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Study Session 1
Ethical and Professional Standards

GERRLE S BME AT A #E0)

— 22 3] f£% ( Reading Assignments)

1. “Code of Ethics and Standards of Prefessional Conduct” Standards of Practice Handbook , 9" edi-
tion ( CFA Institute, 2005)

2. “Guidance” for Standards I - VII, Standards of Practice Handbook, 9" edition ( CFA Institute ,
2005)

3. Introduction to the Global Investment Performance Standards ( GIPS® )

4. Global Investment Performance Standards (GIPS® ), pp. i—iiiand 19, ( CFA Institute, 2005)
A. Preface: Background of the GIPS Standards
B. I. Introduction
C.1L.0. Provisions of the Global Investment Performance Standards Fundamentals of Compliance

5. The Corporate Governance of Listed Companies; A Manual for Investors (CFA Institute, 2005)

.3 E R (Learning Outcome Statements, LOS)
1. “Code of Ethics and Standards of Professional Conduct”
The Code of Ethics establishes the framework for ethical decision making in the investment pro-
fession. The candidate should be able to state the six components of the Code of Ethics.
The Standards of Professional Conduct are organized into seven standards .
I. Professionalism
II. Integrity of Capital Markets
II. Duties to Clients and Prospective Clients
IV. Duties to Employers
V. Investment Analysis, Recommendations, and Action
VI. Conflicts of Interest
VII. Responsibilities as a CFA Institute Member or CFA Candidate
Each standard contains multiple provisions for which the candidate is responsible. The candidate
should be able to identify the ethical responsibilities required by the Code and Standards.
2. “Guidance” for Standards I — VII
The guidance in the Standards of Practice Handbook addresses the application of the Standards of
Professional Conduct. For each standard, the Handbook offers guidance for the standard, pres-
ents recommended procedures for compliance, and provides examples of the standard in practice.
The candidate should be able to
a)demonstrate a thorough knowledge of the Standards of Professional Conduct by recognizing and

applying the standards to specific situations;



b ) distinguish between conduct that conforms to the Code and Standards and conduct that violates
the Code and the Standards.

“Introduction to the Global Investment Performance Standards { GIPS® )”

“Global Investment Performance Standards”

The Global Investment Performance Standards (GIPS® ) contain ethical and professional stand-

ards for presenting investment performance in the context of portfolio management. The GIPS

standards are covered in the Ethical and Professional Standards topic area at Level I, but are cov-

ered in the Portfolio Management topic area at Level III. Note that the GIPS standards are printed

in their entirety in the readings, but the Level I candidate is required only to know the material

through the end of Section II. 0. , “Fundamentals of Compliance. ”

The candidate should be able to

a) explain why the GIPS standards were created ;

b) explain what parties the GIPS standards apply to and whom the standards serve;

c¢) characterize “composites” ;

d) explain the purpose of verification ;

e) explain why a global standard is needed and how it is being implemented ;

f) state the “vision” of the GIPS standards;

g) state the objectives and key characteristics of the GIPS standards;

h) state the appropriate disclosure when the GIPS standards and local regulations are in conflict;

i) explain the scope of the GIPS standards with respect to definition of the firm, historical per-
formance record, and compliance;

j) name and characterize the eight major sections of the GIPS standards;

k) explain the fundamentals of compliance with the GIPS standards.

“The Corporate Governance of Listed Companies: A Manual for Investors”

The candidate should be able to

a) identify the factors in evaluating the quality of corporate governance and the relative strength
of shareowner rights;

b) define corporate governance and identify practices that constitute good corporate governance ;

¢) define independence as used to describe corporate board members, and explain the role of in-
dependent board members in corporate governance ;

d) list and explain the major factors that enable a board to exercise its duty to act in the best
long-term interests of shareowners;

e) identify characteristics of a board that contribute to the board” s independence, and state why
each characteristic is important for shareowners’ interests ;

f) identify factors that indicate a board and its members possess the experience required to govern
the company for the benefit of its shareowners;

g) explain the importance to shareowners of a board’ s ability to hire external consultants

h) identify advaﬁtages and disadvantages of annual board elections compared to less frequent e-
lections ; .

i) explain the implications of a weak corporate code of ethics with regard to related-party transac-

. 2.



