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INTRODUCTION 

 
 
 

This study guide is designed to help candidates prepare to take CFP®  Certification Examination. 
This study guide provides information about CFP Certification Examination and some helpful 
tips for students to perform their best. 
 
About IFPHK: The IFPHK was established in June 2000 as a non-profit organization for the 
fast–growing financial industry.  It aims to be recognized in the region as the premier profes-
sional body representing financial planners that uphold the highest standards to benefit the pub-
lic.  The Institute is the sole licensing body in Hong Kong authorized by Financial Planning 
Standards Board Limited to grant the much-coveted and internationally-recognized CFP certifi-
cation and AFP certification to qualified financial planning professionals in Hong Kong and Ma-
cau.  It represents more than 7,100 financial planning practitioners in Hong Kong from such 
diverse professional backgrounds as banking, insurance, independent financial advisory, stock-
broking, accounting, and legal services.  Currently there are over 213,000 CFP professionals in 
27 territories; the majority of these professionals are in the U.S., Canada, China, Australia and 
Japan, with approximately 4,000 CFP professionals in Hong Kong. 
 

About CFP Certification:  The CFP Certification is the world’s oldest, highest and most 

recognized advanced certification program for financial planners.  CFP professionals are 

required to meet initial and ongoing competency, ethics and practice standards and agree to 

abide by professional conduct rules and ongoing competency and practice requirements. CFP 

Certification Examination are designed to assess the ability of examinees to apply financial 

planning knowledge to financial planning situations, thereby protecting the public by assuring 

that CFP certificants are at the appropriate level of competency required for practice. CFP 

Certification Examination consists of 2 levels with a total of 3 papers: Foundation Level, 

Advanced Level Paper 1 and Advanced Level Paper 2. 

 
Getting started: The HOW TO USE THE STUDY GUIDE section on page 4 outlines the con-
tents in each section, lists the materials you should have available as you study for the CFP 
Certification Examination, and suggests some steps for preparing for the CFP Certification Ex-
amination. 
 
Enquiries: IFPHK will update information about the CFP Certification Program from time to time.  
Please check IFPHK website for announcements. 
 

Website   : www.ifphk.org 
Hotline    : 2982 7888 
Fax    : 2982 7777 
Email: 
General enquiry  : info@ifphk.org 
Examination enquiry : exam@ifphk.org 
Certification enquiry  : cert@ifphk.org 
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HOW TO USE THIS STUDY GUIDE 

 
 
This study guide is designed to help candidates prepare to take the CFP Certification Examina-
tions. It gives candidates valuable information about the examinations, explains how to prepare 
to take the examination, and provides some opportunities to practice for the examinations. The 
study guide is organized into four major sections. Each section focuses on a different aspect of 
the CFP Certification Examinations.  
 
The CERTIFICATION section gives information about the overall structure of the CFP Certifica-
tion and the Cross-Border CFP Certification.  The respective 4E requirements will be explained.  
This information can help candidates better understand the certification process and what can-
didates will be asked to do.    
 
The EXAMINATION HANDBOOK section gives information about the examinations, especially 
on the examination dates, time, question format, number of questions, regulations and syllabus 
of the CFP Certification Examination (Foundation Level, Advanced Level Paper 1 and Ad-
vanced Level Paper 2) and the Cross-Border CFP Certification.     
 
The ESSENTIAL READINGS section gives candidates an overview of the coverage of the CFP 
Certification Examinations.  This part of the study guide should be used in conjunction with rele-
vant reference materials as illustrated in the section. 
 
Exercise questions provided at the end of each part of the ESSENTIAL READINGS gives can-
didates opportunities to test their understanding on that area of study. 
 
The SAMPLE QUESTIONS section provides sample exercise to help candidates familiarize 
themselves with the form and style of question which they may see in the CFP Certification Ex-
aminations.   
 
 



Certification:
CFP® Certification
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ABOUT CFP CERTIFICATION

World-class. In 27 territories around the world, financial industry practitioners seek to 

stand out from the crowd with the financial planning industry’s mark of world-class profes-

sional distinction that is CFP certification.

Gold standard. CFP certification is the world’s longest running and most-recognized ad-

vanced certification for financial planners. It is the pinnacle of financial planning excellence

and CFP professionals are required to meet stringent standards on competence, ethics and 

practice at all times.

Ethical. Regulators and consumer protection groups around the world call for the highest 

standards of conduct from financial industry practitioners.  CFP professionals are well-

equipped to meet these demands because they adhere to the principles of clients’ best in-

terest, integrity, objectivity, fairness, professionalism, competence, confidentiality and dili-

gence enshrined in a “Code of Ethics and Professional Responsibility”.

WHY SHOULD YOU GET CFP CERTIFICATION?

Preferred by clients. CFP professionals consistently distinguish themselves from com-

petitors by providing consumers with professional, suitable and trusted advice for their fi-

nancial planning needs.

Commitment to financial planning excellence. Invest in yourself and commit to excel-

lence in financial planning through meeting rigorous certification requirements. Becoming 

a CFP professional is a career breakthrough that demonstrates your belief in striving for the 

best.

Respected. CFP certification helps you gain respect from your peers, employers and cli-

ents alike by reinforcing the value of your services and enhancing your credibility as a fi-

nancial planning professional. 
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PRE-REQUISITES

Be a IFPHK Candidate1; AND         

Possess any one of the following academic or professional qualifications:

Bachelor degree or above from accredited education institutions; or

Qualifications listed in the Lists of “Fast-track to CFP Certification” (e.g. AFP 

Certification).                             

   2 3

THE “4E” REQUIREMENTS

As the certification body awarding the CFP Certification in Hong Kong and Macau, the 

IFPHK requires all CFP certificants to satisfy the rigorous certification requirements, 

including Education, Examination, Experience and Ethics. These are the "4E" standards 

and they indicate that financial planners are committed to providing competent and ethical 

financial planning services to clients. The "4E" standards assure the public that they will 

receive objective financial planning advice from CFP certificants who will help them meet 

their life goals.

1 It is compulsory for all individuals to register with IFPHK as a candidate before one is eligible to proceed with his/her

CFP Certification.   One must process valid candidacy before he/she can enroll to an education program or register 
for an examination. IFPHK candidates will, from time to time, receive useful study tools such as sample questions, 
exercises, study guides, education, examination schedules and much more.

2 Non degree holders may fulfill the pre-requisite by first obtaining other qualifications listed on the List of “Fast-track to 

CFP Certification” such as AFP Certification offered by IFPHK.  AFP Certification involves a 120-hour education pro-
gram, a 3-hour examination, a 1-year experience and ethics requirements.  For details, please refer to the IFPHK 
website.

3 Students studying towards a bachelor degree awarded by an accredited education institution are eligible for CONDI-

TIONAL admission to the certification process. Candidates may directly attempt the CFP Certification Examination 
(Foundation Level). However please note that this admission to the examination DOES NOT imply fulfillment of the 
pre-requisite requirement for CFP Certification. Candidates admitted through this path are required to show evidence 
of completion of the relevant degree program (or any other qualification eligible for exemption) upon certification.

UNIVERSITY STUDENTS? 3 NON DEGREE HOLDER?2 
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1. Education

To earn CFP Certification, candidates must successfully complete the CFP 

Certification Education Program with an Approved Education Provider. Candidates 

will be trained with skills in financial management, financial planning principles, 

investments, insurance, asset management, risk management, retirement, tax 

planning and estate planning.  

CFP Certification Education Program consists of FOUR courses, each of 40-hour 

duration:

Course 1: Investment Planning and Asset Management

Course 2: Insurance Planning and Risk Management

Course 3: Tax Planning and Estate Planning

Course 4: Financial Planning Practice 

Exemption from the CFP Certification Education Program

Candidates may qualify for exemption from some or all of the courses of the 

required educational courses if they meet one of the following requirements:  

1. Fast-track to CFP Certification4:

Master Degree Holders in Business/Economics5 or holders of a certain 
professional credential on “Fast-track to CFP Certification” List C may 
qualify for exemption from the CFP Certification Education Program
(Course 1 to 3).

Doctoral degree in Business/Economics or a certain professional creden-
tial on “Fast-track to CFP Certification” List D may qualify for exemption 
from the CFP Certification Education Program (Course 1 to 4).

Please refer to the lists of “Fast-track to CFP Certification” for qualifications 
eligible for the exemption.    

2. Transcript Review:

Candidates who have taken comparable degree-level courses from ac-
credited education institutions may apply for transcript review to waive 
some or all of the required educational courses of the CFP Certification 
Education Program (Course 1 to 3).

Exemption through transcript review is NOT available for CFP Certifica-
tion Education Program (Course 4)

Please refer to the Transcript Review section of IFPHK webpage for the up-
dated list of Pre-approved courses for Transcript Review.

Validity of CFP Certification Education Records

There is no expiry date of education records, thus allowing candidates with flexibility 

to schedule their education program according to their own needs.

4 Candidates must provide proof of the relevant academic or professional credential. 
5 The Master Degree program must substantially cover topics of the CFP Certification Education Program (course 1 to 

3)
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Approved Education Providers 

Currently, the education programs are provided by the IFPHK’s Approved 

Education Providers.  These Approved Education Providers comply with a rigorous 

approval process to ensure quality and standardization.  The IFPHK also provides 

education providers with study materials and comprehensive guidelines. The 

Approved Education Providers are:

1. Macau Institute of Management (MIM)

2. School of Continuing and Professional Education (SCOPE), The City Universi-
ty of Hong Kong

3. School of Continuing Education (SCE), Macao Institute for Tourism Studies

4. School of Liberal Arts (SLA), Macau University of Science and Technology

5. School of Professional and Continuing Education (SPACE), The University of 
Hong Kong

2. Examination

To earn the CFP Certification, all candidates must successfully complete THREE

levels of examination:

CFP Certification Examination (Foundation Level) 6

CFP Certification Examination (Advanced Level Paper 1)

CFP Certification Examination (Advanced Level Paper 2)

The examinations are designed to assess examinees’ ability in applying the 

financial planning knowledge and skills learned from the education programs.  

Examination questions are based on the knowledge, skills and abilities required of 

financial planners in Hong Kong (For details, please see the Financial Planner 

Competency Profile Report) and are developed by academics and industry experts 

to ensure the questions reflect real-world financial planning.  Passing the 

examinations demonstrate an examinee’s proficiency in knowledge, skills and 

abilities related to financial planning.

All examinations are in the format of multiple choice questions. 

Pre-requisites to the examinations

The CFP Certification process starts with Foundation Level Examination. There is 

no education pre-requisite to this examination.  

Candidates are eligible to enroll to the Advanced Level Paper 1 Examination after 

they have 

passed, or are exempted from the Foundation Level Examination; and

completed, or are exempted from Course 1, 2 and 3 of the Education 
Program

6 Formerly known as the “AFP Certification Examination” (prior to 2014).
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Candidates are eligible to enroll to the Advanced Level Paper 2 Examination after 

they have 

passed, or are exempted from the Foundation Level Examination; and

completed, or are exempted from Course 1, 2, 3 and 4 of the Education 
Program 

Exemption from the examinations

Candidates may qualify for exemption from the Foundation Level Examination if 

they are holders of certain academic or professional credential 7 (e.g. AFP 

Certification). Please refer to the lists of “Fast-track to CFP Certification” for 

qualifications eligible for the exemption.    

No exemption is allowed for the Advanced Level Examinations.

Re-examination and Time Limit

Re-sit examinees may enjoy a partial fee reduction in the examination fee (Note: 

The examination fee reduction is subject to review and change by the IFPHK from 

time to time). There is no limit on the maximum number of re-sit examinations that

an examinee can take.

For details of the examinations, including examination syllabi and exam regulations, 

please refer to the Examination Handbook.

3. Experience

Experience earned by working directly with clients in the financial planning industry 

is a key criterion to attaining CFP Certification.  Candidates’ work experience will be 

reflected in their expertise in financial planning.  Experience is essential to 

complement the financial planning knowledge as candidates practice their trade.

To ensure the high standards of CFP certificants, the IFPHK will only award the 

CFP Certification to those who have qualified work experience, defined as 

experience working in the financial services industry.  

To qualify as a CFP certificant, Candidates must possess THREE years full-time 

qualified work experience or the equivalent part-time (2,000 hours part-time equals 

one year full-time).

Experience may be gained up to ten years before or eight years after the CFP 

Certification Examination date. If the work experience requirement is not fulfilled 

within this time frame, the Candidacy for certification may be terminated.

It is envisaged that only candidates employed in the financial services industry 

would be likely to meet the above requirements, which includes accounting firms, 

banks, financial planning companies, insurance companies, law firms and related 

legal services, mutual fund companies, securities and brokerage houses, trust 

companies and universities.  If necessary, the IFPHK will add other types of 

employment or business in the definition of financial services industry.

7 Candidates must provide proof of the relevant academic or professional credential.  
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The submitted experience record must be verified and attested by the Candidate's 

current supervisor, or a member of the senior management, or the human 

resources manager of the Candidate's current employer. If the Candidate is a sole 

proprietor, a third party product provider may verify his or her experience.

Candidates need to demonstrate that they are involved in all or some parts of the 

six-steps in the financial planning process:

Establishing client-planner relationships – explaining the issues and concepts 
related to the personal financial planning process.

Gathering client data and determining goals and expectations – interviewing 
or questioning the client about various aspects of his or her financial re-
sources, obligations and expectations; determining the client’s goals, needs 
and priorities; assessing the client’s values and attitudes; and determining the 
client’s time horizons and risk tolerance; collecting applicable client records 
and documents.

Determining the client’s financial status by analyzing and evaluating client’s 
information – analyzing and evaluating client data such as current cash flow 
needs, risk management, investments, taxes, retirement, employee benefits, 
estate planning and/or special needs.

Developing and presenting the financial plan – presenting and reviewing the 
plan with the client; working with the client to ensure that the plan meets his 
or her goals and expectations, and revising the recommendations as neces-
sary.

Implementing the financial plan – coordinating with other professionals, such 
as accountants, attorneys, real estate agents, investment advisors, stock-
brokers and insurance agents.

Monitoring the financial plan – discussing with the client any changes in his or 
her personal circumstances, evaluating changing tax laws, and making rec-
ommendations based on new or changing conditions.

4. Ethics

All candidates and CFP certificants must agree to abide by a strict code of 

professional conduct that sets forth the professional ethical responsibilities to the 

public, clients and employers.

The components of the IFPHK’s professional code and standards include:

1. The IFPHK’s Code of Ethics and Professional Responsibility combines 
and modifies the FPSB’s Global Code of Ethics, and the FPSB Model Rules 
of Conduct, to the Hong Kong business environment.  It is based on eight eth-
ical principles: Best interest of clients; Integrity, Objectivity, Fairness, Profes-
sionalism, Competence, Confidentiality and Diligence.

2. The IFPHK’s Financial Planning Practice Standards adopts and modifies 
the FPSB’s Global Financial Planning Practice Standards.  The standards 
clarify the detailed process that the IFPHK expects a CFP certificant to follow 
in a financial planning engagement.
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The IFPHK’s professional code and practice standards are part of the certification 

programs. Candidates have to agree to abide by and adhere to the code and the 

practice standards to be able to obtain their certifications.

The IFPHK enforces the code and investigates complaints against both certificants 

and candidates.

The IFPHK also performs a background check when candidates apply for their 

certifications and each candidate must disclose any investigations or legal 

proceedings related to his/her professional or business conduct.  This is enforced 

through the Disciplinary Rules and Procedures.

Details of the IFPHK’s Code of Ethics and Professional Responsibility and the

Financial Planning Practice Standards are available on the IFPHK website,

www.ifphk.org.

BECOMING A CFP CERTIFICANT 

After meeting the ‘4E’ requirements for CFP certification, candidates are eligible to apply for 
CFP Certification with the IFPHK.  Once application has been approved candidates will 
officially become CFP certificants, and will be granted the right to use the CFP trademarks 

including CFP®, CERTIFIED FINANCIAL PLANNER®, ,
, in accordance with the guidelines established by the 

IFPHK.  CFP certificants’ names will be added to the IFPHK’s database for members of the 
public to verify their professional status.

   8 9

ANNUAL RECERTIFICATION AS A CFP CERTIFICANT 

To continue using the CFP marks, CFP certificants are required to renew their certification 

annually.   The recertification requirement further assures the public that CFP certificants 

have maintained their technical competence and ethical commitment. For recertification,

CFP certificants are required to 

complete a minimum of 15 hours of continuing education credits (2 of which must 
be obtained from continuing education programs on compliance or ethics) every 
year in order to stay up-to-date with developments in the financial planning profes-
sion; and

agree to abide by the IFPHK’s Code of Ethics and Professional Responsibility, ful-
filling the ethical responsibilities to the public, clients and employers.

In addition, they must report to the IFPHK any public, civil, criminal or disciplinary actions 

that may have been taken against them during the previous year as part of the renewal 

process.

For details, you may refer to the CFP Certification Renewal Policy and Guidelines on 

Continuing Education Requirements.

8 Non degree holders may fulfill the pre-requisite by first obtaining other qualifications listed on the List of “Fast-track to 

CFP Certification” such as AFP Certification offered by IFPHK.  AFP Certification involves a 120-hour education pro-
gram, a 3-hour examination, a 1-year experience and ethics requirements.  For details, please refer to the IFPHK 
website.

9 Students studying towards a bachelor degree awarded by an accredited education institution are eligible for CONDI-

TIONAL admission to the certification process. Candidates may directly attempt the CFP Certification Examination 
(Foundation Level). However please note that this admission to the examination DOES NOT imply fulfillment of the 
pre-requisite requirement for CFP Certification. Candidates admitted through this path are required to show evidence 
of completion of the relevant degree program (or any other qualification eligible for exemption) upon certification.
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OPTIONAL CERTIFICATION

Upon passing the CFP Certification Examination (Foundation Level), candidates may 

choose to obtain AFP Certification as a midway award recognized by the public, clients and 

employers. To obtain AFP Certification, candidates must:

possess ONE year of full-time qualified work experience; and  

agree to abide by the IFPHK’s professional code and standards.

For details, please refer to the IFPHK website for the requirements of AFP Certification. 

FEES10

IFPHK Candidacy Fee

First time Candidacy application fee $300

Candidacy Annual Fee11 $500

Assessment (if applicable) Fee

Pre-requisite Qualification / “Fast-track to CFP Certification” $1,000

Transcript Review ( per course ) $800

Transcript Review ( per course ) for pre-approved courses $100

Education

Please check with the approved education providers as their fees vary.

Examination Fee

CFP Certification Examination (Foundation Level) $2,300

CFP Certification Examination (Advanced Level Paper 1) $2,800

CFP Certification Examination (Advanced Level Paper 2) $2,800

A partial reduction is available for examinees re-sitting the same examination

Certification Fee

Application $1,000

Annual Certification Fee12 $2,600

10 IFPHK reserves the rights to review the fees as and when needed. Changes will be posted at the IFPHK website and 

be publicized through other means it deems appropriate. You are advised to closely observe the latest announce-
ments on the IFPHK website. 

11 For application submitted between 1 Jul and 31 Dec, a half-year annual fee of $250 will be charged on that year. 

Annual fee is on a calendar year basis
12 For application submitted between 1 Jul and 31 Dec, a half-year certification fee (equivalent to 50% of full year certifi-

cation fee) will be charged instead. Annual fee is on a calendar year basis
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CROSS-BORDER CFP CERTIFICATION 

An individual using the CFP Marks in other territories can become certified across border in 

Hong Kong by obtaining CFP certification from IFPHK and abiding by the certification 

renewal requirements of both IFPHK and the FPSB Affiliate in the Home Territory.

Who should apply?

Any CFP professional who wishes to display the CFP Marks in Hong Kong other than the 

Home Territory in which he or she was first certified while delivering, directly supporting or 

supervising the financial planning process or to hold himself or herself out as a CFP

professional in Hong Kong.

Pre-requisites

Be certified by the FPSB Affiliate in the Home Territory

Required documents

An individual must provide to IFPHK the following documents to be eligible for the Cross-

Border Certification:

Proof of residency; CFP certificants who misrepresent their residency may be sub-
ject to disciplinary action by either or both FPSB Affiliate(s);

A letter of good standing from the FPSB Affiliate in the Home Territory, confirming 
the CFP professional’s:

i. date of initial certification;

ii. pathway to the CFP Certification Examination (registered education program, 
transcript review or “Fast-track to CFP Certification”), confirming that the can-
didate passed the CFP Certification Examination in the Home Territory;

iii. business contact information;

iv. certification identification number; and

v. disciplinary history with the FPSB Affiliate in the Home Territory.

A declaration indicating the country(ies) or region(s) in which s/he conducts busi-
ness, regardless of whether s/he holds out as a CFP professional in that territory;

Signed declarations (in the FPSB Affiliate’s initial application and renewal forms for 
CFP certification in the new territory) attesting to the accuracy of the information 
provided; and

A declaration indicating that s/he has read and understands his or her obligations to 
the FPSB Affiliate

The 4E requirements

1. Education

Eligible candidates can fulfill the education requirements through self-study mode.  

Syllabus and reference materials can be found in the Examination Handbook and the

Study Guide for Cross-Border CFP Certification.
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2. Examination

The Cross-Border CFP Certification Examination focuses on Hong Kong local laws 

and regulations.  Details of the Examination can be found in the Examination 

Handbook.  The Cross-Border CFP Certification Examination is scheduled to be held 

once a year subject to demand.13

3. Experience

No additional experience requirement is imposed for examinees of the Cross-Border 

CFP Certification Examination.

4. Ethics

Candidates must agree to abide by a strict code of professional conduct that sets 

forth the ethical responsibilities to the public, clients and employers.

5. Annual Recertification as a CFP Certificant 

To continue using the CFP marks, CFP certificants are required to renew their 

certification annually.   For recertification, candidates are required to 

complete a minimum of 15 hours of continuing education credits (2 of which 
must be obtained from continuing education programs on compliance or ethics) 
every year in order to stay up-to-date with developments in the financial plan-
ning profession; and 

agree to abide by the IFPHK’s professional code and standards.   

13 IFPHK reserves the right to cancel the Cross-Border Examination at its discretion if less than 15 candidates register.



Exam Handbook:
CFP® Certification
AFP® Certification
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I. EXAMINATION STRUCTURE

1. Structure

The CFP Certification Examinations are designed to assess the ability of 

examinees to apply financial planning knowledge to financial planning situations, 

thereby protecting the public by assuring that CFP certificants are at the 

appropriate level of competency required for practice. 

The Certification Examination consists of the following 3 examinations:

CFP Certification Examination (Foundation Level);

CFP Certification Examination (Advanced Level Paper 1); and

CFP Certification Examination (Advanced Level Paper 2).

2. Sequence of Examinations

Examinees are expected to pass the Foundation Level examination prior to 

proceeding to Advanced Level Paper 1 and Paper 2 examinations.    

3. Language of Examinations

The CFP Certification Examinations are all set in ONE of two languages: English 

and Traditional Chinese. The examination questions of each examination of these 

two versions are the same, and examinees can choose to take each examination 

in ONE of the languages. They are required to confirm their preferred 

examination language when submitting their examination application online or 

using paper form. No change of the examination language is allowed after the 

examination application is submitted.

4. Duration

The examination time of each CFP Examination is as follows: 

Foundation Level: 3 hours;

Advanced Level Paper 1: 3 hours and 30 minutes; and

Advanced Level Paper 2: 2 hours and 30 minutes. 

5. Grading

Each examination is graded independently and the result of one examination 

does not affect another. Each examination is graded as follows:

a. Foundation Level: All questions in the examination are of equal marks.

b. Advanced Level Paper 1: All questions in the examination are of equal 

marks.

c. Advanced Level Paper 2: All questions in the examination are of equal 

marks.

6. Re-examination and Time Limit

Examinees are only required to re-sit the examination that they have failed.  

There is no limit on the maximum number of re-sit examinations that one 

examinee can take for any one of the examinations.  
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7. Frequency

Each of the three examinations is offered twice a year. IFPHK may adjust the 

frequency of the above CFP Certification Examinations at its discretion.

8. Overseas Certificants / International Reciprocity

For CFP Certificants who were first certified in territories other than Hong Kong, 

and wishes to display the CFP Marks while delivering, directly supporting or 

supervising the financial planning process or to hold himself or herself out as a

CFP professional in Hong Kong, he or she will need to pass the Cross-Border 

Examination designed to assess examinees’ understanding on Hong Kong local

laws and regulations. For details, please refer to Appendix 4 of this Examination 

Handbook and Part V of the Certification Section of the Study Guide for CFP

Certification.
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II. EXAMINATION CONTENT AND FORMAT

1. Core Content Coverage

The following table compares the core contents between the CFP Certification 

Examinations (Foundation Level)14 and (Advanced Level Paper 1 and Paper 2):

Core Content Foundation Level
Advanced Level 

Paper 1 and Paper 2

Professional skills

Financial planning 6-step process

Integration of financial planning 
components
(Comprehensive financial planning)

Financial management

Retirement planning

Investment products

Investment planning

Personal insurance products

Insurance planning

Tax planning

Estate planning

2. Cognitive Levels*

The cognitive levels that are tested in the Foundation Level are:

Knowledge/Comprehension

Application/Analysis

Synthesis/Evaluation (in very limited subject areas only)

The cognitive levels that are tested in Advanced Level Paper 1 and Paper 2 are:

Knowledge/Comprehension

Application/Analysis

Synthesis/Evaluation

*Please refer to the Syllabus – Descriptive Content Coverage for details.

14 Known as “AFP Certification Examination” prior to 2014. 
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3. Balance of Emphasis

Foundation Level will test examinees’ knowledge, skills and abilities in five 

discrete subject areas, namely Financial Planning Principles, Financial 

Management, Retirement Planning, Introduction to Investments and 

Fundamentals of Insurance.  

Advanced Level Paper 1 will test examinees’ knowledge, skills and abilities in all 

of the seven discrete financial planning subject areas.  Examinees are also 

expected to demonstrate that they have met the cognitive requirement/learning 

outcomes as articulated in the examination syllabus for the Foundation Level.

Advanced Level Paper 2 will test examinees’ knowledge, skills and abilities in 

integrating all of the financial planning subject areas. Questions in the 

examinations require integrated knowledge, skills and abilities in several subject 

areas.

The following table summarizes the subject areas examinable in different 

examinations of the CFP Certification Examinations:

Examination Subject areas covered
Examination 

syllabus

Foundation

Level

Financial Planning Principles

Financial Management

Retirement Planning

Investment Planning and Asset Management 

(Introduction to Investments) 

Insurance Planning and Risk Management

(Fundamentals of Insurance)

Appendix 1

Advanced Level 

Paper 1

Financial Planning Principles

Financial Management

Retirement Planning

Investment Planning and Asset Management

Insurance Planning and Risk Management

Tax Planning

Estate Planning

Advanced Level

Paper 2

Integrated topics of financial planning:

Financial Planning Principles

Financial Management

Retirement Planning

Investment Planning and Asset Management

Insurance Planning and Risk Management

Tax Planning

Estate Planning
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4. Question Format

All three examinations of the CFP Certification Examinations are pencil-and-

paper examinations.  All questions are presented in a multiple-choice format with 

four answer options that may include a combination of possible answers.

See Appendix 1 for the examination syllabus that provides information on the 

question distribution by topics.

5. Update of Rules and Regulations

From time to time, there will be updates and changes to the laws governing the 

financial industry as well as rules and requirements of the Institute of Financial 

Planners of Hong Kong. Examinees taking the CFP Certification Examinations 

are expected to apply their knowledge of current laws, rules and requirements 

which, at the time of the examination, have been published or released by the 

relevant authority for 6 months or longer. This refers to the date such laws, rules 

and requirements were released and not their effective date.

6. Information Provided in Examination Paper

An Allowances and Tax Rate Table will be provided in Advanced Level Paper 1
and Paper 2 examinations for reference.   Please refer to Appendix 5 for a 

sample.

7. Sample Examination Questions

Past examination papers are not released.  However, IFPHK has prepared the 

following sample questions for examinees (Please refer to IFPHK website and 

the candidates corner for the latest information):

Standalone Sample Questions for Foundation Level and Advanced Level 
Paper 1

Sample Case and Questions for Advanced Level Paper 2

For subject areas and topics covered in each examination, please refer to the 

Examination Syllabus of the CFP Certification Examinations at Appendix 1.
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III. EXAMINATION POLICY

1. Examination Regulations

Examinees should carefully read the latest version of the Examination 

Regulations sent to them with the Admission Card (provided in Appendix 2 for 

reference) before attending the examination. Failure to observe any of these 

regulations may lead to disqualification from the examination. In the event of 

discrepancies between Appendix 2 and the latest version of the examination 

regulations sent together with the Admission Card, the latter shall prevail.

Incidences of reported cheating will be investigated by IFPHK. If an examinee is 

found to have cheated and/or aided or abetted a cheater, or violated any other 

examination policy, the examinee may be disqualified and he/she will be subject 

to disciplinary action taken by IFPHK.

Depending on the seriousness of the violation, the examinee may be barred from 

taking any IFPHK CFP Certification Examinations for a period of one year from

the date of the incident, up to a lifetime ban.  The IFPHK Examination Committee 

reserves the right to report the violation to the relevant authorities and 

professional bodies if necessary.  Examination-related disciplinary sanctions on 

an examinee may be considered by relevant department(s) of IFPHK in 

processing his/her CFP Certification application, if any, in the future.

2. Examination Scoring

All examination questions in the CFP Certification Examinations are 

compulsory.

Only answers marked on the answer sheet with an HB pencil will be scored.  

No credit will be given for answers written or noted in the examination

question book.

Select only one answer for each question.  Multiple responses to a single 

question will not be scored.  Incompletely erased marks on the answer 

sheet will be deemed to be multiple responses.

An examinee’s score is based on the number of questions answered 

correctly.  No points will be deducted for wrong answers.

Only correct answers will earn marks. 

3. Pass Score

While questions in the CFP Certification Examinations (Foundation Level), 

(Advanced Level Paper 1), (Advanced Level Paper 2) and the Cross Border CFP 

Certification Examination are developed in accordance with the topics and 

cognitive requirements in the Examination Syllabus/Syllabus - Descriptive 

Content Coverage for that particular examination, the difficulty level of any one 

examination is likely to vary slightly from previous examinations because of the 

different questions used.  With the objective of consistent and fair treatment to all 

the examinees, the standard-setting procedures adopted to determine the pass 

marks for the CFP Certification Examinations are in line with those established for 

certification examinations.  There is no quota for passing examinees and those

who attain the required standard will pass.  Because of the procedures adopted, 

the pass marks for the CFP Certification Examinations may well vary from 

examination to examination and are therefore not disclosed.
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4. Re-examination Policy

Examinees are only required to re-sit the examination in which they failed.  There

is no limit on the maximum number of re-sit examinations that an individual can 

take for any one of the examinations.  

(To safeguard the integrity and security of examination questions, examinees

who have passed an examination will NOT normally be permitted to sit for the 

same examination again at any time.)

5. Enquiries on Examination

After taking the examination, examinees may complete and file an Examination 

Enquiry Report/Examination Administration Report (downloadable from IFPHK’s 

website) for either of the following:

If they believe that an examination question contains an error, they can fill 

in an Examination Enquiry Report and submit the information via mail to 

IFPHK within FIVE DAYS of the examination. The submission will be 

acknowledged but examinees will not receive a separate response to the 

submission.

If they have comments about examination administration, they can fill in 

and submit an Examination Administration Report within FIVE DAYS of 

the examination.

6. Examination Review

For security reasons, examination materials are not available for review. 

Examinees may however request a hand-scoring of their valid CFP Certification 

Examination answer sheet if they suspect that it was scored incorrectly.  They 

must complete and file an Examination Review Request Form (downloadable 

from IFPHK’s website) for requesting hand-scoring to IFPHK within THIRTY 

DAYS after the release of the examination results to examinees, with a HK$500 

processing fee. Requests made after the THIRTY DAYS will not be accepted.

The examination review report will be available within 4-6 weeks after the request 

is received. Please note that the report will only indicate: 1) if there is any 

difference between hand-scored and machine-scored marks; and 2) if there is 

any change in examination result status given the hand-scored marks. No 

information on examination scores or grades is provided in the examination 

review report. In the event that there is a discrepancy between the hand-scored 

and machine-scored results, hand-scored results will prevail and the full 

processing fee will be refunded.

7. Notice Relating to the Personal Data (Privacy) Ordinance

Individuals are advised to read the Notice Relating to the Personal Data (Privacy) 

Ordinance in Appendix 3 to understand their rights and obligations in respect of 

the supply of personal data to IFPHK, and the ways in which IFPHK may use or 

handle such data.
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8. Non-discrimination Policy

IFPHK observes anti-discrimination laws in force in Hong Kong and adopts 

policies and procedures to ensure fair and equitable treatment of all individuals in

the examination process.

IFPHK will endeavour to make reasonable accommodation for examinees who, 

because of disability, will need special arrangements in order to be able to sit for 

the CFP Certification Examinations.  Such examinees are required to provide 

proof from a qualified physician as to the nature of their disability, and the 

arrangements needed.

9. Reservation of Right to Cancel Examination

IFPHK may decide to change the date, time, conditions of the administration of 

the examination(s) or cancel the administration of the examination(s), either 

entirely or of a particular examination, if IFPHK in its sole discretion decides that 

any such action is necessary to protect the integrity of the CFP Certification 

Examinations, or because administration of the examination is hindered by any

cause that could not be reasonably prevented by IFPHK, including but not limited 

to fire, flood or other natural disasters.

10. Amendments

IFPHK reserves the right to make changes to the examination regulations, the 

Syllabus - Descriptive Content Coverage, the examination syllabus, subject areas, 

topic coverage and any other information presented in this examination handbook 

when necessary.
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IV. REGISTRATION PROCEDURES

1. Application

1.1 Eligibility

Before applying for the CFP Certification Examinations, individual must 

register as a Candidate with IFPHK and hold a valid candidacy which should 

be renewed annually with IFPHK. For details of Candidacy Registration, 

please visit IFPHK’s website.

To sit for the CFP Certification Examinations, candidates must have passed 

and fulfilled the respective education requirements of the Certification 

Education Program with all the required supporting documents as stipulated 

in the application form / website in hand before submitting any examination 

application.

Individuals with certain academic qualifications and professional credentials 

are considered as having fulfilled the education requirement and may apply 

the CFP Certification Examinations directly through the Fast-track to CFP 

Certification. However, these individuals must first be assessed by IFPHK 

during the Candidacy Registration and before they apply for any 

examination. An assessment fee will apply to candidates applying the Fast-

track to CFP Certification.

To sit for the Cross-Border CFP Certification Examination, applicants must 

provide to IFPHK a letter of good standing from the FPSB Affiliate in the 

Home Territory and other relevant documents as suggested in the 

application form.

1.2 Submission of Application

After successful registration of candidacy, candidates who have completed 

the pre-requisite education courses or have been approved to proceed the 

specific examination may use their login names and passwords to enrol for

the examination online through IFPHK’s website.

Alternatively, candidates may apply for the examination by completing a 

paper application form, which can be downloaded from IFPHK’s website

during application period. The application form is printed in 2 different 

languages. Candidates are required to fill out the form in the language that

corresponds with their desired examination language. They must submit the 

completed form by mail or in person. The IFPHK will NOT be responsible for 

the loss of application forms and documents sent by mail, or postal packets 

with insufficient postage.

Completed applications with supporting academic records (attendance 

certificate or assessment result) must be received by the application 

deadline. Applications submitted after the deadline will not be accepted and 

incomplete applications will not be processed. An acknowledgement of 

receipt will be sent to applicant's email address.

Applicants for Cross-Border Examination can skip the candidacy registration 

and submit their examination applications directly.

1.3 Application Deadline

The application deadline for each examination is approximately 6-8 weeks 

prior to the examination date. The exact deadline will be provided on the 

IFPHK website.
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2. Payment

2.1 Examination Fee

Foundation Level15: HK$2,300

Advanced Level Paper 1: HK$2,800

Advanced Level Paper 2: HK$2,800

Cross-Border: HK$2,800

(Note: IFPHK reserves the right to cancel the Cross-Border CFP 
Certification Examination at its own discretion if less than 15 
examinees register)

2.2 Pre-examination Assessment Fee

2.2.1 Fast-track to CFP Certification

The assessment fee will be charged during the Candidacy Regi-

stration or during the re-assessment for the updating of candidacy 

status.

2.2.2 Cross-Border CFP Certification Examination

There is no pre-examination assessment fee for examinees apply-

ing for the Cross-Border CFP Certification Examination.

2.3 Payment Method

The examination fee of online examination enrolment will be paid via Credit 

Card during the time of submission of application. For application submitted 

by application form, the examination fee will be paid by one of the following 

methods:

Credit Card; or

Cheque (payable to the “Institute of Financial Planners of Hong Kong 

Limited” or “IFPHK Ltd”)

2.4 Refund / Withdrawals Policy

Examination fee is non-transferable.

No refund of any examination fee will be made for withdrawals.

Absence from the examination will result in a forfeiture of the entire 

examination fee.

Examinees must meet the pre-requisite education requirements 

before submitting their examination applications. An administration 

fee of $300 per examination will be incurred for unqualified 

applications which do not fulfill the pre-requisite requirements for 

enrolling in any specific certification examinations.

15 Known as “AFP Certification Examination” prior to 2014. 
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2.5 Medical or Other Emergencies

In case of medical or other emergencies, examinees may apply for a waiver 

of the examination fee forfeiture if the following conditions are met:

the request must be made in writing and supported by appropriate 

documentation (original copy) such as a physician’s letter; and

the request must be received within TEN DAYS following the 

examination date.

If the request for waiver of the examination fee forfeiture is accepted, 

examinees may be granted with a ONE-TIME deferral arrangement to next 

available examination subject to the settlement of an administration fee of 

HK$500.

3. Examination Correspondence

3.1 Application Result Notice

The examination application result will be sent by email to applicants 

at least THREE WEEKS before the examination.

If the application is approved, a confirmation email will be sent from

IFPHK indicating that the examinee is qualified to sit for the CFP 

Certification Examinations under the applied category. This 

confirmation email from IFPHK serves as official proof of examination 

candidacy.

If the application is rejected because the applicant does not meet the 

requirements for sitting the Certification Examinations, the examinee 

will need to submit a new application with appropriate fees to sit for 

subsequent examinations.

3.2 Personal Particulars

Examinees may login to IFPHK’s website to update their contact 

information online (except for email address which is used as the 

login name).

If there is any wrong information on the name, gender, date of birth or 

identification document number, examinees must notify IFPHK 

immediately by submitting a complete Change of Personal 

Particulars Form and appropriate supporting documents (such as 

HKID copy) via email or fax or mail for correction of the data. The 

Change of Personal Particulars Form can be downloaded from 

IFPHK website.

For the purpose of issuing examination admission card, examinees 

are required to provide IFPHK their latest information no later than 

FIFTEEN DAYS before the examination. IFPHK will prepare the 

admission card with the records kept on its database at the time of 

two weeks before the examination.

Failure to provide IFPHK the latest information by the stated deadline 

with which requires the re-issuance of admission card subsequently 

will incur administrative charges of HK$300 to the examinee.
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3.3 Admission Card

If the examination application is approved, an admission card will be 

mailed to the examinee at least TEN DAYS before the examination.

The admission card will include the exact time and location of the 

examination.

Examinees should carefully examine their admission card and notify 

IFPHK immediately by fax or email of any problems at least FIVE 

DAYS before the examination.

If qualified examinees do not receive the admission card FIVE DAYS 

before the examination, they should contact IFPHK immediately. 

Examinees will not be permitted entry to the examination hall without 

an admission card and valid identification.
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V. RESULTS AND CERTIFICATES

1. Examination Results

Examination results are normally available within SIX WEEKS after the 

examination. Examinees can go to IFPHK’s website and check their results 

online. A notification email will be sent to examinees to notify them the 

release of examination results.

The CFP Certification Examinations are graded PASS or FAIL. Failed 

examinees are provided with individual examinee performance analysis 

reports to help them improve their performance when they re-sit the

examination.

Examinees who are unable to attend the examination will be regarded as 

ABSENT.

The IFPHK may at its discretion award examinees who have attained high 

scores in an examination with a score award.

To protect the privacy of examinees and to maintain confidentiality of 

examination results, no result information will be released over the 

telephone, nor will they be faxed. 

2. Statement of Result

Examinees who wish to obtain an official printout of CFP Certification 

Examination Result(s) can apply by filling out and submitting the Statement of 

Result Request Form. An administration fee of HK$150 will be charged for each 

request. It normally takes two weeks to process the application. The Statement of 

Result Request Form can be downloaded from IFPHK website.
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APPENDIX 1: 
Information on Examination Papers and Examination Syllabus

Part 1: EXAMINATION QUESTION DISTRIBUTION 
Number of questions and percentage distribution by broad subject area*:

Foundation Level16 Advanced Level Paper 1 Advanced Level Paper 2

Duration 3 hours 3 hours 30 minutes 2 hours and 30 minutes

Number of multiple-
choice examination 
questions (MCQs)

95 – 100 MCQs 85 – 90 MCQs 38 – 40 MCQs^

Distribution of examination question by subject areas:

Subject Area
Percentage (%)
in Examination

Percentage (%)
in Examination

Percentage (%)
in Examination

A. Financial 

Planning 

Principles

27% 13%

Integrated topics of 
financial planning

B. Financial 

Management
23% 6%

C. Retirement 

Planning
10% 7%

D. Investment 

Planning/Asset

Management

20% 24%

E. Insurance 

Planning/Risk 

Management

20% 24%

F. Tax Planning --- 15%

G. Estate Planning --- 11%

100% 100% 100%

^ From December 2024 onwards, the number of multiple-choice examination questions in CFP 
Certification Examination (Advanced Level Paper 2) is 40 – 45 MCQs.

* This table is for reference only.  The Institute of Financial Planners of Hong Kong may change the 
table from time to time.

16 Known as “AFP Certification Examination” prior to 2014. 
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Part 2: Examination Syllabus 

The below Examination Syllabus must be read together with the Syllabus - Descriptive 

Content Coverage for a more complete view of the indicative number of questions for each 

topic in the relevant CFP Certification Examination, the subtopics under each main topic, and 

the cognitive requirement/learning outcomes for the various subtopics.  The Syllabus -

Descriptive Content Coverage can be found in the Study Guide made available to students 

who enroll in the CFP Certification Education Program/AFP Certification Education Program.

The below Examination Syllabus indicates in the three right hand columns the possible 

number of Multiple Choice Questions that may be examined under each topic.  The number of 

Multiple Choice Questions is not provided for the CFP Certification Examination (Advanced 

Level Paper 2) as it is an examination that covers integrated topics and consists of case-

related questions.  

Information on the number of Multiple Choice Questions for each CFP Certification 

Examination is for general indicative reference only.  IFPHK has the discretion to modify the 

number of Multiple Choice Questions without prior notice.

