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Disclaimer

The Sample Practice Test (the “Test”) is intended to assist candidates of the relevant paper of the
Licensing Examination for Securities and Futures Intermediaries (the “LE”) in preparing themselves
for the relevant LE paper. The questions of the Test are NOT actual questions from the LE paper.
Since the relevant laws, regulations, practices and requirements may be revised, amended or updated
from time to time, no express or implied warranty is given by the Hong Kong Securities and
Investment Institute (“HKSI Institute”) that the questions are up to date.

The HKSI Institute does not warrant that any person who correctly answers the questions in this Test
will pass the LE paper. Under no circumstances shall the HKSI Institute be liable for any direct or
indirect loss or damage caused or alleged to be caused by your use of or reliance on any materials in
and/or content of these sample questions.
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1 Collateralised debt obligations ( “CDQOs” ) are a type of structured finance instruments. Which of
the following statements regarding CDOs are CORRECT?
I  CDOs can be formed by pooling some account receivables together.
II  CDOs are a type of asset-backed securities.
I CDOs can be formed by pooling some corporate loans together.
IV CDOs can be formed by option contract.

BRI e AR E TR —M - TAIREA B RS AR A0S IERE
iy ?

[ (EBHREEE I nl B A e 5 — LR U IR XTI 4H AR -

I (EH A EN B E R —fE -

I (EBHRE I T E B e R — e S BRI AH AR -

IV (R AR IR nE R S AT RERL -

A Tand I only
HAET K

B IIand IV only
HEIDKIV

C L II and I only
HEI-II &I

D 1L IIand IV only
HED I &IV
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2 When XYZ Power Limited (A-rated) 1ssued a two-year senior bond on 1 May, the bond was priced
at par with a coupon of 5.8% per annum.
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Referencing the A yield-spread curve (shown above) at the time, how much (f any) liquidity
premium was required for the sale?
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A -0.8%
B 1.8%
C 0.8%
D -1.8%
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3 Which ONE of the following statements CORRECTLY describes credit rating on project finance?
NFER— T A TE A 2 TH B B E Y (5 SRR 2

A It mainly assesses the financial strength of the project sponsors rather than the project itself.

T EERHMEEE BRI B E T > mIFEE A -

B It primarily relies on liquidity and profitability ratios to evaluate credit risk.

EEBE BRI E & M EARETTF B LR AR (5 E b -

C It mainly focuses on dynamic cash flow modelling of the project’ s operations.
BEXEERNTEE & EEIREIE G R -

D It s the same as assessing the risk of credit exposure not recorded in the statement of financial
position.

EAHE R SHEA B AR RS MR ISR S b -
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4  In Hong Kong, which of the following entities are commonly classified as government-supported
public sector enterprises by a credit rating agency?
I Airport Authority Hong Kong
I MTR Corporation Limited
I Link REIT
IV CLP Holdings

FEEA > NIHMEE S E S S USSR R BN R A S HF I 2E 2
[ FEEREEHE

I FAEREAE

Il HEFMEREETEE

IV HEEiER

A TandII only
HEIKXI

B Il and IV only
HEI K IV

C L1IIandIV only
HEI-T KV

D 1L IIand IV only
HEID T &IV
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I
II
III
I\Y

Which of the following corporate activities can REDUCE leverage?

Adding more equity to the capital structure.
Using excess cash to repay existing debt.

Making some debt investors more senior than other debt investors.

Replacing high-risk assets with low-risk assets.

I HIIRTE A SE T Ry AT R EARAT KT 2

[ FEEREMIIIAESRA -
I (ERFAERSEEEAES -
I EREESREEERRTEE N B EH &S -
IV DUEE b & A AU JE b & -
A TandII only
HEIRI
B Il and IV only
HE IV
C L II and I only
HEIT-T I
D 1L IIand IV only
HAED-OI &IV
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6  Which of the following actions should a credit rating analyst take to ACCURATELY assess the true

credit quality of a company from the financial statements?

I Todevelop a technical understanding of how the accounting rules work.

II  To evaluate whether the company’ s senior management has relevant knowledge and
experience.

I To have a healthy skepticism with regard to the information provided by the company, and
verify the financial data provided by the company.

IV To rely exclusively on quantitative data from financial statements, avoiding any direct
communication with company personnel to maintain objectivity.

(EEFFHR I SIEEREU NIRRT TE - A Refeil Bk P IR R A S HERIEE

BER?