tions and personal use of company assets;
j) critique characteristics and practices of board committees, and determine whether they are

supportive of shareowner protection;

k) identify the information needed for evaluating the alignment of a company’ s executive com-
pensation structure and practices with shareowner interests ;

1) state the provisions that should be included in a strong corporate code of ethics;

m) identify components of a company’ s executive compensation program that positively or nega-
tively affect shareowners’ interests;

n) explain the implications for shareowners of a company’ s proxy voting rules and practices;

o) state whether a company’ s rules governing shareowner-sponsored board nominations, resolu-
tions, and proposals are supportive of shareowner rights;

p) explain the implications of different classes of common equity for shareowner rights ;

q) determine the probable effects of takeover defenses on share value.

=.F ) E (Study Notes)

EEEEIEIOSNEZR, NZT .

1. P EH S5 4 (PR AIMR , Association for Investment Management and Research)
M 2004 EEEH 4 K CFA® Hh4x(CFA Institute)

2. CFA® i B GEERAE S B AT R oo i 2 X B AR IE EATRE L5015 .

(1) BL5t (member) 235 CFA® th4 A ( regular and affiliate members of CFA® Institute
and its subsidiaries) ,CFA® iF $53%45 # (CFA® charterholders) ,,

(2) CFA® &% A (CFA® candidate) 245 &0 S F Ik CFA® Z K # A 7 (take the next
scheduled CFA exam) , Bl CFA® #4:

(3) J& E (employer) £ 48 B I 2% (an immediate supervisor) ,,

. (4) & R (employee) &35 T 4% (a subordinate) ,

(5) BEE R (in writing) FE{Efa] ] LA 3 13 B8 B4 ( retrieved and documented YERX, 81
E-mails, ,

(6) BHFTHR 4 (research report) B35 % FIL R ¥ #1Y (investment recommendation ) ,

(7) FE A& BRI BRiA ( misrepresentation ) 3 7% i T AR AR 5E 2 MRS 53
AFEHERNEIR,

(8) 22 #2€ (conflict of interest) 75 fE1A 7 B BELH AR BE AN IE AR BT R B
RANLIRE . B ENB AR BTSN I,

(9) £B A (supervisor) 7 th ( #h) F A F1 3K B iy 5 B0 BRL B g A

1. Code of Ethics and Standards of Professional Conduct EENE SERW AT A A D)
[LOS 1.a; State the six components of the Code of Ethics( 423 (i 8 #1538 ) By A< 44 & 3 4) ]

CFA Ph R (345 CFA TEA3HA % ) A CFA 1R A DFUREII T A & .
(D) SR EF BEES BE ST BRI R SR AN A5 5 54
-3.




Bt , FELH S  FRER . Bh6h B AN R AT R ETEEE ST (Act with integrity, competence, diligence, re-
spect, and in an ethical manner with the public, clients, prospective clients, employers, employees,
colleagues in the investment profession, and other participants in the global capital markets. ),
)KBBESEFPFEZEB T B BH 252 L (Place the integrity of the investment profession
and the interests of clients above their own personal interests. ),
) EHFRF S BEBEREWU ATERFTHMS 5 H RS ST, EE PO
REEM L A %E I H W BE 77 (Use reasonable care and exercise independent professional judgment

when conducting investment analysis, making investment recommendations, taking investment ac-
tions, and engaging in other professional activities. ) ,

(4) LU Rt & iR RAT I REFEE 892 ML g8 I A B #5797 SN BT 30, S 8t
ALLEEE#) 7 275 5 ( Practice and encourage others to practice in a professional and ethical
manner that will reflect credit on themselves and the profession. ) .

(5) P, 1R 378 % 45 117 35 B R (5 ( Promote the integrity of, and uphold the rules gover-

ning, capital markets. ) ,

(6) BRI B BHAES1 LA B AAT AV [RI{= 2 §E /7 ( Maintain and improve their professional

competence and strive to maintain and improve the competence of other investment professionals. )

LOS 1. b: Identify the ethical responsibilities required by the Code and Standards in these areas( A
R AR A A R b AT Oy v ) A AN P T B SR e AR F4E)

