxation Avoidance Agreement [DTAA]? 
 

a) Share investments made up to March 31, 2017, are fully grandfathered 
b) India gets taxing rights on capital gain arising on shares of an Indian company 

acquired on or after April 1, 2017 
c) There is no DTAA between India and Mauritius now as the earlier DTAA has 

been withdrawn 
d) Concession in domestic income tax rate, subject to motive and bona fide 

business test, for two transition years 
 
 

47. Punjab National Bank has entered into following transactions with other banks on 
a trading day with all transactions having been accepted by CCIL as the 
counterparty. The back office has neither sent to nor received confirmations from 
other banks. You are the concurrent auditor.  

 
i. Sold G Sec worth Rs 100 crores to Dena Bank 

ii. Bought USD 10 mio from Syndicate bank value spot 
iii. Bought G Sec worth Rs 50 crores from SBI 
iv. Sold Euro 5 mio to Allahabad Bank 

 
a) You will observe this as a deviation from process to be done at back office 
b) Sending or receiving confirmation in these cases is not needed 
c) You will observer this as discrepancy in cases i and iii 
d) You will observe this as discrepancy in cases ii and iv 

 
48. HSBC Mumbai and SBI Mumbai maintain INR accounts with RBI. HSBC needs to 

remit INR 100 crores to SBI Mumbai on account of a customer induced remittance. 
Following is the correct procedure for this transfer of funds 

 
a) Delivery cash at SBI Mumbai 
b) Issue an RBI cheque 
c) Issue a pay order/bankers’ cheque 
d) Authorise SBI to debit its RBI account 

 
 
 



49. Liquidity Coverage Ratio as applicable to banks under Basel III, as defined by 
regulators is as per the following formula 
a) Ratio of Stock of high quality liquid assets divided by Total net cash outflows 

over the next 30 calendar days 
b) Ratio of Stock of high quality liquid assets divided by Total net cash outflows 

over the next 60 calendar days 
c) Ratio of Stock of high quality liquid assets divided by Total net cash outflows 

over the next 90 calendar days 
d) Ratio of Stock of liquid assets divided by Total net cash outflows over the next 

60 calendar days 
 

50. Following can be considered as an attribute of a forward contract 
 

a) Centralisation of trading 
b) Guaranteed payment and hence no counterparty risk 
c) High liquidity 
d) No flexibility to move out of the contract 

 
51. An interest rate swap transforms the nature of the following: 
 

a) An existing liability only 
b) An existing asset only 
c) As notional liability or an asset 
d) An existing liability or an asset 

 
52. Debit to the account of a non-resident bank [vostro account in INR] is in effect  

a) An inward remittance in foreign currency 
b) An outward remittance in foreign currency 
c) An inward remittance in INR 
d) An outward remittance in INR 

 
53. When a customer requests for booking a foreign exchange forward contracts, the 

bank 
a) Can book so only against production of original documents showing underlying 

foreign exchange exposure 
b) Can book so to match the exact delivery date as seen from these documents 
c) Can book so for the exact amount and in the currency mentioned in these 

documents 



d) Can book so to mature on or before that as per underlying; in any currency of 
customer choice 
 

54. Facility for cross currency option cost reduction structures and foreign currency –
INR option cost reduction structures is 

 
a) Not available in India for resident Indians 
b) Available for larger entities like listed companies or unlisted ones with net 

worth over Rs 200 crores conditionally 
c) Allowed like e.g. Simultaneous buy and sell of plain vanilla European options 

is allowed, provided there is net receipt of premium 
d) Allowed for exotic products like barrier options, range accruals also 

 
55. Small and Medium Enterprises [SMEs] having exposures to foreign exchange risk 

are permitted to book forward contracts without production of underlying 
documents to manage their exposures effectively. Which comment below on this is 
true 
a) No, this is not a correct statement 
b) Yes, only to borrower SMEs in alignment with limits availed 
c) Yes, only if the SME is borrowing solely from this bank i.e. no multiple banking 

facilities 
d) No need for separate due diligence regarding “user appropriateness” and 

“suitability” of the forward contracts for extending this facility 
56. An importer having multiple banking arranging is booking forward contracts with 

the banks regularly. The importer is careful enough to book only against import 
contracts on hand. You are an auditor for that importer. Which of the following, the 
company will ask you to prepare for submission to the bank:  
a) An annual certificate that the contracts outstanding with all banks at any time 

did not exceed the value of the underlying exposures at that time, if you are the 
statutory auditor 

b) An annual certificate that the contracts outstanding with all banks at any time 
did not exceed the value of the underlying exposures at that time, if you are the 
concurrent auditor 

c) A quarterly certificate that the contracts outstanding with all banks at any time 
did not exceed the value of the underlying exposures at that time, if you are the 
auditor 

d) A half yearly certificate that the contracts outstanding with all banks at any time 
did not exceed the value of the underlying exposures at that time, if you are the 
auditor 



