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My Background
Why am I qualified to talk about this subject? I spent five years on the
Ethics Subcommittee of the Candidate Curriculum Committee (now the
Education Advisory Committee), creating the Ethics Curriculum and
participating as one of the authors of the Standards of Practice Casebook,
which was retired in 2018 after 25 years in service and used as the
template for the Item Set methodology. I graded Level III exams for the
CFA Institute for twelve years, as well. I served on the Disciplinary Review
Committee for six years, the final three as Chair. I served on the Board of
Governors of the CFA Society of Los Angeles, the Board of Governors of
the Association of Investment Management and Research (the entity
created to combine the ICFA and the FAF), the Board of Trustees of the
Institute of Chartered Financial Analysts (“ICFA”), the Board of Governors
of the Financial Analysts Federation (“FAF”), and the Board of Governors
of the CFA Institute. I was an instructor for the 2020 USC/CFALA Review
Program for Level III Ethics.
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Ground Rules for Today’s Workshop
Caitlin Topkis, our Manager of Education, Operations and Membership at
the CFA Society of Los Angeles, will be managing the Zoom Room today
and recording the Workshop. Caitlin will be providing a copy of this
presentation to participants.
There are many slides and a lot of material to cover. I have included
screenshots of pages from the CFA Institute’s website and included the
“links” on the final slides. There are examples in the Essay Writing section
slides, as well as another piece where the case does not conveniently fit
on a slide.
In the section on Essay Writing where there are examples, I will pause
briefly for the Command Word question to give you a moment to consider
what your response might be and then proceed to the presentation for
the response. You don’t have to respond; it is meant to provide a mental
opportunity for “how would I approach this”?
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Ground Rules for Today’s Workshop, (ctd.)
I intend to cover the pressing issues in the workshop.
With the number of participants that are expected on the Zoom call, I will
not have the chance to monitor “Chat”. Caitlin will be doing so. Please
submit any questions you have through the Chat function. They should be
specific questions, not general “hypotheticals”.
While we are scheduled for an hour and a half, if the workshop runs a little
longer, please bear with me. You can sign off and still receive the content.

There may not be enough time for a Q&A, however, I am hopeful we still
have a bit of time at the end of the workshop for a Q&A to address
questions. I will be happy to stay on to answer questions.
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General Comments
The CFA Institute is very direct in telling the Candidates all they need to
know to pass each level of the exam: curriculum and reading, studying and
preparation, and, now, a personal study program called the Program
Learning Ecosystem (“LES”), where there are enormous candidate
resources. The Learning Outcome Statement is used to tie the area of the
reading on which the CFAI wants to focus attention to the possible area of
questioning on the exam – these are the road maps. The amount of
technical reading required at each level is daunting, especially at Level III,
and the page count is around 2,500 pages. Use the LOS to your advantage
and focus on what it is suggesting. Pay attention to the End of Reading
Questions – it is a refinement of the LOS.
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General Comments, (ctd.)
Use the Personal Study Program (LES) as an “orderly, systematic approach
to exam preparation”. There is an enormous amount of reading and
material to absorb – use the tools that are made available to concentrate
your study efforts. The Candidate Body of Knowledge (CBOK) is very broad,
and that breadth makes the reading and studying a daunting task. Use the
tools that the CFA Institute provides to aid your studying, breaking the
readings into more manageable portions.

When I took the CFA exams, each Level was essay only. There were no
multiple-choice questions. There were very few review courses, and none
were offered by the CFA Society of LA at that time. Passing Rates on the
Exam have been dropping over the course of time, and there are many
theories about this trend or reasons given. The CFA Institute is very careful
to maintain and ensure that the degree of difficulty of the Examination
remains the same each year, at each Level, however, the breadth of the
CBOK has expanded as practitioners feel CFA Members should be fully
prepared for newer techniques and investment areas.
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General Comments, (ctd.)
The CFA Exams and the material from the Candidate Body of Knowledge
(CBOK) develop from Level to Level. While not tested on the prior Level’s
reading and information, it is expected that the Candidate retain the
knowledge and be able to use it in the investment decision-making
process. As one of the slides expresses, these are Exams that evolve in
complexity.
In a new policy, the CFA Institute has restricted the Candidate’s ability to
continuously retake a Level Exam after failing. The new policy gives the
Candidate six attempts to pass at each Level before removing the
Candidate from the CFA Examination Program. It is more important than
ever to pass the Level III Exam (and the others, as well, but our workshop
today is discussing Level III only).
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General Comments, (ctd.)
The topic area weights are given in the Study Guides. These will be used to
determine the quantity of questions on the Level III Exam. A question may
start in one topic area and then segue into another, so be prepared to
adapt to a new topic area. There are seven topic areas for Level III, in
order of their weightings: Portfolio Management; Equity; Fixed Income;
Ethics; Economics; Derivatives; and, Alternative Investments. The pages
and links from the CFA Institute I have used in preparing this are included
on the final slide. Anything in my presentation that appears to be
redundant is purposeful or a matter of not being able to take CFA Institute
materials without the entire context.
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Reasons Why Candidates Fail Level III
The CFA Institute is very honest in addressing this issue, but the major
reasons are: 1) not enough time is spent on reading the material and
paying attention to the LOS (some Candidates recommend a study course
which condenses and highlights the readings); 2) there isn’t a personal
study plan to allocate study hours and that addresses the most difficult
topic areas; 3) not enough time is spent taking the practice exams under
timed conditions (emulating the stress and time management that the
Exam creates) and having three or four weeks to spend on topic areas
where your knowledge is weaker, and, especially, using the tools that the
LES provides; and, 4) the candidate is sleep-deprived or trying to balance
work and study hours.