Subject 

Area

Topic 
number 

(TN)
Topic

No. of Multiple 
Choice Question(s) 

Foundation
Level17

Advanced 
Level 

Paper 1

Advanced 
Level 

Paper 2

FPP 1
Step 1 of the Financial Planning Process -
Establishing and defining the relationship
with a client

1-3 1-2

Synthesis 
Of
All

topics

FPP 2
Step 2 of the Financial Planning Process -
Gathering client data

1-3 1-2

FPP 3
Step 3 of the Financial Planning Process -
Analysing and evaluating the client’s financial 
status

1-3 1-2

FPP 4
Step 4 of the Financial Planning Process -
Developing and presenting the financial 
planning recommendations

1-3 1-2

FPP 5
Step 5 of the Financial Planning Process -
Implementing the financial planning 
recommendations

1-3 1-2

FPP 6
Step 6 of the Financial Planning Process -
Monitoring

1-3 1-2

FPP 7
Regulatory requirements for AFP certificants 
and CFP certificants

1-2 0-1

FPP 8
Ethical and professional considerations in 
financial planning

2-3 1-2

FPP - Financial Planning Principles ; FM - Financial Management
INS - Insurance Planning and Risk Management ; RET - Retirement Planning 
INV - Investment Planning and Asset Management ; TAX - Tax Planning
EST - Estate Planning

 Please refer to the “Syllabus - Descriptive Content Coverage” for sub-topic details. 
17 Known as “AFP Certification Examination” prior to 2014. 
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Subject 

Area

Topic 
number 

(TN)
Topic

No. of Multiple 
Choice Question(s) 

Foundation 
Level 

Advanced 
Level

Paper 1

Advanced 
Level 

Paper 2

FPP 9 Assessment of risk and client behaviour 1-3 0-1

Synthesis 
Of 
All

Topics

FPP 10 Financial planning for special needs 2-3 1-2

INV 11 Economic environment and indicators 2-4 --

FM 12
Calculate and interpret the time value of 
money

5-6 1-2

FM 13
Asset valuation for financial planning 
functions

1-2 0-1

FM 14 Forms of business ownership in Hong Kong 1-3 1-2

--- 15
Ways of taking title to property
(embedded under Topic Number 85)

FPP 16 Legal aspects of financial planning 1-3 1-2

FM 17 Budgeting 1-3 1-2

FM 18 Personal use-asset management 2-4 1-2

INS 19 Principles of insurance 2-4 1-2

INS 20
Identification of life, health, homeowners, 
auto and other property and liability risk 
exposures

2-4 1-2

INS 21 Legal aspects of insurance 2-3 1-3

INS 22 Insurance industry regulation 2-3 --

INS 23 Property and liability policy analysis -- 3-5

INS 24 Policy analysis 0-1 2-4

FPP - Financial Planning Principles ; FM - Financial Management
INS - Insurance Planning and Risk Management ; RET - Retirement Planning 
INV - Investment Planning and Asset Management ; TAX - Tax Planning
EST - Estate Planning

 Please refer to the “Syllabus - Descriptive Content Coverage” for sub-topic details. 
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Subject 

Area

Topic 
number 

(TN)
Topic

No. of Multiple 
Choice Question(s) 

Foundation
Level 

Advanced 
Level 

Paper 1

Advanced 
Level 

Paper 2

INS 25 Life insurance policy analysis 5-6 2-4

Synthesis 
Of
All

Topics

INS 26 Annuity policy analysis 2-3 1-2

INS 27 Health insurance policy analysis 2-4 --

--- 28
Taxation of insurance products
(Deleted)

INS 29
Selecting Insurance Companies and 
Agencies

1-2 --

--- 30
Client Assessment
(embedded under other topics)

--- 31
Marketability/liquidity 
(embedded under other topics)

INV 32 Types of investment risks 2-4 1-2

INV 33 Measurement of risk 1-2 1-2

INV 34 Influence of time on investment risk 1-3 1-2

FPP 35
Government regulation of securities and 
markets

2-3 1-2

INV 36 Investment vehicles 3-5 1-2

FM/INV 37 Types and measures of investment returns# 3-5 2-3

FM/INV 38 Bond and stock valuation methods# 3-5 1-2

INV 39 Portfolio performance measurement -- 1-2

INV 40 Formula investing 0-1 1-2

FPP - Financial Planning Principles ; FM - Financial Management
INS - Insurance Planning and Risk Management ; RET - Retirement Planning 
INV - Investment Planning and Asset Management ; TAX - Tax Planning
EST - Estate Planning

 Please refer to the “Syllabus - Descriptive Content Coverage” for sub-topic details. 
# This Topic Number categorized as Financial Management (FM) for the purposes of the CFP Certification Exami-

nation (Foundation Level). 
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Subject 

Area

Topic 
number 

(TN)
Topic

No. of Multiple 
Choice Question(s) 

Foundation 
Level 

Advanced 
Level 

Paper 1

Advanced 
Level 

Paper 2

INV 41 "Active" and "passive" strategies 0-1 1-3

Synthesis 
Of
All

topics 

INV 42
Leverage and use of borrowed funds for 
investing

1-2 --

INV 43 Hedging and options strategies 1-3 2-3

INV 44 Asset allocation: active and passive -- 1-2

INV 45 Pricing models -- 1-3

INV 46 Efficient market hypothesis (EMH) -- 1-2

INV 47 Investment vehicles match to client 2-4 1-2

--- 48
Tax impact on time value analysis of 
investment (Deleted)

INV 49 International finance and foreign exchange 2-4 --

TAX 50 Ethical considerations in tax planning -- 0-1

TAX 51 Income tax fundamentals -- 2-4

TAX 52 Tax compliance matters -- 2-3

TAX 53 Taxation terminology -- 1-2

TAX 54 International tax planning -- 0-1

TAX 55 Tax calculations and special rules -- 1-2

TAX 56 Tax accounting -- 0-1

FPP - Financial Planning Principles ; FM - Financial Management
INS - Insurance Planning and Risk Management ; RET - Retirement Planning 
INV - Investment Planning and Asset Management ; TAX - Tax Planning
EST - Estate Planning

 Please refer to the “Syllabus - Descriptive Content Coverage” for sub-topic details. 
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Subject 

Area

Topic 
number 

(TN)
Topic

No. of Multiple 
Choice Question(s) 

Foundation
Level 

Advanced 
Level

Paper 1

Advanced 
Level

Paper 2

TAX 57 Tax characteristics of business forms -- 2-3

Synthesis 
Of
All

topics

--- 58
Tax-related write-off concepts 
(Deleted)

TAX 59 Tax management and planning techniques -- 2-3

TAX 60 Non-taxable transactions -- 0-1

--- 61
Interest and penalty taxes and other charges
(embedded under other topics)

--- 62
Tax pitfalls
(embedded under other topics)

INS 63 Social benefits -- 0-1

--- 64
Ethical considerations in retirement planning 
and employee benefits
(embedded under other topics)

RET 65 Types of retirement plans 2-4 1-2

RET 66 Qualified plan characteristics 2-4 1-3

--- 67
Distributions and distributions options
(embedded under other topics)

RET 68 Retirement needs analysis 2-4 1-3

RET 69
Recommendation of the most appropriate 
type of retirement plan

1-3 1-2

--- 70
Suitability of an investment portfolio for a 
qualified plan situation 
(embedded under other topics)

INS 71
Life, medical and disability plans in employee 
benefit programs

-- 2-4

INS 72 Statutory employee benefits -- 1-2

FPP - Financial Planning Principles ; FM - Financial Management
INS - Insurance Planning and Risk Management ; RET - Retirement Planning 
INV - Investment Planning and Asset Management ; TAX - Tax Planning
EST - Estate Planning

 Please refer to the “Syllabus - Descriptive Content Coverage” for sub-topic details. 
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Subject 

Area

Topic 
number 

(TN)
Topic

No. of Multiple 
Choice Question(s) 

Foundation
Level 

Advanced 
Level 

Paper 1

Advanced 
Level 

Paper 2

INS 73
Business applications of individual life and 
disability insurance 

-- 0-1

Synthesis 
Of
All

topics

EST 74 Estate planning overview -- 2-3

--- 75
Estate planning pitfalls and weaknesses
(embedded under other topics)

EST 76
Wills as a method for property transfer at 
death

-- 1-2

--- 77
Estate planning documents
(embedded under other topics)

EST 78 Probate -- 1-2

--- 79
Liquidity planning
(embedded under other topics)

EST 80 Powers of appointment in estate planning -- 1-2

EST 81 Features of trusts -- 1-2

--- 82
Taxation of trusts and estates
(Deleted)

EST 83 Life insurance for estate planning -- 0-1

EST 84 Gifts and charitable contributions -- 0-1

EST 85 Intra-family property transfers -- 1-2

EST 86 Planning for incapacity -- 1-2

EST 87 Special topics in estate planning -- 0-1

FPP - Financial Planning Principles ; FM - Financial Management
INS - Insurance Planning and Risk Management ; RET - Retirement Planning
INV - Investment Planning and Asset Management ; TAX - Tax Planning
EST - Estate Planning

 Please refer to the “Syllabus - Descriptive Content Coverage” for sub-topic details. 
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APPENDIX 2:

CFP Certification Examination Regulations (Version 21.1)

I. Rules on Misconduct

An examinee may be subject to disciplinary sanctions, including but not limited to

being disqualified from the examination and/or being permanently barred from 

taking the IFPHK CFP Certification Examinations if he or she:

1. cheats or attempts to cheat in whatever manner;

2. improperly obtains knowledge of an examination book prior to the examination;

3. copies from notes, books, electronic or other devices not allowed to be brought to

the examination seats, or from the work of another person during the examination;

4. takes the examination on behalf of or in the name of another person or allows

another person to take the examination on his/her behalf (Note: Impersonation is a 

criminal offence liable to prosecution);

5. communicates or attempts to communicate whether via telephone, the internet, in 

person or other any means with any person other than invigilators inside or outside 

the examination hall during the examination in any manner whatsoever;

6. takes away, or attempts to take away from the examination hall any examination 

materials such as the examination book or any pages from it, the answer sheets or 

any other examination materials including examination questions in any form 

whatsoever;

7. reveals specific questions in the examination to parties not authorized by the IFPHK 

to receive such information;

8. possesses any Non-allowable Items at his or her examination seat during the 

examination;

9. does anything or has on the body or at the seat or at the designated area for 

personal belongings any item, device or thing which causes disturbance or 

distraction to other examinees or disruption to the examination;

10. fails to follow the General Rules and Regulations or the instruction of the Presiding

Officer or invigilators in the examination.

Note: CFP Certification Examination-related disciplinary sanction(s) on an examinee may 

be considered by relevant department(s) of IFPHK in processing his/her AFP

certification/CFP certification application, if any, in the future.

II. General Rules and Regulations

Note An examinee will be subject to a mark penalty (up to 10% of the 

maximum mark) if he/she starts working before being instructed to do 

so, or continues working after being told to put pens down at the end of 

the examination. 

1. Only examinees with valid proof of identity, namely, i) the admission card with ii) a 

current and valid photo identification card issued by the government (or a valid 

passport) will be admitted to the examination hall.

2. Examinees are allowed to bring only Allowable Items (see “List of Allowable Items”) 

to their examination seats.  Items not on this list are Non-allowable Items and must 

not be brought to the examination seats for any reason whatsoever.  

3. Calculators brought to the examination seats must be on the list of calculators 

approved by IFPHK (see “List of Approved Calculators”). Examinees must clear all 

the memory of their programmable calculators prior to entering the examination hall.

4. All items brought into the examination hall are subject to inspection by invigilators.

5. Examinees are not allowed to deface or write on the Admission Card before the 

examination or during the examination.
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6. Examinees must sit according to their designated seat numbers and remain seated 

quietly at all times unless otherwise approved/instructed by an invigilator.

7. Once admitted into the examination hall, examinees must follow strictly the 

instructions of the invigilators until dismissed. In general, once admitted, examinees 

may only leave the examination hall after the start of the examination within the 

permitted times.

8. Once seated in their examination seats, examinees will not be permitted to access 

their personal belongings and Non-allowable Items in the designated area until the 

end of the examination.

9. Only essential stationery as defined in the “List of Allowable Items”, approved 

calculator (without cover), admission card and identity card/passport are allowed to 

be placed on examinees’ desk. These items must remain on the desk and must be 

clearly visible. All other Allowable Items must be placed on the floor beneath

examinees’ chairs.

10. All examination materials are the property of IFPHK. Examinees must not damage 

any examination materials and/or remove them from the examination hall.

11. No examinee will be admitted to the examination hall 30 minutes after the scheduled 

starting time of the examination.

12. No examinee will be permitted to leave the examination hall during the first 60 

minutes after the start of the examination and during the final 15 minutes before the 

end of the examination.

13. Examinees must not unseal or open an examination book, or start working on the 

examination before being instructed to do so. Examinees must not continue working 

on the examination after being told to put pens down at the end of the examination.

14. Only answers marked on the answer sheet with an HB pencil will be scored. Multiple 

responses to a single question will not be scored.

15. No eating, gum-chewing or smoking is allowed at any time in the examination hall.

16. Examinees must not give/receive assistance to/from person(s) other than the

invigilator(s) during the examination.

17. Examinees must sign the following pledge on the cover of the examination book:

I confirm that: (a) I have read, understood and agreed to be bound by the
Examination Regulations as set out by IFPHK; (b) I understand that mobile
phones, smart watches, databank watches, activity trackers or similar 
devices are not allowed to be brought to the examination seats; (c) I 
acknowledge IFPHK’s copyright in all examination materials and will not 
reproduce them in any form whatsoever; and (d) I will not give/receive any 
assistance to/from person(s) other than the invigilator(s) during the 
examination.

18. Examinees must read and agree to be bound by these Examination Regulations 

before the examination.

19. Examinees must read and agree to be bound by IFPHK examination-related policies 

including the examination arrangements in the event of typhoons and/or rainstorms 

and/or “extreme conditions” announced by the Government.

20. These Examination Regulations and examination related-policies are subject to 

change by IFPHK without notice.

21. On all matters concerning the interpretation of the Examination Regulations and

examination related-policies, the decision of IFPHK shall be final.

List of Approved Calculators

Brand Model

Casio FC100 / FC200 / FC100V / FC200V

Hewlett Packard 10B / 10bII / 10bII+ / 17bII+ / 12C / 12c Platinum

Sharp Business/Financial Calculator EL-733 / EL-733A / EL-738

Texas Instruments BA II Plus / BA II Plus Professional / BA II Plus (Business Analyst)
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List of Allowable Items

identity card/passport

arrival card issued by the Hong Kong government (where the examinee is not a 

Hong Kong resident/passport holder).

admission card (does not include IFPHK letter or envelope)

essential stationery: pencil, pencil sharpener, rubber, correction fluid, ruler, pen and 

highlighter. Items not listed are deemed to be non-essential stationery. Non-essential

stationery is not allowed and it includes but is not limited to: any type of boxes, cases,

non-transparent bags, correction tapes, or paper or similar material of any sort 

(scratch paper, note pads, note strips (whether adhesive or not), and items of 

essential stationery that contain any of the foregoing).

approved calculators (without cover) and calculator batteries

wallet (money purse)

noiseless wrist-watches (without mobile applications installed and do not support 

wireless technologies)

eyeglasses

plain eyeglasses cleaning cloth without marking or pattern

earplugs

pure drinking water 

tissues

necessary medicines*

small colour or colourless transparent bag (not exceeding the size of 30cm x 21cm)

Remarks: Examinees are NOT allowed to bring mobile phones, smart watches, databank 

watches, activity trackers or similar devices to their examination seats, even if they are 

switched off.

* To avoid administrative issues or disputes during the examination and to facilitate the making of appropriate 

arrangements (if necessary), examinees who need to bring medicines such as tablets, capsules, lozenges,
linctus, liquids, sprays, inhalers and the like to their examination seats should report to the Help Desk as soon 
as possible and before entering the examination hall for administrative processing. Examinees who need to 
bring any other types of medically-necessary items or things are strongly advised to notify IFPHK well before 
the exam and as early as possible on the nature of such items required. Please also refer to IFPHK’s non-
discrimination policy in the examination handbook.

Examination Arrangements in the event of Typhoons and/or Rainstorm Warnings

and/or “extreme conditions” announced by the Government

1. The announcement of closure of secondary schools due to a tropical cyclone or the 

issue of the Red Rainstorm Warning does not necessarily imply the postponement 

of an examination scheduled to be held on that day.

2. If, at or after 8:00 am, Tropical Cyclone Warning Signal No.8 (or above) is hoisted, 

or Black Rainstorm Warning or “extreme conditions” are in force, the examination 

will normally be rescheduled.

3. If Tropical Cyclone Warning Signal No.8 (or above) is hoisted, or Black Rainstorm 

Warning or “extreme conditions” are in force while the examination is already in 

progress, the examination will normally continue until the scheduled time is up.

4. On the scheduled day of the examination, examinees should pay attention to public 

announcements and check out the IFPHK website (www.ifphk.org).

5. If an examination is rescheduled due to typhoon and/or rainstorm, IFPHK will notify 

examinees of the new date and time of the examination within 5 working days after 

the signal and/or warning is lowered.  Examinees in such case are not required to

re-register.  Applications for refund and/or transfer of the examination fee(s) will 

NOT be accepted.

6. IFPHK reserves the right to postpone and/or cancel an examination at its own 

discretion under extraordinary circumstances for the purpose of protecting the safety 

of examinees and/or the integrity of the examination.
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Explanatory Notes to Examination Regulations

The purpose of the following Explanatory Notes is to help examinees to understand the 

Examination Regulations of the IFPHK CFP Certification Examinations:

1. Examinees must ensure that they attend the enrolled examination at the scheduled

examination time and venue.

2. Examinees are allowed to bring only items on the “List of Allowable Items” to their 

examination seats. It is examinees’ responsibility to ensure that they have such 

Allowable Items as they may need in the examination.

3. The “List of Approved Calculators” and “List of Allowable Items” will be updated by 

IFPHK from time to time.  The latest version of the Lists will be sent to the examinees 

with the Admission Card. 

4. Passports brought into the examination hall are subject to inspection by invigilators. 

Examinees should make sure that no examination-related information is printed/written 

on the passport. Examinees must not flip open the passport during the examination.

5. All items brought into the examination hall are subject to inspection by invigilators. 

Invigilators have the right to remove Non-allowable Items from examinees and to 

inspect and/or make a record of such items. Examinees will not have access to such 

items during the examination. Non-allowable Items refer to any item not listed under the 

“List of Allowable Items”. Examples of Non-allowable Items include mobile phones, 

smart watches, databank watches, activity trackers or similar devices, any bag other 

than the small transparent bag described under the List of Allowable Items, food, paper 

of any sort (including but not limited to scratch paper, note pads, note strips whether 

adhesive or not, and IFPHK letter or envelope), clocks, calculators other than approved 

calculators, detachable calculator covers, textbooks, notes, dictionaries, electronic 

diaries, personal data assistants, cameras, computers, listening devices, recording 

devices, photographic devices, any devices which produce any sound or noise.

6. Possession of and/or the use of unauthorized items is a violation of IFPHK’s 

Examination Regulations and will result in disciplinary actions including disqualification

and being barred from taking the CFP Certification Examinations.

7. Examinees are strongly advised to leave their mobile phones and valuable personal 

belongings at home. An area inside or outside the examination hall will be designated 

for examinees’ personal belongings; however IFPHK will NOT be responsible for the 

loss, theft or damage of personal property left in that area.

8. Failure by the invigilators to detect an unauthorized item prior to the start of the 

examination does not imply that the item is an allowable item or that the examinee who 

possesses the item will not be subject to disciplinary actions.

9. No timing device will be provided in the examination hall, examinees should keep the 

time using their own noiseless wrist-watches. The Presiding Officer will make 

announcements on the official starting and ending times of the examination.

10. Announcements made by the Presiding Officer during the examination will be in English 

and supplemented in Cantonese.

11. No scratch paper will be provided during the examination; scratch work and calculations 

should be done on the examination book.

12. All examination materials, including but not limited to examination books and answer

sheets, are the property of IFPHK. Examinees must not tear off any page from the 

examination book or remove any examination material from the examination hall. By 

taking the examination, examinees are also deemed to acknowledge IFPHK’s

intellectual property rights in all examination materials and should not copy and/or 

reproduce and/or create derivative works from them. IFPHK reserves the right to take 

legal action against any examinee who removes any examination material and/or 

reproduces any part of it in any manner or form whatsoever.
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13. To protect the integrity of examination questions, examinees are prohibited at all times 

from revealing the detailed content of examination questions to avoid misrepresentation 

to parties not involved in the examination. IFPHK reserves the right to take appropriate

action against persons who infringe the copyright and/or other intellectual property 

rights in the examination questions, such actions include but are not limited to being

barred from taking the examination, or any other appropriate civil and/or criminal legal 

action.

14. Examinees are recommended to report to IFPHK if they are requested by any 

unauthorized parties to reveal specific examination questions (as opposed to a general

impression of the examination).

15. Examinees will not receive any assistance from invigilators with regard to examination 

questions, the borrowing of stationery/calculators or the repairing of such items. Since 

examinees are, once they have been admitted into the examination hall, generally not 

allowed to leave, they must ensure that they have the Allowable Items that they might 

need for the examination before they enter the examination hall.

16. Should any discrepancy and/or inconsistency exist between the Examination 

Regulations, the Explanatory Notes and IFPHK’s examination-related policies, the 

Examination Regulations shall prevail.

17. Should any discrepancy and/or inconsistency exist between the English and Chinese 

versions of the Examination Regulations, the English version shall prevail.
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APPENDIX 3:
NOTICE RELATING TO THE PERSONAL DATA (PRIVACY) ORDINANCE 
(“THE ORDINANCE”)

This notice is to help individuals understand their obligations and rights in respect of the 

supply of their personal data to IFPHK, and the way in which IFPHK may use or handle such 

data.

1. Examinees are required to keep IFPHK informed of any changes in their personal data 

once they enrolled as examinees for an examination, and until such time as they have 

received notification of their examination result.

2. IFPHK will use supplied personal data for the following purposes:

i. administering the examination;

ii. delivering information about the examination;

iii. releasing information to the relevant third parties for the conduct and/or 

administration of the examination;

iv. maintaining examinees’ record;

v. distributing examination results to examinees concerned;

vi. informing examinees of any courses, examinations, products or services which 

IFPHK believes may be of interest to them;

vii. research or statistical analysis; and

viii. any other related purposes.

3. IFPHK will keep the personal data of examinees confidential. Nevertheless, IFPHK may, 

as permitted by law, compare, match, transfer or exchange such data with related data 

already in IFPHK’s possession or obtained at any time.

4. Examinees have the right to request access to or correction of any personal data 

provided as per the manner and limitations prescribed under the Ordinance. In this 

connection, the papers and documents used by examinees in an examination will be

confidentially destroyed immediately after the purposes for which they are held have 

been fulfilled.

5. As permitted under the Ordinance, IFPHK has the right to charge a reasonable fee for

the processing of any data access request.

6. Examinees who wish to make a data access/correction request, or to modify their 

consent with regard to personal data supplied, or to enquire about the handling of

personal data by IFPHK may write to the Operations Department of IFPHK.
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APPENDIX 4: 
CROSS-BORDER EXAMINATION

For a CFP Certificant who was first certified in territories other than Hong Kong, and wishes to 

display the CFP Marks while delivering, directly supporting or supervising the financial 

planning process or to hold himself or herself out as a CFP professional in Hong Kong, he or 

she will need to pass the Cross-Border Examination designed to assess examinees’ 

understanding of Hong Kong local laws and regulations in relation to financial planning

practice in Hong Kong.

1. Language of Examination

The examination paper is set in three languages: English, Traditional Chinese and 

Simplified Chinese (depending on examinees’ preference).  The examination questions 

of these three versions are the same, and examinees can choose to take the exam in 

ONE of the languages.  They are required to confirm their examination language when 

submitting their examination application.  No change of the examination language is 

allowed after the examination application is received by IFPHK.

2. Duration

The examination time of the Cross-Border Examination is 3 hours.

3. Question Format and Grading

The Cross-Border Examination is a pencil-and-paper examination. All examination 

questions will be set in multiple-choice format with 4 answer options that may include a 

combination of possible answers.  The examination consists of 75-85 multiple choices 

questions, each carrying equal marks. 

4. Frequency

The examination is scheduled to be held once a year subject to demand.

5. Re-examination and Time Limit

There is no limit on the maximum number of re-sit examinations that one examinee can 

take.  

6. Information Provided in Examination Paper

An Allowances and Tax Rate Table will be provided in the Cross-Border Examination 

for reference.  Please refer to Appendix 5 for a sample.

7. Examination Policy

Unless otherwise stated, all examination policy as stated in the Examination Handbook 

applies to examinees for the Cross-Border Examination.  Examinees should carefully 

read the examination regulations in the Appendix before attending the examination. 

Failure to observe any of these regulations may lead to disqualification from the 

examination.

 IFPHK reserves the right to cancel the Cross-Border Examination at its discretion if less than 15 examinees register. 
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8. Syllabus

Subject 

Area

Topic 
number 

(TN)
Topic

Questions 
Distribution

FPP 7
Regulatory requirements for AFP certificants and CFP 
certificants

5.0%

FPP 8 Ethical and professional considerations in financial planning

FM 14 Forms of business ownership in Hong Kong 5.0%

FPP 16 Legal aspects of financial planning 5.0%

INS 21 Legal aspects of insurance
12.5%

INS 22 Insurance industry regulation

FPP 35 Government regulation of securities and markets 10.0%

TAX 51 Income tax fundamentals

22.5%

TAX 52 Tax compliance matters

TAX 53 Taxation terminology 

TAX 54 International tax planning

TAX 55 Tax calculations and special rules

TAX 56 Tax accounting

TAX 57 Tax characteristics of business forms

TAX 59 Tax management and planning techniques

TAX 60 Non-taxable transactions

RET 66 Qualified plan characteristics 17.5%

INS 72 Statutory employee benefits 5.0%

EST 74 Estate planning overview

17.5%

EST 76 Wills as a method for property transfer at death

EST 78 Probate

EST 80 Powers of appointment in estate planning

EST 81 Features of trusts

EST 83 Life insurance for estate planning

EST 84 Gifts and charitable contributions

EST 85 Intra-family property transfers

EST 86 Planning for incapacity 

EST 87 Special topics in estate planning

FPP - Financial Planning Principles ; FM - Financial Management
INS - Insurance Planning and Risk Management ; RET - Retirement Planning 
INV - Investment Planning and Asset Management ; TAX - Tax Planning
EST - Estate Planning

 Please refer to the “Syllabus - Descriptive Content Coverage” for sub-topic details. 
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APPENDIX 5: 
SAMPLE OF INFORMATION TO BE PROVIDED IN EXAMINATION PAPER#

 

# This is a sample reference only, candidates/examinees please refer to www.ird.gov.hk/eng/tax/ind.htm for the most

up-to-date information. 



Essential Readings:
CFP® Certification
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This ESSENTIAL READINGS section aims to give candidates opportunities to test their 

understanding on different areas of study.

This section is sub-divided into the following three sub-sections:

Sub-section X: AFP Certification Education Program

Part X1 Financial Management

Part X2 Personal Financial Planning

Part X3 Retirement Planning

Part X4 Investment Planning

Part X5 Insurance Planning

Part X6 Ethical and Regulatory Requirements

Part X7 Management of a Financial Planning Practices

Sub-section Y: CFP Certification Education Program course 1 to course 3

Part Y1 Investment Planning and Asset Management

Part Y2 Insurance Planning and Risk Management

Part Y3 Tax Planning and Estate Planning

Sub-section Z: CFP Certification Education Program course 4

Part Z Financial Planning Practice

To understand the coverage of the CFP Certification Examinations, examinees should refer to 

the Examination Syllabus (Appendix 1 of the Examination Handbook) and the Syllabus -

Descriptive Content Coverage (Annex of the Study Guide) for full details of the cognitive 

requirement, learning outcomes, topic headings and subtopics etc. 

Candidates should note that the syllabus of Advanced Level Paper 2 overlaps with those of 
Advanced Level Paper 1 and Foundation Level.  This means that the cognitive require-
ment/learning outcomes as articulated in the syllabuses of the Advanced Level Paper 1 and
Foundation Level form part of the cognitive requirement/learning outcomes of Advanced Level 
Paper 2, and the cognitive requirement/learning outcomes as articulated in the syllabus of
Foundation Level form part of the cognitive requirement/learning outcomes of Advanced Level 
Paper 1 as shown below.

CFP
Certification Examination

(Foundation Level)

CFP
Certification Examination

(Advanced Level 
Paper 1)

CFP
Certification Examination

(Advanced Level 
Paper 2)
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Examinees may also refer to the following references and website relevant sections on local 

ordinances, the taxation regime and regulatory framework of the financial services industry:  

Advanced Financial Planning – Case Analysis and Suggested Approach

AFP Certification Renewal Policy and Guidelines on Continuing Education Require-
ments 

Candidacy Renewal Policy 

CFP Certification Manual

CFP Certification Renewal Policy and Guidelines on Continuing Education Require-
ments 

Code of Conduct for Persons Licensed by or Registered with the Securities and Futures 
Commission Securities, SFC 

Code of Ethics and Professional Responsibility

Disciplinary Rules and Procedures 

Employee Benefits and Estate Planning, John Wiley & Sons, (Asia)

Essentials of Investments, Bodie, Kane and Marcus, McGraw-Hill/Irwin

Financial Planning Practice Standards

FPSB Financial Planner Competency profile, FPSB 

Fundamentals of Financial Planning, Cheng, McGraw Hill Education (Asia)

Fundamentals of Risk and Insurance, John Wiley & Sons (Asia)

Guide to use the AFP Marks

Guide to use the CFP Marks

Supplementary Notes for AFP Certification

IIQE - Study Notes for the General Insurance Examination, IA

IIQE - Study Notes for the Principles and Practice of Insurance Examination, IA

IIQE - Study Notes for the Long Term Insurance Examination, IA

IIQE - Study Notes for the Investment-link Long Term Insurance Examination, IA

IIQE - Study Notes for the Travel Insurance Agents Examination, IA

IFPHK Practice Guide for financial Planners, IFPHK

OCI Annual Report 2009 – Other measures for Customer protection 

Study note for MPF Intermediaries Examination, MPFA

Supplementary note for Taxation and Tax Planning

Taxation in Hong Kong: A Practical Guide, Wong & Wong, Wolters Kluwer (HK)

Department of Justice, Bilingual Laws Information System:  www.legislation.gov.hk

Hong Kong Monetary Authority: www.info.gov.hk/hkma/

Inland Revenue Department: www.info.gov.hk/ird

Mandatory Provident Fund Schemes Authority: www.mpfahk.org

Insurance Authority: https://www.ia.org.hk/

Securities and Futures Commission: www.sfc.hk

Officer of the Privacy Commissioner for Personal Data: www.pcpd.org.hk

Social Welfare Department: www.swd.gov.hk

Civil Service Bureau: http://www.csb.gov.hk

Education Bureau: http://www.edb.gov.hk
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PPart X11  
FFinancial Management  

A Functions of financial management

B Forms of business

C Financial statements analysis

D Personal financial statement analysis

E Time value of money

F Application of time value of money

G Valuation principle

H Discounted cash flow analysis

I Advanced topics in discounted cash flow

J Education funding

K Financing asset acquisitions

LEARNING OUTCOMES

After studying this part, you should be able to:
describe the three major financial decisions faced by a firm;
define the different forms of business organizations;
list and describe the financial statements of a corporation;
describe and calculate the major financial ratios;
describe cash management and liquidity management;
understand the concepts of time value of money;
apply the principles of time value of money in amortized loans;
know the basic valuation principle under no-arbitrage condition;
understand and apply basic concepts in discounted cash flow analysis;
understand and apply advanced concepts in discounted cash flow analysis;
know the general principles of education funding;
understand the concepts in home buying and mortgage.



ESSENTIAL READINGS
PART X1 Financial Management

Copyright © 2024 IFPHK All rights reserved IV- 5 2024

Shown below an extract of the course plan for AFP Certification Education Program on Fi-
nancial Management. The recommended teaching hours is for broad indicative reference 
only.  Candidates must bear in mind that taught hours and self-study hours are very different 
in nature and should not therefore be equated.  Candidates should allocate an appropriate 
amount of time for studying that is tailored to their specific needs.  Examinees are recom-
mended to refer to the Information on Examination Papers and Examination Syllabus (Ap-
pendix 1 of the Examination Handbook) for the number of multiple-choice questions on each 
syllabus topic number.  

For full details of the cognitive requirement, learning outcomes, topic headings and subtopics 

etc, examinees should refer to the Examination Syllabus (Appendix 1 of the Examination 

Handbook) and the Syllabus - Descriptive Content Coverage (Annex of the Study Guide).

Topics
Teaching 

Hours
Topic

Reference*

Financial Management

Functions of financial management 0.5

managing short term cash needs 17d

making long term investment decisions 17d

making long term financing decisions 17d

Forms of Business 0.5

sole proprietorship 14a

partnership 14b

corporation 14c

public company (listed company) 14c

Financial Statements Analysis 5.0

Statement of financial position (balance sheet) 13a, 18a

Income Statement 13a, 18c

Cash flow statement 13a, 18b

sources and uses of cash 13a, 18b

Ratio analysis 13b, 18a

Corporate financial planning and forecasting 17d

Personal Financial statement analysis 1.0
Personal vs. corporate financial statements 18a, 18b, 18c

Differences between IFRS and household accounting 18a, 18b, 18c

Statement of financial position (balance sheet) 18a

Income Statement 18c

Cash flow statement 18b

sources and uses of cash 18b

Ratio analysis 18a

Time value of money 5.0

timeline 12f

compounding and future value 12b

discounting and present value 12a

annuities and growing annuities 12c

perpetuities and growing perpetuities 12c

ordinary annuities vs. annuity due 12c



ESSENTIAL READINGS
PART X1 Financial Management

Copyright © 2024 IFPHK All rights reserved IV- 6 2024

Topics
Teaching 

Hours
Topic

Reference*

uneven cash flows 12c

interest rate of the cash flows 12c, 12d, 12e

number of periods on the timeline 12

use of financial calculator 12

use of spreadsheets (e.g. Excel) 12

Application of TVM 1.0
types of installment loans 12g

amortized loan (amortization schedule) 12g

amortized loan payments and outstanding balance 12g

Valuation principle 1.0
costs and benefits analysis 13c

competitive market and market price 11a, 13c

conversion of future cash flows to dollars today 12h

opportunity cost 11a, 13c

Arbitrage and the Law of One Price 13c

no-arbitrage price of an investment 13c

Discounted cash flow analysis 4.0
Evaluation for standalone projects 12h

net present value (NPV) 12h

internal rate of return (IRR) 12h

Modified IRR (MIRR) 12h

payback period 12h

Advanced topics in DCF 2.0

Choosing between mutually exclusive projects with differences in 
timing of cash flows

12h

Choosing between mutually exclusive projects with differences in
scales

12h

The crossover point (incremental IRR) 12h

Applying investment decision rules for mutually exclusive pro-
jects with differences in scales and timing of cash flows

12h

Choosing mutually exclusive projects with different lives 12h

Equivalent annual annuity 12h

breakeven analysis 12h

Education funding 1.5
Needs analysis and projection 36k

Sources of financial aid 36k

Financing asset acquisitions 4.0
Home affordability 13d

Types of Mortgage 13d
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Topics
Teaching 

Hours
Topic

Reference*

Mortgage selection 13d

Residential financial analysis 13d

Mortgage refinancing decision 13d

Cost of purchasing vs renting a home 13d

25.5

* Topic number as per Syllabus - Descriptive Content Coverage (Annex of the Study Guide).
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PPart X11  
EXERCISE QUESTIONS

Q01
Which of the following statement describing the general principle determining a firm’s financial 
mix is(are) correct?

I. A firm should choose a financial mix that maximizes its value.
II. A firm should choose a financial mix that matches financing sources to the types of 

assets to be funded.

A. I only
B. II only
C. Both I and II
D. Neither I nor II

Q02
Which of the following statements describing sole proprietorship is(are) correct?

I. It is owned by one individual. 
II. It is a legal entity.
III. It is relatively easy and least expensive to form.

A. I and II only
B. I and III only
C. II and III only
D. All are correct

Q03
Describe briefly the differences between public company and listed company.

Q04
Which of the following statements in relation to balance sheet is(are) correct?

I. Balance Sheet reports major classes of income, expenses, assets, liabilities and stock-
holders’ equity of a firm at the end of a financial year.

II. The assets of a firm must be the same as the sum of its liabilities and stockholders’ 
equity in the balance sheet.

A. I only
B. II only
C. Both I and II
D. Neither I nor II
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Q05
Describe the difference between an income statement and a cash flow statement.

Q06
Andrew plans to buy a car 3 years later, which is expected to cost $300,000 by then.  Given a 
guaranteed annual rate of return of 5%, how much should Andrew invest today in order to 
accumulate sufficient fund for the car-purchase?

Q07
Assume a can of soft drink cost $6 today.  How much would it cost 10 years later if the infla-
tion rate is expected to be 5% per year in the future?

Q08
William borrows $50,000 from a friend today and agrees to repay a total sum of $100,000 to 
him five years later. What is the rate of interest (per year) in this loan agreement?

Q09
Cindy decides to save $12,000 at the beginning of each year for 10 years.  The first install-
ment starts today.  Given an annual saving rate of 5%, how much will she have at the end of 
year 10?
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Q10
For a sum of $100,000 today, an investment plan offers its investor to receive $25,000 at the 
end of each year for the next 5 years. What is the annual rate of return of this investment? 

Q11
Ethan would like to borrow some cash to fund his traveling plan.  A bank pre-approved a 12-
month installment loan to him at a rate of 1% per month (not monthly flat rate). He estimates
that he can afford to repay a maximum $5,000 at the end of each month, for how much can 
he borrow from the bank today?

Q12
Freda has $100,000 in her bank account that pays an interest rate of 4% per annum.  If Emi-
ly’s goal is to have $200,000 in her bank account 1 year later, how much extra (in addition to
the $100,000 she has now) should she deposit to the bank account today?

Q13
Frankie wants to buy a watch 3 years later. He estimates that the watch will cost $300,000 
three years later. The balance in his bank saving account is currently $100,000, which pays 
4% per annum. How much should Frankie deposit into the bank account at the end of each of 
the coming 3 years to achieve his goal?
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Use the following information for the next Q14 to Q16.

George bought a flat at $6,000,000 three years ago. He borrowed 70% of the price through a 
mortgage loan. The loan was to be repaid by monthly installments for 13 years. The mortgage 
rate was 6% p.a. (APR). 

Q14
What is the monthly installment amount?

Q15
What is the outstanding balance of the loan as of today?

Q16
The mortgage rate has been reduced to 3% p.a. (APR) today. If George would like to main-
tain the original repayment period, what is the new monthly installment amount? 

Use the following information for the next Q17 to Q18.

Investment X and Investment Y each require an initial investment of $100,000 today. Invest-
ment X provides investor an amount of $40,000 at the end of each for the next 4 years. In-
vestment Y provides investor an amount of $50,000 at the end of each of the next 3 years. 

Q17
Which investment provides a higher annual rate of return?

Q18
If Investment X would like to provide the same annual rate of return as Investment Y, how 
much should it give the investor at the end of each of the next 4 years?
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Q19
Which of the following statements in relation to the use of net present value (NPV) and inter-
nal rate of return (IRR) in evaluating whether an investment project is/are correct?

I. A project with a positive IRR should be chosen.
II. A project with a positive NPV should be chosen.
III. A project with an IRR that is higher than the opportunity cost of capital should be cho-

sen. 
IV. A project with a NPV that is lower than the opportunity cost of capital should be chosen. 

A. I and III only
B. I and IV only
C. II and III only
D. II and IV only

Use the following information for the next Q20 to Q23.

An investment project requires an initial deposit of $100,000. The project is expected to gen-
erate the following cash flow at the end of next 5 years. The opportunity cost of capital is 8%. 

End of Cash flow

year 1 $10,000

year 2 $20,000

year 3 $30,000

year 4 $40,000

year 5 $50,000

Q20
What is the NPV (net present value) of the investment project?

Q21
What is the IRR (internal rate of return) of the investment project?

Q22
What is the MIRR (modified internal rate of return)? 

Q23
What is the (undiscounted) payback period of the investment project?
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Use the following information for the next Q24 to Q26.

Mr. Wong’s daughter Sylvia is 4 years old. Mr. Wong would like to send Sylvia to Canada for 
university when she is 18 years old. He has collected the following information.

Living expense for 1 year in Canada now CAD12,000

University tuition fee per year now CAD15,000

Expected inflation rate for living expense and 
tuition fee in Canada

2% p.a.

Projected investment rate of return from a 
Hong Kong dollar education fund 

6% p.a. for both before and after 
Sylvia attends university

Exchange rate of Hong Kong dollar to Cana-
dian dollar today 

HKD7.9 to CAD1

Q24
How much in Hong Kong dollar will be needed (based on today’s exchange rate) for the first 
year of living expense plus first year of university tuition fee when Sylvia is 18 years old?

Q25
How much in Hong Kong dollar will be needed (based on today’s exchange rate) for 4 years 
of living expense plus 4 years of university tuition fee when Sylvia is 18 years old?

Q26
In order to achieve the amount in the previous question, how much (in lump sum) should Mr. 
Wong invest into the education fund today?

Q27
Mrs. Lee just borrowed a mortgage loan of $3,500,000 from her bank today. The loan is to be 
repaid by monthly installments for 15 years. The monthly installment is $27,314.50. What is 
the interest rate of the mortgage in annual percentage rate (APR)?
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Q28
Miss Cheung is considering purchasing a flat in Hong Kong. She would like to borrow a mort-
gage loan of 10 years. She is able to repay $25,000 per month to the mortgage loan. The 
interest rate of the mortgage loan is 6% p.a. (APR). She already has $2,000,000 in her bank 
account. Based on the above information, what is the maximum price of a flat Miss Cheung 
can afford?

Q29
Mr. Kwok borrowed a mortgage loan of $1,500,000 three years ago. The original repayment 
period was 10 years and the interest rate was 3.6% p.a. (annual percentage rate, APR). The 
original monthly repayment amount is $14,903.25. Mr. Kwok needs $1,000,000 cash now and 
decides to refinance the mortgage to borrow the $1,000,000. If interest rate and the original 
repayment period are to remain unchanged, what is his new monthly repayment amount?
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PPart X22  
PPersonal Financial Planning

A Introduction to personal financial planning

B Financial planning process

C The financial planning industry and profession

D Overview of financial planning components

E Advisory essentials

LEARNING OUTCOMES

After studying this Part, you should be able to:
know the basics of personal financial planning;
understand the six steps of the financial planning process;
know the IFPHK Practice Standards;
describe the financial planning industry and profession;
understand the basics of the planning components in the financial planning process;
understand the essentials of the advisory services provided by a financial planner;
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Shown below an extract of the course plan for AFP Certification Education Program on Per-
sonal Financial Planning. The recommended teaching hours is for broad indicative reference
only.  Candidates must bear in mind that taught hours and self-study hours are very different 
in nature and should not therefore be equated.  Candidates should allocate an appropriate 
amount of time for studying that is tailored to their specific needs.  Examinees are recom-
mended to refer to the Information on Examination Papers and Examination Syllabus (Ap-
pendix 1 of the Examination Handbook) for the number of multiple-choice questions on each 
syllabus topic number.  

For full details of the cognitive requirement, learning outcomes, topic headings and subtopics

etc, examinees should refer to the Examination Syllabus (Appendix 1 of the Examination 

Handbook) and the Syllabus - Descriptive Content Coverage (Annex of the Study Guide).

Topics
Teaching 

Hours
Topic 

Reference*

Personal financial planning 

Introduction to personal financial planning 1.0

History and evolution of financial planning 

Objectives and benefits of financial planning

Components of financial planning 

Functions of financial planning 1e

Content of a comprehensive financial plan 4b, 4c

Financial Planning Process 4.0

Overview of the Financial Planning Process and the IFPHK Prac-
tice Standards

1e

Step 1: Establishing Client-Planner Relationships 1

Step 2: Gathering Client Data and Determining Goals and Expec-
tations

2

Step 3: Determining the Client's Financial Status by Analyzing 
and Evaluating Client Information

3

Step 4: Developing and Presenting the Financial Plan 4

Step 5: Implementing the Financial Plan 5

Step 6: Monitoring the Financial Plan 6

The financial planning industry and profession 0.5

Global, regional and local environment

Participants and key players

career as a financial planner

Certification of professionals (CERTIFIED FINANCIAL PLAN-
NER certification)

7

Overview of financial planning components 7.5

financial management (consumption planning)

Risk management

Asset management

Retirement planning

Tax planning

Estate planning
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Topics
Teaching 

Hours
Topic 

Reference*

Advisory Essentials 8.0
Personal profiling 9c

life cycle analysis 9b, 10a–10f

risk profiling 9a

Basics of listening skills

Trust building 1c

Establishing client objectives and goals 2a

Mechanics of data gathering 2b, 2d

21.0

* Topic number as per Syllabus - Descriptive Content Coverage (Annex of the Study Guide).
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PPart X22  
EXERCISE QUESTIONS

Q01
List FOUR items that should be included in a Scope of Engagement letter.

Q02
Rank the following items from highest priority to the lowest based on the financial planning 
pyramid:

Estate planning; 
Retirement planning; 
Life and asset protection (insurance); 
Basic consumption, tax and liabilities; 
Short-term/medium-term goals such as children’s education fund. 

Q03
Which of the following ratio analysis of a client implies potential financial problems of a client?

I. A very low savings ratio. 
II. A very low liquidity ratio. 
III. A very low solvency ratio. 
IV. A very low debt to income ratio. 
V. A very low debt to total asset ratio. 

Q04
A written financial plan should include:

I. Scope of engagement.
II. Financial objectives of the client.
III. Assumptions the financial planner has made in his calculations.

A. I only
B. I and III only
C. II and III only
D. I, II and III
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Q05
Which of the following items are the responsibilities of a financial planner in Step 5 of the Six-
Steps Financial Planning Process?

I. Identify the necessary activities for implementation of the financial plan
II. Refer the client to other professionals as needed
III. Select products/services

A. I only
B. I and II only
C. II and III only
D. I, II and III

Q06
Which of the following items are macro-level factors that may affect the projected results of a 
client’s financial planning strategy?

I. Inflation rate
II. GDP growth
III. Unemployment rate
IV. Relocation to overseas office

A. II only
B. III and IV only
C. I, II and III only
D. I, II, III and IV
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PPart X33  
RReetirement Planninng  

A Classification of retirement plans

B Retirement plans in HK

C Mandatory Provident Fund Scheme

D Challenges and risk in retirement planning

E Cash flow management

F Retirement planning recommendations

LEARNING OUTCOMES

After studying this Part, you should be able to:
describe various type of retirement plan;
know the retirement plans found in HK;
describe the HK MPF retirement scheme;
know the fundamentals of cash flow management.
describes challenges and risk in retirement planning
know the steps of retirement planning;
calculate the retirement needs;
calculate the retirement capital and income;
know how to meet the retirement goals.
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Shown below an extract of the course plan for AFP Certification Education Program on Re-
tirement Planning. The recommended teaching hours is for broad indicative reference only.  
Candidates must bear in mind that taught hours and self-study hours are very different in na-
ture and should not therefore be equated.  Candidates should allocate an appropriate amount 
of time for studying that is tailored to their specific needs.  Examinees are recommended to 
refer to the Information on Examination Papers and Examination Syllabus (Appendix 1 of the 
Examination Handbook) for the number of multiple-choice questions on each syllabus topic 
number.  

For full details of the cognitive requirement, learning outcomes, topic headings and subtopics

etc, examinees should refer to the Examination Syllabus (Appendix 1 of the Examination 

Handbook) and the Syllabus - Descriptive Content Coverage (Annex of the Study Guide).

