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Schweser Study Program presents Study Tips and Review Questions for the 2002
CFA?Level 1 Examination

Thursday, April 11, 2002

Thank you for purchasing Schweser products for the 2002 CFA examination.

The most important thing that I will do in this correspondence is to direct
your attention to the AIMR?website and the various updates and FAQs that
AIMR has published. It is imperative that all CFA candidates read and
understand all aspects of their 2002 CFA Level 1 Study Guide (sent to you by
AIMR upon registration for this year's examination). In addition, AIMR has
published several additional volumes on their website that are essential for
your understanding of the examination process. Please visit the Candidate
Services portion of their website (www.aimr.org/canservices) and download
(and read) the following articles: 2002 CFA Program Errata, 2002 Frequently
Asked Questions, April 2002 Candidate Bulletin.

Following the gratuitous advertising portion of this correspondence, I have
included some sample international economics questions for you to work. The
answers to these questions appear at the bottom of this e-mail. On previous
CFA Level 1 exams, candidates have indicated that international economics
(Study Session 6) tends to receive more weight relative to the other
economics material. Hence, it is my suggestion that you focus your
attention on the topics of comparative advantage, trade restrictions, the
balance of payments equation and its components, computation of cross rates,
forward discounts and premia (remember to work exclusively in DC/FC terms),
and the interest rate parity theorem.

Examination Weights and Structure:

Remember that the Level 1 exam will consist of two 3-hour sections and that
the morning and afternoon sections will be precisely the same in terms of
their structure. Page eight of your 2002 Level 1 Study Guide states that
15% will be ethics, 12% will be economics, 15% will be quantitative methods,
25% will be accounting and corporate finance, 23% will be asset valuation,
and 10% will be portfolio management. These weights will apply to both the
morning and afternoon sessions. Also, all ethics questions in the morning
will be asked in sequence, followed by the quantitative methods questions,
then the economics, and so forth. This process will be repeated in the
afternoon.

Ethics is the key to your success on the exam (although you can fail ethics
and still pass the exam, I wouldn't recommend it). Ethics is worth 15%!
Hence, you should make ethics a top study priority. Study the details -
some of the exam questions on ethics can be quite picky.

Candidates are always looking to maximize their study effort. When focusing
your study, look at the ratio of examination points to Learning Outcome
Statements (LOS). The two curriculum areas that provide the highest levels
of this ratio are ethics and portfolio management - study these areas hard.
The curriculum area with the lowest levels of this ratio is debt securities.
Know the basics of the debt securities material, but don't spend a month
trying to figure out every last detail.

The Gratuitous Advertising:

Three and 5-day seminars: Our three and five day seminars will help you
positively focus your energies as you approach the exam. Nothing advertises
our programs better than the comments of our participants. The following
comment was forwarded to Dr. Kent Baker, CFA, following his presentation in
Boston earlier this month: "I just wanted to thank you and tell you how
impressed I was with your methods of teaching, overall knowledge, and
experience. Attending your 3-day seminar not only informed me on what and
what not to focus on, but it gave me more of a confidence heading into the
final 2 months of my preparation."

Please consider joining our fine faculty in one of the following locations
later this spring:

Atlanta - April 19-21
Chicago - May 3-5
Denver - April 5-7
Frankfurt - May 17-19
Hong Kong - April 19-21
Houston - April 26-28
London - May 13-15
Minneapolis - April 12-14
Newark - April 26-28
Ottawa - April 19-21
Seoul - May 2-4
Singapore - April 23-25
St. Louis - April 12-14
Toronto - April 5-7

Our extended-term programs provide you with that extra classroom time you
need during the month immediately preceding the exam. We have 5-day
programs in Boston (May 1-5) and Los Angeles (May 15-19). 

We are also please to be able to offer you the Study Seminar for Financial
Analysts at the University of Windsor (May 5-11). You can learn more about
the Study Seminar at www.studyseminar.com. 