26

27

Reasons Why Candidates Fail Level III, (ctd.)
After the reading of the material assigned in the Study Sessions, the
practice questions and mock exams are a huge help – there is a bank of
practice questions, and these and the mock exams can “provide
immediate feedback so you can assess areas of weakness”. Spend time
using the feedback from the Mock Exams and the LES to sharpen your
knowledge in areas of difficulty. The topic areas and the Study Sessions
that are your personal or professional interest should be fine, but the
feedback from the LES may expose a need for more study.
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Reasons Why Candidates Fail Level III, (ctd.)
After the first three reasons (who among the Candidates is not sleepdeprived and trying to balance their work and study schedules), I should
add a fifth, and the reason most Candidates have trouble on Exam day,
assuming the candidate has mastered the reading. Have you heard the
phrase “time is of the essence” before? It may be true on legal
documents, but it is REALLY TRUE on the CFA Exam. Time wasted equates
to points lost since the Exam – questions and responses – is measured in
minutes per question. The allocation of minutes is equal to the award of
points, and accumulated points lead to your score. You can’t get any more
points from your response to a question than what are assigned to that
question. It may be that you are an expert on that particular subject, but
try to SAVE minutes by having brief but complete answers.
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Reasons Why Candidates Fail Level III, (ctd.)
One pointer that I have given for over thirty years is my “pet project”:
study the Ethics area completely and become VERY familiar with it. When
you think of the Minimum Passing Score, would another 2% make a
difference in terms of passing the Exam? Another 3%, another 4%? There
are some nuances in the Ethics area, but the readings and the material are
straightforward, and these nuances can be resolved by knowledge of the
Code of Ethics and the Standards of Professional Conduct. The CFA
Institute has placed the Ethics in Study Sessions 15 and 16 for a reason – it
is at the end so that on Exam day, retention of the readings and the
problems are more current.
Pick up points in Ethics to boost your overall score. There are 264 minutes
on the Exam. The Ethics topic area weightings range from 10% to 15%;
10% is 27 minutes, 15% is 40, therefore, the 2% I refer to above is just less
than six minutes – the right answer on a six-minute question or two parts
of a question. You get the concept, I’m sure.
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The Level III Exam
There are two sessions that are equal in terms of the time allotted and
degree of difficulty, roughly equal in terms of the subject weightings. The
intent of this presentation is to predominantly address the “Constructed
Response” or “Essay” half, the morning session. The “Item Set” or
“Multiple Choice” will be discussed below briefly, and the material will be
on slides where we may or may not have time to go over the content.
Minutes are points and vice versa. Don’t spend more than the allotted
minutes on any question unless one more minute will finish the answer
and complete it. Spending more than the allotted minutes takes time
away from another question being answered. If you can take the
questions/vignettes out of order in the computer-based exam, do the
questions/topic areas/vignettes that you know best first to gain some time
(minutes) which can be “spent” later to answer a question that you don’t
know as well. It’s like the triage in an emergency room in opposite order,
taking the hardest to remember or least familiar cases last.
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The Level III Exam, (ctd.)
One of the reference points from the CFA Institute that you will see in a
slide below suggests the break between the morning and afternoon
sessions is optional. While it may be optional, my suggestion is to take the
break – you will need it to refresh and restore your memory. The Exam
rarely addresses the same subject twice, therefore, what topic areas you
experienced in the morning session will, most likely, not be repeated in
the afternoon session, giving the Candidate an opportunity to focus
attention on the topic areas not covered.

The exam materials talk about 8 to 11 vignettes. If using an average of the
two, that will be 9 vignettes. The point range will be between 10 points (or
minutes) and 25 points (or minutes) – if the portfolio management topic
area gets 40% of the weight of the exam and half is addressed in the
morning session, then 20% of 132 minutes equals 26.4 minutes. I would
round down to 25. There probably is not an essay question with a point
value below 10 – if it is a question, it fits better into the Item-Set session.
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Level III CFA Exam Structure
Exam Structure and Duration
Structure: The Level III exam consists of constructed
response (essay) questions and item sets comprised of
vignettes with accompanying multiple-choice items.

Duration: The Level III exam will be 4 hours and 24 minutes,
split into two equal sessions of 2 hours and 12 minutes, with
an optional break in-between.
Learn how hardware/software at the test centers may impact
your exam-day experience.
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The CFA® Program curriculum topic areas for
Level III will be randomly placed on the exam.
All topics may be covered in either the first or second
sessions, and possibly both sessions.
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Exam Day – Screen Sizes and Functionality
Your CFA exam will be given at one of over 400 test centers
around the world. We have worked hard to make the exam
experience as consistent as possible at each test center.
You will be provided with the same tools, timeframe, and
exam questions wherever you sit for your exam. However,
there are a few elements that will be useful to know before
taking the exam.
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Screen Size
You may find that computer equipment may vary slightly,
sometimes within the same test center. One of these variations may
be the monitor size of the equipment that you will use. Resolution is
set by the administrator to ensure a sharp view of the material.
You may notice that Level III exam questions are formatted in a
slightly different way from screen to screen.
For Level III exams, a standard screen (19” monitor) will present
the case scenario side-by-side with the answer screen. The answer
screen will provide either multiple-choice options or a text box for
essay responses.
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If you have a smaller screen, you will see a single view of
the case scenario. After reading it, you may close the
case scenario and proceed to the questions.

If you wish to refer back to the case at any time, simply
click the “Case Scenario” icon that appears above each
question to bring it back to the front.

45

46

47

Questions That Require a Numerical Answer
A question that requires a numerical answer will be presented in one of
two ways, either as an essay or a numerical entry.
An essay text box will accept typed words and numbers. A correct
numerical value typed in the essay box receives full credit – formulas and
explanations are not required. If a candidate chooses to do so, they may
describe steps used in the calculation or show values using either a math
editor function or by typing out variables in an equation.
A numerical entry box will accept only numbers, commas and a decimal
point, with no additional words or formulas. There is no room to show
your work and the math editor function is not available.
Note that you will be allowed to use either of the exam-approved
calculators for doing your calculations.
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Math Editor Tool
Use the multiplication sign when in the Math Editor Tool, not an asterisk.
Using the asterisk will result in a deletion of text or converting the text to
italics.
Incorrect: 1.085*1.025
Correct: 1.085 x 1.025
Incorrect: Portfolio OAS = (OASA * wA) + ( OASB * wB)
Correct: Portfolio OAS = (OASA x wA) + ( OASB x wB)

Highlighter
The highlighting function cannot be used to highlight elements within the
case scenario. The highlighter does work within the question box.
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CFA Level III Exam Question Format
CFA Exam Constructed Response (Essay) Format
The first session of the CFA Level III exam is comprised
of 8 to 11 vignettes followed by several questions that
require a written response. There will be some multiplechoice questions in this session, as well. For example,
you may be asked a multiple-choice question to select
the portfolio (A, B or C) that meets a particular objective,
followed by an essay question to justify that
response. There also may be some numerical entry
questions, where only a number is required, with no
opportunity to show work. The majority of the
questions, though, will be traditional essay.
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The questions in the essay session have varying point
values. At the start of each essay vignette, the total point
value for that vignette will be stated. For time management
purposes, consider 1 point to equal 1 minute of time to be
spent on that essay vignette. The first session is 132
minutes, or two hours and 12 minutes.

