CFA L3 - Reading 17 — Bluebox 0i|H| &2| R17.1 Managing Interest Rate Risk

CFA L3 Reading 17 - Swaps, Forwards, and Futures Strategies

Bluebox Of|A| 2070 H2| + OtX|2} 2Z Cheatsheet (2418t) - Schweser Notes 2026 Book 3

R17.1 Managing Interest Rate Risk — Interest Rate Swaps, FRAs, and Interest Rate Futures - Bluebox Of| x| 674

LT Payer swapl 2 HEZ2| 811 - 1™ (ABC, FRN) 17.1-1L0S 17.a

Exi $30M 4 FRN, 27| X|&, & = 6M MRR + 25bp

g 19 Zap AHo|| 2| &5 o4

Swap 3 payer swap (pay fixed 2%, receive 6M MRR), £t7], NP $30M, FRN1Z} Z2XH Y S
MRR A AIZF Al 1.5% (Date 1 &) — Date 1 AIE 3% (Date 2 X&)

e

OF-NETE-

CHA| 24 Date 1 (MRR 1.5%) Date 2 (MRR 3%)

Swap fixed NP X 2% X 180/360 $300,000 $300,000

(X12)

Swap floating NP X MRR X 180/360 $30M X 1.5% X 0.5 = $30M X 3% X 0.5 = $450,000

(£=%1) $225,000

Swap #CF floating - fixed -$75,000 (X|2) +$150,000 (4%

FRN O|X} (X| NP X (MRR + 25bp) X $30M X 1.75% X 0.5 = $30M X 3.25% X 0.5 =

= 180/360 $262,500 $487,500

£ X3 FRN O|X} - swap #CF $262,500 + $75,000 = $487,500 - $150,000 =
$337,500 $337,500

gt & ZA & X2 = NP X (swap fixed + FRN margin) X 180/360 = $30M X 2.25% X 0.5 = $337,500 (MRR2Z} F2t)

® AMZt= (T=0 — Date 1 — Date 2 — 34)

oll®l 1 AlZt= - Payer swap (pay 2% / receive 6M MRR), NP $30M

T=0 swap Al Date 1 180 Date 2 3602 3 swap Bt7|
(o, O O O >
MRR 1.5% &g (T=0 &%) MRR 3% && (Date 1 2%) oj7) 22 A
HZ Date 1 Date 2 Q7| Mx|
pay fixed 2% - receive swap -$75,000 (XI2) swap +$150,000 (%) oi7] $337,500 28
MRR FRN -$262,500 FRN -$487,500 = 2% + 25bp
Date 1 MRR = 1.5% 2} = -$337,500 = -$337,500

FRN floating X2 < swap floating %] A2 — =

rr

2 = swap 1™ 2% + FRN margin 25bp = 2.25% 118 (MRRz} 22t

@ Implication (bluebox)

o FRNZ| floating XIZ2t payer swap2| floating £=3(7t &4 — MFE nH™ 32| B (2% + 25bp)

o Z2| 45 28 (downside)t 8t2t 0|2 (upside)O| & Ct At}

o HEZZ[E= X AN L0 = (in arrears): Date 2 X|Z£ = Date 12| MRR 3%

o A1 (Figure 17.2): HS Bl —» 1™ = payer - 18 B} — HE = receiver - HS Xt — 10F = receiver - 1Y
Xt — #HES = payer

Source: Schweser Notes 2026 L3 Book 3, Reading 17 - Module 17.1 (LOS 17.a) — EXAMPLE: Converting a floating-rate liability to a fixed-

rate liability
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CFA L3 - Reading 17 — Bluebox || &z

CIE) 22 Ago= REER|Q So|M &t (£120M)

® T3 2
=

R17.1 Managing Interest Rate Risk

17.1-LOS 17.a

IE £120M E= 18 z2| KA, MD 4.5

HY - =8 g% 3 F2] sk o4 — MD 4.5 — 6 (F2| LT 2rh)

A2 MD Payer swap -2 - Receiver swap +2

@3y -0 - &

A 34 CH =

Azt MEl 0] 1 - MD>09!  Receiver swap (receive fixed), MD +2 Receiver swap
A2}

HEZH NP (MDy- MDp) = MDg X (6-4.5) + 2 X £120M £90M
MVp

(371 A (MVp X MDp + NP X (120 X 4.5+90 X 2) + 120 MD 6.0
MDg) = MVp

Payer swap(MD -2)& €2 NP = -£90M — S = &&0| dirfat= . {20|MS S2|2{H receiver.

@ MZH=E (T=0 —» 34)

OflAl 2 AlZES - Receiver swap NP £90M 27} (MD 4.5 — 6)

T=0 swap =7} ~3H Mgt 7|2t
9\
(o O
=] 2t

v

ZE £120M (MD 4.5)
+ receiver swap £90M (MD +2)
— IZE MD 6, MV £120M JCHZ

=22 | (dMZ)
KA 7tA 1+ receive fixed 22 7HA] 1
— 0|2 =ty

A2t
pay = |

rlo
rio

@ Implication (bluebox)

Payer swap =

S2|0|M 52|7| = receiver £7}, £0|7|

portfolio duration

2 weh S — AEJHK| £120M OO 2, 2

22 1
M-Agk S T Il |
> S s

2| A= (Fao]M)at F3t

n™Iax Ll + FRN 0 — MD <0 (22| 1ol 7t 1)

Receiver swap = FRN £ + 18 Z2|%f 0! — MD >0 (22| T0ofl 7kX| |)

= payer &7}

&1 (Professor’s Note): MD 7|t 2M2 ~olExM0| HHstn L3 o|Sstotn 7+

Source. Schweser Notes 2026 L3 Book 3, Reading 17 - Module 17.1 (LOS 17.a)
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CFA L3 - Reading 17 — Bluebox 0i[x| &2| R17.1 Managing Interest Rate Risk

CLE) FRAZ Oj2f xj22] 1 (Smithies) 17.1-10S 17.a

@ F0|H A
=

—
)

28 90¥ = £1,000,0002 180 X[, 22| MRR + 50bp

fe 902 St FE| &5 — KYHIE St

FRA Long FRA on 6M MRR, 90¥ = A|&, forward rate 5%, NP £1,000,000 (= 3X9 FRA)
AlLt2|2 90% = 6M MRR 7% / 3%

@B ->Ud >

CHA| = MRR 7% MRR 3%

LH= O|X} (MRR + 0.5%) X 7.5% X 0.5 X £1M = 3.5% X 0.5 X £1M =
180/360 X £1M £37,500 £17,500

Long FRAZ  (MRR-5%) X 180/360 (7% —5%) X 0.5 X £1IM=+ (3% —5%) X 0.5 X £1M = —

L X £1M £10,000 % £10,000 X|2

#=H|E CHZ O|Xt - FRA &< £37,500 — £10,000 = £17,500 + £10,000 =

£27,500 £27,500

I™E 23| (FRA rate + 50bp) X 5.5% X 0.5 X £1M = sY

180/360 X £1M £27,500

(X7} 902 ® FRA£2 + (1+MRR X  £10,000 + 1.035=+£9,662 -£10,000 < 1.015=-£9,852
Aol 180/360)

* HO| FRA 222 xIU7|zt L 7|1= 2. MAN2&= FRA BH7|(90L)0f| EolshA] met
® Mzt (T=0 — Day 90 — Day 270)
Ol&l 3 A2t - Long FRA (3% 9), forward 5%, NP £1M

r
|

T=0 FRA H|Z Day 90 FRA Tt7| - x}Q! A[Z Day 270 Xt Abst
(o, O O P
= HE /g Azt 180 x}2] (MRR + 50bp)
Long FRA 6M MRR &d MRR 7%
forward 5% 13 FRA XIS Solsf H At O|X} £37,500 - FRA £10,000
NP £1,000,000 T%: +£9,662 / 3%: -£9,852 = £27,500
MRR 3%
O|Xt £17,500 + FRA £10,000
= £27,500