I DIt e 7 igan e e A et i -

I HEZ A FRY S SO B A B A RH R A AT s 4 -

Il HZAFRENERH S EEREE - WZE A=t B Er -

IV EREFEM B R P RVRLEER - B REIRZ N F N B HE T A LA i DA 2
M e

A TandII only
HEIKXI

B Il and IV only
HEI K IV

C L Il and I only
HAEI-1T K

D LILIIandIV
IRNIRNIP LY
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7  Which of the following items belong to the usual definition of “Five Cs of Credit” ?
I  Capacity
II  Character
I Condition
IV Confidence
THIMEEE B “EENAE C —fER ?
I A&
DT
I {&H
IV E0
A Tand I only
HAET &I
B IIand IV only
HEITKIV
C L II and I only
HAEI-I &I
D 1L IIand IV only
HAEID- T &IV
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8  Which of the following areas should a credit rating agency include when establishing a timeliness
policy to ensure effective credit rating processes?
I Timely rating updates
II  Timely rating announcements
I Timely information distribution
IV Timely adjustment of rating fees

Bt (RA S BRI IE » (5 SRS B 1T B R BRSBTS Ty fE S
i ?

[ RSP B

I ZEEFEPAR A

I ZEEEE R S

IV RS R RS AN E

A TandII only
HEIKXI

B Il and IV only
HEI K IV

C L II and I only
HAEI1 A

D LI IIandIV
IRNIRNIP LY
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9  Which of the following factors regarding the particular concern to the quality of structured finance
credit rating are INCORRECT?
I  Methodology difference across rating agencies
II  Performance of all types of non-collateral assets
I Data validity of the collateral assets
IV Market condition

NYIBPEE R G R E (S SRR 2R A N 2SN IERERY 2
[ PSR s A By E R

I FrA RS A R & E R Ay A

I HEAE A R A S

IV HEiR

A TandII only

HEIKXI
B Il only
HAEI
C I only
HAE

D IIandIV only
HEI K IV
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10  Which of the following statements regarding covenants in bond indentures are CORRECT?
I  Itisused to maintain a certain level of credit quality over the life of the transaction.
II  Itis acontractual provision in the bond indenture.
I The interplay between covenants and rating agencies can be complex if the former rely on
ratings triggers.
IV It 18 more important for issuer rating than 1ssue rating.

N HIUR I B I o (R 2 A4 T 2 T TEREHY 7

[ CEREARGERAERSHIEE EE R —EK -

I EEEFFEINEIRS

I 2236 RS il L BT UGS R > AR ATE (AR SR il S iy 2 2 -
IV EEE T NSHE RS S TR S ERER -

A Tand I only
HEIT RII

B IIand IV only
HAEI KRIV

C L II and I only
HAEI1 A

D LI IIandIV
HEI-T-T &IV
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11 International Monetary Fund ("IMF") concludes in its empirical research that three quantitative
factors, 1.e. high sovereign credit default swap prices, high foreign debts to Gross Domestic Product
and poor economic growth rate, can potentially contribute to sovereign defaults. Which of the
following statements regarding the application of these findings for sovereign bond ratings is the
LEAST APPROPRIATE?

BPE R AR BE T E RIS sl A =M E BN E » g FiEE RS HEAE

1% ~ EEEIMERS B A EAMELL R KA M B2 > Rl gEEE EEEL - T

UIR LA BB R I 9 45 SR FH A T RE AR B U B A S 2l 2

A Credit rating analysts can incorporate the three IMF quantitative factors when constructing
sovereign risk scorecard, alongside other qualitative factors and country-specific conditions.
(& &5 B R TR RS EAGET RIS - T EIFR B A S dH SR A =K
EERZE - HEHME LR R R ERE R EREER » —FAFZE -

B  Credit rating analysts can set ceiling on sovereign ratings for those governments with high
sovereign credit default swap prices.
(EEFRAT B nTEUREEAS 5 T RE(E SR QPSR BN 8Y TR E EIR -

C  Credit ratings analysts can assign Investment Grades to all those governments with economic
growth rate higher than 5%.
EEFR T B T EFTE &R B Em I SR BUR4E T &R

D Credit rating analysts can adopt a policy that any sovereign with bond yield spreads persistently
above 10% relative to investment-grade bonds should normally be rated below Investment
Grade.
BEEFR T B i E A EE ERFERICES EFE T 10%0L > @
JEHEE BN E S, A -
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12 Which ONE of the following items WILL NOT affect the rating quality control process?