The CFA® Program curriculum topic areas for
Level III will be randomly placed on the exam. All topics
may be covered in either the first or second sessions, and
possibly both sessions. Each vignette will begin with a
statement of the topic and total point value. For example:
TOPIC: ECONOMICS
TOTAL POINT VALUE OF THIS QUESTION SET IS 15
POINTS
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Formatting Conventions Used for Level III Exam, Essay
Portion
At Level III, the first session will be vignette-supported
essay sets that have items with three different methods
of entering a response: essay, numerical entry, multiple
choice.
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Essay questions
• In the question stem, command words will be used and
will be bolded.
• A text box is available for the response.
• If more than one answer is requested, (for example,
“Explain, with two reasons…”), the following note is
included:
“Provide each response in a separate paragraph”.
Bullet points are acceptable, as well. An important
message to note – when asked to provide more than
one response, the responses will be evaluated up to the
number requested, and in the order presented by the
candidate. Anything more than the number requested
will not be evaluated.
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Essay questions
• In the question stem, command words will be used and
will be bolded.
• A text box is available for the response.
• If more than one answer is requested, (for example,
“Explain, with two reasons…”), the following note is
included:
“Provide each response in a separate paragraph”.
Bullet points are acceptable, as well. An important
message to note – when asked to provide more than
one response, the responses will be evaluated up to the
number requested, and in the order presented by the
candidate. Anything more than the number requested
will not be evaluated.
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LOS Command Words
The reading specific Learning Outcome Statements
(LOS) contained in the study sessions are carefully
designed to indicate what you should learn from
each assignment. There are seventeen (17) official
command words in the LOS and their definitions
explain only those senses in which the command
word may be used in the CFA Program, that is, they
are specific to the CFA and CIPM Programs.
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Command Words (not a complete list)
▪ Explain – to make clear and intelligible …
▪ Justify – to provide good reasons for, to show to be
valid or appropriate …
▪ Compare – to state the similarities and differences
between (of two or more things)
▪ Contrast – to state the differences between
▪ Describe – to state characteristic features of
something, to portray it in words
▪ Evaluate – to reach a conclusion about something
by application of knowledge and judgement
▪Recommend – to advise as suitable or fit for
purpose
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A calculation could be presented as an essay or a
numerical entry.

• An essay text box will accept typed words and
numbers. Note that a correct numerical value typed in
the essay box by itself receives full credit – formulas
and explanations are not required. If a candidate
chooses to do so, they may describe steps used in the
calculation or show values using either a math editor
function or typing out variables in an equation.
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• A numerical entry response box will only accept
numbers, commas and a decimal point. There is no
room to show work. A question may contain a note
with specific guidance on how to format the answer,
such as:
Provide your answer as a percentage, rounded to one
decimal place.
10.8 %
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• When a multiple-choice question format is used in the
essay portion of the exam, it is possible that there may
be more or less than 3 answer choices. There are no
bolded command words used in multiple-choice
questions.
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• When a multiple-choice question format is used in the
essay portion of the exam, it is possible that there may
be more or less than 3 answer choices. There are no
bolded command words used in multiple-choice
questions.
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• Items within an essay set may be related to each
other. Two examples are presented:
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• Example 1
Item 1 is a multiple-choice question:
The bond that best meets the advisor’s objective is:
(You will be asked to justify this response when
answering the
next question.)
A: Bond X.
B: Bond Y.
C: Bond Z.
• Item 2 is the related essay question:
Justify your previous response with two reasons.
Note: Each justification should be in a separate
paragraph. Or a separate bullet point!
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• Example 2

Item 1 is a multiple-choice question:
Select the strategy that best meets the client’s
requirements.
(You will be asked to explain why the other two strategies
are less appropriate in the next question.)
A: Put spread
B: Covered call
C: Cashless collar
Item 2 is the related essay question:
Explain why the two strategies not selected in the
previous question are less appropriate, referencing two
characteristics for each.
Note: Each strategy explanation, with its two
characteristics, should be in a separate paragraph.
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Essay Writing Skills
Pay close attention to the 17 Command Words used in the CFA Program,
both in your preparation utilizing the LOS and on Exam day. Review these
as much as practicable and as part of your final review. Concentrate on the
specific meaning and intent with which the Command Words are used
when composing your response. I would suggest printing these out and
review them each time you review your notes before the Exam.
Also, pay attention to what the question asks for as a response. If it asks
for two “Compare” and “Contrast” responses, give two (and only two)
Compare responses and two (and only two) Contrast responses. The
Contrast responses are meant to show the differences but may be similar
in terms of the context. The answers should be unique and distinct. In
many instances, Compare and Contrast are nearly mirror images, Compare
is from a certain perspective and Contrast from the opposite perspective.
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Essay Writing Skills, (ctd.)
Compare and Contrast the idea of using a Paragraph versus Bullet Points.
In its materials, the CFA Institute offers the Candidates a choice of using a
paragraph-style response or “bullet points”. See the Johannson problem
below for an example. Remember, saving time in your responses makes a
huge difference.
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Essay Writing Skills, (ctd.)
As an example of this in paragraph form:
To compare, the two are nearly similar and convey the same information.
Each response should be in a paragraph of its own. In contrast, however,
bullet points can be structured so that each response is on its own, and it
takes much less time to put down an answer.
(Word count = 49)
As an example of using bullet points:
Compare:
• The two are nearly similar
• They convey the same information

Contrast:
• Each response can be on its own
• Bullet points take less time

(Word count = 24)
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Essay Writing Skills, (ctd.)
I have not experienced the new computer-based system from the CFA
Institute, but I am familiar with SEC and FINRA exams which are computerbased. However, if there is the opportunity to take five minutes (or less)
and read through the morning session (and afternoon session later), do it
quickly and set priorities in terms of questions that should be answered
first, mentally deciding which you can answer best, quickest, easiest.
Familiarizing yourself with the topic areas on that session will start to
focus your thoughts.
Take the questions out of order or skip a question to come back later. Pick
up minutes on questions/topic areas that you know better. Don’t get
bogged down or have your confidence shaken by trying to answer
questions that you don’t know well enough. Pick up points, minutes, and,
particularly, gain confidence by answering questions you know at the
beginning. Picking up time is a question-by-question part of managing the
Exam. Once you have answered the easier ones, then move to the
remainder of the questions in that session. To reiterate my earlier
statement, time is of the essence on the Level III CFA Exam.
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Essay Writing Skills, (ctd.)
Also, time wasted on trying to dive deep on an answer is minutes and
points lost. The Exam, questions and responses, is measured in minutes.
The allocation of minutes is equal to the maximum points to be awarded
for correct responses – you can’t get any more points than are designated
for the question or that section. My seventh-grade English teacher was a
wonderful woman from Charleston, South Carolina. She had an amazing
vocabulary, a wonderful way of using words, and an awesome Southern lilt
to her voice. She started each class with the saying “Clarity, Brevity and
Quality” are the essential elements to English as a language and the
important characteristics in your writing. You want to convey “hard”
information that will answer the question, not a lot of filler or excess
verbiage, since it takes too much time. Be clear, be brief, and have a highquality answer that addresses the question asked.
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Essay Writing Skills, (ctd.)
Since it is a computer-based Exam, if you think of another, better
response, be sure to erase the less-than-optimal response from the
answer box. There may be instances where there can be more potential
answers than the question calls for, and all are valid responses. Choose the
required number from among them.

