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ment or staff to identify and then promptly eliminate hazards.
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Individual investors will find a number of publications prepared by the
American Association of Individual Investors (AAIT) to be very helpful. The
AAT is located at 625 North Michigan Ave., Chicago, IL, 60611. Examples
include :

ALL Journal, American Association of Individual Investors, punlished
COMPUTERIZED INVESTING, American Association of Individual Inves-
tors, punlished bimonthly.

The Individual Investor's Guide to COMPUTERIZED INVESTING, 11th
edition, American Association of Individual Investors, Chicago, IL, 1994,

- Two institutional trade publications provide interesting stories about cur-

rent events and developments :
Institutional Investor, Institutional Investor Inc., published monthly.

Pensions & Invesrments, published biweekly by Craine Communications,

Inc., 965 E. Jefferson Ave., Detront, MI 48207,
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ob ae (olgalana) libie ole sall Slia {Treasury notes) Luiall =bgdly
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Separate Trading of Registered Interest and principal of Securities
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(l3 Lo a3l o3 505 o) Jasall fe s (2025) Ll A g pal)
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Lzl G gl TAUE 310 o) B8l o) fe Eadais Ty NETPR PR,
Jsa (match) albtl §lEas..yl slall 3] Les (Stripped Mortgage Securities)
8 R T Gy Y ¥ AL Liliatal fo sl Y b pall agand

Corporate lssues Sl ol jlas)
(Term bonds) Ja¥ cliw o ol il Jo¥ dhgladl foadl sl

pei gt Epteall slniall LW SLbatl o) ST ) Slsie peas Sab Gliad b
2pindl slalily (indenture) Jialls ey LI cbleall sl Uil e s
(hond's repayment slaall sins 2 gaa o go 20 a3 (Indenture agreements)
(types of cbilawall plel @ sacdly pLoY! ole gial by (201 41 o g ill schedule)
wolad i pas G5 L Galey (trustee) (LS ) caly G sdayy i, collateral)

- 129 -



Lituos (indenture covenants) aiall 4l L3LEY by & TELS o1 Ga 32 =3
g agaall 3 a3 -u_rl_:-.IJ." Sila glall tl-"ﬂ Ll J{compiled with) Lillaa g

Call provisions sle Yl oludslda) o 1

Slpd Gusk oe (redeem) woll sawy o sl slesnl e
Ja e slediad Llaal plg ol zill ol plia sy wdas sa s dala e
e il Go (DArE) jueall pies Jajll eleas Wiy (deferred call provision)
@ dasy (Sl e J] puad o Lo Gule) (stipulated) Ty ol § 780 el
saad Lbaall Lalill s cleafol) jlacd ey phe jlals sl 4 odiug =iy
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sai 36 GLadl Gasy 3 <0y Lidda Jpaal ge Saall S fe T ged s 48
e e Gaadl e 3Rady By pams po 2 5 ud (blanket mongage) s
AU e I el B 1358y BB NG Y0 e Il L )
13 0% a8 ol olai | {Ldeatll) ol J3a LR sl Laey) Lk,
(open-end mongage) s Gab) LU o5 a0 T3k sl 5 ds i oLl
Jrat Goiall fua e Lglaio obillas Ll ilis} it puns Saeaall pay
ALY LEEl way da b Bale el sl Ta ik ol i wlaLEly Tl
Liedadl s Y 8 Tl ik, ally (after-acquired property elause)

T [V U | RN I A

Led Safal Saaaldl sl alagl o Lyl da ymall fs 1 JISAT | G,
Lo S8 e gt dpuall sl Baes sytady Jpua¥l puid o Saally 3ol
Y. (mortgaged debt o property cost) JuwaWl 46ES | sl s fe 1 g
Slagus pias (closed-end mortgage) Litall =Ll 53 ay) ol 1Al (%30)
(Ao} Jpalil Jo L glia sleledls Laliiull sl

AL AL slaad) o) (debentures) g yiall el G el pi oluiul |
Sleleal agl Ll y sL2aL (general creditors) casslull fe 5 Le g A1 sla oy
ey L33 (liquidation) Lol die o) sbssy Bdase sl e (Bsda) Liwli
(mortgage bondholders reim- ;yal,l gyl aad SLEAT L ol 5l el M
(subordinated depentures) o)) Jaall &l3 s pg—al Laa Lol bursed)
Lale By ol L0 Jyatl Jo B (g50iany Ll a0 pgd
-(account payable Talul aLluall)

Income bonds Jaall clabus

S MBSy patl SLLE o e a2l o Loy (3
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(wiaadl filin) Joa¥l aludd pial dBe o pas el poall Eoa gAY sl
agas o Sl Jas g SR ¥ Gl agaladl SRl ks g I ady Slsilly
Slae ol Ggadpe 3 Loals Jaall % ol La ol plidly 6L pdal gaie
s ahiad) Jhas el La€all algad) Lad S i)

(inducements) olyiss 5 guns Lold padls L aald sl dal adai Lal
(cost-saving TEIN 3 pd € e Bl Lass J) BLa] pladall by 72l
Jogaill oo clpall algl Waly S 5wl ppaill S ol zaall devices)
Ll 3 pgd M Saly T LA BN e g 2] pemn ] (convertibility)
Allall passy oo al3ll goa (convertible) | sa51 b ill el (warrants)
pas ade | alisasy sl ) (to tender the bond) sl oo sa disadl | s gssl
muls Jaa pled sa sl deal figadll 3 Ll ally pg—slS osmeadl (e
b Lol alld Jema 13] e s pgen¥) lasal a3 Laaboall o 280 ) TLo2]
Ssatiad! Ltk Sleall J31 Gask e Lale 3ppemsd Saaall slaall Caisal)
dsal Ve ars

olial Jia s (WATTADIS) Sl 51 ol Lyl se g chitad) gl I 3
Eals Sau el s o g hidll g il oli {convertible provision) s =30
Bydeall Blaall Ly LSl ag ¥l slaud sloby J Eplal] Ga Jl ezl
Sysems Huiiane LU ilasiay Dpllall Lziaill sl Blse JUS (e b s 3l
o e y-a (warrant) e 801 Jliy e By (exercise date) sl aa 3 LaLEk
By am Tualadl ppal e pae dae el L) gy il el
saany udadl (exercise date) il ag Jub =By @) 3 daa {excercise pnice)
At 3 sl Sliie LSl Gl Lasie a3 s Sl s 2ie (e auay doiull
ke Jlowl; J] pliad Bliia ol JBU s Joi (eventual price break} pyl
JCVRN 1) A PO PO, BRI A P S PP LRVER e
2hba i) Slisall Sa ol aad Y Lgily cdsll dls § salsl pamndl
A i B A l_,,...;._i‘[_, Ll:.;u (60) e (excercise price) il {(warrants)
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rlosell pdgihl apeadl su i o J3 pa Lils (60) il jam o) Badl . oli
Sl T Lol Spdadll Ge p g pd sty [lias (70) Ladll e SLEG ST gl
Gl SV Ge Gptie 3 Lliaa (60) e JSU s pgeall s 15 1] gl AL
e Ot Sl Laai (warrants) l,Lad) B (L jle) i g
Aplbll Sasadl LW Lgad e 3000 Jiand s Lgf pe pgad slad

o Lo gl (fixed interest rate) culd a0l Jans clial) claiad 508 o3
BAlAll Jame ped el e peals cul S Joally (floating Rate) s gadill | Jass
s (Hoating Rate) pugadll Juns Lob il Sl JYA suss (5 s e cuill
sl Jana ) Taa o wlain Jha il (indexed) pbje fe daisy a3 Jiss
igs 3510 Jaa o o] London Interbank offer Rate | o35 w2y (LIBOR)
e il Buatiney g Sl Gudl plas b as ) SO Jana Jay o gl
pby 35 waa jlual as el jas Ol pa A B e Jad Basaaldl wSla gl
sl Jane 1S 13l (52) T805 g2 BB i Jusa Bl (indexed) pbe ge
e anay (B7) pda s il Sl laall e b (5) ) B0
53 el Jaxe G Bl g W Ygailiis leans sidl 3800 Jaace Gl g a1 TS
AB2) ] Ll et @yAN

Jail § el 50U c¥aa g Ja¥l sk s s Slall Joadl p3 aiudl g
Yoo RSN LAl pa sl ) wiad Ja¥1 Juphll g gaill Jasa Zaite Ll
ol Bpaa 3l L2 il e Al Togw 3 GRS | L gl Balel pladll fa
el iy Laie Banly Lsbas jgal ity sl

(35U1) dla g Jsols L saiall Ll 31y oYl
Asset-Backed Securities and pass-throughs
Lalatl Ll G191 5ab) clwldl 3 ol t¥) cuda 30 sty ol aal
oty ol ALLEN oSl Laay) e sy 2l @_1,_..3-.1 (securitization)
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e deyame Unany B pessll (g salid] Lale Ga Ughtill Spaall TIW 51,9
(credit slael Gl =l fta JUUN Juw Jod edaall J] Spdus by e

sl glassS asaiudy (pool) LS 3 paad oY) Ga PSS dlieY cards)

(collateralized) & pasall |43 5lEas T paall LI 300 Aaball p gl L
pac ghalie, alal Uph e Shliay T paall LU GLY1 Ddaa olplie Lo
3 pd gl i_,:..11 il a0 paan oy alAY] (Sl Lot s cals La dLlE adn
Aajlis pds pae palas dal o) s el pes

ShIAl] Band lgie Jasd 5oL c¥une 3 ol aaall Lelasd Towbuea 05y
il el €1y Bl Y aas 3 olaaall Labus sbiull prea gl o
Lasie pdalls (mortgagees) cuslall alad pa sladlly Slidl fe paa p i lgd
S8 cYune paials Ledie pasll e pilalaly (prepay)

Tpasall o olie o L gl LU 550 S8l 80 plya¥] sl (e
plas¥) odgs Tipasda Ay Spmady Wk Jlaly sl cbaiadly SlEY1 (Sl
clilawall flptd caaa 3wl a3 alfeadl sda fa Lapa 3l plal¥ly ol e
Al diplall il IS A g Ally 3l L Bidadly

sl e cele piall sl (pass-through securities) da ;e L0l abls
LS L s e S ) Ja i ) a3 il o3l Jed (e el el
ald LI LYl abiad Lais dpegSa B8k Jab o= Tpasds Lawsel] ods (53
il Gliatal s 3 (100 ales) Joa¥l ploall olepdall oyl Jaall
fasl e sl (pass-through ) 1348 s ha Joss ol slS Ula Jy aaall
dandl FlEa5.Y)

oY ane LAEAT Ledie Ladie Glaliill pia ga oAkl plai slas J] o2hel G2
o Vol oia 3 (mortgagee) slally ladll (call) slesiwls lgd jLasy 5Ll
Sha oaSle ol gl Ll Loalill ga ey (e ool el 3 3l
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Goen ol pgdpa olnd Sule] s sos pgl 3o (sl (call option) sleaiuyl
caasd] Lpiliagl

A ptdll Gl e Balel Lo e 5% (s gl BUBLAN Saw i 231 1)
Loalls sl sl S ¥eania fa @l fasll G pede s astall Gl s o
Gl adall oL {mortgagee-backed obligations) s u ) pausll Ay ]
ool Blaa JUA Zad AL 381 sle pdina sl Ls (BoOncem) Guaal o )
{Ashortened) L5085, ;S5

saa o8y Sl el i eledin Sl WG Sliwdl 3 5y el dady
ety G ganall s slalmll e pla¥) ple) Tl s OS5 . s sleaiy]
P g JBU b A el

L3l basias S Gpa dae ] 4355 aS oS 03 oA adie ) LA A
BLil sl pdss LIS abidy Lia) Slasied J copebs b o5 aoly (Tranches)
g e LIl e iy Dalil Tl oy Tusalaall Tl gy Gias 3
slall Juse Gadacl Blad o), Sls 4L aln. JEIL s SlaGwl s e dLUG
58U adan) ) WA aly cn 33 Lo paladl paall 3 abigall Lalg o,
Wy sdeall J) paidiin o Ll Tacd o DelS Ll 5 bl Tl
Sy cpas JOb Ll ppls e (i 3lE Doid 51) i o) aa g
(collateralized mortgage L paall jadl clalinll pasy fS1y eless oY i
it ] Gl Bdall 3y Lsmse B gems slesin) Jhd GausT obligation)
lalitudl L ran clusd o (peabody) qkidder) 308 fa allall § oS a0
L gSles 3 (CMO5) Jf 3Ll sleaian¥] Jli I opng Tigymey 58

Ol pall Slaliall Ga pla¥l Gaaad 530 BBLAN e Jlaal kil e,
ple o0 ALk plas ad ot ol Gl (secwritization) Jglall ol Sn
Ll 3 S¥ee Goale (70) Jlsa 5l Slasall 5 5 gl Tasill 251S 1980
ol wblisal TSI (30) Jas liay .paki 5 (1.2) ) caais,! 1994 Ll
LS ) Baatll Yl 3 ULl
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Yankee Bonds bl Sl
Eols b el i e Sl 5untll SLY N 3 LSL Sl pla
ol 3 L Lol SIS AW G paiiiall Lol il 3a liny B a3l &Yl
Syl cle giall Gl a3 L)y Baadll ab¥l ol fads clidiil sl
e Bl BSLal) 3 L Al (Rl B L g a S s wia gy . S Y
(Samurai gl;galw litw pawd (UL 3 g saldl clui (Bulldog bonds)
Bonds)

Guaranteed Investment Contracts L gauall JLaliuyl o sdic
Jo¥! T i Tatue alaly il e Slae ooy (GICs) Bl el Ly,
{pension funds) =Gl goolical Lo oo gaalall ol ) o Thol s L
Lsadi oIl agfiadiay (endowment plans) =lile¥l bl o (foundations) clsaadi
only ae ol bid) (guaranteed)  yeilly Sladl Joss v i 52 duiu b g2
aaad ) Lasl 3l Lol (guaranteed) Tgass o 555 o) Laf sy ally . (promised
W codd (GICs) o} (81 5} oy il 545 Le Gale) clyicadl fo 2iad o
5 e Lals Tpal cinaws o) 5t 3w all Sasy (N0t marketable) g guall
Sle Jana se 5030 58 Lmadle dape cbgin o8l Glia i wdl Jud cualil
Osddiag ol Y Laes g (Above Average fixed interest return) colill saslall
I (GIC) Y| L6 pall Lol Tipae e g0 Lot lis 5200 B usas
Tpa5 ol o il eclal] Tia 3 od) GRSl Tass o Tolly il e ¢ pites
4 (GIC) Liparall Hlidiandl aginy palall flasally Zobuiadl §gaull auds T lie
Lasdis 5as (GIC) oo Llladl o¥aall o) 8paeall gralall 3 08 yan) fio Tass
oAt Llla 30,0 el bl cdiantll paalill 38 08 pludtid Da 3 Bd o Al
Al e Llle Jhlie ga S5 Q) sSlpall o) Dle sle 3o 3l
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Eurobonds Ay sl Slaa
Sale) Ll b pls ol Epdaall sl ZIWN 31590 5a gl gy saady
(issuers audll jieall ol e pé g o Bae o8 Lo Late, (o) Tgaa
Lol il oo (S el Maalls Loule ) wiopg el Slaiw s domicile country )
(Euro-yen) B g 4] oMaa siea slidl sia fe pdaadl 51 0y oLy
Uasall (Euro-sterling) LsUYl da sl (Euro-deutschemark) £obl) ila sl
P OB Lagd il Ny gl slaal el adlgall Ll L2 kY
e L (€as 6 W(SEC) po i) sia Ju o o5 pie o J¥i
Saadll =LY 3 e hialy &5 30) Gk
3 seall U5 Gay Maall Lpads bty (o 1 Npally Ly aia o+ 500
oYgall Tale dala ageal colS L) Yad uall 4 id g Lo 1asy ) PN §
e Ll ALY pgl Giatiny (L€ ) paloay o o) s e
Sl Yl
Aladl cilitg § LI ol o deludl Jlas o ool sds gyl a3
Ll gall claiadl eNSy Towa s Loy 5 pKd iy g palh 3L, 5 f.JI._'_'II
L._!L.r. peda w5, 5ally (AIBD) ({Association of Intermational Bond Dealers)
D LGN TEY koM (exofic terms) Lalas T

bl s e p55e o sy A Ay g S i bl Tty _ |
Sy e denergy costs) Gl i3 (Indexed to the price of zold)
A ph5e o) ol gl
(floating rate Juall Lo3as chiid Joball Wl colbll 5 €l add slaiadl _ 2
il ellle g1 o AGL L) yLis e o Bonds)
gl Uaal agd Y Ll gad (e 0S1y Sanly ey o o il _ 3
550N cle yive 20 o (Floating Rate Bond) paladl Jaell Sld sladdl o
dale b lata W 5 A0 Lilgs 3 auats, (J.I..:H:wjm) H PP
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Equity Secuority daslh) Lauls @1y

ans Gptlis Jua¥l Bl Jo Tade Gaba lyd LSl Gsias LI 3L4Y 0l
Saaill alel Jats 3 TSI e GUES oliay Tl Js-sadl sk K s
Ll .(common stocks) Lalall ag¥ly (preferred stocks) 33Ul sl pand
agd 15 (Preference) LLalill pgel pSLall yay candd Gaall S P E
[ordinary shares) Lale

O il ps dalis pe jlall pgdl] Lllaayl Lo @l gedall a3l o)
(13) JSall 3 ke [Tl 3LyY (Global) e gl Je lasd J slalasdl
Bl ) o 1994 Lay 1960 o 58 bl s gads el by 2o
e el (13) Q1 S¥aa Gl 5 (0.5) Gm 2l a8 ol Uil Yo LS80
leY] 3 (B]5) Jasas pS1Aa g5 g sad Jias iy

(a3 oaals) Lidgs Lisll) Zaad g3 (1.3) Jsi

12000

100

2000
- 1 I_l H Lol LS

19460 1970 1950 1590 1994

Lol sl 3 pail) i
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(Gopallle) GLULN Caaa ¥5ulls Lol

1994 1980 1980 1970 1960

4898 2890 138] T01 345 Zaaill iy ol
3275 2289 457 194 135 Liss!
4426 2832 419 51 18 Lucu]
313 247 173 64 27 Py
12912  B258 2430 1010 525 £ paall

(%) litls Loghlt ca

37.9 35.0 56.8 60.4 65.7 Saasll =yl
254 28.0 19.0 19.2 257 Ly
34.3 34.0 17.3 5.0 3.4 o

2.4 30 7.0 6.4 5.2 (sl
100 K100 K100 IO H100 £ gaall

Opd poalsll Gog ASIMT L2 03 0 3 Jpall p ol o LU b€ 8 o
ALl sl eazll e 3881 055 Lo 85 3§ pliad Slainayl dasl 7l

Preferred (or prefernce) Stock (Eakauddill) 330ak1 agoe
Slalll e padle pn Ban gl LU GLY o ulad 3 a3 5305 all ag

3 Ul sl Lt ay Ale Gyl e Lilan TS Lay culh Jas ol
o Lo Ll lae 20lS 18] by ot Tuds oo giae L g apw ] ada o
Qe Tai B s i (g 0dgd e piasS pl¥1 s gs) allly aloill
S Eae S p3ba (6) i Bhes Slili ol (B6) Gl s (100) !
Silyi e Lo gl a2 Lo ol (cumulative) !.ASI_]: shia¥l LS 1]
e pleol D padgls aLdll 6 Lgads iy Ulatl ada § (5,805 cl) Ll
Losall pd Blall ppnhll o3 0l a2 (L8 Lowitll L) ualadl P, | - P
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s ByLaall sl el saayy Alall ads g pbud S_i (noncumulative)
Balailly Lo sl 333kl pgw¥) Pl paud Sya (participating) 4Ll
Lthay Asbadl pp w¥l plot Buls) e (stipulated fashion) LiAisyl oigbuls,
o el ey alisll ulles 3 o geaill Ga 8301 agaal Gla sl | e
Al ) T LYY pda pse Ula § Al aluy (equity) LW Je Ui L,
sl im gias) 13] (preferential) Losls dlalas Byliall pga¥l Laad | dasy i
l:._._';._,:._jin.,_JJ..a‘j'lJ.: Laa iyl @lé&ﬂ|ﬂhi3{£ oY la g Slaall J el
Aaslall H....;":I'In PR P E_lf_,'i Ll

dalie 0y dih Ll 3ylall pgadl Uaad Suy s ol Sldall sla Jisy
O Ll el pgeadl slicsl FLEYI a3 feuda Y Lot g Lalad! olsicall | aaad
Jhsal (convertibility) Lelisas (callability) llesiul allesdl sis e
(income Laall ol i g whesdd 5 mal padlay (sinking funds) lasa.sl
L3l 530alt ppaa] iamy colalaill o dacdll Gl lamsd) o3¢l 5 bonds)
Jaall il Lolaii¥) Lalid) e L gl

Commeon (or Ordinary) stock Lialadl aguulyl

glo; (firm's ownership) sLiill 45L. R sl Loslall g Tam )
tjg!d;iﬁualijagnﬂhﬂ&ﬁ@mﬁuull Al Lalall sl osm =
Olasd da g YWy Jalsdl 3300 _H...."'Iln el ol BIS spand aas silpall e
colf 13 Jsat! Slse Je Lilbll 3= (nonguaranteed) Laladl agau¥l dlaal
Tas aliaarany plaill 138 (5 85Uon Dulall ppatil dhas (i Lol sl
Lalall apotl flan L8 Blaall clss 1] Dalsl leadl e 4 laae y s Gl
S5ball pgs¥l Uan g cpall dles Foln i oy bid Lo il £l gabivy
AU il Y rana¥l Tudll Gy palinn

Las lglea 35 Al (ownership risk position) LEW hlas 35 e cus
{(Two basic fights) jsiall je trslod (pe g ppSllae] o3 258 Lulall pea
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W LGN 3 g g4 0 I
LU Gt e Tyl Lo Slatal § ppdgia Ll

ool placall M2 (e 332343 (right to control) LG J pedaial Lol
daly pgw SLe Suley 53001 ulae else! jLaaYy S el 3 Lslall oy LW
A5 28 Ol BY1 ude el Ga gude JSU) aaly & gsas SYYL pa s
wits ad B0 s slisel s B3 Las 2l i g iliie 3 da = (100)
sbfe Aladie T KLU G 3K 00 JSI ] Ga (Bas) o pam 30 LIS
S peadll 5l Glad (noncumulative voting) SIAL b o pusilly ol a1 10
phdid dicy Spiciall cleypaa all GV J 2y o Glody pawy wSIAL
Y puloe Lpide § ad b oY opsall slle) JSa i wST AN s a3l
) JBL e o Rl 5SEM sae 3 g e 30 pmnmn ) il Tyl
L by BV ulay clitel e M Wl ly LS len Ta o (100) 2ol
CooA Y i Gy anly S50 pades pede 300 5y m (300) il (Ko, wls
el Jolan et 01 13] y Sl gl pladadl 3 copeatll Wiy .n s !
Lo ot Ulatl ols 3 hss oy e 31 (proxy) Lsasll olé pladall jpca e
IS el LI aall 3 ] lenYl kst A PLAS, elldy Ll

(Net) gl (Yield) ostan p il (52
L8 § gl La Hi |100s | PE L BTV S I ot LT ) PSR
Chang | Close Div | s (o] Lo | mi
A3 e Litos Ll Lizessz| 13 | o9 | 1oo | mm | mu 6111 _L
4 z 2 i 2 4
2 L) 90l ep | o3 L|63397] 39 3 MSFT | Mzmwll] 5) 1 | g L
: 2 2 -] 4