THI—EE B A g Ea R E R e s 2
A Changes in market condition.
SR s o
B  Over-reliance on reputation risk as a self-discipline by rating agencies.
AT DA R Ry Al ity — e H AR -
C Lack of clear management structure and accountability.
= JEITAYE ER AR R R =
D Inadequate independent review and compliance functions.
T ieeT e HRBEER 2
Paper 10 16 © Hong Kong Securities and Investment Institute
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13 Which of the following statements regarding the purpose of an ESG rating service are INCORRECT?

I
II
III

I\Y

To predict short-term financial performance.

To give assurance of ethical behavior.

To measure compliance with norms of social responsibility, environmental protection, and
other desiderata.

To produce defensible credit spreads based on a rational market.

YURHEBRACE BT ~ tHE R E AR RS Y H AR A IERE ?

[ THHRHAA B -
I DGR S8 T R ZER] -
Il #EESFEHTEL  BEEiEN AL FETIEE -
IV EPREMERTSEANTEEEREEE -
A Tand I only
HEIRII
B IIand IV only
HEI IV
C L1IIandIV only
HEI-I &IV
D 1L IIand IV only
HAED-OI &IV
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14  Which of the following statements regarding National Association of Financial Market Institutional
Investors ( “NAFMII” ) in Chinese Mainland are INCORRECT?

I

II
III

I\Y

NAFMII serves as the self-regulatory body of the over-the-counter market, aiming to
strengthen investor protection and guide the development of the interbank market.
NAFMII determines which bonds are eligible for interbank trading.

NAFMII determines which credit rating agencies are eligible to rate bonds in Chinese
Mainland.

NAFMII hosts a tangible marketplace for trading corporate bonds in Chinese Mainland.

AR R o R A St ) o B SIRA T 3555 2 s B F PR A TERE 2

I PEETHETS R S E RSN S T B BT - SEIRRIERE
EFEERITEIZE TS -
I FEER TS S E R E W E A BT IR TEZESSS) -
I SR TR TS5 B i o & R e R (5 S AR A EAS A E TP BN S A T (B 255
4k o
IV BRI TRI TS5 B ps i & AT F A E R R SE B B ERG TS -
A TandII only
HEIRI
B Il and IV only
HE IV
C L IIandIV only
HEIT &IV
D 1L IIand IV only
HAED- O &IV
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15 Some credit rating agencies apply market segment outlook analysis to evaluate the credit risk of an

msurance company. Which of the following statements regarding this practice are INCORRECT?

I

II

III

I\Y

Market segment outlook analysis evaluates sovereign risk and country risk of a country in
which the insurance company operates.

Market segment outlook analysis evaluates segmentation and marketing strategies of the
Insurance company.

Market segment outlook analysis evaluates management quality of the insurance company in
financial planning.

Market segment outlook analysis typically examines current and forecast economic conditions,
competition and regulatory environments, and potential market changes affecting insurance
companies.

o (& BRI R A T S TR o KR Rbe A B E b - N5 IIErER
BRiE (EUAA Y BRI IERE 2

I TS Al S AT Ea orbe A TS AR [ SR A R e B B8 o el b AT A
I 5y A s 3% IRk S SR TS5 A0 5 e T S HE B SRS A TR A -
0T msdH s s AT e orbe A S RS AR B 7 Y & HE ZOE T3 -
IV 54 oy S oA i S & RS PRI AR R ~ i Bl B ERE - DUKCATRE
s B Rk A EIHTEAE T -
A Tand I only
HEIRII
B IIand IV only
HEIKIV
C L Il and I only
HAEII I
D 1L IIand IV only
HAED- O &IV
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16  Which ONE of the following statements BEST explains how useful the return on sales measure 1s?

T~

A

(AR — TR sk il B A TR B B [ R T B AR 2

>

It shows how sales are applied to production, administration, financing and taxes, making it
easier to compare current period profitability and operating leverage with historical results, and
with industry peers.

EREURHEATER A ZE ~ 1780 M RAR% o DUERR ST 40 sk LLE RHARY
FRge BV EAEAR - DL E]SEELERT

It directly measures a company's ability to repay debts from operating profits.
EHPEEE AT EEEAEBESIIEET] -

It evaluates performance solely from asset and equity investment perspectives.
AR E E AR E I A S SHLE TR -

It provides the most comprehensive view of overall investment returns compared to other
profitability ratios.