All major topical subjects will be covered in both the morning and
afternoon sessions. Choose which ones you can answer more quickly,
where you are more familiar, or because you have studied that topic more.
The intent is to pick up some time, save some minutes for topic areas that
are more challenging to your knowledge or memory. “Best guess” is not
really an answer, nor is the “spaghetti on the wall” or shotgun approach. If
the question wants two answers, that is all it requires. If you are spewing
information, it’s taking time and only the first two answers will count –
“the order presented by the Candidate”. Remember to put each response
in a separate paragraph where more than one answer is required. Or a
separate bullet point!
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Essay Writing Skills, (ctd.)
In the computer-based system, if there isn’t a function allowing the entry
of “bullet points”, I suggest using the hyphen or dash (“-”) or the equals
sign (‘=“) as an alternative to your bullet point.
Please note that the Graders are instructed to “cut off” grading when they
reach the required number for the response. If the question asks for “two”
give two responses. If it asks for “three”, give three responses. Any more
responses, or a fuller detail, will not earn any extra points and will burn
“time”. The Graders for Level III are looking for knowledge and
comprehension of the subject matter. The computer-based exam
environment will alleviate handwriting issues. Help them (and yourself) by
highlighting a response that is the essence of the answer. There is a
comment about highlighting on the slides. Be as brief as possible but
complete.
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Essay Writing Skills, (ctd.)
Red Herrings and Dead Ends: at times there is extraneous information in a
vignette, something that is a distraction, or some background that can be
useful under certain circumstances but doesn’t provide insight as to the
answer. Be aware of what is needed to respond and what is interesting but
not useful. Additionally, there are some instances where an action appears
to be problematic and it isn’t, or it can be alleviated through proper
disclosure. The Exam is not written to always provide a direct path to the
answer; it is testing knowledge, comprehension, and judgement. The
Lionsgate case is a good example of this. We will review it later in the
workshop.
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Essay Writing Skills, (ctd.)
Some of the Constructed Response or Essay questions will be in two or
more parts, such as, “Recommend the portfolio that best suits the Jones’
current financial situation and Justify your choice with three examples of
how the portfolio meets their needs”. This Waterfall or Cascading Concept
can be tricky because there may be two answers that are satisfactory,
however, one will be preferable or optimal over the other. If the question
continues along these lines, it becomes more difficult to get points.
Choose the most optimal answer at the onset to get full points. The
secondary choice will not receive full credit, either initially
(“Recommend”) or along the way (“Justify”). Referring to the Johannson
case again, the “Recommend” answer is critical – if the wrong portfolio is
chosen, there will be no way to receive any points.
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Essay Writing Skills, (ctd.)
Full Credit – what does it mean? There are going to be nuances implied by
the question that a Level III candidate should be able to pick up from the
context of the question. Easter Eggs, small nuggets to mine, or whatever
you want to call them are going to add a point to your score. I have
highlighted one in the Moose/Albright case later. You as the candidate are
expected to consider all important aspects from your reading and studying
in giving a response to the question. These are not identified – you have to
think of different facets while developing your response. “What other
elements might be imbedded in this vignette” is a good way of
proceeding, but do it quickly while you are formulating the response.
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Essay Writing Skills, (ctd.)
Guideline Answers: How much do I need to put in to get full credit? The
CFA Institute’s Guideline Answers are generally more than is required to
answer the question, however, when graders are looking at your response,
there may be extra answers, such as, there are four valid reasons for an
answer, but the question only asks for three. All four are correct, so pick
the three that first come to your mind. In the Ethics area, there may be a
number of Standards that are violated by one action – choose the one that
is primary and use it. The secondary Standards are also violations but take
time to write down and are not going to give you more points. See the
Mason Dixon and Langhorne case for an example of this.

In regard to the vignettes, there isn’t any highlighting available for the
questions on the Exam, just the responses. There is a way to flip back and
forth from the vignette to the response area. The responses are directed
to questions about one part of the vignette, even though all the parts are
related or follow one another in the sense of developing a story. Refer
back to the section of the vignette that allows you to answer the question
or questions.
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PRINCIPLES OF ASSET ALLOCATION – APPROACHES TO
LIABILITY-RELATIVE ASSET ALLOCATION
(STUDY SESSION 3, Pages 382, 389)
Rationale: to describe and evaluate characteristics of liabilities that are
relevant to asset allocation; to discuss approaches to liability-relative asset
allocation; and, to recommend and justify a liability-relative asset
allocation.
Viktoria Johansson is newly appointed as manager of ABC Corporation’s
pension fund. The current market value of the fund’s assets is $10 billion,
and the present value of the fund’s liabilities is $8.5 billion. The fund has
historically been managed using an asset-only approach, but Johansson
recommends to ABC’s board of directors that they adopt a liability-relative
approach, specifically the hedging/return-seeking portfolios approach.
Johansson assumes that the returns of the fund’s liabilities are driven by
changes in the returns of index-linked government bonds. Exhibit 1
presents three potential asset allocation choices for the fund.
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PRINCIPLES OF ASSET ALLOCATION – APPROACHES TO
LIABILITY-RELATIVE ASSET ALLOCATION
Asset Class

Allocation 1

Cash
Index-linked Gov’t bonds
Corporate bonds
Equities

15%
70%
0%
15%

Allocation 2

Allocation 3

5%
15%
30%
50%

0%
85%
5%
10%

6.2%
12.0%

3.6%
8.5%

Portfolio Statistics
Expected return
3.4%
Expected standard deviation 7.0%
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PRINCIPLES OF ASSET ALLOCATION – APPROACHES TO
LIABILITY-RELATIVE ASSET ALLOCATION
Determine which asset allocation in Exhibit 1 would be most appropriate
for Johansson given her recommendation.

Justify your response.
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PRINCIPLES OF ASSET ALLOCATION – APPROACHES TO
LIABILITY-RELATIVE ASSET ALLOCATION
(STUDY SESSION 3, Pages 382, 389)
Rationale: to describe and evaluate characteristics of liabilities that are
relevant to asset allocation; to discuss approaches to liability-relative asset
allocation; and, to recommend and justify a liability-relative asset
allocation.
Viktoria Johansson is newly appointed as manager of ABC Corporation’s
pension fund. The current market value of the fund’s assets is $10 billion,
and the present value of the fund’s liabilities is $8.5 billion. The fund has
historically been managed using an asset-only approach, but Johansson
recommends to ABC’s board of directors that they adopt a liability-relative
approach, specifically the hedging/return-seeking portfolios approach.
Johansson assumes that the returns of the fund’s liabilities are driven by
changes in the returns of index-linked government bonds. Exhibit 1
presents three potential asset allocation choices for the fund.
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PRINCIPLES OF ASSET ALLOCATION – APPROACHES TO
LIABILITY-RELATIVE ASSET ALLOCATION
Asset Class

Allocation 1

Cash
Index-linked Gov’t bonds
Corporate bonds
Equities

15%
70%
0%
15%

Allocation 2

Allocation 3

5%
15%
30%
50%

0%
85%
5%
10%

6.2%
12.0%

3.6%
8.5%

Portfolio Statistics
Expected return
3.4%
Expected standard deviation 7.0%
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PRINCIPLES OF ASSET ALLOCATION – APPROACHES TO
LIABILITY-RELATIVE ASSET ALLOCATION
Determine which asset allocation in Exhibit 1 would be most appropriate
for Johansson given her recommendation.

