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CFA Level One Exam Topic Structure 

Ethical and Professional 

Standards 
Ethical and Professional Standards 15 

Investment tools 

Quantitative Methods 12 

Economics 10 

Financial Reporting and Analysis 20 

Corporate Finance 7 

Assets Classes- Valuation 

Equity Investment 10 

Fixed Income 10 

Derivatives 5 

Alternative Investments 4 

Portfolio Management Portfolio Management and Wealth Planning 7 
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• Reading 39  Portfolio Management: An Overview 

• Reading 40  Risk Management: An introduction 

• Reading 41  Portfolio Risk and Return: Part  I 

• Reading 42  Portfolio Risk and Return: Part Ⅱ 

• Reading 43  Basics of Portfolio Planning and Construction 

 

 

 

Framework 
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Portfolio Management 

1. Portfolio Risk and Return: Part  I 

2. Portfolio Risk and Return: Part Ⅱ 

3. Portfolio Management: An Overview  

4. Risk Management: An introduction 

5. Basics of Portfolio Planning and Construction  
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Portfolio Risk and Return: Part I 



www.rycfa.com 融通智慧   跃升未来 

Holding Period Return (HPR): 

• Financial assets normally generate two types of return for investors.  

     --Provide periodic income through cash dividends or interest payments.  

     --The price of a financial asset can increase or decrease, leading to a capital gain or loss. 

• A holding period return (HPR): the return earned from holding an asset for a single specified 
period of time.  

 

 

 

 

 

• HPR for more than one year: R=(1+R1) (1+R2) … (1+Rn) -1 

       Ri is the annual return for year i 
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Arithmetic mean and Geometric mean Return 

• The arithmetic mean return 

 

 

 

• A geometric mean return 

 

 

 

 

 

 

• The arithmetic mean return is the average of the returns earned on a unit of investment 
at the beginning of each holding period. A geometric mean return provides a more 
accurate representation of the growth in portfolio value over a given time period than 
does an arithmetic mean. 
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The Money-Weighted Return 

• The money-weighted return: an accurate measure of what the investor actually earned on 
the money invested.  

 

• The money-weighted return and its calculation are similar to the internal rate of return.  

 Comparison of Returns- Examples 

    The money-weighted return does not allow for return comparison between different 

individuals or different investment opportunities. Two investors in the same mutual fund 

may have different money-weighted returns because they invested different amounts in 

different years. 
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EXAMPLE 2 

London Arbitrageurs, PLC employs many analysts who devise and implement trading strategies. Mr. Brown is 

trying to evaluate three trading strategies that have been used for different periods of time. 

  

◾ Keith believes that he can predict share price movements based on earnings announcements. In the last 

100 days he has earned a return of 6.2 percent. 
  

◾ Thomas has been very successful in predicting daily movements of the Australian dollar and the Japanese 

yen based on the carry trade. In the last 4 weeks, he has earned 2 percent after accounting for all transactions 

costs. 
  

◾ Lisa follows the fashion industry and luxury retailers. She has been investing in these companies for the 

last 3 months. Her return is 5 percent. 

  

Mr. Brown wants to give a prize to the best performer but is somewhat confused by the returns earned over 

different periods. Annualize returns in all three cases and advise Mr. Brown. 
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Annualized Return 

• If the weekly return is 0.2 percent, then the compound annual return is computed as 
shown because there are 52 weeks in a year: 

 

 

 

• A general equation to annualize returns is given, where c is the number of periods in a 
year. For a quarter, c = 4 and for a month, c = 12: 

 

 

 

• Similar expressions can be constructed when quarterly or weekly returns are needed for 
comparison instead of annual returns. 
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Other Major Return Measures and their Applications 

• Gross and Net Return 

     --A gross return is the return earned by an asset manager prior to deductions for expenses that are 

not directly related to the generation of returns but rather related to the management and 

administrationof an investment. 

     --Gross return is an appropriate measure for evaluating and comparing the investment skill of asset 

managers. 

     --Net return accounts for all managerial and administrative expenses that reduce an investor’s 
return. 