La e 2ua (International Business Machine) ped plall Y el oy

AIBM) pa (pgnadl a3l §ralocadl padas 3 oe poi o palil) 320
cids Laaw ¥4 (111.25) il Jle s (IBM) el 8L Pl (52) Y53
o o B bl e gl 3 Y s bal o ¥au (61.5) sie Lajlad 1Ly
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sl s 38 ol e T bW sl pa ) QMY palowl e fass
sle 548 LS (PE) syl 3] sasad Lol gl g slal saadl ) PP B
(The most re- 5.,591 g} Lu ¥l Je Blsall o Lo guadia goladl ppall s
Siasd poadl Ll Laadyll agdl Liaiall Jak5l wlid e lisy cont four quarters)
S Lian (2635.200) ol tle pgee (100) J clin il Tglisll poaall st
A1 azi Ui e Bl 5aY Tegaatl Ll (BUT) 3 Ledyhss p5 23 (IBM)
& sloas (IBM) ] pgadl Taa3 ol GY2Y pas dy O g & ola—ull

4 {_%_ alaay 3 Jabaall o s M) Saa (108.73)

International Equity dal gull Lugit]

Oy . plie obadl 580 9 &LML’:u_faerlér.,ﬁ.'ﬂ plafnal s p 39 000
East India Trading Com- e, la3ll sgll 5050 85 58 4 Jahsdl als agas
caty Loy pb By ey ciad ab ciliappall 3 ppedl Juls SVla plinsy, jpany
3] 28,525 Laansy Lasalll TuaiSlls cuas plifioss] Loy pud Aaalyia Sk
T i) 3 o ppenndl anl 3ob el o b Hie sl @ pipdl el
At aal 3 Jelait) Va5 papss g o(tavern) alladl anl 3 pgaels Jalasll
. [cofechouse)

caly 1994 ale Dl 3 Baadl) Sl § ga LI G 281 0B pailly
g os¥s Gaale s (4.9) Gaadll Sy § Uylsl] gt Lidlasyl Tas il
(0.4) Lus i (0.5) Lol 155 (1.1) Sassll ELall Y50 Sl s (3.6) SLLI
LlaSy daaly Labie JI¥1 e L pllall 3 S poas ol Lpdly opales
2ty ¥ Sl pliae 3 Laldll jyu ol Spia GlelS plladl 3 ola el
LI YL LllsS pas e

il 3 TSal) TN Tagill Cpa Towil pa U3V G BULAL & LflomaiSy
3 Tase LUadY) Lday) Tiua€ Lol oda aldl 132 3 Jleifl gl palill ) fpna
- (33) Jyaadl
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(GDF) s Lot L gl L50) Lo (3.3) Jgua

(GDP)y &slll dass g2 % s}
163 Baadl) Z5Lot)
1 Basill LY
70 oltall
6 )ag
30 o Laladl
36 L 4
28 Ll
|5 Lol U]

] Baasll Wl ol (% 163) cu Lo rlAS Ll ) a3lel Jpu ol fa b
Slel o olSpall wule waiad il gl el oli g il sdsy Lokl 3 (5015)
Sanill ol i Sad Laladl TEWI 1ot Jo alase ¥ LG Lol L)
ol e 00 TEDall J) 3 e 0550 By Laladl Glesd] e o€ ulaicl olia
woal glal 3 (equity money) =laal) ] Guidl LEW a6 45 fpe oLl pal
LS e Leala Tsla placal g5 slead il bl Lol sy d Ldll] 5
Ol Lkl Lad i e SLdY aeg By plbill a3 (Sae o] Lallasdd I
S PP A O DR 11 B

Ol e (dual list) £ g £l 3 lpgd 0 il ol Wil aa
AT L8 i3 Upaasd UGV e 361 40 ] 3 Ledsh i LS00 0 pp ]
@ Ll dnass franaS e Lal ol Janyy pgs) Taa Sacls il sl g
ama obb lus Tigall 51 5, ol sle) Sl alaoall Tilly o pia ¥l il
= Lt ¥l LIV o ALAEY Lilae Wppus JI BLs] Gty ol Lalas .
Lol = Buaaia cilas g 3 Ll ghss i ele & (Royal Dutch Shell) &£ & o ol
B BYEAL BT p gkl gl slelpa
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ala Le Lgpnwe 2SSV ga Soa Sl clb¥ ol ols ;0 3 sl gloddls

(Stock ex- agat) Lun g poy (SEC) po Lgilloa] Jiaed alaall fo o il

gl ol Lyl sl I..JJ... Leie Lhiaall obaglall gl sy change)
U g S L s ] o) T 3 ( ALEN) gl

How to Buy an International Stock S0 pg el ph Ludus

(lalien) Ll ua (a) g a0 ST 3 Lasie pgesl ol A8 350 5o e dllin
ol oo sliie apul g pana s ol ad Wy Jeat] ikl ol 531 0ad
lia HIE sliswil) ciaiie 3 Wad Lalas ppal iaajp § paeit! gl
de Jli Al (NASDAQ) ens LEaal Sland § JalaT Luial 155 (250)
L8 ol pilay oV emy flrd s oAl Lulie 335k (JLSH Juaill 3 La S0
de G= Jiad (ADR) o) slsall pgud e (American Depository Receipts)
33 (ADR) 5l Zuu il lass¥l gulitly . Saal bme ey Biiay Lsial pg
o Jall gams LG pgeas Jaladll plo L el Boade Dudal ppal Je 3 el
cpee (100) Ga ol e & oS5 (ADR) OB ppon J51 (Rlld] Alaall) ol

T3l (Sasi (ADRS) J¥a e e 5l padde gl peadl 55 o 1] L
5 Tpaly e 3 L2l Sy gl fho o pieay JiEas O s als 3 6 e
Lol Licial Glaant 3 LIWT 5L Y0 ASLAL Jaladll audaiil jlusess paiiueall [ S
o Jldaly Tane (160 93 231 oaally il ol @ 1 S8 il 3led 3
Lo ¥l Bashll ims Bl ltaall ol pay oL o saliall Lila ¢ 8,
U pall o lald oy iy (sizable quantities) 5 08 alasls 23 Jaladll plo
- il Gl 3
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pdmadl LS 1]y el pldl 3 Gadl clllall 54 S s @ pall s s
fra 5] TyLis (50) galow (eleas ) el Jlaa ol Llas (150) g gl
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(shrtd) S} shes w5l Hlss (150) g ablun agall jau oLS 13] 5ol
Gadl ol Sl allle o) pa FEa3H g mall g Gl ke (s (50) 5 5l
(300 pguad) Las3 2l€ 13] ade (obligation) alsil< ) I=._i.l_'J.J'l sl S g :LJ.JJL_.
Dol (- 50) oy (ien) oo ol b Tai ol Tl

g s (T) paslal e (The owership of the put) pall slaa £, L
Om B gl Gad S 1) D e et o g8y ol sl s (D) el
2 (0] pgaadl Lod 2l 1L pdls U ppd Loy yp Slae janS 5l (100)
obes (O0) o pboss (paddl L) las (100) 52wl 3ol 546 (T) Al e
Al i 55 oy Laad iy Gadl ans gl Sl oYy

Ol <l Luaaly (°45) Lghs ooty puud JS 3 (@linill) bghdll ol Badl
s (combinations) ad gl J¥2 o (emulated AS) e LU 3L Y Lol
woal Ll 5]

s Lad saly o 3 el i 13] (T) gustill Wiaa o Lo Soas
ok Sles obldiwall fua wudl L) sle gias dlis sl ﬁaﬂ'tﬂ_ﬂ1hLJ
sl il 3 Al oo dna T ala eled LS Lewds s Ll Gl sla L s
_ UL 5 gl ,;;_-;uul aba¥) sl

gy lgally § 3uBas Tlle LS SERAL 238 3 gay i g4 b oSl
AU GUSHI sl blia Lkt (cost-efficient) Ulad WS Jiluy o35 40
Lo Loy (180) 5aa 3 s gy () BLAIN o pgas B o] o340 3 i
elibd pgsall pga (100) Slibiie pu wie fuglall el § ol Lalias s
Jlos witad w5 ppeall dlladl s, 1) baSy Gt @l jawll o i
(buy along put) sl pas JLs eled cli€aii Gaud 3 ALELY Leaa 13] o jlud
paall Dld Bla B I ol ped W sal fasdae lie ol L

Gl a3l Bad clbaiiadl o) 8 clbadly clabdiull g sl il aal
3 GaABL O a8 G ggdl) o pge 05T Gud aagay Gl Ga abLa Lay
O casall piiad] faBl s sl a8l Bas ppein ¥ sl iz o)
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5415 Lo 3Ll 3] stans gmidg elld o gl 2l y oLddl Sllad Le Al
Aalyae Loslasll Tubeall

Swaps Laslall

Ll 3 el iy 53T e Juy rgl Lol ol sy Lpaul (o peiiy

pilall Baandl LI GlyadU g Yale el Tomal Gl Gy liza sl

] kel de il Sle ghoe Aals Aad sl gl olé asde Ll adilly
{two counter parties) (el jed k)

(currency swaps) citeall Lislis s Laslall 4 il g3l JY) Jeadl
pias Bl 3 i L& patl Basill sla¥ il 3 Jua¥l Lgiho ye el o0 & Ak
Laanall alsll e ale p3ally piall i 4 Lol albe g dall Hasdl Q asea
oo 185 ol Lo Ll o) bl pdcs Bule (i Spatimad] Jaal aallgs
Slaalls slastl & Ai o) Akl e ol ale Ladl Gus¥l Slgally a1 =lagdl
(1o minimise exchange r-atl: risk) Joball Jass shlie 8addS a8l Sl
bl dalyie Flanll B3 ol ¥ys S50 Baadll ali¥elb ool ABYY a5 ) e
pinall Lal] sie Loajll BREN JUL il o= G501 (Jalsll) i pall 2Ya s
3 ailasadly alsll 2l pbd o i l::.j'd..;ﬂ Sl J gl lgas e Sos
Jl Jsad o caa Sleall sia plb Jpaall Gy Jaalh plaall lay Lasie s !
Lag (Sl Mgt Loy S I kel LA Sl i) pdo ya i) Y pall
Saally ¥ sall gpe B eall Lkl e all il ¥ LS pal altall cuals
B pall jan llia 3] LA oaTid HaY]

sin e ol gay Ll puSally 058 o ot ol Sl o oA Al
3 Jmati Ally SV Naalls Bl Ladle oy Saa 3l LY G
(identical but oppo- LuSlaa 81y fplie sblae 4l =laal! sia il
Lol i o 13) pall Jas o jlalas Ui Lagia JS OlSabd |4 site risks)
. (swapped liabilities} L5Llalzal
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=LY I 3 (a debt obligation) fps phiall s LS aall slaadl -
Gliaddy mdall pue ghlae) ol g gl Loa o S0 1 FLAGT o yiiiy g Soa SE
fus (swap agreement) Lalia W) 3 wlaall Jao e 08 3 (gl
Gl G4oY1 3 LoaY SLaall Slalal LLS ada e S sl SLiall il
Auaaall oY el 3 s pa] ELa) ablall G adal oY) slaall

Leas 3 LU Lol o) s b s 5 geall olgs olanll Laalia )
Galle jliaal oo L8 aa¥l BLEALN was Y AL (815 Sl GIST il g
Thusill Sl G Yl Cadlé [lasa] Lo W sl oo 5y G Y1 B Ll
psw (perfectly efficient) Lila 5o 53 Gualadl gpa Tl 31,,Y1 Syl 2ol 13)
alfd

(Credit SLaia S0 LBy had SeliSh Lol e L5l Gl 251,
A waa laa) fas pob ol adde | Gall Sl 3 Saas 85 4 e 5 B Risk)
Jiaay (Less credit analysis) Ja1 olaiel Ldas b o Leals 3 £ala 1) alaal
G mslhiaa] pa Jo (500 Gollall LAK ol 13 Rt a b ad sn. sl
pid Lagale i s 250 Lolals 3 (%08) Laad sl 4aKS e Tplast) shoed)
iy (100) pdss sltie ) 3had fleall Lasulia Gl ade oo aldl 3 (%9)
. [%1 = 1100 4 Lis ,_,,uL.,..i] (100 basis points) Ll

Lia opphed | Al (swap arrangements) Lolill ol 5 e 530 plal olia
P le faal ey sluedl Ll
Slaalall fe g gill 13a 35 ; Interest rate swap .51 Juns Slaulioe - 1

f0d Jolia (fixed rate debt) culs Juve pas Jubis WLE U CELLY] oy 5

aals jiene die dees; SLds. B e (floating rate debt) p paill | Jima

aal| liliia (LTBOR) Juad ghoa 58U Juse s a3 o5 Sy olgien uad

JMS palll waWl 8L SYaaa Babite Las g slasll el < 3G (T2)

i pall pa 55U Joss Laulla Pt R R b P | I S-S | JCN P 9 |
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o ATy (Slpiaw puadd) dpall J] Syl Jare congay SLIL g Sy
ALt Jaiid] apadl) 381 Jass Sle sias i pall
ahﬂhu.thLﬁJgdﬁgd*a.:Bﬂﬂsnﬂ&ﬁwmpsuﬂhﬂihudnhhégﬂun_l
(different indexes) Lilisa odat b T ye cfuall (81 po il Jona 35013
Loy (30) auly B33 oloie JulGe (LIBOR) Jana dll Jtis
by il aal asds lli Lin gauy : Timing swaps Sl gidl baaalie - 3
5 e el e AT il by (e s pulead o) Sl
aisy o n aiS (sWap arrangement) Luaylall =l 3 sl Laa o
Las bl =aa) 38 Tyl By pdskll slalial 223 Lo lgasaal
Bl e il 3 palid el palll aghall siay Biadpad aladylia ayie
Al Gl 3 Ll Lolka] e cuals Le gl Sale a By o aladl

: A glas Alia)
2 (1) Jua

30/6 - 315 YLV ppe ie Ehija ol LI Ddal) el o] ciead
(il Lo gy 5 paa 30/6 il )

L5l s (e Sile glas

£ 3155
peaall o) A1 paall el liaswyl
%9.25 %9.30 %0 %9.10 289

fom Lanail] b Lo ppall lld § Sl (1 Lade L (120) sl 1€ 315 3 (a)
¢ Dudadl i of i Lpada enlgll Teas) Tasill

§ g phaadl Blall Jaal LS santilly dhadl 35UN Jras pa Lo padl 2l 3 (b)

Jusa 3a Le (JV6) 3 dosns cunby (B/5) § Luapid) s mp il o] 0 Rl ()
de bl 1aa Gl =) 13] € sla el A6 JMA e Jeastia il Slall
g Hsie Slall 5y bile g shem gulas]
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et
(a) P = 100 - 100 (0.090) (120 + 360) = 97
(b) dbwcudl 3800 = 1 = [{100 - 97} + 97] (365 + 1207 = 0.09407
A4 8l = ¢ = [(100 + 9779 1.00 = 0.09707
(c) (97.00) obslualhsin S shoidl S il
el aw = 100 - 100 (0.093) (90 + 360) = 97.675
aly s 3 el = (97675 - 97.00) + 97.00 = 0.00696 = % 0.696
gl Tl 550N = 000696 (365 + 30) = (L.08468
Aa il 280 2810 = 100696 7539 _ 1,00 = 0.08805

: (2) JGa

s A (151, W) (pdBae fnda )l alia] dans ye L2 slii Ge pilas
wia sie Had 3 Jahill ol ase @ eMalas Ll uie o Glall jLa iyl

g L, |

S |
ikal pesall el piull Gliaiwyl
(BYEY) U1 4o 5 LS
8.851 8.70 9 1715
8.970 3.75 9.10 2/15
- 8.79 9.12 315
(GNeY) V15 3 le 5 Lg
- 8.70 B.30 215
o 8.75 885 3/15

it 4 i€y (Lenas¥) Laghll fpa Loass) sacall ga La (1/1) 3 e ya LS (a)
T panll Wias jaie (o iy § (JolSIL g 14 i l) (1/15) Tujall i
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§ padl § (I/15) ujall g ol oliSan o {"514 {1/1) Le (b)
B gaall stlall ol oyl (C)
fosG 3 AT ol Granal Laad s (10) 2l (3] SLsall gy 8 L (d)
(1/15) 3 pas3y (11)
: Jaudl
(8) ol il aw = 100 - 100 {0.087) (14 + 360) = % 99.66 Luawul Lasd
ol e = 100 - 9 (14 + 360) = %o 99.65 Liawl Lo
(b) Glisaaatl] fusltl aLYS sae =30 ( Jan) + 28 (Feb) + 15 (March)
=301 sa) + 28 (2 pl) + 15 (3 sp) = pp 73
nl_,-.'d1 A '%93.21?5
ol g2 =% 98.1507
(c) r="%9.074
(d) !l = 9854958 - 9821758
Jliua = 33200
D3 Pl
a3 e (ane 91) olsiw 5aals (1) fld a5 e J (bidders) il il
Lo .by | basis point dhis pulu) Je i e pa gl GBS TS 550,
§ pase S5l Gl pslia Glide e
: Jadi
BP | ja. = LOODOOO x 0.0001 x (91 + 360)
= s 25.28

: 14) Jl

(10/6) (1/6) 3 GHEN pgp i Tigsill ohsiaad Ealadl Slad] il 3
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ezl |

&.HJI ol _pddl
8.80 0
0.45 09.50

ALy
(AMeNY) 1/6 wie

30/6

(SN 1006 i

Ve

v dnaed Zasd Gyale (1) o) aa s el AL pa La (146) Ll tic (a)

$ injall el

Aol Slall sall ea be laid Jgandl 3 sallall g olall aem 21 5] Lo Mo (b)
LU Ciaall 3 e ki3 LS (1/6)

3lilly Tl 525N Slhae o e (1/6) 3 Busall cliia pasy cuisl 3] (c)
Flapidlial s s L 8 Ll T8

Lass (10M6) el Lpmass caad o5 (1) 3 Tda cliiw cufdl o] LaAdl (d)
Lo § Loghe Lowd JS sl (Lewdll) pLSU & luidl 5 1 Jlade g Lo ony
T o ghad) g hoal! Slall o4 Lo 8 Boleandll ) sl iosama 40

{a) 1000000 - 1000000 (0.088) {20+ 360)
Slisu = 99291111
(B) shabll jauw =91
ol 1w =91.20
(€) s ghoad! Tosnaalh 3250401
r=[(100-99201111)+99.201111] (362 + 29)
= % B.ORG
L gl 8,10 5L
r' = 1.0071395 36520 |1 00
=% 0.367
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(d)y r=[(99.47222 - 99.291111) + 99.291111] (365 + 9)
=% 7.397
¢ = 1,00182 363% _ 1 p
=% 7.671

 (5) Jua

Lo JGH el psdl cdBa 03y pas (91) 3 Sl (2) Basas ia sliiw 8540
¢ (noncompetitive) (rudlioll & (Bidders) o oAbl dalulon g3l Slall 5a

edlaal) el 25l praaa
Competitive Bids Discount
A &y gale 200 %o 8.50
oy gels 400 B.55
Cagaks 600 8.56
Suals 1000 B.58
ogule 1500 8.59
Soaals 1000 8.60
geiliall pi sl i
Siga g gale 500 NA
: Jadl
(3) () (1)
3xl Eyaadl e i St pranill
% 1.13333 1313 200 % 8.50
2.80000 2623 400 B.55
3.42400 40 GO0 8.56
1.71600 20 300 B.58
% B8.55333 100.00 Jlasa 1500

Jaadl ausd () galiog (Noncompetitive bidders) Cpaailiall pé G iddl o
(% 8.55 1/3) Lo.asll (weighted average discount) 257 sl

r=% 8.864 r=%9.163
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: (6) JUe

Al linay) Gealie Ge oY Blall jlauyl s JGI sl

Y1 Byl Laileall Joa¥fl Lo 3 sl
Front-Endload Net Asset Value Fund
%3 33,37 L\
PO T TP | 12.88 H

Sadien J8 3 aliwd i bag e S Gaaiea JS 3 5lus (1000) el 134 (a)
. sl
T (NAV) a1k o5 (B)
! Jaudi
(M) pgl = 1000 - 0.03 (1000) (a)
Ly = 970
070 + 33.37
29.068 = ppu¥ Su
H agul = 1000 + 12.88
T7.6= pgeeal e
Waindl Jpanl o ppsn S8 Lad gl Loy 3l (NAV) plally sun iy (b)
OB s S 3 ptiall Shay 00 (Y ppn US Lo Lo Loy s § Latnyl
: (7) JUa
abn s dua Lglal 3 WY eabieall sal fe LULSN ol rglall mule] 4 3
Alle gad o¥ass S gl § Gl
~obis Gada 500 = ] puadU Tad gl Tasill § gocs
aula 10 = silalaly!
ule 7 = LS ppas¥ i
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g 51 Jgaatl Glis La3 0 L (a)

sue 34 Lo (no-load) o 20 i laae e JLadl p gl Ge 3 gaieall (LS 13 (b)

¢ s (10000) ALl Lysllay 31 agal
s sl
{a) (300 - 10} +7
_JL-l:II-I- Tﬂ Nﬁh"ﬂr
{b) 10000 + 70
agaw 142,857
: (8) JUa
i3l 3 gobatinl G ysiaall pps JEI J pan¥l Jlia Easdl Sany lila
13} Goluall

dadiall slus (10000) jlea patiws (8)

Jui s 5 ale (20) jidsas Sabayl Lo Biiall TN 31550 Tk pundt Lupilh (b)
-n}hﬂ [ﬂ} sl-_;.'hJ1

.{h, A lj.—_.]l .,_!.:.1} éJ.J:u.n.H é b ,"EJ ;.:.JJ.-; EL:JE _EL'EL'-:.J I:S:]' ,;EJ..L-I.HH-“ I:JJ- {C:l

- ,_]_-.._Il

AMNAY) J il ()

s T2.86 ) sl 2.86 ALU cra (NAV) alas (b)
s (63) J] sl (5) jlaas (NAV) i (€)

(9 JUa

Laglisul Sia o dbiall i Lagd sLsal 5oaly gui-a diad ) pa Rl
oa (05) aie Tabadl wi plu 3B =5 WMy pdall pae jlai (marketability)
BlaTwY) e Glall (%68) Ly paaid sLaGH Lal (3lEaSwY s dlall
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pl il s a3l ot Yy (F30) (ia L poded Jadu Lasic (a)

LBkl

oo Ol e 3 e wall lasie s Ly pal) 86l Jolasll i s La (b)
kil

: Jadl

s o (FB5) oa Judil Taadill alng Fo5.6 = (03 - 1) %8 = Tujall si (a)
Lusall

035=x®5=(x-1) %8 (b)

s dusA)

Gl Je SJUL 51 400 Jeladdl JMA s LSS t_IJQL_. headll lia 3la s,
sklall e Ja—a¥ s {L.l.h..n...LI} Legill Caliayl .;_,:..L_E...;._'.J!I Go=adl o =1
5 A LSPN [ ) - SR RPN, B RS L o8 (1 B VPP (P e SN SR

2oLlEil Eads wile o¥ams fefiE Laalill glet)
i) Fliadl L S5 1) Gl §eudl slyal e Ll Gla¥l gus ey 2
O pan Y FEaS L) L) oS Bulad Lullad Gomadl 2lgal Lal B 60 Saaly

-"_-I_I.I.I

poasdl dia k) o Lala Laoh JHA (e Lo ddl ol el a3 3
o el 5 T My Ak ) 5Ll L gid) Slall 2¥ax s o) (3 el
Aquoted discount) Jlall awnd i

Pl Dl e (S5 Dadlasel G gt Gl TaILLE 3140 o] - 4
gl jleatl ol 3 L Jalasll pi @blew] Slaliill (a)
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el lasa¥l al p2 3 Ldshs pias pla clalall (b)

Tpaly tig ol o gl Sl (o)

Siee fa LgaudUé y (supranational) €363 slabd Lise old slaball (d)
s s Lo il s Lluill Lo gSall claball Gl LS padl foall 3led 3 -5

GLu¥ Ll cliuandll Cieasie 3 28l il aljlica] p yana (o (F548)

A%30) Lot al s J3i 5 O gaall LU

shaia¥l Baaliay | el gﬂl‘,} a3 dl) LU gal =l G5 3 Wl alsS 26
adpatl fe dibis. Cila) 3 (well-diversified positions)
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Sl | feadll Sl

Jars aSleaall el pd] Lilas balad bl Sudp il wal fe cm gt b= 1 .
(FT.68) 343 Lud pall N pulill Jaas Lal (F7.53) o1 Llasll 5149
Totadl LY e P L rall 2 il e Sl ¥l Jld o) o g
¢ dgtaall L3 e

e Sliial pala W ual il 0 U G g Sy dige gl iy e -2,
T LIUE 54Y) s3s

fo503Ul (LIBOR) Jasas suals Bl =3 .