MR EAEATREILER - Bt MR & = mAvia i -

Paper 1
He+

0
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17  Which ONE of the following reasons CORRECTLY explains why credit rating analysts evaluate the
financial profile and revenue stability of public sector enterprises ("PSEs")?

Y —TE A IR TR (5 B R o T SRS A B E P I SR A B IR B AR E 1
AN 2

A Certain PSEs provide bonuses to employees.
SRy N E P e I H R B AL -

B Certain PSEs must meet their debt obligations by making coupon payments and repaying the
principal on their 1ssued bonds.

o A EHFIEREAT R R BB R TR A B THEBET -

C  Certain PSEs are obligated to remit taxes to their associated governments.

H o R IR SR A R HARRE BUR S (S5

D Certain PSEs derive revenue primarily from stable government budgets for essential services
like public hospitals and schools.
o A EE P F R BUN TR E THE FIERULA » AR BEA AT EEFR
LA -
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18 Under the Code of Conduct for Persons Providing Credit Rating Services, which of the following
communications by credit rating analysts are explicitly PROHIBITED?
I  Guarantees or assurances regarding a specific rating outcome.
II  Adjusting the complexity of rating explanations to match the listener's knowledge.
I Sharing confidential or price-sensitive information except for credit rating purpose.
IV Discussing the fees with the entities being rated.

fRIE (SRE ERrakms A LRSI - YIRS (S ERtal ot SRVRETT RE
IR IR Y 7

[ BRPEREE R F IR ReORaE -

I RV HREREREE - DR SRR IS HIRIER A -

I FREESRELSN - 2R S ERS BRI E R -

IV BELEPEVARATE RS S TamU -

A Tand I only
HEIT RII

B IIand IV only
HAEI KRIV

C L IIandIV only
HEI- RV

D 1L IIand IV only
HEND T KV
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19  Which ONE of the following statements BEST explains why a quick ratio 1s a superior measure of
liquidity compared to a current ratio?

YR IR R AU B Ae R R Ry (] RS EESRAHRE MBI EE R » B E BN S
=2

A The quick ratio excludes potentially non-liquid current assets, such as inventory and raw
materials, which may not convert to cash in an adverse economy, whereas the current ratio
includes them.

AREIEEARPER AT REG = R ENERYR BN A - P EEFEAR - B EEARER
R FERF AR N REREHA Ry B ﬁﬁvmébttégﬁﬂﬁiﬁﬁﬁtfﬁé§F§°

B  The quick ratio's denominator focuses on accounts payable due within six months, while the
current ratio uses all current liabilities due within one year.

RENEEARAY 7 R /S E H N EIRARYIE IR » R B bR RIBRH A — N E]
iﬁmw@m%ﬁ°

C The quick ratio 18 inferior because it assumes all accounts receivable will convert to cash.

HENLEREE - BN R T IREATA FEIREE R b R &

D The quick ratio more closely resembles free cash flow by netting out committed expenditures,
similar to capital expenditure, from cash flow from operations, providing a better indicator of
residual cash available after maintaining operations.

HENLLARIB AL S I SO P HIRIR A A S REE S - (EH B RET E i 6
At (EMmPe it EAVIETE » g S s e Farey ] & -
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20  Assume that a structured finance product includes around 30 corporate loans in its pool of cash flows.
The product includes the following information for risk analysis: default probability of each borrower,
default correlation of the loans and loan loss recovery rate of each loan. Which ONE of the following
statements 1s LIKELY CORRECT regarding risk analysis on the structured finance product?

B — s E E iR R e eI = HEMREER - Eab Ll N ERETT
Ji\f oA+ B RS BRI RN M S B IE R BB EIeR -
AR —TE A Rl 435 R R o e 5 T Y 5 1 ] RE RS TE Y 2

A Borrowers' default correlation should be excluded from risk analysis as it is irrelevant to the
structured finance product's credit risk.
AR L RRBE M FEDERR A BB o b 2 o1 PRI BAAE R MRl e ) (3 & e it
B

B  Credit rating analysts should develop suitable models to analyse expected loss and stressed
loss of the structured finance product in order to assess its credit risk.
{EERRIT B FEGIE & B M 3% 45 i MR A 2 oo Y TH S 18 S B T 16518
PLaTHAd BAE & b -

C The loan loss recovery rate 1s the single most important factor when assigning credit ratings to
structured finance products.