 

• Pre-tax and After-tax Nominal Return 

     --All return measures discussed previously are pre-tax nominal returns— that is, no adjustment has 

been made for taxes or inflation. In general, all returns are pre-tax nominal returns unless they are 

otherwise designated. 
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Other Major Return Measures and their Applications 

• Real Returns 

     --A nominal return (r) consists of three components: a real risk-free return (rrF), inflation (π), and a 

risk premium for assuming risk (RP). Thus, nominal return and real return can be expressed as: 

 

 

 

 

• Leveraged Return 

     -- an investor may trade futures contracts in which the money required to take a position may be as 

little as 10 percent of the notional value of the asset. 

     -- Investors can also invest more than their own money by borrowing money to purchase the asset.  
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Variance of a Single Asset 

• Variance, or risk, is a measure of the volatility or the dispersion of returns. Variance is measured as 
the average squared deviation from the mean.  

 

 

 

 

• where Rt is the return for period t, T is the total number of periods, and μ is the mean of T returns, 
assuming T is the population of returns. 

• If only a sample of returns is available instead of the population of returns (as is usually the case in 
the investment world), the correction for sample variance is made by replacing the denominator 
with (T - 1), as shown next, where R is the m ean return of the sample observations and s2 is the 
sample variance: 
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Standard Deviation of an Asset 

• The standard deviation of returns of an asset is the square root of the variance of returns. The 

population standard deviation (a) and the sample standard deviation (s)are given below. 

 

 

 

 

 

• Standard deviation is another measure of the risk of an asset, which may also be referred to 

as its volatility.  
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Other Investment  Characteristics 

• Distributional Characteristics 

    -- Skewness: Skewness refers to asymmetry of the return distribution, that is, returns are not 
symmetric around the mean. 
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Other Investment  Characteristics 

    --Kurtosis: refers to fat tails or higher than normal probabilities for extreme returns and has the 

effect of increasing an asset's risk that is not captured in a mean-variance framework.  
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Risk aversion: 

1. Risk seeking: gamble 

2. Risk neutral: indifferent about the gamble or the guaranteed outcome 

3. Risk averse: guaranteed outcome 

4. Risk tolerance: the amount of risk an investor is willing to tolerate 

Utility Theory and Indifference Curve 

 U=E(r)-0.5*A*δ2 

 A is a measure of risk aversion. 

 Great than 0 for a risk-averse investor, negative for a risk-lover investor. 

Return & Risk 



www.rycfa.com 融通智慧   跃升未来 

Risk aversion Indifference curves 

Return & Risk 
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Risk aversion Indifference curves 

Return & Risk 
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The weight of portfolio asset i is 

i
w

market value of investmen in asset i

market value of the portfolio


 Portfolio expected value: 
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Expected value, Variance of returns on a portfolio 
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Variance of a Portfolio of Assets 

• Portfolio's variance 

 

 

 

 

• For a two assets portfolio, the expression for portfolio variance simplifies to the following using 

covariance and then using correlation: 
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Portfolio of two Risky Assets 

• Covariance and Correlation 

     --The covariance in the formula for portfolio standard deviation can be expanded as 
Cov(R1 ,R2) = ρ12σ1σ2 whereρ12 is the correlation between  R1  and R2. 

    --Correlation is a measure of the consistency or tendency for two investments to act in a 
similar way.  ρ12 can be positive or negative and ranges from -1 to +1.  

    --ρ12 =+1: Returns of the two assets are perfectly positively correlated. Assets 1 and 2 
move together 100 percent of the time. 

    --ρ12 = -1: Returns of the two assets are perfectly negatively correlated. Assets 1and 2 
move in opposite directions 100 percent of the time. 