 
57. A non-resident Indian [who is living outside India] can  
 

a) Book a forward contract with the bank in India to hedge the exchange rate risk 
on balances held in NRE account 

b) Not book a forward contract with the bank in India to hedge the exchange rate 
risk on balances held in FCNR account as there is no risk to the depositor 

c) Not book any forward contract with banks in India as such facilities are 
available only for residents 

d) Book a forward contract with the bank in India during the depositor’s visit to 
India 
 

58. An exporter has invoiced the export bill in INR. Following is permitted as per RBI 
guidelines on hedging the exchange risk: 

 
a) The Indian exporter cannot book a forward contract for this transaction 
b) The Indian exporter can book a forward contract to get the foreign currency 

appreciation benefit 
c) The overseas buyer can book a forward contract but only through the 

correspondent bank 
d) An export cannot be invoiced in INR as per regulatory guidelines 

 
59. Barclays Bank London is maintaining an INR account with Indian Bank Chennai.  
 

a) This was done after obtaining RBI permission since such accounts can be 
opened only with RBI permission 

b) Larger balances can be transferred to fixed deposit for paying interest but no 
interest can be paid on daily balances in this account 

c) Balance in this account cannot be repatriated back to London  
d) Indian Bank can freely purchase Sterling pounds from Barclays for crediting 

equivalent INR to this account  
60. In the interbank foreign exchange market, AD banks in India are permitted 

a) To enter into a Buy-Sell swap resulting in ‘creation’ of foreign currency  
b) To enter into a Sell-Buy swap resulting in ‘creation’ of foreign currency 
c) To borrow from or lend to bank overseas in foreign currency 
d) To undertake any type of foreign exchange activity 

 



61. While calculating the exposure limits, as per RBI guidelines, the open position must 
first be measured separately for each foreign currency. The open position in a 
currency is the sum of three of the following. Mark the one to be excluded.  
a) The net spot position 
b) The net forward position  
c) The net options position 
d) The net Swap position 

 
62. You were auditing the reconciliation statements in the forex treasury of a bank. You 

observe that there are large number of Nostro credits outstanding for varying 
amounts and periods. This could mean that 

 
a) Bank is likely to discover frauds committed by employees due to lack of internal 

control 
b) Bank may be poor in customer service by delaying amounts due to them 
c) The overseas bank is likely to claim interest on such not paid credits  
d) The bank’s revenue statements will get affected to the extent of such entries 

outstanding on 31st March 
 

63. Many times, you see bank advertisements offering higher rate of interest on deposits 
for periods like 555 days, 666 days etc. That means [select the best possible choice] 

 
a) Bank is trying to mobilise deposits by offering higher interest rates 
b) Bank is trying to play on the psychology of gullible customers 
c) Bank needs funds in that time bucket as per ALCO 
d) Other banks are offering higher rate of interest  

 
64. 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 responsible for creating the risk 
d) Penalize the banks or atleast recommend  

 
65. Asset-Liability Committee (ALCO) in a bank primarily aims at 

a) Ensuring that assets and liabilities match exactly on every Friday 
b) Matching the assets & liabilities in maturity always 
c) Ensuring adherence to the limits set by the Board for all categories 
d) Matching the interest rate wise assets & liabilities on notified Fridays 



 
Answer (objective type 1-65)  
1.  C 2.  C  3.  A 4.   A 5.  B  6.  D 7.  C 8.  D  9.  A 10. C 
11. D 12. C 13. A 14. B 15.B  16. A 17. A 18. D 19. C 20. B 
21. C 22. C 23. D 24. C 25. A 26. D  27. A 28. B 29. C 30. C 
31. B 32. D 33. C 34. C 35. C 36. C 37. C 38. C 39. A 40. B 
41. B 42. D 43. D 44. A 45. C 46. B 47. B 48. C 49. A 50. D 
51. D 52. A 53. D 54. B 55. B 56. A 57. A 58. A 59. D  60. A 
61. D  62. B 63. C 64. A 65. C 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



Section B 
Number of questions: 7 

Marks: 25 
 
 
Note: Answer any five questions. Each answer will carry 5 marks 
 
 

1. You have been tasked with recruiting dealers for the forex treasury of a newly set up 
bank. What are the qualities you look forward in such a candidate?    (5 marks) 

Answer: - 

 This needs a common sense dependent answer. It should describe features to fit into the 
JD of a dealer and should include 

• Broad understanding of the international scene 
• Ability to make quick decisions 
• Ability to adapt to changing market conditions 
• Ability to remain calm in a crisis i.e. tension bearing ability 
• Integrity, commitments to the bank 
• Antecedents need to be carefully verified from the standpoint of integrity and 

background if being recruited laterally from another institution. 