(STRIPS) (o Susis pli¥ §gen oLi] 3 i, 1] 4(STRIPS) iy il — 4,
oo Bpeae Sliiead Jof Jlewl; puS gl 2l (mheleal) 355 B
i G plaedl i, B ) oSes A ELEL e Le altall gaa Jai

G LS ol s allie Ha g gesds Llle 5Lyl § Gyoaitul) als = 50
T ohlall sis dauk o8 L .adgS

¢ Bl ;:r_;l..d:lﬁ-w'ﬂ M[:*J,l-ﬁﬁil!l‘-{'—,‘_ﬁu“

§ kbl Lol diadl ols (e dladall adlidl o e — T

LW LA Lislall agpeatl fe dalos sl 39 sl clle sl 51 -8,
IS O el s (50) pdis cp AL e albdn wll Ll Leal Ll
c-.l.ul:'lu alas) e I—:.‘_ul CJJ-IL.I:I:IJJJ- EJ‘L:I_HJL ,|'-_|1.i- .J=I|-_i-.“-_l- -EJ_-LIJ. 'tl-u-n
slsill ageal | fra ,;,.i.i":'1 seadl Gl Ula 8 3 il py by JI5
T |:_;.J-un-:| S Liall Laall L_-,.n‘.lﬁ agadl s r_u.u_tu il aly Lisw |j-
A (75) & (g pumilly
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d—ﬁlw##lﬂdﬂﬁ&tihhfu—éinﬂiﬂﬁdwlwh}:t_ﬁiﬂj
R I BO TP,
H_u.ll':ll FLn.'i- _;1._u'|. Iﬂln;ﬁnia:.!_gﬂﬂ@ :...-._.Hl E;.J.Ju.“_._,a.ll 4 t_.ué.li:h::l
sl
- AT
slzall EMW@JWIMW@:M@#M}
§ (oY o= Tad)
pei LA e pa la siey JuB% s ale A8 I e Al (e)
S 1) Baaly T e pida
JJE#&AJ;MME&EJ&JHJ1}I_JJHE” :.-!n.-ku:_l#__fl.-m.l_.ﬂ—l'—J_?nl_E_gw
Ayl il g T3 Ll Bualy diw § Sam gl pobia (3) Letasd 5,01
R || e ﬂhﬁéﬁiﬁ“@:@ﬁ}-ﬂ;*?hdllh_gm
2Ll by Gl s il
?c:b@iJl;;hah@IL.U!+!_ihi:?;HifﬁgtﬁluhuHIgAlJ-lﬂuw
Sleina¥ gy e (Lo 91) Lpd cliie g Ad) seal Sl Jogy — 1o
B aay s ) Lpelash cladl pu Jo deal Gily S350 puld
: gubd Je TRheall sie i sea) el o) Bl sans iy puled
elph sale] L) |:ﬂ:|
Areverse repurchase) =) 20l sale] ufe 3L ()
eleddul a8 (]
s obs el (d)
ALY i Lais . Ul cllaludly Gall bl La s (3)
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Lpacda i plall 2030 slatii L S s pd 330 T ganis (b)
Adasa pl day pd Byl
liged o3 gl palipdl Blpay & pahiay Bivas paln bsad] jaad e
AR | il L pall Al e s 3 Blall Jg (k) e Lt (d)
|
C Ay TSl i sl s SLI el — 13,
(foreign-domiciled) ,.,.m.J Al 3 Spaads Sugdeas Lod s g0 sl (8)
- (SEC) o fpdaina s
Ll 0008 3 g Tosmy oot 3 Sl Ly sl s (b)
Ol el pé o sailiecall L pall lelala pad o (c)
kel aualill wias (d)
il ol &€ ) 3 Lolte ) alaiwd) e JA ) Sl cilat 14,
cheall S5 Sl 3 clganll Tas aao€ padaw o sl ()
kel Jas Jla 3 alaail dad Je¥l ] sganalls 1Sy a5 (b)
L3 3 Sl ol gise $S1, aT Y (0)
(contingen! on) Je 183 Go 3L cile gia o S0, (L5l) piss ¥ (d)
ligd Ll 5%, o) s (ol (income of the issuer) [iaall Jag
o pd)
Lt (92.24) e plall Tuja b ) Las ~ 15,0
Jbua 922,75 (a)
alisa 922,40 (b)
slss 927,50 (c)
adadal Cfa Y (d)
gt o ol aluie — 16 .
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Sl sl Lgalle -1

(International Syndicate) 4 a0 Tua Lok S Lo SESYI -2

OIS el fppaiiad Jlauals pla -3
3,2,1 (a)
(i) 2,1 (b)
(ds) 3 (c)

s (51 bl (most) abas e iBiaS Waakedl) plAY Sl - 17 L

pbeaall Gay okl B4dlly J el Lseie (8)

oliug (1000) g 51 L8N Tease¥l Lysiasi (B)

(381 51 T 30) TWple 5553 ke FlEaTLY] LU LSua ()

(Multiple) saxie Gliasal fals Ll (d)

Alay lus (12) pleey £€780 Buabiall aal cyiad (1) pasls - 18

Gl de e Ll 2o Blae Godiall (NAV) Jiad A (G lea)

de LG Jalpall 55 il o] oW Blal 5 paieall LS Ba of 20U

, B gtiuall (NAV)

alegise 3 g 8 G saly (Hlas) Gydieall pliva Jo¥1 ppadl 3 (2)
8 plall LU 30550 L3 geall Tasill o) 0iiS Ly biSsa Al Gl
i

ot T ag e JEI (Gluall) Gpaiall Jan sl GLAI paall G (D)
|

g JEI (B1.50) oy LWL 5141 Tl cand ) SIGH ppall 3 (€)

Sliaa (14.50) iy gl woda i (g Al polill paadl 3 (d)

Ll alls e 383 Wla 3Ll Gudieall Jphss el 30} gyl 3 (2)
calgll pgeadl Slas (3.50) jluia

JE aaly (Slea) apal JAuS Lol ) 5 yaiaall pda pualadl ppdl 3 (F)
bisa (3.50) Layud Lo se el Talosly pgun
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Laialtl Jha 3 paliss¥l o] Loase Bypees pabdiue fold i wil Biad
e age Lslaiioy) Wiall J) TGN Saupl) pgeet) 1la] Lpams Ll s
B S Lol Uidas ] wean pgme GLs] pe LLALE il paliadl Laig
pam abay) dagms LAY ga Jiaw BB Slela palisdl L g P
(JanaS) Lolaiin dias LY AT wis age Lilia] dua DLl Tiall
Alaiayl iall Jhi LB 3 e
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(54F500) & Lidis dige plidiul pagiilly i)l (6.4) ki

A
(ka5
%] | 1] Rizk
-’i ik / duiil Hislatl Total Ris
ﬁ .35
i i e gia Jolia Diversifiable Risk
j 0.25
-1
i
0.2 —— ;
Nondiversifiable Risk degia pi glelia
0
||r1r|IIIIIIIIIIJrIII'|||r]l
I 2 3 4 1 200 ; 30 40 41 42 43
,;}H.m'.ﬂ Sl
s glaliny dadat)

3 Cald Shall alaasls (6.4) UK F s 10 Lball Laay slbel sy
Rl dsas 9 Buin Tl pgn lytiall JLa 32 e Il Jgandl
Lafh Lalad sl pAlGy 5 s o 801 dhisles M adad 50 al (average results)
Sl Al Lay S5 Dl 3551 i San Ledie Bpaf 0 @l il Bads
el AL T 3 5080 (L 50 e S8 Bilal)) 58 Lol ) kal ol
de oS Dale &) gumy L Tgaliie 00w (6.6) JSa ol SLuatily allal
hﬁlﬂié@%@j;ﬁhgﬂluﬁﬂﬂuﬁfw&mm
el e B s alacls

Systematic And Unsystematic Risk (bl a8 eeldGll sl

il § 4l 8 Tl o 1800 e Taslal 3 3 Sl o3

3 Lagiliadhe (Sas WMy SOSH ia ) gond Ll Toad Lagd o ppde ) 55181
iladl g sl
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il yad ol g3 lia sl Gage e Lgdaiad pSa ¥ JLLAL Jaa ol (1)
halatl mld LU 5N GIS diulie ata0 (underlying volatility) SUsss
ase Ula J& Js (systematic risk) Geolist) Jbadl e Jie JIE 3 g pilly
(unsysiematic alits pé shi Gues Lla G0 Tealally Slall oSG
risk)

popiidl pae o Tdlide Laje by a2 A LUl glg¥l o (2)

(systematic risk) wlsll jhally (nondiversifiable)

pi b2l o) (market tisk) Gyl iy GulGll kil oa s Baley
il gl Gy Sl poe (nondiversifiable risk) ps 330l e JLadl sl il
il LI B0 Sl Lwl wwa w550 AU BLAYI pres Yo 55
J{economic growth) gilaid¥l saill [(inflation) po 23l Ha Zassle Lyaluadsl
L gl Loawbauddl iy ylally o(changes in interst rates) s.lall JPLEW I RO P |
Gaadl) Gesbe Ho FeulSll jhall uled ooy Saley (World political conditions)
aay Lask 483l g3l pasll (beta

(firm - unique risk) Lo 3l pelall Jhall o] Guball pe kol Lal
Lile 30l BlEaYL Lol (e ol Tons Bliie il o o SUH paey
Se M o =lEal gaal 3 Talall g pal Slaa¥) JUL Law Jad o ad sL2AL
wsoat slaal Llle Ll Jf gl 08y Laly)]

When & Why Diversification Reduces Risk lasJl as g3all M Llhy s
¢ bl gl i e 5 dlan) Bdall 3 ol S0 bl oo e
L=y 7 (expected Return) fad gl G Laineyl dhiall Slse Je apals g Lo
Lo il lgall suss Tuame Lalla Gl o) S agd cn Gl LY ods Je
alshall LGy L Lyl Bhiall p paal g laall sty (determine)
Tgaall 5l puindl g 5EAN Lias <l L] Taladl s 3 S sl M
a1 Lagad A cplalla (a3 Ty o -S40 (economic intuition) Lslasisyl
' (B} (A)
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Legil Lapy (BL A) ¥l Bl Ll ol (X) + (X,) o] Lo Al
sae saly gyl (Xp) 180 (Xy) O baps Biiall oL Lasan 31, 5 Mkes
i =l Lyy Ba S ol 000 50,550 La iyl e ol | (Weighted Average)
) B i Bl G hati Y
Expected Portfolio Return = Weighted Average of Expected Rewurns on
Securities Held in the Portfolio
dile = G, Laiial Ladall 3 LU 35,00 Ladyill Blyall g5 sl) byl
pd gl dhagal]
E [RP:I = :{J’l. E {R.ﬂ-} sy }:B_ E {R'E_}
(pot) adud! byt Ll ya o ,laa 1) Gilya 391 1 oW1 Lo i
2 1ia, (Individual Stock) (agull) Gans Tile 3,40 Lo Lo all clil, oz
,‘_I.’I:E u!_!. c__l‘}-l;“ ,ﬁ_’.'.i.l Atz l.;’ gy u&lﬁf‘fl bis I.:.P'S."IJ q{'i.! is not LI'LI-C:]' TS
ok lagaia ally

Portfolio Standard Deviation

L laST I Thia L ol Glad¥iop = X, 0, + Xp Og

Portfolio Variance

Lol Wadall gls G'p = (X, 0, + Xp 02

= X', 0% + K'p 0y + 2X, Xy 0, 0,

Ledly (not true) Tasao pé ¥l ada 085 o (dsi Lali c¥La
Rl aday Myiiclias o3 03 (o), (0A) = Geball dulal gpaall | a3l 3 ada
(retumn interac- Jaloll Slall fl L @ [Cobsll Lalas 3 cpadl aail ea)
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(OB), wipd ooy Cli dagase §ypemy ol pladll oSy T 30,591 ¢ tion)
{The extent to which the security Ll T ol Blgal Lol Al Se il ellis (GA)
(correlation coefficient) Jaul All Jelaay B s |aay retum are correlated)
c¥alall ol Baae (B, A) pgmdl bl il Jolas s (TAB) ) -
Variance = weighted Variances + weighted Covariances
Two - Security Portfolio Variance L LGl daiae 3 (palle 05305 wliuls

2 1 .2 |
UF=[J{Aﬁﬁ+xaﬁﬂj+2}'{h3{ud‘,ﬁuﬂrﬁn

Portfolio Standard Deviation
ap = [o°1"

L lainw i Ladaall ookl cilyasyl

ol sl felail awd a3el 3paY) Jo3 doball 3 Op Op fap B0 o)
dial) oulall Lage sasas Lot Lad Ladl (B -A) peudl i (covariance)
gt a5 el 3) (F1) S i) i gl 3l e Sl et el AL
il s Ll s) 1) e bl s ! Ll (perfect positive correlation
Lol Wdall suls agle 555 L Sl ) [(perfect negative correlation
Cilyasy] b (r=+1) el 13 hadl Ladl (r=+1) Lasie g lall LYl
Sule 50 Dsladl libasd adsl) Jaal) sa Tl ke all gLl
Tl Lailye 50 o S0l pad Tahadoall AU 3L Tty Tps e
i (+17) e J8) bl Y1 Jalas (1S ey (perfectly correlated) 226 5 yoa
(paoll) oassl! Jaall fe JB1 5 s Lolann ) e all g laall il
LU 5,00 L jlal) Slilas W
(Whenever the correlation cofficient is less than (+1} the portfolio stan-
dard deviation is less than the weighted average of the security standard de-

viation)
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(Individual security risks are (453l LUl 5L%] o dalia 585 0y
ALY e diBis ala i ped s (T4) JS20 o BN el o] offsetting)

TGS bl ) SMales (7.4) i

(%o Lladl} +20 I = +1 (A) el
+13 (i) el
+ 10 e () et
+5
_ il
s
- 3
- 10
(%o Lk} +320 ;=0 (B) s
+15 .-"'. (1) agalt
+ 10 (1) il
+5
i gl
i
-5
- 10
(% slali) +20 g =4 ACY e
+15 (1} agesalt
+ 1
+5 J"'."\.
£ i 23
el I o
5 "'."i \/..-"'--.
18] - TR () et

- 197 -



pmld Tusaally g casly sladh 3 (- 1) pgedl Yo Blsall yaTi (A) e32dl
A3 ps g obans cilpadl o) ali e g () pgaalls Tolie 5L spdd Gli (A)
Ar = +1) fua (Perfectly comrelated) Lot ol Tosl s gl e 8lpall 1l
Llgalls Bugmpe b (- 1) pgmadl) Blyad) G T Sl JEEH G (B) el 3
(C) 32l 3 (r=0) tua (Totally uncorrelated) lals Ladie pé Lagta K o
buls 2l Slpally ofe slasly paadl ey pe Jladulsy et Slpall Sl
{r=-1) &ua (Perfectly inversely correlated) L_J,..J:.u. 1:I_'..
: JUa

obias ilail s (%12) Loy gluds (3 de Sle bag fpag o) p2AR
3 ol Lod e salay b ppragoal] §laliian) dall jha o) (%40) o503
Lie (26) Jyaall 3 3 0 il Shad Lanstlye g LS Logha S
(varying combinations) Lilias =lid ey J(0.0) J| gl LS, Jalas Je
(LS Al B il palally b ¥ a0l Tolada ) Taiall Sl gl
i) 81k e Ao pazas BlGaY] sie cobdd J6 Ahadadl lla o o d 5adl
e gyl Bl el e (24) Jyaall 3 Suslpll Sblall 1290y
Dylaial Jadts Lol Gl sianay iad) jhd i Tobhie Toloe s aililyaly

e (g5l B3 ) Jabaas (papes 0l dlilas i (24) Jgaa
P 3 eyl Ll
il blal B A
%40,0 %1l e 100
33 %12 20 BO
288 W1l 40 60
283 %11 50 50
288 ®l2 60 40
33 ®12 BO 20
40 %12 100 jeo
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130/ dhdall ya ligiows Sal ) Tdall jba o) Gladl sblodl 3 4 ok
SMlalal Lol ) dhda. b a5,k Al TNy el Lol S0)

i giil] AiLal

| Y Y

3

%20
IR
T 1b

o4
W12

10

Tl
o

%2

w1a

®l6
=14

12

ol

(8.4) S8 s (A) w3l § alld Bady Liba. Lis)

i jladiunyl ! Jad fe 531 &30 (8.4) Jed

I 151 FRCE | R (A) eyl
fusbte Ltins cliliasly (R L) pgacl puce

ARt

r=‘[|l.5 r=10 f:ﬂ,s 1'=].ﬂ

Usdaall g laall il yasyl

Bi0 %20 T30 Todlh ] Fild

Lalall agisdl e di (B) o3l
Qabude Lslaa libadily E(R) 1 et g

r={.0
r=>03 r=0.5 r=1.0

Biaall (g Leall dlyasyl

o l0 S0 30 Fd) Ho S0 ol
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A s it GoliiwY) daiall i ol bla Yl Jala palaiily
fa ol BLEAYL oy Tl Badall jha (audad (Sey Ol Gadally
Portfolio risk can be eliminated Llle a6 bbajl oli Lasdlse 2018 03] J5a¥l
by holding only two assets if their returns are perfectly negatively correlated

(i ll) Tudaill LI LY s Biaa & 3 Ol Laad) ey

NA e L) Thiall jhi adas Ll pue Ul 3 is Sy
Bk e Lpaiiidd oSa Gh il ab BLS) Sl ghlle oAty Yo Jpeaal
Jaaadl o (A) 320l pli a3lyll §y - (Judicious diversification) afadl o yisll
5% .(The potential for diversification) < aldll Jeisdl o Sl e JE 43 (6.4)
5L e 5 Talaed o o) Jumas 1ile G815 ¥l (on daid 5] e Jela 3l
bt ad 13] ¢ (B, A) ppdll Tllas Ljlins Slilaily a3y 50 Slpas LU
Bl alatl ol yadee Lolina¥) ddall sbd ol Tlle Ti, JS O Sl udly
sie 5205 Lhaadl Loll ayuadl LLEN Ba3) (6.4) Jall § (B) 3ol g sl
A 5y

S el 5 gans Dol e LMY Ziy gl Blge S 1] Golal) 3 4o 5 LS,
Lokl Laalill fe 4Ll (San slaadl o) dlld pay Bad sd) Jli ¥ a5l

o (= 1) e bl s - piall ] T slaee Ll Tl e SlbLlisy] =otS 1)

g (Luball) Ll sl o lsally piesd! paaal (2l o) Baels
(0.5 -0.3) o £l A5 bl dlalas

;s e

(B, A) apetll Jo Ljlaall slilyasilly Labysll dlyall of ¥l paA0
Sl o %40 = oA, %10 = E(RB), %15 = E(RA) olé atadll 4oy gy AiSa
sad Tihie Lo aMalad Slail jhadl ol 8de o (34) Sadl %30 = oB
Lui gl Slsall Jumadon Ludidto i clgiue ol BLIA Jobae paliadl
bl pan 8 el {laddl LS S Gllall
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Adall Jalis le Sald 41 cf il (9.4) o
=20 Alae L jlns olilyadly dadgia Liyel
%18
%16

id
r=[5

r=+1.0

T2

10

Tl

e — v ] PN |

Foly

il
".-h-i-ﬂ.-.-i.u |:=_;.L_|.I_|.| -—iLn—'I-—-l-“I

Tl el Fo3i il =50 T

Ldall jhs auiatl S8 (6.4) Eil 3 lgasa s o3 ai glapphs dllia
e uddaie Lol Lasthad ally LW 5l Y0 wasd Uslas caw LoLAS LY
Cdaiiall o dae L3 elyy adlad) g apgill Kiay Tladl Tlad s W) D sl
Blisadly (e Lo pdl) it gl gl a4 sl Sa Las s il
(Bl p2) Lo piie wliiny pgd ol mliling

Slall L (additional assets) Lala) Jyal ae af oyl 2o La Ll
ity (F100) Loy (A) pgntly JLabiandl pay SR Hoad iy Lay, il
oAkl gl Liall Sle ol (B) 3 g gially pludl

The Minimum Risk Portfolio 1 jlaiieal dldal) Jad
alad) Aliiioal (Sas G TN GLop¥1 e ] LLae ¥ b, 285 Lasie
e Ml (XB) Lably (XA} 412U Byl 3 LLa¥l Zpns sl LIS
. soa A1 elld e
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2
Og - Op O Myp

Minimum Risk Portfolio

a’ + op - 2 (0,057,
Xp = 10 - X,
(by A} aemctl g Tuall slilpai¥ly &3l blyal) liasiiod 13] Snd

miie Sl PP s ST L 4 (0.5) 48 BLS YT Jale s o L RS g
D JBIE sl s Jil L

X = [(0.3)(0.3) - (0.3)(0.4) (0.5)]
A 10.4) (0.4) + (0.3)(0.3) - 2 (0.4) (0.30) (..5)

= 0.23

Xg = 1-023 = 077

Calculating Correlation Coefficient bl Yl Sodlelas wlwdal

o il 15 i) e Jag gl il ssay Tl 23,0 LLS) o
b (Tala¥1) TS Tslally s 1 oMol whudal LAS gy d gagrall
- Juli

Covastance between (i) and (j)

Correlation Between (i) and (j) =
Sandard deviation of (i) x Standard deviation aof {j)

(), (1) cpa AL galasd)
(i) 5 taabl il x () glall B!