Ol ZRE #H|2 = (5% + 50bp) X 180/360 X £1M = £27,500 = 5.5% 118

@ Implication (bluebox)

e Long FRA=32| 1 0|2 — Oj2ff XY &l X| (0|2 0iZ2 short FRA)

o 32|52 0|2 T (MRR 3%™ FRAWIA £10,000 X|3)

* FRA 7tA = #ixf| spot MRRZ 78t forward rate. OTC ¥&EH — K54 11 HejAohd 91 JAS

Source: Schweser Notes 2026 L3 Book 3, Reading 17 - Module 17.1 (LOS 17.a) — EXAMPLE: Using an FRA to hedge short-term
future borrowing
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CFA L3 - Reading 17 — Bluebox 0i[x| &2| R17.1 Managing Interest Rate Risk

CLY Eurodollar MEE 0OJ2f of|2 32| 1H (Luard) 17.1-L0S 17.a

® F0j3 2
=

od 120¢ = 4432 S20M = — 90¥ oll2, 22| MRR - 25bp
<3 oz ™ol etrl=z2| stz

ME 120 2t7| Eurodollar M= 95 (= forward 5%) — 207|2} 04
Ak $1M, 1bp = $1M X 0.0001 X 90/360 = $25

AlLtg| 120% % 3M MRR: A 3.5% / B 6.5%

@ B4 - oY > &

cHA| 34 A: MRR 3.5% B: MRR 6.5%

A2k 5 E = $1M $20M =+ $1M = 2042 o4 Y

of|2 ol X} $20M X (MRR-0.25%)  3.25% X 0.25 X $20M = 6.25% X 0.25 X $20M =
X 90/360 $162,500 $312,500

ME HMI} 100 - MRR 96.5 93.5

ME &9 (Fr = Fo) bp X $25 X +150bp X $25 X 20 = -150bp X $25 X 20=-
20 +$75,000 $75,000

£ 9 o2 O|X} + ME 22l $237,500 $237,500

O™E 22| (100 - 95) - 25bp = $20M X 4.75% X 90/360 $237,500

® Mzt (T=0 — Day 120 — Day 210)

OllXl 4 A2t - Eurodollar M2 2042 04 @95 (forward 5%)

|

T=0 M= i Day 120 & - M2 HAit Day 210 o2 2t7|
o O O >
=2 ofgt 9/g 7zt 902 ofZ (MRR - 25bp)

Long 20412} @95 A. MRR 3.5% £ 9

forward 5% 13 ME 96.5 = +150bp A: $162,500 + $75,000

1bp = $25/#|2F +$75,000 B: $312,500 - $75,000

= $237,500

B. MRR 6.5%
M2 93.5 — ~150bp
-$75,000

oL HRE (5% - 25bp) = 4.75% & $20M X 4.75% X 90/360 = $237,500

@ Implication (bluebox)

e 714 =100 - 22| (IMM index) = Long M& = 32| | 0|2 (Long FRAS} tcH)

o D2 02 (=2 UHE B) sllX| = long M=, O|2H X} 8lIX] = short M2

e FRAQ Z2 forward rateE 1. ME2 EFoh-HefA LA™ M (margin) —» R84 =1 M8 IS

Source. Schweser Notes 2026 L3 Book 3, Reading 17 - Module 17.1 (LOS 17.a) — EXAMPLE. Using Eurodollar futures to hedge
short-term future investing
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CFA L3 - Reading 17 — Bluebox 0i[x| &2| R17.1 Managing Interest Rate Risk

CL =M M2 2k A CTD &7 17.1- 105 17.a
@ Foj® A
Coupon 5.5% 5.75%
at7| 2014 194
7} (clean) $141.13 $145.10
ol Al Al S0 S0
CF 0.9422 0.9719
ME "HATL $148.75 $148.75
@ 34 > g~ &
oA 34 Bond 1 Bond 2
Principal 47 X CF 148.75 X 0.9422 = $140.15 148.75 X 0.9719 = $144.57
invoice
Total invoice  + Aly — $100,000 par 7| $140,150 $144,570
+3) =
QI A ZkX]  clean price + Aly $141,130 $145,100
(x12)
QU &9 =3 - X2 $140,150 - $141,130=-5980 | $144,570 - $145,100= -$530
Z2E &4 &[4 (0] ) = CTD Bond 2 =CTD

34l profit/(loss) on delivery = [(H4t7F X CF) + Al7] - (CTD clean price + Aly)

@ ANZHE (T=0 » Q1= )

OflH 5 AlZHE - % ME2 2l MEH

—
rx
m

T=0 ME 0= Ol ™A} $148.75
(0, O >
£2 0 HZ XA UX| M B

Short Xl ME Bond 19

A MH S SHLE Q= $140,150 - $141,130

2F = HMIL X CF + Al =-$980
Bond 2 QI
$144,570 - $145,100
= -$530 —» CTD

%2 &40| 7HE 22 fAHS 2= — Bond 2 = CTD, M2 7142 CTDE [zt SEQ)

@ Implication (bluebox)

CF=6% ZQI82 7ot $1 U™ clean price > FE >6%HCF>1,<6%H CF<1

CF7} 6% BHot MS Jhds] Me UM 2008 < 6% — HI| Falo|M(DRE-CHY]), > 6% — F7| Fallo|M
M@0l CTD

e CTD = %|2 implied repo rate = %|X basis(spot - futures)

o OHl= RE X 2= Q=et Al = 022 st

Source. Schweser Notes 2026 L3 Book 3, Reading 17 - Module 17.1 (LOS 17.a) — EXAMPLE: Identifying the CTD bond at delivery
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CFA L3 - Reading 17 — Bluebox 0i[x| &2| R17.1 Managing Interest Rate Risk

L1 Gilt MEZ Hst - EH F2|0]M (£60M) 17.1-L0S 17.a

01! 2

©
o ek

oot
]
oo

LH

IE £60M, MD 10.75 — 1. H3H0|5 (& 2™ &|X| / 2. 2H MD 8.7
ME UK Long Gilt 412 £130.21, #|2f £100,000
CTD 4.75% FE, 124, 7} £139.56, CF 1.0709, MD 9.7

@MUY g

CHA| 32 CHe ch

BPVportfolio = MD X 0.0001 X MV 10.75 X 0.0001 X £60M £64,500

BPVcrp MDcrp X 0.0001 X (7} 9.7 X 0.0001 X £139,560 £135.37
Z/100 X £100,000)

1. 2 §x| (0 - BPVp) + BPVcrp X —64,500 + 135.37 X 1.0709 =-510.25 51072} D=
CF

BPViarget MD7 X 0.0001 X MV 8.7 X 0.0001 X £60M £52,200

2. MD 8.7 (BPVy - BPVp) + (52,200 - 64,500) +~ 135.37 X 1.0709=-97.30 97A| M=
BPVcrp X CF

2|: AME71H = ACTD + CF —» HR=AP + ACTD X CF. &t &j|x| ZAl

ro
o
U
=
Q
@3
o
Il
o
ro
dm
4>
ogt

@ Mzt (T=0 —» Z2| W§)

Ofl®l 6 AlZt - Long Gilt M2 D4 (CTD 7|F)

T=0 42 0= 0|% 32| B o5
(o, O >
HES short ME0] L= 2Z12]

1. 51042 0 ==

BPV £64,500 — 0 (2%} TEJHX| |

2. 97AI2¢ O short M2 0|2 Z A2

MD 10.75 — 8.7 b
=i L
TE JHX 7T
short M= &4 2 AY

Short 842 = RF|0|M |, long= 1. & §X|= BPVtarget = 0

@ Implication (bluebox + 22

ME2 CTDRt 71 UHsHA S= — CTDL| BPVRL CFE A2 4= At

ZEJ} CTDR CH2H™ basis(spread) risk — BPV 7|8 hedge ratio(BPVHR) AtE

SIX| 22t 37tX]: @ 22| £F-7|27| HtZ CTD HE @ convexity Al @ H|H3 0|5 (shaping
risk)

