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PART 1 Capital Market Expectations




Reading 3 Framework and Macro Considerations

O Z=ENHEN(Taylor rule)

: B ARG LBUR A £ (Target nominal policy rate)
¢ LRUFIE KA AR A S TR BT 69 5 IR of P BUR
#) % (Neutral real policy rate)
= + +05° -~ +05( - )y : SFRGDP##AE K & (Expected real GDP growth rates)
a 1 FIRGDPA2 # 3% K & (Trend real GDP growth rates)
s TAHAE BT MK % (Expected inflation rates)
: B 478 5T Bk % (Target inflation rates)
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Reading 4 Forecasting Asset Class Returns

O  BWEE-mBWiER(Grinold-Kroner model)

( ) AL 3 A% T TR 3 & (Expected equity return)
—: B8 % (Dividend yield)
%A . B B AT T AL E (Expected percentage change in total

~ _ 2 (9 _ 0 0 earnings)
) (%A = %A )+ %4 / %A : LB AT AZ FL A K A F (Expected percentage change
in shares outstanding)
%A [/ : T B EMHE W E(Expected percentage change in the
price-to-earnings ratio)

O ERSARENEE(CAPM)

()= + [ ()= 1 ‘ ‘ |
o RATH AT ART AR
t AT A T R K 6 S A
= ’ e ’ (_)



Reading 4 Forecasting Asset Class Returns

O  Eg-4508/R&ERY (Singer-Terhaar model)

- S 1 AR R % % 1 (Global equilibrium risk
Fiixl H 7?4 £ _ _ . remium
(Fully integrated market) oo o ( ) P ) Igk A b &

(—): 2R THELHE B E

Bi%D: 2 A E| : h.\%"l ’rﬁ 3 ﬂl % % #(Segmented market
equilibrium risk premium)

(Completely segmented =1X =1X (—)
markets) (—): HFHRETHGE L
. — BRI HLARTIHY— Y
AR _ +(1- ) : —EARET 5 & KT 8 —RAZ E (The

degree to which the asset is globally integrated)
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Reading 4 Forecasting Asset Class Returns

[

O

O

AR E (Capitalization rates)

*# ()= + e

sl ()= + — %A
FNC 2Rk, (Forecasting exchange rates)

A , =(C — )+( - )+ ( - )+ ( - )+ (
B RERASR TN (Estimated volatility from smoothed returns)
=A=N A Ly sk E
© B ATH AL R
( ): 1_"')\ ( )> ( ) -1 J:"—ﬁ}]%dﬂ']é‘]%ﬂiﬁi%



PART 2 Asset Allocation




—
Reading 5 Introduction to Asset Allocation

O XEFRE (Risk budgeting)

- = excess return of asset i
— — = MCTR of asset |

An asset allocation is optimal when:

——— = Sharpe ratio of the portfolio

ooooooooooooooo
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Reading 6 Principles of Asset Allocation

O B¥reR%EL (Objective function)

N
|

= ( )—0005xAx 2

O BRE{E (Surplus optimization)

N

—0.005 x A x 2



PART 3 Derivatives and
Currency Management




—
Reading 8 Option Strategies

O #FHREHKE (Covered call)

Covered call = short call + long stock

O {RIFEEEHI (Protective put)

Protective Put = long put + long stock



—
Reading 8 Option Strategies

O HGm&EiKiNZE (Bull call spread)

Bull call spread = long call at  +

O 4mE&EH%NZE (Bull put spread)

Bull put spread = putat +



I
Reading 8 Option Strategies
O BEHBEIKINZE (Bear call spread)

Bear call spread = long callat  +

O FEFMAEMMNZE (Bear put spread)

Bull put spread = short putat +



Reading 8 Option Strategies
O BREE (Straddle)

= (01 - )+ (O, - )_( 0+ 0)
Straddle = long call + -
= ot o
= +(o+ o) —(o+ o)
O YREA (Collar)
=C =+ O - )= O - )=(o~ 0
Collar = long stock + short call + long put ' = —o0 (o= 0
=0~ *(o— 0



Reading 9 Swap, Forwards, and Futures Strategies

O HEYAE (Swap notional principal)
B: 46T FHH1h
- s RFE Y B ARS E A
: A EE EAR
s A F B R69H5 E AR

g R
= 100 x % : AT
ontract s AR
O HB&exdtkE (BPVHR)
_ _ T AR E LA
BPVHR = = x
: Bt e £ A
BPVHR =——— = — x =0) —
: BARE LA