G+ (1) e bla Yl =

t pGuanlie J Lpaliadewy Lo Sl e Malas cadas
clullada] Je wiwi Al . Ex ante correlation Ll 4L1EL sbaLa ¥l (1)
e S leadly Tbiiill Lulaasyl SYlal
Jeodall Je aas a3 Sy : Ex post Correlations Tuludl S0 Slels b (2)
 Rawall] aSlyadd Tuia
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Ex Ante Correlation Coefficient = Ll b3, =% les

B
W=1),  R® R ®, TRl +lo; o]

Lotie (1) LU 25,01 Jo Slall ya (Ris) , (5) Dladl Lilaia] s (Ps) sua
(34) Jpuadly (0 LN Tyl go aipsll Sl o (R) (s) Dol § 065
Pl e Js Ll

Cp plallaal pdliiad dile Cilpaadl (3.4) Jgas
Uladl zaady K} Jlainf) ble

& gasdl Ldlasal Laaladi¥ s

B i A ol
- %20.0 %3.0 0.25 aleaniyl lugil
8.0 2.0 0.50 Buua
% 15.0 0.0 0.25 Bl

1.0

%2.75 81.75 pigall Blall | Jusse
180.687 1.187 ladl Zulss
13.442 1.04 bl el

Covariance (A,B) = 0.25 [(3.0 - 1.75) (-20.0- 275)]  : (A.B) usdl sutall
+0.50 [(2.0- 1.75) (8.0 - 2.75)]
#0.25 [(0.0 - 1.75) (15.0 - 2.75)]
= -11.812
L Il W Jalas ludal
(0, Og) + (AB) A8l sulall = (AB) Lis,
(13.442 x 1.09) + 11.812- =
- 0.8064 =

Tan
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Tilaa¥! Gobll das Dbl clibadily clylahl da sl Slyall o)
(0.8064) ity Ll LGN Jalas olB JUU 138 3 leale bl

. LG Daladly Slpadl Tesll)

Expost Correlation Coefficient Gabuadl 38 A0 LS ) Jelas

M

g, O

23y L3 BBl g uanld hpatl Gladal Gl b dpgi Babey
soa¥) Tkl L] e s aae aaly Lyie Lagoba (N o atlall oliy
Lol Gshally Lyl Judal] Slall dass gt pb uiad] dw g3l ) 8 AdL
bead) 3 el Al cpliall 8,85 Ga IS oy odlal Uslall 3 Suble po s 503 sl
N 1) gl ﬂ"’i}rha.;_wh Cidenin ) 23 .il.l.'i.ﬂ g Lylall bl =ity

(Ex post galudl 55500 LLS ) Jolas oludal Lias (44) Jysall cruy
e ge Ladiandiall slsall be WIS Slilaally correlation coefficient)
1994 LLa) 1990 sa 5 AR (L€ pad) e pSall DL ol (S&P500)
- 0.46) ke Wile 518 B3 91 Jalas Li SR JHa s

Bl 35 A1 B ) Jelas wladal (4.4) Jgan

1994 1993 1992 1991 1990 1D LLL) 35 0
267 290 291 106 611 T N

1.32 9.09 T.67 30.55 307 5

s gl dais gle ala] ¢ Ja¥l Gslaall
(6.11 +3.06+..+2.67) + 5 =333
(-3.17+30.55+...+1.32) + 5 = 9.27

A 7
I .ll
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-Gl 58l D lall il as¥) slan) Lol gylny)

or = [[(6.11-3.53)% + (3,06 - 3.53) + . +(267.353)2+ 5) 102
= .29
G5 = {[(-3.17 - 9.27P +(30.55 - 9.27 + .. + (1.32-9.27)%] + 5} = 11.609

S A ol 588 o] - TIEN 54k
Covariance = [(6.11 - 3.53) (-3.17 - 9.27) + (3.06 - 3.53) (30.55 - 9.27)
+ .. +(267-353) (1.32-9.27)] + 5
= - 6,944

P BLEY falas slad Al 5 bl
rj = -6.944 = (1.296) (11.609) = 0.46

LW Sledall Loyl (Naive Diversification) poleadl po gl fhans 3,
Lottt dadall g (1N) Lo L8 (N) Lavae Tlla 3yl olod o3 o -l
Oy Lt L33 (i) pidhe bl posilly Dle G,y K § Lajliid o3 a3
Appbeall il 2 B0 205 000 Slsall g Gl e Luli i ol
o sl W) (o s elld ey Lo Tubs 580, 0 1 o 3ala 3l
el gl Glasll paa deliall iabiiad) 4] apu¥l Laals 200 51,4
(domestic ver- Lua ladl 5) Ldatall sy G Jallly oluiidl y) pgstl e
was pe e LU 3100 e (N) gae L3S0 o0 'L..La wle &1 .., sus foreign)
e e ) L T -t U VU F.3-ass e (blindly choosing)
(various LI 31,90 e TABALE phit] fa 4 o philias Lo g D300 syl
. Security categores)

Lol Jlalall mas o JYA e ped sl 8 pem s bl fos g gisll aagiill o
{(feasible expected retumn) Taedly 5 pasns e dile Y Lylaiiw Yl ibia.l
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The Markowitz Model Pasyle pigal

(Harry Markowitz 35 S e (g la) JI asas JuaWl e pdfll w yGl o gpds o)
pla Saa shall dslaly waad Joaghs Lpay cilsy ol aall Gl 3
Al dBdall Gkl e de Go pSasy slalell aldia 3 (Milestones)
4 (For Modern Portfolio Theory) s (MPT) 48,40 L)l ol Tudall
Bile Bk plial Wy g Aall Gupendl G gy G ey cen sl
L1990 ale Glaabud sleazi¥ 3 g
L gl dlgall slyais LS| e Jadl LlSa] Ula § o) S5pSle (pe 23y
S TGN = Yalall Gl LS Y1 @ labae y Dopluall bl asyl W T,
P P gl Geob (e lila
Minimize Portfolio Risk & Lyl dhidall jba .S

o | M M

Sxa2Y

'ﬂ-F — 2 xl 'ﬂ-i + T":.| x] ﬁ'. ﬁ] rij
i=l i=l i

Subject to ! Ly 20 cad
A Minimum Stated Expected R" £ E(R,) = Z X, E{R)
Return Full Investment 10 = z X

3 Lad ga (efficient frontier) se i)l dgalsll o) 5o s8N Lgaall pgpis o
(10.4) JS81 iye (A) ol

Aelall il | gasil 5 ghsll dgadsl) (10.4) Jedl

S ghsll Bilatl (A) ojadi

'::}_-h gt

i et

- M -

£ gt silall
ey
£
(1]
L]

aal) il




o jlafiayl Adat) (az) (B) ¢l

Sill LLall

gl Bl
S Slallf il gl e (B) apdly (A) ppeaall cns gl L3115
Jiadd il 3 e bLall Ll L{rap = 0.5 ol Al Sl Lils &
e St L) e a1 LW 51 Y1 e Tad gl Slpally Loloatl sl =5y
iy fadaly adsie sla) pales ua die Loled 3 o iall Jhal 5l wall
. (efficient forntier) e paSll Lgalslls boay La liay W 5155Y) praa Sl
Je Lolds WY kil all o (Infinite L8050 ¥) Ssims pi slsel dlia
Crildas Ll o bl Basae d ok dpe sy s casead 50500 g alyl
Loy Je adias g paliall Lajliay 3 byl 288 a0y ot la sl
Sliade JBadi (3, 2,1) slaasll Ll el JSa0 e (B ejall) LI aly a3
Sliaill ada o Jdade @l Job e 5500l bl Sy AL pé ats bl
ot Laiill 3l L o] ga il G LalSy daial) o fare (5 flans Fhoad
Jiead (slope) jlasi¥l L) (The higher the curve, the greater the utility) s |
o) iy SRl 3 AL 5aL5 dpalyd costhlly sl SLa 3 i
(highest possible indif- Blds jSas aie Je¥ Luadll L lén L Y) D3 o 1]
UL G a5 LAl el paadinlpl) ol AL o3a aiey ference curve)
il Yty 3 &5l5al) & yhall (Indifference portfolin) T6Lall dtial)
o Lgile Lakaiill Ladil) ciliaie po Jilli .(Trade-off the investor demands)
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ety el Ble ate Baud (4) badl) La) (X) Lol dhially
Salaall el 88 saliadl s oL ) o3 (risk-averse) investor s ksl
JL3aly LAl el il (streeper) st AST Sadll laadl GY apa

) Ll dadally iy (Sas i JiL el

Efficient Asset Class Diversification Jgeol de gad ¢ sasdl aa gaill

SllaaY] Je 4Gkl 0355 GH e yiSll g sl papie SigSole o3-S Lasic
faly mlaglas JI daladl oopls Gl wad ol oy UL Gy Loa sl
Ghutd Leed &l allaayl @ padi L a6 gagatll ol Lala e 3lulSy Y
3 pooly Gl e padiuw Gb ol pay (Trad s TelS Jo L2 i)) L
kl_’.-.ﬂ‘.i”‘ ;.t.__‘,.n.?_n TR LS ey er_tar _}1_;1.“ r-.ﬁ-JE:lL JaC g Baiall .'Ih_'i-'ﬂ CJT_I:.Ln_ll_-I_..uI
-fuir-":'@%ﬂJﬂmm*ﬂ“héa-iyﬂiﬁLumﬁhﬂgﬂdﬁi
o el 3l el ol aaly ey Tl GLaY Lo el olpds
(Prudential Real (PRISA) puls By Spatl slliall 25 oly o Jls30
. Estate Income Separute Account)

Nilasyl s giaad) D3 s 5 all ablpadl Juae Laaul Jotoll 1ia 3 Badly
teign Sl e Gl IS e pane JSI LI 2l alaay Lplaadl
anle pngily 5 Ludala Salils plge pa sli {nominal retuerns) diswyl Slpall
"leﬂ-.lmh'-ﬁ..l:ﬁﬁ‘ﬁ‘alj-ﬂ%ﬁgﬂ‘g‘h—h—uiﬁb—ﬂlaﬁ
Lilias Slee de fplosi (Sl pd Ggoalied] Ll 5 Sl Gyl
o Maall Jgad o¥ans 3 33U Tutsd

cliiw e (Fo0.50) aylais yaisis Jima g Liudall Llgadl oY aae b A3
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(EAFE) o330 oLS Laiw (B4.40) SIS Lujall shiiwd Lidall stlyall o kol
Lo comglss 428 LU cdhalan Ll ] oy Lo JelS (B25) (g baen il
(T ye Tash] Ll Lasd 51) (0.64) Jf (-0.14) o

Jgeotl de gana LGSy rad i (5.4) Jyua

PRISA EAFE S&PS0 23 Luasla jhol Guia ol

1994 - 1926
NA NA TH.93 F2.02 %50 hudal) slall Jana
NA NA 20,94 10,42 4.40 P U P

- 1994 - 1960

% 1.26 %925 5,60 %3.39 %1.26 ol Slafl fane

7.09 2437 17.28 13.52 2,88 el lyasyl
(1994 - 1969) bis ¥ o ilstes

1.0 L sadl sl

1.0 0,64 Ly oy

L0 (.56 041 S&EPS00 5.

1.0 0.63 0.37 0.26 EAFE

1.0 031 0.22 -0.14 0.24 PRISA

2lpiall ada dale {5 Lo o aiiag Lae ciladigl 0S5 e TLSH Bkl

sl alfsll eda U Lwbid Saeli 5iy0 L Ll aldd ally Ja 25 1 3
[require subjective adjustments) L yud pe pd 5583 4§ Moo I Lal o
Lo ol Slebpadl qun Asadl ol Je Jlalh sSlall 50 JUSI oo fai
ol die BOLAN =¥aa s (Pegging) cainl Lol Llladl Ol G olusll s
Banill Sl il 3 pBall gy pSl piaatll Yy elidaal 55 iy 555w s
e Agias aladgd GH a2 Lol Jalye oy clisanadl JUA L0 €0ay)
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s (6.4) Jsandly Anall) 8GN pe Ll 5085 o) (e LTl L3Nl
coaseall b 3 easwll ol AN
Jgeal de gad Ll L fs Slide (6.4) Jgsa

PRISA EAFE S&PS00 q23a Lagfa 3l fu3s olu.

4.0 %10.0 %7.50 %20 % 1.0 priaBadl Sladl Jana
12. 25 18 8 4 e aleall iyl
(1994 - 1969) Ll il oilelas

1.0 Wil sl

1.0 0.50 gt Gyl

1.0 0.40 0.20 S&PI00 3.

1.0 0.70 0.30 0.30 EAFE

1.0  0.20 0.15 0.10 0.50 FRISA

oiel Jyuadl 3 cloglall plodiey Talis Lilide Syas s € paly dlia
Je (constraints) cloasll oda o ppkil poac lia g B piSl Lgalyll wlwsad

pans peasad ¥ claiall Gldnad) Bilad) gaay 5o Loldi ! s al)
Gudlie i fopaiil) ey J(short-sell securities) b o 81 Je SJUE 31554
ki ol Blye oby Lalls Ghgl oo bid Sal aall G a5 a8 ol il
(S Lialad ) sl gy Lo ool § wubgp 33 G paliaall plny Ayl sl
Jlad) JBL 3 oSl sy gl Jela )l olsil) agwl o8y stocks)
o Lgny Sfan  SI) Ge gl Tgalyll o] 8 piSl) Jo Sladl pen ¥ Gl
3 LLEEuM AL cewilly (11.4) JEI § e (6.4) Jyiadl 3 B2 sl 2Ll
AT4) Jpaadl 3 Diasa o (pas pipia diles sba die ) paall e dia (B

ol prslatl L35 a5 Y Y hadl ofd LoLi s ) dsiald o Bady
(S&PS00) 5o Tl Loasy Tsadl oliin fa gade Sl Lacianl) LU
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ol o fegand el o giill et 5 (11.4) JE3 e i3l pblid o gy (3

B SEPSO)

— L. L. ol
Y

R
3o & laiad Bilas g dass 3 (7.4) Jpan

Jsaa¥1 ke gans J el L83 4 400 ol aliyl  Olte  JaSW Sladl dlkday
PRISA EAFE S&PS00 Tagla  duia gLl sl

- — .51 — 9545 T4 103

718 023 1121 352 7786 469 2 2
1816 399 1540 951 5294 6.1l 3 3
2915 775 1958 1550 2802 182 4 4
4013 1152 2377 2148 310 967 5 5
4321 1411 2740 1528 — D64 5 55
4558 16.94 31.55 603 —_ 11.68 fi 6
3544 2062 3404 2 — 1408 7 7
1835 4569 3505 @ — 1718 8 i
126 6177 3697 — — 2038 9 9
- 100} s — — 25 10 10

- 211 -



Sae Ll oa Be i Ggalsh (S5 3 Loa 80 TS G paalyll e
ST 3 Lesh Oom Bty Sl el o 0348 W day LI G Upin s
slaal) g aha¥) Leaasy S Lot il Sl pas Gl Ly iBapuis Wias
obag ) g Saddly olaiut) paalil JalS agd Juaadi BS3e pd 2ads b
el (5385 (T4) Jyandl 3 LAl S5 20 clalisy ol LW 3,0 Sle
- g i)

inll e pemt 13 LSS ga Ll e Bl s LL IS o olliay
Slaath Dkl Lalall e e i Gpalpll o Lasbasial calsdl Lol
Lleall Sladl 3 2a3 ) Tadil] plaag 30 Loldnny) Tiall jlaa] - Uy g
Tadie pS1 cladal o) waaill day e pedan Dl Se Gasas V ot wll Gl
{(more subjective) Lls Gue pud go ceed agsluads Gl alld fa sy Aaiysa
Lilall B2t do 5,3t Blpall g bl 3 aelos of oSay 30 Tl
M Alaiiuls JBS, (Percentile distribution) ouill iy all sa Tyl
(B4 Jyaadl 3 Lo ga (T.4) Jysadl o Tl Lilas

Ailgadl Slaay e o (B.4) Jgas
(8) Taaall (5) Laiali (2) Thiall (£}t P | L |
%8 %5 %2 pdall stall
%17.18 067 T4 .69 sobuadl Bl
- 20.18 - 10.86 - 5.69 -1.64 0.50
- 13.99 - 1.38 -4 - 1.28 0.10
-3.51 - 1.48 - 1.14 - 0.67 0.25
8 5 2 s 0.50
19.51 1148 5.14 0.67 0.75
25.99 17.38 B 1.28 0.90
36.18 20.86 0.69 1.64 0.95
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Impacts of aRisk - Free Return Aaddl e JIAd siladl St p300
Gl LY Se G 8l G plafnn) Lilall Je S 5 33 Ll LES0N ol s

Do Aalia paslas Jadal L2560 3 pwy s oYy (Risky Securities) Ll =l

ey (Risk-Free assets) JLIAL fa LS gt alls faais 5t & U1 515441

Ll oLl

L"‘:'J ‘:‘:Jh shlall =ld ;FJ_E._” Bl o0 L Bddnes Al ala el Ahaie NN | (1}
o6 Lage s Luasddl Sball 3 Slall adsds ulud o o5l L Laay
dlal Lot ) s Moaiil e il s, Laladl o elld pay Lo Ldnayl
skl

JUE G shddly Slall e (Tiddall) bosdal ol bm & & jlaa, 5,000 5| (2)
Sl T Ll 5yl J Eatend) LLatiin¥ Do) o Jauad

i L) el Gy () 54 o geadd] ey e lae¥l da Qr=t
alh e Galladl Lpgad s Ally hladl L LIS 5L Y1 G jae 3 Lol
Ladilye ol Lalia 5085 03 Teas¥h laladd TSN LI 3L 040 o1 oy T35 a
B he pf il padill p ok gay

Gl e USa Ljlaiid ddat Taigoll Gl ol Gl Lila Gas gl LS,
e Laall Slyall (o A1) Sasll b gill oo Shlia gy Jhlas bl WL
o 4 Ads (weighted average of the cnp;:cted retums) LUl 51540 oies
(%20) Lisais s (S & P 500) pthe 3 Jlasd, oo 4503 Los (%80) Linny Lbas
38 (5 & F500) i3 go o5l Sladl 08 130 Jblad) TILA Tl 31,0 3
Sle gl (7)) s laadl T2 LU 51091 e adpsll slall oy (%012)
b OgSe adgall G Lty dhiall

(0.20) 7% + (0.80) %12 = %11

Tl Gl e Lp8e Thiea Jo Slyall S B(Re) =al€ 1] dale 5 4
A3l ld W GLGY p pans J] 285 E(Rp) ol shalice oy gy shla cild
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Expected o (X) o Jblal) LA WL 3l § skl gm Tyl Tl 5y
Llaitid) ddas e a3 gl slall Return on Risk-free and Risky Portfolio
LBl aliy LAl Lila
E(RQ) = x (RF)+ (1 - 0 E (Ry)

|::.4an.-} Shladl =l a5 5Y1 3 Bpatiiowll LSl Lo il ga |:__,.'u||.:...|
Ol I{B}" definition) '_ag_;.i.'-Jl el g Jokeall E._JU.. l_;l_.‘,.:al.! E.;_;l:n_n.t.i l_llH-.l-IHL.i
.II;_‘J.L_L'I.“ Bl el Uolas ) il ddll GIE Gl - s 'i:;-!l""':' (RF) e dlsaldl b
daia ol _ﬁ'_J.:L_llI' il pasyl o (Gp) r|l_'m'..5...u1.|; |=r':'='—'_’—"“ (RF) J] €530
:osa AkBall & lais oyl disall daa ol Bpball 4l

Standard Deviation of Risk- Free and Risky Portfolio
[_;Lﬁ..ll s Llladly lalaldl -..‘.||."|:| bball Ljlainayl dlais Wl ,,Ei;_,lf.hﬂ il sl

{;l.'L_ - |:1 -:{} ﬂp
: (B20) Lhlall =03 LUl 5l 8
0.8 (%20) = ®l6
: d] Zslusn y (Linear) Lad e lally Jhall oo Tkall ) sliisl
Linear Risk / Return with Risk- Free Securities
shall e Ldladl £dul 51570 po h..L.-Lj! JT-LI_“JF_.J:-E._“

E(R,) - RF

Ty

LI 3091 e o a3 a0 Lujlalnat) Bdlall Jo dadysll ol all o)
pplly gl e 0 Jaaa Y0 Cpodsas o AU dhe Ll adly shall i

ER,) = RF + o,
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H GLaTL hladl fe Llay jled ol Qs Ly e peas (e dule J5iaal
[E(Rp) - RF] (5 buas hally o Slill Juad dauds ga tlall g Jyua all o all]
T e 2300 Jealadl Sha Ul (00) s clus gl sae o) (O6) S 5aay JS)+Op
ablall sld LUl 5 4 3 sl (funds) szl
L atay L) Lis o Jllall Jaat pe pb sl Slall o S Gilesa 0a 50,
Shall 5yde J) SY) o geas 3 A QLD GLYI G Lo pana gl aal e
Jalid O Lsle Lhadl 3 080y Lgpaskiad TS ) LulSe| (530 (risk premium) oia
Lo (12.4) €l 3 cpals ally T Sleplall o cposiions T8 an,

(galall Sl o il anlai LU I3, 48
H25 %14 IBM oy
0 &0 shlald] s L LIl 45,

Lolenut) daiall Sle Sl (TBM) 3 (%100) Loy Lasuyl pio Ledin i
F Ot G S Loill slag (14)
(%69) _blat! fa A a8t (1)
%14 - B9, B5) L1310 Jaas Sle (2)
el J] padiiew kil oL (IBM) 3 (%50) Lawts Lis i) e,
(%2.5) 5l Aaill AT o 58 lall Jaas dle i ey (Tl i)
E(R.) = RF + g, sl s
Tp
=% 9 + (0.5 x %25) (0.20)
=HB9+%25=%11.5

e L LIUE G G0l e @iad A LLE S L il all )

L Y (Lending Portfolios) L, L.y ué:'L,HL Bilaas lgal) SLEs Slalall
Arisk-free rate) Lol e A& Jisas cues fEL a0 wamla S aal Jiy ol e
Slpadl fa JES Sl Lt al3] Bilas Ly 3135 ol Dbl iy o8l
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e ki Al Ljlinwyl pal AR hila. Lot 3153 a3 3 halatly 12yl
(An Individual's personal equity LEW) 5 sda ke e i3k piestl sae Ball
. can control)

Aaliia gy sladd dalle 390 Ol & jlailud didas (12.4) Jsisdi

a4t} asladl

e 1 | S e Lt 1o

=
=

B(Rpppy) =
ohid

HILSp=-====

RF = %9

——— T ——

]
]
w50 |
IBM |
I
I

w125 %25 ®aT.5

Ul Mikas Lol B iblaa

gt 2l g Jyamadl sy slus (10000} als sLital (275 pudsills
Li, Jia 5 (S & P 500) siie Joy (124) JS8 2k Sl Slyall 5
SBA e Jla Junas Sl (5000) a3 Dl o1 Jaln Bl gel Sty
oo s (15000) jlias o ,801 LK) flia pa i AL phL) pladiudly (F9) uyu3
(0.14 x 1500 by 2100) jluee (IBM) pgusl (o 235300 Llyall lai s (TBM)
Jumaill paoll dlae b (blps 0.09 x 5000 . Les 450) L: 5B BSLE pi aay
e dle (B16.5) b Lk oy (10000) fU1 Jes (Ll 1650) sa wle
Lo pied 13] b3l L3001 Uatadl ploiiwly Lo iil) puid Je Jgmeasdl SSary
(Negative Lending) ol 313 58 a3V

E(R,) - RF
Fp
%9 + 1.5 (%25) [0.2]
%9 + R7.5 = W63
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iy (F9) 5o il e il Jana i Leadddl LU G gdad Tuaill
ety Al A e (3 0 dpatt ] piall a8 s (99) ye o il
plaa € s (0.50) fle o Y =] tla 3 olld way (I is awash) o & Y duaal)
poliass s lldh jllie b Aalle Ty 3 LSl Gadia a bis S AR
A r%j-}.;,,: Mo pF gkl Shall Bile Gl 13 (ToI0) Ly jhaall La padll
Galel e b ) Joaany (16,5} woand) s 8l ailall (58 wy [F7.5)
(13 % %25, %37.5) J1 (F25) e Lobeliw¥! didaall g luall il sy

The portfolio separation Theorem da jlaibuwl dbddall Jluadl) il

3 Llle 3,y LY LalAEY Gal Y Sdae g b O dud oY S
JEAN s 3y (13.6) S 3 gda LS LW 5 aY1 5e Loglai s o) dlhdas
o Shaaiie SME gl
aladl cildy plaladl Aula Luls B gl ops dasl Sllad (13.4) S