    --ρ12 = 0: Returns of the two assets are uncorrelated. Movement of Asset 1 provides no 
prediction regarding the movement of Asset 2. 
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For two assets, Asset 1 and Asset 2, the risk and return characteristics: 

Asset1 Asset2 

Expected return 7% 15% 

Standard deviation 12% 25% 

Correlation 1.0  0.5  0.2  -1.0 

Weight  %    Correlation 

Asset1 Asset2 Portfolio Return 1 0.5 0.2 -1 

0 100 15 25 25 25 25 

10 90 14.2 23.7 23.1 22.8 21.3 

20 80 13.4 22.4 21.3 20.6 17.6 

30 70 12.6 21.1 19.6 18.6 13.9 

40 60 11.8 19.8 17.9 16.6 10.2 

50 50 11 18.5 16.3 14.9 6.5 

60 40 10.2 17.2 15 13.4 2.8 

70 30 9.4 15.9 13.8 12.3 0.9 

80 20 8.6 14.6 12.9 11.7 4.6 

90 10 7.8 13.3 12.2 11.6 8.3 

100 0 7 12 12 12 12 

Example : 
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 The lower the correlation-> the greater the diversification benefits. 

Relationship between Risk and Return 
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If all assets in the portfolio have the same variance and then same correlation 

among assets, the portfolio risk can be written as: 

 2
2

1
p

N

N N


 


 

Relationship between Risk and Return 
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The portfolios with the lowest risk for each level of return. 

Minimum-Variance Portfolio 
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The set of portfolios that will give you the highest return at each level of risk (or, 

alternatively, the lowest risk for each level of return). 

Global minimum-variance portfolio 

Markowitz Efficient frontier 
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Risk –Free Asset and Many Risky Assets  
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Optimal Investor Portfolio  
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Markowitz efficient frontier  +  A risk-free asset 

Capital Allocation Line: 

The combinations of risk-free assets and the risky asset portfolio. 

Capital market theory 
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Portfolio Selection 
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Portfolio Selection 
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Portfolio Risk and Return: Part Ⅱ 
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  the optimal risky portfolio：Portfolio  C 

  the most preferred set of possible portfolio：the greatest expected utility 

Portfolio Selection 
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 The capital market line is special case of capital allocation line, where the risky portfolio is the 

market portfolio, the S&P 500 Index as the market’s proxy.  

 The risk-free asset is a debt security with no default risk, no inflation risk, no liquidity risk, no interest 

rate risk, and no risk of any other kind. US Treasury bills as the proxy. 

M
P

M

E(R ) RFR
RFR + 



 
   

 
( )

P
E R

Capital Market Line (CML) 
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EXAMPLE 1 

Mr. Miles is a first time investor and wants to build a portfolio using only US T-bills and an index fund that 

closely tracks the S&P 500 Index. The T-bills have a return of 5 percent. The S&P 500 has a standard deviation 

of 20 percent and an expected return of 15 percent. 

 

1. Draw the CML and mark the points where the investment in the market is 0 percent, 25 percent, 75 percent, 

and 100 percent. 

 

  

2. Mr. Miles is also interested in determining the exact risk and return at each point. 
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M
P

M

E(R ) RFR
RFR + 



 
   

 
( )

P
E R

 All investors will hold：Combination of the risk-free asset and Market portfolio 

Capital Market Line (CML) 
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EXAMPLE 2 

Mr. Miles decides to set aside a small part of his wealth for investment in a portfolio that has greater risk than 

his previous investments because he anticipates that the overall market will generate attractive returns in the 

future. He assumes that he can borrow money at 5 percent and achieve the same return on the S&P 500 as 

before: an expected return of 15 percent with a standard deviation of 20 percent. 

  

Calculate his expected risk and return if he borrows 25 percent, 50 percent, and 100 percent of his initial 

investment amount. 
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EXAMPLE 3 

Mr. Miles approaches his broker to borrow money against securities held in his portfolio. Even though Mr. 