CFA th27e GEEEAE B AT o 0 ) o 5o B 5% B R il A3 AE VT LA 4 £k, 4y
B

. BRAV ¥ ¥ ( Professionalism ) ;
. BEAT 2 845 (Integrity of Capital Markets) ;
*¥ % P BB 4F ( Duties to Clients) ;
%t J& £ #FE ( Duties to Employers) ;
BB BT (Investment Analy51s Recommendations, and Actions) ;
F 25 #p2E (Conflicts of Interest) ;
fEH CFA P& i 5t 845 3%E A B35 4F ( Responsibilities as a CFA Institute Member or CFA
Candidate ) ,
KB R EBNT A, BERN R TREMERS AR R TR S RN
AT HEN, FRCGEEABMBA AT RN & ZXOERBE, F S0 LOS 2. a A
LOS 2. b,

il

(—)&ia
(1) Which of the following is NOT a stated goal of CFA Institute Performance Presentation
Standards?

A. to enhance the professionalism of the securities industry.

B. to promote policies that help analysts avoid conflicts of interest.
4.



C. to improve the service offered to investment management clients.
D. to achieve greater uniformity and comparability among performance disclosures.
(Source; from 1999 sample exam)
(2) The CFA Institute Code of Ethics specifically addresses all of the following EXCEPT:
A. competence.
B. integrity and dignity.
C. independent judgment.
D. importance of contractual obligations.
(Source : from 1999 -2003 sample exams)
(3) According to the CFA Institute Code of Ethics, members must practice, and encourage others to
practice, in a professional and ethical manner that will;
A. reflect credit on members and their profession.
B. add value for clients, prospects, employers, and employees.
C. maintain the excellent reputation of CFA Institute and its members.
D. encourage talented and ethical individuals to enter the investments profession.
(Source; from 1999 - 2003 sample exams)
(4) Which of the following concepts does the CFA Institute Code of Ethics include?
1. Integrity and dignity
[I. Independent judgment
. Competence
IV. Contractual provisions
A. 1 only.
B. II and IV only.
C. 1,0, and I only.
D. 1,0, WM, and IV.
(Source: from 1995 actual exam, and 1997, 1998 sample exams)

(Z)IJMER

(1)B.
The stated goals of CFA Institute-PPS are; (i) achieve greater uniformity and comparability a-
mong performance presentations, (ii) improve the service provided to investment management
clients, (iii) enhance the professionalism of the securities industry, and (iv) to promote indus-
try, self-regulation.

(2)D.
The easiest way to know the components of the CFA Institute Code of Ethics is to memorize it. This
is material you should look over close to the exam date because it tends to be forgotten easily.

(3)A.

(4)C.



2. “Guidance” for Standards I - VII( AN I - VII“$E§85”)

B :CFA 12 % 5 8 ) F H) (Standards of Practice Handbook ) f# % 7 ( i 18 # 76 fu
B AT HBER YR A, - FCEBATEABRLATH AN F il e W& — SN, 2 FMH
RGETAHENEE BURARF SR BN K20, 3T, # & ks,

LOS 2. a: Demonstrate a thorough knowledge of the Standards of Professional Conduct by recogniz-
ing and applying the Standards to specific situations( 72 & F8 455 & W B T 86 8530 Fo 5 A TR 4T
AR LR ECCRANFEET(EEREABRLAT AR ) 8 &R ER)

LOS 2. b: Distinguish between conduct that conforms to the Code and the Standards and conduct
that violates the Code and the Standards( [X 4% £ 47 4 4 & 28 £ 41 36 Fo BR 00 47 4 & U ) 8 41
R AT oy o R T (A AL v A IR AT U B ALE )

CFA HrTEGEAMTEAM B AT A N ) o5 42 AR 5 B LK 93848 3R AT T A4 b ok
R, B-AREXEGREZFMEN, TE,RE CFA BEHB T ENEM) R, W5 &%
MWHITHEENAR

I . Bl $5 38 ( Professionalism )
AR T (A) % EHIA (Knowledge of the law)

LT (A)BAZE

CFA P& iR B FVBBE ST M0 < 1L BORT  BORF LA M LM D B S R LM
X Bih BB B BR Ol 3 B A B AR A B ol B S B AR A B — U1 e nk i ML A & B (8
CFA h& M GEAEMVEAMERLAT R ) o 2438 B sh 22T, CFA Pha iR 5 HMBR B A i <F
SERRE R NAED, DhEBERMEE AR SRES SHBBEMBER PR 4
WBARBIZAT R, BOFS X 864 R RE R