SRR I TSR IR R A (S Bl i AV — N -

D Credit rating analysts should calculate cumulative probability of exposure using default
probabilities alone before assigning the product's credit rating.
(B BRI 1T B EAE e i T8 SRR AT - ([ A ELIMPR G T E e R BN &R
AR o
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21 Which ONE of the following situations 1s MOST LIKELY to prompt a credit rating agency to review
and update 1ts rating methodologies?

N HIER—E 5 A ET RE (e (5 B R TR b b I BER Ha Pl 7% 2

A The stock exchange where the rated entity 1s listed launches a new online reporting platform.

R B AR PT L RVEESR A S FTHE TSR B PE

B Changes in the market environment reveal rising climate-related credit risks affecting the rated
industry's risk characteristics.
SRR S LiE~ T AR E EREbg IR L7 - 2227 2Ry b -
C The implementation of a new branding strategy by the credit rating agency to strengthen its
market presence.
5 SRS By N5 L T S5 (1L T 0 T30 PR
D The industry association of the rated entity undergoes a management change.
R ER B T g E B R -
Paper 10 25 © Hong Kong Securities and Investment Institute
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22 Which of the following factors do credit rating agencies consider when assessing sovereign default
risk 1n emerging economies?
I  Government income
II  Domestic credit expansion
I Political and economic stability
IV Foreign exchange reserves

IR RS B AR S e B AR S R A R I FT B IR & 2
[ BUsdA

I AHEEER

M BUaREHBENE

IV AP

A Tand I only
HEIT RII

B IIand IV only
HAEI KRIV

C L IIandIV only
HEI- RV

D LI IIandIV
[~10~ 10 R 1V
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23 A credit rating analyst evaluates a privately-owned commercial bank operating in Chinese Mainland,
Hong Kong and Singapore. Which of the following practices are LIKELY CORRECT for the analyst
to conclude the credit ratings of the bank and its debt instruments?

I

II

III

I\Y

The analyst should consider sovereign rating of China as a country ceiling according to the
internal policy of his credit rating agency.

The analyst should assume that a privately-owned bank in an emerging economy will always
be fully rescued by its parent company or central bank, so country risk can be ignored in the
final rating conclusion.

The analyst should consider the financial strength of the bank first and then the supports from
relevant central bank or government.

The analyst may tend to provide different rating results on local-currency bonds and foreign-
currency bonds 1ssued by the bank.

FAEERFR T BaAE—RE PRI - AR = AR AR SEERTT - (EEETR
o B SR T R A TR AV E SRR (E LSt - TR UATR AT RE S IEREHY ©

[ ot BFERIRHEEFFRAINEREUR » 8 DA B ERERPAR(E BB RE PR EIR -
I Zot BIEREAT ORI T » RARERIT A GG A S e P R sRTHY 2
TR > DRI AT e 88 PR i ] DA I 5 i
I &Z o3t BRESeSERLRITHIM S B T > 28275 ré HEH T S RATEUBURHY SZF
IV &3t B AT RE R B i T3 THY AR S (B 257 M (B 274G T [ HVRTR -
A TandII only
HEIRI
B [ Il and IV only
HEIT &IV
C II, I and IV only
HAED- O &IV
D LILIandIV
[~11~ 11 /2 IV
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24 Which ONE of the following statements does NOT accurately describe the financial interests of stock
and debt investors?

I H AR TR R AN A A e bt it A S 5 A L B R Y SR 2 2

A They are opposed, because both seek returns from the same source of cash.

[CESESRVARNISV L )= BREN|EIE: e Sp S = El R ENE o )

B They are complementary, because debt investors seek safety while stock investors seek capital
appreciation.
WE O NRERICEEBEREY S MKEREREBRERAAHE -
C They are maximised when the capital structure balances the appetites of each for returns with
the risks of the assets.
BEARZERER S £ B R R 1 B KA [0S DS > R Y e R
tnie A A o
D They are equal, because their returns both rely on the company's profit for the year.
MR > RR B alE R A 5 & AR -
Paper 10 28 © Hong Kong Securities and Investment Institute
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25 Which of the following financial ratios are APPROPRIATE for assessing the financial profile of a
commercial bank?
I  Equity/Assets
II  Return on assets
I Impaired loan loss/Total loan
IV Loan/deposit ratio

A IIARLEL oA s LA A P 1A A s S SRA TR RA SR 2
[ A EE

I EEEEHE

I EEERIEL SR EEE

IV &EfFEh#

A Tand I only
HEIT RII

B IIand IV only
HAEI KRIV

C L II and I only
HAEI1 A

D LI IIandIV
[~10~ 10 R 1V
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26  Which of the following are INVALID inferences about sovereign credit ratings that have an empirical

basis in sovereign bond default studies?