Miles’ loan will be secured by the securities in his portfolio, the broker’s rate for lending to customers is 7 

percent. Assuming a risk-free rate of 5 percent and a market return of 15 percent with a standard deviation of 

20 percent, estimate Mr. Miles’ expected return and risk if he invests 25 percent and 75 percent in the risk-free 

asset and if he decides to borrow 25 percent and 75 percent of his initial investment and invest the money in 

the market. 
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unsystematic risk (unique, diversifiable, or firm-specific risk) 

systematic risk (non-diversifiable risk or market risk) 

Total risk = systematic risk + unsystematic risk 

Systematic Risk and Nonsystematic Risk 
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EXAMPLE 4 

1 Describe the systematic and nonsystematic risk components of the following assets: 

A A risk-free asset, such as a three-month Treasury bill 

  

B The market portfolio, such as the S&P 500, with total risk of 20 percent 

  

2 Consider two assets, A and B. Asset A has total risk of 30 percent, half of which is nonsystematic risk. Asset 

B has total risk of 17 percent, all of which is systematic risk. Which asset should have a higher expected rate 

of return? 
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2

,i mkt

i

mkt

Cov





Security market line (SML) 

 E(R) = Rf + β(Rm-Rf) 

Capital asset pricing model (CAPM) 
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Return-Generating Model 

• Return-Generating Model 

 

 

 

• Three - Factor and Four - Factor Models 

• The Single-Index Model: 

 

 

• Although the single-index model is simple, it fits nicely with the capital market line. 
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Decomposition of Total Risk for a Single-Index Model 

• Decompose total variance into systematic and nonsystematic variancesThe difference between 

expected returns and realized returns is attributable to non-market changes, as an error term, ei in 

the second equation below: 

 

 

• The variance of realized returns can be expressed in the equation below  
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Calculation and Interpretation of Beta 

• We begin with the single-index model 

 

 

• Because systematic risk depends on the correlation between the asset and the market,we can 
arrive at a measure of systematic risk from the covariance between Rt and Rm 

 

 

 

 

 

• Rewrite the equation in terms of beta as follows: 
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•  Given that the only relevant systematic risk for an individual asset i is the covariance between the 

asset's returns and the return on the market portfolio. 

  Beta (standardized systematic risk) measures the sensitivity of a security's returns to changes in the 

market return. 

The Capital Asset Pricing Model 
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EXAMPLE 5 

Assuming that the risk (standard deviation) of the market is 25 percent, calculate the beta for the following 

assets: 

  

1 A short-term US Treasury bill. 

  

2 Gold, which has a standard deviation equal to the standard deviation of the market but a zero correlation 

with the market. 

3 A new emerging market that is not currently included in the definition of “market”—the emerging market’s 

standard deviation is 60 percent, and the correlation with the market is –0.1. 

  

4 An initial public offering or new issue of stock with a standard deviation of 40 percent and a correlation with 

the market of 0.7 (IPOs are usually very risky but have a relatively low correlation with the market). 

  

We use the formula for beta in answering the above questions: 
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EXAMPLE 7 

1 Suppose the risk-free rate is 3 percent, the expected return on the market portfolio is 13 percent, and its 

standard deviation is 23 percent. An Indian company, Bajaj Auto, has a standard deviation of 50 percent but 

is uncorrelated with the market.Calculate Bajaj Auto’s beta and expected return. 

  

2 Suppose the risk-free rate is 3 percent, the expected return on the market portfolio is 13 percent, and its 

standard deviation is 23 percent. A German company, Mueller Metals, has a standard deviation of 50 percent 

and a correlation of 0.65 with the market. Calculate Mueller Metal’s beta and expected return. 
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 The CML uses total risk on the X-axis. Hence, only efficient portfolios will plot on the CML.  

 The SML uses beta (systematic risk) on the X-axis. So in a CAPM world, all properly priced securities and 

portfolios of securities will plot on the SML. 

•Point A represents a high-beta stock or portfolio,  

•Point B represents a stock or portfolio with a beta of one. 

•Point C represents a low-beta stock or portfolio (not necessarily low-risk). 

 The CML : Total risk!      Efficient   The SML : Systematic risk!    Properly priced 

CML and SML 
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Identify mispriced securities 

 B is undervalued. Buy stock B. 

 A is overvalued. Short sell stock A. 

 C is properly valued. Do nothing. 