Gl i 2y

"

o
E
1
oL
—
—

[

bud ily (RF} e bd 43 dle (o pade Jiad deadll adll (2,1) cludiull

! B8l g alall Lo o lly (0) esd Lolafiad dhias Je iy (IBN) ps
) Bl Alall Bas aaliiee S0 L1 o B Jandll 1in Lolas 3 L] L gl
Ob peslll fas (Per Unit of risk) jhall fua Sasy J& oo |3 e all o5
Jus als L (IBM) oo did g3 fe o3l s (0) Ljlaimayl dhiall pe plass¥)
Jeanill dlall p b 3o g2l dgalyl o 5apdie Dhias Sl all e 81 bl
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iy Juall Ladl Je Ladlylly (P*) dadall o slay lladl Jaad e dle
(RF) fe Taw
Cralaadien] dlia pli dladl phall fe ol Jase Jbse¥l i S8 die
P lasy Ol
iy LSLas (S shlia i Dlka Gl Sunly e Dbl Badas aa 5 (1)
oball Lead &l aMeadll e Bl
There is a single optimal portfolio of risky securities to own - regardless
of the individual's risk prefercnces.
S oSl U Gl daiall ol e e apias Lagh 2LaY1 Caliag ady
.hf.hjhfﬁ&n;lﬁimu%_udhadj
sha il 5 A e Sladlfokall s gl b s gl e Jpeaadl SRl (S (2)
ARF) sie 21739 ) Laldyl pa phlall old dhiall
The individual can obtain adesired risk / retum profile by combining
this optimal risky portfolio with borrowing or lending at RF.
ot ol (5 gl oSSV Sl fn T st LI Glag¥) SaLS K
Llla Talls 3hsl 3 sobual Ll ol Thias Johaly hall i o<a wli
Slefialy GAlARY Saball o ol las Gaddte a3 all Slall SIS 13, Ll
bla ) T guia Lolinl Thine 3 o ARl JUW
LT LYl daas g 5 g ges 1S Jo=ndl 5} (Aseparation) L=l
(a3e) oW1 Alaat ) Tyl 3wl Tsins 3 (Wsaill) Tasiall Juladl ol
(2) odel G pladTal) Shall pe WU s giull JLs sy (Implication (1))
(portfolio separa- Wdall Juad &85 awd da3la] Ulal alay -(Implication
(WO - step cisha li Llee e 3le ¥ SLaL LY 513 o) tion theorem)
JProcess)

B9t L ST O KB LU P TR (1)
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ALy Jhaill S g shune Jf JpamsY SLAEYY GALAY! ba alal pe el (2)

Measuring the Risk of a Security adlll 43 ) odl plos | yulsd

el ) paaliall Lol da bl Jagen o pd i) dbally LS p3a
Tl 38 50 Loy Lili Z00as elld Tijaey s bl pabi o Y Laal L4 <Y)
Lif J) s g (the aggregate portfolio) LiSH 4 Lasay) ki o1 e
p Al Ll sl oo i) il Tdsmays lgwliy Duas Lle T,y ki saas
(well- Sasm &5 em o yise Dalle Lolpyl ey 300 T L0 ol 2R 211 )
) diversified)

Total Security Risk Aallll 45,80l ol
B pa Al ey ALty ddad) 3 Guas Tl 3050 kil Average)
Al Wil 5y gt} T 31,530 T ghll cal) Ly pay Tl L

f iy LS A G Ol Shal) el bl alasslyy

Portfolio Variance [Total Risk of Security(i) in Port-
L Ly iall puls O = E X folio Now Held)
3 (1) W) G il sl
O Lo Bl T LSyl daiall

ZJ{ X, n:rj + 2}: Covariance (i, j)
e
10,0, J) Lglass (1) 5a JO @80 Sl s
(i) LI GG, 5l (rotal risk) J<B Jladl Bl ulgd¥ oo alia il o) bad
(well- 2o oo 8 psens L.n‘,.... Lol Thdas Jy Lolal i da all 3
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(the fraction held) o s 0 80 als Ls lan 5 phea J oY1 555800 (18 diversified)
s obuall LAYl o T sie Lobital Taias 3 Jan s (X0) Ll T,y 48
oo TolAN 5,340, (relatively unimportant) sgs né sl Gl e LU 35 0
A ST e LW G0 AL Gl Sl el e adl o8 Ly
P aeae tun Badia cad B30 ek ol o she Dbl Bilas 3l Biall
sie anly W) e 5sSea [() ] Db oo (D] (N) L& G = 1) Babs
ol T Ta 0 hd Gl B Spgeen de e Ll i § o
pe L T30l ad @il RS Gulall pa Ll dbiall ] SLa il

DoY) Liatl L8

Total Security Risk in a Diversified Portfolio Eﬂ
;‘ - & - “-_'IJU..I - . -_— :{{-UL 'U rd}
s dbia . 3 L Gl Jhall pogans i | }
i#

Bl pandT ¥ S Lol adaall g ball Sl a5Vl Jiss (0p) fuam
Lad Lolaiowl Ledall e LU 43,60 blosyl oo (rj) b siss Sewa LU
A8 Lally LI 30
S ALS A uay @olaall cilai¥l o G UL e o
Taia ol i Ll iV o) o i Laal (%30) Ll Laaslsaly dacliall
Llse oo BLEYE Jalaa s (%20) 38 Lall a8 DL 3,0y LpLat il
§pams puems Buie (0.25) 58] ppaet Ll Asia k) siay Liall LS 20
ol (3 5Lal) T 3108 Gm (s piadl U] ras) aclivall 25001 5ba
s JElE oAl LU 56 = (covaniance) yhall ol A
= (300 (20) (0.25)
=150
L L) Daiall o ST (%50) Lslme Gloadl 0 a3¢d O poaa
alasi) (025 Llal) (one - quarter) Lii saly g ob s3] Lalla GLY
o Y iy 8 ks B alo Le Te ] dhdall ads 3 Lage pasas 5l
il Gasb fe i
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ps o) aude daBae G Lt kilaa dbey g3 e b o st Bal
MIJL:JMJAEFJJuimhMLﬁMUJ_@d il e
L Bagaglly Fslell Lilall o Jle bl ol il € 03] Ljsgn 5y ans s
(uncome LLs ) Ld (S ol 13] hladl LS 36 800 0 0S5 06 AT e b3 ol Len,
Alg¥l i popeal daly guliie ds oy ¥y 28 lall yLdn Yy Liladl s Jated)
g e ol iy Bus el BIS Jud G dalai Sl e el
ska G Lol Wabaldl e paasl Bilag Ladie (S1g L€ 000 2 o0
el i S Luee Jalla d

Relative Security Risk R T AT ETTIORS

b o gl L (5% 48 aMel Tatall 3 LU 35,500 JSU il Gl o)
lially 5 Ladsse o ile (150) Jlh 380 Jha Joaa of Ja JEU Lo o
Aaadl pgeana (o il Lay LW L0 Sha Ge ey Gl USaL sia o
LIS Tl b o LoLin Wy Tad ol Ly Bis ol o, &YW 31, Y0
sod e JRI LU 5, ol jhea Tawd Lals g (Relative Security Risk) ad I
(S Ll Thia )

Total Risk of Security i

Relative Risk of Security i =
Total Risk of the Portfolio

(i) il 24U} 00 s

N Eda ) i
0, O, I

[t}
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Laatilal (g lall il (1)
lain ¥l Taiaall (g ball Cilasih e Loguda (2)
D Ldsa) Tada bl by DI 35,0 Ll Dy nia (3)

Bl L3S (Beta () Sadl 30 LU Gijgll shd ulie J) Slday

(B bl
:g,ﬁeﬂak1u4@@ﬂiﬁﬁd'ﬁi@&ﬁdwwdﬂ
30 (0.25)
f=—— =0375
18 20

sl il Lllasdl ) | ¥l pod gdgad Lige 1ga B pygis aly
Sl el 3 il

SEAPIEW dlis)
1) JGa
g LS Tl Sl e Y il Slgall L 2518
1994 1993 1992 1991 1990 T
43216 +155¢ 3999 -17.52 42545 IBM
43854 -5.56 2325 44784  -1350  MSFT

o5 20 gl e JSI s sl lall dos e a1 (3)

(uncertain mean) £3a pé eyl Jaasd St Lagia 81 Slall fulid sl (b)
N) e Lo gucia

de Lo guadia S50 2 danangd Joass gty Lagda JSI (s olual) sl n il (€)
(N

(N -1) e Logudie €4 p2 brea gl danay Lagia JSI lall 5l 2a 4l (d)

(N-1) e Lopudo €30 i bueyl dnay Lagia JSI goleall Cilpas¥) aa sl (€)

S G lpal) AR ol et ()

LY Jalas as gl (2)

Lagia € 3 (9050) Gaads sLaianl 3 Loyl o (85 LlS] G270 (h)
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pi (50 1 50) Laaih adgd T laltan¥) A all H3ly s Jlay T J€ Ll
P R PR

g sid] dilall o ia (1)

gl Blall g sliall 3as (i)

GBI yaadl 3 leldll SLa) (i)

G Bl LAl ol

0 25 50 75 104} IBM
100 T3 50 25 0 MSFT
alall dics g3
ateadl Blalyl
N

(IBM) slall bow 2 ()
(+2545-17.52-39.99+ 1559 +32.16)+5 = %3138
(MBSFT) silall b y3s
(-13.50 + 47 .84 - 23.25 - 5.56 + 38.54) + 5 = %R 814
5 pi byl Jasa i (IBM) culs (b)
[(25.45 - 3.138)* + (-17.52 - 3.138)% + ... + (32.16 - 3.138)2] = 5= 756.39
S pd byl Juse p2 (MSFT) puls
[(-13.5-B814)% + (47.84 - 8.814)2 + . 4 (38.54 - 8.814)% + 5 =827 .86
S3a pé syl Jana i (IBM) Jf golaall Cilas¥l (c)
(75639972 = 92750
She pd byl Jama pi (MSFT) Jf o lall Cilasyi
(827.86)1*2 = %2877
She pb baia gl Joall (IBM) 5uls (d)
[(25.45- 3.138)% + (-17.52- 3.138)% + ... + (32.16 - 3.138)Y] + (5-1) = 045.48
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e p by Joad (MSFT) uls
[(-13.5 - 8.814)% + (47.84 - B.814)% +... + (38.54 - B.814)%] + (5-1) = 1034.82
ke gl bueud Jaadl (IBM) ) g sliall Glan) (2]
(9454842 = H30.75
5 pi dasayd Juall (MSFT) (g ball il as¥l
(1034 823+ = %3217
l:n:n_u‘_.’ﬂ Lya S50 IMJ': all=] ,-Eq_;.i:n.l.ll -...'l-l_;_'t_l'ﬂh U:'ILII—"I.H J_-:-.I_'l:l. l:-.J_l'- = |=:l-
Sl pte by SLEeY1 Lt BAY1 e Tglie Tl 3 (lpden Lagld Bl
pi a1 obs QUL Gl Y Ga (p08) fae BLS Wy AR Sladll Dl s a3
 paiade duall
(MSFT, [BM) ¢pu o Akl pulali ()
[(25.45 - 3,138} (-13.51 - B.814) +(-17.52 - 3.138) (47.84 - 8.814)
+ .. +(32.16- 3.138) (38.54 - B.814) + 5 = 152.502

blsi Jalas (g)
152.502 + (27.50 x 28.77) = 0.1927

g sisall Siladl Jase i (1) (h)
0.50 (%3.138) + 0.50 (%8.814) = %5976
s olaadl alasl (i)
[(0.50)% (30.75) + (0.50)0* (32.17)* + 2(0.50) (0.50) (30.75) (32.17)
(0.1927)]"*2 = %24.30

t 3 el | il (i)
0 25 S0 73 100 IBM
100G 13 30 25 0 MSFT
H.81 7.40 3.98 4.56 314 sladl b o

3211 26.70 24.30 25.85 3075 s ladl Cilaiyl
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t(2) JUa

L (F40) (5 slall Bty SISy (B20) duais (1) gl 3500 Sat o)

AT 50} (g laall CalaiWly (F23) o (2) pgall pd il Sl L 2ols
i padadl ppe J8 3 Dol Lo ill o8 L (k) GLS Laghloa
¢ Ly Lttt sl
: Jadl

ol pldn ) Thiad ssgaa  Sals hadl dalas

X, = [0%- G, Op Nyl + [0, + 0% - 2(0, O 1,p)]

Sal X1 B XA ) s Al
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Markowitz, Harry M. "Portfolio Selection”, Journal of Finance, March 1932,

Markowitz, Harry M. Portfolio Selection: Efficient Diversification of In-
vestment. Cowles Foundation Monograph 16, New Haven: Yale Uni-
versity Press, 1959,

Sharpe, William F. Portfolio Theory and Capital Markets, New York:
MgGraw-Hill, 1970,

Here are two finance textbooks that provide a good review of utility theory
as applied to investment decision making :

Elton, Edwin J. and Martin J. Gruber, Modern Portfolio Theory and Invest-
ment Analysis,, H-:w York: Jogn Wiley, 1987,

Haley, Charles W. and Lawrence D. Schall, The Theory of Financial Deci-
sions, Mew York: McGraw-Hill, 1979.

A few more recent articles that expand on the principles of portfolio theory
include the following :

Brealey, Richard A. "Portfolio Theory versus Porfolio Practice”, The Jour-
nal of Protfolio Management, Summer 1990,

Chopra, Vijay K. and William T. Ziemba, "The Effect of Error in Means,
Variances, and Covariances on Optimal Portfolio Choice, The Journal
of Portfolio Management, Winter 19593,

Ezra, D. Don. "Asset Allocation by Surplus Optimazation, "Financial
Analysts Journal, January - February 1991.

Lee, Wayne Y. "Diversification and Time : Do Invesiment Horizons Mat-
ter? The Journal of Portfolio Management, Spring 1990,

Sharpe, William F. and Lawrence G. Tint, "Liabilities - A New Approach”,
The Journal of Portfolio Management, Winter 1990,
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Principles Of Futures Contracts daliilud] 3 gialdl rigolas
sl aal ejadl s 3 sasiey LWL o bbaadl J) Gokall 3 Ladoitia Ll
A e gilly lally Ll b glaluasuly LLaO ) spdall sladii s wll
s 3 38w Lol LG olaiall 3 cllidiwl] pawdl ple pull gl g
(2) short- term drbt) Ja¥| seadll juall (1) WL bbimall Ga plel Ll Je
| asls equity -indexes 18U olhhe (3) long- term debt =41 Jughll Sl
sl a Lols ikis Jliay currency exchange rates = ¥eall Juls =Yaas (4)
Lo 3 paill s ko LI obbaull 3 3SLU Je slpall ol oy Lol
Jadl LEW Tilhs cbiliiwl] sie Tsla ) badliuwy Slaall LU 5,0
LSle o bl sde il o] Jea¥l ZAES) g bl Jpall wal Adl pa Lo
20 L) hall oYl Lo 3 & pheall ailpiilly (%100) a3l aladiul oVl
e bl gl Ga ol e ey olliiull e dlee Jo goas
paddied Lavie s olibiill sds gl aaall el Ll o (i adisiall
oyl Laga (L) Llas Wisy Btie g2ad Lo all Tholll claleisull
TS p it ) i Tasae By pees podad ¥ Laiey fpolanadl Lol
when properly used futures can provide important hedging devices to port-
folio managers when improperly used they can result in desaster.
dial Tiliia Lisbie ot siond Lol SIUT olbiSad) Jlpal s ol ey
hypothetical underlying) Lu.al Adl &) 3—sa slbas Ldls Gl Y= calalii 3 L)
5.5k Ll pacifc rim fund (prf) | Sedeubdl 8 3ol Ggsia aud (seCurity
el L pasay s Bllas (fictitious Lusy) L40s 22 Ll Jysl pled s il
hia sda) (as opposed) dgalse § Ughal) Loasall blB ] Yo S SR
15 A Lolamal Gaalioall oal oS o) (pri) Godeall By 2R . fpas
wagadl 5lkdt 3 (domiciled) L3l <l pn ] n Tima ol gane § e
Ligsea 5550 o Gadiall & L0l Liall § pgadl afday . &‘S_.!J.L_u'l_.ll
JE 3 T lalian) disaall 2uast oy Lgie Jdiag Lo S pucy o paliadl Jid e
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3La O La A Ll el BLAYL bl fe Fasiall slbiis o . 4o
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s LI I Ry ) i ) g LA W1 3 guiaall 5, bl Y1 5 gl
Sllfi. ke (K S ety Lokl cllamadl la wladal e 2l AsYl
it paludll 206 3 (Pr) oo Bl daly pgan paldd et

Forwards and Futures Silaladially e 340

ol (financial futuures) LIW clbE ol Glpe sad Ladll 1ia ol s
LI Jga¥l Je (forward contracts) s us3all JI g ki slaalll Lt
Ul a 580l . (identical) Zilkie o 555 Ll 3 Ualy LI gy die o)
pi Lo ( Over - the- counter markets) L5lsll Gleall 3 Lyl als olld s
SGLEl o Legals, (furures exchanges) il syalall Je ablai dl | gl
rha¥) Jalidl Sl gSe piaa g il f 5 3 (agreements to trade) ;s
il ol Jeany Loty pgall Ldle SLEYI 05 (paloal) fuylis o paall i ol
Badall aledl 2oy Bpld pal ¥ clddnal) gic b o) day Laai
Aalls By Jalal Ul w2y Jad sle ga =Lldil] sGey
afutures contract is simply a forward contract that is traded on a securi-

liies exchange,

oSl Ua Wy olbin Ll spie ulkd Lo i Gl ool s als s 3y
bl ans Lad Lol s 3l Lot ol g5l amin 2 (NS Lm0 T e
Aaadl BT Gulyal€ Lpaladod s Lajlaid e Lo Thudle cl 36

Lol @ ola iy Wisle clpind 5ladll o Toda =alS Lbis wul) s 3 all 5
ol 3 (letters de faire) alads ol 3 ol je Ldilly ~2c S o Al dis
Sl 3 Lt sl Lallaynll Tasalall J1 ¥kl 550 JEil iyl 5ysay
plias 3l pewlEl 5 A0 ani g bl Jelesll fay sii L& oMl fuasll
o =ase (financial securities) LJUI 51,09 Je  abbanl), el alal
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LU Lblall e Dleall G pabioeall £350S Sl amed) § daaill abY!
) il Jgall paay sy Loaiill Jgall sbiobaii) pline 3 oY pas s wdy
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Basic Definitions &uwlay] A jladll

Jolll wililly s Al ade i il el s iiadl jaud Ol s
kil fasts gl il aad a il LAl Q) pse (T} fraslills (FT) sic
s el QN s (1) puaollly Jads O puludll B G date sdad Tewilly
poll J1 it 1L (0= 0) L = (1) Lesic (T) 8 polud gl el
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1
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21 Gl g8l posle sy gl J1 jliaa (100) 053 jlie pdas Gsild g5l
7} pse b (Pasific Rim Fumd) sl U gadl Ggdiea (o anly g palud
shua (100) cewad il lawl Lelghtd pisww (930) claliiien o 58 b (1
(102) 4o (9/30) pge (PRF) aal §geall 321 o B8 BF JULT Jugs Jas
ki (1) 3 GYEY! Jghs pp e Sl

FJT = Flul:.' 19 Speember " Sliaa 102

(1) sl (9/30) lobilie (53l ghits ol onaililly pAdeal) Lomuilly
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Slaliilal (gAida 553006 g 3 LaAB U ad (9/30) UG Bl sie s
103) saws siall S5l Sua (3178) oyl (9/30) sie g o1 (9/30) 23 (PRF)
G pala (3) L Gl albinal) 38, . 3l .. (31/8) po el [ sl
day plioansn il (3) LI am Gl g AR ) el Ba 48 all el
- pll e

O e e ilasl) Slliall jan Gl SLLE ) S5 e pidud Al
dligd WS Tlall 283 o 131y i sl i 3 slaall (@ssel) Juatl Lasdl 15 3l
3] sey Lo dea®s 1348 plAal g Jl o ol ©5a. gl FLoY Jlaal
Slldlill gl o3 Sos Slhal) faslall LU T30 5gee 5au S (SH) L pdel
¢ ok e

Futures Value at Delivery Date pabedill 5 e mlilBzl) T

Fyr = 8¢

plladl Blaanl 3 T ghaikl Lalbl cslabiiatd
Financial Futures Traded in World Markets

Laamsll | gall pras 3 LM GLY e cllis il spde Jols 2% ayll
Leaes o(world wide) Ale 5l e Blyad b5 L5t caaaly ol p
LU Sl e Tty plel T Y Lausi B o jlal galed (1.6) J gaadl
Dt BAT s ghall amy alise oS Chan T B pa i Sl L3 3 ylanll
CrannD y Ellaaldl LIL .__“;.L;__,'h!l Lass
{short-term interest rate securities) 2| Bpwad 58U o¥ual Ll 50,40 (1)
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(Stock indexes) gl 2k b (3)
(currencies) =aali (4)
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A970H] L Clie  Jias Gl ol Mas ] el Uk il il 4 302
16363 118.27 Glais B 100 48 e G0a sl it 5 (3]
26046 19565 JI A al.d 225 s SRl (4)
48751 L) 4T glgie A125 G L

Ja¥) §paad B0 = ¥aad Dla Shgl g (1.6) Juasdl 3 caudl JuYI adal)
Lol Lasdy g 3 laai ol ol Was sos-all pilay 4 pla (311 Jually
s 3 (delivery date) paled fu B L cbbis ) sde . Ypa 0 ple Lo o3
Lo LSl 3 Ui, 15) okoall 13m ) b (Hedgers) osball piaw ohuia
elpdis olmda et Llgd 3 a0 goaas el (G30) 3 (UVss Opele) ds pane
Le (AUl G1aY¥l sis Je (the interest return) 3500 Sle (Locking jasw dBall
lis e (Hedgers) o shaill sl s odgan Sluda & tada sl pa Wl ala
aosadl Bume G gl B 3 (U¥aa pale) e gase Lo GANAT] (b)) 13 25 all
- Olade el Gl die Yo
Bl ay doshll sl J 500 S¥see o SlbBiae pdi JUI adall L)
Lt b Laasel Tasds Luis i S (deliverabel asset) aulusll IW1E ) pual oo
il g Ay ohin e gl fusls alde 53wl adgly 5Ypa (100000)
G Juskall el 2l und slaid dglie wlpel 3 LB e 3] 0B el lis
SRR i 13] il s AT ke agis 5 S3 ) el 3 plade s Ll
c ol s Ll 3 Ja¥) gh foddl §led
(On & 510k index) ngeu 33 Jo (fUre) fuiivs se 5le SIEN LG all
[l e de Wbl pead i oo Slae] (225) (Ko g0 plaad gl il
ALl a2} Luad] (59 97825) flies Lyude dbaal SllEill o Ll
diall el piy oall ppds (March) 137 jed Lle 5o palasll pps [0 19565
1] e pass pads oAl Law 11 e Ll 3 dealtis Talla 3l el ol 13)
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(future Lasdl ye LLi o faie Josis (L8) Jyuadh 3 Gull ad¥l siall L]
feoli (Gl s 125000) auilis P =iy gdll  La¥ly on a currency)
(G dols S0 N0 0,7) e aude ailaill ooa ol L] Ol Ll ales
gl Glasa et o wlll Sis,L. ehels if 5 1] ai al T3 TR &,Ls_ﬂ,
LS a0 Gl e s sll aliladl bt o SN s R 13) 1)
O S ¥ B L ol L) Lo 3 Jias (Contract settle price) azadl
s ) o be walaadn ptidn (settle price) 5l e ) el
wbiladly aa e aa ng ll "daily market-to-market” (ol 3
dae | JiaG w43 (OPEn interest I gafl La ) casn L ul] e Lo b Gl
aBe el gl 1] Sai sl Llgs e e daia S ypdiall o wlali 53 ]
Giolly duang 10 Sl dhaji eda gill il ol gl e aaly Gl oL