I

II

III

I\Y

The accuracy of sovereign default predictions provided by credit rating agencies 1s statistically
and strongly validated.

The conditional probability of a sovereign credit defaulting again if 1t has previously defaulted
18 very low.

There 1s room for new entrants of credit rating agencies to develop a more robust and forward-
looking sovereign rating approach.

Sovereign credit ratings can be treated as a reliable safeguard against default because
governments’  ability to tax, sell assets and borrow from central banks greatly reduces their
default risk.

fRIE LR BT ST P E G > N YRR AR EAE S SRR A HEET SR BRALAY ?

[ [EEcTRERERROtny EREELTRRRAEENE - EE4ETE EA AR -
I EFEEGEEFEONRR - HEEINA R EARIER K -
I (S EFFRRE A 2= S e — {5 52 2 S B RIS YRR ERESTFR T A -
IV EREGEEFFR AR RPHEENN SRR - N REUFEBER - HEEE KPR
SRATIERKAVEE S » B RIS R LA 4 g -
A Tand I only
HEIRII
B IIand IV only
HEI IV
C L IIandIV only
HEI-I &IV
D 1L IIand IV only
HAED- O &IV
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27  Which ONE of the following factors can UNDERMINE the VALIDITY of rating transition matrix
studies?

YR N 2 T SRR AR TR e R RS 2

A Failure to show whether or not the company defaulted within the tenor of the bond.

RS N E AR AR AR A 2 Y -

B Failure to include all the rated bonds.
REFERTE ERERIESF -

C Failure to account for rating drift between official rating reviews.

Reeat NB Tateldasy Z AR -

D Failure to show whether or not the company defaulted over the bond” s one-year time
horizon.

BN AN F AR R — SR LY -

Paper 10 31 © Hong Kong Securities and Investment Institute

Gt OF G 7 F B



28 A five-year bond has a face value of $200. The interest rate is 5% paid annually. How much will the
bondholder receive in five years’  time if the interest payments are reinvested at 5%?

—&HE 200 TR L FIIESEFIRE 5% - EFEAREL 5% E - ZEFFA AME
HFEAILIEUSZ /0 ?

A $200.00
200.00 7t
B $205.00
205.00 7t
C $255.26
255.26 7T
D $245.00
245.00 7t
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29  Which of the following areas should be of concern to the management committee level of a credit

rating agency?

I
II
III
I\Y

YL ERZ B (S BRI B 2

Compensation policy setting
Rating model validation

Reporting
Surveillance

5 7 5 R 2

[ EEECREIHE

I HES SRS

I sk

IV B5Z

A TandII only
HEIRI

B Il and IV only
HE IV

C II, OIand IV only
HAED-OI &IV

D LI, IIandIV
[~~~ K IV
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30 The Hong Kong’ s Code of Conduct for Persons Providing Credit Rating Services ( “CRA Code” )
stipulates that a credit rating should be based only on relevant factors. Which of the following source
materials are LEAST LIKELY to meet this standard for rating a three-year corporate bond that BCD
Company plans to issue in the coming year?

AN (TRt EaRFR I N LRy ERSrEAL) O (EESHRIEEHIERTREN) ~ ) FE
EERFRAREMRIBRAERAINZR - Fe AR T RAEER T = FEHA RIS BRZ AT
YT B AR FTRE T = IR 2

A BCD Company's top-down country risk assessment projecting emerging market gross domestic
product growth stability over the next 24 months.
o EE B MRV B REAL o TR SK 24 (& H S i S N A E AR (E N AR
TEME

B  Unaudited revenue projections on an experimental product line to be launched by BCD
Company 1n the next 18-24 months.
ZNEIFEARZK 18 2 24 [ B I HE H AT B E SR A AR SERZ A TEH] -

C BCD Company’ s audited financial statements for the last five years.

N F R TSR B R -

D BCD Company's sector analysis forecasting the competitive positioning over the next 18
months.

LN EI TR o TR 18 (i H B R E AL -
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31  Which ONE of the following statements regarding loan contracts with step-up or step-down coupons
covenants 1s CORRECT?

