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The CFA® Program

A self-study, distance learning—based
program that takes a generalist approach to
security analysis and portfolio management

and emphasizes the highest ethical and
professional standards.

The CFA Program
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Practice Analysis: What and Why?

* Most respected authorities in education, testing and certification
recommend or require periodic practice analysis studies

* Focuses on the critical tasks performed by competent people
working in the profession

* Establishes content validity — curriculum and exams must be linked
to the knowledge and skills needed by practitioners

* Results in new CBOK — the blueprint for curriculum and exam
content

* The only way a topic gets into the CFA Program (and eventually
tested) is if practitioners throughout the world deem it important.

Locations of Practice Analysis Panels

+ New York +[London]

« Boston e Zurich
¢ Chicago « Milan
« San Francisco * Frankfurt
¢ Los Angeles * Tokyo
« Washington, D.C. * Hong Kong
« Toronto ¢ Shanghai
* Montreal « Singapore
¢ Sydney
* Melbourne
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Body of Knowledgew

Ethical and Professional Standards

S oz
* Quantitative Methods

+« Economics Investment Tools
« Financial Statement Analysis
« Corporate Finance o8

y =

« Analysis of Equity Investments

« Analysis of Debt Investments Asset Valuation
« Analysis of Derivatives

« Analysis of Alternative Investments 4
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Curriculum

Developed by Candidate Curriculum Committee (CCC);
100 people involved (all charterholders), including
global members; extensive review; each level 18 study
sessions in CFA Institute-produced study guides

Study Guide Topic Focus Learning Focus
Level | Investment Tools Knowledge

and Ethical Standards

Level Il Asset Valuation Application
and Ethical Standards

Level 1l Portfolio Management  Synthesis and
Ethical Standards

Curriculum

Each study session is designed for flexible, self-directed
study

Each reading has learning outcome statements (LOS): “The
candidate should be able to...”

Readings are drawn from a variety of materials, both CFA
Institute and other

Each LOS has one or more command words, which indicate
type of learning expected: “discuss, calculate, contrast”

CFA Institute increasingly developing and publishing own
curriculum to meet unique needs

LOS are NOT an exact proxy for examination questions, but
mastering LOS is the best study approach

Custom Curriculum

» Six volumes — represents the entire Level | curriculum

« Six volumes — represents the entire Level Il curriculum

» More cost effective — candidate only purchases what is
needed for that level each year (spreads the cost more
evenly over the three levels)

* These packaging improvements will be phased into the
Level Ill curriculum in 2008

* Inresponse to candidate demand
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What are the guiding principles?

« Product that is faithful to practice analysis,
curriculum, and LOS; fair to candidates; and valuable
to members, employers, and investors.

« Development process that incorporates “best
practices.”

* Review process that is extensive, intensive, and
diverse.

« Participants that reflect candidates and members.
» COE members from throughout the world
* Two members from London

Who writes the Exam?

The COE, working with CFA Program staff, develops
the exams.

CFA charterholder subject matter experts who are
trained in question writing.

Members meet face-to-face four times during the
year to discuss, evaluate, and edit exam questions.
COE Editorial Board, composed of leaders and most
senior members of COE, meets five times a year to
evaluate progress of the exam questions, suggest
changes.

3 COE members from UK out of 35 total

.

Types of questions

» Multiple Choice — Level |
 Item Set— Levels Il and IlI
» Constructed Response — Level Il

Where do questions originate?

The Practice Analysis (produced by 16,000 CFA
charterholders) specifies:

» Topics and subtopics to be tested.

* Weights (relative importance) of the topics.
The candidate curriculum (produced by over 100
charterholders) specifies the readings that cover the
topics.

Learning outcome statements (LOS) highlight the
most important knowledge and skills taught by the
reading and how the reading is to be tested.
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Quality Control

Guiding philosophy — fairness and consistency

A ——
Exam Grading Process

| * Machine graded; extensive sampling

1l « Item Sets — Machine graded; extensive sampling
and « Essays — Graded by teams of charterholders;

m structured and detailed process; grading for
content and knowledge, NOT language or style

2006 Grading Population

All CFA charterholders.

In 2006 there were:

» 310 graders

» 29 countries

» 2,503 total years graded

» 152 senior graders

« 6 from UK 2

Essay Grading

« Each question (or part of a question) is graded by a
grading team.

« Anindividual grader only grades one question (or
part of a question).

« Grader receives the question, guideline answer, and
grading key the day after the exam and studies prior
to grading.

« Marginal exams (approximately 50% are completely
re-graded by senior graders during second week of
grading).

¢ Guideline answers and grading keys are developed
by Council of Examiners and refined by grading
team.

Essay Grading

* Published guideline answer is the consensus best
answer, but not the only answer to receive full points.

* Questions are graded only on content. Not graded
for language and style.

« Candidates are encouraged to use short phrases and
bullet points.

« Graders are looking for ways to award points in
response to question.

« No points are given for general knowledge that is not
responsive to the question.

Standard Setting
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Myth-MPS is 70% of top 1%

70% of top 1% is one metric the BOG uses in their
deliberations — but, it is not the MPS.
¢ 70% has a long history in the CFA Program
* From 1963 through 1977, MPS was publicized as
“70% of total points.”
* From 1978 through 1989, MPS was publicized as
“70% of the average of the several best papers.”
« No single method was publicized after 1989.
« One of the inputs the BOG places a heavy weight on
is Standard Setting.
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Standard Setting

Utilized by many credentialing programs

Design, training, management and analysis by independent
expert psychometricians

Use the widely-accepted Modified Angoff method

Recruit diverse group representing member & candidate
demographics

20-30 charterholders per Level, separated into 2 groups

Each participant works independently to evaluate each exam
question/answer

Will the just qualified candidate answer correctly?