- (interest) silasll 3al.0g Loa

The Trading Process (dHdall she) | ghaidl i ks

hiiadly el s wilin a4l LI cllE L ol g
Quali- jlaa) Ja3a jlesess g ol (edis) alachy safiaall oy wilydll Lol
s (futures commission merchant) U yaally ollit., 2l al (fied
Sliall Teltia 5 sy aleill gua pam 2bbiis . wn o ol Al (FMC)
SO Pl el 4 (o) (market order 3 4. sol) S o) e 0,
sl & (limit order sua. s=a1) 31 (To trade at the next available price)
Crans (Stop order Lilh] al) e Ly 06 T i Lt S bl
Gland piy a1 Tosne aas lbiiall Jla ol oy 13 35 0t
-l
Jhase deok G B Sun LBl LS Lels 1l Lyt 1
“ea Julsll Jos ISH 4 pa s, API) pd gl | aas v sk (floor broker) dl.,
e Als w3 clddiull plel e p g S, SLLELL a3l oM ala s o5
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Sl s gl R 3N Sl S ad (ipaa pips) 4 el Jou
s cilag (At apit) pdse J Wedsld pla {futures on short-term debt securities)
PO Y 3 PR P X 9
piesll Ll o o bl iy olld g Slaliuad) i se 3 Jokslt )
e olid all Jal ahs Suea (specialisis) [ yasasis da e I e Al y
ULl Sl s Jumad Y5l IS G elld e Yoy Lglaaad 51 3
(Roor trad- Vlall Jle3 L) (Tiliae 5 puen oLl Sl oglalaty todll)
scalp- (saall) locals [ pladl agale Gy palall aplbaal 5 slaay 2udll) ers)
inas (open-outery) ¢ sidll pleall alisy oy clSSS G ol 3y (o
(verbal an- Lugid 3 ey (very loud) Jle ogeas sllaiudl Gis e oAl
lasy Leate Jalall Cilb¥l ook, Al JL;....":rI._, Led yhss 3w | Sl nOUNCEMENL)
b Bags Je Builly Jatashl e olagladly aipll 3 oplelall LlS] Gl
(1o the price) yawll (counteroffer) illi
i =bline Ul (clearing house) jalill cus i gl Lo @5 3=y
il y S5 sl pel@ll cu psks Jghall
Dbl LalEl o o Jalash paw Jo g itdly gL GLEN 4 - Y1
Ta s Ll gl sl e fdill JI pilSay piloll QI g AdaSe Jansy
coiddl cpg gl pae st Al Je 50l ORI IPRCH I Py - g VRS 3
Zelly
Bl 4] Goadl oo ludaly L) slbasll pal 331 2y plla - il
. (Market-to-Market calculations)

.,_,L_J'_n...-..l.l

The Hedging Motive to Trade Futures  Slulii.ll Jglad dalaadl mdils
=l e gl elaudly H_..u"ﬂ Jia Jseatl fe B ceneed cllii b ay e ol
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(indirect future ownership il pd L. 45k Kl s Losf gy aBs G o
s a5t L g (in such spot asset classes) Ll L:JJ.;1 i 3 position)
=iias s (fundamental productivity) 4 e sa Ll (spot 4 sall) Latal)
wrts (Ualdl) Jglasll s gle s SLLiTll sy Be Gl a8 Il 1 sle
- oherent productivity) Lel 2.5 Lali] L mesls | ghasll 5 yiag

G S Aladall Blgall o il gis LY bl as ol ssie b Y
L3k <3 3= Yay (They have no porductivity) Laliil g il dgEaal 53)
Sbill o) leants Tlae el 308, bal) 6l Lpaluddad Ca B g pa
Lhi 3l o) (risk management) ia shadl 1) sa sllEnadl sy o ) Jo— 3l
- (motive) pdlull 4§ (Hedging)

il Ll 3 .(9650) pubis pys Lt (PRF) o ol sjge Loii
b (1000 a,a3 u6e s (HH6) 3 pis ol il B 3 Jalusll o) s 2
3 lua (100} mias 5 4055k (3046) o 2aly aiial 555810 (PRF) . fobesn Jo
U o gibll WS, (PRF) g sy age pulectl st p33L 5 (9/30)
JalS Slad dya €10 pa e Ula Gl ke gl Ol 3 L WYL
il e Gl Gl b3 cblasd) die gl nbibl i sl
Lt aa o w1 il (e ST poie Ul (Lole &y 3umy plniasll )
Blaliall 4 illly @AM Gl NS5 Stis 100 = (FoT) 2alS 13f Ll )
bz (100) ol xiey (T) fu il i J gl
bl agiga, e L P | S U T ob alda s al |,la T
|, [ R 1 i1 | pae dla D) Lo o 550l3 apili | dall gy latie
Lol pleall 3l jlaad 3 aalitlh iy gl aie g ol P 1 P, S [
ailaill =gz, o (initial) ol a b e Lilas Lay , spot goods L=l
ALl el fs el (T) paslEll wie L)l Gl mals il s (For) e
ol ) (0) ol e w33 ) g Ath il als iy alé (FoT) wle
ST sl 3 Laall lath i€ 1), (el Sld] G ylns) bl ,
a0 Gle (U Elo¥ Lsle) s Sllds ol Rl i 3, (FIT)
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5yall ) ol Laa g i (T) guslall § Aably Loyt e Julas
(3P0t g8l sadl Cpas (FOT) s ol Lgluss (Opportunity profit or losses)
bl g sl e laN ks 0S)y Ogda (Saa = (T) il § price)
Sy gl ) et 0B g il pSLll e S OB Jalastt Ge Laladl
 Loyadl el alaiial JElly spaledll a5 e sdie J ot

iy (ST clbabdiaal aaludll pys 3 (spot price) gl sasdl oo 38 2
1 (Opportunity profit) kel gl pasd sa (FOT) 4531 slbis ll gl
(ST - Lasill in yS5mn g idtall Loailly oleliiiuad] 3850 Yo Al Bl
oia Byleadl ol aludl Lus i (FOT - ST Lasill ada 3% LI Loidlys For)
(T 1..‘.J.M:.JI g ke eLlai i (Investment Value) Lt dasds & ,a0

Lt By (PRF) Jf bl paad Lol slasadl G L0l o
. (1.6) Sl 3 Liss (PRF) e sl

LS Ll il g g il e el U lSin] e
Jgaal dasd =1 3]y il paa¥) paicadly Pde sglidi Sl Sl ol
el e bl SIa (16 pakeat 0,85 e Lliys (B0) Stlaall (PRE)
idae JSI pis o el umlpll adiald (LUss 20) (ggbud il L Lt dagd
ol 3 i Glamatl @ Ll (80) ol o8 peale aly Sl (100)
ok clliiat)  SIU ol e Lol g il Gpatlll J) LS5l oty
siall 3 paa 30 300 oL s (B0) s ybon goudll (PRF) JI Jo¥l pl5 1)
80) fdsas (PRF) pis] (gt o @2lall oy s gs Ll (20) g5l
o Jkie s (100) Al plicsy cbbdiadl dile Jf L=ty (ke

cro oSy pL¥l gF SLe 2 355 1 ol il sghie & 3SLA o
rl) ol Labds Bppem bl 58 e B)la] 2t 313) o L pad saaradl
il S Al £l e bt Le e o3l Shligwl) iy
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Jabns cpan 5% 0 cuda o) B Mo (being Shott) & poad Slliica laii WYl
bl (Uas 100 e el L5 11 (PRF) ppa Ll il 3 2 Laaaal
Sl 350 Jo SMElL Db 5lud s Sy ppe Gl Yo Jumainn
6 paid il Ui (100) G J3) (53-8 (PRE) ppon Lai IS 3]y Bpms
ey pead olbiiloe 38 e pe Dl Lo d fe feaad (815 agdl s
Shius (100) dle sdtail]l elabadneal] ad Goghoadl SLatSntl Tasiy b a3 daa il

- pbill sl Ludly (Payofl) ole g5l o0 can s

Principles of Futures Pricing SilalEiul] pawd proalis
At the Delivery Date aaluddl fa )0 s

Lails olladioall o ple | ghatl 2y g Ay o patlall Lpde 383 Sl JLa ) 0]
Gl il saall ol Wiah i gl alld wie hall g il el 31 du 3 55
3 pabiasll 7,5 e (PRF) clildti, die JYi (PRF) apdyladd LY e
G55 ollBis die 6Ly Db Dl LEL BU bl paplh e L Ll

Lalall (immediate ownership) & pd)l LI Lam i 5 g0 bagdSi Ll »

il e Jplasll Sl le Gily 3 e udl 5L 13 (spot good) 3 aslsl
, Blhal! Tlatl Talead) paad T glina 2 S

Jadld Like J(is now) 591 g8 (PRF) alldie.. ddal aalodll gl ol panis
de olliull se o1y (Las 90) o (PRF) pyd Johs sle il o} sy 13]
s A8 bl il o 31150 95) aa LIhS a2 oW alus 31 (PRF)
ClbZull G 3 by bss (90) sie (spot market) §paladl Gaadl 3 Ligd
(Ll 95) e e

g Ly i A sl gl Al g pa Jolall Ge posidl 13a
Cada g Logpill Gpwll 3 deloa o) el cpishall o ali) bladl ypay pae (1)

e L

i (No cash investment is required) oG 48 dala Jlia oo d (2)
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G (Ll 90) wl At e osaid SIS il e (1l 295) bl

o Epaladl) L 5 !
Tlas (95 - 90) e Juasall rodl Lijae oS (3)

Sole 3 o blEtell sake paud 3o gul Y ot plAsl sl g S Syl )
ade jlawls guit o g -ayl el el I sy Laate 5 ol ylas b
Bl gl el Tl 830 pLs ) sl

Prior to the Delivery Date asludd) Pod (B Lo
;__l_.;._-’.ﬁ“ I:J_u.l.” JL’..-uliJ- QW' JL"...-‘ L i-i:ﬂ.l.‘- EEC N IL._lJ.u_.'.L“ S IL5.:|._.u.|;|.
apie sl o) glaayl rll al g Ll (violated) Pl pae a3 1L Elsal)
ol (s 1) o] gihanlys e (503 T a5y il 3 atie gl
S| I ) Croadids La g .{l_'iu_;._n_a e e (T} aie L0 g‘_ﬂ} oo 4 1)
AL S IS B8l e 3l AEYL Lllall Lgaiks hgaty padl Ty gdll
This consist of purchasing the spot asset today and fully financing its current
cost by borrowing at a risk-free interest rate.
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Loalls iy caalall iyl e (SC) (335 RS Ly QALY Ga spaud
Joa¥l L&L slaua a3 wli (SO (1 + RF) + SO 4l Logliss 3y ma LAl
SRR E i P (R R R VLG L K g Jussily (T) a0 3 (spot asset) & ~=lall
agie alll ey csbibiiiall gie 3 e U Bolls cile giss dla] Yo Liclibea!
o) Laelibaa ) ollii ol (S g (Synthetic Futures) Lelibayl olddiwll
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(as that Flabl il Tstte 548 o) i Slibiiose Sie fpadddus Jailes pg
5058 o) e cbbaiadl jlad ) Delibasl colabdioue alaa s b aveilable)
- LieGh i) K T glas
The futures price must be equal to the cost of the synthetic.
Do 8 3 Jalaall sgia i glAa Nl gy OB Laaa s ol 58 pd 0l
(that arbi- gl 5308 &aas S sadl Gdalt ) allE S ]y | pelilal]
(5pot Baala lalud G laldl jlas¥l faay wlle 5l adie (n5 trage forces)
5l (future-spot parity) cilaldiuwll - paladl Bl ol jLs s § Glea = good)
L tadl T 31 Loglae 5555 O ey paald Lple a3lazl) bl N
Jasad LS. 45 jay Lo gies Flaatl Loy pill Jamal ¢l 23 current cost CA N
sl sl g Jpeatil Bl Labias 52543 s L) lilas o ol pull
sl
Future-Spot Parity Model Sllilll | adladl filad £ages
Fyp = Sp(1+RF) + SC
el il L Gl sia el e Tie ol o gie LLS Jla ol o)
sl Lo o Siall o Tiliie plsd ] Dilas J gl (il L i
c Gaaall RS o dibis
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PRF Example PRF s
sl BV (PRF) e saly ago pabed el clalldfi - ade ) a8
T B Gl ell Rt e 2l Juss oy 306 3 (Sl 98,62) jaus
ot U .H_u.l*ﬁll saa LSl pos Lala s uias IS 8 o i Y, (T4 o
g2tz (PRE) gl o olbiins st Lalsd S0 il (g5, 5mall) elibanny
sl @ﬁh}m}ﬁﬁ'ﬁﬂ-]ﬁlﬂﬁ
. (spot share) ol agll il 2k gﬂ_;L'n:lJ
Taaly s BWN UYLt 50 35,00 o5 _ Lot
LI 2SN e s (98.62) i AR et alall s Sale] (9/30) 3 - 2
Aaly o o Ll L0 il e gty (0,014 x 98.62) s (1.38)
 (9/30) @ p3s mially (Slius 100) dlaa| i3 s (PRF)
LS Lo (PRF) ollidive boclibool (Replicate) 1Sul 51, i g
i

el il (3.6) S8 3 ripe grlibal ol 3,0 0085
haill Lall L) L(PRE) (e saly g elladd Laliall L) Lasd fiay el
(R A G i f0,6) paddll gy ey 3 gt bl Ba s 5, 2
cgebbiel oldilus e a5 gl Jla Jia phill ozl ofi 1aal,

(Replicating ,elib ool ;1,85 § 4l ghall 551,00 e Wi als o 5,
le2: 453 Saui (Short Replicating Positions) 3 il 1SS 5004 Synthetic)
Sl s afe sl S {making opposite trades) ZLall Yyl s e
plasisly (PRF) e pdla piw s ot iy 63 ALt s 3,5y (PRF) e
.Jl.la'..Llf;,a.r_l.la'..l;H.: ol ptd Laemal)
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Slabiiial) sial (salalByl o sl
Economic Definition of a Futures Contract
(Their legal il lgds a5 3 BB ollinl) She of slieyl i (FH
e sbliiiol) 3 5e o) laaly pawy (underlying spot assets) slhas &pala
(in two 38 5 pdla Jpusl 3) (85 8 pOSIHON 35 48 dudl A Laalaldyl Lalill
: awdadll da g ey Spot asscls)
ol il Ll (T) ol pa (A) Jal! dal Jo oLl s L8l i (1)
Lad LS 55 pums bl o gall SRLAN G JLE G shial s (A) Jgua¥)
AT poaall 3 pdstaw [pall 5050 bl aladd
) e 3 pram SR G JUB Ll g
il e o gedll Tl pha Lo il copbuat! e cilole 35wl S0l )
1 e 2230 LBl slall Jgbe da] G JUy sk Sblilien 5551 Laalall
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LB Ll LUN 39 Gon Sasas de g aaa ol 5 25101 1) (Long position) 3L b
. (Financial Futures)

A oo lgagd Jpowiw dilia, Lbis oo SiAw| ol o3 0 L2yl
e Jla ey (underying spot asset) dlball 5palall |t s S LELAL
drae clua § Sraiius s (100000) dls =€ (30/6) f i i . Lla)
o olal dhadis L) Gaolies il fa vse ) La bl 3 $a i ) alliag
Sl e 5 SN Galieall oy 35 al ol (Pacific, Rim, PR) el
e e Jpaadl el o peadn 18 SASY et T plias ay e
Sllii Wil (PRF) e (930) sllit. e Ads a5 olili (PR) 480 4, 48
Jashll 3-S50 58y LBLATY) pa laall (PRF) gl eled e il 4 b ga
FAl Gla E5 53l ollEiwall paaill fuall 3550 Lo poll el ayyyl
. &y uill (PRF) ag il 3 (net position)

Basis And Basis Risk Sl eluly Glabaiiuk! gulud

(Price current fu- L lall 4 g3all lawt ylius Slbliadl ade el o)
 lball sslall Zalull (Tllall) & lall Sl (<ie Loy yhe) tures)

Basis = Future Price - Spot Price
L;HL.-I‘]I' - I:Ih‘j:l_\.‘:'l.l-l.l-l.l _||.|-'l.u.-1 - 'I:I_JJMI _;.Li.-.l‘.lll

eildly (spot prices) 4,540 (la Yl e el aldliull sla ) U sulallg,
=il (30/6) 3 (PRF) | Lol olubinaad) e jlewd i om g pull 4a

Sllfiwll sde el fews s o g AL For = S0 (1 + RF) + SC Uslall )
Lagal] 5Lty Tae 281y (Storage Costs) ou3ath (AISS , (S0 X RE) sl o
S o5l Ma 3 550l et =alg 13] 4 (Carrying Costs) Cuoaall sy,
Lglus 555w (spot instrument) Lo, 48 3510 wlla) Ll iall fa5ea 5l iudiss
- (equal to the basis on the future contract) Sl ogde Ll
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G55 (@bnormal 53Ls) Loldel ai Laly)) ol cadlise syl olg i3],
(In Ls8)) 3y oblii wl) 3 (opposite positions) LuSlas jShe Jasl Lalia
- the spot and fumres)
55l (inherent) &y, 0l Jla sy (bagis) el cp T3 all 5Y1 Laa i
s+ (Hedge Llaa) Ladais L4 ool ¥l ol dl o) {ahedged position) leis
Johisll saay .(not funires Slbiiv i ¥) Jaiiecall oSG0 Jale 2ab3)
(in terms of the initial basis) Jy¥l pulad) ua o opd B (Say Jiiodly
Llaadl 33lys Lauie (cover basis) pulu¥l el oly Y5l Tlantly GaY1 a5 Lasie
. {that is coverd) Jdai3 o1 (when the hedge is offset)

Realized Future Trading Price = Intial $pot price + Intial basis - Cover basis
Siadll slldiall Jyhi aee = Ja¥) el jadl + BaY1 ll¥ o lldll e
Py = 8, + (Fp-Sp) - (Fp-5y)
3 Jahashl 53l (alhall) Lotasdl by g LS N Ji ael Dlalatl 3
=il hil;i- & ul—i H{1)] r_;__nn l,} {_;EL“JH pllaafl alsa) ﬁ.ﬂ_;u Aot baade
S olalEidl ade y fasladl LW 3, 4¥) 2SS 1) elladll Gl loe Uiy, aa
(on the adudll o, (the hedge is covend) Slade Llasll ply Tallbis gl
Jimalls Sl ey odall 15w elbadl ald ol delivery date)
(FIPPN G5 (o be realized) 3iasy 51 e M (future trading price)
Labie 5 (perfect hedge) alall ity (with certainty) <l Dby,
i el Gulad SIS 10 ol pay gl sblss ] LalSa] ey {available)
&]nwl I_I"'L“"‘L-.l!. i.'nf.n..n G_’gfyrml 4LL.L1| I:].Il"i .E':l.“ ;.“_1-: »T'll\_’:l—lﬂ-ﬂd IJJJ.J.‘
: 3l 3 (unknown) T.i.”-.; i
bl sde pulud fa s e caBay slball puls IS 13 (1)
o psally) il a3 (spot security Lo, all) Saaladl LW b 2ols 15](2)
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S padd Al Eleall L LA 31,40 e (in type or guantity LeeSii
Faal el Jsa SUH pue ol lalis Ll 3811 Qs o] alaleis il

. ellall
Hedged positions are risky to the extent there is uncertanity about the cover
date basis,

Differences in Future and Forwards oYl Slabifiudl § SldEY)

Syl Lagiallad ulasl e Do ¥y cbbiiull g Joladi fas Lele 5 5o
BT GLY e e il oy Sl s 81y gl Sl faly Tl
Default Risk zdul 3 A0 s

piall e AN o) pue JlSad g WeWly SLLTdb i Ja¥ 5a a3l o)
Jlil) bl GLa s 3 4Eull e 081 (Forward contract) Ua¥l 3,3 all sas
Vs Bugass LSl Uts aiall poe 5006 paead ol a s a3l g il
bale 2LLELAT JoLS a3 AN Ganlly AW Bk e dBall pl A Gles sy
AT s e (Bok) sar g6l Gt pae Tl Je Tl 0y 508 agi
.Mlgﬁﬁldﬁl@mﬁdlm

i Ge pdall e elip) Lo W5 skl o) Ll (exchanges) yalall )
Marketability Lds guill 3,080

{standard forward contract) 3.yl Ll A2 il Ll ade o)
t_...{renegcllial:} o gl S0 Fal el b A a3 Lt E_j_;.-a'-ll ST | i daldly
Ao 3 Jasall LAl Bolels gpa 2l nd 1l 13] o) uial) J g -l al,b
i ol Y By elld § d e gL AT U3l ps (offsetting contract) (5lyia
Shs Jl dalall s o5 olld 1 BLAYL it Loglow o 35, 0 3 2l 055
L als pls ol s clbidioull gyl ) oo glinll Sule Linlia o LEKS ) Lok
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olliiull oyie o5 Sy (Organized exchanges) Lakaiie s¥alss la b
- lally Sl eltig Tk S,

Transaction Costs dlalal] (aulss
hin ol o il CaallSS y Do B il Tl all i LSS e a5
sas Jalsll il Gih e Jganad] il g3l 23U (opportunity costs)
Tl . adpad Jal sie aled 5wl vie Gjgpesd ciuslaall fo (e il Gulag
Lol peblal Jab die 4l ol de Gl 5 Jp2all 3 dlalall liSs ol

- oS S e B

Mark-to-Market 3 goud) bttt it
siay 3t ¥l p ol e il au i il e gl G0 Gl Jal die )
(Initial cash 0 aai tale cblanod) sie iy Sbbizell Ge 3 dlall ool
(subsequent cash inflows Za el 4 Taball 322500 Lawdl clEie iy margin)

- (mark-to-Market) 5l cosss Gl | and GGkl Galall or outflows)
(can sl daly o) oS (usnally very small) Sufs halell o Lo Ltz
Ja¥l ald duss By ) (letters of credit) slaie¥| Jile .be met by cash)
e il slaie¥l Bl cweadsod 1) . (shori-term treasury instruments) soaill
Lilia) ol Lk clibs Jhe ¥ Glalel o e . a6 g ¥ ] ol
Ol -olaliEies opde pla o) gAsl il pad &1l ] (incremental/cash ﬂLItI'IDw'iI
=lEEl e il Lpie o So e (mark-to-market) 5l s Gl 450 4
Slbanwll o ybe t g obpe Go8 ay adell GlEadul L6 Taolay dab Lo

. ilaly

Valuation Effects of Mark-to-Market 3 el s 5 guatill Sl 15U paads

Lokl Lalill G Lajlasd G5 ipss JS Ggeadl Il 4958 oLl 33 ] 0Y
O oA lasana ol 5% il Ly UaFl o giall o Loyl Lae Caliss
JabS ape J8 Ll wie (PR) Gydin e olililws sie e jals 3Y sl
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3]} gk plia pdia o) (b3 s ol Gla ob sl ) ods pdad ol o) L
Al 3 sl plae alindl aiill o) A A (ebbds bl gle ol coaa a0l
e Jamay b AR Gl pds bl Leie y gllall LA Ja¥1 5 auad DL
oot &1 J afill pdial Dla o T joncs oo Al Tasly BLAN fe Jla Ja¥
Ghi SO oo e Sl SIAY O Gy Ladle LN sV e s ) G