Topics
Teaching 

Hours
Topic 

Reference*

Retirement Planning

Classification of Retirement Plans 0.5
Defined benefit plans 65a

Defined contribution plans 65a

Key features of retirement plans 65a

Retirement Plans in HK 0.5
Mandatory Provident Fund Schemes (MPF) 66c

Occupational Retirement Schemes Ordinance (ORSO) 
Schemes

66b

Interface arrangements between ORSO schemes and the MPF 
system (MPF exempted ORSO schemes)

66b

Civil servant pension schemes 66a

Retirement savings products (Annuities)

Social Security and other government plans 66d

Mandatory Provident Fund Schemes (MPF) 2.0

Key features of MPF system 66c

Type of MPF Schemes 66c

Constituent Funds 66c

Challenges and risk in retirement planning 2.0
Challenges and risk in retirement planning 20a, 68c,69c

Cash flow Management 3.0
Income projection and purchasing power 17b

Emergency fund adequacy 17c

budgeting techniques 17b

savings analysis and strategy 17b

Discretionary and non-discretionary expenses 17a

Liquidity vs. marketability  

Liquidity substitutes 
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Topics
Teaching 

Hours
Topic 

Reference*

Retirement planning recommendations 3.0
Steps in retirement planning 68a

Retirement needs analysis and projections 68b

Projection of retirement capital and retirement income 68a

Meeting retirement goals 68a,b

11.0

* Topic number as per Syllabus - Descriptive Content Coverage (Annex of the Study Guide).
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PPart X3  
EXERCISE QUESTIONS

Q01
What is Defined Contribution Retirement Scheme?

Q02
Which of the following statements in relation to defined benefits retirement scheme is COR-
RECT?

A. It allocates employer contributions into individual employee accounts.
B. It is more complicated to administer than defined contribution schemes.
C. The investment risk of the schemes rests on both employer and employees.
D. It can be funded jointly by employer and employees or by the employer alone.

Q03
Which of the following statements with respect to ORSO schemes is/are CORRECT?

I. It is not an offence not to apply to have the retirement scheme exempted or registered 
under ORSO.

II. For an MPF-Exempted ORSO Scheme, existing members must be given a right to opt 
between the existing ORSO scheme and an MPF scheme.

A. I only
B. II only
C. Both I & II
D. None of the above

Q04
A company winded up their original ORSO scheme and replaced it with an MPF scheme for 
their scheme members to join the new scheme before 1 December 2000.  With this arrange-
ment, the accrued benefit of the original scheme:

A. was transferred to the new scheme.
B. was paid to the members. 
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Q05
Which of the following statements regarding the vesting status of MPF contributions made by 
the employer is / are incorrect?

I. Mandatory contributions are vested immediately to the employee.
II. Voluntary contributions are vested immediately to the employee.

A. I only
B. II only
C. Both I & II
D. Neither I nor II

Q06
Celina is a part-time cleaner of a local restaurant.  She has been working on a weekly-paid 
basis for six months.  Celina earned HK$1,000 last week.  Please describe the arrangement 
of her MPF contribution for last week’s earnings?

Q07
Which of the following benefits is considered relevant income for contributions under the MPF 
system?

I. Tips collected by the employee
II. Allowance of reimbursement nature

A. I only
B. II only
C. Both I & II
D. Neither I nor II

Q08
In life annuity and life insurance, which kind of the risks does the insurer pool?
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Q09
Which of the following items about discretionary income is(are) CORRECT?

I. Discretionary income is always higher than non-discretionary income
II. Discretionary income refers to the income before tax

A. I only
B. II only
C. Both I and II
D. Neither I nor II

Q10
List the 7 steps in budgeting in sequence.

Q11
What is the purpose of setting aside emergency fund in budgeting? 

Q12
How many months of living expense is the common suggestion for an emergency fund?

Q13
True or False: Knowing the life expectancy is a must in retirement planning.  
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Q14
True or False: In retirement planning, taking up a part-time job after retirement should not be 
recommended by financial planner. 

Q15
True or False: A responsible financial planner should never ask the client to consider an in-
vestment with higher risk than his/her risk profile for his retirement.
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PPart X44  
IInvestment Planning  

A Financial system and markets

B Asset classes and financial instruments

C Macroeconomic factors

D Interest rates

E Investment planning

F Bond basics

G Stock valuation and security analysis

H Options and warrants

I Pooled investments

J Foreign exchange

K Investment return and risk

LEARNING OUTCOMES

After studying this Part, you should be able to:
define and describe the operations of a financial system and financial markets;
list and describe major exchanges and stock market indices;
define and describe different types and features of asset classes and financial instru-
ments;
define and describe major macroeconomic factors;
understand and calculate different types of interest rates;
describe the relationship between the term to maturity and the interest rates;
know the relationship between risk and return/interest rates;
describe the investment process;
know the behavioral biases potentially committed by a client;
understand the basics of bonds and their valuation;
understand the basics of stocks and their valuation;
describe the two analytical methods in security analysis;
describe the basics of options and their payoffs at expiration;
describe the types and functions of pooled investments;
understand the basic principles in foreign exchange and the parity conditions;
understand the types of risk and returns and how to measure them.
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Shown below an extract of the course plan for AFP Certification Education Program on In-
vestment Planning. The recommended teaching hours is for broad indicative reference only.  
Candidates must bear in mind that taught hours and self-study hours are very different in na-
ture and should not therefore be equated.  Candidates should allocate an appropriate amount 
of time for studying that is tailored to their specific needs.  Examinees are recommended to 
refer to the Information on Examination Papers and Examination Syllabus (Appendix 1 of the 
Examination Handbook) for the number of multiple-choice questions on each syllabus topic 
number.  

For full details of the cognitive requirement, learning outcomes, topic headings and subtopics 

etc, examinees should refer to the Examination Syllabus (Appendix 1 of the Examination 

Handbook) and the Syllabus - Descriptive Content Coverage (Annex of the Study Guide).

Topics
Teaching 

Hours
Topic 

Reference*

Investment planning

Financial system and markets (Functions and types) 3.0

Money market vs. capital market 36f

primary market vs. secondary market 36b

Global Financial system 11h

Major exchanges and stock market indices 11g, 36i

Asset classes and Financial instruments 4.0

Types of equity secuities 36a, 36b, 36d

Types of debt securities 36a, 36b, 36e
Types of derivatives securities 36a, 36b
Types of alternative investments 36a, 36b, 36j

Trading of securities 36b

Macroeconomic Analysis 4.0

changes in unemployment, national income, rate of growth, gross 
domestic product, inflation and price levels, business cycles, 
interest rates, monetary and fiscal policies

11b-e, 11i

Interest rates 1.0
effective annual rate vs annual percentage rate. 11c

Inflation and nominal vs real rates of interest 11b, 11c

Fisher equation

Term structure 11c

risk and interest rates 11c

Investment planning 3.0

Steps in investing – the investment process 47a, 47c–47g

Risk Profiling of Individual Investors (risk tolerance assessment) 47a

Evaluating client financial sophistication 47a

Investment policy statement 47a, 47h

individual investor behavior 9c

Bond Basics 4.5

cash flows of bonds 38a

Bond valuation 38a
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Topics
Teaching 

Hours
Topic 

Reference*

Yield-to-maturity and Yield-to-call 37e, 37f

zero coupon bonds and coupon bonds 38a

Bond Indentures 38b

Bond pricing 38a

Term Structure and Yield Curve 37c, 38a

Default risk and bond ratings 38b

Risk structure and default risk

Stock Valuation and Security Analysis 4.0

preferred stock valuation 38c

cash flows of common stocks 38c

Dividend discount models 38c

Valuation ratio approaches 37b, 38c

Fundamental analysis 40c

Top down vs. bottom up approach 40c

Technical analysis 40c

Options and warrants (payoffs) 2.0
Types and Characteristics of Option Contract 43c

Option-like Securities 36g, 43c

Option valuation and terminology 43a - d

Payoffs of Options at Expiration 43b, 43d

Pooled investments (types and features) 1.5

Mutual funds 36c

Closed-end funds 36c

Unit Investment Trusts 36c

Exchange Traded Funds 36c

Real Estate Investment Trusts (REITS) 36c

Foreign Exchange 2.0
Foreign Exchange Rates and Quotations 49h

Purchasing Power Parity Condition (PPP) 49g

Interest Rate Parity Condition (IRP) 49e

International Fisher Effect 49f

Equilibrium Conditions for Prices, Interest Rates, and Exchange 
Rates

49c

Forward-spot relationship 49d

Exchange rate risk 49i

Investment Return and Risk 3.0
Types of financial (investment) risk 32

Measures of Risk 33a, 37h

Time vs. dollar-weighted rate of return

Arithmetic vs geometric mean, expected return vs. required re-
turn, nominal vs. real; realized return; after-tax return

37a, 37g, 37i, 
37j
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Topics
Teaching 

Hours
Topic 

Reference*

Risk and return of various asset classes and financial instru-
ments

36a

32.0

* Topic number as per Syllabus - Descriptive Content Coverage (Annex of the Study Guide).
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PPart X44  
EXERCISE QUESTIONS

Q01
In general, money market debt securities have ____________ term to maturity and 
____________ risk than capital market securities.    

Term to maturity Risk

1. Longer Higher
2. Longer Lower
3. Shorter Higher
4. Shorter Lower

Q02
Which of the following is/are capital market instruments?

I. short-term debt securities
II. blue chip stocks.
III. options
IV. futures.

A. I only
B. II only
C. II, III and IV
D. All of the above

Q03
Which of the money market instruments match the following description? 

a. DESCRIPTION: PARTY A SELLS A SECURITY TO PARTY B WITH AN AGREEMENT TO BUY IT BACK 

FROM PARTY B ON THE NEXT DAY AT A SLIGHTLY HIGHER PRICE. WHAT IS THIS INSTRUMENT 

CALLED?

b. DESCRIPTION: DEBT SECURITIES ISSUED BY THE U.S. GOVERNMENT WITH INITIAL MATURITIES 

OF 28 DAYS, 91 DAYS AND 182 DAYS. WHAT ARE THEY CALLED?

Q04
Name FOUR investment vehicles that belong to the money market.
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Q05
List TWO main differences between common stock and preferred stock.

Q06
Which of the following statements in relation to Treasury notes and Treasury bonds is(are) 
CORRECT? Why and why not?

I. Treasury notes have maturities up to 10 years and Treasury bonds have maturities up 
to 30 years.

II. Only Treasury bonds pay coupon.
III. Treasury notes are issued by the local governments in the United States and Treasury 

bonds are issued by the federal government in the United States.

A. I only
B. II only
C. I and III only
D. II and III only

Q07
Which of the following statements in relation to “market orders” and “limit orders” is(are) 
CORRECT?

I. “Market orders” can only be placed when the market is open and “limits orders” can 
only be placed when the market is closed.

II. “Market orders” refer to any size of transactions and “limit orders” refer to large size
transactions.

1. I ONLY

2. II ONLY

3. BOTH I AND II
4. NEITHER I NOR II

Q08
When a person buy stocks through margin:

I. he makes profit when the stock price falls.
II. he buys stocks by borrowing part of the money.
III. he faces higher risk than buying stocks without margin.
IV. he has higher gain potential than buying stocks without margin.

A. I and III only
B. II and IV only
C. I, II and III only
D. II, III and IV only
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Q09
When an investor writes a call option on a stock:

I. The investor receives a premium.
II. The investor has a right to sell the stock.
III. The investor has a right to buy the stock.
IV. The investor has to pay the strike price if the option is exercised.
V. The investor will receive the stock if the option is not exercised.

A. I only
B. I and IV only
C. II and III only
D. All of the above

Q10
Name the 4 phases of economic conditions in a business cycle in the correct sequence. Start 
with “Recession”.

Q11
According to the business cycle model, in which phase of the business cycle would be the 
most appropriate for a client with a portfolio of cyclical stocks to sell his stock?

Q12
Ronald was laid off by his employer recently.  He found it difficult to gain re-employment with-
out re-training in a different skill.  Ronald would be classified as _____________ unemploy-
ment.

Q13
An increase in which of the following elements will cause an increase in GDP?

I. Import
II. Government spending
III. Consumption expenditure

A. I and II only
B. I and III only
C. II and III only
D. I, II and III
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Q14
Which of the following statements in relation to interest rate is(are) CORRECT?

I. Interest rate is determined by demand and supply of loanable fund in the market.
II. Changes in interest rate can be measured by Consumer Price Index.

A. I only
B. II only
C. Both I and II
D. Neither I nor II

Q15
Calculate the Annual Percentage Rate and Effective Annual Rate of a loan that charges 1.5%
per quarter.

Q16
Given an inflation rate of 4% and a real interest rate of 1.923%, calculate the nominal interest 
rate for the same period. 

Q17
The yield curve of a bond is a graphic representation of the yield to maturity of the bond as a
function of the ________________of the bond.

A. face value
B. coupon rate 
C. market price
D. term to maturity

Q18
An investment policy statement serves as a very important guideline to a financial planner for 
managing the client’s investment portfolio. List 4 major sections to be included in the invest-
ment policy statement?
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Q19
The purpose of risk profiling is to find out:

A. the risk level of a client’s existing portfolio
B. the level of risk the client is willing to take
C. the rate of return required by the client
D. the average rate of return of a client’s portfolio

Q20
Asset allocation is a process to calculate and determine the weights of different investment 
products in a portfolio:

A. that suits client’s risk tolerance level
B. that gives the highest return to the client
C. that gives the lowest level of risk
D. that gives the highest commission to the financial planner

Q21
Client’s risk tolerance level is often assessed by questionnaires.  What are the TWO im-
portant characteristics of a good questionnaire?

Q22
Describe utility-based method and psychometric method in risk profiling. 

Q23
A conservative client would like to allocate his total assets in the proportion of 10%, 20%, 
30% and 40%. How should his assets be allocated to the following assets in a conservative 
way?

Bond __________%
Cash __________%
Global Stock __________%
Hong Kong stock __________%
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Q24
Which of the following descriptions about the price of a bond is CORRECT?

A. The price of the bond is the present value of all future coupon payments plus the pre-
sent value of the face value of the bond. 

B. The price of the bond is the present value of all future coupon payments plus the future 
value of the face value of the bond. 

C. The price of the bond is the future value of all future coupon payments plus the present 
value of the face value of the bond. 

D. The price of the bond is the future value of all future coupon payments plus the future 
value of the face value of the bond.

Q25
JNP Group just issued a bond with 10 years time to maturity and a face value of $1,000.  The 
coupon rate is 6% p.a., paid annually.   If the yield to maturity is 8%, at what price should the 
bond be selling?

Q26
PNJ Group just issued a bond with 5 years time to maturity and a face value of $1,000.  The 
coupon rate is 2% p.a., paid annually.   Calculate the yield to maturity if the bond is selling at 
$1,020. 

Q27
Which of the following descriptions about the prices of zero coupon bond and coupon bond 
is(are) CORRECT?

I. Price of a zero coupon bond is always below its face value before maturity.
II. Price of a coupon bond could be above, at or below its face value before maturity. 

A. I only
B. II only
C. Both I and II
D. Neither I nor II
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Q28
Calculate the price of a bond with the following features:

Credit rating AA

Face Value $1,000

Time to Maturity 8 years

Coupon Rate 8% p.a.

Frequency of coupon payment Semi-annual

Yield to Maturity 4%

Q29
Kenneth pays $925 to buy a bond with 7 years to maturity and a face value of $1,000. The 
bond pays coupon on quarterly basis and the coupon rate is 6% p.a.  Calculate the yield to 
maturity of this bond.

Q30
Give 2 examples of bond indentures and describe how they increase the safety of the bond?

Q31
A bond with BBB rating from Standard & Poor’s is also called:

I. an investment grade bond
II. a junk bond
III. a high yield bond

A. I only
B. II only
C. I and III only
D. II and III only
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Q32
Bond A has a credit rating of AA by Standard & Poor’s.  Bond B has a credit rating of BB by 
Standard & Poor’s.  Bond A and Bond B have the same time to maturity, coupon rate and 
face value.  Which bond should be selling at a lower price? Why?

Q33
Given a discount rate of 5% p.a., what should be the price of the preferred stock that pays a 
dividend of $1.25 per year forever?

Q34
Which of the following statements in relation to the price of a stock is CORRECT?

A. The intrinsic value of a stock is the future value of all its future cash flows compounded 
by the dividend yield 

B. The intrinsic value of a stock is the future value of all its future cash flows discounted by 
the required rate of return 

C. The intrinsic value of the stock is the present value of all future cash flows discounted 
by the dividend yield 

D. The intrinsic value of the stock is the present value of all future cash flows discounted 
by the required rate of return

Q35
A stock does not pay any dividend and is expected to be selling at $80 per share 1 year later. 
If the required rate of return of the stock is 8%, what should be the intrinsic value of the stock?

Q36
A stock will pay a dividend of $5.6 per share at the end of the year, and is expected to be at 
$56 per share after paying the dividend.  Given a required rate of return of 8%, calculate the 
intrinsic value of the stock.
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Q37
A stock is expected to pay dividends of $5.0, $5.5 and $6.0 per share at the end of year 1, 2 
and 3 respectively.  The value of the stock is expected to be $65 after paying dividend at the 
end of year 3.  Given a required rate of return of 7%, calculate the current price of the stock 
using dividend discount model.

Q38
A stock just paid a dividend of $12 per share today.  The dividend is expected to grow at a 
rate of 5% forever.  Given a required rate of return of 11%, calculate the intrinsic value of the 
stock using Constant Growth Dividend Discount Model.

Q39
A stock just paid a dividend of $6 per share. If the dividend payout ratio of the stock is 40%, 
what is the company’s earnings per share?

Q40
Based on a dividend payout ratio of 60%, stock A is expected to pay a dividend of $12 next 
year.  If stock A is selling at $300 per share, calculate its price to earnings ratio.

Q41
A company just announced an EPS of $3 today.  The company expects the EPS will grow
20% next year.  Calculate the price to earnings ratio of this company if the current price of its 
stock is $72?



ESSENTIAL READINGS
PART X4 Investment Planning

Copyright © 2024 IFPHK All rights reserved IV- 40 2024

Q42
Which of the following statements of a company do Fundamental analysts study in determin-
ing if the stock is a good investment?

I. The company’s balance sheet
II. The company’s income statement
III. The company’s statement of cash flows

A. I, and II only
B. I and III only
C. II and III only
D. I, II and III

Q43
Which of the following would a technical analyst concern when he makes decision to buy or
sell a company stock?

I. The company’s earnings per share
II. The company’s historical debt levels
III. The company’s historical stock prices
IV. The company’s historical stock trading volumes

A. I and II only
B. III and IV only
C. I, II and III only
D. I, II, III and IV

Q44
Jason has just written a put option on stock X. That means Jason has a/an:

A. right to exercise the options and buy stock X 
B. right to exercise the options and sell some stock X
C. obligation to buy some stock X if the options are exercised
D. obligation to sell some stock X if the options are exercised

Q45
Fill in the blanks.

a. The price of an option is called option _________. 
b. The agreed upon price to buy or sell the underlying securities is called _________ price. 
c. Writing an option means __________ an option. 
d. The final day to exercise an option is called the ____________ date.
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Q46
Stock Y is trading at $76 per share. A call option on the stock has a strike price of $78. If the 
price of stock Y is $82 on the option expiry date, what is the payoff to the call option buyer?

Q47
Which of the following definition about open-end funds and closed-end funds are CORRECT?

I. Open-end funds are traded only when the market is open while closed-end funds can 
be traded after the market is closed.

II. If the investors of closed-end funds want to cash in they will have to sell their holdings 
to other investors. 

III. Fund managers of open-end funds will buy the shares back from the investors if the 
investors want to cash in their holdings.

A. I and II only
B. I and III only
C. II and III only
D. I, II and III

Q48
Which of the following is the CORRECT definition of the net asset value (NAV) of a mutual 
fund?

A. NAV = (Market value of assets plus Equities) ÷ Shares outstanding
B. NAV = (Market value of assets minus Equities) ÷ Shares outstanding
C. NAV = (Market value of assets plus Liabilities) ÷ Shares outstanding
D. NAV = (Market value of assets minus Liabilities) ÷ Shares outstanding

Q49
Which of the following regarding real estate investments trusts (REITs) are CORRECT?

I. REITs are closed-end fund in the sense that the fund managers are not responsible to 
buy back the shares if the investors want to cash out

II. REITs can invest directly in real estate or invest in real estate related loans
III. REITs are exempt from tax if they distribute at least 70% of the taxable income to the 

shareholders.

A. I only
B. I and II only
C. I and III only
D. II and III only
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Q50
From the perspective of an American, which of the following are indirect quotes?

I. JPY85 exchange for USD1
II. USD1 exchange for CAD0.9823
III. AUD1 exchange for USD1.0235
IV. USD1 exchange for HKD7.7893

A. I only
B. III only
C. II and IV only
D. I, II and IV only

Q51
Given the following information, calculate is the exchange rate of JPY per HKD?

HKD7.7923 per USD1
JPY83.23 per USD1

Q52
The price of a can of soda is EUR0.66 in Germany. The price of a can of soda of the same 
brand is selling at USD0.90 in the U.S.  Calculate the exchange rate of USD per EUR Accord-
ing to the Purchasing Power Parity.

Q53
The cross exchange rate of JPY and AUD is JPY84.56 per AUD.  If the interest rates in Japan 
and Australia for the next year are 0.5% and 5.25% respectively, calculate the 1-year forward 
rate of JPY per AUD?
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Q54
International Fisher Effect is the prediction of:

A. future spot exchange rate of 2 countries by using the current spot exchange rates and 
the nominal interest rates of the 2 countries

B. future spot exchange rate of 2 countries by using the current spot exchange rates and 
the inflation rates of the 2 countries

C. forward exchange rate of 2 countries by using the current spot exchange rates and the 
nominal interest rates of the 2 countries

D. forward exchange rate of 2 countries by using the current spot exchange rates and the 
inflation rates of the 2 countries

Q55
Which of the following description of standard deviation and variance of an asset is/are COR-
RECT?

I. Variance is used to measure the risk of an asset
II. The value of the standard deviation of an asset is always negative
III. Standard deviation of an asset is the square root of the asset’s variance 

A. I and II only
B. I and III only
C. II and III only
D. I, II and III

Use scenario analysis to answer the Q56 and Q57.

The following is the information of the holding period return (HPR) of equity fund XYZ at dif-
ferent states of economy and the possibility of different states of economy. 

State of Economy Possibility HPR equity fund XYZ

High growth 30% 25%

Normal growth 50% 8%

Negative growth 20% -15%

Q56
Calculate the expected return equity fund XYZ.

Q57
Calculate the standard deviation of equity fund XYZ.



ESSENTIAL READINGS
PART X4 Investment Planning

Copyright © 2024 IFPHK All rights reserved IV- 44 2024

Q58
Frank bought 1,000 shares of stock Z at $15 per share 6 months ago.  After receiving the 
dividend payment of $1 per share today, Frank sold all 1,000 shares of stock Z at $17 per 
share.  Calculate Frank’s holding period return (HPR) on stock Z.

Q59
Susan bought 1,000 shares of stock X half year ago giving her a holding period return (HPR) 
of 5% till now.  Calculate the annual percentage rate and effective annual rate on Stock X.

Q60
Eric’s investment portfolio has the following rates of return in the past 4 years.

Portfolio value 
(in thousand)

Year on year 
rate of return

Beginning $100.00 -

End of year 1 $110.00 10%

End of year 2 $132.00 20%

End of year 3 $121.44 -8%

End of year 4 $128.73 6%

Calculate the average annual rate of return using arithmetic average rate of return and geo-
metric average rate of return respectively.
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PPart X55  
IInsurance Planning  

A Risk and insurance

B Legal aspects of insurance

C The insurance industry

D Managing personal risks

E Life insurance products

F Annuities

G Health risk protection

H Income risk protection

I Other insurance

LEARNING OUTCOMES

After studying this Part, you should be able to:
know the relationship between risk and insurance and the personal risk management 
process;
know principles and contract features of insurance;
know the basic business operation of the insurance industry; 
understand the risk of premature death and the related needs analysis;
understand the features of life insurance products;
understand the considerations regarding of health risk protection;
appreciate the importance of a disability insurance;
calculate the need of disability insurance;
know about the standard coverage of homeowner insurance and domestic helper insur-
ance;
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Shown below an extract of the course plan for AFP Certification Education Program on Insur-
ance Planning. The recommended teaching hours is for broad indicative reference only.  
Candidates must bear in mind that taught hours and self-study hours are very different in na-
ture and should not therefore be equated.  Candidates should allocate an appropriate amount 
of time for studying that is tailored to their specific needs.  Examinees are recommended to 
refer to the Information on Examination Papers and Examination Syllabus (Appendix 1 of the 
Examination Handbook) for the number of multiple-choice questions on each syllabus topic 
number.  

For full details of the cognitive requirement, learning outcomes, topic headings and subtopics 

etc, examinees should refer to the Examination Syllabus (Appendix 1 of the Examination 

Handbook) and the Syllabus - Descriptive Content Coverage (Annex of the Study Guide).

Topics
Teaching 

Hours
Topic 

Reference*

Insurance Planning

Risk and Insurance 2.0

Concept and types of risk 19b, 19c, 19d, 
20a

Risk management concepts and tools 19a

The insurance mechanism 19a, 19d

Functions and benefits of insurance 19a

Risk management and insurance planning objectives 19a

The personal risk management process 19a

Legal aspects of insurance 2.5

The Law of Contract 21a

The Law of Agency 21a

Principles of Insurance 21a, 21b, 21c

The Insurance Industry 2.0
Types of Insurance Business 19e
Core functions of insurance companies 19e
Selecting insurance companies and agents 29a - 29d
Structure of HK insurance industry 22a – 22e

Managing Personal Risks 2.5

Exposure to mortality risk (premature death) 20a

Life insurance needs analysis

Liquidity and survivor income needs

Human life value

Life insurance products 7.0

Features of Whole Life Policies 25a

Features of Term Life Policies 25a

Features of Investment Linked Policies

Contracts, clauses, and features 25c, 25d

Benefit Riders and Other Provisions

Beneficiary Designation

Forms of claims 25a

Types of Premium 25f



ESSENTIAL READINGS
PART X5 Insurance Planning

Copyright © 2024 IFPHK All rights reserved IV- 47 2024

Topics
Teaching 

Hours
Topic 

Reference*

Annuities 2.0

Types and features of annuities 26a - 26c

Health risk Protection 1.5

Medical expense needs analysis 27

Medical expense insurance 27a
Long term care insurance 27d

Income risk protection 1.0

Disability needs analysis 27

Disability insurance 27c

Critical illness insurance

Other Insurance 1.5

Personal accident insurance 27b

Travel insurance 24b

Homeowner insurance

Domestic helper insurance

22.0

* Topic number as per Syllabus - Descriptive Content Coverage (Annex of the Study Guide).
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PPart XX55  
EXERCISE QUESTIONS

Q01
For losses with high frequency and low severity, which type of risk management techniques 
should be recommended?

Q02
What are the two important elements in the definition of Risk?

Q03
In taking out an insurance policy with deductible, what types of risk management measures 
are being applied by the insured?

Q04
In the process of risk management, what is the purpose of evaluating a potential loss?

Q05
True or False: In dealing with risk, insurance is the best method amongst all.
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Q06
True or False: Insurance contract could be formed by verbally.

Q07
From the angle of legal characteristic of insurance contract, why do the insurers usually draft 
the insurance policy terms in a detailed manner?

Q08
Between utmost good faith and insurable interest, which insurance principle is considered to 
be more important for the validity of an insurance contract?

Q09
Explain the main application of the principle of subrogation.

Q10
True or False: Innocent misrepresentation will always make a claim invalid in any kind of in-
surance.
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Q11
What is a Catastrophe Bond?

Q12
Which category of insurers has the highest number of operation in Hong Kong?

A. General business insurers 
B. Long-term business insurers
C. Composite business insurer

Q13
Why do captive insurers have a lower amount of required paid-up capital?

Q14
What are the minimum requirements for authorization for an insurance company operating in 
Hong Kong?

Q15
As part of the minimum requirement for brokers, a newly established broker firm is require to
buy professional indemnity insurance of at least:

A. HK$1 million
B. HK$3 million
C. HK$5 million
D. HK$7 million
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Q16
Which of the following statement in relation to the Human Life Value Approach in determining 
the amount of life insurance is/are CORRECT?

I. Human life value can be defined as the present value of the average income of the 
persons before the normal retirement age.

II. Other things being equal, the economic value of the individual generally increases over 
time.

A. I only
B. II only
C. Neither I nor II

Q17
Calculating the amount of additional life insurance needed by Mary based on her information 
below:

Income needs $1,500,000
Special needs $500,000
Assets
bank accounts $150,000
retirement plans $150,000
investment accounts $250,000
whole life insurance (face amount) $800,000
group life insurance policy through her employer $100,000
household insurance policy $200,000

Q18
Which of the following statements in relation to risk-measuring strategies for premature death. 
is/are CORRECT?

I. Capital liquidation approach is designed to meet the single risk management strategy 
of protecting dependents against deprivation that might result if the income stream on 
which they depend is interrupted.

II. Capital conservation strategy seeks to meet the personal financial planning objective of 
transferring wealth to heirs.

A. I only
B. II only
C. Both I and II
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Q19
What is the definition of premature death in the context of insurance?

Q20
True or False: Everyone needs life insurance.  

Q21
True or False: Since human life is invaluable. everyone should buy as much life insurance as 
possible.

Q22
Give examples of those who may not need to take out a life insurance policy.

Q23
A person aged 52 is facing a choice with the following term life policies.   Assume things be-
ing equal, rank the following policies in terms of their first year premium, from highest to the 
lowest.

I. Yearly renewable term
II. 5 year renewable term
III. 10 year renewable term
IV. Term to age 65

A. I > II > III > IV
B. IV > III > II > I
C. III > IV > II > I
D. IV > III > I >II



ESSENTIAL READINGS
PART X5 Insurance Planning

Copyright © 2024 IFPHK All rights reserved IV- 53 2024

Q24
Which of the following statements in relation to a universal life policy is/are CORRECT?

I. Policy loans are permitted on an interest-free basis.
II. The frequency of premium payments can be varied.
III. The death benefit can be increased without further evidence of insurability
IV. Premium payments can be any amount as long as there is sufficient cash value to cov-

er mortality costs and expenses.

A. I and II
B. I and III
C. II and IV
D. III and IV

Q25
For a single parent with limited income and receiving Government’s subsidy on daily living 
expense, which of the following type of life insurance would be most suitable?

A. Limited payment whole life insurance
B. Variable life insurance
C. Term insurance
D. Endowment insurance

Q26
Which of the following statements in relation to Investment-linked long-term insurance is/are 
CORRECT?

I. This type of policy may sometimes guarantee a minimum value. In this case, the insur-
er will limit the types of investments that can be linked to very conservative vehicles.

II. According to the long-term insurance license classification in Hong Kong, this is a 
“Class A” product.

A. I only
B. II only
C. Both I and II
D. Neither I nor II

Q27
A 25 year-old man purchased a single premium whole life insurance policy.  After he paid the 
initial single premium, his life insurance policy is considered:

A. matured
B. reduced
C. paid-up
D. expired
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Q28
Which of the following statements about endowment insurance policies is/are CORRECT?

I. The benefit is paid if the life insured dies within the term
II. The benefit is paid if the life insured can survive after the term

A. I only
B. II only
C. Both I and II
D. Neither I nor II

Q29
Which of the following descriptions about life insurance reserve at a particular time of the 
coverage period is true?

A. It equals to the summation of the present value of future benefits and the present value 
of future premiums.

B. It equals to the difference between the present value of future benefits and the present 
value of future premiums.

C. It equals to the summation of the present value of past benefits and the accumulated 
value of past premiums.

D. It equals to the difference between the present value of future benefits and the accumu-
lated value of past premiums.

Q30
Which of the following statements about Spendthrift Clause in life insurance contract is/are 
CORRECT?

I. It denies beneficiary the right to commute or assign his or her interest in the policy.
II. It is used only in conjunction with an installment settlement option.

A. I only
B. II only
C. Both I and II
D. Neither I nor II

Q31
Albert purchased a life insurance policy ten years ago. He inadvertently stated that he was 
three years younger than his actual age when he purchased the policy. If Albert dies today, 
how much will the company pay?

A. Nothing
B. Less than the policy face value
C. The policy face value
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Q32
Which of the following statements about the entire-contract clause in life insurance policy is/ 
are CORRECT?

I. It states that the life insurance policy and attached application constitute the entire con-
tract between the parties.

II. All statements in the application are considered to be representations rather than war-
ranties.

A. I only
B. II only
C. Both I and II
D. Neither I nor II

Q33
Which of the following statements about life insurance reserve is/are CORRECT?

I. For term insurance, the reserve will decrease and then increase during the term period.
II. For whole-life policies, endowments, and limited-payment whole-life policies, the re-

serve will increase, eventually reaching the face amount of the policy.

A. I only
B. II only
C. Both I and II
D. Neither I nor II

Q34
Which of the following are determinants of the net single premium of a pure life insurance
policy?

I. Mortality
II. Morbidity
III. Interest
IV. Loading

A. I, II and III only
B. II, III and IV only
C. I, III and IV only
D. All of above

Q35
In which part of an insurance policy contract states that the policy owner possesses all con-
tractual rights in the policy while the insured is living?

A. Ownership clause
B. Entire contact clause
C. Cancellation clause
D. Incontestability clause
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Q36
Which of the following statements about beneficiary designation in life insurance policy is /are 
CORRECT?

I. An irrevocable beneficiary is one that cannot be changed without the beneficiary’s con-
test.

II. A contingent beneficiary is entitled to the proceeds if the primary beneficiary dies be-
fore the insured.

III. The insured’s estate can only be named as primary beneficiary, but cannot be named 
as contingent beneficiary.

A. I only
B. I and II
C. II and III
D. I and III

Q37
A policyholder purchased a life insurance policy with face amount of $200,000, with an Acci-
dental Death Benefit rider of $400,000 five years ago.  What will be the most possible amount 
of death proceed paid if the policyholder committed suicide yesterday?

A. $0
B. $200,000
C. $400,000
D. $600,000

Q38
Which of the following statements in relation to non-forfeiture options in life insurance policies 
is/are CORRECT?

I. Under the reduced paid-up insurance option, the cash surrender value is used as sin-
gle premium to extend the full face amount of the policy into the future as term insur-
ance for a certain number of years and days.

II. Under the extended term insurance option, the cash surrender value is applied as a net 
single premium to purchase a reduced paid-up policy.

A. I only
B. II only
C. Both I and II
D. Neither I nor II

Q39
Michael funded a life annuity through installment payments.  At age 60, he decided to elect an 
annuity settlement option and to begin to receive payments. Which of the following life income 
options will provide Michael with the highest monthly income?

A. Life income (no refund)
B. Life income with payments guaranteed for 5 years.
C. Life income with payments guaranteed for 10 years.
D. Installment refund option
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Q40
Which of the following statements in relation to annuities is/are CORRECT?

I. All other things being equal, female annuitants would receive lower income payments 
than male annuitants in an annuity contract.

II. All other things being equal, a deferred annuity provides lower income payments than 
an immediate annuity.

A. I only
B. II only
C. Both I and II
D. Neither I nor II

Q41
Which of the following is/are existing annuity contracts?

I. fixed annuity
II. variable annuity
III. Roth annuity
IV. equity-indexed annuity

A. I and II
B. III and IV
C. I, II and IV only
D. All of the above

Q42
True or False:  Annuity contract is also an insurance product, not only a retirement product.

Q43
True or False: Pre-existing condition applies only to clients who know the condition at the time
of application.
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Q44
In general, what are the options of payment mode for the proceeds under long term care in-
surance?

Q45
Explain Gatekeeper provision.

Q46
In the context of insurance, what are the two major costs in relation to sickness?

Q47
List the major factors affecting the premium of a medical insurance policy?

Q48
In the context of insurance, what are the common methods in determining the amount of 
payment to be paid to an insured who is partially disabled?
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Q49
True or False: Critical illness is a type of medical insurance.

Q50
True or False: There is no standard definition of total disabled 

Q51
What are the common determinants of the underwriting result of a personal accident insur-
ance policy?

Q52
True or False: Travel insurance is a type of package insurance
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PPart X66  
EEthical and regulatory requirements for financial plannerss  

A Ethics

B Regulatory framework of financial industry

C Regulatory framework of insurance industry

D Regulatory framework of MPF system in Hong Kong

E Other Relevant Legislation

LEARNING OUTCOMES

After studying this Part, you should be able to:
describe the ethical requirement of the financial planning industry;
describe the regulatory framework of financial industry;
describe the regulatory framework of insurance industry;
describe the regulatory framework of MPF system in Hong Kong;
describe the other relevant legislation related to the operations of financial planning in-
dustry.
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Shown below an extract of the course plan for AFP Certification Education Program on Ethi-
cal and regulatory requirements for financial planners. The recommended teaching hours is 
for broad indicative reference only.  Candidates must bear in mind that taught hours and self-
study hours are very different in nature and should not therefore be equated.  Candidates 
should allocate an appropriate amount of time for studying that is tailored to their specific 
needs.  Examinees are recommended to refer to the Information on Examination Papers and
Examination Syllabus (Appendix 1 of the Examination Handbook) for the number of multiple-
choice questions on each syllabus topic number.  

For full details of the cognitive requirement, learning outcomes, topic headings and subtopics 

etc, examinees should refer to the Examination Syllabus (Appendix 1 of the Examination 

Handbook) and the Syllabus - Descriptive Content Coverage (Annex of the Study Guide).

Topics
Teaching 

Hours
Topic 

Reference*

Ethical and regulatory requirements for financial planners

Ethics 1.0

What is ethics 8b

The Law of Agency

Practicing Ethics and Carrying out Professional Responsibilities 8a, 8b
Professional ethics 8a, 8b
Regulatory requirements of AFP/CFP Certificants 7a – 7d

Regulatory framework of financial industry 2.0

The Financial Regulators 35a,- 35c

Securities Legislation and Code of Conduct 35d

Investor Protection

Regulatory framework of insurance industry 2.0

The regulator and self-regulatory bodies 22a

Regulation of Insurance Companies in Hong Kong 22b, 22c

Regulation of Insurance Intermediaries in Hong Kong 22b, 22e

Regulatory framework of MPF system in Hong Kong 2.0

Regulators 66c

MPF Legislation, Codes and Guidelines 66c

Other MPF Relevant Legislation 66c

MPF Intermediaries 35e

Other Relevant Legislation 0.5

Protection of Personal Data 16a

Issues Regarding Equal Opportunity 22d

Prevention of Money Laundering 16b, 22d

Combat against Terrorist Financing 22d

Prevention of Corruption 16c, 22d

Prevention of Insurance Fraud 22d

7.5

* Topic number as per Syllabus - Descriptive Content Coverage (Annex of the Study Guide).
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PPart X66  
EXERCISE QUESTIONS

Q01
What are the 7 principles of IFPHK’s Code of Ethics and Professional Responsibility?

Q02
Which of the following are the main functions/responsibilities of Hong Kong Monetary Authori-
ty?

I. Manage the Hong Kong Exchange Fund
II. Supervise the banks in Hong Kong
III. Supervise the Investor Compensation Company Limited
IV. Supervise and regulate the Hong Kong Exchanges and Clearing Limited

A. II only
B. I and II only
C. II and IV only
D. I, II and III only

Q03
Name FIVE of the NINE SFC regulated activities.

Q04
Under the context of “disclosure of interest” under Securities and Futures Ordinance, which of 
the following situations has(have) to give notice to The Stock Exchange of Hong Kong?

I. Mr. Yan, who is a holding 5.9% of a listed company’s shares, buys another 10,000 
shares of the company’s stock. After buying the shares his holding of the company’s 
shares is still below 6%.

II. Mrs. Kong, who is the chief executive director of a listed company, buys 10,000 shares 
of the company’s stock. After buying the shares her holdings of the company’s shares 
is still below 1%.

A. Mr. Yan only
B. Mrs. Kong only
C. Both Mr. Yan and Mrs. Kong
D. Neither Mr. Yan nor Mrs. Kong
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Q05
Under Securities and Futures Ordinance, which of the following are illegal activities in Hong 
Kong?

I. A person spreading the news that the chairman of a listed company has passed away 
and causing the company’s share price to fall sharply, but in fact the chairman is still 
alive.

II. A group of people trying to make an impression of high trading volume of a listed com-
pany’s by buying and selling the shares among themselves.

III. A stock broker cold call and ask the other party if he/she is interested in buying some 
stocks.

A. I and II only
B. I and III only
C. II and III only
D. I ,II and III

Q06
Which of the following statement in relation to the difference of insurance agents and insur-
ance brokers in Hong Kong is CORRECT?

A. Insurance agents serve both individual clients and corporate clients but insurance bro-
kers serve corporate clients only

B. Insurance agents represent the insurers but insurance brokers represent the clients
C. Insurance agents are required to fulfill the continuous professions development (CPD) 

hours but insurance brokers are not required to do so
D. Insurance agents are under a self-regulatory framework but insurance brokers are not

Q07
Which of the following statement in relation to the minimum requirement for insurance broker 
authorization is(are) CORRECT?

I. Minimum capital and net asset value of HK$10,000,000
II. Minimum education of Form 5 or equivalent
III. Minimum age of 18

A. II only
B. III only
C. I and II only
D. II and III only

Q08
Which of the following organization is responsible for the administration of insurance agents in 
Hong Kong?

A. The Insurance Authority
B. The Hong Kong Federation of Insurers
C. The Insurance Agents Registration Board (IARB)
D. The insurance companies that the agents work for.



ESSENTIAL READINGS
PART X6 Ethical and Regulatory Requirements

Copyright © 2024 IFPHK All rights reserved IV- 64 2024

Q09
Under the self-regulatory system for insurance industry in Hong Kong, name the professional 
bodies that act as the regulator for (a) insurance companies, (b) insurance agents, (3) insur-
ance brokers respectively. 

Q10
Under Mandatory Provident Fund Schemes Ordinance, at what age can a person withdraw 
his/her MPF benefit (a) under normal circumstances? (b) if he/she decides to retire early?

Q11
In order to be registered as an MPF intermediary, a person must be under the supervision of 
one of the 3 financial regulatory regimes. Name the 3 regimes.

Q12
Which of the following activities are governed by the Personal Data (Privacy) Ordinance In 
Hong Kong?

I. The security of clients’ personal data
II. The amount of data to be collected from the clients
III. The right of the clients to access to their personal data
IV. The accuracy and retention period of clients’ personal data

A. I and II only
B. I and IV only
C. II and III only
D. I, II, III and IV
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Q13
What are the main functions/responsibilities of the Mandatory Provident Fund Schemes Au-
thority?

I. To regulate the activities of the approved trustees
II. To register the provident fund schemes as registered schemes
III. To make rules and guidelines for the mandatory contributions
IV. To guarantee the people who make the mandatory contributions will have sufficient 

retirement fund in the MPF account when they retire

A. I, and II only
B. II and IV only
C. II and III only
D. I, II and III only
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PPart X77  
MManaggement of a financial planning practices  

A Management of a financial planning practices

LEARNING OUTCOMES

After studying this Part, you should be able to:
describe the structure and basic operation of a firm;
describe the various way to compensate a financial planner financially;
prepare the letter of engagement and policy statement in the financial plan for a client;
describe the associated professional liabilities of financial planner;
know the importance of using technology in financial planning;
know the requirement of regulatory compliance, documentation and reporting in financial 
planning process.
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Shown below an extract of the course plan for AFP Certification Education Program on Man-
agement of a financial planning practice. The recommended teaching hours is for broad in-
dicative reference only.  Candidates must bear in mind that taught hours and self-study hours 
are very different in nature and should not therefore be equated.  Candidates should allocate 
an appropriate amount of time for studying that is tailored to their specific needs.  Examinees 
are recommended to refer to the Information on Examination Papers and Examination Sylla-
bus (Appendix 1 of the Examination Handbook) for the number of multiple-choice questions 
on each syllabus topic number.  

For full details of the cognitive requirement, learning outcomes, topic headings and subtopics 

etc, examinees should refer to the Examination Syllabus (Appendix 1 of the Examination

Handbook) and the Syllabus - Descriptive Content Coverage (Annex of the Study Guide).

Topics
Teaching 

Hours
Topic 

Reference*

Management of a financial planning practice

Management of a financial planning practice 1.0

Structures of firms and operation of the practice

Compensation 

Letter of engagement and policy statements

Professional liability 

Integration of technology and client communication

Regulatory compliance, documentation and reporting

1.0

* Topic number as per Syllabus - Descriptive Content Coverage (Annex of the Study Guide).
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PPart X77  
EXERCISE QUESTIONS

Q01
In general, how could a firm be organized to provide the foundation on which standard operat-
ing procedures and routines rest; and determines which individuals get to participate in which 
decision-making processes? 

Q02
List 4 of the suggested steps to carry out the “know-your-client” process in practice.
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AANNSWER TO EXERCISE  

PART X1

Q01 C

Q02 B

Q03 A public company is a corporation that 
offers its securities for sale to the gen-
eral public.  

A listed company is a public company 
that its shares are traded on a stock ex-
change. The listed company must com-
ply with the listing requirements and 
rules set out by the exchange.  The 
shares are generally freely bought and 
sold among investors in the secondary 
market.

Q04 B

Q05 The income statement, also known as 
the profit and loss account, reports the 
total revenues earned and the total ex-
penses incurred over the financial year. 
The difference between total revenues 
and total expenses is known as the net 
income. In other words, it shows the op-
erating performance of a firm.

The cash flow statement reports chang-
es in a firm’s cash position over the fi-
nancial year.  Basically, it explains what 
happens to a firm that leads to a change 
in the balance of cash and cash equiva-
lents in the statement of financial posi-
tion from last year to this year.  

Q06 $259,151.28

Q07 $9.77

Q08 14.87%

Q09 $158,481.45

Q10 7.93%

Q11 $56,275.39

Q12 $92,307.69

Q13 $60,069.71

Q14 $38,838.38

Q15 $3,498,307.43

Q16 $33,779.92

Q17 Investment Y gives a higher annual rate 
of return. Investment X’s annual rate of 
return is 21.86% and Investment Y’s an-
nual rate of return is 23.38%. 