Need more questions? SchweserPro(tm) is the answer! SchweserPro contains
over 4,100 questions at Level 1 and explanations to each LOS in the Level 1
curriculum. You can download SchweserPro or order the CD-ROM at
www.schweser.com. 

I wish you all the best for the 2002 examination...

Dr. Andrew Temte, CFA
President
Schweser Study Program



Free Level 1 Questions

1. The direct method of foreign exchange quotations:
A. quotes the domestic currency per unit of
foreign currency: DC/FC.
B. quotes the foreign currency per unit of
domestic currency: FC/DC.
C. is used primarily in the U.K., Canada, and
the U.S.
D. is used in the interbank market.

2. The current spot rates for currency exchange are as follows: Thai
Baht to USD of 0.02240 THB/USD and Australian Dollar (AUD) to Thai Baht of
23.89923 AUD/THB. What is the USD/AUD spot cross exchange rate?
A. 0.00094 USD/AUD
B. 0.53534 USD/AUD
C. 10.52635 USD/AUD
D. 1.86796 USD/AUD 

3. Given the European terms for the United Arab Emirates (AED) and
Kuwaiti Dollar (KWD), determine the AED/KWD Bid-Ask Spread.
AED/$ Bid Ask AED 0.27226 - 0.00003 / US $
KWD/$ Bid Ask KWD 3.28461 - 0.00162 / US $

A. AED 12.06291 - 0.00728 / KWD
B. AED 0.08290 - 0.00005 / KWD
C. AED 0.08285 - 0.00005 / KWD 
D. AED 0.89437 - 0.00034 / KWD

4. One-year interest rates are 7.5 percent in the U.S. and 6.0 percent
in Germany. The current spot exchange rate is $0.55/DM. If interest rate
parity holds, today's one-year forward rate ($/DM) must be:
A. $0.56675/DM
B. $0.54233/DM
C. $0.55000/DM
D. $0.55778/DM

5. Assume an investor living in Hong Kong can borrow in Hong Kong
Dollar (HKD) or in U.S. Dollars (USD). Given the following information,
determine whether an arbitrage opportunity exists. If so, how much would the
investor profit by borrowing $1,000,000 or the equivalent in HKD? (Assume a
period of one year and state the profit in domestic currency terms).
* Spot rate (HKD/$)
= 7.77001
* Forward rate (HKD/$)
= 7.81983
* Domestic (Hong Kong) interest rate (%) =
6.00000
* Foreign (US) interest rate (%)
= 5.00000
A. An arbitrage opportunity results in a profit
of HKD 130,509.
B. An arbitrage opportunity results in a profit
of HKD 25,389.
C. No arbitrage opportunity.
D. An arbitrage opportunity results in a profit
of HKD 197,274.
Answers:
1. The correct answer is A. The direct method of foreign exchange
quotations is used for local non-bank public customers and is quoted as
DC/FC.

2. The correct answer is D. 1.86796 USD/AUD.
The cross rate between USD and AUD is calculated in the following manner:
Step 1: Multiply the two quotes together (THB will cancel out) to obtain
AUD/USD: 0.02240 THB/USD * 23.89923 AUD/THB = 0.53534 AUD/USD.
Step 2: Take the reciprocal of this result to obtain USD/AUD: 1 / 0.53534
AUD/USD = 1.86796 USD/AUD

An alternative calculation method is as follows:
Step 1: Take the reciprocal of the THB/USD quote: 1 / 0.02240 THB/USD =
44.64286 USD/THB
Step 2: Divide this result by the AUD/THB quote: 44.64286 USD/THB /
23.89923 AUD/THB = 1.86796 USD/AUD

3. The correct answer is C. We recommend using the following "Bid-Ask
Matrix Method" to calculate the bid and ask quotes:
Step 1: Put the bid-ask quotes into a matrix as shown below:
Currency Bid
Ask
AED 0.27226
0.27229
KWD 3.28461
3.28623