Reading 9 Swap, Forwards, and Futures Strategies

O B#5B (Beta adjustment)
: BARNBAA
s B NA
= X — T B AL N
F: 3% & 46 M14
S: BAMAT HME

O BWE (Effective B)
A Value of new portfolio: #7484 49 MN14 % 5
A

Value of market: 77 %M {E69 % 3h

O EHESHESEZY (Number of futures for synthetic index fund)
: BAR A
: BB MEA
F: B350 & 29 89 a
S: HA WL T HML



Reading 9 Swap, Forwards, and Futures Strategies

O RBEEBZNAE (Variance notional for variance swaps)
Variance notional: 7 % L% X K4

= Vega notional: Z A4

Strike price: &R M7 £

O HEEBREESE (Settlement amount & value of variance swap)
s FELBRLL KA
2_ 2 : EFREFHFE

= = (2_ 2)
° X: AHHR K ANE

Strike price: fTALH 4%
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Reading 10 Currency Management

O ZAmE#R (Domestic-Currency return)

RFC: 5’]‘ Fﬁ @*Bs

Rpc=(1+ )1+ )-1

RFX: }l:jf}"@;}]i

O IRBAB/KENEDHE (Portfolio volatility decomposition)
(

()= )+ ( H)+2CHCHc . ) (
(

): SR EARA AR AE £
): CEERGIFRE

): STE AR AL W IR A4 £ A R



PART 4 Fixed Income




Reading 11 Overview of Fixed-Income Portfolio Management
O FRERWE RS %

ooooooooooooooo

= 0 1 _ Annual coupon payment
i = Current bond price
A sk 5 % = _
WARAELHFHOGANELTS (A )=(- xA  )+[05x x@ )
A ZRAFROGHANMNEES (L) =(- x A ) +[05 % x (A )?]
()= +
A
B A % o )
- (A )



ooooooooooooooo

A
I =, BEE

Reading 11 Overview of Fixed-Income Portfolio Management
O I

ARk ESE = +—( - )

HATATATAS 2 =
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Reading 12 Liability-Driven and Index-Based Strategies

O AHAPUEL
\ 2+
LY 3 - s v

O fTERExs

B ms = —

B 40 5% 4 -

100
ES R STC T =( - ) x



Reading 13 Yield Curve Strategy
O SR,

& A 2

XA FE X

B AEAH

F-F AT HEE

P e

=1+ )1+ )-1

i+ Ha+ H-1



A
I = BEE

ooooooooooooooo

Reading 14 Fixed-Income Active Management: Credit Strategies

O SR
IR A £ = - - (%)
by ~ ,t" 5 %A
HERSERMBERBRAE < A Héx x (A )2
P TIES £ ~ x
A A £ = ox —( x A )

LT TP )

A A Vi ~ OX _( XA )— X X
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PART 5 Equity Portfolio Management




I
Reading 16 Passive Equity Investing

O  BEeEL (Effective number of stocks)

HHI (Herfindahl-Hirschman Index)

A M E 4= (Effective number of stocks)

O BRERIRZ (Tracking error)

Sk¥7ik £ (Tracking error)

O #BxulkEs (Excess return)

ABEAL % (Excess return)
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Reading 17 Active Equity Investing: Strategies
O  X#&EF (Style factors)

L AR A B T _ .
(Current style factor) , 0

AR A B T .
(Subsequent style factor) : 0

O HEF&ESHEESNIE (Returns-based style analysis)

ASMBEGHR S TLEETAE _
(Constrained multivariate regression)

ooooooooooooooo



Reading 18 Active Equity Investing: Portfolio Construction

O #BEnES (Active return)

ABEIL & (Active return)

F G ABH A (Bx post active return)
TAHAAZ B0k 3 (Expected active return) (

O  FE&HEE (Active investment)

E T E (Active share)

AR (Active risk) _ \/ 2

x +( +)

ooooooooooooooo



Reading 18 Active Equity Investing:

[

#Y3XIBE (Absolute risk)

(Portfolio variance)

HAYF A T £ R TRk
(Contribution of each asset to portfolio variance)

T £
(Variance of two components)

Portfolio Construction

=1 =1

ooooooooooooooo



Reading 18 Active Equity Investing: Portfolio Construction
O #EXXEE (Relative risk)

ENKETTE
(Portfolio active variance)

¢ =) =)

=1 =1

HAPE F A T 2T #K
(Contribution of each asset to portfolio active variance)

O JUAIYUESZR (Geometric return)

JURT-F ¥ 0k 5 % (Geometric return) = T2



PART 6 Alternative Investment




—
Reading 19 Hedge Fund Strategies

O £ZEMEFXEESR (Conditional factor risk model)

( )
w b R A et I B Al =+ 1) +
(Return of hedge fund i in period t) + ,1( 1) +
+( ).