2. %MW 1 (A) R

CFA Ph BB AR AZE S S IE 5 SR B I S oA 3R R AR 45, 00T 1 4 254 3 £
MREREM . XA HRER CFA SR AEEARREE AR IR RS
XK, TR SRS BB R S,

(1) CEASRA AR AT AR 55 235k . CFA BRI 5 R ST 7™ 48 4T S v ,
Eﬁﬁ'ﬁ_g,i’lﬁiﬁiﬁﬁﬁ@%ﬁﬁﬁglﬁfﬁfé%‘fé%ﬂi,%ETﬁﬁﬁ?ﬁﬂﬁﬂ‘J%ﬁ%ﬂU&
CFA Pr&AUE MBS MBI AT 0 e, 25 sk i ML 2% 0000 FUAT M S A , BRI
URR AR A LB ERARME, B . 405 M4 Hb i L CFA Pt S 0 1 TR T8 AT g e =
18 AR A BURT ISP MM 5 IS X 2 4 i 94T 5 R T CFA P HLE RO EHL TS
BT R AE , B 122 <F CFA b2 B S B0 T AL AT S M U 5 7E YA AT A e B e vk
BURIHLIX , CFA Bhax B B R 1 A7 12 P 4 30 < 3 20 S R4 T S M

(2)Z 53BN HATHE 1T R CFA ha iR MBEEANZMHESSHHHS S
BB BRAT AR, ﬁﬂ%éﬁﬂé%*’l‘i?%ﬁ‘]?ﬁiﬂaﬁé\ﬂﬁﬁﬁﬁﬁﬁﬁi,’%ﬁﬂiﬁ%ﬁﬂﬁﬁ
MES R EEFELR, SR SBIAENEERN, 25 WA E B E SRR AT
A NIRRT, BRI CFA HEREEAMEHBRAT NN R ER SR AR AR
BRIEMLIE S, AT 18 S R ATC IR T RE RO IR IS B T LIS 2 R E5FEEHRHE AR,

.6 -




2 By E R gk st th B A S s s WO E AT M BIA NS SR 2 5 T iEikE
BT R

3. W T (A) AT

(1)CFA Hr& BB Mg A : CFA Hirax BB Mgk A PT LA BR LA T i T AR 7

(a) R 57 815 B (keep informed) - 38 87 — B & 58 T s 4 L
kB RFIBLER , SRR TR AT B {E BB T #.

(b) EIJBARTF (review procedures) : & B B A1 BE<F IR T , ABH R EATTR AL T HATHI B
B SR LR R AR AR R T REINTER,

() A7 Z 87304 ( maintain current files) : fRAF S FI Vi IR E I .54 N A EE
-SSP E 3L

(d) BESABRED - EENES EEHITRESEHRTT, RS RN K. [ERE RS
W, L E B BN BRNE SRS S LIRS &N BB E A LICIREEFEDN S
, AUEATIEE B A A TE BRI IT A R 1E BB (dissociate from any illegal or unethical activity ) ; 3
RAFRER ML ZIEE A BEENES,

Q)2 a: ARPTEFNER SR IR FHL MR SR R E TEMERE,
CFA B iR 5 FVE 158 A DL BT A A B SR B LA T 5 S sr e ) 1

(a) RGVHR L 1B R A FERML A7 R N

(b) 1L B REIRER T AR R B HE A,

(c) By BEPL, NIRRT REE R B ERER AR BOR KT R,
4. MEN T (A) IR F

(1) Janet Green, CFA, provides investment advice and other services to clients in several
countries. She resides in Country A whose securities laws and regulations are less strict than the
Code and Standards. She also conducts business with client in Country B, which has no securities
laws or regulations, and in Country C, which has securities laws and regulations that are stricter than
the Code and Standards. Which of the following statements is TRUE? According the CFA Institute
Standards of Professional Conduct, Green must adhere to the Code and Standards in:

A. Country B but the law in Country A and Country C.

B. Country A, Country B, and Country C.

C. Country A and Country B but the law in Country C.

D. Country A but the law in Country B and Country C.

(2) When a CFA Institute member suspects a client or a colleague of planning or engaging in
ongoing illegal activities, which of the statements about the actions that the member should take is
most correct According to the CFA Institute Standards of Professional Conduct, the CFA Institute
member should ;

A. disassociate from any illegal or unethical activity if the member has reasonable grounds to be-

lieve that the activity is illegal or unethical.