N H R — TR A5 TRl A MR T B AR Rk S S B Y B RN SR B A TE AR 2

A They gradually return principal to the lender over the life of the loan.
EXANFEEFTIHRANZ S A ERNEERE -
B They give lenders options of early redemption.
e T &R AR FIE O HYEEE -
C They increase or decrease the amount of yield subject to certain conditions, known as
"triggers".
EftEE TE RS BRI i a4 - B iR -
D They provide fixed coupon payments to lenders.
EfRERASZ A EERNTES
Paper 10 35 © Hong Kong Securities and Investment Institute
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32  Which ONE of the following statements ACCURATELY describes the balance sheet approach to
sovereign risk ratings?

YR — TR PR R A T A A (RS ERE R RR PRI ECE

A This approach mainly considers balance of payments.

18 7 7E T R R PR T
B  This approach primarily evaluates the government's capacity to meet fiscal demands through
tax revenues and GDP growth.
18 7 A R B U 27 A U B R PN A 2 AR M i e U B R SR HY AR
C  This approach considers the size of national debt with respect to the surplus on the current
accounts or other factors on the nation’ s balance sheet.
BEAR B E RN MR R & E B AR TN EMARRE RS MR ESHI S5 -
D This approach uses monetary system stability and economic growth prospects as primary
indicators for assessment.
18 7 E N E TG 2 RS e MR B B R U F oy T B i A TR A -
Paper 10 36 © Hong Kong Securities and Investment Institute
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33 Which ONE of the following events does NOT constitute default for a sovereign entity?
NHIBR—IE =R EAEEAEHVIELY 7

A A distressed exchange.
A REBHIACH -

B A moratorium declared by the sovereign on interest/principal payments.

TR EATER S A E AR -

C A forced currency re-denomination to avoid payment default of government bonds.

A 8 BURF (825 S KT o /B R (E N -

D A sharp decrease in government reserve.

BURF AR D -

Paper 10 37 © Hong Kong Securities and Investment Institute
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34  Which ONE of the following BEST explains why operating risk 1s a major risk factor when rating
public sector enterprises ( “PSEs” )?

YR — TR AR A AR Ry A b A B TR SR M TR AR Y B N R 2

A PSE's small board with limited skill sets demonstrates poor governance.

NEEPI RN NTEEEREA AR - ERIGHE A ZHIE

B PSEs generally have more operating risk problems than private and profit-driven organisations.

INEHRFIRZE— AR EERL N AR SR R oy e S e -

C PSEs’ credit score may be negatively affected by operational scandals and negative public
1mage.

SNEEPIRSERIE ERF Iy Al e 2 HA s EAVBR & m A R R A2 -

D Employee misconduct 1S a serious operating risk issue in many PSEs.

B BT Rk BRSNS E b e a2 R b A -
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35 A major credit rating agency ("CRA") has rated a sovereign debt issuance. Given the relative scarcity
of sovereign defaults compared to the volume of sovereign ratings 1ssued worldwide, which ONE of
the following represents the MOST PRACTICAL method to validate this rating's effectiveness?

FEREERFRISE S —TH R A A TR - LRI ERERRRRE - FREGE
LIEAREE D - VIR —IR S e RS LA A R B A U704 7

A Applying a backtesting model to the limited historical default data before the rating is formally
used.

RIS FTEPAIRT » IR AR S 4T 20t e PR T Y

B Producing a stability of rating study to show the migration of ratings from one year to the next
for the sovereign debt.

BUFRFIAREMENTTE - SO T RE AR AL 2 [ -

C Validating the ratings with sovereign bond yields observed in the market.

FIFH 55 BB E R0y ERE R e AR, -

D Conducting a default study reporting incidence by rating level.
T —TEELIE o 1K e S 2L -

Paper 10 39 © Hong Kong Securities and Investment Institute
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36

1 7 313 19 25 31 37 43 49 55 61 67 72 79 85 91 97 102109115121

The above graph shows a cumulative loss curve on an equipment lease securitisation (the x-axis is in
months). If the cumulative loss on the equipment lease securitisation reaches 6.225% at time step
month 61, and reaches 10% in the final month, what is the remaining expected loss at time step 61
and 1ts original value respectively?

1 7 13 19 25 31 37 43 4% 55 61 67 73 79 85 91 97 102100115121

EEE R R ES R b ReH A MR (x WPLHERD) - Eakac i SR EHY
FZEHERAERE 61 HIGEET] 6.225% > AR H T 10% - AR 61 #yeR N HHA
EHE R HEAE T HEZ D ?