Source. Schweser Notes 2026 L3 Book 3, Reading 17 - Module 17.1 (LOS 17.a) — EXAMPLE. Immunizing a bond portfolio from
interest rate risk
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CFA L3 - Reading 17 — Bluebox Of|®| 2| R17.2 Managing Currency Exposure

R17.2 Managing Currency Exposure — Currency Swaps, Forwards, and Futures - Bluebox 0f| x| 374

1Tk Cross-currency basis swap X (€50M — §) 17.2-10S 17.b

AL REE 7|9, USD TR - ZH USD At E7HEE LT H|Y)

el 20|l A €50M, 3M R E 7| =22

Swap Cross-currency basis swap: 3M € <> 3M § (floating-for-floating), 24, 27| 4t
38 A= Al $1.1236/€

@ 24 > 0jed »  (¥35E)

NE CIPVE = - 3|Ab A o 2

A= €50M $56.18M (= €50M X 1.1236) 230f| A €50M xH

oy £7] $56.18M X 27| $ 7|Z2 €50M X 27| € 7|=22| 4t2 € O|X}2 CHZE O|X} X|2
2|

k7] (24) $56.18M €50M B2 €50MQZ CHE Al%t

2t € SER MR MM — Aol HE 2 = $56.18M Xt} + USD HE 22| 0|X} = &4(synthetic) USD X}

@ MZtE (T=0 — 0j 27| - 24)

oll"l 7 AlZHS - Cross-currency basis swap (€ — §), 24, 27| "M

T=0 A% 0j 7] oixt mst 24 ob|
O O o >
g mgt O|x} st 23 et
23 €50M ke gJAt— =2 $56.18M X § 22| 3|At— =2 §56.18M
=210 €50M — $56.18M =2 — 2|AL €50M X € 2| 22| — 2|AL €50M — CHE Mgt
— 2¥0]| € O|X}
;S 2 A 22 $1.123622 1F — 23 29ld 18, 3lAL = dollar payer, 22{ = euro payer

@ Implication (bluebox + £&)

ZA HE 2 Sl OIXE X|F (3Ah= $5 HALEZ § 0|Xt XIF)
A2 AIZ-L(of 22 3 Wet —» 220 ﬁﬁHE Az s E =2
HA2 O|XH-%| B2 7|E: 2|Al = dollar payer, 22
22! CIRP7H H&I5IH basis = 0 (21H $ AHed = & S A1), 282171 0l= T2 S2171 USD ChH|
negative basis

Source: Schweser Notes 2026 L3 Book 3, Reading 17 - Module 17.2 (LOS 17.b) — EXAMPLE: Cross-currency basis swap
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CFA L3 - Reading 17 — Bluebox Of|®| 2| R17.2 Managing Currency Exposure

Boivis — € XY + currency swap = &4 $ X 17.2-10S 17.b
@® Fo{T A

e xg $50M (O]= 4% 7HA)

=™ USD ! USD 7|=32] + 100bp

AN X €43, 27| X2, € 7I&22| + 60bp

Swap basis -20bp (€ =3 2i|20] ®&, $ X2 2l 2= spread 213)

ag $1.1815/€

22| 1K H A € 1.5%, § 2.0% - 2Kk Fik € 1.6%, $ 1.9% (1xF Al 2|4)

@3N > 0 > &

gjo

(2 1H)

#3: $50,000,000 + 1.1815 = €42,319,086 — A|Zl: €5 11 $50MS 23 - B[ S50ME F11 €5 St

chA| el 1K} "2t 2% @

€ LNZ O|X} (K]  €42.32M X (€ref+0.6%)  2.1% — €222,175 2.2% — €232,755

=) X 90/360

$ Agho|xF (K] $50M X § ref X 90/360 2.0% — $250,000 1.9% — $237,500

=)

€ AL O|X} (4=  €42.32M X (€ref-0.2%)  1.3% — €137,537 1.4% — €148,117

1)) X 90/360

M § kI H[®  $50M X (§ ref + 1.0%) X 3.0% — $375,000 2.9% — $362,500
90/360

M § AFA HI2  $50M X (S ref + 0.6% + 2.8% — $350,000 2.7% — $337,500
0.2%) X 90/360

Swap 0| $50M X (1.0% - 0.8%) X $25,000 $25,000
90/360

M € BFE (1K) = €222,175 - €137,537 = €84,638 =~ $100,000 (= $50M X 0.8% X 0.25) — + $ O|Xt $250,000 = $350,000

@ MZHE (T=0 = 3M = 6M — 414)

olld| 8 Al - Boivis: € A} + currency swap = &

T=0 A|= 3M 1%} "t 6M 2%} At 41 oty
o O e o >
3 1%} (€1.5%, $2.0%) 2%} (€1.6%, $1.9%) ok7| X2
€42,319,086 X+ € O -€222,175 € L& -€232,755 $50M Htst
— swap — $50,000,000 € A2t +€137,537 € A2t +€148,117 €42,319,086 5%
$ A2t -$250,000 § A3 -$237,500 — = ME
24 $ H[Z $350,000 A S H|E $337,500

SHA § HI = § ref + 60bp + 20bp = $ ref + 80bp — XI& X2!(+100bp) HCt £7]2 $25,000 Hzt

@ Implication (bluebox)

e 80bp = € CHZE spread 60bp - basis(-20bp). Negative basis — € 3|7t 20 £ 20bp F7}

o 2= ZH $ AU (+100bp)ELCt 20bp M

o HitgE|= 7|0f| 2! 1K= AR F2], 2%k} = 1XF A 2[4 F2|

o ZAMITHM SH|E =S ref + FC X} spread - basis

Source: Schweser Notes 2026 L3 Book 3, Reading 17 - Module 17.2 (LOS 17.b) — EXAMPLE: Cross-currency basis swap (Boivis)
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CFA L3 - Reading 17 — Bluebox Of|®| 2| R17.2 Managing Currency Exposure

LLE) Sst MER € 3 o] (0]=2 7|R) 17.2-10S 17.b

LE 0|2 7|2, 90 = €20M £%| (Tl CH2)
slIx| 25| oj| 7HE 717t BH7|Q] EUR ME THE
ME A|2F €125,000, 7+4 1.3150 USD/EUR

CHA| — cHed e}
A<t £ HR wetet E3F FoH +— AeF  €20,000,000 + €125,000 1607|2}
37|
s base E3H(€)E &S o €5 1.3150 USDO| Q=617 2 oF % Short
—> €0l &
o] 8 €20M X ME7HH €20,000,000 X 1.3150 $26,300,000

(371 €€ X2 oY (=2 CH= S)o|H B2 € M2 of=

@ MZtE (T=0 —» ME I [ € £3)

Ofldl 9 A|ZH - EUR M2 16042} IHE @1.3150

T=0 M2 0= 90Y € 23
(o, O B
512 HiE o8 27t
Short 16072 | = £
€20ME 1.31500i] €20M Ol
27|12 of% — $26,300,000 2

ob| # £
Hgo| oA o] 1 Ato] Bl
MS0| LIE 87]: 0]2] E|ALM B4 — F % S — basis

base E2H(€)E &S KT - € ME Ui EM-ZAH0| S5 §|X| 7t 24X

@ Implication (bluebox + £&)
o ME = IHEH(ZUN) - HE = EESHIA0]) - sIX BUK Jbs, Tl RSN £3
o TIV| SUX[ ME0| HA ELIH 2™, LIF0| ZLIH basis risk — 2= St BAL HE = UAS

Source: Schweser Notes 2026 L3 Book 3, Reading 17 - Module 17.2 (LOS 17.b) — EXAMPLE: Hedging exchange rate risk using
futures
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CFA L3 - Reading 17 — Bluebox 0i[x| &2| R17.3 Managing Equity Risk

R17.3 Managing Equity Risk — Equity Swaps, Forwards, and Futures - Bluebox Oi|X| 474