Q18 $41,128.65 

Q19 C

Q20 NPV = $13,651.36

Q21 IRR = 12%

Q22 MIRR = 10.80%

Q23 Payback period = 4 years

Q24 HKD281,444.82

Q25 HKD1,063,667.22

Q26 HKD470,461.03

Q27 4.8%

Q28 $4,251,836

Q29 $28,388.70

PART X2

Q01 
The duration of the engagement
The responsibilities of the client.
The financial planner’s fees and 
charges.
The services to be provided by the 
financial planner.
The limitations of the financial plan-
ner in providing the service.

Q02 According to the financial planning pyr-
amid, they should be prioritized as fol-
lows: 

(1) Basic consumption, tax and liabili-
ties; 

(2) Life and asset protection (insur-
ance); 

(3) Short-term/medium-term goals such 
as children’s education fund;

(4) Retirement planning;
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(5) Estate planning. 

Q03 A very low savings ratio. 
A very low liquidity ratio. 
A very low solvency ratio. 

Q04 D

Q05 D

Q06 C

PART X3

Q01 It refers to a scheme which the contribu-
tor’s input to the scheme is well defined, 
i.e. the amount of the contribution is 
specified.

Q02  D

Q03 B

Q04  B

Q05 B

Q06  Celina’s employer is required to make a 
contribution of HK$50 but Celina is not 
required to make any contribution.  

Q07  A

Q08  Insurer pools excessive longevity risk for 
life annuity and premature death risk for 
life insurance. Just note ‘death’ is not a 
risk as everyone will die finally, it is noth-
ing uncertain.

Q09 D

Q10 The 7 steps are:

I. Set financial goals
II. Estimate income
III. Set aside emergency fund and tar-

get savings amount
IV. List the fixed expenses
V. Estimate the variable expenses
VI. Record actual spending
VII. Review the plan

Q11 The purpose of an emergency fund is to 
take care of the living expenses in case 
the client’s regular income stops due to 
some unforeseen events such as unem-
ployment, accidents, sickness, etc. 

Q12 The common suggestion of an emer-
gency fund is 3 to 6 months of one’s liv-
ing expense.

Q13 False.  

Q14  False.  

Q15  False.  

PART X4

Q01 D

Q02 C

Q03  (A) Repo (repurchase agreement)
(B) U.S. Treasury bills (T-bills)  

Q04 The following belong to the money mar-
ket. 
1. Certificates of deposit
2. Commercial paper
3. Banker’s acceptance
4. Repos (repurchase agreement)
5. Federal funds
6. The LIBOR market
7. Eurodollars
8. U.S. Treasury bills

Q05
Q06 A

Q07 D

Q08 D

Q09 A

Q10 1) Recession 2) Trough 

Common stock Preferred stock

Shareholders 
have voting 
right.

Shareholders 
have no
voting 
right

Dividends distrib-
uted to 
sharehold-
ers are 
usually dif-
ferent from 
time to 
time.

Dividends to 
share-
holders 
are usual-
ly fixed.
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3) Recovery, 3) Peak

Q11 Peak.

Q12 Structural 

Q13 C

Q14 A

Q15 APR is 6% and EAR is 6.14%

Q16 6%

Q17 D
Q18

I. The statement of purpose or over-
view

II. The investment objectives
III. The roles and responsibilities of the 

investment advisor
IV. The investment guidelines and 

boundaries

Q19 B

Q20 A

Q21 Validity and reliability

Q22 Utility-based method : This method uses 
a series of hypothetical questions with 
different risk levels to test and see which 
risk level is acceptable to the client. For 
example, “If the value of your investment 
portfolio drops 10% (or 20%, 30%, etc) 
in 1 month, would you be very uncom-
fortable?” The questions can be related 
to investment or other situations in life.  

Psychometric method: This method uses 
a series of hypothetical questions with 
events in our lives to test the risk appe-
tite of the client. For example, “How of-
ten do you drive faster than the legal lim-
it?” The client can choose from options 
like “always”, “sometimes”, “seldom” and 
“never”. A score will be given to the an-
swer chosen and then add up to the total 
score to decide the risk profile of the cli-
ent.

Q23
I. Bond 30% (or 40%)

II. Cash 40% (or 30%)

III. Global Stock 20%

IV. Hong Kong stock 10%

Q24 A

Q25 $865.80

Q26 1.58%

Q27 C

Q28 $1,271.55

Q29 7.4%

Q30 The indentures are:
Sinking Fund
Subordination of further debt
Dividend restriction
Collateral

Sinking Fund

The issuer will use the sinking fund to 
redeem part of the bond issued. Bond-
holder will receive part of the face value 
before the time to maturity and hence 
reduce the uncertainty.

Subordination of further debt
When further debt raised by the issuer is
subordinated to the bond, bondholder 
will have a higher priority claim than the 
creditors of the further debt in case the 
issuer goes bankrupt. 

Dividend restriction
When dividend paid out is restricted, the
company will have more equity, which 
increases the ability of the company to 
repay its debt. 

Collateral 
When the bond is backed by the com-
pany assets, the bondholder has the 
right to claim on the assets in case the 
company defaults on the bond.

Q31 A

Q32 Bond B

Q33 $25

Q34 D

Q35 $74.07

Q36 $57.04

Q37 $67.43

Q38 $210

Q39 $15

Q40 15

Q41 24

Q42 D

Q43 B

Q44 C

Q45
Step 1 premium. 
Step 2 strike or exercise 
Step 3 selling 
Step 4 expiry or maturity

Q46 $4

Q47 C

Q48 D

Q49 B

Q50 D

Q51 JPY10.6811 to HKD1

Q52 USD1.3636 per EUR1

Q53 JPY80.74 per AUD 

Q54 A

Q55 B

Q56 8.5%
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Q57 13.87%

Q58 20%

Q59 APR = 10% EAR = 10.25%

Q60 Arithmetic ARR = 7%

Geometric ARR = 6.52%

PART X5

Q01 Prevention

Q02 Uncertainty and Potential Loss

Q03 Risk retention and risk transfer

Q04 The result of the evaluation (matrix of 
loss frequency and loss severity) is to be 
used for selecting a suitable risk man-
agement technique.

Q05 False

Q06 True

Q07 It is because if the terms are not clear 
enough, according to the contract of ad-
hesion, all the benefits in explaining the 
terms will go to the insured.

Q08 Insurable interest is more important 
because if there is no utmost good faith, 
the contract is said to be voidable; if 
there is no insurable interest, the con-
tract is said to be void.

Q09 The advantages may include:

- hold negligent person liable

- Prevent the insured from collecting 
compensation twice (from both the 
insurer and the negligent person); it 
is crucial for the principle of indem-
nity.

- Hold down the premium rate as the
insurers have the chance to recover 
the loss.

Q10 False

Q11 Catastrophe bond is used by reinsurers 
to transfer out their risks to investors.  It 
is an instrument of securitization of risk.  
Reinsurers will link up the risks which 
they want to transfer to the bond and sell 
down to investors.  If the risks really 
happen and the loss incurred exceeds a 
designated level, then the issuers (i.e. 
reinsurers) may not need to pay interest 
or even the principal.

Q12 A

Q13 It is because captive insurers can only 
be allowed to do insurance business 
within its group companies.

Q14 There are four minimum requirements:

- Minimum paid-up capital

- Relevant amount (i.e. minimum sol-
vency margin)

- Fit and proper of the controller

- Adequacy of reinsurance arrange-
ment

Q15 B.

Q16 C

Q17 550,000 

Q18 C

Q19 The one who dies with unfulfilled finan-
cial obligations, e.g. dependents’ living, 
mortgage loan, children’s education, etc.

Q20 False

Q21 False

Q22 Elderly, tycoon, the one without any 
dependents or unfulfilled financial obli-
gations.

Q23 B

Q24 C

Q25 C

Q26 A

Q27 C

Q28 C

Q29 B

Q30 C

Q31 B

Q32 C

Q33 B

Q34 C

Q35 A

Q36 B

Q37 B

Q38 D

Q39 A

Q40 A

Q41 C

Q42 True

Q43 False

Q44 Generally 2 modes, one is lump sum 
payment, and the other is monthly pay-
ment.  Both are subject to a maximum 
not exceeding the life insurance amount.



ESSENTIAL READINGS
PART X ANSWER TO EXERCISE

Copyright © 2024 IFPHK All rights reserved IV - 73 2024

Q45 It is a stated condition used to qualify the 
claim under long term care insurance.  
In the provision, there is a list of activi-
ties of daily living, in which the client 
cannot perform two items or more, and 
then he/she is qualified for the benefit.

Q46 1. cost of medical treatment and 2. Los-
ing income.

Q47 health trend, inflation and claim ratio.

Q48 1. based on doctor’s report and 2. Use 
the residual income method.

Q49 False

Q50 True

Q51 Occupation, hobbies, claim history and 
physical condition.

Q52 True

PART X6

Q01
1. Integrity
2. Objectivity
3. Competence
4. Fairness
5. Confidentiality
6. Professionalism
7. Diligence

Q02 B

Q03 
1. Dealing in securities;
2. Dealing in futures contracts;
3. Leveraged foreign exchange trading;
4. Advising on securities;
5. Advising on futures contracts;
6. Advising on corporate finance;
7. Providing automatic trading services;
8. Securities margin financing;
9. Asset management;

Q04 C

Q05 D

Q06 B

Q07 A

Q08 D

Q09 
(a) Hong Kong Federation of Insurers 

(HKFI) acts as the regulator for in-
surance companies.

(b) Insurance Agents Registration Board 
(IARB) acts as the regulator for in-
surance agents

(c) Hong Kong Federation of Insurance 
Broker and Professional Insurance 
Brokers Association Limited act as 
the regulators for insurance brokers

Q10  

(a) Under normal circumstances, a per-
son can withdraw his/her MPF ben-
efit at age 65;

(b) If a person decides to retire early, 
he/she can withdraw the MPF bene-
fit at age 60.  

Q11 In order to be registered as an MPF 
intermediary, a person must be under 
the supervision of one of the 3 financial 
regulatory regimes. Name the 3 regimes.

Under Mandatory Provident Fund 
Schemes Ordinance (MPFSO) states 
that in order to be registered as an MPF 
intermediary, a person has to be at least 
one of the following:

- Employees of authorized institutions
(banks);

- Insurance agents or insurance broker 
eligible to carry on long-term insur-
ance (life) business;

- Licensed representative licensed to 
carry out type 1 and/or type 4 regulat-
ed activities.

Q12 D

Q13 D
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PART X7

Q01 by function, division or in a matrix.

Q02 Always meet the client face-to-face be-
fore opening the account. Where the 
face-to-face approach is not possible, a 
financial planner should, for example, re-
fer to the SFC Code of Conduct for pro-
cedures to verify the client’s identity.
Complete the financial planning ques-
tionnaire.

Evaluate the client’s tolerance for finan-
cial risk. 

Take notes that include as many points 
as a financial planner can about the cli-

ent’s background. Staple the notes to 
the questionnaire before putting it in the 
client file.

Ask the client to inform as soon as pos-
sible of any changes in his personal sit-
uation. Explain that the plan may have to 
be revised as a result of those changes.

Update the information in the question-
naire periodically.

Send the signed questionnaire (by the 
client) to the client each time it is updat-
ed for his record.
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PPart Y11  
IInvestment Planning and AAsset Management  

Candidates are expected to be equipped with in-depth understanding of different types of 
securities and investment alternatives and to initiates analytical and valuation processes that 
support portfolio management and asset allocation decision.  

As candidates progress in the CFP Certification process and acquire more advanced and 
specific knowledge in other disciplines such as Insurance Planning, Risk Management, Tax 
Planning and Estate Planning, they should then be able to apply all these knowledge to con-
struct comprehensive financial plans.

Candidates should be able to:

- Collect the quantitative information required to develop strategies for investment plan-
ning.

- Collect the qualitative information required to develop strategies for investment planning.

- Consider potential opportunities and constraints to develop strategies for investment 
planning.

- Assess information to develop strategies for investment planning.

- Synthesize information to develop and evaluate strategies for investment planning.

In terms of financial planner professional skills, candidates should be able to:

- Identify the client’s objectives, needs and values that have financial implications for 
investment planning.

- Identify the information required for the financial plan to address needs for investment
planning.

- Identify material changes in the client’s personal and financial situation that have finan-
cial implications for investment planning.

- Prepare information to enable analysis for investment planning.

- Consider opportunities and constraints to develop strategies for investment planning.

- Assess collected information to develop strategies for investment planning.

- Develop strategies for investment planning.

- Evaluate advantages and disadvantages of each investment planning strategy

Candidates should be able to apply mathematical methods or formulas as appropriate.
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Shown below the course plan for CFP Certification Education Program (course 1: Investment 
Planning and Asset Management).  The below recommended teaching hours is for broad in-
dicative reference only.  Candidates must bear in mind that taught hours and self-study hours 
are very different in nature and should not therefore be equated.  Candidates should allocate 
an appropriate amount of time for studying that is tailored to their specific needs.  Examinees 
are recommended to refer to the Information on Examination Papers and Examination Sylla-
bus (Appendix 1 of the Examination Handbook) for the number of multiple-choice questions 
on each syllabus topic number.  

For full details of the cognitive requirement, learning outcomes, topic headings and subtopics 

etc, examinees should refer to the Examination Syllabus (Appendix 1 of the Examination 

Handbook) and the Syllabus - Descriptive Content Coverage (Annex of the Study Guide).

Topics
Teaching 

Hours
Topic 

Reference*

1 Portfolio Concepts

Risk and Return 2 33b; 37h; 37i

Modern portfolio theory 5 44

Asset Pricing Models  6 38c; 45

Portfolio Investment Management

Efficient Markets Hypothesis 3 46

Portfolio Management 2 41

Investment Strategies: formula investing 3 40a-b

Managing Fixed Income Portfolios 2 34a-b; 37c-e

Performance Evaluation 5 39

Pooled investments 1 36c

Derivatives and Alternative Investments

Futures 2 43g

Option Valuation 2 43f

Other investments 3 32b; 36h

Investment planning 

Investment planning recommendation 4 30-49

40

* Topic number as per Syllabus - Descriptive Content Coverage (Annex of the Study Guide).
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RECOMMENDED/SUPPLEMENTARY READINGS 

Bodie, Kane & Marcus, Investments, Irwin McGraw-Hill, latest edition
Bodie, Kane, and Marcus, Essentials of Investments, ,McGraw Hill, latest edition
McGuinness, A Guide to the Equity Market of Hong Kong, Oxford University Press, latest 
edition.
Study Manual for Paper 1 Fundamentals of Securities and Futures Regulation of the 
Licensing Examination for Securities and Futures Intermediaries, Hong Kong Securities and 
Investment Institute, latest version
Study Manual for Paper 7 Financial Markets of the Licensing Examination for Securities and 
Futures Intermediaries, Hong Kong Securities and Investment Institute, latest version
Study Manual for Paper 8 Securities of the Licensing Examination for Securities and Futures 
Intermediaries, Hong Kong Securities and Investment Institute, latest version
Study Manual for Leveraged Foreign Exchange Trading Examination, Vocational Training 
Council, latest version
Website of Hong Kong Exchanges and Clearing Limited: www.hkex.com.hk
Website of the Securities and Futures Commission: www.sfc.hk
Website of the Hong Kong Monetary Authority: www.info.gov.hk/hkma/
Securities and Futures Ordinance

EXERCISE QUESTIONS

Exercise questions is provided (next page) to help candidates to review and comprehend the 
chapter materials.  They are not intended to be practice examination questions and may NOT 
fully reflect the cognitive level of questions of the CFP Certification Examination.    For refer-
ence purpose, the exercise questions are also supplemented by the corresponding suggested 
answers (following Part Y3 of this Essential Reading section).     
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PPart Y11  
EXERCISE QUESTIONS

Q01

A year ago, Company A borrowed $100 million from Company B at a rate LIBOR + 3% p.a. 

for a term of 10 years. In order to control interest rate risk, Company A entered into an inter-

est rate swap agreement with Company C at a fixed rate of 6.3%.

In the swap agreement, Company A will pay a  (fixed/floating)  interest rate of ______ % to 

Company C on the notional amount of $_____ million; and

Company A will receive a  (fixed/floating)  interest rate of ______ % from Company C on the 

notional amount of $_____ million.

At the end of each year, 

Company A will pay $___________ to Company C;

Company C will pay $___________ to Company A; 

Company A will pay $___________ to Company B.

By doing so, Company A has fixed its interest payment to $__________ per year, irrespective 

of the LIBOR. 

Use the following information to answer Q2 to Q8

Amy is an investment advisor discussing bond investment with her client, Raymond.  Ray-

mond would like to invest in the bond market now and get back $1,000,000 three years later 

for other purpose, but is worried about the interest rate fluctuation in the next 3 years.

She showed Raymond the following information on five different bonds. 

Bond Face Value $ Coupon Rate Time to Ma-

turity

Yield to Ma-

turity

Macaulay 

Duration

X 1,000 5% 5 years ? ?

A 1,000 5% 5 years 4% ?

B 1,000 5% 6 years 4% ?

C 1,000 4% 5 years 3% ?

D 1,000 4% 6 years 3% ?

P 1,000 5.5% 1.5 years ? 1 year

Q 1,000 5.5% 6.5 years ? 5 years

According to the analyst report from Amy’s company, interest rate is expected to be increased 
in the near future. 
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Q02

During meeting, Raymond is interested in Bond X and told Amy that “If I buy the bond X and 

hold it to maturity, I will receive a fixed coupon payment each period and the face value at the 

end of year 5.  Therefore, my real average rate of return will be the yield to maturity.”  Com-

ment on Raymond’s understanding on the bond. 

Q03

How does interest rate risk affect bond investment? If Raymond plan to hold the bond until 

maturity, should he still be concerned about interest rate risk?

Q04

Explain to Raymond the relationship between a bond’s time to maturity and its duration. What 

other factors affect a bond’s duration? How?

Q05

Which of the four bonds, bond A to D, has the longest duration? Which one has the shortest 

duration? 
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Q06

According to the analyst report, should Raymond long or short bond now if he applies active 

bond management strategy? Which bond should he long/short? 

Q07

Explain to Raymond about convexity.  What is the disadvantage of using duration alone in the 

calculation of bond price change?

Q08

How can Raymond use the bond P and bond Q to immunize himself from interest rate change?

Q09

List 3 disadvantages of investing in real estate properties as oppose to investing in company 

stocks.  Despite the disadvantages of investing in real estate properties, sometimes it is ad-

visable to add real estate property to a large portfolio that has only stocks. Why? 
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Q10

Explain the pros and cons of mutual fund. 

Q11

Richard invested in an Equity Fund at a net asset value (NAV) of $20 per unit. Included a 3% 

subscription fee (front-end load), Richard invested a total of $20,000.  One year later, Richard 

received a dividend of $1,000 and sold immediately all the units at a NAV of $22 per unit. 

What is Richard’s rate of return in this investment? 

Q12

Given one-year spot rate is 2.3%, two-year spot rate is 2.9% and three-year spot rate is 

3.43%, under the context of expectation hypothesis, calculate the forward rate of the 3rd year? 

Q13

Which of the following statement in relation to a callable bond is correct?

I. The yield to call is always lower than its yield to maturity.

II. The higher the growth rate of the interest rate after the issuance of the bond, the more 

likely the issuer is going to call.

A. I only

B. II only

C. Both I and II

D. Neither I nor II
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Q14

Which of the following statement regarding arithmetic, geometric and dollar-weighted average 

rate of return is correct?

I. The calculation of arithmetic average rate of return is simpler than geometric average 

rate of return.

II. Geometric average rate of return considers the timing of the cash flows but dollar-

weighted average rate of return does not.   

A. I only

B. II only

C. Both I and II

D. Neither I nor II

Q15

Given the following information on a stock, what is the intrinsic value of the stock under con-

stant growth model?

Earnings per share, E0 $5

Dividend payout ratio 65%

Return on equity 15%

Beta 1.4

risk free rate 2%

required rate of return 11%
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Use the following information to answer Q16 to Q19.

Samuel is a junior investment analyst of Gamma Investment Consultant Limited who are 

evaluating the performance of 2 funds, the Curtis Balance Fund and the Empire Balance 

Fund. Both funds use the CPPI Global Balance Index as their benchmark. Below is some 

information on the funds.

Curtis Balance Fund Empire Balance Fund
CPPI Global 

Balance Index

Allocation
Rate of 

return
Allocation

Rate of 

return
Allocation

Rate of 

return

Bond 40% 5% 60% 6% 50% 5%

Equity 60% 23% 40% 20% 50% 18%

Total 100% ? 100% ? 100% 11.5%

Standard 

Deviation
25% 22% 20%

Beta 1.3 1.4 1

Rate of return on T-bills is 1%.

Q16

Which of the two funds has a higher risk-adjusted return according to Sharpe measure? 

Q17

Which of the following statements in relation to Jenson’s measure is/are correct?

I. Jenson alpha of a portfolio is calculated by subtracting the portfolio average rate of 

return from the expected rate of return calculated from capital asset pricing model.

II. The Jenson alpha of a portfolio cannot be negative. 
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Q18

Take the CPPI Global Balance Index as the market portfolio, which of the two funds has the 

highest risk-adjusted return by M2? 

Q19

According to performance attribution analysis, does Empire Balance Fund perform well in 

asset allocation and security selection?

Q20

Which of the following statements in relation to dollar cost averaging is/are CORRECT? 

I. Dollar cost averaging works better in stock market than bond market.

II. Dollar cost averaging is more suitable for investors with shorter investment time horizon.

III. Dollar cost averaging provides indication to help investors to time the market.

A. I only

B. II only

C. I and II only

D. I, II and III



STUDY GUIDE for CFP CERTIFICATION ESSENTIAL READINGS
PART Y1 Investment Planning and Asset Management

Copyright © 2024 IFPHK All rights reserved IV - 85 2024

Q21

List 3 characteristics of a mutual fund/unit trust that uses active portfolio management, in con-

trast with those uses passive portfolio management.  Give an example of a fund that uses 

passive portfolio management. 

Q22

3 months ago, Tim set up a portfolio by investing $500,000 in bond and $500,000 in stocks. 

Today the value of the stocks in his portfolio has increased 20% and the value of the bond 

has decreased 1%.   How much stock and bond should he buy/sell in order to bring the port-

folio back to the original weighting?? 

Use the following information to answer Q23 to Q26.

Yesterday Today

Stock DCD

Spot price $85 $86

Standard deviation 35% 36%

European call option on DCD

Time to maturity 2 months and 1 day 2 months

Strike price $88 $88

Premium $x $4.5

Risk-free rate 1% p.a. 1.1% p.a.
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Q23

Consider each factors individually, how the changes in the following factors affect the call 

option premium of stock DCD? 

the spot price of DCD

standard deviation of DCD

time to maturity of the option

risk-free rate

Q24

Based on put-call parity, calculate the price of a put option with a strike price of $88 and 2 

months to maturity.

Q25

An investor placed an order to buy 1,000 shares of options as mentioned in last question; and 

simultaneously buy 1,000 shares of call options with a strike price of $88 and 2 months to 

maturity at $4.5 per share.  Name the option strategy the investor is applying. 
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Q26

Two months have passed and the closing price of stock DCD becomes $92 per share. Calcu-

late the profit/loss situation of the investor as described in last question? 

Q27

ABC Limited produces industrial electrical wire and cable.  To protect the company against 

the upward price movement of cooper, what position should ABC take if futures contract is 

used?

Q28

List 2 main differences between a long position in futures contract and a long position in a 

European call option. 
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Q29

Under spot-futures parity, what is the price of the 3-month futures contract on stock A?

Stock A

Spot price $20

Dividend yield 2% p.a.

Standard deviation 25%

Beta 1.1

Risk-free rate is 1% p.a.

Q30

Ricky’s investment portfolio contains only one stock, Stock K.  Ricky is planning to diversify 

his portfolio by adding another stock.  

Stock L M N O

K 0.9 1.2 0.1 -0.5

Ricky compiled the above table on the correlation coefficients of stock K with other 4 stocks, L, 

M, N and O.   Ricky’s financial planner spotted there is a mistake in the table in relation to the 

correlation coefficient of Stock K and Stock ___.  The planner also recommends Ricky to 

choose Stock ___ to minimize risk. 

A. M; L

B. M; O

C. O; L

D. O; N
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Q31

The slopes of capital allocation lines of asset A and asset B are 1.2 and 1.3 respectively. 

Based only on this piece of information, should an investor choose asset A or asset B? Why? 

Q32

Separation theorem states that choice of investment portfolio can be separated into two inde-

pendent tasks. The first task is to determine the market portfolio. What is the second task?  

Describe how a financial planner should choose a portfolio for 1) a risk-averse client and 2) 

an aggressive client in the second task. 

Use the information to answer the Q33 to Q39

Jane has $1,000,000 to set up a portfolio. She collected the following information on Stock A, 

B, C, D, the stock index (market portfolio) and T-bills:

Stock A B C D
Stock 

Index
T-bills

Current rate of return 11% 13% 16% 17% 12% 2%

Standard deviation 22% 28% 35% 45% 23% Y

Beta 0.9 1.1 ? 1.6 X Z

Her initial thought is to set up a portfolio R with $400,000 in Stock A and $600,000 in Stock B. 

The correlation coefficient of Stock A and Stock B is 0.7.
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Q33

What are the expected return and the standard deviation of Portfolio R? 

Q34

Under the context of capital asset pricing model, if Stock C is fairly priced, what is the beta of 

Stock C? 

Q35

What are the values of X, Y and Z in the table? 

Q36

Jane is also thinking about adding Stock D in her portfolio. However, she would only add it if 

the stock is underpriced according to CAPM. Should Jane add it to her portfolio? 
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Q37

What is the correlation coefficient of Stock A and the market portfolio? 

Q38

What is the percentage of non-systematic risk in the total risk of stock B? 

Q39

Describe the two components of risks according to Factor Models.  
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Use the following information to answer Q40 to Q41.

Security characteristics line (SCL)

Q40

Name the X-axis and the Y-axis of the above diagram.

A. Market excess return and Security excess return

B. Market excess risk and Security excess risk

C. Market excess return and Market excess risk

D. Security excess return and Security excess risk

Q41

Based only on the diagrams, the systematic risk level of Camel Limited is ______ than that of 

Wiseland Inc, and a __________ firm specific risk level.

A. higher ; lower

B. lower ; higher

C. higher ; higher

D. lower ; lower

Wiseland Inc. Camel Limited
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Q42

Andrew and Billy are discussing about the efficient market hypothesis (EMH). They have the 

following comments.

Andrew: Empirical evidence shows that the market is usually in the weak-form efficiency 

during bear market; and in the semi-strong form efficiency during bull market.

Billy: If someone can use insider information to trade stocks and make extra profit, we 

can conclude that the market is in semi-strong form efficiency.

Are Andrew and Billy correct? 

Andrew Billy

A. Correct Correct

B. Correct Incorrect

C. Incorrect Correct

D. Incorrect Incorrect

Q43

Susanna spent the past 3 months studying relationships between the relative strength index 

(RSI) and price movement of Hang Seng Index (HSI) futures.  She found a way to consistent-

ly make profit by trading the HSI futures according to the signals from the RSI. According to 

Susanna’s case and efficient market hypothesis (EMH), what is implied about the Hong Kong 
stock market?

A. Hong Kong stock market is strong form of the EMH

B. Hong Kong stock market is semi-strong form of the EMH

C. Hong Kong stock market is weak form of the EMH

D. None of the above

Q44

State the implications of an efficient market on passive portfolio management and active port-

folio management. 
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Q45

Which of the following regarding random walk theory is(are) correct? 

I. Random walk theory implies that the stock market is efficient.

II. Random walk theory implies that even though new information about a stock is random, 

the stock price will still be predictable.

A. I only

B. II only

C. Both I and II

D. Neither I nor II

Q46

The net asset value (NAV) of Mutual Fund X and Mutual Fund Y are $25 and $22 respectively.

Which one of the following is TRUE?

A. Mutual Fund X has a larger asset size than Mutual Fund Y.

B. Mutual Fund X has a larger amount of liabilities than Mutual Fund Y.

C. The value of assets minus liabilities for Mutual Fund X is larger than Mutual Fund Y.

D. None of the above.

Q47

Under the expectation theory, an upward sloping yield curve assumes investors: 

A. expect the future short-term interest rate to rise.

B. require a liquidity premium to hold a longer term bond.

C. will start switching from long-term bonds to short-term bonds.

D. will start buying more short-term bonds now and thus bidding the bond price higher.

Q48

Is the geometric average return or the dollar-weighted average return a better method to 

measure the performance of a mutual fund manager? Why? 
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Q49

What is the purpose of immunization in bond portfolio management? Explain contingent im-

munization and show how it is different from immunization.

Q50

Stock L is currently priced at $40, the price is expected to be either $44 or $36 one year later. 

Given a 10% interest rate and the option of the stock has an exercise price of $42.. Using 

two-scenario model of the economy (binomial option pricing model), calculate the price of the 

call option with an exercise price of $42.

A. $0.91

B. $1.82

C. $3.64

D. $7.28

Q51

The weights of Fund X and Fund Y in portfolio Z are WX and WY respectively. If the standard 

deviation of portfolio Z is the weighted average of the standard deviations of Fund X and Fund 

Y, what is the correlation coefficient of Fund X and Fund Y? Show your answer by the portfo-

lio risk equation of 2 assets.
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Q52

Define mutual fund theorem. Explain how in the world of CAPM an investor using passive 

investment strategy can invest in a portfolio with the highest efficiency?

Q53

Explain how capital market line (CML) is similar to CAL and how it differs from CAL.

Q54

Some scholars argue that time diversification is fallacious. Explain.
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PPart Y22  
IInsurance PPlanning  aand Risk Management

Candidates are expected to be equipped with knowledge of insurance both in principle and in 
practice, understand the theory, the major policies, and practical application of insurance and 
to evaluate the various kinds of insurance plans in the context of risk management.

As candidates progress in the CFP Certification Education Program and acquire more ad-
vanced and specific knowledge in other disciplines such as Investment Planning, Asset Man-
agement, Tax Planning and Estate Planning, they will then be able to apply all these 
knowledge to construct comprehensive financial plans.

Candidates should be able to:

- Collect the quantitative information required to develop strategies for insurance plan-
ning.

- Collect the qualitative information required to develop strategies for insurance planning.

- Consider potential opportunities and constraints to develop strategies for insurance
planning.

- Assess information to develop strategies for insurance planning.

- Synthesize information to develop and evaluate strategies for insurance planning.

In terms of financial planner professional skills, candidates should be able to:

- Identify the client’s objectives, needs and values that have financial implications for 
insurance planning.

- Identify the information required for the financial plan addressing needs for insurance 
planning.

- Identify material changes in the client’s personal and financial situation that have finan-
cial implications for insurance planning.

- Prepare information to enable analysis for insurance planning.

- Consider opportunities and constraints to develop strategies for insurance planning.

- Assess collected information to develop strategies for insurance planning.

- Develop strategies for insurance planning.

- Evaluate advantages and disadvantages of each insurance planning strategy

Candidates should be able to apply mathematical methods or formulas as appropriate.
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Shown below the course plan for CFP Certification Education Program (course 2: Insurance 
Planning and Risk Management).  The below recommended teaching hours is for broad in-
dicative reference only.  Candidates must bear in mind that taught hours and self-study hours 
are very different in nature and should not therefore be equated. Candidates should allocate 
an appropriate amount of time for studying that is tailored to their specific needs.  Examinees 
are recommended to refer to the Information on Examination Papers and Examination Sylla-
bus (Appendix 1 of the Examination Handbook) for the number of multiple-choice questions 
on each syllabus topic number.  

For full details of the cognitive requirement, learning outcomes, topic headings and subtopics 

etc, examinees should refer to the Examination Syllabus (Appendix 1 of the Examination 

Handbook) and the Syllabus - Descriptive Content Coverage (Annex of the Study Guide).

Topics
Teaching 

Hours
Topic 

Reference*

1 Life Insurance Policy analysis

Analysis of Investment-linked policy 6
21a; 21c; 24a; 
25

Analysis of Life insurance policy 6
21a; 21c; 24a; 
25

2 Life Insurance Planning

Choice of life risk protection for Individuals 8 20a; 24a; 26

3 Property and Liability Insurance Planning

Exposure to property and liability risks 4 9d, 20b; 20c; 23; 
24a; 24c; 24d

4 Business use of insurance

Provision of employee benefits 4 24a; 72

Business insurance 4 19d; 20d; 23; 
24a; 73

5 Comprehensive Insurance Planning

Public Insurance (Social insurance) 2 71

Risk management recommendation 6 19a; 24a; 25

40

* Topic number as per Syllabus - Descriptive Content Coverage (Annex of the Study Guide).
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RECOMMENDED/SUPPLEMENTARY READINGS 

Fundamentals of Risk and Insurance, John Wiley
Rejda, George E., Principles of Risk and Insurance, latest edition, Addison-Wesley
Insurance Intermediaries Quality Assurance Scheme Study Notes for the Principles and Prac-
tice of Insurance Examination, Insurance Authority, Hong Kong, latest edition, Ch 3, 6 & 7
Insurance Intermediaries Quality Assurance Scheme Study Notes for the General Insurance 
Examination, Insurance Authority, Hong Kong, latest edition, Ch 1 & 2
Insurance Intermediaries Quality Assurance Scheme Study Notes for the Long Term Insur-
ance Examination, Insurance Authority, Hong Kong, latest edition, Ch 1, 2, 3 & 4
Insurance Intermediaries Quality Assurance Scheme Study Notes for the Investment-linked 
Long Term Insurance Examination, Insurance Authority, Hong Kong, latest edition, Ch 1 & 3
Insurance Companies Ordinance

EXERCISE QUESTIONS

Exercise questions is provided (next page) to help candidates to review and comprehend the
chapter materials.  They are not intended to be practice examination questions and may NOT 
fully reflect the cognitive level of questions of the CFP Certification Examination.   For refer-
ence purpose, the exercise questions are also supplemented by the corresponding suggested 
answers (following Part Y3 of this Essential Reading section).     
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PPart Y22  
EXERCISE QUESTIONS

Q01

After paying a visit to a friend who is suffering from critical illness, Mr. Smith is worried about 

the enormous amount of medical expenses in case the same thing happens to him.  To deal

with this, he is thinking about the following risk management techniques: 

A. Start to save some money for medical purpose and doesn’t buy any medical insurance 

at all because it should not be so unlucky to catch a major illness in coming years. 

B. To buy a medical insurance policy with a policy limit of HK$250,000 per disability, no 

deductible and co-insurance provision. 

C. To buy a major medical insurance policy with the policy limit of HK$1,000,000 per disa-

bility. Deductible could be selected from the range of HK$1,000 to HK$50,000 and 80% 

or 90% co-insurance are also available. 

Discuss the risk management techniques above for Mr. Smith who has dependents but not 

much assets on hand.  Which technique will you recommend? 

Q02

Johnson is a dentist. Lately he is facing a lawsuit in relation to a patient charging him of being 

negligent.  Although he claims innocent, the burden of proving his exercise of due care is now 

rested on him despite the fact that it should usually fall on the plaintiff. Explain what is the 

legal doctrine related to the case and how this legal doctrine applies to this situation here. 
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Q03

Herbert, a life insurance agent of the XYZ Life Insurance Company.  He has worked with the 

company for 5 months before his contract was terminated by the company due to unsatisfac-

tory business result he brought to the company.  Herbert keeps the company’s business tools 
such as application forms, sales illustration software and other sales materials even after he 

left the company.  Right before the company terminated his access right to the sales illustra-

tion software, Herbert conducted a presentation to a client in the name of XYZ using the com-

pany’s software, and has successfully asked the client to sign an application and pay an initial 

premium in cash.  Is XYZ Life Insurance Company liable for the loss to the client? Explain. 

Q04

Peter took out a Pleasure Craft Policy on his on his watercraft and applied extended coverage 

for the outboard motor on actual cash value basis.  An accident happened earlier and the 

motor was totally damaged.  With original cost of the motor equals $20,000 and the replace-

ment cost of $18,000, how much should the insurer indemnify Peter if a depreciation rate of 

20% is applied?

A. $20,000

B. $18,000

C. $16,000

D. $14,400
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Q05

Shown below is an inventory summary of a retail shop last year:

Min value in stock Max value in stock

1st quarter $380,000 $420,000

2nd quarter $100,000 $250,000

3rd quarter $470,000 $600,000

4th quarter $280,000 $350,000

Average $307,500 $405,000

The owner forecasts the maximum value in stock this year will increase 10%.  The owner is 

highly risk averse; suggest the sum insured to be taken out on the inventory?

A. $445,500

B. $307,500

C. $660,000

D. $517,000

Q06

Ken works part-time at a pizza delivery.  Last week while Ken was driving to deliver pizza in a 

hurry, he failed to follow road safety rules and accidentally crashed into another sports car. 

The injured driver of the sports car can sue the owner of the pizza delivery based on the prin-

ciple of:

A. Product Liability

B. Contractual liability

C. Absolute liability

D. Vicarious liability

Q07

Grace is the owner to several boutiques.  She purchased Retail Shops Packaged Insurance 

policy, in which all employees are insured under Fidelity Guarantee coverage with a limit of 

$100,000.   Grace discovered that one of the shop managers, Ivy, had embezzled $30,000 

from the shop.  Ivy explained that the money was taken to save her son who had been threat-

ened with bodily harm.  Out of sympathy, Grace agreed not to report the embezzlement to 

police nor the insurer, but required Ivy to repay the money shortly. Last week, Ivy stole 

$50,000 cash from the shop again and Grace lost contact with her since then.  What is the 

liability of the insurer, if any, for the loss? Explain. 
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Q08

Martha purchases a retail shop packaged commercial insurance policy for her boutique, 

which covers the following for business interruption:

Cover Max Limit

loss of income for a period up to 12 months resulting from 

business interruption following damage to Contents by in-

sured event.

$1,000,000

Additional Benefits

Professional Accountant’s fees (per event) $50,000

Denial of access (per event)             excess – 48 hours $50,000

Failure of public utilities (per event)       excess – 48 hours $50,000

Martha’s boutique caught a fire last month.  A professional auditor is hired, at a fee of $20,000, 

for investigation and verification of the loss of income.  It is expected that the shop’s operation 

will suspend for 3 months, and the shop’s estimated annual net profit before Tax is $ 
1,600,000.  Indicate the extent, if any, of the insurer’s obligation to pay Martha’s business 
interruption. Indicate the assumption used in your calculation.

Q09

John purchased a brand new car 8 years ago.  The car was a top model at that time and was 

priced at HK$900,000, the same car costs only $250,000 today.  He took out a comprehen-

sive private car insurance policy with a sum insured of $300,000 and $1,000 medical expens-

es coverage.   The excess for the damage to the insured car is $5,000 and for 3rd party prop-

erty damage is $5,000.   There is no excess for 3rd party injury. Last month while driving his 

car, John took a wrong lane and collided with another car. Repair costs to his car and the 

counterparty’s car amount to $100,000 and $80,000 respectively.  Medical expenses for him 

and the counterparty are $30,000 and $50,000 respectively.  If depreciation of John’s car is 
considered $15,000, how much in total will be paid by the insurer? 

A. $211,000

B. $206,000

C. $205,000

D. $201,000
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Q10

Eddie, age 40, is a lecturer who earns $30,000 monthly. He is seriously injured in a car acci-

dent and is expected to be off work for at least one year. He has a guaranteed renewable 

disability income policy, which pays $20,000 per month under Total Disability until age 65 for 

accidents and sickness after a 180-days waiting period. Following this car accident, can Ed-

die’s insurer cancel his Disability Income insurance policy or increase his premiums? Explain 

your answer.

Q11

Peter, age 45, is married to Liza, age 35.  Liza is a full-time housewife taking care of their 2-

year-old son.  Peter is planning to take out a life insurance policy which can pay off his mort-

gages and funeral expenses in case he dies prematurely. The policy should also provide a

regular income to support the family’s living expenses until his son becomes financially inde-

pendent at the age of 22.  Which one of the following policies best fit Peter’s need?

A. Joint mortgage protection policy.

B. Family income policy.

C. Family maintenance policy.

D. Family protection policy.

Use the following information to answer Q12 to Q13

Salina, age 29, wants to start a plan to fund university education and include juvenile critical 

illness and accident protection in one policy for her one year old child. She wants to send her 

child overseas for tertiary education and found that the tuition fees for an average university in 

USA already amount to US$18,000 per semester. Assume Salina is categorized as with “me-

dium risk tolerance” and can afford to save $3,000 per month.
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Q12

Compare the selection among juvenile insurance, traditional endowment, bank deposits and 

mutual fund for Salina to set up her plan.

Q13

Among the form of term life, limited payment whole life or Investment-linked policy, which 

form of juvenile insurance plan fits her best? Assume her child will need to use the fund at 

age 18.
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Use the following information to answer Q14 to Q17

Regina, age 62, is a retired teacher. Last week while she was in the bank renewing her fixed 

dollar deposit, her wealth manager recommended to her the following Savings Insurance plan 

as an alternative to her deposit.   

Savings    Insurance 

plan
Fixed Deposit

Sum insured $120,000 N/A

Lump sum payment $100,000 $100,000

Maturity 6 years

One year (to be re-

newed every year for 

6 years)

Annual interest rate N/A 0.15%

Guaranteed cash value $120,000 N/A

With current 4.25% annual interest rate 

for dividends accumulation, the total 

dividends accumulated 6 years later is:

$30,000 N/A

Total amount 6 years later is: $150,000 $100,903

Q14

What type of life insurance policy does this Savings Insurance plan belong to?

Q15

Calculate the effective annual rates of return of this Savings Insurance plan until maturity. 
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Q16

Elaborate the difference of the rate of return between a fixed deposit and a life insurance poli-

cy. 

Q17

Under what circumstances will this Savings Insurance plan be better than the fixed deposit? 
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Use the following information to answer Q18 to Q19

Peter, age 60, has no dependent and owns a rental property which generates a monthly rent-

al income of $10,000.  Peter plans to take out an immediate annuity plan to generate extra 

income to support his retirement living.  For every $1,000 annuity purchased, it can generate 

a fixed monthly income of $6 for life.  To finance the purchase, Peter is thinking of cashing out 

his $300,000 MPF account by declaring early retirement, and withdrawing the shortfall from

his unit-linked insurance policy for cash.  The unit-linked insurance policy has a sum insured 

of $1,000,000 and a cash value of $540,000.  There is no surrender to be imposed on with-

drawal. 

Q18

How much should Peter withdraw from his Unit-Linked insurance policy in order to maintain 

his monthly expenses of $15,000? 

Q19

As the financial planner of Peter, would you advice Peter to surrender his policy instead? Ex-

plain. 
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Use the following information to answer Q20 to Q23

Connie, age 35, works in a large trading company as an accounting manager earning 

$300,000 annually.  Connie is a single parent living with her 5 year-old son in a small rental 

flat.  Saving has never been easy for Connie who spend almost all her salaries, she decided 

to start saving in order to accumulate fund for her son’s university education.  Besides educa-

tion concerns, Connie would like to own a flat someday, and is concerned about the living of 

her son in case she dies prematurely.   

Connie then talked to a financial planner about her current situation.  She told the planner that 

she is an occasional smoker, knows nothing about insurance and has very limited budget for 

it. The planner conducted a risk profiling on Connie and found that Connie’s risk preference 
category is medium.  

The following are the products available from the financial planner’s company.
Five years renewable and convertible term life policy

Whole life policy paid up at age 65

Ordinary whole life policy

Universal life policy

Investment-linked whole life policy

Investment-linked endowment policy

Investment-linked annuity policy

Q20

Consider the sole need for protection of Connie’s son when she dies prematurely, which one 
of the above policies best meet her needs? Explain.
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Q21

Which policy above best meets the sole need of accumulating a college education fund for 

Connie’s son? Explain.

Q22

Which policy above best meet the sole need of accumulating money for a down payment on 

buying a flat? Explain.



STUDY GUIDE for CFP CERTIFICATION ESSENTIAL READINGS
PART Y2 Insurance Planning and Risk Management

Copyright © 2024 IFPHK All rights reserved IV - 111 2024

Q23

Which policy above best fit Connie’s overall needs if budget allows? Explain.

Q24

Gregory, age 45, is an engineer working for the government.  He lives with his wife, Susan, a 

full-time housewife, and their young kids.  Being a civil servant, Gregory and his family mem-

bers enjoy medical benefits from the government-operated hospital at a very low cost. How-

ever, medical expenses incurred with private hospitals are not covered.  Gregory has no in-

surance coverage and is concerned about health care protection of his sons. 

Needs analysis shows that Gregory would need a life protection of $3,500,000 on himself.  

Taking out a whole life insurance policy of the amount as calculated by the needs analysis 

would drain up his budget on insurance cover.  Advise Gregory on his other insurance needs 

and explain the rationales behind. 
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Q25

Bruce took out a cash value life insurance policy 12 years ago, with premium payment paid 

through Autopay arrangement.  Bruce recently found that 6 of his monthly premium payments 

were overdue, for the balance in his bank account was too low to cover the payments.  After 

enquiring with the insurance company, Bruce is glad to know that the insurance policy was 

taken out with ______________ provision; otherwise the policy would not be still in force.  

A. Incontestable

B. Automatic Premium Loan

C. Grace Period

D. Reinstatement

Q26

Anna took out an investment-linked insurance policy on her husband’s life 16 months ago and 

named herself the beneficiary. The death benefit of the policy equals to $1,000,000 sum in-

sured plus cash surrender value. Anna’s husband committed suicide last month.  Anna was 
later told by her insurance agent that the death benefit will not be paid in full.  Explain what 

will be the most possible reason for such decision.  

