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The risk management departiment of VegaBank wants to set guidelines on commodity carry trades. Which of
the following strategies should she pursue to achieve a profitable commodity carry?

L. Buy short-term commodity futures and sell longer-dated position when the curve is in contango.

I1. Buy short-term commodity futures and sell longer-dated position when the curve is in backwardation.

1. Buy long-term commodity futures and sell shorter-dated positions when the curve is in contango.

IV. Buy long-term commodity futures and sell shorter-dated positions when the curve is in backwardation.
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HH #373
James Johnson bought a coupon bond yielding 4.7% for $1,000. Assuming that the price drops to $976 when
yield increases to 4.71%, what is the PVBP of the bond.

A. §976.
B. $870.
C. §76.
D. $26.
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A trader for EtaBank wants to take a leveraged position in Collateralized Debt Obligations. These CDOs can
be used in a repurchase transaction at a 20% haircut. Starting with $100 worth of CDOs, which one of the
following four positions would completely utilize the available leverage?

A. The trader can buy $100 in CDO's, and repo the CDO's to get back $100, less interest.
B. The trader can buy $100 in CDO's, and repo the CDO's to get back $80, less interest.
C. The trader can buy $100 in CDO's, and repo the CDO's to get back $20, plus interest.
D. The trader can buy $100 in CDO's, and repo the CDO's to get back $60, plus interest.
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B #375

A credit rating analyst wants to determine the expected duration of the default time for a new three-year loan,
which has a 2% likelihood of defaulting in the first year, a 3% likelihood of defaulting in the second year, and
a 5% likelihood of defaulting the third year. What is the expected duration for this three-year loan?

A. 2.1 years
B. 1.5 years
C. 3.7 years
D. 2.3 years
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R #376
A bank owns a portfolio of bonds whose composition is shown below.
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What is the modified duration of the portfolio?

A 230
B. 8.5
C.05
D. 1.30

Ef: C
il -

* Calculate the weighted average of modified durations:
* The modified duration of the portfolio is a weighted average of the durations of the individual bonds, where the weights are the



proportions of the total portfolio value.

* Calculate the total value of the portfolio: $200 MM (3-year floater) + $120 MM (5-year floater) +
$50 MM (10-year fixed) = $370 MM.

* Calculate the weights for each bond:

* 3-year floater: $200 MM / $370 MM = 0.5405

* 5-year floater: $120 MM / $370 MM = 0.3243

* 10-year fixed: $50 MM / $370 MM = 0.1351

* Multiply each bond's weight by its modified duration and sum the results:

*(0.5405 * 0.25) +(0.3243 * 0.25) + (0.1351 * 8)=0.1351 + 0.0811 + 1.081 = 1.297
* Therefore, the weighted average modified duration is approximately 1.30.

References Calculation based on standard formula and weights derived from the table.
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