) Lomeoa

Lyl e (Positive Profits) S e pL) e Jpensll o2 50 Ul ada 3
Llle 500 ¥ans dic Laiiw¥l o4 Dladl cils Lo Lasgall 35l canay
cAaddasa 383 ladie Al ATV

(higer Tllall jlawSU dew i S o) 3 pad 8 e Dsul Ulall oda 3
£l ol By ol gl sl Jo Jpaaall G5 3 B, ol p. price)
(daily mark Lusgall 5 pdl J) Zo o0 Lol o Slaads Jani) pd s clabiin ol
ng.. diay Ogli. SLLER Je Llle 5818 la ) pba 13 a3y y to-market)
L ol Tgad oSas ¥ Sum ol pdad i slaie oMel JUAL 50K o3 Y o
O el oS Jalieal] pae 0 gp JBU (8 . Bl day e 0L 2 e
B pe e ge bL3) ol sblimad] el =olg W Blas Jaf oaw
ool Bl 2l albdand) lal 23l 1) paaca GaBally - 8L oY i .
Sl T i e R g VY i A RN s

Contract Specifications sdall Slduslga
U o piall Lol Labw ol Ll Ly Lh e W o p 3 ) sl 8

Sla¥l e o] waiayy e giie Lo Gl e b5l i Lo Loatil o)
Syl o i Ll gl S clbdnad) sy ie Gli olld pay 83455l Gralaldl
Lol alld 095 a5y (Listed on an exchange) Jolall 805 3 5,830 cluladiwll
waal (15/3) 3 pari o) dile, (GTE) Jf JUI bl ol o5 26 Yl Ly o
e e Bl S L R e T e T B S U P N
o adyS LA o ugde ol Ball epads (15/3) J 3ataw ol L34
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s ol Gacas Sl (March) SI0N0 0800 oalsl 3 30D dpie da gl Biga s
¥ ool (15/3) 3 L3iolee Jal e aial pas elde 5LS 131y (March) alyl sl
Jalb dde 3 Jeaall S LEL oSl aae Ula Julis ol (15/3) jan il

Jaf e slaal o ;a%3 oo uliy ps(standard forward contract) o3 e
(Considerably lua 5o Ty La¥l asiall o). Lud 3 30 by 20k selibal
. greater flexibility)

Perfect Versus Imperfect Hedges daUd) & Ll LUl (Llasdl) Ldaail
A fSa Labaay las¥] plalie aui it il g gil) Lol ubislls 2oady

Laladd L) ol Gy Saclill g Yoo ToliSiwl day olld ol Llee Tl Takis

Aaaie 1685 O Pl TS L Al

ALl a3 gl Jghatll poa b Diathae clale sl palud fu,G 6% o (1)
3 (PRF) 3 gaiial agoatl 3 Laine il L 0 =afS 130 38 e s laall LM
(9730} 58 clabiiodl die o palud fo s ol S8y el g S Ll
latio Lhaill o pgill 138 psas ¥ ) QLIS Libity aLa il Muie (Sa Yo
3 eiten Lbesll Hl L85e Lhis Je Jpeaadl (H30) sie basizal lily
s el elhe  Je (The Hedge will be covered in August) 5G] el
. (unknown cover basis) 8 g s

(covered) sl 555 o) cos Lldals i 5 3 Slhall Lol Jl £ aas (2)
Sllies elad la ake (K o) & A8 il'l_l..ﬂ..'i-'t..li:l.llr.l.;u“ Ao s olis
Lol Al pad & i 10LE (PRF) (e pges (500) paliasl ya (PRF) (e
de Pl S (500) N Gielia pi 3 (units) slus g (PRF) ol
e

Gl 3 Ttk 1588 o) cas wldBioll 43 e alds SN kst | pa (3)
bl pgd  (PRF) sy ol 130 S g bl sl Lo 5 30 2
de abliiwll ol Aobh L6l §La 5w chiliin fraal i 3 (S
- %k Llea 330 52303 Y 43 (PRF)
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J gimll .'-ll-i--n[g—n cals LlE ol ps LQ_EJ—EJ gals el 3 ;.L—_|lln-'i_"|.|-| _'_-.|_
shladl WIS Sl Lubas) dalad) oppls Lt o il slakidal fe Lo b Lliaull
alaBll T,k s 3 plaebud JLucli Wl e Ll ks 30 2508 13
Al
(Do with the fu- psladly Jaladdl e 0 0f 5 L cbbasadl [ P 1
Sosd e elol 3 cud ) 15U tures what you intend to do with the spot)

o g'l.:l._ﬁ_u;ll t;",‘f'd'."l’-il'.f_lﬁjﬂ J-i-l-“thl .'J.J_J”:'Il_n] {'._,L.ln.ii.....ll F!_riilﬂ-_iltﬁ
(Trade the same §,alally Jylall G glone SLLELA fa ol Jglal - 23l
JBi L5040 . quantity of futures as you intend to trade in the spot)
ALl Ll 3 G5y e ol 3 ts (100000) il o pedil
i do Jauaally (930) 3 (PRF) J) o0 Gl L linul 3uulie
Ls) (PRF) cilbidiiee 5785 o) cldai (PRF) agoal Byl 498 dels
Toallly (Lo Bt Lol o) Fobiaay slotll iy i) ga Jladl ol
ps (To the total dinar value) lus Lo p paad &gl oS5 8 5lal

C gl bl Jladl 5l e o Lo g 4l 4l
(100000 = 98 .62) Sl e o pde 1014 a5

E-.I-Fhu alall Lbaidl 585 Lasie d.’i.tl.i.gb.i.lll
Optimal Hedging when perfect Hedges are Impossible
(pibias e JBa o laady Ly o das 80 olld e £8L5 G 5 LA
Ol e o Lesie Lghubas o el G Sl clldiee wie o g Ll
(0F) Gliaietl ap sbbiull el e SG e Ula 4o 3 Gls Laba sl
LLEYL () (Bralall) L pdll 5 pud) 8ol Lad e oSG pue Ula oty Glas
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sy sl paalia alidiul di€esd iabid s Al Lol aladl La € ey
Uainall ;uls J5 (lead to) 1 2gi 3l Q) bl e Ge a3l A3
05 S () Ragh 0] Ay ezl
Optimal Hedge Jabl Lulaasll
Q'p = Q, (5, tg) + TF

(31/8) 3 L (100000) flees (PRF) Ga pgsl olrd 205 il 0208 Waui
(31/8) 3 SLaN aae ol Yol S5 SYl; (9/30) sa pelus faa G il Sy
cllaadl jlaw¥ Skl paad Gl 585 o o) 2080 (Bpalall) Lpall jlawdld
: .__'J,l:dli PRS- BT T (QOO00) 5 g5 Lyl ghas) Sl

s 100000 (1,0) (0.9) = s 20000

bl ) b e LB L (9832, 915.38) wie sl Jolas a3 K1

JJLJ.: T -I.H.i I._Il_-lrl-l-ul.l- .Ed:inll {l’-l:,.-e-'l } _;_;...-.5 ilLr-:l :-giﬂ.dl- r.'-—l-s Jh:l.ll!'-g‘j
skall ol caaisias pl (S0 Lulh () sSiud Jladl Ll sgicall s (916) 4 (915)
2yl e Tuash B Juiill apie oliolym SSLS Ll @il A5 Lyl
o siall ool Tglas GU Tale Tygems Hun ) (oS0 Labaall ol laall Lo -l

s Lo pauss
(SPOT il sl Lbliasuly Ly dalos 3 Lpalda Tt byl alags (1)
Lgaaksas oLl instrament)

gt gl Lgan by Al G dll S P e Yy | S L ol (2)
(5pot Lo sil) Slgudl SLuall mid p pand Lghudeid e Lu s akall Lad ;5553 1(3)
Ll ol Lpaw alpl) instruments)

Short - term debt futures Jayl 3 peadll fpall Silaluiiou
ald Ll Jgusly oY) Bpeald Batads el s o je galll sl Jika
2 slbiiae e (2.6) Jyaadly (high-grade fiinancial assets) Llle ala e
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AdBs s Ayl Jpo ) colimwsll CBiaiie 3 Lt o8 Tiks s sl

1995 3 Laulill Jodf) 5 el (g Slalaiee (2.6) Jgaa

(31/12) da g 525U J gl Silaa g |
Go00 S s 1000000 (e 90 LS 0 i sl
21300 2 S000000 (prs 30} Wi Boilie
45000 244 3000000 {asly jet ) LIBOR
2554000 g 1000000 (=31 3) Sy aom
404200 ik e} SOO000 (LK) e
OBRS00 DM 1000000 gl o sl
53700 Sfr 1000000 E-'Ilm SWISS
Q2000 Iti 1000000 Euro lira
20300 CE 1000000 - Canadian BAN
T-Bill Futures Ao jadl St Sl

3 0l Losal el ol § Libadl J ol olea il agly
Jh a3 sl il el 3 Ljandl alddall pans JI G830 g pall
pless y (at discount 1o par value) Lowil Ladll fe pads Tajpall olu
Lole Uite s puadll L o Lo0 Ladls pn s it g3l Sy s S
WL U S TRVREN TSN [y NNE SPRA I P PR I % I EPCA O [ P DL P
giadl B e Slall Do sl y asie il sl pl 3 L) Lo il
Sl Jghis 3 2 Skl laall pasd Oludal siey i) GLAYL — ol
(Logs 360) Ll Yo Tiwdly ALY sse o A5 Lus g€at] LbLIaY) 2l s
oty sy 5 (28/8) § G i o) (307) § Ul B2 e S
uads lacly (Loge 29) Loy Laide Bae sl ala Loy (% 7.13) 550 sane
JSI olua (0.5744) &3S pnill 5 Loy (360) Ll oLl s 51 bl e
Loass ¥ Loall (% 99.4256) I ylowa sl bl aan 3l 31 Jo lins (100)
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Laall ab¥ se

% sdsdl r_..n_"iJ'l ) :«-_l-l-l--‘.lll Lfijl L rhlmj .__H _-|L:|:|.'J.! r....:.:-u.

360 Loas Lad g
29

27 x 00713 x s 100 = L 0.5744
360

Sl pami - Laast daaill = Lol Taad o120 e

s 0,5744 - 100 = s 99,4256

Vasy ool oo Lage 29 liaa (100) p3E—l (iay Slisa 99.4256 il JSl
A% 7.27) -;';1-."""‘ i e BilE easaiy

365 Toaw¥! Lasill
x 10 - — = Taawal 351 2le
E._l-;._l:lll .r..|=1t.1|1 AT p!_r."..ﬂ L
365 Sl 100
a R =
29 00,4256
3
® * %0.5777 = %1.27
29
el SlliTie poany god Guds L Jo N LR T | P v

pandl 3 Jas ol lagd (s 50) Flatial =l sl Je Ll ofa Uandall
Ge Lad) bua (25) Lady Jad Jaad {one basis point) sasly sl il sanll

g 25 = _iu_ x ®0.01 x s 1000000
- 360

bl sae b (% 5.20) pead sau s,;a.;,a.mmpl_,;,:.isii{;.a_a
s 987000 s sSans e Glal)
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JEs bialadl padll % ubast daliiy pnd ) o Ball Lo} Aol = aaluitll ja o
(ol ke Towad dasd 001 uld 2l

(25%520) — 1000000
s 13000 - 1000000
S 987000

(% 5.20) pum i s3e (T-bill future) fiiies Tujd G jad & oAl 13
JGIS o i Tl LY like G0 (% 5.10) pesd wie das JUIL
Profit = 25 [Interest Basis Points at Purchase - Interest Basis Points at sales)
pall = 25 [+l i bl LU 581 — pull il LGS L]
A 250 = 25 [520 - 51Oy
; - !
Profit = Selling Price - Purchase Price
E_.l_'jjl = .:__Elllu}i_u_lhﬁd.“ﬁﬂ
Hiss 250 = [ gals — (255510)] — [ aale % (25%520)]
et a3y (B35.20) 0,08 pad sie (Foture) Jufiiee olpd o5 130 Luaas,
e [ls (25) saadl 8y o ([lius 250) Lajlita §5lus piani (%3.30) peas
A 'i-“..!':‘ 20 (axly Haals) 3 (1 basis-point change) a3 el ki (1) g0
Lsadl cliian SlLEi. agie pads plaadl 3 158 seluy (il 0)a
Al c¥glall g ) Byl
(069 x 1) 3 Lol jlasidly pys 90 a3l Slsis Slalaiians (3.6) Jgan
(e 0 dia sl alabidie jlal ~A

6/30 /x1
L) ke paai il i bl A s
8.82 %8.52 97.87 O/19x1
B.95 o8 64 97 84 12/19x1
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L__;-_;HI .I-:1.-u]|_;'|.i_.|.-'|—E

630/ x1
sl atile el gl ! JVE aan pLYI gliaguyl
%928 F8.97 07,86 B 23/9/19x1
9.13 8.63 095,78 176 2212/ 19x1

2Lzl Gaall Sty Silspuaill (3.8) Jase! 3 (A) pdll 3 B2l

ol paemadl pon (B) paadll Lol (30/6/19x1) 3 ZH-2Y) pg2 i il (g 90

= lBlEanwl =13 (for cash T-bills) sl il a8l e nadl (3 gl slady

Akl L;.}L-h.‘t;u.a._,:l.;.u_,hih..urd._'__s_..:@.ah, e L

BEal) Ul Y] paas [yed gy dia¥l goaind U Loy e iliia olliaay

oy ] 3 Ly poy ) dekiily b Lall il Lile Tuga s asi el
Mg Joaall pyiSans

Basic Long Hedge AL glall dabadlll  pulaad
S Sl s IS i gy o Sliaall il Sliial) Lo caLs 1l
s el el Sl Gl Ly B s Joitwll g iali.
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Recent texts with cxtensive discussion of financial futures are shown below,
Each has further detailed listings of references.

Chance, Don M. An Introduction to Options and futures. Orlando, FL : Dry-
den Press, 1989 Figlewski, Stephen. Hedging with Financial futures
for Instiutional nvestors, Cambridge M A ° Ballinger. Publishing
1986,

Hull, John. Options, futures and Other Derivative Securities, 2nd Ed.,
Englewood Gliffs, NJ Prentice Hall, 1993,

Marshall. John F. futures and Option Contracling : Theory and Pracuce,

Cincinnati, OH : Southwestern, 1989,
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stoll, Hans R. and Robert E. Whaley futures and Options : Theory and
Applications, Cincinnati OH ; Southwestern 1993,

Each of the various futures exchanges has extensive literature about their
contracts Write io the following addresses and request alisting of the
publications currently available :

Chicago Board of Trade. Literature Services Department, 141 W. Jackson
Boulevard, Suite 2210 Chicago, IL 60604 - 2994,

Chicago Mercantiile Exchange, International Monetary Market, 30 South
Wacker Drive Chicago, IL 80606

Kansas City Board of Trade. Marketing Department, 4800 Main Strect,
Suite 303, Kansas City Mis, 64612,

New Yorl Futures Exchange, Inc., 20 Broad Street, New York NY 100058

Finex, Four World Trade Center, New York NY 10048,

The role of stock index futures in the "Crash of 1987" has been extensively
studied A few of the studies are Listed next ;

Commaodity futures Trading Commission. Final Report on Stock Index fu-
tures and Cash Market Activity During October 1987, 1988,

Harris, Lawrence "The October 1978 § & P 500 Stock - futures Basis, "
Journal of Finance, March 1989,

Blume, Marshall E., A, Craig MacKinlay, and Bruee Terker. "Order Imbal-
ances and Stock Price Movements on October 19 and 20, 1987." Jour-
nal of fulures, September 1989,

Stoll. Hans R. and Robert E. Whaley "The Dynamics of Stock Index and
Stock Index futures Returns,” Journal of Financial Quantitative
Andysis. December 1990, ,
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potie 3 Sl a5 Gl Lwlowd] a3 ol ela ali T T
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Sl Gl Gl (Lals §hpeay) AN Gl e il 5500 Len il 12a 3
A 3 el BIE ) el e waadl ol L) dhie o)

alsiall e sl (Performance Monitoring) Olsaadl sai a3 o5 5 3,
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shlia [ lie s i glas 5lg sl 3 ki Sl JELAL dalgian Juaill 1is
tquite valid) dasan 3,k fue 325 Wias I PSS W, [ P | sl elayl
UGS oly slaiiwdl bl ulal Lo aa Lhh aa i Wy iy all ul o il
(Short historical time a3l e bpaend Sl Le s ) s ol =l
do¥l g Lol Bilad) 3 ¥l ot agd can 5 3 3 =3l 3 periods)
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Aibas Jblal oty dhse ol s se 14

(An atempt should oY) e g siwd] Gl Jpss o Usaae Yylae s 31
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LAWY olgadll Sl dhidas [San apdl ol Clusedl) el con g pedll §LS
i e i aay ala Lot Hlaiad ) cpen 3l Ladlasl Side e
cchanas el 5L Bgall e 481 Laal 4 elay!

galall aaadi 3 (AIMR) 0]
AIMR Performance Presentation Standards
[ Association & gaally ol ladiwy) &5l e e el ciliaeaw il Lla 3
e 58 o pelea sk for Investment management and Research (AIMR))
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(AIMR) alutists (1.7) Jgan

Ld N Dlladl stladl =¥use Cladal shsll e & (AIMR) pa 5ui @l o2

Total returns

Accrual accounting
Time-weighted returns
Cash and cach equivalents
All portfolios managed
Sparation of model from actual portfolio
Market-weighted returns
All portfolio retarns

Mo restatements

Mo probability

Unbundled costs

Long-term record

Source : AIRM, December, 1993

- Ll skl las
Shpall lama (1)

Tatuall =bilaall (2)
pa ot el Bl {3)
Al g glu Loy u3ill (4)

B lall Liladl LIS (5)
Lilaill asall He pipaidl Joai (6)
moll s g (7)
Asdall pil LilS (8)

il il poe (9]
Lullaial ¥ (10)

Lajat cownd ciuslaall (11)
haslell sl fe o (12]

ATMR cluas g3 aal (2.7) Jaaa

Accrual accounting
Time-weighted returns
Trade Date accounting
Retums before fees & laxes
Convertibles

Additional information
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Jol sl cptia sl gua) phisd il cowiad pd 0 SLuall Sipe g
RR) Jalall sladl Jass awdy LW Jlaa 3 el Gl e pastn Sy
. [Internal Rate of Return]
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Mustrative Data dand pl) claladi
Bodl 3 Llaill Slpadl 2Vuas ton Jpaeally (47) Jyia 3 53 pm sl L)
e sliin puadl (AMF) aaly (S & P 500) 2520l ol e Js) s

Ankilia =) A4
Ela¥l wilge olita (4.7) J gus
e LaNlEl abigali e alad) ablgall
Excess Returns on Faw Retumns on

AMF 5 &P 3500 AMF S&P300 s aio. 5 s} oyl

323 48] 144 3m 1.79 Q901
27 4.30 2.26 6.29 1.99 Q902
1098 -16.08 868  -13.78 2,30 0 903
505 7.09 6.91 8,95 1.86 Q 904
664 1311 8.00 14.56 .45 0911
o1 -1.22 .64 .21 1.43 Q912
2.74 3,96 4.16 5.38 1.42 Q913
479 7.17 5,95 9,36 1.19 0914
240 347 -1.43 -2.50 97 Q921
2.43 94 3,46 1.97 1.03 Q922
1.99 2.19 2.90 3.10 .91 Q923
2.05 4.39 2.76 5.10 T Q924
5.76 3.67 £.49 4.40 W Q931
2.16 -.21 2.88 .51 . Q932
3.45 1.80 4.21 2,56 6 0933
-.62 1.61 09 2.32 W1 Q934
393 451 -3.21 3,79 ) Q941
36 .41 1.19 42 L83 Q942
2.35 3.89 3.35 4.89 1 Q 943
199 o114 .87 -.20 1.12 0 944
%.855 ®LIl4  ®2.037 %2296 %1182 Jual
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Performance Measures elaYl puaaliia

Sharpe
0217 0.194 Treynor
%1340 %1.114 Jensen
%0144 0.0
Regression Out put
Constant (L144
Std Err of y Est 1.544 Correlation Coefficient 0.93
R Squared 0.862
Mo of ohservations 20
Degrees of Freedom IR
X Coefficient () 1.638
Std Err of Coef

0.060
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(B lain¥h ] e La $da Lt il (the aggrepate market) 3l ___||_'-’..JI
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A ] c.-Jj_H_....J!AmL Lia) 574 3 =y YA realized retumn)
AAE s B WS O oAk el Ll 2 sl e 330 o (Br) Lo o)
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Athorough treatment of the investment process can be found in Maginn,
Tohn L.. and Donald L. Tuttle Managing Investment Protfolios. Spon-
sored initially the Chartered Financial Analysts (now the Association
for Investment and Research).

Boston : Warren, Gorham and Lamont, 1983,

Recent articles related to the process of portfolio managment include the fol-
lowing : :

Brealey, Richard A. "Portfolio Theory Versus Portfolio Practice” The Jour-
nal of Portfolio Management, Summer 1950,

Lee, Wayne Y., "Diversification and Time : Dolnvestment Horizons Mat-
ter? The Journal of Portfolio Management, Spring 1990.

Wayne, Wayne H. and Michael Banks, “Increasing Effectiveness via Trans-
action Cost Management, "The Joumnal of Portfolio Management, Fall
1992,

Zeikel. Arthur. "Investment Management in the 1990 's" Financial Analysts
Journal September - October 1590,

An interesting discussion of the Investment policy statement was presented
in the Financial Analysts Journal. The first article in September - Oc-
tober 1990 presented a mock policy statement about which readers
were asked to comment. The follow - up article discussed the reactions
to the mock policy statement.