Given the following figures, what is the expected payout from the policy? 

Account value at that moment $9,535

total premium paid $30,000

- policy charges $18,000

- purchase funds $12,000
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Q27

Elaine, age 36, is single with no dependent, she lives by herself on monthly income of 

$15,000 with very low level cash reserve for emergency. Elaine has been laid off recently and 

expects herself stay unemployed for at least one year due to the bad economy.  Elaine has 

taken out a 30 year payment whole life policy 10 years ago for retirement purpose. With the 

following information, explain the possible options to Elaine in such circumstances.  

monthly premium $4,000

death benefit account value 101%

account value $500,000

Q28

Clara, age 45, took out a life policy ten years ago with a sum insured of $1,000,000.  Death 

benefit of the policy equals to the sum insured plus cash value.   In addition, a dread disease 

coverage equals to 50% of the sum insured on accelerated benefit basis, and a medical ex-

penses coverage of $200,000 per disability were added to the policy.   Clara was recently 

diagnosed a serious cancer covered by the dread disease coverage.  She became hospital-

ized and the eligible medical expenses incurred were $300,000.   Unfortunately, she passed 

away shortly after successfully receiving compensation from her policy riders.  If the cash 

value of her policy is $100,000 at the time of her death, what should be the total amount pay-

able to Clara and her beneficiary? 

A. $1,900,000

B. $1,500,000

C. $1,400,000

D. $1,300,000
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Q29

Sabrina, age 37, is a brand manager of a famous high fashion company.  She lives in a nice 

serviced apartment paid by her company’s housing allowance.  Sabrina is risk averse and not 

interested in tracing the stock market.  Sabrina has no dependent hence she never takes out 

any insurance policy. Advice Sabrina on her insurance needs. 

Q30

Peter is married to Rebecca with two children, Jimmy and Susie.  The couple runs a restau-

rant which provides stable income to the family.  Peter and Rebecca agree to each other that, 

if one of them dies, the surviving one will continue to own and run the restaurant. Upon death 

of the surviving spouse, the restaurant will then pass to Jimmy.  To be fair to Susie, a life in-

surance proceeds equal to the business value of the restaurant should be provided to Susie. 

Which one of the following types of life insurance should the couple take out?

A. First-to-die joint life insurance

B. Second-to-die joint life insurance

C. Juvenile insurance

D. Key-person insurance
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Use the following information to answer Q31 to Q32

Connie decides to take out an ordinary whole life insurance policy, and her financial planner 

presented to her the following sales illustrations from two different insurance companies:

Plan A from Insurer A Plan B from Insurer B

Rating

Standard & Poor’s AA- A+

A.M. Best A+ N/A

Moody’s Aa3 A1

Sum insured US$40,000 HK$468,000

Annual Premium US$807.60 HK$11,302.26

Total cash value at age 18 US$21,324 HK$297,614

Q31

Since life insurance policy represents a long-term promise on the part of the insurer. The fi-

nancial strength of the insurer is very important and it is the first consideration of Connie. 

Based on the above information, which insurance company should be recommended to Con-

nie? Explain.

Q32

Based solely on the average annual rate of return, which plan should be recommended to 

Connie if she expects her child will go to university at age 18? Show your steps of calculation.

Describe the advantage and disadvantage of using a whole life insurance policy as a savings 

tool for college fund.
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Use the following information to answer Q33 to Q35

Plan A from In-

surer A

Plan B from In-

surer B

Sum insured $1,000,000 $1,000,000

Annual Premium $11,445 $6,375

Without considering interest accumulation, total 

dividends at age 65
$185,000 $49,500

Considering 4.25% annual interest rate for divi-

dends accumulation rate, total dividends with in-

terests at age 65

$380,482 $71,800

Guaranteed cash value at age 65 $284,130 $154,000

Q33

Show the detailed steps of calculating the net costs of Plan A and Plan B using Traditional 

Net Cost method. Briefly explain the major defect of using this method to compare costs of 

two different whole life insurance plans.

Q34

Show the detailed steps of calculating the net costs of Plan A and Plan B using Surrender 

Cost Index method.  What is the major difference between Traditional Net Cost method and 

Surrender Cost Index method?
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Q35

Show the detailed steps of calculating the net costs of Plan A and Plan B using Net Payment 

Cost Index method. Under what circumstance should Connie prefer Net Payment Cost Index 

to Surrender Cost Index in comparing the costs of two whole life insurance plans?

Q36

The Comprehensive Social Security Assistance Scheme is designed to bring income of those 

in need up to a prescribed level to meet their basic needs. Explain why the social security 

scheme in Hong Kong is not a social insurance.
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Q37

Nancy is the owner of a consulting firm that has 5 employees. The only employee benefit be-

yond the statutory employee benefits is group medical insurance. Employees can be reim-

bursed of 80% of their medical bills up to $200 per one outpatient visit. As the company’s 
profits have substantially decreased, Nancy would like to control the cost of the group insur-

ance providing. Which of the following action(s) is/are useful in controlling costs? 

I. Increase deductibles/co-insurance

II. Add exclusions

III. Decrease waiting period

IV. Set the maximum limit on benefits

A. II only

B. I and III only

C. I, II and IV only

D. All of the above

Q38

Mary reported to her current job 2 months ago.  Two weeks ago she was ill and her doctor 

suggested her to take a leave for 3 days and provided her with a medical certificate.  Out of 

the $250 medical bill, Mary’s employer reimbursed her only $200, she also found out later that

she was not paid for her sick leave. She used to get full paid from her previous employer for 

her medical bill and sick leave. She is puzzled and would like to know the possible reason for 

not being paid in full for her bill and her sick leave days for she has already accumulated suf-

ficient number of paid sickness day. 
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Q39

Siti, an Indonesian domestic helper, has worked for Charles’ family for 5 years and 11 months 

already. On renewal of the employment contract, Siti rejected to renew the contract since she 

planned to go home and get married before getting too late.  Since Charles did not terminate 

the contract, is he required by law to pay Siti her long service payment? Siti has accumulated 

14 annual leave days, can she leave 16 days prior to the contract date, with salary fully paid 

till the contract ends? 

A. Yes, Yes

B. Yes, No

C. No, Yes

D. No, No

Q40

Sam is a hair dresser and is now planning to set up his own hair salon as a sole proprietor.

He has no dependents and does not care about whether the shop is winded up in case of his 

premature death. Besides, he does not plan on applying for any business loan. A friend of 

Sam told him that he should take out a keyman insurance policy. What could be the purpose, 

if any, of Sam buying keyman insurance? 

A. To strengthen the confidence of suppliers

B. To ensure smooth business succession 

C. To compensate for the loss of goodwill in case of his premature debt

D. To repay his company’s loan in case of his premature death

Q41

Adrian, Bob and Carl own a partnership company. Adrian owns 20% of the business interest 

while Bob and Carl each own 40%. They all agree that it is better to set up a buy-sell agree-

ment while they are all alive so that in case any partner dies prematurely, the survivor part-

ners will buy out the deceased partner’s business interest from their estate inheritor at a fair 

market value. They choose cross purchase life insurance plan to fund the buy-sell agreement. 

If the fair market value of the company is $9,000,000, what should be the face amount of 

Bob’s life insurance policy for the life of Adrian? 

A. $3,000,000

B. $1,800,000

C. $1,500,000

D. $900,000
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Q42

If an insurance contract is obtained through fraud, misrepresentation or mistake, it will result 

in a(n):

A. executed contract.

B. valid contract.

C. void contract.

D. voidable contract.

Q43

Suppose Jason had effected a whole life policy on the life of her wife, Eva.  The couple di-

vorced after 2 years of marriage, and Eva died some years later. When Jason presented a 

claim to the insurer, the latter discovered that at the time of the Eva’s death, they were no 

longer in the relationship of husband and wife. 

Jason _________ insurable interest in the life of Eva at the time of her death, this 

___________ disqualify him for the death benefit.

A. had ; will

B. had ; will not

C. had no ; will

D. had no ; will not

Q44

Charmaine purchased a set of studio lighting equipment for $1,400,000 and insured it on an 

actual cash value basis. At the time the studio was damaged by a covered peril, the lighting

equipments were 40 percent depreciated. The replacement equipment set will cost 

$1,500,000. Assuming no deductible, how much will Charmaine collect from her insurer?

A. $900,000

B. $940,000

C. $1,400,000

D. $1,500,000

Q45

Winston and his wife Vera jointly own a vacation flat at $4 million. Winston purchased a $3

million property insurance policy on the flat. Unaware that Winston had purchased this cover-

age, Vera purchased a $1.5 million property insurance policy on the flat. While both policies 

were in force, a $1.2 million covered loss occurred. The insurers agreed to settle the claim pro 

rata on the sum insured. What is each insurer’s liability? 

A. Winston’s $738,462; Vera’s $461,538
B. Winston’s $800,000; Vera’s $400,000
C. Winston’s $900,000; Vera’s $300,000
D. Winston’s $900,000; Vera’s $562,500
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Q46

In insurance contracts, the legal concepts of waiver and estoppel can be applied to which of 

the following laws/doctrines?

I. The law of agency.

II. The doctrine of concealment.

III. The doctrine of misrepresentation.

A. I and II only

B. I and III only

C. II and III only

D. I, II and III

Q47

The gross premium and pure premium of a life insurance policy is $1,400 and $1,000 respec-

tively, calculate the expenses ratio.

A. 28.6%

B. 40.0%

C. 60.0%

D. 71.4%

Q48

Given the following mortality and a discount rate of 6% per year, compute the one-year term 

rate for ages 31-35 per every $1,000 sum insured.

Age Number Alive Number Dying

30 1,000,000 1,650

31 998,350 1,700

32 996,650 1,800

33 994,850 2,000

34 992,850 2,250

35 990,600 2,600

36 988,000 3,000
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Q49

Given the same mortality and discount rate, compute the net single premium for a five-year 

term policy at age 31.

Q50

Given the same mortality and discount rate, compute the net single premium for a five-year 

endowment policy at age 31.
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PPart Y33  
TTax PPlanning  aand Estate Planning  

Candidates are expected to be equipped with regulatory and legal concepts of taxation in HK, 
knowledge of the principles and practices of taxation for planning and decision-making, the 
knowledge of the estate planning process, various tools used in estate planning and the major 
issues in estate planning and its application in personal financial planning.

As candidates progress in the CFP Certification Education Program and acquire more ad-
vanced and specific knowledge in other disciplines such as Insurance Planning, Risk Man-
agement, Investment Planning and Asset Management, they should then be able to apply all 
these knowledge to construct comprehensive financial plans.

After successfully completing this program, candidates should be able to:

- Collect the quantitative information required to develop strategies for tax planning and 
estate planning.

- Collect the qualitative information required to develop strategies for tax planning and 
estate planning.

- Consider potential opportunities and constraints to develop strategies for tax planning 
and estate planning.

- Assess information to develop strategies for tax planning and estate planning.

- Synthesize information to develop and evaluate strategies for tax planning and estate 
planning.

In terms of financial planner professional skills, candidates should be able to:

- Identify the client’s objectives, needs and values that have financial implications for tax 
planning and estate planning.

- Identify the information required for the financial plan addressing needs for tax planning 
and estate planning.

- Identify material changes in the client’s personal and financial situation that have finan-
cial implications for tax planning and estate planning.

- Prepare information to enable analysis for tax planning and estate planning.

- Consider opportunities and constraints to develop strategies for tax planning and estate 
planning.

- Assess collected information to develop strategies for tax planning and estate planning.

- Develop strategies for tax planning and estate planning.

- Evaluate advantages and disadvantages of each tax planning and estate planning
strategy

Candidates should be able to apply mathematical methods or formulas as appropriate.
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Shown below the course plan for CFP Certification Education Program (course 3: Tax Plan-
ning and Estate Planning).  The below recommended teaching hours is for broad indicative 
reference only.  Candidates must bear in mind that taught hours and self-study hours are very 
different in nature and should not therefore be equated.  Candidates should allocate an ap-
propriate amount of time for studying that is tailored to their specific needs. Examinees are 
recommended to refer to the Information on Examination Papers and Examination Syllabus 
(Appendix 1 of the Examination Handbook) for the number of multiple-choice questions on 
each syllabus topic number.  

For full details of the cognitive requirement, learning outcomes, topic headings and subtopics 

etc, examinees should refer to the Examination Syllabus (Appendix 1 of the Examination 

Handbook) and the Syllabus - Descriptive Content Coverage (Annex of the Study Guide).

Topics
Teaching 

Hours
Topic 

Reference*

1 Overview of HK Taxes for Individuals

Hong Kong Tax System 2 53; 55c; 55d

Hong Kong Taxation Laws and Tax administration 1 52; 60

2 Individual Income Tax 

Salaries Tax 6 50; 51; 55a

Property tax 2 50; 55b

Profits tax 4 50; 57

Tax Planning Basics 3 54; 59e

Tax Management 2 56; 59a-d

3 Estate Planning Basics

Overview of Estate Planning 2 74

Legal requirements (probate) 3 78; 84

Administration of the Estate 2 78

4 Estate Planning Instruments

Wills 3 74b; 76

Trusts 3 81

Alternative estate planning tools 3 83; 85

Planning for incapacity and special topics in estate 
planning

2 80; 86; 87

Beneficiary Consideration 2 74f

40

* Topic number as per Syllabus - Descriptive Content Coverage (Annex of the Study Guide).
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RECOMMENDED/SUPPLEMENTARY READINGS 

Employee Benefits and Estate Planning, IFPHK/John Wiley & Sons 
Taxation in Hong Kong: A Practical Guide, Wong & Wong, Wolters Kluwer (HK)
Ho, Patrick, Hong Kong Taxation and Tax Planning, latest edition, Pilot Publishing Co. Ltd.
Dora Lee & Ho Chi Ming, Advanced Taxation in Hong Kong, latest edition, Longman
Guide to Completion of Tax Return. Inland Revenue Department
Departmental Interpretation & Practice Note (DIPN) http://www.ird.gov.hk
Stamp Office Interpretation & Practice Note (SOIPN) http://www.ird.gov.hk
Inland Revenue Board of Review Decisions http://www.ird.gov.hk
Hong Kong Tax Cases http://www.ird.gov.hk
Department of Justice, HKSAR http://www.doj.gov.hk
Inland Revenue Ordinance (IRO) Chapter 112 (Selected Sections) (IRD)
Inland Revenue Rules Chapter 112A (Selected Sections) (IRD)
Stamp Duty Ordinance Chapter 117 (Selected Sections) (SD)
Wills Ordinance
Intestates’ Estates Ordinance

EXERCISE QUESTIONS

Exercise questions is provided (next page) to help candidates to review and comprehend the 
chapter materials.  They are not intended to be practice examination questions and may NOT 
fully reflect the cognitive level of questions of the CFP Certification Examination.    For refer-
ence purpose, the exercise questions are also supplemented by the corresponding suggested
answers (following Part Y3 of this Essential Reading section).     

Acknowledgements to Mr. Tak Wong for volunteering to write questions and answers on es-
tate planning part.
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PPart Y33  
EXERCISE QUESTIONS

Q01

John is a Marketing Director of a Hong Kong toy company who earns a monthly salary of 

HK$100,000.   To promote their products, John is required to participate in various exhibitions 

in China for 5 days per month, for the rest of the time John will work in Hong Kong.  Under 

salaries tax, what is the John’s monthly taxable income?

A. HK$0.

B. HK$100,000 x 5/30.

C. HK$100,000 x 25/30.

D. HK$100,000.

Q02

Leo is a Hong Kong resident carrying on a fung shui consultancy business in Hong Kong in 

form of a sole proprietor.  On 1 May 2011 Leo received an order from a client from Mainland 

China for fung shui consultancy service in respect of his apartment in Shanghai.  Leo con-

firmed the order by sending an e-mail from his computer in Hong Kong, and flew to Shanghai 

to render the consultancy service.  The client is very satisfied with Leo’s advice and gave a 

red pocket containing RMB100,000 to Leo before he left Shanghai. What is the Hong Kong 

Salaries Tax implication in respect of the aforesaid sum? 

A. The sum is taxable because Leo is a Hong Kong resident.

B. The sum is taxable because the order was received and confirmed in Hong Kong.

C. The sum is non-taxable because the relevant service was rendered outside Hong Kong.

D. The sum is non-taxable because the sum was received outside Hong Kong.

Q03

Kevin received a salaries tax assessment from the Inland Revenue Department [“IRD”] on 15 
May 2011 and found that the IRD did not grant to him the dependent parent allowance in re-

spect of his father while he is qualified to have such grant.  In order to protect his interest, 

Kevin should: 

A. lodge an objection against the tax assessment.

B. pay HK$12,000 to his father.

C. elect personal assessment instead.

D. ask his wife to claim the allowance.
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Q04

Mary is a Hong Kong resident, 65 years old.  Mary is retired and her living is supported by the 

following income:

Dividend income from Hong Kong listed share.

Rental income from letting of property located in Macau.

Interest income from fixed deposit placed with a bank in Hong Kong.

Which one of the following statements concerning the Hong Kong tax consequence of the 

above income is correct? 

A. Dividend income is onshore and subject to Hong Kong Profits Tax because it is distrib-

uted from Hong Kong listed share.

B. Rental income from property letting is subject to Hong Kong Property Tax because 

Mary is a Hong Kong resident.

C. Interest income is subject to Hong Kong Interest Tax because it is arising from a Hong 

Kong deposit.

D. Rental income from property letting is offshore and not subject to tax in Hong Kong.

Q05

Jimmy is a Hong Kong resident earning income from a Hong Kong employment subject to 

Salaries Tax.  On 1 January 2011, Jimmy was promoted to regional sales manager who is 

required to attend meetings with customers both in Hong Kong and China.  On 10 November 

2011, Jimmy realized that he has stayed and worked in China for 95 days.

Advise Jimmy on his tax consequences and filing obligations both in Hong Kong and in China. 
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Q06

Bob is a single who resided in Canada. The job recruitment advertisement posted by Bamboo 

Limited hiring a Marketing Director based in Hong Kong caught Bob’s attention.  Bob filed his 

application and left Canada on 1 March 2011 to attend an interview with Bamboo on 5 March 

2011 in Hong Kong.

On 15 March 2011, Bob received the job offer by Bamboo Limited with the following employ-

ment terms:

Employment service to be rendered wholly in Hong Kong

Initial term of 3 years starting on 1 April 2011, renewable.

Annual salary of HK$600,000, payable on a 12-month basis.

A sign-on bonus of HK$100,000, payable on 30 April 2011 if Bob accepts the employment 

letter before 25 March 2011.

Monthly rental allowance of HK$20,000.

Monthly car allowance of HK$10,000.

Bob is considering other costs of living in Hong Kong before he decides to take up the offer.  

He expects rental expenses of approximately HK$30,000.    On transportation, he plans to 

buy a sport car which on average will cost him car park rental of HK$4,000 and petrol ex-

penses of HK$6,000 monthly.

Apart from basic allowance, Bob is not entitled to any allowance or deduction under Salaries 

Tax.

Compute Bob’s Salaries Tax liability for the year of assessment 2011/12 if he accepts the 

above employment terms on 25 March 2011.

Suggest tax planning ideas, like remuneration repackaging that can reduce the aforesaid Sal-

aries Tax liability?

Compute Bob’s Salaries Tax liability for the year of assessment 2011/12. 
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Q07

Lawrence, single, a Hong Kong resident who owns a commercial property located in Shatin 

for letting purposes.  The purchase of the property was financed by a mortgage loan with an

interest of HK$8,000 per month on average.  The rates for the property is HK$1,000 per quar-

ter.

On 1 April 2011, Lawrence leased the aforesaid property to Mary under a 5 years lease at a 

monthly rental of HK$20,000 plus a lump sum premium of HK$360,000.

Compute the Property Tax liability for Lawrence for the year of assessment 2011/12.

In view of reducing tax liability, is there any measures Lawrence can take?

Q08

Peter is the landlord of an apartment located at North Point.  On 1 June 2011 Peter entered 

into a lease agreement with Wang (a resident of the Mainland China) letting him the apart-

ment at a monthly rental of HK$20,000.  The lease agreement is prepared by a lawyer from

the Mainland China and signed in Shenzhen.  Wang resides in Shenzhen.  The North Point 

apartment is for is occasionally stay in Hong Kong.  Under Property Tax, what is the monthly 

assessable value of the apartment? 

A. HK$0.

B. HK$2,000

C. HK$10,000

D. HK$20,000.
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Q09

Henry, a Hong Kong resident, started his sole proprietorship business on 1 September 2011.  

Henry adopted 31 December as the accounting year-end date of his business, but is unsure 

whether to close the first accounting period on 31 December 2011 or 31 December 2012.   It 

is expected that on average the monthly taxable profit of the business is HK$25,000.

Assuming Henry has no other assessable income since 2011, advise him the tax conse-

quences for closing his books on 31 December 2011 and 31 December 2012.  To mitigate the 

tax payable, which date is preferable? Explain. 
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Use the following information to answer Q10 to Q16

Fiona is 26 years old, single and residing in Hong Kong.  She is a nurse working for a clinic 

located in North Point.

Fiona received a Tax Return – Individuals for the year of assessment 2010/11 on 2 May 2011.  

Fiona completed it in the following manner:

She reported the employment income from her full-time job of HK$500,000, but deliber-

ately omitted the employment income from her part-time job of HK$100,000.

She claimed traveling expenses from home to work of HK$20,000 as deductible.

She claimed the annual subscription payment to a celebrity’s fan club of HK$100 as de-

ductible charitable donation.

She claimed dependent parent allowance in respect of her mother.  In fact her mother has 

passed away for years.

Fiona received the 2010/11 tax assessment on 15 August 2011, with 2010/11 final tax bal-

ance due at the amount of HK$3,123 and 2011/12 provisional tax payable ofHK$45,103.  The 

total tax payable of HK$48,226 is due for payment on 15 December 2011.

Fiona lodged a holdover of provisional tax on 20 August 2011 with the IRD on the basis that 

her estimated employment income for 2011/12 will only be HK$100,000 because she claimed 

that she has suffered from mental illnesses since 1 April 2011 and therefore was unfit for work.  

In fact Fiona has changed her job on 1 April 2011, working for a new employer David who is a 

physiologist.  Fiona agreed with David that the she is willing to work overtime without pay on 

condition that David will not report her monthly salary of HK$50,000 in the Employer’s Return.
Without full knowledge of the situation, the IRD approved the holdover application on 5 Sep-

tember 2011.

Q10

What are the offences committed by Fiona when she filed her Tax Return – Individuals for the 

year of assessment 2010/11? 
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Q11

Assuming the IRD adopts the “Assess First Audit Later approach” (i.e. calculate the tax payable wholly 
according to the Fiona filed return without investigation) in issuing the tax assessment, compute the 

amount of 2009/10 provisional Salaries Tax paid by Fiona. 

Q12
Advise the procedures for lodgment of the holdover of Fiona’s provisional tax for 2011/12.
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Q13
What are the obligations under the IRO imposed on David in respect of the employment of 
Fiona?

Q14
Comment on whether the arrangement between Fiona and David is tax avoidance or tax eva-
sion.
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Q15
Advise a possible situation of which the IRD can uncover the above arrangement.

Q16
As the financial planner of David, provide constructive advice to him on how to rectify his posi-
tion.
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Q17

List the common errors in estate planning that may drastically affect the estate plan.  .

Q18

Which of the following is/are function(s) of the residuary clause of a will?

I. It covers the remaining assets in the estate not covered by any other dispositions in 

other parts of the same will.

II. It names the executor of the will.

III. It revokes all prior testamentary dispositions or wills of the testator.

IV. It is a codicil of the will.

V. It enables the named residuary beneficiary(ies) to receive the residuary estate of the 

testator.

A. I and II only

B. I and V only

C. II, III and IV only

D. II, IV and V only
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Q19

David is drawing up his own will.  What are the major contents to be included in the will? How 

will the will-status be affected if the will is written by David alone? 

Q20

Jonathan is getting married next month.  He has a will which was drawn few years ago, but 

heard that the will will be automatically revoked upon marriage.  Explain to Jonathan about his 

position.  List the situations when a will is generally revoked. 

Q21

Which of the following are the usual reasons to change a will?

I. After a marriage 

II. After the 1st year of making the will. 

III. After a divorce.

IV. After the death of the sole beneficiary or of the beneficiaries.

A. I and III only

B. II and IV only

C. I, III and IV only

D. II, III and IV only
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Q22

Estate Duty has been abolished in Hong Kong in 2006. It is _______ necessary to apply for 

Estate Duty clearance and pay any Estate Duty for death before 11 February 2006.  For 

death afterwards, it is _______ necessary to apply for Estate Duty clearance ______ neces-

sary to pay any Estate Duty.

A. still ; still ; and still 

B. still ; still ; but not

C. still ; not ; nor

D. not ; not ; nor

Q23

Name the THREE types of Grant of Representation.  Explain the conditions where each of the 

three types of Grant of Representation with be granted, with reference to (i) whether the de-

ceased died leaving a valid will and (II) the type of applicant.

Q24

The estate of an intestate will be distributed through the applicable intestate law in Hong Kong.

Which of the following undesirable effect it may have?

I. The estate may go to persons whom the intestate may not want to be his beneficiaries, 

such as the abandoned father.

II. Close non-relatives whom the intestate may wish to make gift will not be able benefit 

from his estate on his intestacy.

III. The estate may go directly to the creditor of the intestate’s insolvent surviving spouse.
IV. The estate may not go to the surviving parent of the intestate.

A. I only

B. I and II only

C. II and IV only

D. II, III and IV only
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Q25

Martha would like to set up a testamentary trust for the use of her 8-year old nephew.  Name 

various questions a financial Planner should raise so as to help Martha to identify and ad-

dress the areas of concern.  

Q26

Which of the following statements about Joint tenancy are generally true?

I. On the death of a co-owner leaving a will, the joint property is outside ambit of the will.

II. On the death of a co-owner leaving no will, the joint property is governed by the intes-

tate law.

III. On the death of a co-owner leaving no will, the joint property belongs to the surviving 

joint tenant.   

IV. The law generally presumes that a property with co-owners is held by the owners as

joint tenancy.

V. On the death of a co-owner, the joint property is still subject to the creditors’ claim of 
the deceased co-owner.

A. I and III only

B. I, II and V only

C. II, III and IV only

D. I, II, III, IV and V
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Use the following information to answer Q27 to Q35

Peter died intestate in a traffic accident last week.   Peter was survived by his wife, Jenny and 

his only child, Paul, (minor) from his prior marriage.  Peter left the following assets, all in his 

sole name:

the matrimonial home in Shatin.  The property worth HK$2 million, and is subject to an 

outstanding mortgage loan of about HK$1 million; and 

HK$200,000 cash in bank 

There are no known debts and liabilities of Peter except for administration cost of his estate, 

in the sum of HK$150,000.  

Q27

Who has the highest priority to apply for the letter of administration of Peter’s estate?

Q28

What kind of grant of representation would be awarded by the Court in respect of the estate of

Peter?
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Q29

What is the approximate value of the residuary estate of Peter? 

Q30

What is the entitlement of Jenny in respect of the estate?

Q31

What is the entitlement of Paul in respect of the estate?
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Q32

If the outstanding mortgage is HKD1.8 million instead, how would the estate distribution be 

affected according to the Intestates’ Estates Ordinance?

Q33

Paul is not satisfied with the distribution as described in last question.  What should he do? 
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Q34

Assuming the residential property was held in the names of Peter and Jenny, how would it be 

devolved?

Q35

Please discuss the financial tools, or otherwise, you would recommend to Peter, for his con-

sideration had he came to you in 2009 for financial planning advice at the time when he had 

assets worth $5 million. 
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Q36

A UK resident, Mr. Benjamin, holds an office of a Hong Kong company as a director.  The 

company is managed and controlled in Hong Kong.  During a year of assessment, Benjamin

comes to Hong Kong once for 59 days attending directors’ meetings. The director’s fee re-

ceived by Benjamin for the year is:

A. liable to Profits Tax

B. liable to Salaries Tax

C. liable to Salaries Tax, pro rata to the number of days working in Hong Kong

D. exempt from all Hong Kong taxes

Q37

Chi Ming is a manager of a medium size trading company with a monthly salary of $30,000.   

The employer provides housing benefit of $10,000 per month to all staff at managerial grade.   

For the year of assessment Chi Ming is awarded with 2-month bonus.  

Calculate the net assessable income for Chi Ming.

Q38

The Inland Revenue Ordinance specifies that, when a taxpayer disputes an assessment 

made upon him, the objection shall first addressed to:

A. the Commissioner of Inland Revenue.

B. the Court of Appeal

C. the Board of Review

D. the Court of First Instance
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Q39

Which of the following are key factors set out by the Organization for Economic Co-Operation 

and Development (OECD) as determinants on whether a jurisdiction is a tax haven?

I. High Political stability.

II. Lack of transparency.

III. No or only nominal taxes.

IV. No or little foreign exchange control.

A. I & IV only

B. II & III only

C. I, II and IV only

D. I, II, III & IV

Q40

In relation to the disposal of an asset, the most important element in differentiate capital gains 

from trading profits under Profits Tax is:

A. reason for sale

B. period of ownership

C. frequency of similar transactions

D. intention at the time of acquisition 

Q41

Which of the following about inter vivos trust is CORRECT?

I. An inter vivos trust must be revocable

II. Inter vivos trust is also known as living trust

III. An inter vivos trust must be irrevocable

IV. Inter vivos trust is also known as testamentary trust

A. II only

B. IV only

C. I & II only

D. III & IV only
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Q42

List the “three certainties” that must be presented before a valid trust can be created.

Q43

Compare and contrast Joint Tenancy and Living Trust as a method of asset transfer upon 

death.

Q44

Andy passed away in a car accident intestate.   Assuming there is no interest to be paid from 

the estate as determined by the High Court, how should his $5 million estate be distributed 

among the following relatives, and only relatives, of Andy?

Bonnie, Andy’s wife, 
Charles, Bonnie’s son from her previous marriage, who is now 30 years old and does 

not live with Andy and Bonnie

Don, Andy’s half-blooded brother

Emily, Andy’s whole-blooded sister

Flora, Emily’s daughter
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Q45

Jason and Martha signed a pre-nuptial marital agreement in Hong Kong before their marriage

10 years ago.  Under the agreement, Martha is entitled to 40% of Jason’s total assets in Hong 
Kong upon divorce or Jason’s death.   The relationship went bad after 5 years and Jason di-

vorced Martha.  After the divorce, Jason drew up a will indicating only 10% of his assets shall 

be distributed to Martha upon his death.

Jason passes away last month.  Under Hong Kong law, what is Martha’s entitlement to Ja-

son’s estate?

A. 10%.  Because the will is drawn after the pre-nuptial marital agreement, it automatically

supersedes the terms in the agreement.

B. 10%.  Because marital agreement is not enforceable in Hong Kong.

C. 40%.  Although the will is drawn after the pre-nuptial marital agreement, it will not su-

persedes the terms in the agreement except explicitly expressed.

D. 40%.  Under Hong Kong laws, marital agreements override estate distribution as stated 

in the Probate and Administration Ordinance.  
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ANSWER TO EXERCISE

PART Y1

Q01 In the swap agreement, Company A will 
pay a fixed interest rate of 6.3% to 
Company C on the notional amount of 
$100 million; and

Company A will receive a floating inter-
est rate of LIBOR + 3% from Company 
C on the notional amount of $100 million.

At the end of each year, 

Company A will pay $100 million x 
6.3% or $6.3 million to Company C;

Company C will pay $100 million x 
(LIBOR + 3%) to Company A; 

Company A will pay $100 million x 
(LIBOR + 3%) to Company B.

By doing so, Company A has fixed its in-
terest payment to $6.3 million per year, 
no matter what the LIBOR is.  

Q02 Raymond is correct except for his un-
derstanding on real average rate of re-
turn.  

There are 2 assumptions behind the 
yield to maturity: 1) the investor will hold 
the bond until maturity; and the coupon 
payments will be reinvested at the yield 
to maturity. Raymond will hold the bond 
until maturity. However, the reinvest-
ment rate of the coupon payment will 
most likely be different from the yield to 
maturity.

Q03 When interest rate increases, bond price 
will decrease and the reinvestment rate 
of the coupon payment will increase. 

When interest rate decreases, bond 
price will increase and reinvestment rate 
of the coupon payment will decrease.

The decrease/increase in bond price 
and the increase/decrease in reinvest-
ment rate do not necessarily offset each 
other. Therefore, there is risk that the 
overall value of the investment will de-
crease.

Raymond should be concerned (even 
though not a big concern) about interest 
rate risk even he is planning to hold the 
bond until maturity. The bond price may 

Q04 The longer the bond’s time to maturity, 
the higher sensitivity of the bond price to 
interest rate changes, and the longer the 
bond’s duration will be. Other factors 
that affect a bond’s duration include 

Coupon rate: The lower the coupon, the 
longer the duration will be.

Yield to maturity: The lower the yield to 
maturity, the longer the duration will be.

Q05 Bond D has the longest duration. For the 
longest duration, look for a bond with the 
lowest coupon rate, the longest time to 
maturity and the lowest yield to maturity.

Bond A has the shortest duration. For 
the shortest duration, look for a bond 
with the highest coupon rate, the short-
est time to maturity and the highest yield 
to maturity.

Q06 Raymond should short Bond D.  Since 
interest rate is forecasted to increase, 
Raymond should short bond. And he 
should short the bond with the longest 
duration, i.e. Bond D. The price of the 
bond with the longest duration will drop 
the most.

Q07 Adding convexity in the calculation of 
bond price change will make the answer 
more accurate than using duration alone.  
Using duration alone will overstate the 
decrease in bond price when interest 
rate increases; and will understate the 
increase in bond price when interest rate 
decreases.

Q08 Raymond should invest 50% in Bond P 
and 50% in bond Q. In other words, he 
should buy $500,000 face value of Bond
P and $500,000 face value of Bond Q. 

Since his liability has a duration of 3 
years, he needs a bond or bond portfolio 
with 3 years duration to immunize him-
self from interest rate change. There is
no 3-year duration bond available. He 
can use the 2 bonds to form a portfolio 
with 3 years duration. Duration of a bond 
portfolio is the weighted average of du-
rations of the bonds in the portfolio. 

3 = (w1 x 1) + [(1-w1) x 5]

w1 = 0.5

w2 = 1- w1 = 0.5  

Q09 Disadvantages of investing in real estate 
properties include:

Higher maintenance cost;

Higher capital requirement;

Depreciation (on the building part);

Higher transaction cost (in terms of 
time, commission and tax)

Low liquidity.
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From the angle of investment portfolio 
management, real estate has distinct
characteristics from stocks as one is a 
real asset generating income and the 
other are just financial assets reflecting 
interest of a company. If the underlying 
companies of the stocks are not closely 
related to properties market such as 
properties agency or developer, they 
have low correlation between each oth-
er. Adding real estate investment into 
such a portfolio will help diversify the 
overall risk. In addition, real estate is a 
good hedge to inflation.

Q10 With mutual fund, one can:

enjoy well diversification with limited 
capital

A typical equity fund will hold over 
20 stocks at any one time. It will re-
quire a large sum of capital for the 
investor to buy all 20 stocks directly. 
With mutual fund, investor can in-
vest with a smaller lump sum or
monthly investment and still enjoy 
the diversification. 

enjoy professional management

While individual investors have no 
time or knowledge to manage the 
portfolio, the fund managers will 
monitor the performance of the 
market and the holdings in the fund
and make all the buy/sell decisions. 

take advantage of dollar cost aver-
aging 

Investors are allowed to invest a 
fixed amount on a monthly basis. 
More units will be purchased when
the unit price falls and vice versa. In 
the long run, investor may enjoy a 
lower average purchase price.

participate in markets that direct in-
vestment is not available

Through mutual funds, investors 
can invest in some markets, such 
as emerging market, where direct 
access is not available to individual 
investors. 

On the other hand, one: 

cannot choose individual investment 
by self in the fund 

Investors can choose a fund that 
suits his/her requirement but he 
cannot request that a particular 
stock be included in the fund.

will usually pay higher fees and 
charges than direct investment

Investors will have to pay subscrip-
tion/redemption fee and annual 
management fee that they would 
not have to pay in direction invest-
ment. 

usually do not know the buy/sell 
price at the time the buy/sell order is 
placed

Most mutual funds (except for ex-
change traded fund) use end of 
day/end of session closing price to 
calculate the buy/sell price. There-
fore, investors do not know the 
buy/sell price at the point the order 
is placed.

Q11 Subscription fee 

= $20,000 x 3% = $600

Net amount invested 

= $20,000 - $600 = $19,400

Number of units purchased 

= $19,400 ÷ $20 = 970 units

Value of the units today 

= 970 x $22 = $21,340

Total profit 

= ($21,340 - $20,000) + $1,000 

= $2,340

Rate of return 

= 2,340 ÷ $20,000 = 11.7%

Q12 (1 + 2.9%)2 x (1 + f3) = (1 + 3.43%)3

1 + f3 = 1.045

f3 = 0.045 or 4.5%

Q13 D - I is incorrect. Yield to call of a bond 
can be higher or lower than the yield to 
maturity. 

II is incorrect. The issuer is more likely to 
call the bond when interest rate falls, for 
the issuer can save interest expenses by 
calling the original bond and issue an-
other bond at a lower interest rate. Con-
versely, it is less likely for the issuer to 
call the bond when interest rate rises. 

Q14 A - I is correct. Arithmetic average rate 
of return is just the simple average of the
rates of return in different periods. Geo-
metric average rate of return considers
the compounding effect of the rates of 
return in different period, making the 
calculation more complicated.

II is incorrect. Dollar-weighted average 
rate of return considers the timing of the 
cash flows but geometric average rate of 
return does not.     

Q15 g = ROE x b

= ROE x (1 – dividend payout ratio) 

= 15% x (1 – 65%) = 5.25%

D0 = $5 x 65% = $3.25

D1 = D0 x (1 + g) 

= $3.25 x (1 + 5.25%) = $3.42

P0 =
D1

k – g

= $3.42
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11% - 5.25%

= $59.48

Q16 Q16 Curtis Balance Fund has a high-
er risk-adjusted return by Sharpe meas-
ure.

Sharpe ratio = [E(r) – rf] /

Curtis Balance Fund

E(rCurtis) = (0.4 x 5%) + (0.6 x 23%)

= 15.8%

Sharpe ratio = [15.8% - 1%] / 25%

= 0.592

Empire Balance Fund

E(rEmpire) = (0.6 x 6%) + (0.4 x 23%)

= 11.6%

Sharpe ratio = [11.6% - 1%] / 22% 

= 0.481

Q17 They are both incorrect.

Jenson alpha = the portfolio average 
rate of return - the expected rate of re-
turn calculated from CAPM (SML).

Jenson alpha can be positive, zero or 
negative.

Q18 Curtis Balance Fund

E(rCurtis) = (0.4 x 5%) + (0.6 x 23%) 
= 15.8%

Weight on the adjusted portfolio = 
20%/25% = 0.8

Weight on the risk-free asset = 1 –
0.8 = 0.2

Expected rate of return on the ad-
justed portfolio = (0.8 x 15.8%) + 
(0.2 x 1%) = 12.84%

M2 = 12.84% - 11.5% = 1.34%

Empire Balance Fund

E(rEmpire) = (0.6 x 6%) + (0.4 x 23%) 
= 11.6%

Weight on the adjusted portfolio = 
20%/22% = 0.91

Weight on the risk-free asset = 1 –
0.8 = 0.09

Expected rate of return on the ad-
justed portfolio = (0.91 x 11.6%) + 
(0.09 x 1%) = 10.65% 

M2 = 10.65% - 11.5% = -0.85%

Q19 Empire Balance Fund performs well in 
security selection but not at asset alloca-
tion.

The extra return from asset allocation is 
-1.3% while the extra return from securi-
ty selection is 1.4%

Asset allocation = [(60% - 50%) x 5%] + 
[(40% - 50%) x 18%] = -1.3%

Security selection = 60% x (6%-5%)] +
[40% x (20% - 18%)] = 1.4%

Q20 A - I is correct. II is incorrect. Dollar cost 
averaging is more suitable for investors 
with longer investment time horizon.

III is incorrect. Investors who are trying 
to time the market never use dollar cost 
averaging. Dollar cost averaging is to in-
vest the same amount of money regard-
less of the asset price. Timing the mar-
ket is to buy only when the investor 
thinks the price is too low and selling 
when he thinks the price is too high.

Q21 The characteristics of a mutual fund 
using active in contrast with passive 
portfolio management include:

They charge a higher management 
fee than funds that use passive 
portfolio management.

The fund managers using active 
portfolio management will involve 
more in market timing and security
selection than fund managers that 
use passive portfolio management. 

The fund manager will try to outper-
form the benchmark. 

The fund manager will reduce hold-
ing of the assets that are overpriced 
and increase holding of assets that 
are underpriced. 

Due to more frequent trading, the 
fund might incur more trading fees 
than fund that use passive portfolio 
management.

Funds that track the performance of an 
index use passive portfolio management. 
Hang Seng Index Fund or HK Tracker 
Fund is a good example. 

Q22 Value of stocks in the portfolio 

= [$500,000 x (1+20%)] = $600,000

Value of bonds in the portfolio 

= [$500,000 x (1-1%)] = $495,000 

Total value of the portfolio = $1,095,000

To restore the stocks and bonds into 
50/50

New holding of stock 

= 50% x $1,095,000 = $547,500

New holding of bond 

= 50% x $1,095,000 = $547,500

Tim should reduce the stock holding 
from $600,000 to $547,500.i.e. to sell 
$52,500 stocks.

Tim should increase the bond holding 
from $495,000 to $547,500.i.e. to buy 
$52,500 bonds.

Q23 

Changes
Relationship w 
call option pre-

mium

call op-
tion pre-
mium:

↑ spot price of 
DCD

+ve ↑
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↑ standard 
deviation of 

DCD
+ve ↑

↓ time to ma-
turity of the 

option
+ve ↑

↑ risk-free rate +ve ↑

Q24 c – p = S0 – X/(1+risk-free rate)T

$4.5 – p = $86 - $88/(1+1.1%)1/6

p = $6.34

Q25 The strategy is called “straddle”. It is 
buying the call option and put option of 
the same underlying at the same strike 
price with the same time to maturity.

When an investor believes that the price 
of a stock will be very volatile but not 
sure about the direction of change, he 
can profit from a straddle when the real-
ized stock price changes sharply, in ei-
ther direction. 

Q26 With a spot price of $92 and a strike 
price of $88, the put option is out-of-the 
money and expires worthless. The call 
option is in-the-money with payoff of $4 
($92-$88) per share. The total payoff is 
$4,000 ($4 x 1,000).

The investor has paid $4.5 per share for 
the call option and $6.34 per share for 
the put options. The total cost is 
[($4.5+$6.34) x1,000] =$10,840

Loss = ($4,000 - $10,840) = $6,840

Q27 ABC should take a long position in the 
futures contracts. The strategy is called 
long hedge. The long position in a future 
contract will buy the underlying at the 
contract maturity. Hedging by going long 
in a future contract is called a long 
hedge. The short position in a future 
contract will sell the underlying at the 
contract maturity.

Hedging by going short in a future con-
tract is called a short hedge.

Q28 Long position in futures contract

The investor has an obligation to 
buy the underlying at the specified 
price on the contract maturity date.

There is no initial cash flows in-
volved.

Long position in European call option

The investor has a right to buy the 
underlying at the specified price on 
the maturity date.

The investor has to pay the premi-
um to buy the option.

Q29 F0

=S0 x (1+risk-free rate - dividend yield)T

= $20 x (1 + 1% - 2%)1/4

= $19.95

Q30 B - The correlation coefficient ranges 
only from -1 to +1.   

To minimize risk, he should choose the 
stock that has the lowest correlation co-
efficient with his stock. Theoretically, 
stock with negative correlation will have 
more diversification effect than stocks 
with zero correlation. Therefore, he 
should choose Stock O. 

Q31 Based only on this piece of information, 
the investor should choose asset B. The 
slope of the CAL represents the reward–
to-variability ratio of the asset. i.e., ex-
pected return minus risk-free rate then 
divided by standard deviation. Slope of 
CALA is 1.2 and slope of CALB is 1.3. 
Therefore, asset B has a higher reward-
to-variability ratio. 

Q32 The second task is to combine the mar-
ket portfolio with a risk-free asset and 
choose a portfolio that suits the client’s 
risk appetite.

For the conservative client who is as-
sumed to be risk averse, more weight 
should be given to the risk-free asset. 
For the aggressive client, more weight 
should be given to the market portfolio. 
For even more aggressive client, it is 
possible to allocate 100% or even more 
(by borrowing) of the market portfolio.

Q33 Expected return

= (0.4 x 11%) + (0.6 x 13%) = 12.2%
2

= 1 1
2

2 2
2 2 1 2 1 2

1,2

= (0.4x 0.22)2 + (0.6 x 0.28)2 + 2 x 0.4 
x 0.6 x 0.22 x 0.28 x 0.7

2 = 0.056667

0.238 or 23.8%

Q34 E(r) = rf + [ E(rM) – rf ) ]

16% = 2% + [12% - 2%] 

= (16% - 2%) / (12% - 2%) 

= 1.4

Q35 X = 1. The beta of the market portfolio is 
always 1.

Y = 0. The standard deviation of a risk-
free asset is always zero.

Z = 0. The beta of a risk-free asset is 
always zero

Q36 No, according to CAPM, Stock D is not 
underpriced. In, fact it is overpriced. 
Jane should not add it to her portfolio. 

E(r) = rf + [E(rM) – rf)

E(r) = 2% + 1.6[12% - 2%]

E(r) = 18%
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According to the CAPM, Stock D’s ex-
pected return is 18%. However, the 
stock’s current expected return is 17%. 
Thus, it is over-priced. 