 

2. In a typical securitisation process, the following basic terminologies are used. Explain 
them in not more than three lines each:      (5 marks) 

Receivable, Originator, Obligor, Servicer and Special Purpose Vehicle [SPV] 

Answer: 

Briefly the answers should cover the following essential features: 

Receivable: An obligation to pay money. E.g. a loan or an amount owned by a customer to 
the seller of a product. A receivable must convert into cash.  

Originator: The entity that originates the receivable. E.g. a lending institute that originates 
loans, a commercial entity whose sales result in trade receivables – the amount owed by 
the purchasers 

Obligor: the person or entity that is obliged to pay the receivable 

Servicer: The entity that collects payments on the receivable. The originator and the 
servicer are usually the same entity.  



Special Purpose Vehicle [SPV]: The entity that purchases the receivables from the 
originator and therefore owns the receivables. The SPV will issue the asset backed 
securities.  Because of its limited activities, the SPV is very unlikely to become insolvent.  

 

3. Briefly explain what Tobin Tax is and whether it is useful to introduce it in India in not 
more than 10 + 5 lines?      (4+ 1= 5 marks) 
Answer: - 

The answer could cover some of the following info: 

The tax was originally proposed by James Tobin, an influential American macroeconomist 
and recipient of the Nobel prize for economics, in the 1970s for a post-Bretton Woods 
global financial system to curb short-term currency speculation and its attendant risks to 
the economy (through high interest rates). Over time it has come to denote taxes on all 
kinds of financial transactions, with each country re-interpreting the concept in its own 
unique manner. After years of discussions and dissent, 11 European countries — Belgium, 
Germany, Estonia, Greece, Spain, France, Italy, Austria, Portugal, Slovenia and Slovakia — 
have also decided to introduce a financial transactions tax from January 1, 2016. The Tobin 
Tax approach has been tried in other countries as well — such as Thailand, Brazil, Chile, 
and Malaysia — with mixed results. However, in Brazil and Malaysia (and, to some extent, 
in Chile) the tax is said to have achieved the desired results of curbing volatile short-term 
currency flows. 

Tobin tax in India 

India already has a form of Tobin tax in place — called the Securities Transaction Tax (STT). 
Introduced in 2004, it is levied on every transaction of securities listed on the stock 
exchanges and mutual funds. The proposed Tobin tax could be levied on foreign portfolio 
investors who decide to cash out their investments in Indian bonds before a certain 
period. This has dual benefits — the investments stay for a longer and predictable period 
(thereby insulating the economy from egregious volatility), and earn additional revenue 
for the government as well. Applying such tax on customer based transactions will be 
resisted by inward remittance receivers like exporters and imposing it on interbank 
transactions will substantially dampen the market.  

But any other well-articulated view is also acceptable and marks to be given.  

    
4. Emirates India International Exchange LPC Dubai is maintaining an INR account with 

SBI Mumbai since 1980 for the purpose of facilitating remittances destined to all over 
India. You are the auditor for treasury of SBI and hence you have taken up audit of this 
account during the current financial year. What will be the areas you concentrate on? 

(5 marks) 

Answer: -  

The answer should include: 



• This is the INR account of a private exchange company. The account is to be 
conducted as per the RBI guidelines on Money Transfer Service Scheme including 
collateral deposits stipulated by the bank 

• In particular, verify that the drawings of the exchange company paid at various 
centres are debited to this INR account same day on random basis.  

• The account is funded by selling FC, generally USD, to SBI and no overdraft, actual 
or on value dated basis, is created in the account.  

• The drawings are for only personal purposes and trade related if any does not 
exceed Rs 15 lacs 

• Balance confirmation is obtained by the bank from the exchange company on 
quarterly but necessarily on annual basis.  

The answer should not talk about reconciliation of account, as that would display basic 
non-understanding and should lead to negative mark.  