Step 2: "Divide Out" the diagonals. (Remember to put AED in the
numerator - because AED is in the numerator of the quote we are asked to
calculate.)
AEDBid / KWD Ask = 0.27226 AED/$ / 3.28623 KWD/$ = 0.08285 AED/KWD
AEDAsk / KWD Bid = 0.27229 AED/$ / 3.28461 KWD/$ = 0.08290 AED/KWD
Step 3: The lowest number is the Bid, and the highest number is the Ask.
Bid = 0.08285 AED/KWD
Ask = 0.08290 AED/KWD
(The difference between the Bid and Ask is 0.00005)

4. The correct answer is D. $0.55778/DM. Interest rate parity is given by:
Forward (DC/FC) = Spot (DC/FC){(1 + rdomestic) / (1 +
rforeign)}
Forward (DC/FC) = $0.55/DM{(1.075) / (1.06)} = $0.55778/DM

5. The Correct Answer is B. An arbitrage opportunity results in a profit
of HKD 25,389.
Explanation: 
Step 1: Determine whether an arbitrage opportunity exists.
We can arrange the formula for covered interest rate parity (CIP) to look
like:
(1 + rdomestic) - [((1 + rforeign) * ForwardDC/FC) / SpotDC/FC] = 0
Entering the data from above:
(1 + 0.06000) - [((1 + 0.05000) * 7.81983) / 7.77001] =
1.06000 - 1.05673 = 0.00327
Since: 0.00327 does not equal 0 we know an arbitrage opportunity exists.

Step 2: Borrow Domestic or Foreign?
Rule: If the following interest rate parity equation results in (rd
- rf) > (Forward - Spot) / Spot then borrow foreign. If the equation
results in (rd - rf) < (Forward - Spot) / Spot then borrow domestic.
* (rd - rf) = 0.06000 - 0.05000 = 0.01000
* (Forward - Spot) / Spot = (7.81983 - 7.77001) /
7.77001 = 0.00641
* 0.01000 > 0.00641, so borrow foreign (here, U.S.
dollars)
Step 3: Arbitrage Process
1. Borrow foreign (amount given in
question)
* USD 1,000,000
2. Convert borrowed funds to domestic
* (1,000,000USD)(7.77001HKD/USD) =
HKD 7,770,010
3. Invest domestic at domestic interest
rate (this is the amount you will have to repay the loan)
* (7,770,010HK)(1 + 0.06000) = HKD
8,236,211
4. Calculate loan payoff (foreign
currency)
* (1,000,000USD)(1 + 0.05000) = USD
1,050,000
5. Calculate payoff in domestic
currency (this is the amount you need to repay)
* (1,050,000USD)(7.81983HKD/$) = HKD
8,210,822
6. Calculate arbitrage profit
* HKD 8,236,211 - HKD 8,210,822 = HKD
25,389

If you are in receipt of this e-mail in error, please accept our deepest
apologies. To ensure that you do not receive any further correspondence
from us, please e-mail studytips@schweser.com with REMOVE in the subject
line. Please be advised that letters to Schweser or requests for
information will not be answered from the studytips mailbox. If you would
like more information about our products or services, please e-mail us at
staff@schweser.com.

"The Association for Investment Management and Research (AIMR*) does not
endorse, promote, review, or warrant the accuracy of the products or
services offered by Schweser Study Program or verify or endorse the pass
rates claimed by Schweser Study Program. AIMR*, Association for Investment
Management and Research*, CFA*, and Chartered Financial Analyst* are
trademarks owned by AIMR*."

Schweser Study Program?is a registered trademark and is owned by Kaplan,
Inc. which is a wholly-owned subsidiary of the Washington Post Companies.
The contents of this e-mail belong solely to Kaplan, Inc. and its parent
company and reflect the opinions of Dr. Andrew Temte, CFA. Kaplan, Inc.
does not warrant or guarantee the applicability of any study tips to the
actual 2002 CFA examination. ?2002 Schweser Study Program. All
international rights reserved.