Good, Walter R. and Douglas A. Love, "Investment policy statement” Fi-
nancial Analysts Journal September - October 1990,

Good, Walter R. and Douglas A. Love, "Reactions (o the Investment policy
staternent” Financial Analysts Journal, March - April 1991,
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Arey of the Normal
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130 OOz 090491 00066 00083 09099 05115 00131 0047 Q9162 G5177
|40 09193 092074 09212 09236 09251 09265 09279 08202 09306 (5319
1.50 09332 093448 09573 (5370 09382 09394 05406 O0MIE 094329 (.544]
160 [o452 Q44630 05474 0O59ES 00495 09505 00315 00523 05535 DO545
|7 00554 005637 09571 DRSE2  085M 09599 (0908 0906 09435 09613
LB 05641 0O64ES (DOR5E 09654 00671 09678 09686 D9693 09699 09706
190 06713 057193 Q9726 09737 QO73E 00744 09750 09756 00061 0977
200 GUIT2 OSTTTE 0973 09TEE 09793 OOTHE 043 09808 0981 09817
210 (SEZ] 098256 09830 09834 09638 05842 05846 05830 O98M 05857
230 NOBS] 098644 09868 09571 09874 GSETS O5ER] O0SE4 O0EEY (L9590
230 09893 098554 05808 09600 09900 0590 05009 05911 0593 05916
240 09018 099201 05922 04924 09926 09923 059930 05937 09034 05956
2.50 09038 (99395 00041 08047 09044 090456 OOME 059 L9951 05952
2460 09053 (O0546 00956 00957 00058 09060 05061 09862 08%G3  596d
T 05956 (099663 09967 05968 09953 09970 09971 08971 09972 05974
2ED) 09974 099725 09978 09977 09977 09978 09979 09979 09980 O.59981

250 00981 000810 OO0ET 00083 (0084 00084 09085 09585 05986 0995
10 0:5986 0.59569 09587 05988 0008 04980 09080 09060 (.0990 09950

The data above represent the area between negative minity and a certain npumber of sian-
dard deviations the mean of a "nornmal” distribution. For example if the number of standard
deviations 15 0,67 above the mean {or expectad value) then the cumulative probality from
minus infinity to 0.67 is 0. 7486

This table can be used in the Black-Scholes Option Model for positive values of "d1” or
"2,

The data can also be used 1o find the number of standard deviations associated with a given
relum percentile,
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Appendix B

Prezent Value of $1 Recetved at the End of Period

rfm

.?h_aa& o | noz | 004 | 006 | 008 | 010 | 02 | e | 015 | 016 | 018 | D20 | 022 | 024 | 025
i 0990 | 0980 | 0962 | 0943 | 0.926 | 0900 | OBO3 [ OETT | 0870 | 0862 | (RE4T | (B33 | 0B2D | 0806 | O8O0
2 (Luk0 | 0960 | 00925 | 0.B90 | O.B5T | OB26 | OUT0T | 0769 | 0.756 | 0743 | TI8 | 0604 | 00672 | 0650 | 0640
3 7t | 0542 | 0.BR9 | 0840 | 0.794 | 0751 | 0712 | 0675 | 0.658 | D.641 | 0L609 | 00579 | 0551 | 0.524 | 0512
4 a6l | 0934 | &S5 | 0792 | 0735 | 0685 | D636 | 0592 | 0572 | 0552 | 0516 | G482 | o451 | 0423 1 0410
5 095 | oD | pE22 | 0747 | 0681 | 0621 | 0567 | 0519 | 0.497 | 0476 | 0437 | 0402 | 0370 | 0241 | 0328
fy o042 | DEEE | 0790 | 0.705 | 0630 | 0564 | 0507 | 0456 | 0432 | 0410 | 0370 | 0.335 | 0303 | 0275 | 0.262
T 0033 | 0871 | 0780 | 06485 | 0583 | 0513 | 0.452 | 0400 | 0376 | 0354 | 0314 | 0279 § Q249 | 0222 | 0210
g 923 | 0853 0 0731 1 0627 | 0540 | 0467 | 0404 | 0351 | 0327 | 0305 | 0266 | 0233 | 0204 | 00179 | 0168
G G004 | 0837 | 0703 | 0.5%2 | 0500 1 0424 | 0350 | 02308 | 00284 | 0263 | 0225 | 0,094 | 0167 | 0144 | (134
10 0905 | 0820 | 04876 | 0558 | 0463 | 0386 | 0322 | 0270 | 0247 | 00227 | 190 | 162 | 0137 | 0116 | 0U0T
11 0896 | 0B04 | 0650 | 0527 | 0420 | 0350 | 0287 | 0237 | 0215 | 0.195 | OU162 | @135 | U112 | 0.0 | O.086
14 0887 | 0788 | 0,625 | 0497 | 0397 | 0.319 | 0257 | 0208 | 0187 | 0168 | 0137 | 0102 | 0092 | 0.076 | 0.069
13 LEFD | 07T | 0608 | 0edaD | 0168 | 02200 | 00220 | 0182 | 0063 | 00145 | ui06 | OOB3 | 0075 | 0061 | 0.055
(4 | 0870 | 0758 | 0577 | 0442 | 0.240 | 0263 | 0205 | 0160 | 0041 | 02125 | 0000 | 0078 | D62 | 0040 | 0.0d44
15 | 0f6l | 0743 | 0555 | 0417 | 0315 | 0239 | 0183 | 0140 | 0,123 | 0.108 | 0.084 | 0065 | 0051 | 0.040 | 0.035
16 | ESS | 00728 | 0534 | 030 | 0202 | 00218 | 0163 | Q123 | 0107 | 0093 | 0071 | 0054 | 0uD42 | 0032 | 0028
17 DE4d | 0704 | 0513 | 0371 | 0270 | 0198 | 00146 | 0108 | 0.093 | 00230 | 0.060 | 0045 | 00024 | 0026 | 0.023
18 | DR36 | 0700 | D494 | 0350 | 0.250 | O.180 | 0130 | 0.095 | 0.081 | 0.069 | 0051 | 0038 | 0:028 | 0021 | Q018
19 0LE28 | heBe | 0475 | 0331 | 02232 | OolGd | OUB0G | O.083 | G070 | 0060 | 00043 | 0031 | U023 | 0017 | 0.014
2 ED | 0673 | Ddse | 0312 | 021s | 0ordo | 0oi0d | 0073 | 0.061 | 0.051 | 00037 | 0026 | 0u019 | 0014 | 0012
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Present Value of §1 Received Annually at the End of Each Pened for n Periods

Appendix B
r/m

(peioas)| 001 | 0.02 | 004 | 006 | 008 | 010 | 0.2 | 014 | 015 | 06 | D.AB | D20 | 022 | 024 | 0.2
1 | 0900 | 0980 | 0.962 | 0.943 | 0.026 | 0.909 | 0.893 | 0.677 | 0.870 | 0.B62 | 0.B47 | 0.833 | 0.820 | 0.806 | 0.B00
2 1970 | 1942 | 1.BB6 | 1.833 | 1.783 | 1.736 | 1.690 | 1.647 | 1.626 | 1.605 | 1.566 | 1.528 | 1492 | 1457 | 1440
3 2041 | 2834 | 2775 | 2673 | 2577 | 2487 | 2402 | 2322 | 2233 | 2246 | 2174 | 2.106 | 2.042 | 1.081 | 1.952
4 3,002 | 3.808 | 3.630 | 3465 | 3.312 | 3.170 | 3.037 | 2.914 | 2.855 | 2.708 | 2.600 | 2380 | 2404 | 2404 | 2.362
5 | 4853 | 4713 | 4452 | 4212 | 3.993 | 3.791 | 3.605 | 3.433 | 3352 | 3.274 | 3127 | 2.991 | 2.864 | 2745 | 2.680
6 | 5795 | 5601 | 5242 | 4917 | 4623 | 4355 | 4111 | 3.889 | 3,784 | 3.685 | 3.408 | 3.326 | 3.167 | 3.020 | 295
) 6728 | 6472 | G002 | 5582 | 5.206 | 4.868 | 4.564 | 4.288 | 4.160 | 4.039 | 3812 | 3.605 | 3416 | 3.242 | 3.16]
g | 7652|7325 | 6733 | 6210 | 5747 | 5335 | 4.968 | 4.639 | 4487 | 4344 | 4,078 | 3.837 | 3.610 | 3.421 | 3.320
6 | 8566 | 8162 | 7435 | 6,802 | 6,247 | 5750 | 5328 | 4.946 | 4772 | 4.607 | 4303 | 4.031 | 3.786 | 3.566 | 3.463
| 9471 | 8983 | 8011 | 7360 | 6.710 | 6,145 | 5.650 | 5.216 | 5.019 | 4833 | 4494 [ 4192 | 3.923 | 3682 | 357
11 |10.368 | 9787 | 8760 | 7.887 | 7.139 | 6.495 | 5988 | 5453 | 5.234 | 5.020 | 4.656 | 4327 [ 4.035 | 3.776 | 3.656
12 [11.255 | 10,575 9385 | B384 | 7.536 | 6,814 | 6,194 | 5.660 | 5.421 | 5197 | 4793 | 4439 | 4,127 | 3.851 | 3.725
11 [12.134|11.343 | 9986 | B.853 | 7904 | 7.103 | 6.424 | 5.842 | 5.583 | 5.342 | 4910 | 4.533 | 4203 | 3.012 | 5.780
14 |13.004 | 12,106 | 10,563 | 9.205 | B.244 | 7.367 | 6.628 | 6.002 | 5.724 | 5468 | 5.008 | 4.611 | 4265 | 3.962 | 3824
|5 J13.865|12.849 | 11118 | 9712 | 6,559 | 7.606 | 6.811 | 6.142 | 5.847 | 5575 | 5.002 | 4.675 | 4315 | 4.001 | 3.B59
16 [14.718]13.578 | 11.652] 10,106 B.851 | 7.824 | 6974 | 6.265 | 5.954 | 5.660 | 5.162 | 4.730 | 4357 | 4.003 | 3.887
17 |15.562 | 14.292 | 12,166 | 10.477| 9,122 | 8.022 | 7.120 | 6.373 | 6.047 | 5740 | 5222 | 4,775 | 4,391 | 4.059 | 3.910
18 |16.398 |14.992 | 12.659 | 10.828 | 9.372 | 8.201 | 7.250 | 6.467 | 6.128 | 5.618 | 5273 | 4.812 | 4.415 | 4,080 | 3.528
19 (17226 15678 [13.134 | 11158 | 9.604 | B.365 | 7.366 | 6.550 | 6.198 | 5.877 | 5316 | 4844 | 4442 | 4.097 | 3.542
20 |18.046 116,351 [ 13.590 | 10,470 | 9818 | B.S14 | 7469 | 6627 | 6.259 | 5929 | 5353 | 4870 | 4460 | 4.110 | 3.954

_483 -




Appendix C

o = .05
v ! 2 3 4 § & 7 g 9
| 16145 19950 21571 2448 D06 23390 1T 1WES 24054
2 IBSI3 19000 15064 19247 19296 19330 10351 19371 19.38S
B[ WMIZB 93521 92766 90172 9035 B9406  RERGE  EH4S? S|
4| TI0BS 65443 65914 63BEZ 62560 60631 AO042  GAIN0 S90S
7| RG0S STB61 54005 51922 50503 49503 487I0  4B1ED 47725
6 | SOET4 50433 47571 45337 43FM 42 42066 41468 40000
To| 5S4 4TIV4 43468 41203 39TIS 18660 3TEW 37351 16767
B | 33177 44500 40662 IEITE AGETS  3SH06  3S005 34381 33sR
9| 51174 43565 38626 361 34817 IITM 1T 3296 107E9
| 45646 41028 37083 47RO 132 ! LSS 30TIT R0oms
11| 48443 30823 15BN 33567 12009 3006 01T 20880 24062
IZ | 47472 38ES3 34903 32502 TIOS9 20961 20013  2BME 27064
13| 46672 33086 34105 31791 0254 2915 2321 27669 2704
14 | 46001 3TIEY 1IN 295 28T 27642 Leged 26458
15| 45431 36823 3287 30556 20013 20005 17066 2666  1SEG
16 | 44940 36337 3TWO 10040 28524 27413 26572 21] 185377
7| 44513 35915 31968 29647 28100 26987 26143 25480 14943
I8 | 44139 35546 3150 29277 27M9 26613 15767 25M2 24561
19 | 43B0B 35219 30774 2951 27401 26283 25435 24768 2497
Hh 41513 JA92E 50984 I EAG] i L5000 25140 2447 23528
2l | 43248 3A66H 30725 23401 26MAR 15THT 24876 24305 24561
22| 43008 34434 30491 ZBIGT 26613 25401 T463F 23965 23419
23 42193 34221 30280 27955 ZGA00  2SXTT 24477 13T4R8 23800
¥ | AISHT 34028 30088 TGS 2620 25082 24236 23551 2300
15| 43417 33852 29912 27567 26000 24904 24067 2331 23831
26| 42252 33600 29751 27436 25868 24741 23881 23ME 29655
I | 42100 33541 20604 1T ZSTI9 24591 2372 253 22500
B | 41960 33404 20467 2714 25581 24453 23593 22013 22340
29 | 41830 33777 1930 27014 25454 2434 23463 227 1709
30141700 3358 20223 26896 25336 24205 23343 22662 27007
40 | A0B4B 32317 28387 16060 24485 23350 22400 20800 2340
60 | 40012 31504 27581 25292 23663 22540 21665 20070 20401
120 | 39200 3078 2680 24472 22900 21750 20867 ZOI64  1.05KS
= | 3B4I5 39957 26045 23719 12041 ZOSE6 2009 19384 18790
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Appendix C w5

@ = .05
v, v 1o 12 15 20 24 0 T &l 1201 -
| 4188 4391 2450% 4B01 4905 25009 25104 25220 25325 15432
2 19396 19413 19479 19446 (9454 19462 19471 19479 19487 1949
3 RTESS E7446 27020 B6602 EGIHT 6166 RS0M4 BSTID BS54%94  HS2GS
i SOG4 54117 S5RSTE SRS ATT44 S45% RTITL SGARTE 6581 54281
5 ATIST ABTTT 46188 45581 45777 44957 44638 44314 43984 43650
f ADS00 35999 39351 &2 AB415 1B0EZ 3 7MI 378 3747 LG6ER
) 16365 35747 ISIE 34445 14105 1758 33aADd 33043 32674 43650
] 33472 312840 32184 U503 30152 MMM 3048 30053 29668 31298
9 11373 1076 30061 203a% 219005 28637 2830 2T7RT2 1MI5 20076
10 TOTED 29030 2R45D ZTTAD O 1TAT? O 2A0AG  LAG0M  A6211 L5ED] 27067
1 ZESIE 27876 27186 L4464 26090 25705 215300 24901 24480 25379
12 27534 26866 26160 25436 25055 24660 24250 23842 23410 245
13 26710 26007 25331 24580 24200 23800 23FT 23966 22534 12062
14 26021 25342 24630 23879 134RT 130827 22664 22230 21T7E 12064
14 25437 24751 2AMS 23075 2MMTR L2468 220M3 21601 21141 21307
16 24935 247 23522 22756 22354 11938 21507 21058 20589 200%
17 24459 TIMOT 23077 22304 LIESE L1477 21040 20584 20107  1.4604
18 24117 2342| 22686 21006 21497 21071 20629 20166 19681 19168
15 2370 23080 22341 21555 L1141 20TIZ 10264 19796 19302  1.87HO0
20 23479 22TTE 22083 2122 OS5 20091 1993H 19464 LBDEY 18432
21 23210 22504 21757 RO0M6D 20540 LEIIT 19645 19165 1.BAST  .ELIT
22 27967 222%% 21508 20007 20283 1L7E30 19380 LAR9S  LB1IT 1763
23 27747 22036 21282 20476 20050 L7570 19139 1817 L7831 L75W0
24 27547 2834 21077 20267 19838 LTI 1E920 LTI L7507
15 17965 21640 2089 20075 15643 17110 1LETEE L7570 17330 LLI0
P 22197 L1479 24716 18117 15464 L6906 18533 1LTAN LTII0  LGWO6
7 M3 21323 20558 1 7EI] 19199 16TI7 18361 LTII0 16906 16T1T
2K 21900 L1170 20411 LI5S0 L9447 16541 [EN LE006 16717 1681
205 21768 21045 20275 L7331 19005 L6377 18055 16717 LAS4] 16377
30 1646 20921 20048 16377 LBEM 16223 LTUIR 14541 1637 16223
40 20772 20035 19245 16223 19T 15080 LG9 L63TT 16223 1.5089
0 10926 19174 18364 15089 17000 16400 15043 L6223 15089 13803
120 15105 1.83%7 17505 1.6587 1.G0B4 15543 14952 15089 13519 12599
- 18307 17522 16664 15708 15173 14591 13940 1L31B0 12214 LODOD

From "Tables of Percentage Points of the Inverted Beta (F) Distribution,” Biometrika, Yol.
33 (1943). pages 73-84, by Maxine Merrington and Catherine M. Thompson. By permis.
sion of Biometrka,
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Appendix D

Table of t*
Diegrees of Probability
Fresdom 0,50 010 (.65 TEL A i
| PR G54 i | 1182 s
2 0.&16 20 470 .96 eREy)
3 TS 235 ERE o, 54 5B
4 a1 213 278 17 4.0
5 ) 20 2.57 336 FTNE]
fa IR | 34 245 1,14 37
T TH 140 135 300 350
B bln 186 23] 240 T
o 05 1.43 226 282 2%
1% e 1.8l 1M AT 37
I e 1.80 2.0 272 31l
iz A5 1.7 IR 268 306
13 SR 177 1ié LGS 30
14 B2 1.7 L4 62 208
15 691 1.75 13 160 205
ia G .75 112 258 82
i B JRRY 1. T4 111 L7 280
18 BER LT L0 155 jekit]
1% 88 173 200 154 286
200 R .72 20 A53 284
2l REE .72 L0 152 283
v N L7z 209 151 182
23 (GRS .71 i n) 250 281
24 JGRY 1.1 206 L 280
25 GH4 LTI 106 244 279
26 BE i.7 206 L.4H 178
aT SR 1.1 3 47 P
28 JGR3 | 205 147 2ha
Fi 683 L7 20 246 174
L] 3 LT 204 246 175
15 JABZ 1@ 203 T4 272
40 SRl ] 202 142 i b
45 AGHD bG8 202 24] 160
] A9 i.G8 200 140 1GR
il ATE La7 240 50 L6
T .7 167 20 138 LG5
a0 G577 1.56 159 238 1654
Gl a7 1.5 .99 .07 2,63
1K} AT 164 1.0% 236 463
125 AT6 1.54 158 236 L2
150 AT6 156 158 235 261
204 575 1.65 197 235 260
00 678 165 157 .34 L5
400 A5 155 157 234 L5
SO0 474 145 .55 213 250
1000 A4 1.65 1.96 13 1.5
sa 574 1.64 |56 233 438
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- i Appendix E
g i
Standard Mormal
j l\ Distribution Areas
0 Z )

X1 000 00 0080 AM30 060 DIwe 0339 mte 0319 0G5
0l O3GH 43R O047R OS1T 0557 05WG OR36 0873 0T14 VA3
0.3 0793 OREY  OET1 0810 09ds 0BEY 1026 084 1103 104
03 A1 21T 13ss 0 L1293 1331 13sR 1408 Q443 148D 1517
4 554 1591 IGEE 1664 1TDD 736 1772 IBR0E 1844 1BTR
.5 A91s 1ms0 1tEs BDi0 A0dd F0OEE 21X 2157 2190 2
0.4 ST 2EE 2334 FA57 0 I3ED 2422 M8 MBS 2517 3549
0.7 25B0 c2Gl1 0 2547 2673 X704 2734 aTed ATRe BEAY GRSI
0.8 CORET G0 2039 20T HES  302% 3061 307R 31dd 5133
159 VRS 3212 373H 0S4 3289 3315 3340 33AS 3389
413 3434 461  J34RS S0 3531 3554 A5TT A5 631
3643 3665 3636 3TOE 3T2e w0 30 AToD 3BLG JA8XD
JAR49 IR JRER 3007 3025 3944 39e2 J9R0 3007 4005
A2 40T 4066 4082 4099 4115 4031 4147 4162 41TV
Al 4207 4232 42% 4251 4265 AZT9 4292 4306 43019
4372 4345 4357 4370 4382 4394 Adla 4d1B 43 444
A457 44683 4474 4484 4405 4505 4515 4525 4535 4543
A554 4564 4573 453 4591 499% 4608 4616 4625 4633
AG41  ABED 4656 A4684 46T 4678 AGE6 AG03 4890 4706
ATID ATIO 4T 4ATA2 4T AT 4750 A4ATS6 4THlL .4T7&T
ATT2 4TIR O 4TRI 4TRER 4793 4ATAR 4803 4308 0 481 4H1T7
AB21 ARG 4B30  4E%4  4BIR L4B4Z  dBde AR50 4854 4857
23 ARGT ade4 4868 4871 4875 4ETE 4RI A584  4BRT  4B90
23 ARGY AR0G  ABGE 4000 4004 4906 4900 4911 4913 4916
7.4 ADIE 4930 49727 4075 4927 4919 495 4937 40934 4035
2.5 AD5T 4Andl 4041 4043 4045 4948 d40dE 4940 495] 4553
2.6 ARGS 4935 4956 4957 4950 4960 46l 4943 4De3 409
2.7 Alrra 4956 4078 496 40GT 4070 4871 4971 4073 4uTd
M ADRS 4975 4976 4977 4977 4O9THR 4079 4070 4DRD 40E]
2n ABE]  M9ET  d9R2 49H1 40Hd 4984 4085 4083 4DES 4986
3.0 4987 49RT  49RT  49RE  40RE 4980 4089 JDBC 4000 4000
3.5
4.0

P T T N O P T

Bod Bl e e D

4958
Ages |s 5000 w0 fous decimal places.

To find the co,ulative area from the left tal o 2, the following procedure is employed.

I. 2 to the left of 0. Cumulative area = 5000 - normal distnbstion area. For 2 of 1,10, the
cumuliive ares 15 5000 - 3643 = 1357,

2. % ro the roght of 0, Cumulative area = S0 + nopmal distribution ares. For 2 of 1.33, the
cumulative area is 5K - 4082 = 902
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Appendix i

Appendix C Tables of Accelerated Depreciation Factors

&

EE;:EG;;;:Emmqmuaww—E

b

0,908
0.891
0875
0.85%
0.544
(829
E14
0800
0,786
0.773
0.760
0,747
0.734
0712
LR B
0.69%
0.688
0677

%

0,881
0860
.830
0.820
0.801
. 7E2
0. 765
1h744
(731
0.715
0,700
0685
0.671
0.657
0.644
0.631
0.818
0.606

105

(835
(0.830
00.206
0783
0.761
0,740
0.720
0.701
(683
{1665
(L6448
0.632
0616
0,601
0587
0.573
0.560
0.547

1%

0.831
0.802
0.775
0. 744
0725
LA LI
(L6&L
(659
0.63%
(L6200
0.602
0.585
0.56%
0,333
0.538
.524
0.510
0.497

14%

0,804
0.778
0. 746
0,718
0.692
0667
0643
0621
0. 6}
0.581
0562
0,544
0.527
0.511
0,496
0.482
0.468
0.455

15%

0.796
0,763
0732
0.703
1.676
D650
(626
{604
0.582
0.5362
0.5343
0.525
0.508
0,492
0.477
0463
449
0436

16%

0. 786
0.751
0.9
0689
0.661
0635
al1d
(L587
0.565
1.545
0.526
0,508
0.491
0475
D460
(445
0432
0419

Sum-of-Years Digits
Methed (SYD) af
Different Tosts off
Capinal

ool g

g
El

CESEOEDRoSemanm AN -

20

ik

0.920
0,895
0878
0.858
0.8
0821

0804
0.7ET
0771

0755
(.740
0.725
0711
0.697
0,684
0.671
0.659
647

B

.35
0.868
0,843
0810
0,796
Q.74
0.753
.733
0714
(.69%5
678
D.661
(645
1.630
0615
0801
0,547
0,574

10¢%

LR
LE40
a1
0,783
0,756
0.731
0,708
0.685
(.66
0.644
0.625
607
0.590
0.573
0.558
0.543
0.529
0.515

12%

0.831
0814
0,781
0749
0.720
0.652
0.667
(643
(G20
D509
0.579
0560
0542
0,526
0.510
0,495
0480
0.467

14%

0.831
(0.78%
0.753
O718
0.687
0.637
0.630
(605
(.582
0.559
0539
0,520
0,502
0.485
0.469
0454
0.440
047

15%

0.821
0.777
0.739
0704
0.671
641
Q614
0.588
0.564
0.541
0.511
0.501
.48
0.466
0.451
(r.436
(422
D409

6%

0.811
0766
0727
(1689
D656
0623
0597
0.571
0.547
0.524
0.504
0.484
0.466
0.450
0434
g
0405
0392

Double Declinipg
Balance Method]
{DDB} ar Different
Costs of Capital

NRTRIEE BV
o

Spurce: JF. Weston & EF, Brigham, Menagerial Finance, Seventh Edition. The Dryden Press,
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