 

5. Write short notes [not exceeding 5 lines each] on the following:  (5 marks) 
a. Quantitative Easing  
b. Interest rate swaps   
c. Repo and Reverse Repo  

Answer: -  

The answer to cover broadly: 
a. Quantitative Easing :An unconventional monetary policy used by central banks 

to stimulate the national economy when conventional monetary policy has 
become ineffective, or in other words interest rates have been lowered to near 
0 % and have failed to produce the desired effect. A central bank implements 
quantitative easing by purchasing financial assets from banks, to inject a pre-
determined quantity of money into the economy. This is distinguished from 
the more usual policy of buying or selling government bonds to keep market 
interest rates at a specified target value. The major risk of quantitative easing 
is that, although more money is floating around, there is still a fixed amount of 
goods for sale. This will eventually lead to higher prices or inflation. The New 
Global Economy has witnessed a lot of QEs by Federal Reserve of USA, Bank of 
England and the European Central Bank. 

b. Interest rate swaps: Interest rate swaps are agreements where one side pays 
the other a particular interest rate (fixed or floating) and vice versa. 
Accordingly, swaps are: Fixed vs Floating swaps, where one side pays the other 
a fixed interest rate and the other pays a floating rate determined by some 
benchmark and reset at fixed time intervals or Basis swaps, where the two 
sides pay each other rates determined by different benchmarks. 

c. Repo and Reverse Repo: A Repo deal is one where eligible parties enter into a 
contract with another to borrow money against at a pre-determined rate 
against the collateral of eligible security for a specified period of time. The 
legal title of the security does change. The motive of the deal is to fund a 
position. Though the mechanics essentially remain the same and the contract 



virtually remains the same, in case of a reverse Repo deal the underlying 
motive of the deal is to meet the security / instrument specific needs or to 
lend the money. Indian Repo Market is governed by Reserve Bank of India.  

 

6. Explain briefly what is meant by Tier I, Tier II & Tier III capital of a bank showing 
what constitutes the components.       (5 marks) 

Answer: -  

Tier I Capital: It is generally referred as the core capital which absorbs losses 
without a bank being required to cease trading and thus provides more of 
protection to its depositors. The elements of Tier I capital include paid-up capital 
(ordinary shares), statutory reserves, disclosed free reserves, Perpetual Non-
cumulative Preference Shares 
(PNCPS) subject to laws in force from time to time, Innovative Perpetual Debt 
Instruments 
(IPDI) and capital reserves representing surplus arising out of sale proceeds of 
asset.  
 
Tier II Capital: It is the supplementary capital which absorbs losses in the event of 
winding up and thus provides lesser degree of protection to its depositors. Tier II 
items qualify as regulatory capital to the extent that they absorb losses arising 
from bank’s activities. The elements of Tier II capital include undisclosed reserves, 
revaluation reserves, general provisions and loss reserves, hybrid capital 
instruments, subordinated debt and investment reserve account. 
 
Tier III Capital: This is arranged to meet part of market risk, viz. changes in interest 
rate, exchange rate, equity prices, commodity prices, etc. To quantify as Tier III 
capital, assets must be limited to 250% of a bank’s Tier I capital, be unsecured, 
subordinated and have a minimum maturity of 2 years. 

 

7. What is Macaulay Duration? Show how it is calculated using any hypothetical example.  
 

(1+4= 5 marks) 

 

Answer: -  

Duration, also known as Macaulay Duration of a bond is a measure of the time taken 
to recover the initial investment in present value terms. In simplest form, duration 
refers to the payback period of a bond to break even, i.e., the time taken for a bond 
to repay its own purchase price. Duration is expressed in number of years. 
A step by step approach for working out duration and one example can be as below: 



First, each of the future cash flows is discounted to its respective present value for 
each period. Since the coupons are paid out every six months, a single period is equal 
to six months and a bond with two years maturity will have four time periods. 

Second, the present values of future cash flows are multiplied with their respective 
time periods (these are the weights). That is the PV of the first coupon is multiplied 
by 1, PV of second coupon by 2 and so on. 

Third, the above weighted PVs of all cash flows is added and the sum is divided by the 
current price (total of the PVs in step 1) of the bond. The resultant value is the duration 
in no. of periods. Since one period equals to six months, to get the duration in no. of 
year, divide it by two. This is the time period within which the bond is expected to pay 
back its own value if held till maturity. 