B. ignore the suspected illegal activity unless the suspected party is a CFA Institute member.

C. consult counsel to determine the legality of the activity.

D. consult counsel to determine the legality of the activity and disassociate from any illegal or

unethical activity if the member has reasonable grounds to believe that the activity is illegal

e 7.



or unethical.
(3) A CFA Institute member resides in Country A, where securities laws are more strict than

the CFA Institute Standards of Professional Conduct, and does all of his business in Country B,
where securities laws are less strict than the CFA Institute Standards. The laws of Country A state
that the laws of the locality in which business is conducted govern professional conduct. According to
the CFA Institute Standards of Practice Handbook, the member has a duty to adhere to:

A. the laws of Country A.

B. the laws of Country B.

C. CFA Institute Standards of Professional Conduct.

D. a basic standard of competence and diligence.

(Source; from 1999, 2000, 2001, 2002, 2003 sample exams)

(4) Which of the following is/are (a) correct statement(s) of a member’ s duty under the
Code and Standards ?

I.In the absence of specific applicable law or other regulatory requirements the Code and
Standards govern the member’ s actions.

II. A member is required to comply only with applicable local laws, roles, regulations, or cus-
toms even though the CFA Institute Code and Standards may impose a higher degree of responsibility
or higher duty on the member.

Il. A member who trades securities in a foreign securities market where no applicable local laws
or stock exchange roles regulate the use of material nonpublic information may take investment action
based on material nonpublic information.

A. [ only.

B. Monly.

C. I and [ only.

D. Mand Wonly.

(Source ; from 1998 sample exam)

(5)John Berg, CFA, is Senior Vice President in Charge of the investment banking division of a
large national brokerage firm. He is doing due diligence on a large company whose secondary offer-
ing of stock the brokerage firm is about to underwrite. Through his analysis of the audited financial
staterooms of the company in the preliminary prospectus, which has already been distributed, Berg
realizes that selling and general administrative expenses in the company’ s major division have sud-
denly increased from 1% of sales to 9% of sales. He finds there is no explanation in the prospectus
of this material change in the company’ s operating expenses. Which is Berg’ s best course of
action?

A. Do not recommend selling the stock, because the information is material.

B. Do not recommend selling the stock, because he obtained the information as a result of his

position of trust and confidence with the company.

C. Immediately withdraw from the underwriting, because otherwise he will be assisting in a vio-

lation of governing laws.

D. Insist that management discuss in the prospectus the change in operating expenses, because the



Securities and Exchange Commission (SEC) requires full disclosure of material information.

(Source ; from 1992 actual exam and 1996 sample exam)

(6)SSB, an investment banking firm, is the principal underwriter for Hitech’ s convertible de-
bentures. Betsy Anderson, an analyst with SSB, discovers from talking with retailers that all retailers
have returned Hitech’ s only product because it is defective. Anderson found that this information is
not in the prospectus. The preliminary red herring prospectus has already been distributed. Ander-
son’ s best course of action is to:

A. report her findings to the appropriate supervisory persons in SSB.

B. report her findings to the Division of Corporation Finance of the SEC.

C. notify potential investors of the omission on a fair and equitable basis.

D. not act on the information because it is material nonpublic information.

(Source; from 1991 actual exam)

ER:

(1)C.

CFA & & BN IZE ST B ™ A& IR EE A, IR EANE R LM RA CFA tha$lEm
AR AL AT o HE S, U S CFA B4 BB A ML AL AT Fo e s i 2, Wi o
OB ST 2 R

(2)D. BARMERER L3,

(3)A.

Members must abide by the strictest requirements.

(4)A.

This question relates to Standard I (A). Knowledge of the Law-—specifically, international
application of the Code and Standards. Members who practice in multiple jurisdictions may be sub-
Ject to various securities laws and regulations. If applicable law is more strict than the requirements
of the Code and Standards, members must adhere to applicable law; otherwise, members must ad-
here to the Code and Standards. Therefore, statement I is correct. Statement II is incorrect because
members must adhere to the higher standard set by the Code and Standards if local applicable law is
less strict. Statement III is incorrect because when no applicable law exists, members are required to
adhere to the Code and Standards.