Justify your response.
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PRINCIPLES OF ASSET ALLOCATION – APPROACHES TO
LIABILITY-RELATIVE ASSET ALLOCATION – Bullet Points
Determine which asset allocation in Exhibit 1 would be most appropriate
for Johansson given her recommendation.

● Allocation 3 is most appropriate. {Have to get this right to get Points}
Justify your response.
● To fully hedge the fund’s liabilities, 85% ($8.5 billion/$10.0 billion) of
the fund’s assets would be linked to index-linked government bonds, assets
whose returns are driven by the same factors that drive the returns of the
liabilities.
● Residual $1.5 billion surplus would be invested into a return-seeking
portfolio, consisting of corporate bonds and equities.
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PRINCIPLES OF ASSET ALLOCATION – APPROACHES TO
LIABILITY-RELATIVE ASSET ALLOCATION – Paragraph Style
Determine which asset allocation in Exhibit 1 would be most appropriate
for Johansson given her recommendation.

Allocation 3 is most appropriate.
Justify your response.
To adopt a hedging/return-seeking portfolios approach, Johansson would
first hedge the liabilities by allocating an amount equal to the present value
of the fund’s liabilities, $8.5 billion, to a hedging portfolio, which must
include assets whose returns are driven by the same factors that drive the
returns of the liabilities – index-linked government bonds.
The residual $1.5 billion surplus would then be invested into a returnseeking portfolio, consisting of corporate bonds and equities.
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QUINCO CASE: BACKGROUND
(STUDY SESSION 14, Pages 338-367)
Rationale: to analyze asset allocation and portfolio construction in relation
to liquidity needs and risk and return requirements and recommend actions
to address identified needs.
Quadrivium University (QU) is an independent liberal arts college located
in a vibrant mid-sized city with a growing and diverse population. The
university was founded in 1916 by James Greaves and Colin Healey, two
entrepreneurs with a passion for astronomy and mathematics who settled
in the area in the early 1900s. Over time, the university has built an
outstanding reputation as one of the top schools in the country. Consistent
with the founders’ interests, the programs in astronomy and mathematics
are highly regarded, attracting applicants from all over the world.
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QUINCO CASE: BACKGROUND
(STUDY SESSION 14, Pages 338-367)
This case is one of the “big” portfolio management cases in the Study
Guide, however, it is cumbersome to break it down and turn it into a
Portfolio Management Essay question. I suggest reviewing the case in the
book and familiarizing yourself with all of the parts and pieces. Note how
the case progresses from one topic to the next, which will mimic how a
case on the Exam will be presented.
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EUROLANDIA CASE: BACKGROUND
(STUDY SESSION 14, Pages 379-426)
This case study explores some of the risk management issues for a married couple living in a
hypothetical country in the Eurozone, Eurolandia. The case spans several decades and
follows the couple through different stages of life from their early career phase, when they are
in their late twenties, all the way to retirement. We will show how risk management methods
need to change as the family’s circumstances evolve. The assumptions used are drawn from
what is typical for many countries in Europe. The circumstances and risks that this married
couple face are influenced by the environment in which they find themselves. Despite the
differences between Europe and other parts of the world, however, their goals, the risks they
face, and the assessment of their circumstances, as well as the suggested methods, are by no
means unique to the region. The risk analysis methodology and its application would
therefore be valid in a much broader context.

This case is the other of the “big” portfolio management cases in the Study
Guide. It, too, is cumbersome to break it down and turn it into a Portfolio
Management Essay question. I suggest reviewing the case in the book and
familiarizing yourself with all of the parts and pieces. Note how the case
progresses from one topic to the next, which will mimic how a case on the
Exam will be presented.
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EUROLANDIA CASE: BACKGROUND
(STUDY SESSION 14, Pages 379-426)
Rationale: Giving advice on risk management to individuals and families
raises a number of challenges. These challenges include the extent to
which identified and evaluated risks can be reduced and/or addressed using
insurance policies or self-insurance. Families’ financial circumstances and
risks evolve over time, and financial advisers should review and update the
solutions addressing these risks accordingly. Risk management solutions
recommended by advisers should consider the family’s overall health,
wealth, and long-term goals.

87

LIONSGATE LIMITED & BANK OF AUSTRALIA CASE:
TONY HILL AND TEAM (STUDY SESSION 16, Pages 214-219)
Rationale: evaluate practices, policies, and conduct relative to the CFA
Institute Code of Ethics and Standards of Professional Conduct, and,
explain how the practices, policies, or conduct does or does not violate the
CFA Institute Code of Ethics and Standards of Professional Conduct.

Lionsgate Limited (LL) is a publicly listed Australian fund manager. 1 The
firm has benefited greatly from the “Superannuation Guarantee” program
that was created in 1992. This program requires all the country’s
employees ages 18 to 70 to contribute a percentage of their earnings to a
tax-advantaged retirement account or superannuation fund. In addition,
legislation enacted in 2005 gives all employees the right to select a
superannuation fund administered by a retail financial services company,
such as LL. LL offers a range of mutual funds.
Lionsgate Limited & Bank of Australia: Susan Morey and Michael G. McMillan, PhD, CFA. Ethics Cases. ˝ 2018 CFA Institute. All rights reserved.
Consistent with the 11th Edition of the Standards of Practice Handbook.
1
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LIONSGATE LIMITED & BANK OF AUSTRALIA CASE:
TONY HILL AND TEAM
LL’s flagship fund is the Lionsgate Victory Capital Fund (VCF), an equity
mutual fund that is managed by Tony Hill and his team of 16 analysts. In
LL’s marketing material, Hill states, “For the period ending 31 December
2018, the Victory Capital Fund is the best-performing fund in Australian
equities over the 10-year period. The VCF has delivered returns of 28.7%,
gross of fees over the 1-year period, and 13.2% annually since inception in
2005. During this time, assets under management (AUM) in Australian
dollars increased from $18 million to $14 billion.”