Estimated or Forecast return  

Required return  

the expected return based on opinions of the returns that can be earned on the stock given our 

future price and dividend forecasts. 

the expected return based on the theory of the CAPM. 
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EXAMPLE 8 

You invest 20 percent of your money in the risk-free asset, 30 percent in the market portfolio, and 50 percent 

in RedHat, a US stock that has a beta of 2.0. Given that the risk-free rate is 4 percent and the market return is 

16 percent, what are the portfolio’s beta and expected return? 

EXAMPLE 9 

GlaxoSmithKline Plc is examining the economic feasibility of developing a new medicine. The initial 

investment in Year 1 is $500 million. The investment in Year 2 is $200 million. There is a 50 percent chance 

that the medicine will be developed and will be successful. If that happens, GlaxoSmithKline must spend 

another $100 million in Year 3, but its income from the project in Year 3 will be $500 million, not including the 

third-year investment. In Years 4, 5, and 6, it will earn $400 million a year if the medicine is successful. At the 

end of Year 6, it intends to sell all rights to the medicine for $600 million. If the medicine is unsuccessful, none 

of GlaxoSmithKline’s investments can be salvaged. Assume that the market return is 12 percent, the risk-free 

rate is 2 percent, and the beta risk of the project is 2.3. All cash flows occur at the end of each year. 

  

1 Calculate the expected annual cash flows using the probability of success. 

  

2 Calculate the expected return. 

  

3 Calculate the net present value. 
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  Sharpe Ratio: .


P f

P

R R



Whether risk adjustment should be based on total risk or systematic risk depends on whether a fund 

bears the nonsystematic risk of a manager’s portfolio. 

  M-squared (M2): ( ) ( ).  M
P f M f

P

R R R R




  Treynor measure: .


P f

P

R R



  Jensen’s alpha: ( ) ( ).  
P f P M f

R R R R

 Evaluate the relative performance of a portfolio with risk that differs from that of a benchmark. 

Measures of risk-adjusted returns 
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  Investors are risk-averse, utility-maximizing, rational individuals. 

 

  Markets are frictionless, including no transaction costs and no taxes. 

 

 Investors plan for the same single holding period. 

 

 Investors have homogeneous expectations or beliefs. 

 

 All investments are infinitely divisible. 

 

 Investors are price takers. 

The assumptions of the CAPM: 
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 Theoretical Limitations of the CAPM 

1. Single-factor model, only systematic risk or beta risk is priced in the CAPM. 

2. Single-period model: the CAPM is a single-period model that does not consider multi-period 

implications or investment objectives of future periods. 

 Practical Limitations of the CAPM 

1. The true market portfolio includes all assets, also includes many assets that are not 

investable. 

2. Proxy for a market portfolio vary among analysts. 

3. A long history of returns is required to estimate beta risk. 

4. Empirical support for the CAPM is weak. 

5. Homogeneity in investor expectations. 

Limitations of the CAPM: 
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Portfolio Management: An Overview 
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Investment Management Clients 

Individual 

investors 
Institutions 

Defined Contribution 

 pension plans 

Defined Benefit  

pension plans 

Endowments & Foundations 

Bank 

Insurance companies 

Mutual fund 

Hedge fund 

Venture capital 

Sovereign wealth funds 

Investment companies 

Investment Management Clients 
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 Defined benefit pension plan(DB plan): an employer has an obligation to pay a certain annual 

amount to its employees when they retire. 

Need to invest the assets that will provide cash flows that match the timing of the future pension 

payments(liabilities) 

Plans are committed to paying pensions to members, and the assets of these plans are there to 

fund those payments. Plan managers need to ensure that sufficient assets will be available to pay 

pension benefits as they come due. 

The plan may have an indefinitely long time horizon if new plan members are being admitted or 

a finite time horizon if the plan has been closed to new members. 

Institutions 
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 Endowments and foundations 

University endowments are established to provide continuing financial support to a university 

and its students. 

Charitable foundations invest donations made to them for the purpose of funding grants that 

are consistent with the charitable foundation’s objectives. 

 

 

Institutions 



www.rycfa.com 融通智慧   跃升未来 94 

 Banks 

In some cases, banks need to invest their excess reserves. 