(5)D.

(6)A.

Note in this situation that Anderson is not a supervisor. If she were, she would be required to

take actions to as the appropriate disclosures are made in the prospectus.

AN I (B) : 3374 F0 % 34 ( Independence and Objectivity )

LR T (B)WAHZE

SR BRI 3 AT A4 45 3 L R R B W R M 7 24 A 3 2 T T AR N, A 3 L,
DUME GRS 0 S A E W, BB RV BEEE A BESR AL | R B0 3 AT (T A S T B
ST AN B R B AL b R ER A B

2. XHHEN T (B) pofi e



HEN T (B) B# R RIFIHS S Z WM E CFA hax il 7 Fifeit A ERSE , LAttt fth
1169 TAE SBNA AR FSNER R A0, A REMITNE P K. B S L0a
TEE 8 Sp e AT B RO WA AT BV SR B A AT B ok 2 r M BB oL, T
RERZ My Sz VAN E L A E DL B A% ALY B A TR PR TAEIR A B BA T B 3 K
ATF %47 (Initial public offering, IPO) W R0 B AR T LM AWK, 5%, & YH4L
IR SEVFESE R, I AP B9 TPO B HBAM B 28 i, BERSKRAF AL ER A
BERLWHARBT AL MALY . CFA B4 i 5L RM% e A 07 1 b 4000 3R 52 i AL 4
H5HAMET .

(1) BHRITR AR CFA A iR B R B AR BB RATA R MR ) i M AR T IA &
P RETE R PR SOR R B RIR . ET IR R T SR ARAT I 12 8 A F) 25 th g, 7R
PRFE B FRAT IR S0 AT 881 ] BHEER1) SR B R AT R ] = Il Sr 6 M B A Hs o 745 Rl
3% PRI RAR BIH BB BB TR 11, BF M A R R S EPTHARITR RS0 71 0 B

(2) B2 s BARMT A B AT RS2 8ok B KB FT A Rl R W TR i A F F ik A Al W
B RE SERERU AENHRA LA FIOREAFAEE BS ANE SR ESHTE
TTALRIBSE , ST | ARAT SEA — A B RS S R R B L

G)BFE - BAFEUTERATRITARAMIARES , URSSE N, —MEEEHS
MRS LA BEPIA T MER B E N OO, WS BTG A2 b Y W S A a8
R, MRBERERINT e, R ARSI . Fl, SRR S S B B
WA ZRFRAT AR BN LI, A T8 E ik RATA A BT M 2

(4) BAT2 R A BOBT SR - 1 220 RUR B A0 B A B 047 30 5020 B OB S $a , LAUE
HREGREEHITAREWE . R, RITALIFOBITE T R IO TR e, XA
WEHSRIPEFE AR ENTR A FE I ML A I . SR R 25 1
TP AN SRR, AT A SR BEA0 IR RS A 28 D ST 45 B N A5 2510

3.HEN T (B) BATRRF

() BRIPILE HIBAR B, B R 0L S B R I

(2) R IREIER R, MR- AANBREREREEME—F P R AR EER,
BT ROZALX AN B — A 3208 B R T AU R 6 T AR A (S Bk

(3) BERFRLHER . CFA A2 A AR5 A B R AT A BB SIS0t B i% 845 %
MBS RAE S, EAISSE TR, 7T LU & 47 A SRRk 258 T A

(4) FRE b IE Z AL

(5) BRAHR 5T WS HE 7= 1 (8, B35 A TP M LA S A 20 70 R AT B MR

(6) BB (3) SEATH R M B AR, LB 45 HE B3 S <FRIAB AT 60 AR BT 440
KB R I 4,

(7) 2> B RDZET S BIF 553 BT A 57 44 5 2 A 2 7 45 T 025

4. #EW T (B) R H

(1) The corporate finance department of an investment-banking firm decides to compete for the
business of ETV Corporation. Knowing that the firm’ s brokerage department has a “sell” recom-
mendation on ETV, the director of the corporate finance department writes a letter to the director of
the brokerage departed asking that the recommendation be changed to “buy. ” According to the CFA
Institute Standards of Practice Handbook , the best action for the brokerage department to take is to:

<10 -