89

LIONSGATE LIMITED & BANK OF AUSTRALIA CASE:
TONY HILL AND TEAM
Hill has become the main media engagement person for the VCF and LL.
He has a half-hour show on “Sky News Business Channel,” writes a
weekly financial column for Australian Financial Review, and regularly
appears on daytime and evening talk shows, where he talks about the VCF
and its holdings. Like the other guests on these shows, Hill does not
receive financial compensation for his appearances. Instead, the shows’
sponsors provide him with “thank you gift bags,” containing wine, retail
gift cards, restaurant gift certificates, and travel discounts on hotels and
airfare. Hill does not disclose the receipt of these gift bags to LL.
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LIONSGATE LIMITED & BANK OF AUSTRALIA CASE:
TONY HILL AND TEAM
In 2006, Nicole Martin, CFA, was hired as an intern at LL to cover the
paper, chemical, and publishing industries. After graduating at the top of
her class from a prestigious university, Nicole accepted a full-time position
on Hill’s team, covering the metals, mining, and energy industries. As
Hill’s outside activities increased, Martin assumed more responsibility for
security selection and investment decision making for the VCF. For the
past three years, the performance of the VCF has been directly attributable
to her and the other analysts, although both she and Hill still state publicly
that he is in charge of all investment decision making for the VCF. As the
VCF’s “star stock picker,” Hill is often invited to provide a fund update at
LL’s quarterly board meetings. Hill uses the most recent board meeting to
announce his resignation and to notify the board he is starting his own fund
management firm.
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LIONSGATE LIMITED & BANK OF AUSTRALIA CASE:
TONY HILL AND TEAM
Recognizing Hill’s departure could have a negative impact on LL’s stock
price as well as cash flows into the VCF, the board asks Hill to keep his
plans to resign confidential until the end of LL’s fiscal year (in two weeks)
to give them time to find his replacement. Hill agrees. After the board
meeting, Hill has a “closed door” meeting with his team and announces his
plan to resign and start his own firm. He then asks the team if they want to
join him. Ten of the analysts agree to resign with him and work in his new
firm. Martin and the five remaining analysts tell him they will remain at LL
and leave the meeting. Hill tells the analysts who will join him: “Team, we
have a lot of work to do over the next two weeks. We’ll need to use time
after work and on weekends to lease office space and to individually
register with the government authorities in the name of our new firm. Since
we have not signed a noncompete agreement with LL, we can begin
soliciting former clients the day we open our new firm.”
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LIONSGATE LIMITED & BANK OF AUSTRALIA CASE:
TONY HILL AND TEAM
Identify two violations of the Code and Standards.
Discuss Tony Hill’s actions on starting his new firm in light of the Code
and Standards, giving two examples.
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LIONSGATE LIMITED & BANK OF AUSTRALIA CASE:
TONY HILL AND TEAM
LL’s flagship fund is the Lionsgate Victory Capital Fund (VCF), an equity
mutual fund that is managed by Tony Hill and his team of 16 analysts. In
LL’s marketing material, Hill states, “For the period ending 31 December
2018, the Victory Capital Fund is the best-performing fund in Australian
equities over the 10-year period. The VCF has delivered returns of 28.7%,
gross of fees over the 1-year period, and 13.2% annually since inception in
2005. During this time, assets under management (AUM) in Australian
dollars increased from $18 million to $14 billion.”
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LIONSGATE LIMITED & BANK OF AUSTRALIA CASE:
TONY HILL AND TEAM
Hill has become the main media engagement person for the VCF and LL.
He has a half-hour show on “Sky News Business Channel,” writes a
weekly financial column for Australian Financial Review, and regularly
appears on daytime and evening talk shows, where he talks about the VCF
and its holdings. Like the other guests on these shows, Hill does not
receive financial compensation for his appearances. Instead, the shows’
sponsors provide him with “thank you gift bags,” containing wine, retail
gift cards, restaurant gift certificates, and travel discounts on hotels and
airfare. Hill does not disclose the receipt of these gift bags to LL.
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LIONSGATE LIMITED & BANK OF AUSTRALIA CASE:
TONY HILL AND TEAM
In 2006, Nicole Martin, CFA, was hired as an intern at LL to cover the
paper, chemical, and publishing industries. After graduating at the top of
her class from a prestigious university, Nicole accepted a full-time position
on Hill’s team, covering the metals, mining, and energy industries. As
Hill’s outside activities increased, Martin assumed more responsibility for
security selection and investment decision making for the VCF. For the
past three years, the performance of the VCF has been directly attributable
to her and the other analysts, although both she and Hill still state publicly
that he is in charge of all investment decision making for the VCF. As the
VCF’s “star stock picker,” Hill is often invited to provide a fund update at
LL’s quarterly board meetings. Hill uses the most recent board meeting to
announce his resignation and to notify the board he is starting his own fund
management firm.
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LIONSGATE LIMITED & BANK OF AUSTRALIA CASE:
TONY HILL AND TEAM
Recognizing Hill’s departure could have a negative impact on LL’s stock
price as well as cash flows into the VCF, the board asks Hill to keep his
plans to resign confidential until the end of LL’s fiscal year (in two weeks)
to give them time to find his replacement. Hill agrees. After the board
meeting, Hill has a “closed door” meeting with his team and announces his
plan to resign and start his own firm. He then asks the team if they want to
join him. Ten of the analysts agree to resign with him and work in his new
firm. Martin and the five remaining analysts tell him they will remain at LL
and leave the meeting. Hill tells the analysts who will join him: “Team, we
have a lot of work to do over the next two weeks. We’ll need to use time
after work and on weekends to lease office space and to individually
register with the government authorities in the name of our new firm. Since
we have not signed a noncompete agreement with LL, we can begin
soliciting former clients the day we open our new firm.”
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LIONSGATE LIMITED & BANK OF AUSTRALIA CASE:
TONY HILL AND TEAM
Identify two violations of the Code and Standards.
Discuss Tony Hill’s actions on starting his new firm in light of the Code
and Standards, giving two examples.
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LIONSGATE LIMITED & BANK OF AUSTRALIA CASE:
TONY HILL AND TEAM
Identify two violations of the Code and Standards.
Martin and Hill have both violated Standard V(B)1: Investment Analysis,
Recommendations, and Actions, Communication with Clients and Prospective
Clients. Both have failed to disclose to clients and prospective clients that Martin
has assumed more responsibility for security selection and investment decision
making at the fund and that she and the other analysts—not Hill—are primarily
responsible for the fund’s performance, a change that has a material effect.
Hill violated the Code and Standards by telling his team about his planned
resignation after the board’s request that he keep this information strictly
confidential until fiscal year end (in two weeks). Despite the board’s request, Hill
informed his team the same day. Hill’s conduct violates Standard IV(A): Duties to
Employers, Loyalty. Hill was free to discuss his resignation with his team prior to
the board’s request for confidentiality.
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LIONSGATE LIMITED & BANK OF AUSTRALIA CASE:
TONY HILL AND TEAM
Identify two violations of the Code and Standards.
In speaking about the fund’s performance, Hill is stating facts, not false or opinionbased statements. In addition, Hill states the performance is gross of fees or “prefees.” According to Standard III(D): Duties to Clients, Performance Presentation,
“When communicating investment performance information, Members and
Candidates must make reasonable efforts to ensure that it is fair, accurate, and
complete. Hill is not in violation.
Hill’s acceptance of the “thank you gift bags” does not create a conflict of interest
between Hill and his employer or between Hill and his clients. Therefore, Hill’s
independence and objectivity are not compromised and Hill is not in violation of
Standard I(B): Professionalism, Independence and Objectivity. Since there is no
conflict of interest or “compensation” that competes with his employer’s interest,
he is not in violation of Standard IV(B): Duties to Employers, Additional
Compensation Arrangements.
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LIONSGATE LIMITED & BANK OF AUSTRALIA CASE:
TONY HILL AND TEAM
Discuss Tony Hill’s actions on starting his new firm in light of the Code
and Standards, giving two examples.