Q37 CovS,M M
2

( S,M x S x M) / M
2

( S,M x S) / M
0.9 ( S,M x 0.22) / 0.23

S,M (0.9 x 0.23) / 0.22

0.94

Q38 1.1 ( S,M x 0.28) / 0.23

S,M (1.1 x 0.23) / 0.22

0.9

r2 = 0.92 = 0.81 = 81%

81% of the risk is the systematic risk.

Therefore, the percentage of non-
systematic risk in the total risk is (1-81%) 
= 19%

Q39 Systematic risk is largely macroeconom-
ic, affecting all securities, while firm-
specific (non-systematic) risk factors af-
fect only one particular firm or, perhaps, 
its industry. Only the non-systematic risk 
is diversifiable and the systematic risk is 
not diversifiable. An investor can diversi-
fy the non-systematic risk by including 
assets with low correlation in his portfo-
lio. 

Q40 A - In the SCL, X-axis is the market’s 
excess return (Market’s return minus 
risk-free rate); and the Y-axis is the se-
curity’s excess return (security’s return 
minus risk-free rate)

Q41 C - The slope of the SCL is the beta of 
the security. Camel Limited’s SCL is 
steeper and thus has a higher beta, i.e. 
higher systematic risk.

The distances from the observation 
points to the SCL represent the firm 
specific risk. The observation points in 
Camel Limited are further away from the 
SCL than Wiseland Inc. Thus, Camel 
Limited has more firm specific risk. 

Q42 D – EMH state the price of stocks al-
ready reflect all available information of 
the market making it impossible for in-
vestors to either purchase undervalued 
stocks or sell stocks for inflated prices. 
As such, it should be impossible to out-
perform the overall market through ex-
pert stock selection or market timing 

Andrew is incorrect. There is no empiri-
cal evidence showing the relationship 
between the market condition and the 
market efficiency.

Billy is incorrect. If someone can use in-
sider information to trade stocks and 
make extra profit, we can only conclude 
that the market is not in strong form effi-
ciency. There is no information showing 

whether the market is in semi-strong 
form efficiency or not.

Q43 D - Given the HSI is a good representa-
tive to Hong Kong stock market, and 
Susanna can consistently make profit by 
using technical analysis, it implies that 
Hong Kong stock market is not under 
any of the forms (weak, semi-strong and 
strong) of the EMH.

Q44 Active portfolio management tries to 
outperform the market by identifying un-
dervalued and/or overvalued securities. 
In an efficient market, security price will 
reflect all new information immediately; 
and new information is unpredictable.

Therefore, if a market is efficient, securi-
ties’ prices are always at their fair values. 
There will be no undervalued or overval-
ued security. Thus, active portfolio man-
agement is useless.

In an efficient market, investors should 
use passive portfolio management to set 
a mix of securities in their portfolio that 
suits their risk and return requirement; 
and re-balance the portfolio when need-
ed.

Q45 A - I is correct. II is incorrect. Random 
walk states that stock price changes with 
new information, and new information is 
unpredictable. Thus stock price move-
ment is also unpredictable.

Q46 D - Net asset value (NAV) is calculated 
by (assets – liabilities) / number of 
shares outstanding.

The three variables assets, liabilities and 
number of shares together determine 
the NAV, unless we know the number of 
shares outstanding, we cannot compare 
the value of the remaining variable.    
Option A, B and C are all uncertain.  

Q47 A - Statement B is INCORRECT. Inves-
tors require a liquidity premium to hold a 
longer term bond under liquidity premi-
um theory, not expectation theory.

Statement C and D are INCORRECT. 
Expectation theory does not infer inves-
tor preference over short- or long-term 
bond due to expectation of change in in-
terest rate.

Q48 Geometric average return is a better 
method to measure the performance of 
a mutual fund manager.

A mutual fund’s geometric average re-
turn (also known as time-weighted aver-
age rate of return) is the compound rate 
of return of the fund. The result is not 
and should not be affected by the interim 
cash flows the investor makes during the 
investment period.

On the other hand, in calculating dollar-
weighted average return (also known as 
internal rate of return) one must use the 
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exact timing and nature (withdrawal or 
deposit) of the cash flows during the in-
vestment period. Therefore, the result is 
and should be affected by the interim 
cash flows. 

Since geometric average return does not 
consider investor’s cash flows, it is a 
better measure of the mutual fund’s per-
formance. The dollar-weighted average 
rate of return is a better method to 
measure the performance of the inves-
tor’s portfolio.

Q49 The purpose of immunization in bond 
portfolio management is to be immune 
from the change in interest rate in the fu-
ture. In other words, with immunization, 
the resulting cash flow will be the same 
regardless of the level of interest rate 
during the holding period.

Contingent immunization is to keep us-
ing active bond portfolio management 
unless and until poor performance en-
dangers the prospect of achieving a min-
imum acceptable return. where a pas-
sive bond portfolio management will be 
used providing a guaranteed rate of re-
turn over the remaining portion of in-
vestment period.. 

Immunization is using passive portfolio 
management right from the beginning. 
Under contingent immunization, the port-
folio manager may never need to switch 
to passive portfolio management provid-
ed that the portfolio value stays above 
the trigger point all the time. In that case, 
only active portfolio management will be 
used. 

Q50 If we borrow $32.73 [or $36/(1+10%)] 
and use $7.27 of our own money to buy 
a stock at $40 today, we will have to re-
pay $32.72(1+10%) or $36; and face 
stock price or either $44 or $36. Our 
payoff will be: 

Note that the above payoff of is 4 times 
the payoff of a call option. Therefore:

4 Calls = $7.27 ; 1 Call = $1.82 

Q51 The variance of the rate of return on a 
two-asset portfolio is, 

ABAAAABBAAp wwww 2222

XYYYXXYYXXZ wwww 2222
.(1)

In this question, the standard deviation 
of portfolio Y is the weighted average of 

the standard deviations of Fund X and 
Fund Y

YYXXZ ww

22
YYXXZ ww

YYXXYYXXZ wwww 2222

PUT into equation (1)

1XY

The correlation coefficient of Fund X and 
Fund Y is 1. 

Since the standard deviation of portfolio 
Z is the weighted average of the stand-
ard deviations of Fund X and Fund Y, 
there is no diversification effect among 
the 2 funds. Only assets with correlation 
coefficient of 1 will have no diversifica-
tion effect among them.

Q52 Mutual fund theorem states that invest-
ment demand of all investors can be sat-
isfied by one mutual fund of risky assets, 
the market portfolio.

One of the assumptions in CAPM is that 
all investors attempt to construct efficient 
frontier portfolios. Any portfolio below 
the CML would be inefficient portfolio. 
Therefore, a passive investor can simply 
choose to invest in the market portfolio 
and that would be the portfolio with the 
highest efficiency.

Q53 CML is similar to CAL that they are both 
a line joining the risk return relationship 
of the risky portfolio and the risk-free as-
set. They both form complete portfolios 
with different weights of risky and risk-
free assets that investors can, according 
to their risk tolerance level, choose from. 
In both CML and CAL standard deviation 
is used as the measure or risk.

CML and CAL are different in a way that 
market portfolio is used in CML as the 
risky portfolio and not in CAL.

Q54 Time diversification asserts younger 
investors have a longer investment hori-
zon, they should invest more in stocks 
because the long investment horizon re-
duces the investment risk. 

The fallacy of time diversification states 
that time diversification does not reduce 
risk. In fact, there is more uncertainty in 
a longer time horizon than a shorter time 
horizon; which in turn means longer time 
horizon increases the risk. 

To reduce risk, investors should invest in 
different assets with low correlation coef-
ficient. 

But investing in longer time horizon has 
its merit. Investors with longer time hori-
zon can enjoy the higher return (along 
with higher risk) from the stock market. 
They are more able to let the investment 
recover or adjust their income and 

$7.27
$44 - $32.73(1+10%) = $8 
$
$36 - $32.73(1+10%) = $0

$40
$44

$36
Call

$44 - $42 = $2

$0
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spending pattern in case the stock mar-
ket does not perform as desired.

PART Y2

Q01 C - Option (A) is using pure risk reten-
tion. Financially, it will put Mr. Smith and 
his dependents into great risk as he will 
never know when he will catch major ill-
ness or whether he can have enough 
time to accumulate adequate assets.

Option (B) seems to be using only risk 
transfer, it is in fact a combination of risk 
transfer and risk retention because the
medical coverage HK$250,000 per disa-
bility is not quite enough in case of major 
illness. The rest is still retained by Mr. 
Smith himself.

Option (C) is also using risk transfer and 
risk retention. However, the coverage is 
in much higher which could be assumed
to be a full transfer. The application of 
deductibles and co-insurance provision 
also help Mr. Smith to lower the cost as 
well as limit the retention level to himself. 

Q02 The legal doctrine applies here is called 
Res Ipsa Loquitur, which is a significant 
legal doctrine of the law of negligence. It 
is a Latin phase which means that “the 
things speaks for itself”.  

Under this doctrine, the very fact that the 
injury or damage occurs establishes a 
presumption of negligence on behalf of 
the defendant. That is, the accident or 
injury normally would not have occurred 
if the defendant had not been careless. 
If this doctrine applies, the burden of 
providing evidence falls on the defend-
ants. 

For the doctrine to be applicable, certain 
conditions are required. First, the event 
must be the one that normally does not 
occur in the absence of negligence. Pull-
ing a wrong tooth in this case, there 
must be presence of negligence. Sec-
ond, the defendant has the exclusive 
control over the instrumentality causing 
the accident. In this case, the dentist has 
the exclusive control over the instrument 
of pulling a tooth. Last, the injured party 
must in no manner that has contributed 
to his or her own injury. In this case, the 
patient just lied on the patient bed with-
out doing anything that contributed to his 
injury.

Q03 The insurance company was still bound 
by the act of Hebert, even though his 
express authority to act on behalf of the 

insurance company was terminated. The 
insurance was held liable because of the 
doctrine of apparent authority (or some-
times called ostensible authority), which 
refers to a situation in which a reasona-
ble person would be under the impres-
sion that an agent had authority to act. 
As a result, the principle is bound by the 
agent’s actions regardless of whether 
actual authority was possessed by the 
agent. In this case, since the customer 
was presented with all XYZ Insurance 
Company’ sales materials, any reasona-
ble man would expect Herbert has the 
authority to bind the insurer.

Q04 D - actual cash value = Replacement 
cost – Depreciation = $18,000 x (1 –
20%) = $14,400

Q05 C - The owner should take out insurance 
to cover the highest possible value of in-
ventory in hand to minimize the possibil-
ity of being under insured.

Therefore the sum insured = $600,00 x 
1.1 = $660,000

Q06 D - There are circumstances in which 
one person may become legally liable 
for the negligent behavior of another 
person. This type of liability is known as 
vicarious liability. For example, employ-
ers are liable for the negligence of their
employees.

Product liability is the area of law in 
which manufacturers, distributors, sup-
pliers, retailers, and others who make 
products available to the public are held 
responsible for the injuries those prod-
ucts cause. 

Contractual liability means the obligation 
assumed by any contracting party under 
the terms of a contract. 

Absolute liability means liability may be 
imposed simply because ‘accidents 
happen’, and regardless of whether an-
yone was at fault.

Q07 The insurer has no liability for the loss 
since Grace had decided to let Ivy stay 
even after she committed a crime and 
not to disclose the fact to the insurer.  
The fidelity guarantee coverage requires 
disclosure of facts and Grace must pro-
vide the insurer with any knowledge of 
or reasonable suspicion about any em-
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ployee’s dishonesty to keep the insur-
ance in effect. 

Q08 Fire is an insured event, and therefore 
the insurer has the obligation to pay for 
the loss of income and accountant’s fees 
under Business Interruption Section of 
the policy. 

Assuming that there is damage to the 
Contents covered in Property All Risks 
section of the policy and the net profit is 
earned equally over the period. It is also 
assumed that the definition of gross and 
net profit in the policy has the same 
meaning as what is normally used by 
accountants. 

Thus, if the shop is shut down for only 3 
months, it will lose net profit of 
$1,600,000 x 3/12 = $400,000, which is 
within the maximum limit covered by the 
Business Interruption Section of the pol-
icy. In addition to the loss of income, 
$20,000 auditor’s fees are also covered. 
Therefore, the total amount the insurer is 
obligated to pay is $400,000 + $20,000 
= $420,000

Q09 B - The insurer will pay:

Section I - Claim for the repair costs 
of the insured own car = repair 
costs – excess - depreciation = 
$100,000 - $5,000 excess - $15,000 
depreciation = $80,000

Section II - Claim for 3rd party 
property damage = $80,000 –
$5,000 excess = $75,000; Claim for 
3rd party injury = $50,000

Section III - Claim for the medical 
expenses for the insured = $1,000 
maximum

The total amount = $80,000 + $75,000 + 
$50,000 + $1,000 = $206,000

Q10 No, the insurer cannot cancel his Disa-
bility Income policy but can increase his 
premium. For a guaranteed renewable 
insurance policy, the insurer has obliga-
tion to let Eddie renew his policy once is 
issued but there is no requirement on 
keeping the premium level. The insurer 
has the right to increase his premium for 
the underwriting class in which he is 
placed.

Q11 B - A family income policy is actually a 
combination of some form of permanent 
insurance (e.g. whole life policy), with a 
deceasing term insurance.  The term in-
surance makes provision for the pay-
ment of some stipulated amount per 
month until some specific date in the fu-
ture. Family income policy however is 
not common in Hong Kong, Peter can 
choose to combine a whole life insur-
ance policy with a decreasing term rider 
to fit his need.  

Joint mortgage protection policy is a de-
creasing term written on the lives of two 
persons, which the insurance payable at 
the death of the first. As Liza is a 
housewife, she doesn’t need life protec-
tion so this policy is not suitable for the 
case.

Family maintenance policy is another 
variation of the family income policy 
which pays the monthly income from the 
date of the insured’s death for specific 
years. It is a combination of whole life 
policy with a level term rider and Peter 
will be over insured if used in this case.

Family protection policy is an attempt to 
provide insurance on the entire family 
which is also not for the case of Peter.

Q12 Basically, juvenile insurance is the kind 
of insurance which the insured is child, 
i.e. below age 18 in Hong Kong. As Sa-
lina wants to include juvenile critical ill-
ness and accident protection for her 
child in one policy, non-insurance prod-
uct such as bank deposit and mutual 
funds which has no protection element; 
and general life insurance including en-
dowment which insured is for adult only; 
are not the best for her to set up the plan. 

Q13 Term contracts that without cash value 
but able to automatically convert to 
whole-life policy without evidence of in-
surability does not fit Salina need as one 
of her major goal is to accumulate edu-
cation fund for her child. 

The advantage of using limited payment 
whole life to accumulate fund for univer-
sity education is safety as the cash val-
ue simply keeps growing every year 
without dropping at all thus the risk is 
very low. The only risk is the bankruptcy 
of the insurer. However, low risk means 
low return, even assuming in average 
4.5% annual rate of return, the future 
value is less than $1 million*, which may 
be sufficient for local university educa-
tion, but not for 4 years overseas univer-
sity study.

* [BGN] 

[N] = (18-1) x12,

[PMT] = -3000, 

[%I] = 4.5/12, 

[PV] = 0, 

[CPT] [FV] = 920,175

Since Salina’s objective is to send her 
child to overseas university, unit-linked 
policy may fit her needs better in terms 
of return. Since she has a long invest-
ment horizon of 19 years, mutual funds 
with appropriate investment strategy in 
the long run is very likely to grow and 
provides a higher average rate of return. 
Therefore, unit-linked policy of 19 to 20 
years term would best fit her needs. Ac-
cording to her risk preference, a combi-
nation of equity funds and balanced 
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funds which provide a balance between 
risk and return may suit her needs.

Q14 This plan has a limited term, and prom-
ises to pay the sum insured of the policy 
if the insured survives until the end of 
the period, makes it an endowment plan.

Q15 The effective rate of return of this plan 
including the dividends is 6.99%. 

[BGN]

[PV] =-100,000, 

[N] = 6, 

[FV] = 150,000, 

[PMT] =0, 

[CPT][%I] = 6.99

Q16 The return rate of life insurance policies 
varies within the effective period be-
cause it has a relatively high initial ex-
pense component. For many forms of 
life insurance, the front-end commission 
makes the return negative during the 
early years and positive only in the long 
run. The actual rate of return depends 
on the length of time for which the policy 
keeps in force and in general is maxi-
mum until maturity. The return rate of 
fixed deposit is in general level every pe-
riod during the term period.

Q17 Compared with annual interest rate of 
0.15% of 1 year fixed deposit, this plan 
seems much better in terms of return. 
But when the wealth manager made this 
statement, he assumed Regina would 
not need to withdraw any cash from this 
plan in these 6 years. In case Regina 
needs to surrender her policy for cash 
before the maturity date, she will suffer a 
loss as in the early years (could be up to 
the 5th year), the cash value is less than 
the total premium paid. 

Q18 The monthly income generated by the 
immediate annuity plan purchased with 
the money from MPF = ($300,000 / 
$1,000) x $6.00 = $1,800

Your current rental income = $10,000 a 
month

The gap = $15,000 - $10,000 - $1,800 = 
$3200

In order to get additional $3,200 every 
month, the amount of money to pur-
chase the immediate annuity =($3,200 / 
$6.00) x $1,000 = $533,334

Therefore, Peter needs to partially with-
draw at least $533,334 in order to meet 
his monthly retirement income need.

Q19 Instead of partial withdraw of cash value; 
surrender the policy for cash may be 
better for Peter. Firstly it is because after 
withdrawing $533,334, only a very small 
amount of cash value left ($6,666). And 

to keep this policy in force, Peter still 
needs to pay for mortality charges and 
administration expenses. As Peter has 
retired with no more dependent, assum-
ing he has adequate reserve for his last 
expense, life protection is no longer 
needed. Therefore, it is better for him to 
get all the cash instead of keeping the 
protection in force.

Q20 As a single parent with a young kid, the 
life protection need would be quite large. 
With her present income level and 
spending habit, her budget to spend on 
an insurance plan would be very tight.
The premium of term life is the lowest 
among other types of life insurance for 
the same sum insured. If solely consider 
the need of protection, she has urgency 
to acquire adequate protection for her 
son immediately, so a five years renew-
able and convertible term life policy will 
be the best choice for her at this mo-
ment. She can choose to renew the term 
life or convert to any cash value life in-
surance depends on her later financial 
situation. It is worth to note that the fami-
ly protection need is decreasing along 
the life time and in general at minimum 
when her son becomes independent, 
say age 21.

Q21 Investment-linked, either whole life or 
endowment policy would fit Connie’s 
need of accumulating college fund for 
her child.  Many other policies also serve 
the purpose however the average rate of 
return is relatively low, and policyholder 
has no investment choice even though 
she is willing to accept more risk in order 
to gain more return. Only unit-linked pol-
icy allows policyholders to choose the 
appropriate funds according to his/her 
risk preference. With limited budget, 
Connie will need to accept higher level 
of risk in order to accumulate enough 
money for her child’s college fund. With 
an investment horizon of 17 years, both 
investment-linked whole life policy and 
investment-linked endowment life policy 
can meet her need.

Q22 With a fixed term as short as 5 years, 
Investment-linked endowment policy 
would best fit Connie’s financial need of 
accumulating money for a down pay-
ment on buying a flat.   Whole life policy
paid up at age 65. Ordinary whole life 
policy and Universal life policy are all 
long-term policies that rates of return are 
negative in the early years of the policies, 
which do not fit the purpose of saving a 
down payment that comes with a rela-
tively short or medium horizon. 

Q23 Investment-linked whole life policy would 
best fit Connie’s three financial needs –
life protection, savings for college fund 
and savings for a down payment.  The 
mortality charge for life protection in an 
investment-linked whole life policy is al-
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most the same for a term life policy.  The 
remaining portion of the premium is for 
paying expenses and buying funds. 
Therefore, for people who have both life 
protection and investment needs, in-
vestment-linked policy would be most 
appropriate. Although saving for a down 
payment is short to medium term, Con-
nie doesn’t need to surrender the entire 
policy for cash. What she can do is mak-
ing use of the partial withdraw feature of 
investment-linked policy. She can with-
draw the amount of money she needs 
from the policy to meet her down pay-
ment needs provided that the remaining 
balance of the cash surrender value 
won’t be lower than the minimum 
amount specified in the policy. 

Investment-linked endowment life policy 
is not the best choice, because for the 
same amount of life protection, the pre-
mium of this plan would be much higher 
than that of investment-linked whole life 
policy. This type of policy meets only 
one of Connie’s financial needs, i.e. sav-
ing for a down payment, not all her 
needs.

Q24 In order to cover both pre-mature death 
and medical needs, Gregory can take 
out a term life or whole life plus term life 
rider in order to lower the premium, so 
as to spare budgets for medical insur-
ance for his family. 

Although Gregory is covered by the civil 
servants medical provision, the long 
queues in public hospital may not be al-
ways desirable.  An option to get treat-
ment from private hospital may fit Greg-
ory’s need.  

Critical illnesses and personal accident 
protection on Gregory are also essential. 
Being the breadwinner of the family, if 
Gregory encounters a dread disease or 
serious accident, the family’s living will 
be adversely affected.  In general, criti-
cal illness coverage has a higher priority 
to other coverage.

Q25 B - The provision of Automatic premium 
loan means if the insured does not pay 
the premium on the due date, the insur-
ance company will automatically pay the 
premium and charge it against the cash 
value of the policy. If the policy is a term 
life insurance, no such arrangement will
be included.

The Incontestable provision is about the 
validity of the contract which cannot be 
questioned for any reason whatsoever 
after it has been in force during the life-
time of the insured for two years.  The 
focus does not lie on timely payment of 
premium.  

Grace period cannot keep it in force up 
to now because the longest grace period 
should not exceed 3 months. 

The reinstatement provision is not apply-
ing in this case because the policy has 
not ever been lapsed at all.

Q26 Almost universally, suicide during a 
stipulated period after inception of the 
contract is excluded.  Although the 
common stipulated period in Hong Kong 
is one year, it is not unusual to find poli-
cies with stipulated period of 2 years or 
longer. In Anna’s case, it is likely that 
she has taken out a policy with a stipu-
lated period of more than 16 months 
hence not being paid in full.

Unlike Traditional life policy which pays 
the beneficiary the total premium paid, 
with no interest, in case of suicide within 
the stipulated period, a Unit-linked policy 
pays the beneficiary the policy charges 
plus the account value.   Therefore, An-
na should expect to get $18,000 (the to-
tal policy charges paid) plus $9,535 (the 
cash surrender value), i.e. $27,535

Q27 There are several options available to
Elaine: 

Surrender with Cash option

Partially surrender the policy to 
withdraw some cash value

Apply for a Policy Loan

Cash-out the Dividends

Surrender with Paid-Up reduced 
amount

Surrender with Extended Term in-
surance

Just stop the payment and let the 
policy run the Auto Premium Loan

Apply Premium Offset

Base on the above information, Elaine 
can consider to cash out some dividends 
to paid the premium until be employed 
again. Auto Premium Loan is not rec-
ommended as it cost interest and Pre-
mium Offset is a rather long term option.

As dividend in the policy may not be 
enough to pay for her daily expenses for 
probably one year, Elaine may apply for 
a policy loan from her cash surrender 
value to support her daily living.  In gen-
eral she can borrow up to 90% of the
cash surrender value.  As policy loan is 
quite flexible, she can adjust to repay 
some principal once she gets employed 
to save interest charges. 

As the unemployment is considered 
temporary and the policy has been in 
place for 10 years, surrendering, full or 
partial, the policy may not be a wise de-
cision since the surrender charges can 
be quite significant. 

Q28 D - Including the death benefit, the total 
amount the insurer has paid
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= Death benefit $500,000 (NOT 
$1,000,000 because 50% has paid out 
already under dread disease coverage) 
+ $100,000 cash value + $500,000 
dread disease accelerated benefit + 
$200,000 medical expenses coverage 
(NOT $300,000 because it already ex-
ceeded $200,000 maximum coverage 
per disability)

= $1,300,000

Q29 Premature death protection may not be 
necessary for a person without depend-
ent, protection like Disability Income, 
Critical Illnesses, Personal Accident and 
Medical expenses are still essential.   

If Sabrina becomes disabled, she may 
not be able to maintain her daily living
expenses. While disability income insur-
ance provides ongoing income, Critical 
Illness and Personal Accident insurance 
can provide a lump sum payment for her 
immediate cash needs in case of getting 
a dread disease or a serious accident.  
In general Disability income insurance 
provides protection only up to age 65 
according to the Principle of Indemnity, 
Sabrina will need to get herself protect-
ed for life after age 65.  Critical Illnesses 
and Personal Accident insurance can of-
fer such protection. 

Although Sabrina’s employer should 
have provided her with Group Medical 
insurance, individual Medical insurance 
is still a wise choice for group medical is 
generally not portable from company to 
company, and the coverage is rather 
limited.  In case of meeting very expen-
sive medical bills, it is very likely that the 
bill exceed the maximum coverage of 
the Group medical insurance, which the 
individual Medical insurance can cover 
the excess. 

Q30 B - By using second-to-die joint life in-
surance, life insurance proceeds will be
paid upon death of the last insured. 
Therefore, if Peter and Rebecca name 
their daughter as the beneficiary and 
purchase a sum insured equaling to their 
business value; Susie will get the insur-
ance proceeds and be fairly treated 
when they are both deceased.

First-to-die joint life insurance is oppo-
site to second-to-die joint life insurance 
which the life insurance proceeds will be 
paid upon death of the first insured. So it 
is not applicable to match Peter and Re-
becca’s expectation.

Juvenile insurance is basically a kind of 
insurance the insured is children or 
teenagers. So it is obviously not suitable 
for this case.

Key-man insurance is any kind of life in-
surance which is to protect the lost rising 
from the death or serious illness of the 
important person in a business. The 

purpose is to protect the company from 
the risk, not for family member as the 
purpose of family protection.

Q31 Connie should choose Insurer A, be-
cause both Standard & Poor and 
Moody’s rating of Insurer A are better 
than Insurer B. In Standard & Poor rat-
ing convention, AA- is better than A+. In 
Moody’s rating convention, Aa3 is better 
than A1. Since Insurer B does not have 
A.M. Best rating, we can’t consider A.M. 
Best rating in this case, although A.M. 
Best rates only and almost all insurance 
companies. Professor Joseph M. Belth, 
a nationally known consumer expert in 
U.S. recommends that an insurer should 
receive a high rating from at least two 
rating agencies before a policy is pur-
chased, because there may be wide var-
iations in the ranking by different ranking 
agencies. In this case, Insurer A re-
ceives higher ratings from both Standard 
& Poor and Moody.

Q32 Plan A:

[BGN] [N] = 18-1=17, [PV]=0, [PMT] = -
807.60, [FV] = 21,324

[CPT][%I] = 4.72

Plan B:

[BGN] [N] = 18-1=17, [PV]=0, [PMT] = -
11,302.26, [FV] = 297,614

[CPT][%I] = 4.69

Based solely on the average annual rate 
of return, Plan A would be recommend-
ed.  The advantage of using whole life 
policy as savings tool for college fund is 
its certainty.  There is no price risk as 
the investment-linked policy. The insurer, 
not the policyholder bears the invest-
ment risk. The cash value will keep in-
creasing as time goes by. But this ad-
vantage of safety brings a disadvantage, 
i.e. the average rate of return won’t be 
high, because less risk implies less re-
turn. 4.69% -4.72% annual return calcu-
lated above already includes the pro-
jected dividends. If the actual dividends 
payout is not as good as projected, the 
rate of return will be even less than 
4.69%-4.72%. In whole life insurance, 
even Connie wants to take more risk to 
gain a higher return; it won’t let her do it. 
Whole life insurance policy simply does 
not have any investment choice by the 
policyholder. In addition, credit risk of a 
whole life policy is greater than that of 
investment-linked policy in general. Alt-
hough it may not be instant risk, disclo-
sure is required. 

Q33 Plan A

Total Premium paid 
over 30 years period 343,350

Less: dividends re- 185,000
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ceived during 30 
years

Net premium over the 
30 years period 158,350

Subtract year 30 sur-
render cash value 284,130

Net Insurance Cost -125,780

Net Cost per year (-
$125,780 / 30) -4192.67

Net Cost per $1,000 
per year -4.19

Plan B

Total Premium paid 
over 30 years period 191,250

Less: dividends re-
ceived during 30 
years

49,500

Net premium over the
30 years period 141,750

Subtract year 30 sur-
render cash value 154,000

Net Insurance Cost -12,250

Net Cost per year (-
$12,250 / 30) -408.33

Total Premium paid 
over 30 years period -0.41

Traditional Net Cost method ignores the 
time value of money, which can be mis-
leading to the consumer.  An accurate 
appraisal of a proposed contract must 
include consideration of the opportunity 
costs involved.

Q34 Plan A

30 years’ premium 
accumulated at 4.25% 697,815

Less: 30 years’ divi-
dends accumulated at 
4.25%

380,482

Net premium over the 
30 year-period 317,333

Subtract year 30 sur-
render cash value 284,130

Insurance Cost 33,203

Amount to which $1 
deposited annually 
will accumulate in 30 
years at 4.25%

60.971

For interest-adjusted 
surrender cost index, 
divide $33,202.98 by 

545

60.971

Interest-adjusted sur-
render cost index per 
$1,000 per year 

0.54

Plan B

30 years’ premium 
accumulated at 4.25% 388,691

Less: 30 years’ divi-
dends accumulated at 
4.25%

71,800

Net premium over the 
30 year-period 316,891

Subtract year 30 sur-
render cash value 154,000

Insurance Cost 162,891

Amount to which $1 
deposited annually 
will accumulate in 30 
years at 4.25%

61

For interest-adjusted 
surrender cost index, 
divide $175,301.18 by 
60.971

2,671

Interest-adjusted sur-
render cost index per 
$1,000 per year

2.67

The major difference between Tradition-
al Net Cost method and Surrender cost 
index method is that Surrender Cost in-
dex method is an interest-adjusted 
method, which considers time value of 
money by applying an interest adjust-
ment to the yearly premium and divi-
dends. 

Q35 Plan A

30 years’ premium 
accumulated at 4.25% 697,815

Less: 30 years’ divi-
dends accumulated at 
4.25%

380,482

Net premium over the 
30 year-period 317,333

Amount to which $1 
deposited annually 
will accumulate in 30
years at 4.25%

61

For interest-adjusted 
net payment cost in-
dex, divide 
$317,332.98 by 
60.971

5,205

Interest-adjusted net 
payment cost index 
per $1,000 per year

5.204
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Plan B

30 years’ premium 
accumulated at 4.25% 388,691

Less: 30 years’ divi-
dends accumulated at 
4.25%

71,800

Net premium over the 
30 year-period 316,891

Amount to which $1 
deposited annually 
will accumulate in 30 
years at 4.25%

61

For interest-adjusted 
net payment cost in-
dex, divide 
$329,301.18 by 
60.971

5,198

Interest-adjusted net 
payment cost index 
per $1,000 per year

5.197

The major difference between Surrender 
Cost Index method and Net Payment 
Cost Index method is that in Net Pay-
ment Cost Index method, surrender 
cash value is not deducted at the end of 
the 30 year-period in the computation of 
net cost. Therefore, in a situation where 
Connie considers she will still keep the 
policy in force at age 65 and won’t sur-
render her policy for cash, Net payment 
Cost Index method is the preferred 
method to compare costs of two whole 
life insurance plans.

Q36 Although CSSAS in Hong Kong is ad-
ministered by the government (the So-
cial Welfare Department) like the social 
insurance, it is not a social insurance. 
First, social insurance is compulsory in-
surance that requires either employers 
or employees or both to pay the premi-
um. Currently, we do not need to pay 
any premium for Comprehensive Social 
Assistance Scheme. This scheme is not 
financed by the premium paid by em-
ployers and/or employees but by the 
Hong Kong government. 

Second, CSSAS requires means test but 
social insurance doesn’t. The applicant 
of CSSAS must pass both the income 
and assets tests in order to receive the 
benefits. As a social insurance, you can 
receive the benefits provided that the 
cause of loss is a covered peril just be-
cause you already paid the premium. 
For example, U.S. employees need to 
pay the premium for unemployment in-
surance, which is deducted from their 
paychecks like MPF contribution in Hong 
Kong. If they get laid off involuntarily, 
they can go ahead to apply for the un-
employment benefit even though they 

may have enough assets and savings to 
cover their living expenses.

Q37 D - Add exclusions and set the maxi-
mum limit both will decrease the cover-
age and increase deductibles/co-
insurance will let the insured bear part of 
the risk. All these actions will lower the 
cost. On the other hand, decrease the 
waiting period means increase the 
chance of claims from staffs. Insurance 
company will charge for a higher premi-
um so the cost will be higher.

Q38 In Hong Kong, the statutory employee 
benefits do not include any payment for 
employees’ medical expenses unless an 
employee gets injured at work. But even 
if the employee gets injured at work, the 
employer is legally required to pay $200 
a day, not full reimbursement of the 
medical expenses. 

Also, an employee employed under a 
continuous contract is entitled to sick-
ness allowance if the sick leave taken is 
not less than four consecutive days. In 
this case, Mary’s number of sickness 
days is less than 4 consecutive days. 
Therefore, the nursing home is not legal-
ly required to pay her for her sick leave. 
Her previous company paid for the entire 
amount of her medical bill and sick 
leaves even though less than 4 con-
secutive days just because the company 
was generous enough to provide more 
employee benefits than what the labour 
legislation requires.

Q39 A - Although Siti is not dismissed by 
Charles, she is still entitled to receive 
her long service payment.  She is not el-
igible for long service payment only if 
she has unreasonably refused the re-
newal offer when the employer offered 
her to renew her contract of employment.

(refer to the Practical Guide For Em-
ployment of foreign domestic helpers –
What foreign domestic helpers and their 
employers should know 
http://www.labour.gov.hk/eng/public/wcp
/FDHguide.pdf )

But in this case, she has legitimate rea-
son for not accepting the renewal offer. 
Going home to get married is not unrea-
sonable. Therefore, Charles still needs
to pay her long service payment. Also, 
she can leave 16 days earlier, because 
she has accumulated 14 days annual 
leave. Statutory rest day in a week is not 
counted in annual leave. In the last 14 
days of her contract, she should have 2 
more paid rest days. Therefore, adding 2 
statutory paid rest days to 14 days an-
nual leave, she can leave 16 days earli-
er.

Q40 A - B and C wouldn’t be the answer 
because Sam doesn’t care whether the 
shop will be winded up or not in case he 
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dies prematurely. D shouldn’t be the an-
swer neither because he didn’t apply for 
any business loan. Therefore, A should 
be the most reasonable answer because 
this purpose is for the benefit of his 
company when he is still alive.

Q41 D - Adrian’s business interest is worth 
$1,800,000 (20% x $9,000,000). In case 
he dies prematurely, Bob and Carl will 
buy his business interest in equal share. 
Therefore, Bob should buy a life policy 
for the life of Adrian with the face 
amount equal to 50% of $1,800,000, i.e. 
900,000

Q42 D - A voidable contract is an agreement 
that, for reason satisfactory to the court, 
may be set aside by one of the parties.  
It is binding unless the aggrieved party 
decides to do so.  

In insurance, it could arise with a breach 
of some types of policy provision, or the 
discovery that important information was 
omitted or wrongly given at the proposal 
stage.   

A void (or invalid) contract is not a con-
tract at all, but is simply an agreement 
without legal effect. A void contract can-
not be enforced by either party.  

Q43 D - With life insurance, insurable interest 
is only needed at policy inception.  Nev-
ertheless, this lack of insurable interest 

at the time of loss will not disqualify the 
policy holder for the death benefit. 

Q44 A - With the concept of actual cash val-
ue, no matter how much insurance an 
individual purchases, the amount one 
may recover is limited to the amount of 
his actual loss.  The most frequently 
used definition of actual cash value is 
that “the amount of money necessary to 
replace the damaged or destroyed prop-
erty with new materials at present-day 
prices, less depreciation.  

In this case the actual cash value is then 
$1.5 million ( 1 – 40% depreciation) = 
$900,000

Q45 B - According to the pro rata condition of 
average, payout = claim x (sum insured / 
current value), the two policies shall pay: 

Winston’s policy: 
$1.2m * $3m/$4m = $0.9m

Vera’s policy: 
$1.2m * $1.5m/$4m = $0.5625m

However, the total payout shall not ex-
ceed the loss, the insurers shall settle 
pro rata on the sum insured, which is 
0.8m and 0.4m 

Q46 D -

Q47 A  - Gross premium = pure premium /(1-
expenses ratio)

Q48

 ( a ) ( b ) ( c ) ( d ) ( e ) ( f ) 
Age Number 

Alive 
Number 
Dying 

Claims Discounted 
Claims Net Rate 

   (c)*$1,000 PV(6%,1,0,d) (e) / (b) 
31 998,350 1,700 $1,700,000 1,603,774 1.61

32 996,650 1,800 1,800,000 1,698,113 1.70

33 994,850 2,000 2,000,000 1,886,792 1.90

34 992,850 2,250 2,250,000 2,122,642 2.14

35 990,600 2,600 2,600,000 2,452,830 2.48

Q49

 ( a ) ( b ) ( c ) ( d ) ( f ) 
Age Number 

Alive 
Number 
Dying 

Claims Discounted Claims 

   (c)*$1,000 PV(6%,age-30,0,d) 
31 998,350 1,700 $1,700,000 1,603,774

32 996,650 1,800 1,800,000 1,601,994

33 994,850 2,000 2,000,000 1,679,239

34 992,850 2,250 2,250,000 1,782,211

35 990,600 2,600 2,600,000 1,942,871

8,610,089

Five year term rate = 8,610,089 / 998,350 = 8.624
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Q50

 ( a ) ( b ) ( c ) ( d ) ( f ) 
Age Number 

Alive 
Number 
Dying 

Claims Discounted Claims 

   (c)*$1,000^ PV(6%,age-30,0,d) 
31 998,350 1,700 $1,700,000 1,603,774

32 996,650 1,800 1,800,000 1,601,994

33 994,850 2,000 2,000,000 1,679,239

34 992,850 2,250 2,250,000 1,782,211

35 990,600 2,600 990,600,000 740,233,946

746,901,164

^except for year 5, where benefit will be paid to all policy holders irre-
spective of the death rate. i.e. claims = (b) * $1,000
Five year rate for endowment policy = 746,901,164 / 998,350 = 748.14

.

PART Y3

Q01 D – All remuneration for service under a 
Hong Kong employment, wherever ren-
dered, is subject to Salaries Tax, unless 
the income is exempted (e.g. where ALL 
services are rendered outside Hong 
Kong.  The apportionment on a time ba-
sis does not apply on Hong Kong em-
ployment.

Q02 C - Income from provision of service 
rendered in Hong Kong is subject to 
Profits Tax.  However, it is clear from the 
fact that the entire consultancy service is 
rendered in China, therefore the income 
is offshore and not subject to tax in 
Hong Kong.  The locations where the 
order is received and the money is re-
ceived are irrelevant for the purpose of 
determining of the taxation of income 
from provision of service.

Q03 A - The correct approach to voice out 
the disagreement is to lodge an objec-
tion against the tax assessment, this will 
allow the IRD to acknowledge the disa-
greement, investigate the reason thereof 
and finally decide whether to accept 
Kevin’s request or not. 

Q04 D - Dividend income (regardless of 
source) is non-taxable in Hong Kong as 
a matter of assessing practice.  

Residency of taxpayer in general would 
not be a determining factor for taxation 
in Hong Kong. 

There is no interest tax in Hong Kong 
and Hong Kong does not tax offshore 
income.

The source of income from letting of real 
property is determined by the location of 
the real property. Since the property is 
located outside Hong Kong, it is consid-

ered as an offshore income and thus will
not tax in Hong Kong.

Q05 Jimmy is a Hong Kong resident and 
therefore according to the double tax ar-
rangement between Hong Kong and 
China he will not fall into the China tax 
net until his stay in China has exceeded 
183 days in any 12-month periods (as-
suming his payroll is not paid or borne 
by a Chinese enterprise and the em-
ployer has no permanent establishment 
in China).  This is a beneficial treatment 
for Hong Kong resident because under 
the Chinese tax law non-resident who 
stays and works in China for more than 
90 days in any 12-month periods will fall 
into the China tax net and his China 
source income will be subject to China 
individual income tax.

In order to enjoy the above preferential 
treatment, Jimmy has to register with the 
Chinese tax bureau once his stay in 
China has exceeded 90 days, and then 
obtain a tax residency certificate from 
the Inland Revenue Department to con-
firm his Hong Kong resident status.  
Thereafter, Jimmy should forward the 
certificate to the Chinese tax bureau for 
reference.  If the Chinese tax bureau is 
satisfied that Jimmy is a Hong Kong res-
ident, Jimmy’s income will not be subject 
to China individual income tax until his 
stay in China has exceeded 183 days.

In the event that Jimmy has stayed and 
worked in China for more than 183 days 
in any 12-month periods and hence his 
China source income is subject to China 
individual income tax, Jimmy is still sub-
ject to Salaries Tax on full amount of his 
employment income.  This will result in 
double taxation of income (in respect of 
that part of the income that is China 
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sourced).  Nonetheless, Jimmy can ob-
tain a relief either by:

Lodging a claim under section 8(1a)(c) 
of the Inland Revenue Ordinance to ex-
clude those part of the income that has 
been subject to China individual income 
tax from subject to Salaries Tax; or

Claiming a tax credit under the double 
tax arrangement between Hong Kong 
and China.  Tax credit is computed 
based on the China individual income 
tax paid but the amount is limited by the 
lower tax rate and tax allowance in Hong
Kong.

Q06 All the income, bonus and allowances 
included in the employment terms are 
taxable under Hong Kong Salaries Tax.
The Salaries Tax liability 2011/12 will be:

HK$

Salaries 600,000

Sign-on bonus 100,000

Rental allowance 240,000

Car allowance 120,000

Total assessable income 1,060,000

Basic allowance (108,000)

Net chargeable income 952,000

Tax payable at progressive rate:

1st $40,000 @2% 800

2nd $40,000 @7% 2,800

3rd $40,000 @12% 4,800

Remaining @17% 141,440

Total tax payable 149,840

Based on the following principles, Bob 
can consider restructuring his remunera-
tion package in order to structure certain 
fringe benefit items to non-taxable:

Income is taxable in the year when it is 
received by the taxpayer.

Rental reimbursed by employer is 
non-taxable.

Fringe benefit that is not paid in 
cash, convertible into cash or dis-
charge of employee’s liability is non-
taxable.

In light of the above principles, the fol-
lowing ideas are developed:

Arrange the sign-on bonus to be 
paid to Bob before 31 March 2011, 
so that it is fully sheltered by the 
basic allowance for 2010/11 of 
HK$108,000.

Provide a rental reimbursement 
scheme to Bob instead of payment 
of allowance, so that the benefit is 

taxable only at the rate of 10% 
Bob’s employment income.

Transfer the obligation to make the 
payments of car park rental and pet-
rol to the employer (employer to 
rent the car parking space, and em-
ployer to provide a corporate gas 
card to Bob), so that they are non-
taxable to Bob.

If Bob implements the above ideas, the 
rental reimbursement and car allowance 
are not taxable, whereas the sign-on
bonus is taxable in 2010/11 but shel-
tered by the basic allowance.  The Sala-
ries Tax liability for 2011/12 will be:

HK$

Salaries 600,000

Rental value

($600k x 10% - $120k*) 0

Total assessable income 600,000

Basic allowance (108,000)

Net chargeable income 492,000

Tax payable at progressive rate:

1st $40,000 @2% 800

2nd $40,000 @7% 2,800

3rd $40,000 @12% 4,800

Remaining @17% 63,240

Total tax payable 71,640

*Actual rent paid by Bob = ($30k rent -
$20k allowance) x 12 = $120k

The implementation of the ideas has re-
sulted in a tax saving of $78,200.

Q07 Rental and premium for letting of proper-
ty located in Hong Kong are subject to 
Property Tax.  The premium is required 
to spread over the lease term (subject to 
a cap of 3 years) and subject to Property 
Tax accordingly.

The following is the computation for the 
Property Tax liability for 2011/12:

HK$

Rental income

from 1/4/11 to 31/3/12 240,000

Premium

$360,000 /36 x 12 120,000

Total assessable value 360,000

Rates paid by Lawrence (4,000)

356,000

Statutory deduction 20% (71,200)

Net assessable value 284,800
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Property Tax payable 

@15% 42,720

Mortgage loan interest is not deductible 
under Property Tax.   However, if Law-
rence elects personal assessment, 
mortgage loan interest for financing the 
purchase the letting property is deducti-
ble.  Also, Lawrence is entitled to per-
sonal allowance and computation of tax 
under progressive tax rate typically 
available under Salaries Tax.

The following is the computation for the 
tax liability for 2011/12 under personal 
assessment:

HK$

Net assessable value 284,800

Mortgage loan interest (96,000)

188,800

Basic allowance (108,000)

Net chargeable income 80,800

Tax payable at progressive rate:

1st $40,000 @2% 800

2nd $40,000 @7% 2,800

Remaining @12% 96

Total tax payable 3,696

The election of personal assessment 
has resulted in a tax saving of $39,024.

Q08 D - Rental income from letting the 
apartment is subject to Property Tax, re-
gardless of the location where the lease 
agreement is prepared or signed.  In 
computing the assessable value under 
Property Tax, the gross amount of the 
rental income is relevant, there is no re-
quirement to reduce the gross income 
by any percentage.