The investments of excess reserves need to be conservative, emphasizing fixed-income and 

money market instruments rather than equities and other riskier assets. 

The investments need to be relatively liquid. 

Institutions 
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 Insurance companies 

Need to invest premiums in a manner that will allow them to pay claims 

Life insurance companies and non-life insurance companies differ in their purpose and 

objectives and hence in their investment time horizons. 

 Sovereign wealth funds: Government-owned investment funds. 

 Investment companies 

Institutions 
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 Write a Investment Policy Statement (IPS). 

Step 1: Planning step 

• Description of Client. 

• Investment objectives must be stated in terms of Risk tolerance and Return. 

• Investment constraints of Liquidity, Time horizon, Tax concerns, Legal and regulatory factors, and 

Unique circumstances must be stated. 

• It should also specify an objective benchmark (such as an index return) for evaluating investment 

performance. 

Absolute return objective Relative return objectives 

Ability to bear risk Willingness to bear risk 

Portfolio management process 

 Understanding the client’s needs 
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 Asset Allocation. 

 Top down analysis  

 Bottom up analysis. 

Step 2: Execution step 

 Portfolio Construction 

 Security Analysis 

Risk management is an important part of the portfolio construction process. 

Identifying attractive investments in particular market sectors. 

Portfolio Monitor and Rebalancing. 

Step 3: Feedback step 

Performance Measurement and Reporting. 

Portfolio management process 



www.rycfa.com 融通智慧   跃升未来 

Pooled Investment 

Mutual funds are one of the most important investment vehicles for individuals and institutions.  

 

Open-end fund VS Close-end fund 

Open-end fund: -- accept new investment. Issue or withdraw at the net asset value. 

                          -- Easy to grow in size, but should keep some cash to meet redemption. 

Closed-end fund: --No new investment is accepted. New investors invest by buying    

                               existing shares. Trade at a premium or discount to net asset value.  

                            --Limited ability to grow. Do not have to keep cash position. 

 

Mutual Funds 

Types of Mutual Funds 
 
- Money Market Funds 
 
- Bond Mutual Funds 
 
- Stock Mutual Funds 
 
- Hybrid/Balanced Funds  
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• Exchange Traded Funds 

  ETFs combine features of closed-end and open-end mutual funds. 

•  Trade like closed-end funds. 

•  ETFs’  price track net asset value like open-end funds. 

• Separately Managed Accounts(SMA) 

 

    - A fund management service for institutions or individual investors with substantial assets is the 
separately managed account (SMA), which is also commonly referred to as a “managed 
account,”“wrap account,” or “individually managed account”.The key difference between 
an SMA and a mutual fund is that the assets are owned directly by the individual.  

Other Investment products 
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Risk Management: An introduction 
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Basic Concept 

Risk: is exposure to uncertainty, is used to describe all of the uncertain environmental variables that 

lead to variation in and unpredictability of outcomes. 

Risk management: is the process by which an organization or individual defines the level of risk to be 

taken, measures the level of risk being taken, and adjusts the latter toward the former, with the 

goal of maximizing the company’s or portfolio’s value or the individual’s overall satisfaction, or 

utility. 

Risk exposure: is the extent to which the underlying environmental or market risks result in actual risk 

borne by a business or investor who has assets or liabilities that are sensitive to those risks, the 

risk exposure is simply the risk position multiplied by he risk driver. 
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Risk Governance 

It is the top-down process and guidance that directs risk management activities to align with 

and support the goals of the overall enterprise.    

•  An enterprise view of risk governance: drives the risk framework. 

•  Risk tolerance: identifies the extent to which the entity is willing to experience losses or 

opportunity costs and to fail in meeting its objectives. 

•  Risk budgeting: how one risk is taken; quantifies and allocates the tolerable risk by 

specific metrics. 
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Identification of risks 

-- Financial risks: mainly include market risk, credit risk and liquidity risk.    

• Market risk: arises from movements in interest rates, stock price, exchange rates and 

commodity prices. 

• Credit risk: one party fails to pay an amount owed on an obligation. 