The Guidance to Standard IV(A): Duties to Employers, Loyalty states, “A
departing employee is generally free to make arrangements or preparations
to go into a competitive business before terminating the relationship with
his or her employer as long as such preparations do not breach the
employee’s duty of loyalty.” Hill can resign and asking his team to join
him at his new firm is not a violation.
Further, it is not a violation for Hill to make office leasing arrangements
and register with the government authorities under the same Standard, as
long as his actions (and those leaving with him) are taking place during
non-work hours and on weekends.
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LIONSGATE LIMITED & BANK OF AUSTRALIA CASE:
TONY HILL AND TEAM
Discuss Tony Hill’s actions on starting his new firm in light of the Code
and Standards, giving two examples.

Finally, the Guidance to Standard IV(A): Duties to Employers, Loyalty
states, “When members and candidates are planning to leave their current
employer, they must continue to act in the employer’s best interest. They
must not engage in any activities that would conflict with this duty until
their resignation becomes effective.” The Guidance also states, “A member
or candidate who is contemplating seeking other employment must not
contact existing clients or potential clients prior to leaving his or her
employer for purposes of soliciting their business for the new employer.”
By telling his team to begin solicitation on the new firm’s opening day—
not prior to its opening—there is no conflict of interest or violation of
loyalty.
102

CFA Exam Item Set Format
The second session of the CFA Level III exam is
comprised of 44 multiple choice items, each worth 3
points (132 minutes, or two hours and 12 minutes). Each
item set on the CFA exam consists of a vignette
followed by either 4 or 6 multiple-choice questions.
All questions must be answered based on the
information in the vignette. Hence, the items are not
free-standing, as in the CFA Level I exam. You will need
to refer back to vignette before answering each item.
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Example Level III Exam Questions
Below is a link to examples of Level III item set
questions.

• Level III item set questions (PDF)
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Sample Level III Item-Set Questions

Questions 1 through 6 relate to Ethical and Professional
Standards.
Weiying Shao Scenario
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Weiying Shao, CFA, is an investment officer employed by Zhang Financial
Services. Zhang provides wealth management services solely to high net worth
individuals and has adopted the CFA Institute Standards and Asset Manager Code
of Conduct.
Shao receives a request from a client asking for an itemized accounting of the
actual fees and other costs charged to them for the year. Shao sends the client a
document itemizing management fees paid by the client along with an explanation
as to how the fees were derived.
Zhang has expanded its services recently to include proprietary mutual funds. Two
experienced and respected research analysts were promoted to manage the new
mutual funds.
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Shao meets with Guohua Xu, a client who holds a diversified portfolio of funds.
Traditionally, Shao has invested client assets in long-established funds with strong
performance and management continuity. Because he has great respect for Zhang’s
new products and their portfolio managers, Shao suggests investing a portion of
Xu’s portfolio in one of the new Zhang funds. He recommends a fund with
investment objectives similar to those of Xu. Shao provides performance data
based on a simulated application of the fund’s approach over the past 18 months.
He adds, “The new fund’s simulated performance is comparable to the
performance of your current holdings over that period.”
Several clients ask Shao about hedge funds. After carefully screening for risk and
return characteristics, Shao recommends selected hedge funds he finds appropriate
for even conservative clients. The funds have had excellent performance so Shao
believes they are appropriate despite their three year lock out prevision. He
discusses his research and recommendations with a colleague who responds “I
don’t believe hedge funds are appropriate for any of our conservative clients,
especially those with short-term liquidity needs.”
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Periodically Shao reviews Zhang’s confidential proxy voting policy that is
disclosed to clients only upon request. The policy directs investment officers to be
selective when reviewing proxies, and to avoid spending time reviewing and voting
routine proxies. In such cases, Zhang considers the cost involved for the client to
be greater than the benefit that the client would receive.
Zhang has strict trade allocation procedures developed in accordance with the CFA
Institute Standards and Asset Manager Code of Conduct. The firm distributes
copies of the procedures to clients annually. Occasionally, Shao receives notice
from the trading desk at the close of the day informing him that his block trades
were only partially filled. Recently, when the trading desk could not execute the
full $750,000 in stock that he had requested for two accounts, he allocated
$100,000 of the stock to the $5 million dollar private account and the remaining
$500,000 of stock to a $25 million dollar institutional account.
During the next month, Zhang’s founder is accused by regulatory authorities of a
number of violations including misappropriation of client funds. The same day, a
team of senior portfolio managers leave Zhang to start their own firm. Zhang
instructs its personnel not to discuss either of these developments with current or
prospective clients.
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Questions
1. Are the fee disclosures made by Shao to his client consistent with the CFA
Institute Asset Manager Code of Professional Conduct?
A. No.
B. Yes, because Shao disclosed how fees are derived.
C. Yes, because Shao itemized the management fees paid on the client’s behalf.
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Questions
1. Are the fee disclosures made by Shao to his client consistent with the CFA
Institute Asset Manager Code of Professional Conduct?
A. No.
Answer: A
Asset Manager Code of Professional Conduct, CFA Institute 2009 Modular Level
III, Volume 1, p. 215 Study Session 2-6-b
Interpret the Asset Manager Code in situations presenting issues of compliance,
disclosure, or professional conduct.
The Asset Manager Code of Conduct requires that managers disclose to each client
the actual fees and other costs charged to them, together with itemizations of such
charges, when requested by clients. The disclosure should include the specific
management fee, incentive fee, and the amount of commissions the manager has
paid on the client’s behalf during the period plus any other costs such as custodian
fees. The Asset Manager Code of Conduct also requires managers to use plain
language in presenting information to clients. Shao did not disclose all fees as
commissions were left out and a description using plain language was also not
used.
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Questions
2. By recommending that Xu switch a portion of his portfolio to a new Zhang fund,
does Shao violate any CFA Institute Standards of Professional Conduct?
A. No.
B. Yes, because he has a conflict of interest as the new funds are proprietary.
C. Yes, because the fund data used in the performance comparison was simulated.
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Questions
2. By recommending that Xu switch a portion of his portfolio to a new Zhang fund,
does Shao violate any CFA Institute Standards of Professional Conduct?
A. No.
Answer: A
“Guidance for Standards I-VII,” CFA Institute
2009 Modular Level III, Volume 1, pp. 64-66, example 4 Study Session 1-2-a
Demonstrate a thorough knowledge of the Code of Ethics and Standards of
Professional Conduct by interpreting the Code and Standards in various situations
involving issues of professional integrity.
Shao does not violate the Standards. He recommends a fund with similar
investment objectives and discloses the use of simulated data in accordance with
Standard III (D). The Standard requires members and candidates to avoid
misstating performance or misleading clients. The Code does not prohibit the use
of proprietary funds for clients.
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Questions
3. By recommending hedge funds, does Shao violate any CFA Institute Standards?
A. No.
B. Yes, because hedge funds have risk characteristics that are not suitable for
conservative investors.
C. Yes, because the hedge funds recommended are not suitable for conservative
investors with short-term liquidity requirements.
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Questions
3. By recommending hedge funds, does Shao violate any CFA Institute Standards?
C. Yes, because the hedge funds recommended are not suitable for conservative
investors with short-term liquidity requirements.
Answer: C
“Guidance for Standards I-VII,” CFA Institute 2009 Modular Level III, Volume 1,
pp. 60-64 Study Session 1-2-a
Demonstrate a thorough knowledge of the Code of Ethics and Standards of
Professional Conduct by interpreting the Code and Standards in various situations
involving issues of professional integrity.
A member or candidate’s duty under Standard III(C) is satisfied with respect to a
particular investment if they have thoroughly considered the investment’s place in
the overall portfolio. Although Shao has performed appropriate due diligence prior
to making his recommendation in regard to the return/risk characteristics he has not
taken into consideration the particular short-term liquidity restrictions posed by the
three-year lock up.
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Questions
4. Is Zhang’s proxy voting policy consistent with the requirements and
recommendations of CFA Institute Standards and the Asset Manager Code of
Conduct?
A. Yes.
B. No, because the proxy voting policy should be disclosed to all clients.
C. No, because voting of all proxies is a part of the management of client
investments.
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Questions
4. Is Zhang’s proxy voting policy consistent with the requirements and
recommendations of CFA Institute Standards and the Asset Manager Code of
Conduct?
B. No, because the proxy voting policy should be disclosed to all clients.
Answer: B
“Guidance for Standards I-VII,” CFA Institute
Asset Manager Code of Professional Conduct, CFA Institute 2009 Modular Level
III, Volume 1, pp. 51, 203-204, 216. Study Session 1-2-a and 1-6-b
Demonstrate a thorough knowledge of the Code of Ethics and Standards of
Professional Conduct by interpreting the Code and Standards in various situations
involving issues of professional integrity.
Interpret the Asset Manager Code in situations presenting issues of compliance,
disclosure, or professional conduct.
Zhang’s policy should be disclosed to all clients. Standard III (A) and the Asset
Manager Code of Conduct (Section F.4.h) require members to disclose proxyvoting policies to all clients.
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Questions
5. When allocating the shares on the partially filled block order does Shao violate
any CFA Institute Standards?
A. No.
B. Yes, because he fails to disclose the firm’s trade allocation policies.
C. Yes, because he should allocate shares to client accounts only after the order is
completely filled.
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Questions
5. When allocating the shares on the partially filled block order does Shao violate
any CFA Institute Standards?
A. No.
Answer: A
“Guidance for Standards I-VII,” CFA Institute 2009 Modular Level III, Volume 1,
p. 57. Study Session 1-2-a
Demonstrate a thorough knowledge of the Code of Ethics and Standards of
Professional Conduct by interpreting the Code and Standards in various situations
involving issues of professional integrity.
Shao allocates the shares on a pro rata basis such that each account receives a 2%
allocation to the portfolio. To meet the fair dealing requirements of Standard III (B)
shares must be allocated among participating client accounts pro rata on the basis
of order size.
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Questions
6. According to the CFA Institute Asset Manager Code of Conduct, Zhang must
disclose the information regarding its:
A. founder only.
B. team of senior portfolio managers only.
C. both the founder and the team of senior portfolio managers.
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Questions
6. According to the CFA Institute Asset Manager Code of Conduct, Zhang must
disclose the information regarding its:
C. both the founder and the team of senior portfolio managers.
Answer: C
Asset Manager Code of Professional Conduct, CFA Institute 2009 Modular Level
III, Volume 1, pp. 214-217. Study Session 2-6-a, b
Summarize the ethical responsibilities required by the six components of the Asset
Manager Code. Interpret the Asset Manager Code in situations presenting issues of
compliance, disclosure, or professional conduct.
Zhang must disclose both the information concerning the regulatory authorities and
the information regarding the team of senior portfolio managers. The Asset
Manager Code of Conduct requires that managers disclose material information
that reasonable investors would want to know relative to whether or not they would
choose to use or continue to use the Manager. In this regard, possible regulatory or
disciplinary action taken against the manager or its personnel related to
professional conduct would be considered “material”. The Code also requires that
managers disclose significant personnel or organizational changes that have
occurred.
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All material contained in this presentation is from the CFA Institute website at:
https://www.cfainstitute.org/en/programs/cfa