Illustration: 

Taking a bond having 2 years maturity, and 10% coupon, and current price of Rs.102, 
the cash flows will be (prevailing 2 year yield being 9%): 

Time period 
(years) 1 2 3 4 

Total 
Inflows (₹) 5 5 5 105 
PV at an yield of 
9% 4.78 4.58 4.38 88.05 101.79 

PV*time 4.78 9.16 13.14 352.20 379.28 

Duration in number of periods = 379.28/101.79 = 3.73 

Duration in years = 3.73/2 = 1.86 years 

 

 
 
 
 
 
 
 
 
 
 
 
 



Section C 
Number of questions: 2 

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

1. You were retained as the consultant [during its pre-commencement period] for 
advising in the setting up of the treasury by the recently started India Post Payments 
Bank.  
Explain briefly  

a) The business model of this bank            (not exceeding 5 lines) 
b) The challenges faced by the treasury of this bank        (not exceeding 10 lines) 
c) What advices you give to face the challenges        (not exceeding 8 lines) 

[Max marks: 2 + 4 +3 for a, b & c respectively] 

Answer: -  

The answer should describe the three points separately and clearly to demonstrate the 
understanding. E.g. it should include the following: 

a) Primarily handling domestic remittances. Only deposits in the form of CA & SB. 
Max amount Rs 1 lac, no loans. Can be swept into customers’ account with 
another bank, with consent. KYC guidelines as usual. Can handle forex 
business as AD II category i.e. remittances for various purposes. Minimum 75% 
of the demand deposits in prescribed Govt securities and not more than 25% 
thereof in demand and time deposit with SCBs.  Both these together should 
not be less than 100% of the demand deposits.  

b) No loans allowed. Hence deployment of resources profitably will be the 
challenge. Treasury therefore plays more important role than in any SCB. 
Income depends on the interest rate movements and very clever deployment 
of funds in G sec and other investments. Can participate in call money & CBLO 
markets. It will be mainly as lenders. Churning and taking advantage critical. 
Should monitor liquidity with deployment of funds as per above statutory 
requirement. Remittances and payments across counters at various centres 
need constant monitoring to make funds available at all centres so that there 
is no ‘run’. There could be forex exposure arising while handling remittances; 
to be squared immediately through its bank particularly since it cannot 
maintain any Nostro account.  Generally liquidity not a challenge.  

Well connected branch network, all work automated, present public perception on customer 

service may have to be improved so that the business grows and hence treasury can play major 
role. Expertise in understanding economy, interest rate movements and money market 

operations. Hence perhaps advisable to recruit a dealer from a bank well versed in domestic 
treasury. Relation with a bank to sweep out the excess balance, maintain current and deposit 



accounts and managing forex remittance related services - all at minimum cost and maximum 
return. Develop a well-articulated treasury policy for guidance conforming to the regulations. 

2. Following is the image of the Press Release by RBI recently: 

 

Explain in simple language 

a) What is meant by OMO of RBI  
b) How does that affect banks’ ability to lend 
c) The meaning and significance of the contents of the above press release 

(In not more than 10 + 5 + 5 lines.) 
  (Max marks 4 + 2 + 4=10) 

Answer should include 

a) The sale and purchase of government securities and treasury bills by RBI with a view to 
regulate the supply of money in the economy. Increases the money supply when it 
purchases government securities. Sells the government bonds and securities if the money 
supply is to be curtailed. The open market operations are one of the most widely used 
measures of monetary control. RBI does it through banks and not directly with public. The 
major buyers of government bonds comprise of commercial banks, financial institutions, 
big business corporations, and individuals with high savings. These buyers hold their 
respective accounts in the banks and on the purchase of the government bonds the money 
gets transferred to the RBI account.  

b) The open market operations affect the bank’s deposits and reserves and their ability to 
create credit. E.g. the buyers of government bonds and securities pay through a cheque 
drawn on the bank favouring RBI. Thus, the money is transferred from the buyer’s account 
to RBI. This reduces the deposits and reserves of the commercial banks. Due to which the 
credit creation capacity of the commercial bank reduces. As a consequence, the flow of 



credit to the society from the commercial bank also reduces. Vice versa when RBI buys G 
Sec from market.  

c) There is a perceived liquidity shortage in the market and mainly SME borrowers have 
raised concern. Hence RBI has decided to buy G Sec to the extent of INR 400 billion and 
hence to that extent, the lendable resources of commercial banks increases. The liquidity 
increase is expected to be of sustainable nature [=durable] because to that extent, funds 
remain released permanently to banks. RBI has announced this in advance so that markets 
cool down and feel assured so that there could be reduced interest rate in anticipation. Of 
course, the last sentence is usual caveats of RBI’s right to change the amount, specify the 
exact dates in November and also which G Secs will be bought.  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 