• Liquidity risk: significant downward valuation adjustment when selling a financial asset. 
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Identification of risks 

-- Non-financial risks 

• Settlement risk: related closely to default risk. 

• Compliance risk: Regulatory risk, accounting risk and tax risk. Matters of conforming to 

laws, policies and regulations. 

• Model risk& tail risk: according to the model, it may never occur but actually, it occurred! 

(even more than once!!) 

• Operational risk 

• Solvency risk: the entity does not survive or succeed because it runs out of cash. 

• Mortality & longevity risk: individual risk 
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Measuring Risks 

-- Beta 

-- Duration 

   Convexity 

-- Delta 

   Gamma 

-- Value at risk (VaR) 

• Contains: amount, time and a probability. 

• a minimum extreme loss metric. 

  Scenario analysis& stress testing 
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Modifying Risks 

Risk Prevention and Avoidance 

 

Risk Acceptance: Self-insurance and Diversification 

 

Risk Transfer 

 

Risk Shifting 
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Basics of Portfolio Planning and Construction 
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Major Components of an IPS 

• Introduction. 
 

• Statement of Purpose. 
 

• Statement of Duties and Responsibilities. 
 

• Procedures. 
 

• Investment Objectives.  
 

• Investment Constraints 
 

• Investment Guidelines. 
 

• Evaluation and Review. 
 

• Appendices. 
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Investment Objectives 

Risk Objectives 

• Risk objectives are specifications for portfolio risk that reflect the risk tolerance of the 

client. Quantitative risk objectives can be absolute or relative or a combination of the two. 

• Willingness to take risk: a more subjective factor. 

• Ability to take risk: time horizon, expected income, level of wealth relative to liabilities.  

 

Return  Objectives 

• absolute or relative. 
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Henri Gascon is so pleased with the services provided by the financial adviser, that he suggests to his 

brother Jacques that he should also consult the adviser. Jacques thinks it is a good idea. Jacques is a self-

employed computer consultant also based in Paris. He is 40-years old and divorced with four children, aged 

between 12 and 16. The financial adviser notes the following aspects of Jacques’ situation: 

  

◾ Jacques’ consultancy earnings average €40,000 per annum, but are quite volatile. 
  

◾ Jacques is required to pay €10,000 per year to his ex-wife and children. 
  

◾ Jacques has a mortgage on his apartment of €100,000 and €10,000 of savings. 
  

◾ Jacques has a good knowledge of financial matters and expects that equity markets will deliver very high 

returns over the longer term. 
  

◾ In the risk tolerance questionnaire, Jacques strongly disagrees with the statements “I am more 

comfortable putting my money in a bank account than in the stock market” and “When I think of the word 

“risk” the term “loss” comes to mind immediately.” 
  

◾ Jacques expects that most of his savings will be required to support his children at university. 

  

EXAMPLE 3 
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Based on the above information, which statement is correct? 

  

A Jacques has a low ability to take risk, but a high willingness to take risk. 

  

B Jacques has a high ability to take risk, but a low willingness to take risk. 

  

C Jacques has a high ability to take risk, and a high willingness to take risk. 
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Investment Constrains 

• Liquidity 

 

• Time Horizon 

 

• Tax Concerns 

 

• Legal and Regulatory Factors 

 

• Unique Circumstances 
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The Strategic Asset Allocation 

Tactical asset allocation 

Security selection 

Asset class: high paired correlation and low correlation with other asset class. 

Additional Portfolio Organizing Principles 

• Traditional top-down oriented framework 

• Core-satellite approach 



www.rycfa.com 融通智慧   跃升未来 



www.rycfa.com 融通智慧   跃升未来 



www.rycfa.com 融通智慧   跃升未来 



www.rycfa.com 融通智慧   跃升未来 



www.rycfa.com 融通智慧   跃升未来 



www.rycfa.com 融通智慧   跃升未来 



www.rycfa.com 融通智慧   跃升未来 



www.rycfa.com 融通智慧   跃升未来 



www.rycfa.com 融通智慧   跃升未来 



www.rycfa.com 融通智慧   跃升未来 



THANKS 

www.rycfa.com 