https://www.cfainstitute.org/-/media/documents/support/programs/cfa/cfa-program-theory-meets-practice.pdf
Exam Dates, Cost, and Registration Fees (cfainstitute.org)

CFA Program Quick Start Guide_Level 3 (cfainstitute.org)
https://www.cfainstitute.org/en/about/governance/policies/cfa-exam-eligibilitypolicy#:~:text=Candidates%20are%20permitted%20to%20take,maximum%20attempts%20per%20exam%20level.
https://www.cfainstitute.org/-/media/documents/support/programs/cfa/cfa-exam-results-since-1963.pdf
https://www.cfainstitute.org/en/programs/cfa/curriculum/cbok
https://www.cfainstitute.org/en/programs/cfa/curriculum/practice-analysis
https://www.cfainstitute.org/en/programs/cfa/curriculum/cbok/cbok-2022

https://www.cfainstitute.org/programs/cfa/candidate/2022-level-iii-curriculum-changes
https://www.cfainstitute.org/-/media/documents/support/programs/cfa/2022-level-iii-curriculum-changes.pdf
https://www.cfainstitute.org/-/media/documents/support/programs/cfa/2022-cfa-program-curriculum-changesguide.pdf
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All material contained in this presentation is from the CFA Institute website at:
https://www.cfainstitute.org/programs/cfa/candidate

https://www.cfainstitute.org/programs/cfa/curriculum
https://www.cfainstitute.org/programs/cfa/curriculum/study-tips
https://www.cfainstitute.org/en/programs/cfa/exam-support
https://www.cfainstitute.org/programs/cfa/mock-exam-and-practice-questions
https://www.cfainstitute.org/programs/cfa/exam/level-iii

Computer-Based Exam Information (cfainstitute.org)
https://www.cfainstitute.org/en/programs/cfa/exam/exam-day-screens
https://www.cfainstitute.org/-/media/documents/support/programs/cfa-and-cipm-los-command-words.pdf
https://www.cfainstitute.org/-/media/documents/support/programs/cfa/sample-level-III-itemsetquestions.pdf

The material is subject to their copyright and for the sole use of their members and
candidates alone.
© 2022 CFA Institute. All Rights Reserved
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Final Thoughts
The Level III Exam will be given on three days in May, May 24th to May 26th.
Other than having worked for the CFA Institute for twenty years, I don’t
have any insight to the current process except for what I have read in the
CFAI materials. You, as a candidate, have access to many more CFAI
resources than I have – I suppose their feeling in restricting Member
access is that the Member has achieved the Charter and they are
reserving full information for the Candidates.
You are welcome to call or text me if you have additional questions about
this presentation. I will be leaving on vacation on May 15th, so plan to get
in touch before then. That will leave you with 10 days of Mock Exams.

Thanks for joining me today. Good luck to you on the Exam!
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