Q09 The IRD expects a new business should 
close its books within 18 months from 
the date of commencement of business.   
Bearing this in mind, it is fine for Henry 
to either close the book on 31 December 
2011 (4 months) or 31 December 2012 
(16 months).  For the year of assess-
ment of which the taxpayer commences 
his business, the IRD allows a basis pe-
riod of less than or more than 12 months.

If Henry closes the books by end 2011, 
the first accounting period will be 4
months.  The profits of HK$100,000 
(HK$25,000 x 4) will be subject to Profits 
Tax in the year of assessment 2011/12.  

If no election is made for personal as-
sessment, the Profits Tax payable is 
HK$15,000 (HK$100,000 x 15%).   If 
Henry elects personal assessment, the 

assessable profits of HK$100,000 will be 
subject to tax under personal assess-
ment with deduction of basic allowance 
of HK$108,000.  As a result, there will 
be no tax payable under personal as-
sessment for 2011/12.  

For 2012/13, the 12-months profits of 
HK$300,000 (HK$25,000 x 12) will be 
subject to Profits Tax with Profits Tax
payable of HK$45,000 (HK$300,000 x 
15%).  If personal assessment is elected, 
the tax payable under personal assess-
ment for 2012/13 is HK$20,640 (after 
deduction of basic allowance of 
HK$108,000 and income taxed at pro-
gressive rates).   The total tax payable 
for 2011/12 and 2012/13 under personal 
assessment is HK$20,640 (ignoring pro-
visional tax).

If Henry closes the books by end 2012, 
the first accounting period will be 16 
months.  The profits of HK$400,000 
(HK$25,000 x 16) will be subject to Prof-
its Tax in the year of assessment 
2012/13.  If no election is made, the 
Profits Tax payable is HK$60,000 
(HK$400,000 x 15%).  If Henry elects 
personal assessment, the assessable 
profits of HK$400,000 will be subject to 
tax under personal assessment with de-
duction of basic allowance of 
HK$108,000.  The tax payable under 
personal assessment for 2012/13 is 
HK$37,640.

In light of the above, we notice if Henry 
closes the book early the overall tax 
payable up to 2012/13 is HK$17,000 
less.  This is because 4 months of the 
profits from the business is taxed one  
year earlier, which is sheltered by the 
basic allowance of HK$108,000 for 
2011/12.  Otherwise the basic allowance 
for 2011/12 is wasted if all profits are al-
located and tax in 2012/13.

Q10 Fiona has committed the following of-
fences apparently without any reasona-
ble excuses when she filed her Tax Re-
turn – Individuals for the year of as-
sessment 2010/11:

Fiona has omitted her part-time 
employment income of HK$100,000 
from her tax return, which is a taxa-
ble income under Salaries Tax.  De-
liberate omission of a taxable in-
come from tax return filing is an of-
fence.

For expense deductible under Sala-
ries Tax, it must be wholly, exclu-
sively and necessarily incurred in 
the production of chargeable in-
come.  In addition, the expense 
must not be private, domestic and 
capital expense.  There are case 
laws to support that travelling ex-
pense from home to work is a pri-
vate expenditure and thus not quali-
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fy for deduction under Salaries Tax.
Therefore Fiona has no bases in 
claiming the deduction; she has 
filed an incorrect tax return which is 
an offence.

The payment of subscription can 
hardly be argued as donation.  Do-
nation should be a gift without any
expectation of reward.  Fiona has 
made a false claim of deduction 
which is an offence.

In order to be eligible for dependent 
parent allowance, the taxpayer must 
have maintained the parent.  Since 
Fiona’s mother is dead, there are no 
grounds to argue that Fiona has 
maintained her mother.  Fiona has 
thus made a false claim of allow-
ance which is an offence.

Q11 To find out the 2010/11 Salaries Tax
liability  :

HK$

Salaries 500,000

Travelling expense (20,000)

Donation (100)

Basic allowance (108,000)

Dependent parent 

allowance (30,000)

Net chargeable income 341,900

Tax payable at progressive rate:

1st $40,000 @2% 800

2nd $40,000 @7% 2,800

3rd $40,000 @12% 4,800

Remaining @17% 37,723

Final tax payable for 
2010/11 at progressive 
rate 46,123

2010/11 provisional tax 
paid (by deduction) (43,000)

2010/11 final tax under-
charged (given in the 
question) 3,123

Since there is a final tax undercharged 
for 2010/11 of HK$3,123, the 2009/10 
provisional tax paid is HK$43,000.

Q12 The lodgment of the holdover of the 
2011/12 provisional Salaries Tax in-
volves the following steps:

Estimate the taxable income for 
2011/12  based on latest infor-
mation and reasonable assumptions.

Ascertain the amount of deduction 
and allowance available for 2011/12.

Based on the above information, 
calculate the estimated net charge-
able income for 2011/12.

Put together a written submission 
for the holdover application (or 
complete the relevant application 
form available at the IRD’s website).

Submit the application to the IRD no 
later than 17 November 2011 (28 
days before the tax payment due 
date of 15 December 2011).

Q13 As an employer David has the following 
obligations under the IRO:

Notify the IRD of the commence-
ment of Fiona’s employment within 
3 months.

Report the remuneration paid to 
Fiona in the Employer’s Return on 
an annual basis.

Q14 If the purpose of the arrangement is to 
avoid the payment of Salaries Tax by 
Fiona on the employment income from 
David, it is likely that David will not com-
ply with the obligations mentioned in 
question (14) above.  Should that be the 
case, David has committed an offence.

On the other hand, if Fiona also deliber-
ately omits her employment income re-
ceived from David in her Tax Return –
Individuals filing, Fiona has also commit-
ted an offence.

The achievement of the tax benefit by 
Fiona through the arrangement is by il-
legal means (i.e. breaking the law, spe-
cifically the IRO), therefore the arrange-
ment is a tax evasion scheme subject to 
reassessment of tax and punishable by 
law.

Although David apparently does not 
benefit from the scheme, he has partici-
pation and involvement in the scheme 
and therefore he will be subject to the 
same punishment under the IRO. 

Q15 There will be a discrepancy between the 
total amount of remunerations as report-
ed in the Employer’s Return and the sal-
aries expense as appeared in the profit 
and loss account of David’s business.  If 
the IRD is aware of the discrepancy and 
request reconciliation from David, it will 
probably reveal the omission of Fiona’s 
salary from the Employer’s Return re-
porting.  The IRD will then further cross-
check the income reported by Fiona in 
her Tax Return – Individuals and ulti-
mately will uncover the omission of in-
come by Fiona.

Q16 In order to rectify the situation, first of all 
David should stop the arrangement with 
Fiona.  Secondly, David should discuss 
with Fiona that the arrangement consti-
tutes tax evasion and both of them are 
subject to punishment under the tax law, 
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hence they need to rectify the situation 
as soon as possible preferably by way of 
voluntary disclosure before the IRD un-
cover this arrangement.

If Fiona is in agreement with the above 
suggestion, both David and Fiona 
should gather all the relevant 
facts/information and put together a re-
port before they start the voluntary dis-
closure process.  During the process, 
both Fiona and David should fully coop-
erate with the IRD and provide further in-
formation to facilitate the IRD’s review if 
necessary.  In addition, both Fiona and 
David should prepare to accept the re-
assessment and also the penalty and 
paid such amounts promptly as required.

In the event that Fiona is reluctant to 
conduct the voluntary disclosure jointly 
with David, David should still go ahead 
and prepare for the voluntary disclosure 
exercise.  However, it is likely that the 
time taken to reach a settlement with the 
IRD will be longer because further inves-
tigation by the IRD may be required in 
order to reveal the full fact of the case.  
In light of this, the penalty loading will 
likely be higher.

Q17

Forgetting to regularly review an es-
tate plan.

Forgetting to include new or residu-
ary assets.

Forgetting the “just-in-case” contin-
gencies.

Forgetting about laws of other juris-
dictions.

Failing to take personal factors into 
account.

Failing to disclose important infor-
mation.

Q18 B - Technically, the will’s residuary 
clause covers the remaining assets in 
the estate that were not explicitly men-
tioned in the real property clause or per-
sonal property clauses. The residuary 
clause gives the will a safety net in the 
case the testator forgot to specifically 
identify some part of the estate in the will. 
There will always be property in the es-
tate that falls into the residuary category, 
so the testator must make sure one or 
more beneficiaries are identified to re-
ceive this.

Q19 The Will Ordinance governs the legal 
environment for making a will in Hong 
Kong. Its provisions include the legal 
capacity of the testator, the form of the 
will, signing and disposition of assets. 
David has the right to write the will by 
himself. However, he should make sure 
all the legal requirements as stated in 

the ordinance are being followed. After 
all, professional advice is recommended.

If David chooses to write by himself, he 
should make sure that:

He has the legal capacity – that he 
reaches the full age of 18

The will is in writing and signed by 
him

The signature much be made or 
acknowledged by his in the pres-
ence of two or more witnesses pre-
sent at the same time.

He should also include the following ma-
jor contents in his will:

The fact that this is a will.

The name of the testator.

The revocation of all previous wills.

The name of the executor(s).

The name of the beneficiary(ies).

The instructions of the testator as to how 
he wants the estate’s assets to be dis-
tributed amongst the beneficiaries

Q20 Unless Jonathan has expressed his 
intention that his will should not be re-
voked by his marriage, the existing will, 
or part of that will, will be automatically 
revoked upon his subsequent marriage.

Under the Will Ordinance, the following 
situations will automatically revoke an 
existing will or parts of that will:

Subsequent marriage.

Subsequent divorce.

Formal written declaration of the will.

Making of a new will.

Deliberate destruction of the will.

Q21 C - The reasons why a will needs to be 
changed vary, but the following circum-
stances are typical:

After a marriage

After a divorce

After the spouse’s death

After the death of one of the benefi-
ciaries

After a significant change in the es-
tate’s value

After any other life change that 
causes the testator to re-evaluate to 
whom he or she wants to leave 
something

In general, anniversary is not the reason 
to change a will.
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Q22 B - The application of grant will follow 
the effective legislation at the moment of 
death. As the change of legislation was 
effective in 2006, the old legislation is 
applicable for the death before 2006. For 
the death after 2006, the new one ap-
plies.

Q23 Probate : where (a) the deceased died 
leaving a valid will and (b) the grant ap-
plicant is the executor, or one of the ex-
ecutors, named by the testator in the will.

Letters of administration ( with will an-
nexed) : where (a) the deceased died 
leaving a valid will and (b) the grant ap-
plicant is not the executor, or one of the 
executors, named by the testator in the 
will.

Letters of administration : where (a) the 
deceased died not leaving a valid will 
and (b) the grant applicant is any person 
entitled to apply according to the order 
of priority : r.21 NCPR Cap 10A.

Q24 B - In Hong Kong, the estate of an intes-
tate will possibly go to the surviving 
spouse, child or other family members 
according to the published rules. But it 
will never go to the creditor of surviving 
spouse directly no matter the spouse is 
solvent or not. The rules also imply noth-
ing will go to surviving parent if both sur-
vival spouse and children exist.

Q25 This is an open-end question with no 
definite answers. The questions should 
cover the following aspects:

The intention of setting up the trust. 

The scope of the trust. 

The available alternatives to a trust.      

The revocability of the trust

The expected timing and mode of 
funds injection.

Conditions precedent, if any.

Condition subsequent, halt condi-
tions   

Gift over provisions on default, if 
any 

For example, whether it is set to be an 
education trust where Martha’s nephew 
shall not entitle to content of the trust if 
he drops out of school before a certain 
school level, or it is set to transfer a sum 
of money to Martha’s nephew once he 
reaches certain age. 

Q26 A - Being an asset transfer method, joint 
tenancy can be used as a substitute for 
a will under its distinguishing character-
istic, which is the right of survivorship. 
Whether the deceased has a will or not 
is immaterial to the property transfer. Al-
so, in the absence of a clear intention, 
the law presumes that a property that 

has more than one owner is held by the 
tenants-in-common.

Q27 According to the normal priority on intes-
tacy (rule 21, Non-Contentious Probate 
Rules Cap. 10A), Jenny, the surviving 
spouse, has the first priority.

However the Court has the final authori-
ty to permit any other suitable person(s) 
to be the personal representative: s. 36, 
Probate and Administration Ordinance, 
Cap. 10. 

Q28 Letters of Administration will be issued 
by the Court for the administration of the 
estate of Peter since Peter died intestate. 

Q29 Under intestacy, residuary estate means 
the remaining of the estate of a de-
ceased after deduction of debts and lia-
bilities. 

Total assets = HK$2.2 million. Total lia-
bilities = HK$1.15 million.

Residuary estate = HK$2.2 million -
HK$1.15 million = HK$1.05 million. 

Q30 Peter died intestate leaving a spouse 
and a child.  According to S 4(4) of the 
Intestates’ Estates Ordinance, Cap. 73, 
Jenny, the surviving spouse is entitled to 
the 

personal chattels of the deceased; 

statutory legacy of $500,000; and
interest at High Court judgment rate 
on the statutory legacy of $500,000 
from the date of death to the date of 
payment; and

50% of the remaining residuary es-
tate.

Q31 Peter died intestate leaving a spouse 
and a child.  According to S 4(4) of the 
Intestates’ Estates Ordinance, Cap. 73, 
Paul, the child is entitled to the 50% of 
the remaining residuary estate.

Q32 Total assets = HK$2.2 million. Total 
liabilities = HK$1.95 million.

Residuary estate = HK$2.2 million -
HK$1.95 million = HK$0.25 million. 

The statutory entitlement of $500,000 to 
Jenny will exploit the estate, Paul’s
share of the residuary estate will be 
emptied.

Q33 If Paul was being maintained, either 
wholly or substantially, by Peter immedi-
ately before Peter’s death, he may apply 
to court for an order under the Inher-
itance (Provision for Family and De-
pendents) Ordinance Cap. 481 for finan-
cial provisions to be made out of the es-
tate of Peter. 

Q34 The distribution will be different under 
the two forms of joint-ownerships.
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If the property was co-owned as tenants-
in-common in equal shares, 1/2 of the 
property will become the estate of Peter, 
and will be distributed according to IEP 
Cap. 73, above mentioned. 

If the property was co-owned as joint 
tenants, the whole property will go to 
surviving joint tenant by virtue of the 
right of survivorship.  

Q35

to take out trust policy for the antici-
pated education provision of Paul. 

to take out life insurance policy 
nominating Jenny and or Paul as 
the case may be as the benefi-
ciary(ies). 

to consider whether he would regu-
late the co-ownership mode of the 
City One property from joint tenants 
to tenants in common. 

to make will to provide for disposi-
tion of his estate properly.

to appoint guardian in his will for 
Paul, who is still a minor.

to set up and fund trusts that parcel 
money for education purposes.

Q36 B – The source of income from an office 
(in this case, the director’s fee) is the lo-
cation of the office, which is determined 
by the location where the company is 
managed and controlled.  In this case, 
the source of the director’s fee is in 
Hong Kong.  It is chargeable to Salaries 
Tax (not Profits Tax).  The 60-days rule 
in the IRO only applies to employment 
income (not office income).  Therefore, 
Mr. Johnson is liable to Salaries Tax to 
the full extent.

Q37 $360,000 + 60,000 = $420,000 + 10% 
thereof = $462,000, housing benefit in 
the nature of refund of rent being not 
taxable, but being treated as provision of 
a place of residence, thus attracting the 
charge of 10% of total income as rental 
value.

Q38 A

Q39 B

Q40 D

Q41 A

Q42

objects
intention
subject matter

Q43

Joint Tenancy Living Trust

Cost Lower cost, easy to set up Higher set up cost

Maintenance Not required Ongoing maintenance

Type of estate Non-probate Non-probate

Ability to name alter-
native beneficiaries

Unable Able

Protection for vulner-
able beneficiaries

Not applicable
Able to name guardians; dif-
ferent types of protective trust 
to fit the settlor’s intention.

Q44 Andy has no child, but leaves a spouse and a whole-blooded sibling.  The spouse, Bonnie, shall 
be granted the personal chattels of Andy plus and net sum of $1 million from the residuary estate.  
Half of the remaining residuary estate will be held in trust for Bonnie absolutely, with the other 
half held in trust absolutely for his whole-blooded sister, Emily.  

Q45 B. 10%.  Because marital agreement is not enforceable in Hong Kong.
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PPart ZZ  
FFinancial Planning Practice  

As candidates progress in the CFP® Certification Education Program and acquire advanced 
and specific knowledge in Investment Planning, Asset Management, Insurance Planning, Risk 
Management, Tax Planning and Estate Planning, candidates are expected to be able to con-
struct comprehensive financial plans and apply knowledge acquired in previous levels.

Examinees are recommended to refer to the Information on Examination Papers and

Examination Syllabus (Appendix 1 of the Examination Handbook) for EXAMINATION 

QUESTION DISTRIBUTION.  For full details of the cognitive requirement, learning outcomes, 

topic headings and subtopics etc, examinees should refer to the Examination Syllabus 

(Appendix 1 of the Examination Handbook) and the Syllabus - Descriptive Content Coverage 

(Annex of the Study Guide).

RECOMMENDED/SUPPLEMENTARY READINGS 

All recommended/supplementary readings for sub-section X and Y.
Advanced Financial Planning - Case Analysis and Suggested Approach, IFPHK

CASE STUDY

A case study is provided (next page) to help candidates to review and comprehend the chap-
ter materials. They may NOT fully reflect the cognitive level of questions of the CFP Certifica-
tion Examination.    For reference purpose, the case study is also supplemented by the corre-
sponding questions and suggested answers.     
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PPart ZZ  
FINANCIAL PLANNING PRACTICE – CASE STUDY

This case is an adaptation of the original case submitted by Mr. Enoch Lo Kam-Cheung, the 

Overall Winner of the 2005 SCMP/IFPHK Financial Planner Award Competition, but all the 

names of companies and individuals have been changed to fictitious ones in the interest of 

privacy and impartiality. The plan has also been rewritten for the sake of clarity and length as 

well as matching the analysis of the study guide created by IFPHK.

1. You are Jackie Tang, an Independent Financial Advisor.

2. You work for an independent financial advising firm ABC Financial Planning Company that 
provides financial planning services to individuals. The firm is a registered insurance bro-
ker and a registered investment advisor. You hold the relevant licenses for insurance busi-
ness and investment advising. 

3. You were introduced to your new client, Mr. Adam Lee and his wife, Eva Lee, through one 
of your existing clients, Mr. Adrian Lim.

4. You met the couple at your office on 1st February, 20xx, explained to them the services you 
provide and discussed the scope of client-planner engagement with them.

5. The meeting went well. Adam and Eva generally agreed to engage you as their financial 
planner.

6. You prepared a letter of engagement (as shown next page) and sent it to the couple the 
day after the meeting.

Background
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Letter of Engagement

2 February 20xx
Mr and Mrs Adam Lee
123 Long Street
Hong Kong

Dear Mr. and Ms. Lee,

Thank you for meeting with me yesterday, and for the opportunity to explain 

how I can help you plan for your financial future.

Just so that you are clear as to what to expect in a financial planning process, 

I will 

- analyse your information given to me, and provide you with a strategic 

plan to achieve your financial goals and objectives;

- give you specific advice and recommendations to make the strategy 

work;

- help you through the decision-making process;

- ensure your decisions on needed action are implemented efficiently 

and effectively; and

- conduct regular reviews to ensure that your strategic plan is on track.

I would like to draw your attention to the fact that I do not provide services for 

specific stocks, bonds, warrants, options and equity-linked instruments.

For your information, my firm and I are authorised, licensed and/or registered 

by:

- the SFC to conduct Type 1 (dealing in securities), and/or Type 4 (advis-

ing on securities) and/or Type 9 (asset management) regulated activi-

ties;

- the IA to give advice on insurance policies; and

- the MPFA to sell MPF schemes and to give advice on securities and in-

surance policies. 

I am also a CFP® certificant. Some background information of my firm is at-

tached for your reference.

As you may recall from our discussion, the success of our relationship will be 

dependent upon each of us fulfilling our responsibilities. The following defines 

these aspects of our relationship.

ABC
Financial Planning Co.
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My responsibilities as your financial planner are to:

- do a complete and thorough financial analysis of your current situation;

- develop a specific strategy to achieve your objectives;

- provide specific advice and recommendations to make the strategy 

work; and

- provide on-going service to ensure that your financial goals are met.

Your responsibilities as a client are to:

- provide me with a clear picture of your goals and objectives – initially 

and as your thinking and lifestyle evolves;

- provide me with relevant financial information about you and your family;

- act on my recommendations; and

- provide me with information on any major changes in your life as they 

occur, and be willing to make adjustments to the original plan based on 

these changes.

I would like to clarify that no fees will be charged for the development of your 

strategic plan and any on-going services. The costs incurred by you will be in 

respect of the purchase of insurance and investment products. There may be 

instances where we may need to consult with other third party professionals 

such as a lawyer or tax consultant. No such consultations will take place 

without your expressed approval and agreement, and you will be informed 

beforehand the cost for such professional fees.

I am compensated through salary and commissions from the sale of invest-

ment, insurance and other financial products as part of the implementation of 

the financial plan. Such commissions differ for each product and range from 

0.5% to 4.8% of the total sales value for investment product and range from 

15% to 60% of the first year premium for insurance product.

Please be assured that all information given to me by you will be treated as 

confidential and will not be disclosed to any third party unless agreed by you 

in writing or required by law. I would also like to inform you that the firm has in

place procedures to address client complaints or disputes.

It is part of my commitment to quality service to encourage feedback from you, 

so do not hesitate to contact me at any time with your questions or concerns. 

I will also endeavor to update you on the status of your financial plan as fre-

quently as practical, in addition to our regular discussion/review sessions. 

ABC
Financial Planning Co.
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I would like to thank you for selecting me as your financial planner, and hope 

that this new relationship of ours will be a long-lasting and satisfying one.

Yours truly,

Jackie Tang, CFP®

ABC Financial Planning Co.

Dated: _________________

_______________________ ______________________

Adam Lee Eva Lee

ABC
Financial Planning Co.
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7. Adam and Eva officially engaged you as his financial planner by signing an agreement of 
engagement. Upon receipt of the signed agreement, you have arranged another meeting a 
week later at your office.

8. Adam and Eva brought with them to the meeting the following documents as per your re-
quest:

investment statements

MPF statements

insurance policies

tax returns

identification documents

More about Adam Lee and Eva Lee

9. Adam is 38 years old.  He is married with a daughter, Avon Lee (one year old) and a son,
Alan Lee (three years old) who will start school this coming year.  

10.Adam’s grandfather was a practitioner of traditional Chinese medicine and set up a clinic 
right after World War II. After his grandfather passed away, Adam’s father and uncles be-
came the owners of the company. Adam’s father, who did not practice Chinese medicine 
himself, helped turning the clinic into an importer of Chinese herbal medicine.  

11.Adam has been working for the family business since he graduated from college. He now 
is the Director of Operation Department working alongside his father. Adam and his father 
have to travel often to mainland China to ensure the quality of the Chinese herb supplied.  
Knowing that Chinese herbal business is a risky business, where quality of herb supplied 
by mainland exporters varies, they changed the company into a limited liability company.  

12.Adam takes home a monthly salary of $40,000 and a year-end bonus, which fluctuates 
from $300,000 to $500,000.  Last year, the bonus was $400,000. The company provides 
Adam and his young family medical benefit, including a $200,000 hospitalization coverage 
per person. It also makes MPF contribution as required by the law.

13.Eva Lee is 29-year old. She works as an executive assistant in a small trading firm. She 
has been working for the company since she left school. She first joined the company as a 
clerk and worked her way up to her current post. She earns a monthly salary of $15,000 
and a year-end bonus that amounts to one month of salary.  Since Adam’s income is 
enough for the family expenses, she is not required to contribute for the family expenses.  
Adam takes care of Eva’s tax payment as well.  She takes 20% of her salary as her per-
sonal expenses after deducting her MPF contribution.  The remaining part of her income 
will be saved to her USD savings account as the children’s college fund. 

14.Eva’s employer does not provide any additional benefit except the MPF contributions re-
quired by the law.  Adam has been asking Eva to leave the job and join him at the family 
business, but Eva does not like the idea of working along her husband and father-in-law.

15.The family lives in an apartment located in an old residential district in Kowloon. Adam’s 
father purchased the flat seventeen years ago with a twenty-year mortgage and trans-
ferred it to Adam when he got married. Adam now lives in the flat with his young family and 
paying for the $9,000 mortgage payment monthly. The estimated market value of the flat is 
around $3,400,000, reflecting a 10% annual growth.  Outstanding mortgage on the flat is 
$300,000.  The flat is about 600 square feet in size and a bit small for a family of four with 
a live-in Pilipino domestic helper. Eva and Adam hope to move to a new flat of larger size 
in a better school district as their son is about to attend primary school in a few years. 
They have been shopping for such a flat in Kowloon Tong lately and it is now under con-
sideration.

16.Adam’s mother comes to the flat every weekday and takes care of the children while Eva

Case Information
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and Adam are at work. She would stay there until one of them returns home from work. 
Every now and then she would stay for the dinner. During weekends, Eva and Adam 
would take the children to the theme parks and beaches. They believe that outdoor activi-
ties are good for the children and help build a better relationship in the family. Before hav-
ing the children, Eva and Adam travelled a couple times a year. But now they would like to 
spend the time in Hong Kong because their kids are too young for long distance flights.

17.Eva takes Alan to an English playgroup twice a week so he can learn English with other 
children. She is also considering giving her son piano or violin lessons. She believes that 
learning musical instrument can increase the chance being admitted to a reputable primary 
school. Adam however has no confidence in Hong Kong’s public education system at all.
In his opinion, Hong Kong’s public education system would only stifle a child’s creativity. 
He would like to send his children to international school as early as they start primary ed-
ucation at the age of 5.

18.Eva quitted school at very young age, she still regrets very much about not having tertiary 
education. She considers it a huge disadvantage if her children do not receive tertiary ed-
ucation. She and Adam agreed that they would spare nothing to make sure that their chil-
dren receive the best education, and they are willing to sacrifice their current living stand-
ard to make provision for it.  They prefer the British education system.

19.Wages and other expenses paid in relation to the maid is approximately $60,000 per year. 
Other family expenses incurred are indicated as below:

- Average monthly family expenditure paid by Adam:

Food/Beverages 5,000

Health and Personal 

care 3,000

Utilities 1,200

Phone 1,000

Transportation 3,000

Sundries 1,000

Management fee 600

Other child related 

expenses 11,900

20.Adam and Eva expect the family expenses will be increased largely when the kids join 
school.  The burden will only be relieved until the kids graduate at 21.  The couple expects 
the kids can take over to support the family’s living expenses 4 years after Avon’s gradua-
tion.

21.Adam considers himself as a cautious investor. He does not take risk very often and in-
vests conservatively. Adam’s adventure into risky investments was not a happy one. A few 
years ago he subscribed to IPOs of new stocks a couple times, but ended up losing every 
time. Since then he would only invest in established blue chip companies. He currently 
owns a portfolio of blue chip stocks with a market value of around $300,000. The return of
his stock portfolio was around 7 percent annually last year.

22.Eva investments involve only conservative ones. She does not have any financial invest-
ment except for deposits in banks. However, she has seen the return on such deposit de-
creasing lately and the inflation has been picking up. She wonders whether there would be 
enough for her children when she needs it.

23.Eva and Adam do not have any definite plan for their retirement as they are still young at 
this moment. However, they hope to retire together when Adam reach age 55, and main-
tain a decent living in retirement.  While the fixed living expenses and Eva’s personal ex-
penses shall remain the same, they expect the variable part (including Food /Beverages,
Health and Personal care, Phone, Transportation and Sundries) of the family living con-
sumption for post-retirement period will be reduced to 80% of pre-retirement level. By the 
time one of them passes away, they expect this part of family living consumption will fur-
ther reduce to 60% of original level.

24.The performance of Adam’s MPF investment is not spectacular as well. For the past few 
years, it has generated an average annual return of 3%. 

25.Eva’s MPF investment is a conservative one. She chose a conservative fund for her MPF 
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saving whose return has been decreasing lately.

26.Eva and Adam are interested in exploring different investment options to enhance the re-
turn of their assets; they are willing to take up more risk. Although the returns for this year 
weren’t satisfactory, they hope that it can generate an average return of 5% annually in the 
future after restructuring their portfolio, except for Eva’s USD savings set aside for the kid’s 
college fund, which will generate only 2% return.

27.During the meeting you have asked the couple to fill in a risk profiling questionnaire, the 
total score of 22 suggests that the couple is fairly conservative.  According to the asset al-
location recommendation of ABC financial planning company, clients who are fairly con-
servative will be recommended a portfolio with 7% expected return at 8% standard devia-
tion.

28.The couple does not have personal medical insurance policies. They rely on the medical 
benefits provided by the family’s business. As Eva’s salaries is not one of the main source
for the family income, she and Adam decide that her need for insurance coverage is mini-
mal and they would be better off without another premium payment obligation.

29.Adam performs medical check-up annually.  Report from his last check-up shows no major 
health problem. Eva considers herself very healthy and does not perform check-up regu-
larly.

30.Adam would like to be well-prepared for possible medical expenses in case he catches 
critical illness.  He considers a $600,000 lump sum for medical expenses (as shown below)
will provide enough protection to the family in case of his critical illness.

Hospitalization cost 200,000

Advance medical treat-
ment cost

200,000

Special equipment and 
operation cost

200,000

In case of such, Eva may need quit her job and stay home taking care of the family.  He 
would like to sustain the family’s living standard without placing extra financial burden to 
Eva.

31.Adam understand that in case of his pre-mature death, it is very difficult to have the fami-
ly’s living standard sustain as it was, however he considers the family can tolerate at most
20% reduction on variable living expenses, without changes to the other fixed cost.
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Shown below are the documents brought to the meeting by Adam as per your request
=======================================================================
=

I. INVESTMENT/SAVING ANNUAL STATEMENT:

*Financial Institutions

#Property Developer

Adam Lee

Asset Class Issuer Current Price Quantity Held Dividend Current Value

HK Equity ABC Ltd* $15.25 3,000 $1,200.00 $45,750.00

HK Equity MNO Ltd* $18.50 2,000 $400.00 $37,000.00

HK Equity DEF Ltd* $32.75 4,000 $4,800.00 $131,000.00

HK Equity XYZ Ltd# $22.75 4,000 $2,000.00 $91,000.00

    $8,400.00 $304,750.00

Adam Lee

Savings Institute Opening Balance Interest In-

come

Ending Balance

US Dollar IJK Bank US$180,000.00 US$180.00 US$180,180.00

HK Dollar IJK Bank $700,000.00 $350.00 $700,350.00

Euro IJK Bank € 22,500.00 € 56.25 € 22,556.25

Eva Lee

Savings Institute Opening Balance Interest In-

come

Ending Balance

HK Dollar TUV Bank $77,205.94 $772.06 $77,978.00

US Dollar TUV Bank US$64,184.85 US$320.92 US$64,505.77
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II. MPF INVESTMENT DETAIL:

Adam Lee: DEF MPF Master Trust Plan

 Fund Code Mandatory 

contributions

Voluntary contributions Total

Employer Member Employer Member

Opening 

Balance

Stable Mixed Asset Fund 

20/40

51,000 51,000 0 0 102,000

MK HK Dollar Conservative 

Fund 

54,500 54,500 0 0 109,000

  105,500 105,500 0 0 211,000

Closing 

Balance

Stable Mixed Asset Fund 

20/40

52,500 52,500 0 0 105,000

MK HK Dollar Conservative 

Fund 

61,500 61,500 0 0 123,000

  114,000 114,000 0 0 228,000

Eva Lee: TWV MPF Master Trust 

 Fund Code Mandatory 

contributions

Voluntary contributions Total

Employer Member Employer Member

Opening 

Balance

CJ Conservative Fund 40,100 40,100 0 0 82,800

  40,100 40,100 0 0 82,800

Closing 

Balance

CJ Conservative Fund 51,000 51,000 0 0 102,000

  51,000 51,000 0 0 102,000

Opening Balance 211,000

Total Contribution invested 24,000

Total Amount Transferred into Scheme 0

Total Amount Transferred Out of Scheme 0

Account Gain/(Loss) During the Period (7,000)

Closing Balance 228,000

Fund share

Stable Mixed Asset Fund 20/40 50%

MK Hong Kong Dollar Conservative Fund 50%

Opening Balance 82,300

Total Contribution invested 18,500

Total Amount Transferred into Scheme 0

Total Amount Transferred Out of Scheme 0

Account Gain/(Loss) During the Period 1,200

Closing Balance 102,000

Fund share

CJ Conservative Fund 100%
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III. INSURANCE POLICY DETAIL:

AXYZ Insurance Company Limited

IMPORTANT: This is a summary illustration of the benefits of your policy and in no way affects the 

terms and conditions stated in the policy document.

Name (Policy Owner) : Adam Lee

Age : 38

Gender : M

Smoker / Non Smoker : Non Smoker

COMPREHENSIVE Policy

Basic Plan : Whole life insurance policy

Insured : Adam Lee

Beneficiary : Eva Lee

Sum Insured : US$600,000

Benefit Riders : Critical Illness Benefits (Accelerated Death Benefits, 

50% of sum insured)

Annual Premium : HK$30,000

Maturity (age) : 100

Cash Value : US$14,121

Cash Value at Maturity : US$600,000

EDUCATION Policy 1

Basic Plan : Whole life policy with guarantee insurability option

Insured : Alan Lee

Beneficiary : Eva Lee

Sum Insured : HK$500,000

Benefit Riders : Medical Benefits

Annual Premium : HK$20,000

Maturity (age) : 18

Cash Value : HK$15,600

Cash Value at Maturity : HK$300,000

EDUCATION Policy 2

Basic Plan : Whole life policy with guarantee insurability option

Insured : Avon Lee

Beneficiary : Eva Lee

Sum Insured : HK$500,000

Benefit Riders : Medical Benefits

Annual Premium : HK$20,000

Maturity (age) : 18

Cash Value : HK$6,800

Cash Value at Maturity : HK$300,000
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IV. TAX RETURN (LAST YEAR18)

Adam Eva

$ $

Salary Income 480,000 180,000

Bonus 400,000 15,000

Total 880,000 195,000

Deduction

MPF Contribution 12,000 9,250

Deduction for Home Loan Interest 17,607

Donation 0 500

Allowance

Personal 108,000 108,000

Children 100,000 0

Net Chargeable Income 642,393 77,250

$ $

Net Chargeable Income Rate

On the First 40,000 2% 800 800

On the Next 40,000 7% 2,800 2,608

On the Next 40,000 12% 4,800 0

Over 120,000 17% 88,807 0

Total 97,207 3,408

Less: One time tax deduction 6,000 2,556

Tax Payable 91,207 852

Family Total 92,059

18 Assume current (2009/10) tax rate. 
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Step 1 Establishing Client-Planner Relationship

Q1.1 Who is/are your client(s)?

Step 2 Determining Client Goals and Expectations and Gathering Client Data

Q2.1 From the information given, what does the Lee couple want to achieve 

in this plan?

Q2.2 Depends on the information given, as a preliminary understanding, 

what do you think should be the possible priorities of the Lees’ wants?

Q2.3 What personal factors that may affect the Lees’ actual financial goals 
and priorities?

Q2.4 Please describe the life goals and corresponding financial goals ac-

cordingly.

Q2.5 When collecting information, what factors do you need to pay attention 

to?

Q2.6 Can you identify any other needs that the Lees’ may need to be aware 
of?

Step 3 Determining Client’s Financial Status

Q3.1 Fill the Client Data Sheet

Q3.2 List the assumptions to be made in evaluating the Lees’ financial status.

Q3.3 What is the corresponding market data needed?

Q3.4 Choose the appropriate market data for analysis. 

Q3.5 Calculate returns on Adam and Eva’s MPF portfolio according to the 
MPF statement provided.   Estimate the value of the MPF account bal-

ance by the time they retire, based on a 5% annual return.

Q3.6 With the following assumption, calculate return on each assets, by as-

set class and as a whole, of the Lees.  

rate of return on cash value of Adam’s life Insurance policies = 

0%

no change in exchange rate

Q3.7 Based only on the information provided in the case, calculate the mort-

gage interest rate of the Lees’ property.  Comment.

Q3.8 Adam’s sources of income include salaries and income from invest-

ment. Comment on his income stability.

Q3.9 Calculate the Net Worth, Net Cash Flow (Annually and monthly) and 

Disposable Income of the Lees. 

Q3.10 Calculate the common financial ratios for analysis. 

Q3.11 Comment on the Lees’ solvency.

Q3.12 Is the Lees well prepared for emergency in terms of liquidity?

Q3.13 Draw a timeline indicating the key events for the Lees.  

Exercise Questions
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Q3.14 Project the cash flow for the Lees for the next 20 years.  Comment. 

Q3.15 Assuming Adam invests all his excess cash inflows, project the asset 

level of the Lees from now till their retirement.

Q3.16 Quantify the financial goals according to your assumptions made in 

previous questions.

Q3.17 Evaluate the gap at this moment regarding of the Lees’ financial goals.

Step 4 Developing and Presenting the Financial Plan

Q4.1 Recommend the Lees on different planning areas.

Q4.2 Based on the following information, project the recommended assets 

allocation suggested by ABC Financial Planning Company.

Bonds
Large value 

stocks

Small value 

stocks

Expected Return 4.77% 7.03% 11.97%

Standard Deviation 6.31% 15.48% 18.67%

Covariance Bonds
Large value 

stocks

Small value 

stocks

Bonds 0.00398

large value stocks 0.00330 0.02395

Small value stocks 0.00325 0.01891 0.03487

Q4.3 How is Adam and Eva’s cash flows and assets projection if they follow 
the recommendations?

Q4.4 The Lees accept your recommendation.  Develop the financial plan ac-

cordingly.
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Fill the following Client data sheet with information collected.

=======================================================================
=

Personal Data

 Client1 Spouse/ Client2

Name   
Other names/Alias   
Date of birth / Age   
Nationality   
Marital status   
Work status – full time/part 
time/casual/retired/other

  

Occupation   
Employer   
Telephone – home   
Email address   

HEALTH

 Client1 Spouse/ Client2

Regular medical check-up   
Suffer from any long term disability   
Health problems   

DEPENDENTS/CHILDREN

Name Date of Birth Gender Relationship

    
    
    
    

Client Data Sheet
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INCOME

 Client1 Spouse/ Client2

Gross salary/wages   
Bonus   
Business profits   
Commission   
Alimony & child support   
Other income   

EXPENSES

 Client1 Spouse/ Client2

Food   
Health and Personal Care   
Housing   

Mortgage repayments / Rent   
Home insurance   
Utilities – electricity, water, telephone   
Other   

Household expenses   
Child care/Maid   
Other (Sundries, etc.)   

Transportation   
Car loan repayments   
Personal accident insurance   
Fuel, maintenance & repairs   
Other   

Education and recreation   
School & tuition fees   
Other child related expenses   
Vacation   
Other recreation   

Medical   
Insurance   
Other expenses   

MPF contribution   
Credit card repayment   
Business expenses   
Phone   
Other (e.g., donations/charities, gifts)   

Tax Payment*   
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ASSETS

Cash/Cash Management Account

Financial Institu-

tion

Owner

(Self/Spouse/Joint)
Amount Invested

Rate of 

Interest %
Account Purpose

    
    
    
     

Fixed Interest Portfolio

Financial Insti-

tution

Owner

(Self/Spouse/

Joint)

Amount 

Invested

Rate of 

Interest %
Maturity Date

Interest 

Frequency 

      
      
      
      

Managed Funds/Unit Trusts

Fund 
Owner

(Self/Spouse/Joint)
Value $

No. of 

Units

Details of Regular 

Investment (if appli-

cable)

    
    
     
     

Shares and Other Listed Securities

Name of 

Security

Owner

(Self/Spouse/

Joint)

Purchase 

Date

Purchase 

Price
No. of Units Dividend Value $

      
      
      
      

Property

Address
Owner

(Self/Spouse/Joint)

Purchase 

Date

Purchase 

Price

Net Rent 

Return

$

Growth 

Expec-

tation 

%

Loan

yes/no
Value $
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LIABILITIES

Lender
Loan

Purpose

Loan

Security
Borrower

Original 

Amount

Repayment 

Amount

Interest

Rate %

Amount 

Outstanding
Interest 

Only

         
         
         
         

INSURANCE COVERAGE

Type of In-
surance

Insured

 
Amount 

Insured $
Premium $

Maturity 
Date

Com-
pany

Benefi-
ciaries
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The suggested solutions provided below are for candidates’ reference only.  The suggested solutions 
are provided based on the understanding of the case writer and the editor towards the case materials.  

As there are many possible solutions, it is not the intention of the publisher to hold out that the 

suggested solutions and methodologies provided are necessary the best, or are commonly used by 

financial planning practitioners.

Step 1. Establishing Client-Planner Relationship

Q1.1 Who is/are your client(s)?

As both Adam and Eva have established the official client-planner relationship with you via 

the meeting and the letter of engagement, both of them are your clients. 

Step 2. Determining Client Goals and Expectations and Gathering Client Data

Q2.1 From the information given, what does the Lee couple want to achieve in this plan?

They want to sustain the family’s living in the event of Adam’s premature death or critical 
illness.

They want to retire together when Adam reaches 55, and would like to have a post-

retirement living standard similar to the current level.

They would like to provide their two children with first-class university education, if they 

have the ability to be admitted.

They want to purchase bigger flat in a district with better school network.

They want to send their two children to international school.

Q2.2 Depends on the information given, as a preliminary understanding, what do you think 

should be the possible priorities of the Lees’ wants?

From the information given, the Lees didn’t express their preference over different planning 

areas.  Without further information, assumption will be made in line with the financial plan-

ning pyramid, their priorities of areas could be:

1. Risk Management /Insurance Planning - Premature death and critical illness protection

2. Short-term/medium-term investment planning - Children education & Purchasing a new 

flat

3. Retirement Planning - Retirement

Suggested Solutions
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Q2.3 What personal factors that may affect the Lees’ actual financial goals and priorities?

Personal beliefs, value, preferences, and attitude may affect the client’s financial objectives 
and their priorities. Also the client’s personal experiences and upbringing will also influence 
the client’s financial objectives and priorities. For example, Adam’s lack of confidence in 
Hong Kong education system and Eva’s regret of not having college education will affect Ad-
am to put the overseas study for their son to a higher priority than other saving or investment 

goals. The priorities of area will become:

Premature death and critical illness protection

Children education

Purchasing a new flat

Retirement

Q2.4 Please describe the life goals and corresponding financial goals accordingly.

On Pre-mature death

In order to support the family without placing extra burden on Eva in the event of Adam’s 
premature death, the corresponding financial goals are:

To sustain family living expenses

To fund Eva’s personal expenses after her retirement
To fund education expenses for the kids

To pay the premium for the education policies 

To pay up the mortgage balance 

To prepare Adam’s funeral expenses 

On Critical illness

In order to ensure sufficient fund for medical treatment and to maintain the family’s living as 
usual without extra financial burden to Eva in the event of Adam having critical illness, the 

corresponding financial goals are:

To reserve adequate fund for medical treatment 

To sustain family living expenses

To fund education expenses for the kids

To pay the mortgage payment

To prepare a fund of income replacement such that Eva can quit her job at that critical

moment 

To continue Adam’s contribution to his plans such that no disturbance to his existing 

saving plan

On Education

As Eva considers that it is a huge disadvantage if her children do not receive college educa-

tion and Adam has no confidence in Hong Kong’s public education system, in order to let 
both kids have prosperous future through providing the best education, the corresponding fi-

nancial goals are:

To prepare education funds in order to provide adequate tuition fee and overseas living 

expenses for their two children of first-class university education in British at their age of 

18 respectively

To ensure enough cash flow for tuition fee to send their two children to international 

school
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On Property Acquisition

In order to live in a better environment, increase the chance for their kids to get into a good 

school and secure their home from frequent moving, Adam’s corresponding financial goals 
are:

To prepare the fund for purchasing a bigger flat in a district with better school network 

e.g. Kowloon Tong, including the settlement cost and agent’s commission involved.

To prepare the cash flow for the regular expense incurred, including the mortgage pay-

ment if any.

On Retirement

In order to retire together when Adam reaches 55 and have a smooth transition to post-

retirement life stage, the corresponding financial goals are:

To prepare retirement fund at age 55 which is sufficient to support the required post re-

tirement living expenses until they all pass away.

To fund Eva’s personal expenses after her retirement

Q2.5 When collecting information, what factors do you need to pay attention to?

Understanding client’s goals, needs and priorities helps to set the foundation for the whole fi-
nancial planning process. Besides collecting quantitative financial data, a financial planner 

needs to explore values, attitudes, and expectations of the clients as these affect the goals, 

needs, and priorities.

Financial planners must also abide by the Personal Data (Privacy) Protection Act.  One 

should collect only data relevant to development of the financial plan in areas defined within 

the scope of the engagement.  For information concerning planning areas which falls outside 

the scope of engagement, such as tax planning and estate planning issues, expressive con-

sent must be obtained.

Q2.6 Can you identify any other needs that the Lees’ may need to be aware of?

The life protection of Eva because she plays a major role of saving education fund for 

their children

The medical needs of Eva which may become a burden to Adam if it is not well prepared

Dread disease protection needs of the couple which falls outside the coverage under 

critical illness

Disability income protection needs for the family.