CLTET) Equity swap2 =2 FA! & 2Hj (DAX 30) 17.3 - LOS 17.c
® Fojm 2

08k
]

=
ofo

HS €200M, DAX 30 passive &5
=B stz 1A M5 oA - =& +40% — swap NP €80M (= €200M X 40%)
Swap Pay floating(MRR) + 30bp, receive DAX 2l & - 14 - €| HAt

DAX T=0 12,400 —> 6M: S1 13,020 / 52 11,780
1% HA4MRR 6% (T=0 2%, S1S2 %)

@ BN -0 > &

Al 34 S1 (DAX 13,020) S2 (DAX 11,780)

DAX £2E R  Sgy ~ Sp-1 13,020 + 12,400 - 1 =+5% 11,780 + 12,400 - 1=-5%
42 &9 €200M X R +€10M -€10M

Ec;uity leg (& €80M X R +€4M -€4M (XIZ)

#

Floatingleg  €80M X (MRR +30bp) X  €80M X 6.3% X 0.5=-€2.52M  -€2.52M (S¢)
(x12 180/360

Swap =CF equity leg - floating leg €4M - €2.52M = +€1.48M —€4M - €2.52M = —€6.52M
Net profit HE 29 + swap =CF +€11.48M -€16.52M

ot = 34] Net = (€200M + €80M) X R - €2.52M — AZ & €280M (140%)

® AZEE (T=0 = 6M — 12M)

oll"l 10 A|2E= - Equity swap (pay MRR + 30bp / receive DAX), NP €80M

T=0 #|Z (DAX 12,400) 6M 1} =AH 12M oty

7

1A 2[2F 6% + 30bp (T=0 2}E) 2X} 2ZF (6MOf] MRR 2/41)
DAX €200M E & S1: +5% 12M 27|
+ swap NP €80M AME +€10M 6M~12M X[~ S0t
— L& €280M (140%) swap +€4M - €2.52M 2|4l MRRZ 2K} At
Net +€11.48M

S2:-5%

AZE -€10M

swap —€4M - €2.52M
Net —€16.52M

€80MZ MRR + 30bpE %2f DAXOI| £XI3t Z1t S (synthetic): €80M X [R - 6.3% X 180/360]

@ Implication (bluebox)
e Swap = €80M2 MRR + 30bpZ A}s DAXO| EXtst Zdat Z+S: S1 +€1.48M / S2 -€6.52M
o Equity return £F|Xt= X|4=7} tEX|H floating O|X} + X|4= S22 S & C} XIF (S2: €2.52M + €4M)
o AT (dtA of2ff B2): E FAE HIHE pay equity return, receive floating(=££ fixed) = T4 IfE = MM &
xtet 5
Source: Schweser Notes 2026 L3 Book 3, Reading 17 - Module 17.3 (LOS 17.c) — EXAMPLE: Changing equity exposure using a swap
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CFA L3 - Reading 17 — Bluebox 0i[x| &2| R17.3 Managing Equity Risk

CLEEY x|+ MEZ 30% sllX| (FTSE 100) 17.3 - LOS 17.c

S)
N
2
]
>.v..

oot
]

=
oo

HE £200M, FTSE 100 passive £&
=5 30% 8| X] — &f|X| CHAF £60M (= £200M X 30%)
ME FTSE 100 92 & 7,300, 54 £10/pt, 2t7| HAIt = X FH2H Y FTSE 100 H=7}

O] AlLt2| 2 FTSE +5% — & 7,665 / FTSE -5% — M= 6,935

@B ->Ud >

Al 34 FTSE +5% (ME& 7,665) FTSE -5% (M& 6,935)
A+ N 3|X| 2 + (ME7} X &  -£60,000,000 + (7,300 X Y (8% =short)
) £10) =-821.9 - 82272 oj

[

ME 29 (FT - Fo) X £10 X N (7,665 - 7,300) X £10 X (6,935 -7,300) X £10 X
(-822) =-£3,000,300 (—-822) =+£3,000,300

AE IH| £200M X (1+R) £210,000,000 £190,000,000

Net position AE+ ME 29| £206,999,700 £193,000,300

ol x| == ME2 29l + £60M X R -£3,000,300 + £3,000,000=- +£3,000,300 - £3,000,000 =
£300 +£300

Net profit = Net position — £200M = +£6,999,700 = i|X| 2 £l 70% (£140M) X 5%

@ AMZt=E (T=0 - 9t7])
GlIx 11 AJZHE - FTSE 100 ME £200M = 30% dlIX|

|

T=0 s|x| ¥~ o7 ogl QI
(o, O >
He 7|7t
A2 £200M - 8| X] £60M (30%) FTSE +5% (M2 7,665)
9¢l= 7,300 X £10 A= +£10,000,000 - M= -£3,000,300
82279 O{ = Net £206,999,700

FTSE -5% (M& 6,935)
A2 -£10,000,000 - M2 +£3,000,300
Net £193,000,300

Sl X|2t £60M X 5% = £3,000,000 «> M= £2l £3,000,300 — xt0| £300 (822A|2f HH22!)

@ Implication (bluebox)
Sl XI8t 30% (£60M X 5% = £3,000,000)= M= 22l £3,000,3002Z A4 — &= x}0] F£300
S|XI7t 2etrst o|g = Alek 4 vutEd (821.9 — 822)

Source. Schweser Notes 2026 L3 Book 3, Reading 17 - Module 17.3 (LOS 17.c) — EXAMPLE: Using index futures to hedge
equity market exposure
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CFA L3 - Reading 17 — Bluebox || &z

CLEYY %I+ MEZ target g &4 (S&P 500)

R17.3 Managing Equity Risk

17.3:LOS 17.c

ojl 2

©
ot

oot
1

-
00

dE $60M (aggressive), Bp = 1.2 (vs S&P 500)
SH &= 671 ot ol & — B =0.8

ME S&P 500 2,984, 54 $250, B =1

6M = S&P 500 -1.5%

@ BN >0 > &

oA 34

Aok 7HX] F MEIL X &

A2k N (Bt - Bp) = Bg X MVp
= F

#E (6M) MVp X (1 +Bp X Ry)

MEZ7} (6M) Fo X (1+Ry)

ME &9 (Fo-Fp) X & X AY
A

Net position AZE + ME 29

Net +2E Net position ~ MVp - 1

2 EE % Ho} + X[ % tH
ot

2 SIXKI(AE A" MH)= Br=0

® MZHE (T=0 — 6M)

CHe
2,984 X $250

(0.8-1.2) + 1 X $60,000,000 +
$746,000

$60,000,000 X [1 - (0.015 X 1.2)]
2,984 X (1-0.015)=2,939.24
(2,984 - 2,939) X $250 X 32

$58,920,000 + $360,000
$59,280,000 <+ $60,000,000 - 1
-1.2% =+ -1.5%

Ch
=

$746,000
-32.17 = 32A|¢ 0=

$58,920,000 (-1.8%)
2,939 (0.5pt £2l)
+$360,000

$59,280,000
-1.2%
0.8 (2E =)

=

Ol 12 AJZt= - S&P 500 ME == 3 1.2 - 0.8

T=0 &l|x] 4%
(o,

S&P 500 -1.5%

AZ $60M - B 1.2
ME 2,984 X $250 = $746,000
3272 OHE — B 0.8

S&P 500 -1.5%

AE $58,920,000 (-1.8%)
ME 2,984 — 2,939 +$360,000

MBI B=-1.2% + -1.5%=0.8 > SHE &M (B> 10|z} A2

@ Implication (bluebox)
o NO| 84 - ME HE (Y451 0j2)

Net $59,280,000 (~1.2%)

2HO|™ -1.8%)

o [(>10|2} AJE -1.5%0f =2 -1.5%=Ct O &2} (-1.8%)

e 6M = 21 Net £2E -1.2% + X|&=-1.5% =
Source: Schweser Notes 2026 L3 Book 3, Reading 17 - Module 17.3 (LOS 17.c)

using index futures

0.8 > 2H =t
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CFA L3 - Reading 17 — Bluebox 0i[x| &2| R17.3 Managing Equity Risk