Each participant re-scores after facilitator shares impact data

Average score = recommended MPS

Minimum Passing Score
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The mechanics of the MPS process

* CFA Institute Board of Governors (who are CFA
charterholders) determines CFA Exam Minimum Passing
Scores

* Multiple inputs (standard setting, candidate performance
statistics, quality of candidate responses, etc.) used to
set the MPS

* Primary input is standard setting.

* Pass rate for each level is a residual determined by each
level's MPS

¢ London is well represented on the Board of Governors
with 3 members of the 19 member board

Ethics is the “tie-breaker” on tests that are
on the cusp of passing

» For those examinations that are in a
narrow band around the MPS, a
candidate’s performance on ethics is the
determining factor.
The BOG instituted this policy many years
ago as an incentive for candidates to place
particular emphasis on ethics.

This policy typically helps more candidates
than it hurts.

MYTH — The questions that nearly everyone
got right and wrong are thrown out
* Since 1996, there have been no questions “thrown out.”

* Only one selected response question has had two
“right” answers.

« We are happy when the vast majority of candidates get
a question correct — it demonstrates they have mastered
the concept.

¢ Questions undergo an extensive review process prior to
them appearing on an examination:

 Council of Examiners (approximately 30 people)
» Domestic review (approximately 10 people)

* Global review (approximately 20 people)

« Staff review (6-10 charterholders)

* Specialty review (i.e., GIPS)

June 2006 Exam Results

® 63,249 candidates from 145 countries sat
* 189 exam sites worldwide in 89 countries

® 25% no-show rate (compared to a 10-year average
of 27%)

® Overall pass rates (weighted average 52%) —
¢ 40% at Level | (47% average from 1963-2006)
* 48% at Level Il (52% average from 1963-2006)
¢ 76% at Level lll (68% average from 1963-2006)

« London candidates performed very well. Pass rates
were:

e 47% at Level |
* 56% at Level Il
* 85% at Level llI
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Weighted Average Pass Rates
1963-2006
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Candidate Preparation Habits:
Survey Results

Percent of Respondents Using the Services of Preparatory
Course or Review Notes Provider, 2004 (All Levels)

No, 27%

Yes, 73%

Candidate Preparation Habits:
Declining Curriculum Sales

Percent of Candidate Curriculum* Purchases
Level | by Exam Year

70%

60%
50% T

40%

s /‘

20%
10%

1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

——Lewel | Purchase Rate — Level | Pass Rate

* Candidate Readings used as proxy for curriculum prior to 2006

Candidate Preparation Habits:
Survey Results

What study materials could CFA Institute offer that would most
help candidates learn the curriculum? (2004)

(Respondents could select as many as they liked)

70%

2007 Custom Curriculum

Level | Level Il

£ r
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60%
50%
40%
30%
20%
10%
0% -+
Reading Reading Reading Online sample Curriculum materials
packed as one setof | packaged as a available for examinations with 'on CDw /embedded
reading books -~ readable/searchable  dow nload and interactive learning QandA's
Satisfaction with CFA Institute Custom
Curriculum
Satisfaction with CFA Program Curriculum from CFA Institute
(Level 1, 2006*)
Not at all satisfied
Not very satisfied
Somewhat satisfied
49%

*Based on those who indicated they used the CFA Program curriculum




Online Sample Exams

* Developed in Response to Candidate Demand
* Length Reflective of Live Examination (2 hours)
* Timed with Immediate Feedback

* Developed Utilizing Same Process as Live
Examination

* $50 Fee

Candidate Preparation Habits:
The Toolkit

* Singular, comprehensive location for
candidate preparation

* Companion Website
 Planning a Course of Study
* How to Use the Curriculum
* Online Sample Exams

* Website: www.cfainstitute.org/toolkit ﬁ-ﬁ:‘

Designing a Study Program

Design a Personal Study Program that Works for You:

CFA Institute recommends a minimum of 250 hours of
study per level.

The CFA Institute prescribed curriculum should be the
foundation of your study

« Create a schedule:
« Dedicate a block of time each week for reading and studying
« Devote 10-15 hours per week for 18 weeks
+ Spend at least one week on each study session

« Use the final four to six weeks before the exam to review study
materials and take online sample exams

“The Gold Standard”

The

Economist

“Whereas there are tens of thousands of finance
degrees available around the world, ranging from
the excellent to the worthless, there is only one
CFA...It used to be just an American
qualification. But explosive growth has made it,
in effect, global currency.”

The Economist
Feb. 26-Mar 4, 2005

“The Gold Standard”

The
Economist

I The gold standard
CFA grogrammes:

enralment. ‘000

o ——— [
1060068 FO FE B0 B5 GG 9% 2000 05
Sawrce DR Enettte

UKSIP

« The United Kingdom Society of Investment Professionals
(UKSIP) is one of the 134 CFA Institute—affiliated societies
around the world.

« With over 6,000 members, UKSIP provides the London
investment community with local leadership in investment
education, advocacy programs, and the opportunity to
network with other investment professionals.

« UKSIP supports ASIP, CFA, and IMC investment
professionals with an active professional development
programme, Professional Investor — UKSIP’s monthly journal
that is CFA Institute’s European journal — and a CFA support
programme for candidate members.
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