2(
2(

2) + ..
2) + ..

+
+



ART 7 Private Wealth
Managemen




—
Reading 22 Topics in Private Wealth Management

[

8% X (Tax Planning) --- Assets Location

e IR P PRELES

. c REFHAM

IS Prs e 4
Taxable account FSiEiS X E T . FV=(1+R)"
Tax-deferred account R e s o 2 g * Taxed at ordinary income tax rate
(TDA) g-ﬂ”fxﬁl & N .« FV= (1 + R)n x (l _ t)
Tax-exempt account e e s o o gy o REHAM
GRS €

(TEA) BAFT LTI E TR . FV=(1+R)"

ooooooooooooooo



Reading 22 Topics in Private Wealth Management

O  #i55EX (Tax Planning) --- FifgigsEIRAVITR

Pre-tax holding period return

+
e R=
After-tax holding period return Taxdue= _, x
R’ Vlaueeng — Valuepeg +income —tax R tax refer to realized capital gains or losses,
[ = = -_
Valuepeg Valuepeg dividends, interest payments, etc.

) If after-tax returns () are calculated monthly, the
Cumulative after-tax return

‘ y ’ ’ can be calculated by geometrically linking the monthl
* Re=[(1+R)(1+Ry) (1+Ry]""—1 u y 8 y linking y

returns.

Liquidation tax
= (final value — tax basis) x capital gains tax rate

After-tax Post-Liquidation Return
* RpL =[(L+RDAL+RY) (1+Rp) —=pmen ™M —1

final value



—
Reading 22 Topics in Private Wealth Management

O ®EEL (Tax Planning) --- EIRERIRAOITE

After-tax excess return, @'=@'— @’
"= portfolio after-tax return
Tax alpha "= benchmark after-tax return
* = - Pre-tax excess return, = —
R = portfolio pre-tax return
B = benchmark pre-tax return

Tax-efficiency ratio R’= after-tax holding period return

e TER=— R = pre-tax holding period return



— S BHE
Reading 22 Topics in Private Wealth Management
O MSLRE &R (Gift and Estate Planning)

Relative Value

is the estate tax rate
RV of tax-free gift compared to the bequest
__ [+ a- )l
i+ @a- )1 a-)

is the pretax return of gift recipient

« RV _ = is the pretax return of estate

and are the effective tax rates on investment returns

Assuming the gift taxes are paid by recipient

is the gift tax rate

RV of taxable gift compared to the bequest is the estate tax rate
« RV = =1+ 1- a- ) is the pretax return of gift recipient
[1+ (1= )] =)

is the pretax return of estate
and are the effective tax rates on investment returns



Reading 23 Risk Management for Individuals
O  AB&EA (Human Capital)

p (st) = the probability of surviving to year (or age) t
w; = the income from employment in period t

() _.a+ ) g¢ = the annual wage growth rate
0= 1+ + r = the nominal risk-free rate
- y = risk premium associated with occupational income volatility

N = the length of working life in years

O IHEAEFRE{REEN (Estimation of Life Insurance Needs)

1. PMT=[pretax salary x (1 — indivdual tax rate) — living expense +

employer contribution]/(1 — insurance tax rate)
Human Life Value Method __ (1+Discount Rate)
2. Y= |:(1+Gr0vvth Rate) - 1] x 100

3. MR, THEPV.
1. Total capital needs = 47 Bt 45 A1 22 1) A= 3% = H IRAE - N BB

Total financial needs = total capital needs + total cash needs

N

Needs Analysis Method
3. Life insurance need = total financial needs - total capital available



Portfolio Management for
stitutional Investors
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Reading 24 Portfolio Management for Institutional Investors

O BESZHHIN (Spending rule for university endowments)