LLEE) Cash equitization (= cash overlay, S&P 500) 17.3-10S 17.c

® F0j3 2
=

mHC S&P 500 passive =F, ¥2 $8M +& — cash dragZ #IX|0t=3 ciH| underperform L2
ME S&P 500 2,780, 24 $250, B¢ = 1

e 34 th g
ZA RS (Br-Pp) T B X MVp  Bp=0 (83), MVp= 83 (Br + Be) X (MVp +
+F Br=1 (X2t 5%) F)
Al 7K F HEIF X &5 2,780 X $250 $695,000
Aot 4N (Br + Bp) X (MVp = F) (1 + 1) x $8,000,000 + $695,000 = 12|2} Of
11.51

CHOH (HhA QF 2E): 22 X[ &A7HEEI| 2 call B§4 + put BiE = synthetic forward — M2 o2t 22 1t

Ol 13 AJZHE - S&P 500 ME 1272k 0f4 (812 $8M)

T=0 M2 0§ TE|IZH
(o O >
&5 + long 812 = X+ EXIet A
$2 $8M (B 0) — cash drag BRI1Zt Set
MEZ 2,780 X $250 = $695,000 g O|At + M= &9
1272k 4= (11.51) ~ S&P 500 +2AUE X $8M

HZ(B0)S MEZ B 12 HE0| ME FH|7} S&P 5002 F=Z — cash drag HA

@ Implication (bluebox + £&)
#39| B=0— SA0| (B + Br) X (MVp + F)2 £rast
B = 1: &M EXLE 8Z0| X0t 22 B — cash drag ®7 (S&P 500 =3)

MEBO MM =22 9354 + 42 7eid|8 (2E FA! of~ thd]). Al cash securitization, cash
overlay

Source. Schweser Notes 2026 L3 Book 3, Reading 17 - Module 17.3 (LOS 17.c) — EXAMPLE: Cash equitization
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CFA L3 - Reading 17 — Bluebox Of|®| 2| R17.4 Derivatives on Volatility

R17.4 Derivatives on Volatility — VIX Futures and Options, Variance Swaps - Bluebox O{|&| 17H

LLFYY Variance swap =7t 7HX] 7} (Luke Amos) 17.4 105 17.d

S)
Ll Y
2
r
»

XM 14 S&P 500 variance swap Bi4=(long) = realized variance %%, strike X2

Vega notional  $100,000

Strike K 20% — K2 = 400
oM A} A|™ X[t 970 E realized vol 21%, £t0f 37HE variance swap strike 22%
=2 A 2%

@MUY > B

EHA| 34 CHEd =1
Step17Ith 2, x t/T + K% X 212 X 9/12 + 222 X 3/12=330.75 + 121 451.75
variance (T-t)/T

Variance Nyega © (2 X K) $100,000 + (2 X 20) $2,500
notional

Step 2 87| 7| Nyag X (7ICH variance —  (451.75 - 400) X $2,500 $129,375
i payoff K2)

Step 3 #x7t  payoff + (1+r X Z0{7| = $129,375 + (1 +2% X 3/12) = $129,375 + 1.005 = $128,731
x| 2

vol2 % %Xt 22 ®Z (20% — 202 = 400). payoff= vol X}0|7} OFL|2} variance xt0] X Nyag

@ MZHE (T=0 — 9M — 12M)
GilHl 14 A2t - Variance swap long (S&P 500, Nyeg, $100,000, K = 20)

T=0 ®Z OM It A[H 12M ot7]
o O O >
realized 21% (9742, o/0] &%) implied 22% (Zto] 371 € off&t)
K =20% — K2 = 400 7|ctH variance 451.75 0t7] Fak (13])
Nyag = $100,000 =+ (2 X 20) 212 X 9/12 + 222 x 3/12 Nyar X (2 variance - 400)
=$2,500 payoff $129,375 -+ 1.005
= $128,731

2x 71x| +$128,731 = long(0H==X}) 0|2, short(TH=XH) &4

@ Implication (bluebox + &)

o X 7kK| +$128,731 = Df£:X}H(long) 012, DH=X}(short) &4

e 7|t variance = A1t 77t realized?t Tto{ 77t implied variance?| AMZ7ISH R (WS wiX| Q=
variancezt 7|ZHE 2 CE 4 Q12)

e %|X 7}X| = 0 (implied volO| realized volo| £|M Z=F %)

Source: Schweser Notes 2026 L3 Book 3, Reading 17 - Module 17.4 (LOS 17.d) — EXAMPLE: Valuing a variance swap during its
life
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CFA L3 - Reading 17 — Bluebox 0i[x| &2| R17.5 Uses of Derivatives in Portfolio Management

R17.5 Uses of Derivatives in Portfolio Management — Asset Allocation, Rebalancing, Inferring Market

Expectations - Bluebox Gi|X| 674

CLEE) Total return swap22 ti E8 L& XA (Seago) 175 LOS 17.e

He ABC Gmbh 80,0005, #1xH €6.00 — €480,000. Mg =0l 0H= E7}

£ TEXYLRE oF 1 F75tEf

=2| - i 14 floating 0.95%, ™ BiE €0.05/F

= (ukA &) 1 o 13| H 4t total return swap: pay ABC TR, receive floating(MRR), NP €480,000

AlLtz|L %7t 5% (S1) / +5% (S2), BT €0.05 X2

@3N > e > &

EHA| 34 S1 (%7t -5%) S2 (F7t +5%)

14 = F9} €6.00 X (1 £ 5%) €5.70 €6.30

ABC total (P;+D) ~Pg-1 (5.70+0.05) -~ 6.00-1= (6.30+0.05) ~ 6.00-1=
return -4.1667% +5.8333%

Swap &% (MRR - TR) X NP [0.0095 - (—0.041667)] X (0.0095 - 0.058333) X

€480,000 = +€24,560 €480,000 = —€23,440 (X|2)

FH FM & TR X NP -4.1667% X €480,000 = - +5.8333% X €480,000 = +
2| €20,000 €28,000

(%7 Net ZFAl + swap -€20,000 + €24,560 = +€4,560  €28,000 - €23,440 = +€4,560
profit

(F7t) 22 2hA 5 A4 Net = MRR X NP =0.95% X €480,000 = €4,560 — F7}2} 22t

@ MZtz (T=0 — 1Y)

oll®l 15 A|Zt= - TRS (pay ABC TR / receive MRR), NP €480,000

T=0 #|Z (€6.00) 1y Fa (A 13])
© PEZE |7t - '
ABC 80,0003 = €480,000 S1: €5.70 + Hi'E €0.05
Mz 20l i =7t TR -4.1667%
TRS: pay TR/ receive 0.95% &3 +€24,560 - Net +€4,560

S2: €6.30 + =} €0.05
TR +5.8333%
X2 -€23,440 - Net +€4,560

Net = 0.95% X €480,000 = €4,560 — FAIS X| 11 FA LES 95 +AEZ T

@ Implication (bluebox)

o Seago= floatingS 21, 7t S E2 X[Z-5
o FAZLX|QtOTZ MZ M 20| L A (
o CHAl A& O] HHE (S2: €23,440 X|3)

Source: Schweser Notes 2026 L3 Book 3, Reading 17 - Module 17.5 (LOS 17.e) — EXAMPLE: Using equity swaps to reduce equity
exposure
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CFA L3 - Reading 17 — Bluebox 0i[x| &2| R17.5 Uses of Derivatives in Portfolio Management

CLED xl+ MER Ao 812 22 (Barbet) 17.5- LOS 17.e

OF

mHe 132 £60M + 4! £300M (B 1.2 vs FTSE 100)
L=%: &= 67HE cash drag 2|1], HE B 1.2 |X|
33 3z 6712 0.86% (L)

