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ETHICAL AND PROFESSIONAL

STANDARDS

1 Professionalism

1{iA)  KEnowledge of the Law,

LB}  Independence and Objectivity.

IC)  Misrepresentation.

N Misconduwor

1| Integrity of Capital Markets

1A} Matesial Monpublic Informarion.

1B} Marker Manipulation,

1 Dhaties tx Clienes

1A} Lovaley, Prudence, and Care,

1B} Fair Dealing,

1IHC) Suirabiliry.

D) Performance Presentation.

1IE)} Preservation of Confidentiality.

IV Duties to Employers

IVIA) Loyalry.

IVIB} Addiional Compensation Arrangements.

IVIC) Responsibilities of Sapervisors,

v Investment Analysis, Recommendations,
and Actions

ViA)  Diligence and Rexsonable Basis.

VBl Communicaien with Chicnes and
|"rnupectiw Clients.

VIC)  Record Rerention.

V1  Conflics of Interest

VIEA) Disclosure of Conflicts.

VIB) Priority of Transsctions.

VI(C) Referral Fees.

VII  Responsibiliics as 3 CFA Institute
Member or CEA Candidate

VIINA) Conducr as Pamicipants in CFA Insiitute

L
VINE) m oo CEA Insainure, the CEA
Deesignation. and the CFA Program.
Global Investment Performance Standards
(GIPS®)
- Cp.m:bﬁa.m'rmrmi: *[Insert name of Arm] has
and presented this reporn in compliance
with the Global Investment Performance
Standards (GIPS)." Compliance must be applied
on a Arm-wide basis.
= Nine secttons: Fundamentals of compliance,
input data, caleulation methodobogy. co
construction, disclosurss, presemation :ljn
repoming, real estare, private equiry. and wrap
feelwparately managed account porfolios,

QUANTITATIVE METHODS

Time Value of Moncy Basics

*  Furnre palue (FY): amoune o which investment

grows after one or more compounding periods,

Fatnre paliee: FV = PV(1 + Y,

Present wanlie (PV): current value of some fumire

cash flow PV = FVI(1 = IY)¥.

*  Annuitic: series of equal cash flows that occur at
evenly spaced intervals over time.

-

» Ohrefinary anmidiy: cash flow av end-of-time period.

»  Annuiry dve: cash flove ag begimuing-ol-time perbod.
= Perperuitics: annuities with infinite lives,
P = PMITHdiscount rate).
Required Rare of Rerurn
Componenis
1. Real risk-free rave (RFR).
2. Expected inflation rate premium (IP).
3. Risk premium.
EiR} = (14 RFR,_)(1 4+ IF){1 & RP)=1

Approximation formula for nominal requined rare:
E(R) = RFR +IF +RP

Means

Arithmreric wran: sum of all observation valscs in

sample/population. divided by # of observasions,

Caeometric mean: used when caleulaning investment

renurns over multiple periods or w meisure

compound growth rares,
Creamelrie arenr refurm:

Rem (1R ) x4 R )™ =1

N
- 'r
x5

Variance and Standard Deviation
Varitiee: average of squared deviations from mean.

Etx —=ut

population variance = & —IN—

=%
sample variance = s‘-ﬂ——--l“—
n=
Srarmelard deviation; suare root of varknce.
Halding Period Return (HPR)
B=P_; 4D, E+D
R = =i o =
F. s
Coefficient of Variation
ﬂx:ﬁrfﬂr.r .qflun'ﬂl'nu l:('."n'".l: EXresses Tsorw much
dispersion exists relative 1o mean of a diseribution;
allows for direct comparison of dispersion across
different dara sers, CV is caloulaced by dividing
standard deviation of a distribution by the mean or
expected value of the distribution:

Vel
%

Roy's Safety-First Ratio
T e
e
Expected Return/Standard Deviation
Expeveed remern: E(X) = EI"I::;} o

E(X) = P(x; )x) +Plxy)xy +... + Pls, )%,
Probabilivtic nrianee:
o (X)=0(x,)[x, — E(X)}

Burasosic mein =

= P(x, Jjx, — E(X)] -+ P(xy )|y — E(X)]

oot P, fxa —E(X)]
Seandard deviarion: take square root of variance,
Correlation and Covariance
Correlation: covariance divided by product of the
rwo standard deviations,

(@R COV(R,.R)
corr| R, R; | = —-”R o (R
Expected recurn, vavianee of 2etock pertfalio:

E(R,)=wE(R,) + wyE(Ry)
m[ﬂp]= what (B, )+ wﬁa’{R,}
+ 2w ywyr (R Ja (R ) p(Ry Ry

Maormal Disinbutions

Naraal distributiar is completely described by s
mean and variance.

68% of ohservations fall within £ 1o,

0% Fall within + 1.65a.

95% Fall winhin + 1.5,

9499 fall within + 2.58a.

Computing £-Scores

Hegvere: “standardizes” observation from normal
distribution; represents # of sandard deviations a
given observation is from population mean.

__ ohservation — population mean x - p
standard deviation o

Binomial Models

Bimamial disrribusion: ssumes a variable can rake
one of two values {;umm"l‘:ihmﬁ or, in ihe case of
a sock, movements (up/down). A binomial mode
can describe chanpes in the value of an asser or
pt.lrtﬁ:ﬂ'lm it can be used o compaite its expected
value over several periods.

Sampling Distribution

Sarplineg atsribusrion: probability dissribution of
all possible sample statistics compured from 3 sex of
eiqual-size samples randomly drawn from the same
population. The sanpling disribuion of tie peean is
the distribution of estimates of the mean.

Central Limit Theorem

Central limiz theercan: when selecting simple
random samples of size ar from peplarion with
mean . and finite variance o7, the mmpling
distriburion of sample mean approaches normal
probability distribution with mean g and variance
eqqual to a*far as the sample size becomes large.
Standard Error

Staneiord errov of the snmple mean is the standard
deviarion of distribution of the sample means.

known population vanance o = f.

; ; L]
L1131 n ALBNIN WIS, T Sy =

keneown popaclac ance: sy T

Confidence Intervals
firerval gives range of values the mean

value will be berween, with 2 given probability (say

% or 9590), With known vanance, formula fora
confidence interval is:

o Lo
:t.,,:?:

%= 16435 for 90% conhidence intervals
[significance level 10%, 5% in cach rail)
= 1.960 for 95% confidence intervals
(significance level 5%, 2.5% in cach wil)
2, 2575 for 99% conlidence intervals
(significance level 196, 0.5% in each cail)
Mull and Alwernative Hypotheses
Nell bypostesis (H): hypothesis thar contains the
equal sign (=, =, 2} the hypothesis that is actually
rested; che basis for sedection of the rest staristics,
Alternative byparheris (M) concluded if chere i
sufficient evidence to reject the null hypothesis.
Difference Berween One- and Two-Tailed Tests
e parilest resr: vewes whether value s greater than or
less than a given nusmbser.

continued on Rent page...
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