= x| x (1 + )] w = weight of the prior year’s spending amount
+{@ - ) x( x )} AUM :assets under management
inflation : Higher Education Price Index (HEPI)

» Constant growth rule (w = 1)
* Market value rule (w = 0)

* Hybrid rule (0 <w < 1).

ooooooooooooooo



— S U
Reading 24 Portfolio Management for Institutional Investors

O HBrehiEFREHE (Balance sheet management for banks and insurers )

%AE = percentage change in the value of equity

%4A = percentage change in the value of assets
YAE = %BAA(M) — %AL(M — 1) %L = percentage change in the value of liabilities

M = leverage multiplier (financial leverage), A/ E

= modified duration of the institution’s equity capital
= modified duration of the institution’s assets
= modified duration of the institution’s liabilities

= ()= ( -1)— M = leverage multiplier (financial leverage), A/ E

—= correlation (or sensitivity) of changes in yields of assets

and liabilities.



— S BHE
Reading 24 Portfolio Management for Institutional Investors

O &ArFR{EFREE (Balance sheet management for banks and insurers )

0 e = standard deviation of percentage change in the

E
E
value of equity

0_» =standard deviation of percentage change in the
A

value of assets

2__ 2 2__,_( —1)2 2__2( W —1) o_.= standard deviation of percentage change in the

- — — L
value of liabilities
M= leverage multiplier(financial leverage), A/ E
= correlation of percentage value changes in assets

and liabilities



PART 9 Trading, Performance
Evaluation and Manager Selection




) e
Reading 25 Trade Strategy and Execution

[

HiTEZE (Implementation shortfall)

= + +
= + + +
=( - )x = the total order shares
=( - )x =— = the total number of shares of executed orders
=( - )x = the current price
=( = )x(-—-) = the decision price
=( — o x = the execution price
=( — )X o = the arrival price

L ZH1T (Evaluating trade execution)
®= x(C- )x

( )= x % 10,000 = + 1forabuy order, -1 for a sell order

— = - x ~ = the execution price
- = the benchmark price




Reading 26 Portfolio Performance Evaluation
O MNEFEEERIFE - (Equity return attribution)

Brison model:

+
=1 w; = portfolio sector weight
_—_— R; = portfolio sector return
_ =1 " W; = benchmark sector weight
: - )X (BHB m(; T ) B; = benchmark sector return
_ ( Xz ) x)( ) (BF model) B = benchmark total return
=(C = )x(C =)
Carhart model:
— =a + 4 + 5 + 3 + 4 +
= factor = -

= Value factor = -
= Momentum factor =



Reading 26 Portfolio Performance Evaluation

O HMEEERE (Evaluating benchmark quality)

= + + M = Market index return
= + S = Style return

= + A = Active return

. should be close to zero, = should be positive B = Benchamrk return

O 45 (Performance appraisal)

C.o==22 (=0 )
(.,) -
_ (') ( l)
( )—ﬁl (.)<o
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PART 10 Ethical and Professional Standards

\ 4




Reading 35 Overview of the Global Investment Performance
Standards

[

RHEDIAULESZR (Time-weighted return)
A LRI BRI A IR 6 B 1] e AU B F 1= o
(TWR with no external cash flows) 0

22 9130 I A IR TR R 64 B 1) Ao AU B R
(TWR with external cash flows)

{EIEB%GE (Modified Dietz method)

A% A5 JE e 3 k5t S a4 B ) e AUl 8 1~ o~
(TWR with the modified Dietz method) ot -, x )

ARAE SR BRI A AT X A E F AR R vk ROt
HogmE _
(Proportion of the measurement period, in days, that = (
each cash flow has been in the portfolio)




Reading 35 Overview of the Global Investment Performance
Standards

O (BIEREBKEZEEL (Modified IRR method)

18 B A RO A ok i S8 B ] Ae ALK B
(TWR with the modified IRR method) = 1= [ x@+) 1+ ox(@1+)

O E&HEIE= (Dispersion measures)

EMEEE _( =)
(Equal-weighted standard deviation) = =

T AR R £ ]
(Asset-weighted standard deviation) ( - )? x
=1
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CFARRE
CFAR%LSHE
CFARDIREE
CFAZRIRIERA
CFAEHHIIRS

CFAYSRR B =2

HEXEARS ST RAEL R
wHZ % FIRION

—g | =%

=¥
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