ME FTSE 100 67H& 2 7,348.50, 54 £10, B =1
6M = FTSE 100 +6%, M2 7,642

EHA| 34 CH B

A%k N (Bt ~ Bp) X (MVp +~ F) (1.2 + 1) X £60,000,000 + 979.79 — 98072} 0+
£73,485
F=7,348.50 X £10 = £73,485

FA 2o £300M X (Ry X B) £300M X (0.06 X 1.2) +£21,600,000 (—

£321.6M)
e £60M X r X 180/360 £60M X 0.0086 X 180/360 +£258,000
HE 29 (Fr—Fp) X & X N (7,642 - 7,348.50) X £10 X 980 = +£2,876,300

293.5pt X £10 X 980

Total return = 4| £21,600,000 + £258,000 + £24,734,300
£2,876,300
+2s Total + (£300M + £60M) = £24,734,300 + £360,000,000 6.87%

SH 2AE=6% X 1.2=7.2%. ME2 7,642 + 7,348.50 - 1 = 3.99%%t &5 (X|4= +6%)

Of|%| 16 A[Zts= - FTSE 100 ME D=2 3 £60M0il B 1.2 70

T=0 ME {5 6M ot7|
(o, O >
FTSE 100 +6%
#1232 £60M (B 0) + 2! £300M (B 1.2) FTSE +6%, 48 7,642 (+3.99%)
M= 7,348.50 X £10 = £73,485 ZFAl +£21,600,000 - ¥42 O|X} +£258,000
980A|2f D4 M= +£2,876,300

A £24,734,300 (6.87%)

Z2H 7.2% vs & 6.87%: A 4= vt22l + ME basis H3} (ME +3.99% vs X3 +6%)

@ Implication (bluebox)
o Yiz(B0)0l MEE By =128 B0 - HE FH| B 1.2 |X, cash drag 2|1]
o A 6.87% < SH 7.2%: A2 £ Bt22l + ME basis H3t 2 (ME +3.99% vs K| +6%)

Source: Schweser Notes 2026 L3 Book 3, Reading 17 - Module 17.5 (LOS 17.e) — EXAMPLE: Investing surplus cash using index
futures
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CFA L3 - Reading 17 — Bluebox 0i[x| &2| R17.5 Uses of Derivatives in Portfolio Management

VLEYA MEE XJAHEE HA — FA . XA (Chausset) 17.5 - LOS 17.f

01! 2

©
o ek

oot
]

=
oo

AUM €800M = F4] 80% (€640M: 5 50% / TA 50%) + ZtA 2xH(OAT) 20% (€160M)
2H (671Y) FA 60% (S 30% / ZTZA 70%) + OAT 40%

ZEEXM =2 FA B 1.2 (DAX 30), ZZFA A3 0.95 (CAC 40), OAT MD 8.5

FIX| S M2 CAC 40 5,500 X €10 / DAX 30 12,200 X €25, £ CtB 1

OAT ME 7t €163.84, A2 €100,000, CTD €127.72, CF 0.7768, CTD MD 8.89

@ B4 - oY > &

Xpat izl 20 5}

FA B €640M (80%) €480M (60%) -€160M

Y FA €320M (FAl2] 50%) €144M (30%) -€176M

matA XA €320M (50%) €336M (70%) +€16M

OAT €160M (20%) €320M (40%) +€160M

CHA =4 )] =

DAX (Bt - Bp) =~ Bg X MVp (0-1.2) + 1 X €176,000,000 + €305,000 = 69272 D

(5 - ~F -692.45

€176M) Br=0(&0I= &#&) (F=12,200 X €25)

CAC e 24l (0.95-0) = 1 X €16,000,000 + €55,000 = 2767 o=

(T2 + p=0(MZ s2|= B8) 276.36

€16M) (F=5,500 X €10)

BPViarget MD X 0.0001 X MV 8.5 X 0.0001 X €160,000,000 €136,000

BPVcrp MDcrp X 0.0001 X 8.89 X 0.0001 X (127.72/100 X €100,000) €113.54
(CTD/100 X #|2¥)

OAT (BPVy - BPVp) + (€136,000 - 0) + €113.54 X 0.7768 = 930.46 93042} D

(+€160M)  Bpy.qp X CF

29 Short DAX 30 M= 692 - Long CAC 40 M= 276 - Long OAT M= 930
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CFA L3 - Reading 17 — Bluebox 0i[x| &2| R17.5 Uses of Derivatives in Portfolio Management

YRR MSE AJAMH|E HA — =AM . kA (Chausset) (A12)  17.5-L0s 17+

@ (A1&) 671 = Zat
=

=01 XAl —49, (DAX oatA FA +29% (CAC
11,793.5) 5,616)

OAT: 22| -50bp (€= 7}H)

J=EHQE €320M X (-4%) = - €320M X 2% = + -8.5 X (-0.5%) X €160M =+
€12,800,000 €6,400,000 €6,800,000

ME 29| (11,793.5-12,200) X (5,616 - 5,500) X €10 X €146.16 X 50bp X 930 = +
€25 X (-692) =+ 276 = +€320,160 €6,796,440
€7,032,450

Net -€5,767,550 +€6,720,160 +€13,596,440

AMZ22 HPUC  €144M X (-4%) = - €336M X 2% =+ -8.5 X (—-0.5%) X €320M = +

o €5,760,000 €6,720,000 €13,600,000

xto| -€7,550 +€160 —€3,560 (X7} A &)

OAT M2 BPVf = BPVrp = CF = €113.54 < 0.7768 = €146.16 — X M2 20| = BPVE X Abp X #of £

® AMZtE (T=0 - 6M)

ofl"l 17 AlZt= - MEZ KIAHHHE HA (€800M, 67H)

T=0 ME =x|M 6M Z:at
(0, O >
A2 ooy 910/ HiE HE
DAX 692 i = F4 -4%
CAC 276 D% A2 -€12,800,000 + DAX +€7,032,450
OAT 930 D% Net —€5,767,550 (ME =X A| -€5,760,000)

— FA1 60% (= 30/ = 70) + OAT 40%

| matA F4| 429
AlS +€6,400,000 + CAC +€320,160
Net +€6,720,160 (M2 =X A| +€6,720,000)

22| -50bp (Hx 719)
OAT +€6,800,000 + M2 +€6,796,440
Net +€13,596,440 (A= A| +€13,600,000)

ME 23 =~ HEZ 2 HHE 2t X10|(-€7,550 / +€160)= Al 4= BHEE + M Z basis H3}

@ Implication (bluebox)

o FOlELE2B7=0(5Y €176M MH — DAX i), S2|l= =Z2 Bp =0 (ZZA €16M 217 — CAC
oi<+)

X2 BPV hedge ratio: (BPVisrget ~ BPVportfolio) = BPVcrp X CF

e ME Zil = MEZ 22 HHE Z1}. Xt0|= hedge ratio Bt22! + MEZ basis H3}

Source: Schweser Notes 2026 L3 Book 3, Reading 17 - Module 17.5 (LOS 17.f) — EXAMPLE: Changing allocations between
asset classes using futures
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CFA L3 - Reading 17 — Bluebox 0i[x| &2| R17.5 Uses of Derivatives in Portfolio Management

MEZ 2|21 70/30 (Birmingham) 17.5 - LOS 17.f
OETEY
23 uje ZA 70% / 2K 30%
XL 1708 ILE $200M — $210M
x> 28 ZA] $140M (66.67%) — $147M (70%): +$TM / 2K $70M (33.33%) — $63M (30%): —
$7M
ZE EM A3 0.8, =% MD 9.5

S&P 500 M2 2,930 X $250, B 1
Treasury M2  7}2 $135.00, #2F $100,000, CTD $110.25, CF 0.8140, CTD MD 8.5