A 6.225%; 10%

B 10%; 6.225%

C  3.775%; 10%

D 10%; 10%

Paper 10 40 © Hong Kong Securities and Investment Institute
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37  Which of the following items are key rating distinctions?

I
II
III
I\Y

Ordinal versus cardinal ratings

Issue ratings versus issuer ratings

General credit ratings versus structured ratings
Short-term ratings versus long-term ratings

YRR E £ ARER T A ?

[ PR R s,
I STEFRELEETT NPk
I —f%(E SRR BTk
IV G AR B HARP AR
A Tand I only
HEIRII
B IIand IV only
HEI IV
C L1IIandIV only
HEI-TKIV
D LI, IIandIV
[~~~ K IV
Paper 10 41 © Hong Kong Securities and Investment Institute

Gt

OF AT S &

EEL G

H=5



38 A nuclear power company in China is assigned with a credit rating as the same level of China’ s
sovereign rating by a credit rating agency ("CRA"). The company supplies electricity to 3 provinces.
Which of the following factors should be ESSENTIAL for such a good rating outcome?

I  The power company 1s a state-owned enterprise.

II  The power company has signed a contract with the three provincial governments for being the
sole electricity supplier of these provinces.

I The power company has improved 1ts profitability.

IV The power company s capacity of electricity supply is enhanced.

—[E B RE B D A SIS Baal it T B i B ERESTARME R HIRTAR - 28 EliH =
(E&IHLE - THIRLEESE T U RAFEFRIAEINZE 7

[ EfEAERE AR -

I N E = E - BUT s T & I Rk =8 & (o e — (L eERS -

Il #ZZEAE S HE AR

IV B AE A ERE ST -

A TandII only
HEIKXI

B Tand I only
HET KII

C 1II and II only

HET &I
D IIandIV only
HEI K IV
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39 A credit rating agency 1s conducting a standalone assessment on a bank operating solely within a
small developed economy facing recessionary pressures—rising unemployment and contracting
gross domestic product ("GDP"). This has driven up the bank's non-performing loan ratio and credit
losses, eroding profitability and capital strength. Which ONE of the following core components of
the bank's standalone assessment do these factors primarily impact?

HAE BRI — SR T T RS - R ERTTE —(EE A NN - 5% [
H AT AR IRET] - KR BT BN ESRERE - HIL - ZIRTTHYR BEK
LbREEIR% I - B9y T HEFBE IFIEAIRDE o« NYIR—IE I 1L sk 0y £ 2
SHRER 2B LN R ?

A The financial profile of the bank
SR THIRA BRI

B The industry risk component of the bank's macroeconomic background
IR T IR R B = P TR R b B R

C The management quality of the bank
2R T E A

D The operating efficiency profile of the bank
ST B
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40 What 1s the PRIMARY purpose of a transition matrix in credit risk assessment?

TE(E S RBRRTAG b  HBAER ET DR 1S 2

A

To provide a static snapshot of a loan portfolio's current delinquency, non-performing, default,
and recovery statuses, without considering changes over time.
EAERIFEELAVEN T - REFEEEERIIIHR ~ AR ~ EL UL aR AL

F GE T e
FRAEMIE -

To 1llustrate the probability of loans moving between different credit quality categories over
time, including transitions to default and recovery.

SR BH S BRI [E (S B8 28R 2 ISR - RS S Bl 5
ML e

To forecast future interest rate trends based on historical credit performance, while considering
borrower behavior to some extent.

TRIRIE S (5 EFIRTUAARAARESS > FIRHE—EREE EHRAERARTTR ©

To predict future macroeconomic conditions and borrower behaviour by aggregating historical
transition percentages from rating agencies like credit rating agencies.

FBEEHE SRR SRR RS B o7 EEAY R SR 8 - TR SR SR AR
BLERAIT Ry -

Paper 10
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Answers & &

Question No. | Answers Question No. | Answers
i H 4wt EE L H S5t EE

1 C 21 B

2 B 22 D

3 C 23 B

4 A 24 D

5 A 25 D

6 C 26 C

7 C 27 B

8 C 28 C

9 B 29 D

10 C 30 B

11 C 31 C

12 A 32 C

13 C 33 D

14 B 34 C

15 C 35 C

16 A 36 C

17 B 37 D

18 C 38 A

19 A 39 A

20 B 40 B
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