£h =4 chel et

FAF ME7t X 24 2,930 X $250 $732,500

FMAL S (Br-Bp) T B X MVp  (0.8-0) + 1 X $7,000,000 + $732,500=7.65 8|2k Oj$
+F

BPVportfolio ~ MD X 0.0001 X MV 9.5 X 0.0001 X $7,000,000 $6,650

BPVcrp MD¢1p X 0.0001 X 8.5 X 0.0001 X ($110.25/100 X $100,000) $93.71
(CTD/100 X #|2F)

=il Al (BPVy - BPVp) + ($0 - $6,650) + $93.71 X 0.8140 =-57.76 587ef D&
BPVcrp X CF

® A|ZtE (T-1M - T=0)
of|d| 18 A|Zt= - MEZ 70/30 2|2 Al ($210M)

T-1M o™ T=0 2214l
o O P
1708 S200M — S210M
ZE $200M iz $210M —» 2 H O
2H FA 70% / 2K 30% Z4 $140M (66.67%) - =xH $70M (33.33%)

ME =™

S&P 87|2f o4~ (+$7M, B 0.8)

Treasury 5842 OH= (-$7M, MD 9.5)
— A S147M (70%) - =K $63M (30%)

A2 oo gto] ME2 70/30 B 52| % Bp = 0, ZOI= & BPVgyrget = 0

@ Implication (bluebox)
o S| A STMIBp=0— Br=0.8 A7 == — S&P D%
o E0|= I STM: BPViarget = 022 BPV $6,650 XA — Treasury Ii=

Source. Schweser Notes 2026 L3 Book 3, Reading 17 - Module 17.5 (LOS 17.f) — EXAMPLE: Rebalancing asset allocation using
futures
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CFA L3 - Reading 17 — Bluebox 0i[x| &2| R17.5 Uses of Derivatives in Portfolio Management

CLTETY Swapl 2 XjAHHE HA (Weber) 17.5 - LOS 17.f

® Foj8 2
=

HE ¥21,580,000,000, Y& FA] + *H

F4 70% — 60%; Z=4! 2t0f| A value 60% — 30%, growth 40% — 70%

A 30% — 40%; *{H QoA =xH 50% — 60%, & A 50% — 40%

St A= 0{fof H|2 2|T| — equity-fixed-income swap (MSCI Japan Value / Growth, S&P

Japanese Government / Corporate Bond Index)

Kpat oxf - =8 83} = swap NP Swap

Value FA! ¥9,063,600,000 (60%) -¥5,179,200,000 (@ pay Value x|
— ¥3,884,400,000 (30%) receive MRR - margin

Growth F4  ¥6,042,400,000 (40%) +¥3,021,200,000 @ pay MRR + margin
— ¥9,063,600,000 (70%) receive Growth X[

21| ¥3,237,000,000 (50%) +¥1,942,200,000 @ pay MRR + margin
— ¥5,179,200,000 (60%) receive JGB X[

3| ALK ¥3,237,000,000 (50%) +¥215,800,000 @ pay MRR + margin
— ¥3,452,800,000 (40%) receive 2| AR X|4=

ofl: Value S H =¥21,580,000,000 X 60% X 30% = ¥3,884,400,000. 4| ¥15,106,000,000 (70%) —
¥12,948,000,000 (60%), & ¥6,474,000,000 (30%) — ¥8,632,000,000 (40%)

(=7} MRR 2|1 8tk 43| ¥5,179.2M = X|Z ¥3,021.2M + ¥1,942.2M + ¥215.8M — margin 2|0{= A4
@ A|ZEE (T=0 —» ™HA)

CilMl 19 AlZHE - Swap 47HE KpMH|E 1 (¥21,580,000,000)

T=0 swap X2 Mo o =
(e, O >
AEIZ BR
47l swap (NP) Oj MM
(@ pay Value / receive MRR: ¥5,179.2M X|4= £2l& < MRR(* margin) ut
2 pay MRR / receive Growth: ¥3,021.2M MRR 2{|2: £ ¥5,179.2M = X|2 4| ¥5,179.2M
(3 pay MRR / receive JGB: ¥1,942.2M — dealer margin?t &=H|&

@ pay MRR / receive 2|AtAH: ¥215.8M

AE HiE: T4 60% (value 30 / growth 70) - & 40% (=xH 60 / 2|AtH 40), = OHof S

@ Implication (bluebox)

o X|$E Webero| M& EEJ} passive trackerZt OtL|™H M1t7} CtE (tracking error)

e X[ swap< total return 7|= — Swap 10{|A value X|4= TRE B2 22 X|Z8H0f st=0|, value ZE=
TAIS HOF XjelS AEsHXA| oM 71AMSE 2ig0| MI|X| gi=

e floating 212| dealer margint £&

Source: Schweser Notes 2026 L3 Book 3, Reading 17 - Module 17.5 (LOS 17.f) — EXAMPLE: Altering asset allocation using swaps
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CFA L3 - Reading 17 — Bluebox 0i[x| &2| R17.5 Uses of Derivatives in Portfolio Management

LCLBY) Fed funds futuresZ 32| Q14 &E £ (Stokes)  175-10s174

0|7l 2
=

S)

oot
=
ol

=

0%
okt

28 % 0|Xt7} FFEOQ| ¥S — CFS FOMC +25bp Q14 28 #|At
Fed funds futures 98.1625 (C}S FOMC 0|= J}&t 7477t i)

-

) target 1.50%-1.75%
@3M-0gd - H

£ 34 el g

[ b | =
1. 7|cH Ha 100 - ME7} 100 -98.1625 1.8375%
FFE
Sixfl target &  (ShTh+ AT <+ 2 (1.50% + 1.75%) = 2 1.625%
i
Ol&k A| target =72t + 25bp 1.625% + 0.25% 1.875%
2. Q& et (implied FFE - & x{ (1.8375% - 1.625%) = (1.875% — 1.625%) 85%
target) =0.2125% =+ 0.25%
+ (24 Al target - SATY
target)

22 3A: =& = (implied FFE - 3xf target) + Oll& HE =

® MZt= (T=0 » FOMC — ME 917])
of|&| 20 A|Zt= - Fed funds MZ2 CtS FOMC 214 g5
T=0 2= FOMC CI2 3|9 ME Ot7] FomC 0|Z 71& 7pnte aty|
(o, O O D

target 1.50-1.75%
S7t2k 1.625%

M= 98.1625 — FFE 1.8375%

target S2tat 1.875% 00 - 2F7| A FFE

—

+25bp 1AL 85% | ME HM

SZ:15%
target S2tat 1.625%

QlA St = (1.8375% - 1.625%) =+ (1.875% — 1.625%) = 85% - &E7E: 85% X 1.875% + 15% X 1.625% =
1.8375%

@ Implication (bluebox + ££)

ME7H= 2H7| A FFEO|| CHEE A|ZF 7|Cf — 100 - ME7} = 7|t HF FFE

targetO| HQ|H FZH} 7|=. WX FFEZF SZH2HELH0.2125%p =2 = 25bp 3 85% — Q1AL 2= 859
(71 &EIIEHT 85% X 1.875% + 15% X 1.625% = 1.8375%

22 AE 7| =8 £7 = FOMC — Fed funds M= - ¢1Z2(|0|M — CPl swap - H5H - VIX M=-F
N

Source: Schweser Notes 2026 L3 Book 3, Reading 17 - Module 17.5 (LOS 17.f) — EXAMPLE: Determining the markets
expectation of a target rate increase
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CFA L3 - Reading 17 — Bluebox Gi|®| Hz2| Cheatsheet - &2 34
Cheatsheet — O A=tof| 01 ZAIS MLt (S ATt ol §13)
=2 2jA3 LOS 17.a
4% (When) £ (What) 34 oY - 583
HEZe2| 2xE n¥o= Payer swap #=H|8 = swap fixed rate + FRN margin I BxY — HE! receiver
(pay fixed, receive HE Xt — mg receiver
floating) 1 It — HE! payer
AgtOE Egj|o|M ® MD T = receiver swap NPayap = MDr - MDp % MVp Payer I\ﬂD <0, Receiver MD >0
MD | = payer swap M Diswap AZ B g —» My I
OjzH Eo] xtd=z2 0 Long FRA FRA payoff = (MRR — FRA) x days/360 x NP Long FRA=22| T 0|9
EE = Short STIR ME MM X2 = payoff = (1 + MRR x days/360) HESEl= 2 ZH o &
ojj cto] o232l 2 H Short FRA STIR 7+# = 100 - forward rate Long STIR= 22| | 0|2 (FRAS} it
L= Long STIR ME 1bp = $1m x 0.0001 x 90/360 = $25 ch)
N=cL=% + S1m
I ME QT () CTD M= Invoice = FP/100 x 100,000 x CF + AI CTD = Q=29 A|cff = |1 implied
QIEEQl = (FP x CF + AI) — (Pjeqn + AI) repo = £[X basis

4+ < 6% — £H7| F2|0|M, > 6%
—>’§J7I Fellojd
FE>6% > CF>1

M ME2 FH0|M HMA - Short M2=MD | N, = BEVr _BPVe | op 217 8 X|(H 3} = BPV 0
i3} Long MZ =MD 1 BPVerp 23 MD = MD; X 0.0001 X
& BPV = MD x 0.0001 x MV MD =MDy > 0.0001 x MV
BPVerp = M Derp % 0.0001 x Perp/100 x size
= ME &9 — AF = ACTD + CF, BPVy = BPVgpp + CF BPVHR2 X CF, M2 BPVE + CF
22 = BPVy x Abp x N
8|X| 7t E2HH3E 0|9 — — CTD H3& - convexity FA| - H/ L&
0|5 (shaping risk) - basis risk - 2|
of o HtaE
83} 2|A3 LOS 17.b
ArgH (When) EF (What) A .85
oIt =M Ato| HIMAHLE K= St A1 S =ZLQ FHS AT spot2 = ghit AZHatyof 22 |2 wEh (JS 29l
=7t + cross-currency basis o als)
swap 2t K g e £319| o|xt X
erd At H|2 H| — M S H|I2 = § ref + FC XtQ) spread basis basis= H|USD Ct2|o| 25
&M FC H|E = FC ref + § Xt spread + basis Negative basis — 24 § x1i0| H|
&, § ozt )2
Basis® Xt 2| =0[7]  Negative basis £ USDE  — Positive basis 82 1 25 USD
AQOZ WHFED O S5} K 2 Al O0j=x £t
# Ext
o2f I8t 3 - Xlg 2™ S ME(EE) N =8 + Aok 37| base £%t =3 0™ — 0=
Me(REH) A = 93t FA X MEIHH base £%t X|Z 0l — Of=>
ME O # AFSE UM — Long SllX| ZHt0] = +A(F - S) X B& ME0| HA 27| — g™
Short 8lIX| Zt{ = —A(F - §) X H5 ME0| LHE 2HI| — HLk Al basis
risk
ek Sh=0ll — ot XX|Mo| 21| o217} LOS 17.a-f
XM oje} = =1 XM ojel = 8E
Payer swap a2 1 HE 24 - 0 - FolM | Short I ME a2 1 FalolM | - HABE - M HIFS
l
Receiver swap 22 | wEHold 1 - 0 BM - S " "
Long X|5= ME Fht B T -2 equitize - FTA HIE
Long FRA 22 1 02 X1} Siix| T
o A ﬂﬂ = - SIK - x)¥| HI=
Short FRA 32y ol ol 3% Short Xl 12 #he B X FH S |
Long S3t ME base £3t 1 base £%t Xl o ¥ sl|x|
Long STIR M2 e | ojeH o3 #x| g =
Short £3t M2 base E3t | | base £} 3 o™ &
Short STIR ME =28 1 oj2f Xt siix| S
= ' o4 A Long VIX MZ - call  HEM7|th 1 Tail risk S|
Long =M ¥& cL R Fefold T - MAHIS T Long variance swap | &% o> K HEN M5 HIE (BE)
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CFA L3 - Reading 17 — Bluebox Gi|®| Hz2| Cheatsheet - &2 34

FA AT LOS 17.c-17.e

Algh (When) £3 (What) = HERE L

HIEL - SIX| - 2 EXF  FIEX|S ME N, = BB MVp T BIEL H: By 2 - Bp B -
Br F MV |

F = futures price X multiplier, Br =1 24 B[ By 0 - MV FA|

OIl:I a-ﬂxl BT 0-MV alxl :I.OH
B3 equitize! Bp 0 - By FEH - MV

[
i

oz
ME £9| - 4 H[E} — &2l = (F — Fy) X multiplier X N XXM =HE JHK| Het + ME &
M B =IE o H} + X4 % Het =
FA X sj| (A Receive equity, #CF = NP x (R,, — rate x days/360) equity receiver= R < 00|™ 22
pay floating(+spread) & + floating 2% XIg
fixed
FM L& =4 (= 871+ Pay total return, 23 = (floating — TR) x NP FA + AY =floating +UEE 11X
L= receive floating m-btD
Py
$12 equitize CHOt Long call + short put = synthetic forward (M2 o2t 22 &) —
(B2 HAp7L- 2h7))
WS4 DpUAE L0s 17.d
42 (When) E3 (What) 34 o4 - 83
SZ 30 o4 S e VIX +VIX + V12 HolHSY otd - FAII 3(-)9f &t
(S&P 500 M LTS A, - Ho3
Ae)
Tail risk oflx| / HHEM T Long VIX M2 29| = (F — Fy) X multiplier Contango(F > S, BAFA[): long roll
2|0jd =3 / Short VIX ME 2t710f| ME7tH — spot VIXZ 4+ yield -
Backwardation(F < S, 25 Z3):
long +
Roll yield 22| - Long &2l = (Sp — Sy) + (So — Fy) & =roll yield (basis7t 022 %
E)
Al'S =] 1 : 2 _ K2 = A e
28 vs LK 24t H|E Variance swap Payoff = Ny az(0? — K?) = NyepaZ K o, K& % £Xt IHZ ®F (20 -
(long = AsEA 3|, K2 K| 2K 400)
2) Nvar = Nuega = 2K 22 payoff - % 7% 0
HEZL AL - R; = In(P,/P,_,) s x| o2 — 712k gt otks
o :ZRl2 o? =02 . x 252
daily N-1’ annual daily
i Agh Z2MIL(MTM)  — Elo2] =02 xt/T+ K% , x (T —t)/T HIQ CHA = &% K?
MTM = Yvar (Elof] — K?) 2ol 7HE|Z2H(W) el
1+7rx(T—1t)
KAHHE - 28 - A Il LOS 17.f
Ag (When) =3 (What) =M o . 25
EE 59 - Hst — SH=HE X A2 HIE X AR HIS B> 0=2h, < 0= =2
3= S8 - &y
A HIE Z4 (ME) ME = FABr =0, Bp =X B, MV=ZL = A2 B 34, HAE2 BPVHR
XA BPVy =0, BPVp =MD X 0.0001 X EU ZH
Kok H|E Sl (M E) ME O FMBp=0, fr=EEB,MV=5E = 2lUBAE 22 BhAl (X1t = FA 8
M2: BPVp =0, BPVr =MD X 0.0001 X & 2% & = =rf)
Ao HiE HA X|4= swap E XHAE pay X =AU E, receive floating StA: tracking error - TR $12 X|& -
NP = tHa} Fo =2 Xt pay floating, receive X|4= 221 & dealer margin
FOMC 22| 17 &5 Fed funds M2 p— _ implied FFE — current target SHIL HolH St
target after change — current target MEJHA | =olakJ|ch 1
implied FFE = 100 - ME7tH
7|Ef AIE 7ICH =B QIZ8|0]M = CPI swap — —

z
M4 = VIX 224

825 32 AM Bt 24 =01 - payer - short, 24 = 0§~ - receiver - long - A% &= H42 BSE

Source: Schweser Notes 2026 L3 Book 3, Reading 17 (Module 17.1-17.5, Key Concepts)
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