Estate issues in case Adam and Eva pass away at the same time

Tax saving issue may arise from the relationship between Adam and his family business

Business succession issues as Adam’s father is getting old and children are too young. 
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Step 3. Determining Client’s Financial Status

Q3.1 Fill the Client Data Sheet

Personal Data

 Client1 Spouse/ Client2

Name Adam Lee Eva Lee

Other names/Alias - -

Date of birth / Age 38 29

Nationality - -

Marital status Married Married

Work status – full time/part 
time/casual/retired/other

Full time Full Time

Occupation Director of Operation Executive Assistant

Employer Chinese Herbal Small Trading firm

Telephone – home 9876xxxx 8765xxxx

Email address adam@xx.com eva@xx.com

HEALTH

 Client1 Spouse/ Client2

Regular medical check-up Yes No

Suffer from any long term disability No No

Health problems No No

DEPENDENTS/CHILDREN

Name Date of Birth Gender Relationship

Alan Lee 3 yrs-old M Son

Avon Lee 1 yr-old F Daughter
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INCOME

 Client1 Spouse/ Client2

Gross salary/wages 480,000 180,000

Bonus 400,000* 15,000

Business profits - - - -

Commission - - - -

Alimony & child support - - - -

Other income 8,400  
* Bonus for the current year is 400,000.  However being conservative in estimation, 300,000 (minimum of 

Adam’s bonus range) will be used in forecasting future income. 
EXPENSES

 Client1 Spouse/ Client2

Food 60,000  
Health and Personal Care 36,000  
Housing   

Mortgage repayments / Rent 108,000  
Home insurance   
Utilities – electricity, water, telephone 14,400  
Other 7,200  

Household expenses   
Child care/Maid 60,000  
Other (Sundries, etc.) 12,000  

Transportation   
Car loan repayments   
Personal accident insurance   
Fuel, maintenance & repairs   
Other 36,000  

Education and recreation   
School & tuition fees   
Other child related expenses 142,800  
Vacation   
Other recreation   

Medical   
Insurance 70,000  
Other expenses   

MPF contribution 12,000 9,250

Credit card repayment   
Business expenses   
Phone 12,000  
Other (e.g., donations/charities, gifts)  29,750

Tax Payment* 92,059  
* Adam pays taxes for both Eva and himself. 
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ASSETS

Cash/Cash Management Account

Financial Institu-

tion

Owner

(Self/Spouse/Joint)
Amount Invested

Rate of 

Interest %
Account Purpose

IJK Bank Adam US$180,180   
IJK Bank Adam $700,350   
IJK Bank Adam Euro22,556.25   
TUV Bank Eva US$64,506   
TUV Bank Eva $77,978   

Fixed Interest Portfolio

Financial Insti-

tution

Owner

(Self/Spouse/

Joint)

Amount 

Invested

Rate of 

Interest %
Maturity Date

Interest 

Frequency 

      
      
      
      

Managed Funds/Unit Trusts

Fund 
Owner

(Self/Spouse/Joint)
Value $

No. of 

Units

Details of Regular 

Investment (if appli-

cable)

MPF Stable Mixed Asset Fund Adam $105,000   
MPF MK $ Conservative Fund Adam $123,000   
MPF CJ Conservative Fund Eva $102,000   
     

Shares and Other Listed Securities

Name of 

Security

Owner

(Self/Spouse/

Joint)

Purchase 

Date

Purchase 

Price
No. of Units Dividend Value $

ABC Ltd* Adam   3,000 $1,200 $45,750

MNO Ltd* Adam   2,000 $400 $37,000

DEF Ltd* Adam   4,000 $4,800 $131,000

XYZ Ltd# Adam   4,000 $2,000 $91,000

Property

Address
Owner

(Self/Spouse/Joint)

Purchase 

Date

Purchase 

Price

Net Rent 

Return

$

Growth 

Expec-

tation 

%

Loan

yes/no
Value $

Kowloon Self     Yes 3,400K
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LIABILITIES

Lender
Loan

Purpose

Loan

Security
Borrower

Original 

Amount

Repayment 

Amount

Interest

Rate %

Amount 

Outstanding
Interest 

Only

GLH 
Bank

Mortgage  Adam  $9,000  $300,000  

         
         
         

INSURANCE COVERAGE

Type of In-
surance

Insured

 
Amount 

Insured $
Premium $

Maturity 
Date

Com-
pany

Benefi-
ciaries

Whole Life Adam US$600,000 $30,000 pa  AXYZ Eva

Education Alan $1,000,000 $20,000 pa  AXYZ Eva

Education Avon $1,000,000 $20,000 pa  AXYZ Eva
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Q3.2 List the assumptions to be made in evaluating the Lees’ financial status.

Average tax rates (for cash flow projection purpose)

Expected Long term inflation rate in Hong Kong

Growth rate on education fee in British

Growth rate on education fee in Hong Kong

Growth rate on Adam's income

Growth rate on Eva's income

Growth rate on living expenses

Adam’s life expectancy

Eva’s life expectancy
Expected average return on investment

Q3.3 What is the corresponding market data needed?

Financial information such as interest rate and inflation rate within a period and on spot

Life Expectancy

MPF regulation information

Education information

Properties market information

Below are the sample collected secondary data for the following analysis

==================================================================

1. Financial market information

a. Exchange Rate – historical average

Currency Inflation Interest Exchange rate

HKD 4.02% 4.64% 1

USD 3.38% 6.45% 7.130

GPB 2.72% 8.58% 12.6198

EUR 2.24% 2.89% 8.413

b. Spot Rate at the day of analysis

Currency Inflation Interest Exchange rate

HKD 2.90% 0.50% 1

USD 2.10% 0.25% 7.790

GPB 3.70% 0.50% 12.526

EUR 2.40% 1.00% 11.062

2. Life Expectancy

Average Life expectancy of male in Hong Kong 79.84 2010 est.

Average Life expectancy of female in Hong Kong 84.43 2010 est.

3. MPF regulation information

ER contribution rate 5%
EE contribution rate 5%
ER contribution range $0-$20,000
EE contribution range $5,000-$20,000 (lower limit change to $6,500 on Nov 2011)
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4. Education information

Items Amount per 
year ($)

Remarks

International school fee in HK (current year)   
- Kindergarten (2 years) $   36,000 Admissible at age of 3

- Primary school (6 years) $   61,000 Admissible at age of 5
-Secondary School (7 years) $   93,000 Admissible at age ot 11

College fee and living cost for study in British ( 3 
years)

$  252,396  
All school fees payable at start of the year

5. Properties market information

Items  Amount

Property price: 
- Kowloon Tong Property, 16-25 yr, 703 sqft

$8,962/ sqft $6,300,000

Agent’s commission and other legal fees 3% $189,000

Q3.4 Choose the appropriate market data for analysis.

Assumption items Assumptions made
Assumed

Value

Average tax rates 
(for cash flow projection purpose)

Same as this year 8.56%

Long term inflation rate in Hong Kong As historical data shows 4.0%

Growth rate on education fee in British British past long term inflation 3.0%

Growth rate on education fee in Hong Kong
Slightly lower than Hong Kong past long 
term inflation rate

3.5%

Growth rate on Adam's income Equal to Hong Kong past long term inflation 4.0%

Growth rate on Eva's income
Lower than Hong Kong past long term infla-
tion

3.0%

Growth rate on living expenses
Lower than Hong Kong past long term infla-
tion

3.0%

Adam’s life expectancy The life expectancy of male in Hong Kong 80

Eva’s life expectancy The life expectancy of female in Hong Kong 84

Expected average return on investment As the Lees expected 5.0%

Q3.5 Calculate returns on Adam and Eva’s MPF portfolio according to the MPF statement 

provided.   

Adam Eva

Opening Balance $211,000 $82,800

Closing Balance $228,000 $102,000

Monthly contribution $2,000 $1500*

Monthly Return RATE (12,-2K,-211K,228K) RATE (12,-1500,-82.8K,102K-500)

Annual Return= (1+RATE)12-1 -3.15% 0.77%

*As Eva’s salary income does not hit the upper limit of the MPF requirement, i.e. 2,000 per month, only the contribution 
of the month she receive the bonus will reach the limit $2,000, As the cash flow is uneven, using the cash flow below for 
calculation. 

Monthly contribution (first 11 months) = $1,500

Monthly contribution (Assume bonus will was released at last month) = $2,000
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Estimate the value of the MPF account balance by the time they retire, based on a 5% 

annual return.

To simply calculation, forecast will be made based on an annual basis, instead of a monthly ba-

sis where cashflow for Eva is uneven.  Further, cash flows will be assumed end-mode.

Adam Eva

Opening Balance $228,000 $102,000

Annual contribution $24,000 Uneven, please refer to details below

Annual Return= (1+RATE)12-1 5% 5%

Closing Balance
FV (5%,17,-24K,-228K,) 

=$1,142,749
$838,624

Year
Eva’s Contribution 

(increased at 3% per year, cap at 
24000)

Eva’s MPF account balance 
(End of year)

0      102,000 

1 19,055**      127,108 

2 19,627      154,071

3 20,215      183,001 

4 20,822      214,014 

5 21,447      247,234 

6 22,090      282,790 

7 22,753      320,819 

8 23,435      361,467 

9 24,000      404,741 

10 24,000      450,178 

11 24,000      497,887 

12 24,000      547,981 

13 24,000      600,580 

14 24,000      655,809 

15 24,000      713,800 

16 24,000      774,690 

17 24,000      838,624 

** current year contribution 18,500 with 3% growth.
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Q3.6 With the following assumption, calculate return on each assets, by asset class and as 

a whole, of the Lees.  

rate of return on cash value of Adam’s life Insurance policies = 0%

no change in exchange rate

 Amount ($)
Return

Last year
Remarks

Currency

Adam HKD Saving $700,350 0.50% =350/700,000 x 100%

Eva HKD saving $77,978 0.50% =250/500,000 x 100%

Foreign currency - Eva USD $502,500 1.00% =10/10,000 x 100%

Foreign currency – Adam USD $1,403,602 1.00% =180/180,000 x 100%

Foreign currency – Adam EUR $249,513 0.25% =56.25/22,500 x 100%

Sub Total $2,933,943 0.80%

Equity and Funds  
Hong Kong blue-chip stock $304,750 7.00% Refer to Client Data

Stable Mixed Asset Fund - Adam MPF $105,000 
-3.15%  

MK $ Conservative Fund - Adam MPF $123,000 

CJ Conservative Fund - Eva MPF $102,000 0.77%  
Sub Total $634,750 2.35%

Life Insurance

Life Insurance cash value $132,400 0.00% As assumed

Sub Total $132,400 0.00%

Real Estate  
Home Residence $3,400,000 10.00% Refer to Client Data

Sub Total $3,400,000 10.00%

Total $7,101,093 5.33%  
The overall rate of return is 5.33%. However it should be noted that out of the 5.33% returns, 

4.79% derives from its home residence, which is not considered as an investment asset. A 

relatively high proportion of their assets are in form of savings which generate a very low re-

turn. 

Q3.7 Based only on the information provided in the case, calculate the mortgage interest 

rate of the Lees’ property.  Comment.

Interest rate per month = Rate (36, 9000, -300000) = 0.42%

APR = interest rate per month x 12 = 5.04%

This figure implies Adam is paying a much higher rate, equivalent to prime rate, while the 

current rate is around 2% below the prime.  Adam can consider refinancing his mortgage so 

to reduce interest payment.

At the APR of 3%, the monthly payment will be PMT(3%/12, 36, -300000) = 8,724.4, provid-

ing a monthly saving of 275.6.  Given only 3 years away from maturity, Adam should check 

the cost effectiveness of refinancing taking into account the administration cost to be in-

volved.
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Q3.8 Adam’s sources of income include salaries and income from investment. Comment on 

his income stability.

Adam’s salaries income is quite stable for his low chance of being laid off (working in a family 
business), and the business itself is quite mature.  However 45.5% of his annual income 

comes in the form of bonus which is rather fluctuated, ranging from $300,000 to $500,000,

The ability to earn salaries income relies highly on the health of a person, if Adam catches 

critical illness or even passes away, this income source for the family would be largely affect-

ed.   In view of Eva’s contribution of 80% of her income the kids’ education fund, her health 
condition is critical to the accumulation of the fund.  

Investment income depends on economic situations, investment literacy and attitude.  Adam, 

considers himself a cautious investor and has an unhappy investment experience, his in-

vestment is rather conservative and the income generated plays a very minimal role.  Portfo-

lio restructuring is needed to provide the family a 5% return at their acceptable risk level.  

Given an expected inflation rate of 4%, the target long term nominal rate of return at 5% will 

not be considered aggressive.  According to the score on their risk tolerance questionnaire, 

they can even reach an expected return of 7% at their acceptable risk level. 

Q3.9 Calculate the Net Worth, Net Cash Flow (Annually and monthly) and Disposable In-

come of the Lees.

Financial Position Definition Value

Net Worth = Total Assets - Total Liabilities $6,801,093

Net Cash Flow (monthly) = Total Monthly Income - Total Monthly Expenses -$7,783

Net Cash Flow (annually) = Total Income - Total Expenses $225,941

Disposable Income = Total Income - Tax - MPF $970,091

Q3.10 Calculate the common financial ratios for analysis. 

Ratio Analysis Definition Value

Solvency Ratio =  Net Worth / Total Assets 95.8%

Debt-to-Asset Ratio =  Total Liabilities/Total Assets 4.2%

Debt payment-to-Income 

Ratio (monthly)
=  Monthly Debt Payment/Monthly Total Income 16.4%

Return on Assets =  Total return/Total assets 5.33%

Q3.11 Comment on the Lees’ solvency.

Solvency ratio shows the percentage of assets really belongs to the person after settling 

his/her debts.  With $6,801,093 net worth and 95.8% solvency ratio, the family’s financial po-

sition is very solid.    

Debt payment-to-Income ratio is an indicator of how likely it is that a borrower will repay the 

loan.  A commonly used benchmark for mortgages and loans in Hong Kong is 50%.  With 

16.4% debt payment-to-Income ratio, Adam is an eligible candidate to most mortgages and 

loans.  
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Q3.12 Is the Lees well prepared for emergency in terms of liquidity?

The Lees has reserved more than 15 months of emergency fund in cash as financial cushion 

for any unexpected circumstances, far exceed the 3-6 months benchmark. In consideration 

of his career security and expenses elasticity, there is an over-provision for liquidity which 

may lower the family’s asset efficiency.

Q3.13 Draw a timeline indicating the key events for the Lees.  

* The cashflows are discounted using inflation rate for comparison.  

Q3.14 Project the cash flow for the Lees for the next 20 years.  Comment. 

Cash flows are further divided into “College fund related” and “Others” for easier understand-

ing.  The following table shows “College Fund Related” cash flow, where net cash flow will be 

transferred to/from Eva’s USD savings account.
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The following table shows “Others” cash flow, where net cash flow will be transferred to/from 
Adam’s Assets. 

* the current year income is based on the actual income and bonus received, while next year’s income is calculated 
based on current income of 480,000 plus 300,000 bonus ( a conservative figure taking the lower bound of the bonus 
range) at the expected growth rate.  i.e.  780,000 x (1+4%) = 811,200

# Tuition fees and college fees are paid at the beginning of each year, the cash flows of such will be displayed in the 
year before, for easy calculation.

The current annual Net Cash Flow value of the Lees is $225,941 ( before paying tuition fee 

at the beginning of next year ), equivalent to 20.9% of their total income. In view of their 

keeping a large portion of their outflows as savings, MPF and asset accumulation, this level 

is quite healthy in general.  However, 38.3% of the family’s income comes from annual bonus, 
which varies from year to year.  When evaluating their cash flow on a monthly basis, it can 

be easily found that their cash flow is quite tight except for the month where bonus comes in.

According to the projection, the net cash flow value will be keep at a positive level throughout 

their working lives.      

Q3.15 Assuming Adam invests all his excess cash inflows, project the asset level of the 

Lees from now till their retirement.

According to the case information, the Lees expect an average of 5% return on their invest-

ment, except for Eva’s USD savings which will generate a 2% return.  We further categorize 
assets into Property, Eva’s USD savings and Other Assets for easy reference:

Assets $ $

Foreign currency - Eva USD 502,500 

Home Residence 3,400,000 

Adam HKD Saving 700,350 

Eva HKD saving 77,978 

Foreign currency – Adam USD 1,403,602 

Foreign currency – Adam EUR 249,513 

Hong Kong blue-chip stock 304,750 

Stable Mixed Asset Fund - Adam MPF 105,000 

MK $ Conservative Fund - Adam MPF 123,000 

CJ Conservative Fund - Eva MPF 102,000 

Life Insurance cash value 132,400 3,198,593 

7,101,093 



STUDY GUIDE for CFP Certification Examination ESSENTIAL READINGS
PART Z Financial Planning Practice

Copyright © 2024 IFPHK All rights reserved IV - 200 2024

The projected Asset value shall be as follow:

The total asset at retirement will equal to $25.17 million.  With property value equals $7.79 

million, USD savings amount to $3.72 million and other assets at $13.66 million.

Q3.16 Quantify the financial goals according to your assumptions made in previous ques-

tions.

Pre-mature death

Based on the needs approach, it takes approximately 9.8 million to cover all the liabilities and 

ongoing consumption needs of Eva and the kids.  College fees for the kids are not counted 

as needs since it’ll be covered by Eva’s USD savings.

However in calculating the needs, the Lees assume their kids will pay family expenses once 

they become independent, amounting to a total of 3.7 million at today’s value.  It is recom-

mended that the Lees should calculate their retirement needs without taking into account 

their kid’s contributions to the family expenses.  Relationship changes over time.  There is no 
guarantee to the kids’ ability and willingness to shoulder the family’s burden.   

Adding funeral expenses and the cost of columbarium, we can round up for an estimated 

needs for pre-mature death coverage as 14 million. 
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Critical illness

Critical illness insurance pays out to those suffering from terminal illness and has a life ex-

pectancy of less than one year.  

Based on the needs approach, expenses that may be incurred during the one year period 

amounted to 0.8 million, in which most items have already been covered in the calculation of 

protection need in case of pre-mature death.  One should notice that beneficiary will get the 

death benefits only upon death of the insured.  In case of critical illness, liquidity for the total 

of 0.8 million shall be prepared for.  And the extra cost (those not covered in pre-mature 

death protection needs) including 600,000 medical expenses and Eva’s income replacement 
of 190,128 needed to be taken care of.  

Protection need for critical illness changes overtime, requiring a more frequent review 

schedule.
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Education

To provide for high-quality tertiary education for the kids, the couple will need provide a sum 

equivalent to 1.27 million at today’s value.  The pre-college education cost approximately 

$2.08 million at today’s value.   

Property Acquisition

The total consideration for the property acquisition will be approximately 6.5 million.  

Retirement

Adam and Eva will need 7.2 million 17 years later when they retire, equivalent to 3.7 million 

at today’s value. 

Similar to the calculation the family needs in case of pre-mature death, it is recommended 

that the Lees should calculate their needs without taking into account their kid’s contributions 
to the family expenses.  The total needs will become 14.6 million in 17 years time (equivalent 

to 7.5 million at today’s value).
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Q3.17 Evaluate the gap at this moment regarding of the Lees’ financial goals.

Pre-mature death

In case of Adam’s pre-mature death, the following resources will be available to cover family 

needs: 

Assets $ Remark

Foreign currency - Eva USD 0 Reserved for College Fund

Home Residence 0 Home residence shall be kept as shelter

Adam HKD Saving 460,350 Of $700,350, $240,000 is keep as emer-
gency fund*

Eva HKD saving 77,978 

Foreign currency – Adam USD 1,403,602 

Foreign currency – Adam EUR 249,513 

Hong Kong blue-chip stock 304,750 

Stable Mixed Asset Fund - Adam MPF 105,000 

MK $ Conservative Fund - Adam MPF 123,000 

CJ Conservative Fund - Eva MPF 102,000 

Life Insurance Proceed 4,680,000 USD 600,000

7,506,193  
* 6 months emergency fund is adopted.  Since Adam spends almost his full salary (except bonus) every month, 

his monthly salary of $40,000 is taken as a benchmark of monthly outflow.

To fully cover the need of $14 million coverage in case of pre-mature death, Adam will need 

to take out extra coverage of 6.5 million.   

Critical illness

Adam’s whole life policy comes with an Accelerated Benefit Rider, in which 50% of the death 
proceed will be paid in case of critical illness.  With this 2.34 million resources, the liquidity 

needs are well taken-care of.

Using payouts from the whole life insurance as coverage for critical illness will erodes the 

protection originally prepared for pre-mature death.  Extra protection should be prepared.  

With the hospitalization insurance provided by Adam’s employer covering 200,000 medical 
expenses, extra coverage for the remaining 400,000 medical expenses and Eva’s income 
replacement of 190,128 is needed.  

Education

From Q3.15, Eva’s USD Savings can fully cover the kids’ college fee, and will accumulate an 
excess of $2.9 mil by the time Avon graduates (t=19), equivalent to approximately $1.4 mil at 

today’s value.

Other pre-college tuition fee and education expenses will be covered by Adam’s salary in-

come over time.

Property Acquisition

Assuming Adam’s current property can be sold at its market value of 3.4 million, the Lees 
need an extra 3.1 million to facilitate the acquisition of their new property.    

Retirement

When the couple retires, the following resources will be available to cover their retirement 

needs (value at t=17): 

Assets $ Remark

Home Residence 0 Home residence shall be kept as shelter

Foreign currency - Eva USD 3,718,040  
Other Assets 13,660,735  

17,378,775  
Assuming a return rate of 5% on assets (except for Eva’s USD savings), the Lees have 17.4 

million to cover their 14.6 million retirement needs.
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Step 4. Developing and Presenting the Financial Plan

Q4.1 Recommend the Lees on different planning areas

Pre-mature death

A typical whole life insurance policy will cost Adam approximately $8,000 annually for coverage 

per million (Age 38, non-smoker with no known health problem).  An extra 6.5 million needs in 

pre-mature death will cost him around $52,000 per annum.

Alternatively term life insurance (with guaranteed renewable and convertible options) can be an 

economical way to purchase such a large amount of coverage.  As the couple ages, the pre-

mature death needs will be lowered and the need for extra protection will be diminished. The 

Lees can lock in a relatively long period, say 10 years until the kids become independent, at a 

cost of $700 per million coverage.  With this, the shortfall can be covered at $4,550 per annum

cost implication: outflow of $4550 annually

Critical Illness

With the same rationale as above, it is suggested to cover the critical illness needs through 

term life insurance.  The shortfall of $230,000 can be covered at $161 annually.

cost implication: outflow of $161 annually

Education

The current arrangement has already covered the education need.  Eva however can consider 

investing in T-bills to enhance return ( to 4.5%) on the education fund without taking up extra 

risk.

Implication: enhance return ( impact to be shown in assets projection)

Property Acquisition

The 30% minimum down payment can be financed by proceeds from selling existing property.  

In view of the low mortgage rate of approximately 2.5%, the remaining can be financed by 

mortgage.  It should be notice that the acquisition of property will take up resources planned for 

retirement.  Besides, with such low mortgage rate, it is highly likely that the rate will go up in the 

future.  

30% downpayment = 30%* 6.3 million = 1.89 million

monthly mortgage payment (20 years term ) = PMT (2.5%/12, 70%*6.3 million, 240) = 

23,369  

Proceed from selling existing property 3.40 million

Less: downpayment 1.89 million

Less: administration and legal fees 0.19 million

Net proceed = 1.32 million

cost implication: outflow of $23,369*12 = $280,428 annually for 20 years

Cost saving of $108,000 on current mortgage payment, for 3 years

investment asset implication: increased by $1.32 million

fixed assets (property value) increased by $2.9 million
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Retirement

With property acquisition, the fund of retirement will be lowered and will not be able to cover all 

retirement needs of the Lees.  The following shows possible solution to the problem

Be more aggressive in investment to generate a return higher than 5%, through portfolio 

restructuring (which comes with higher risk, but still limit to the risk tolerance range for 

those who are fairly conservative)

Review spending pattern so to squeeze resources for investment 

Lower the required post retirement living standard

Postpone retirement age

Consider negative mortgage on their residential property upon retirement.  

Q4.2 Based on the following information, project the recommended assets allocation sug-

gested by ABC Financial Planning Company.

 
Bonds

Large value 

stocks

Small value 

stocks

Expected Return 4.77% 7.03% 11.97%

Standard Deviation 6.31% 15.48% 18.67%

Covariance Bonds
Large value 

stocks

Small value 

stocks

Bonds 0.00398

large value stocks 0.00330 0.02395

Small value stocks 0.00325 0.01891 0.03487

The Lees are facing the following constrain in their asset allocation decision:

Set aside 6 months emergency cash ( approximately $0.3 million )

Eva’s USD savings account shall be independent from the overall portfolio allocation, and 

be invested to T-bills as recommended.

Risk tolerance as fairly conservative asset allocation target expected return of 7% and 

standard deviation of 8%

Calculation:

Given the following information:

Weighting wa + wb + wc = 1

Expected return E(rp) = wa E(ra) + wbE(rb) + wcE(rc)

Variance 2(rp) = wa
2 2(ra) + wb

2 2(rb) + wc
2 2(rc)+ 2wawbcov(ra,rb) + 2wawccov(ra,rc) + 2 

wbwccov(rb,rc)

Standard Deviation (rp) = 2(rp)

 Bonds Large value stocks Small value stocks

Expected Return E(ra)=4.77% E(rb)=7.03% E(rc)=11.97%

Standard Deviation (ra)=6.31% (rb)=15.48% (rc)=18.67%

Covariance Bonds Large value stocks Small value stocks

Bonds 2(ra)=0.00398

large value stocks cov(ra,rb)=0.00330 2(rb)=0.02395

Small value stocks cov(ra,rc)=0.00325 cov(rb,rc)=0.01891 2(rc)=0.03487
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One can input different combinations of wa, wb, wc into the above equation, or with the use of 

computer program such as excel, to solve for efficient portfolio choices as follow:

wa wb wc E(rp) (rp) 
75% 0% 25% 6.57% 7.51%

70% 5% 25% 6.69% 7.77%

70% 0% 30% 6.93% 8.03%

65% 5% 30% 7.05% 8.32%

65% 0% 35% 7.29% 8.62%

60% 5% 35% 7.41% 8.94%

From the list of efficient portfolios, we can assume the following recommendation for clients of 

ABC financial Planning Company who is ‘fairly conservative’:

70% in bonds

30% in small value stocks

Q4.3 How is Adam and Eva’s cash flows and assets projection if they follow the recommenda-

tions?

To recap the implications on cashflows and assets projection:

buy term life for 6.73 million coverage annual outflow $4711, for 10 years

convert USD savings to T-bills to enhance return to 4.5%

property acquisition annual outflow of $280,428, for 20 years

annual saving of 108,000, for 3 years

investment asset increased by 1.32 million

fixed assets increased by $2.9 million

There will be no change to Eva’s cash flow.  The cash flow for Adam will be changed as follow:
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The asset projection will be as follow:
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Q4.4 The Lees accept your recommendation.  Develop the financial plan accordingly.

After agreeing with Adam and Eva on their goals and objectives, you have presented the following Plan 

to them on 23/02/20xx

Table of Contents

Page

Section I  – Our scope of services 2

Section II  – Our understanding of your current situation 3

Section III  – Our understanding of your goals and objectives 5

Section IV  – Your financial status analysis 7

Section V  – Financial objective analysis 9

Section IV – Recommendations 10

The Plan
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SECTION I – OUR SCOPE OF SERVICES

Our Role
- We were introduced to each other through one of our existing clients, Mr.

Adrian Lam.  

- We will provide Independent Financial Advisory services to you. 

- We will understand your financial situation, life objectives and financial needs.

- We will perform a thorough analysis and evaluation of the information you 

provided.

- Based on the results of our analysis, we will make use of our professional fi-

nancial knowledge to search for suitable provider(s) and product(s) in the fi-

nancial market. As an Independent Financial Advisor, we are not affiliated 

with any single product providers, and thus you can rest assured that you will 

obtain impartial advice from us.

- Subject to the condition that you consider our advice and recommendations 

appropriate to you, you will open an account(s) with the financial product 

provider(s), with the facilitation from us. That is to say, your money will NOT 

pass through us, but is maintained directly with the financial product provid-

er(s), and all of them have sound financial strength and enjoy credit ratings of 

A+ or above from Standard and Poor’s.
- You will then receive formal contract(s) from the financial product provider(s).

- You will also receive regular account statements from the financial product 

provider(s). 

- We, as your financial planning advisor, are your life-long partners. We will 

provide ongoing support and services to you, including but not limited to:

E-mail market updates on a weekly basis;

Client seminars on a quarterly basis;

Personal face-to-face reviews on a yearly basis. 

The purposes of the reviews are two-fold.  First, we will get to know whether 

there are any changes to your financial status and needs. Second, we will 

provide reviews on the performance of your account(s) and recommend suit-

able adjustments if considered appropriate.

Our Charges
- We will not charge any consultation fees.

- In case you consider our financial advice is suitable to you and you decide to 

purchase the financial product(s) we recommend, we shall receive commis-

sion from the corresponding product provider(s).

Our Limitation
- Currently, we do not provide services for specific stocks, bonds, warrants, 

options and equity-linked instruments.
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SECTION II – OUR UNDERSTANDING OF YOUR CURRENT SITUATION

Your Basic Information
- Eva and Adam Lee, aged 29 and 38 respectively

- Both non-smoker.

- Married with 1 son, Alan Lee (three years old) and 1 daughter, Avon Lee 

(one year old).

- Adam is a director of a Chinese herbal importing company established by 

him family some 50 years ago.

- Eva is an executive assistant in a small trading company. 

- Adam’s annual basic salary is in the region of $480,000. Annual bonus, de-

pending on the company’s financial performance, fluctuates from $300,000 to 

$500,000. You consider it is prudence to assume annual bonus at $300,000 

per year.

- Eva earns a monthly salary of $15,000 and a year-end bonus amounting to 

one month of salary.

Your Family Situation
- Your family is employing a Filipino maid to look after your two children and 

do the housework.  

- According to your information, your family expense is around $660,000 an-

nually.

- Eva is responsible for accumulation of the kid’s college fund, contributing ap-

proximately 80% of her salary to the fund as USD savings.

Your Assets and Liabilities
- Adam owns a residential property in Kowloon. The property was bought sev-

enteen years ago and its latest valuation amount is $3.4 million.

- Adam is responsible for the mortgage payment and the outstanding mort-

gage amount is $300,000, at a monthly mortgage payment of $9,000. Re-

maining term of the mortgage is around 3 years.  

- Adam is holding bank deposits in USD, HKD and EUR, sum up to approxi-

mately $2,350,000.  Eva is holding bank deposits in USD and HKD sum up to 

approximately $580,000.

- Adam is also holding some Hong Kong blue chip stocks for long term capital 

gain. Total current market value of these investments is approximately 

$300,000.   

- Adam describes himself as a cautious investor.   

- Both of you are interested in exploring different investment options to en-

hance the return of your assets and are willing to take up more risk.  You

hope your portfolio can generate an average return of 5% annually in the fu-

ture after restructuring their portfolio, except for Eva’s USD savings set aside 
for the kid’s college fund, which will generate only 2% return.  

2
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Your Insurance
- Adam, you have taken out a whole lifeinsurance policy with US$600,000 sum 

insured and a 50% critical illness benefit rider. The annual premium of the 

plan is about $30,000.

- You have also taken out two whole life policies with guarantee insurability op-

tion with the same insurance company, serving as your children’s education 

fund. Sum insured for each policy amounted to $500,000 and medical bene-

fits. Projected cash value when your children reach 18 years of age is about 

$300,000 each policy. The annual premium is about $20,000 each.  

Your MPF
- Adam, your current MPF account balance is around $228,000 and your on-

going monthly contribution from employer and yourself is $2,000  

- Eva, the balance on your MPF account is around $102,000 and your on-

going monthly contribution from employer and yourself is $1,500.

- You hope that your MPF accounts, together with your other assets, can gen-

erate an average annual return of 5%.

Your Risk Tolerance
During the meeting you have filled in a risk profiling questionnaire, the total 

score of 22 suggests that you are fairly conservative.
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SECTION III – OUR UNDERSTANDING OF YOUR GOALS AND OBJEC-

TIVES

According to our previous discussions, we understand that you have the follow-

ing life goals and corresponding evaluated financial needs:

1. Pre-mature Death Protection

Adam, you wish to sustain the family’s living (with 20% reduction on vari-

able expenses) without placing extra financial burden to Eva.  Your im-

mediate need for protection would be $14 million.

Notes of the evaluation 

Expected growth rate on living expenses = 3%

Expected inflation rate = 4%

No need for Alan and Avon to take care of the family expenses after 

they become independent

2. Critical Illness Protection

Adam, would like to be well-prepared for possible medical expenses in 

case he catches critical illness.  You consider a $600,000 lump sum for 

medical expenses will provide enough protection to the family in case of 

his critical illness. In case of such, Eva may need quit her job and stay 

home taking care of the family.  You would like to sustain the family’s liv-
ing standard without placing extra financial burden to Eva.  Liquidity need 

at such will be $0.8 million.  

Notes of the evaluation 

Dread diseases and disabilities protection is not included 

Expected growth rate on living expenses = 3%

Expected growth rate on Eva’s income = 3%

3. Education for Alan and Avon

You have no confidence in Hong Kong’s public education system and 
wish to make sure that your children receive the best education.  You are 

willing to sacrifice your current living standard to make provision for it.  

Your immediate need would be $3.3 million, with $1.3 million for college 

and $2 million for pre-college period.

Notes of the evaluation

Expected growth on tuition fee (HK) = 3.5%

Expected growth on tuition fee (UK) = 3%

Expected rate of return on College Fund = 4.5%

Expected growth on Eva’s income = 3%
Expect timeline: Alan will enter college 15 years from now and Avon 

will enter college 17 years from now.
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4. Property acquisition

You wish to move to a new flat of larger size in a better school district as 

Alan is about to attend primary school in a few years.  You have been 

shopping for such a flat in Kowloon Tong lately and it is now under con-

sideration. The price of such flat is about $6.3 million.  You also need to 

prepare an additional 3% for administrative and legal expenses.

Notes of the evaluation 

Expected location: Kowloon Tong

Preferred size : around 700 square feet

Preferred age : below 25

5. Retirement 

You wish to retire together when Adam reach age 55, and maintain a de-

cent living in retirement.  While the fixed living expenses and Eva’s per-
sonal expenses shall remain the same, you expect the variable part of the 

family living consumption for post-retirement period will be reduced to 

80% of pre-retirement level.  By the time one of you passes away, you 

expect this part of family living consumption will further reduce to 60% of 

original level.  Your need prepare for an amount of $14.6 million 17 years 

from now.

Notes of the evaluation 

Expected growth on living expenses = 4%

Expected life expectancy : Adam 80; Eva 84

Expected growth on Adam’s income = 4%
Expected growth on Eva’s income = 3%
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SECTION IV – YOUR PRESENT FINANCIAL STATUS

Cash Flow Statement

The following table shows your current cash flow position (in $):

Annual Cash Inflow:

Adam’s income 888,400

Eva’s income 195,000

Sub-total 1,083,400

Annual Cash Outflow:

Family Expenses - variable 156,000

Family Expenses - fixed 81,600

Eva’s personal expenses 29,750

Children related expenses 142,800

Mortgages 108,000

Others (MPF, insurance, taxes) 183,309

Savings to College Fund 156,000

Sub-total $857,459

Annual NET Cash Inflow $225,941

Your current net cash flow is $225,941.  Unless otherwise stated, return from 

investment assets are assumed to be reinvested for asset growth.  The lower 

bound for bonus will be taken for future projection.

Financial Position and Ratio Analysis

The following table shows your financial position and ratios:

Financial Position Value

Net Worth $6,801,093

Net Cash Flow (monthly) -$7,783

Net Cash Flow (annually) $225,941

Disposable Income $970,091

Financial Ratio Value

Solvency Ratio 95.8%

Debt-to-Asset Ratio 4.2%

Debt payment-to-Income Ratio 16.4%

Return on Assets 5.33%
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With $6,801,093 net worth and 95.8% solvency ratio, your financial position is 

very solid as solvency ratio shows the percentage of assets really belongs to 

the person after settling his/her debts. Debt payment-to-Income ratio is an indi-

cator of how likely it is that a borrower will repay the loan.  A commonly used 

benchmark for mortgages and loans in Hong Kong is 50%.  With 16.4% debt 

payment-to-Income ratio, you are an eligible candidate to most mortgages and 

loans.  

Your annual Net Cash Flow value is $225,941 ( before paying tuition fee at the 

beginning of next year ), equivalent to 20.9% of your total income. In view of 

your keeping a large portion of their outflows as savings, MPF and asset ac-

cumulation, this level is quite healthy in general.  However, 38.3% of the fami-

ly’s income comes from annual bonus, which varies from year to year.  When 

evaluating your cash flow on a monthly basis, it is quite tight except for the 

month where bonus comes in.

Asset Performance

The overall rate of return is 5.33%. However it should be noted that out of the 

5.33% returns, 4.79% derives from your home residence, which is not consid-

ered as investment asset. A relatively high proportion of his assets are in form 

of savings which generate a very low return.

Amount % Past Return

Currency $2,933,943 41.32% 0.80%

Equity and Funds $634,750 8.94% 2.35%

Life Insurance $132,400 1.86% 0%

Real Estate $3,400,000 47.88% 10.00%

Total $7,101,093 100.00% 5.33%
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SECTION V – FINANCIAL OBJECTIVE ANALYSIS

1. Pre-mature Death Protection

You have a shortfall of $6.5 million in order to secure your family in re-

garding of premature death. 

Notes of the evaluation

The value of property, as a family shelter, is not included as current 

coverage.

2. Critical illness

You have a shortfall of approximately $230,000. Liquidity needs is fully 

covered by the accelerated benefit rider of your whole life policy. 

Notes of the evaluation 

Dread diseases and disabilities protection is not included 

3. Education for Avon and Alan 

Children’s pre-college tuition fee can be covered by your income flow.   

College tuition fee will be fully covered by Eva’s savings, with a surplus of 
approximately $2.9 million by the time Avon graduates, equivalent to ap-

proximately $1.4 million at today’s value.

Notes of the evaluation 

Assume 80% of Eva’s total income is saved for college fund;
Provision from education policy can provide $300,000, as projected 

by the insurance company, by the time the children enter university.

4. Property Acquisition

You have a shortfall of $3.1 million in purchasing the new flat and need to 

consider financing it from bank.

Notes of the evaluation 

Assume the current property can be sold at its market value of $3.4 

million.

5. Retirement 

You have a shortfall of approximately $1 million by the time you retire.  

The shortfall can be fully covered by surplus from the college fund.

Notes of the evaluation

The cash value of your existing insurance plan is excluded.

Expected average return on investment = 5%

The MPF fund is in general not available at age 55.
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SECTION VI – RECOMMENDATIONS

1. Pre-mature Death Protection

To protect your family from the impact of Adam’s premature death and 
critical illness, you are recommended to:

Acquire renewable 10-year term life insurance $6.73 million to protect 

your family from the risk of premature death at cost of $4,711 p.a.

2. Education for Alan and Avon 

To accumulate adequate fund for Alan and Avon’s education without tak-
ing up extra risk, we recommend:

Reallocate Eva’s USD savings to T-bills that generate 4.5% ex-

pected return

The surplus can be used as retirement fund

3. Property Acquisition

In view of your intention in property acquisition, recommendations include:

Sell your existing property at market price

Pay 30% of the new property price as down payment, finance the 

remaining with the bank at 2.5% mortgage rate.

Monthly mortgage payment will be $23,369.  With this, your monthly 

expenses will be increased substantially and be covered by some of 

your existing assets.  In view of the low mortgage rate and the rela-

tively high return on your investment, you are recommended to pay 

the least amount of down payment and retain resources for better re-

turn.

4. Retirement

In view of your low return on investment, recommendations include:

Reallocate your portfolio to generate a 7% return (at 8% standard 

deviation which is within your risk tolerance range).  Setting aside 

$0.3 million cash for family emergency and reallocate the remaining 

with 70% in bond and 30% in small value stock.

Investment risk: 

Investment involves risks. If the actual average return turns out to be just, 

say 3% per annum, the consequence is that you may suffer a loss in liv-

ing standard. 

Budget reallocation summary 

Our above recommendations will have the following cash flow implica-

tions on an annual basis:

Mortgage payment increase to $280,428

Additional term life insurance $4,711



STUDY GUIDE for CFP Certification Examination ESSENTIAL READINGS
PART Z Financial Planning Practice

Copyright © 2024 IFPHK All rights reserved IV - 218 2024

P. 11

Monitoring of the Financial Plan

As discussed before, after implementation of these recommendations, we 

shall monitor the plan on an on-going basis. We recommend an annual 

review of your financial and personal situation to ensure your financial 

and personal goals are still appropriate.

Additional Needs

Our analysis of your financial situation has identified some additional fi-

nancial planning needs that would like to bring for your attention:

The life protection of Eva because she plays a major role of saving 

education fund for children

The medical needs of Eva which may become a burden to Adam if 

not well prepare

Estate issues arises if Adam and Eva pass away at the same time

Tax saving issue may arise from the relationship between him and 

his family business

Business succession issues as his father is getting old and children 

are too young. 

We would like to discuss with you on providing the planning services re-

lated to the above areas mentioned above.
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About this Sample Questions Booklet

This sample question booklet consists of 47 standalone sample questions and 24 case-based 
sample questions.

The sample questions are provided to help examinees familiarise themselves with the form 
and style of questions which they may see in the CFP® Certification Examination (Foundation 
Level, Advanced Level Paper 1 and Advanced Level Paper 2).  They may NOT fully reflect 
the cognitive level of questions of the CFP Certification Examinations.    The sample ques-
tions have been drafted to reflect current law and practice as of September 2013.   

This Sample Question Booklet does NOT constitute past examination papers, NOR does it 
represent the number of questions or topic coverage in actual examinations.  It should also be 
noted that this Sample Question Booklet is by no means intended to be a practice examina-
tion paper for readers. Readers should not equate success in answering the sample ques-
tions to success in the CFP Certification Examination (Foundation Level, Advanced Level 
Paper 1 and Advanced Level Paper 2), and the Cross Border CFP Certification Examination.

All rights reserved. No part of this publication may be reproduced, stored in a retrieval system, 
or transmitted in any form or by any means, electronic, mechanical, photocopying, recording 
or otherwise, without the prior written permission of the Institute of Financial Planners of Hong 
Kong (IFPHK). 

Subject to the IFPHK’s written permission, any publication of this Sample Question Booklet or 
any part of it, must be accompanied by an acknowledgement given to the IFPHK. The IFPHK 
shall retain the right to withdraw any permission granted to any third party to use this Sample 
Question Booklet if there is found to be any misuse of information. 

Disclaimer

This Sample Question Booklet is published solely to help candidates of the CFP Certification 
Examination familiarize themselves with the form and style of questions which they may see 
in the examination and does not provide academic, legal or expert advice.  Every effort has 
been made to ensure the accuracy of the information contained in this booklet; however, no 
responsibility for loss occasioned to any person acting or refraining from action as a result of 
any materials in this publication will be accepted by the publisher and/or individual contribu-
tors.  If professional advice or other expert assistance on any of the issues raised is required, 
the services of a competent professional person should be sought. 
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CFP CERTIFICATION EXAMINATION (FOUNDATION LEVEL)

Question 1 (Subject Area: Financial Management)

Jonathan is applying for a personal loan from a local bank.  As part of its standard procedure for 
loan assessment, the bank has asked him to provide his financial information.  Jonathan pro-
vides the requested information as follows:

Bank Deposits $50,000

Treasury Bills $55,000

3-month Certificate of Deposit $50,000

Credit Card Balance $10,000

Listed Stocks $120,000

Life Insurance Cash Value $125,000

MPF Account Balance $350,000 

Mortgage Loan $1,500,000

Residential Flat $3,000,000 

What is Jonathan’s net worth?

A. $1,880,000
B. $2,115,000
C. $2,240,000
D. $3,750,000

****************************************************

Answer: C

Explanation: 
Net Worth = Total Assets – Total Liabilities 

Total Assets= Bank Deposits + Treasury Bills + Certificate of Deposit + Listed Stocks + Life 
Insurance Cash Value + MPF Account Balance + Residential Flat = $3,750,000

Total Liabilities=Credit Card Balance + Mortgage Loan= $1,510,000
Net worth $3,750,000 – $1,510,000 = $2,240,000
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Question 2 (Subject Area: Financial Management)

Mr. and Mrs. Yung, both aged 48 and each with a life expectancy of 90, have a current annual
household income of $600,000. They would like to retire in 12 years’ time on 70% of their cur-
rent income adjusted for inflation. They also wish to leave an estate of $3 million to their only 
daughter, Tina, upon their deaths. The inflation rate is expected to be 3% p.a. In order to 
achieve the Yungs’ objectives, how much capital should they accumulate at age 60 if the ex-
pected rate of return is 8% p.a.?

A. $7.04 million
B. $7.29 million
C. $9.36 million
D. $10.08 million

****************************************************

Answer: D

Explanation:
Calculation of PV of a future stream of income:
N=30, I={(1.08/1.03)-1}=4.854369%
PMT=(-600,000 x 70%)*1.03^12 =-598,819.57,
FV=-3m
PV=10.08m
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Question 3 (Subject Area: Financial Management)

Ronald has taken out a car loan of $280,000 to be repaid over 3 years.  Interest rate is at 3.5% 
for the first year, 4.5% for the second year, and 5.5% for the third year.  Calculate Ronald’s 
monthly payment in the first, second and third year respectively. 

A. $8,205; $7,924; $7,421
B. $8,205; $8,289; $8,334
C. $8,205; $12,221; $24,034
D. $8,329; $8,329; $8,329

****************************************************

Answer: B

Explanation: 
N=36, I=3.5%/12=0.291667%, FV=0, PV=280,000
1st year PMT=-8,205 
Balance of the loan = -8,205*PVIFA(I=3.5%/12,N=24)=189,909

N=24, I=4.5%/12=0.375%, FV=0, PV=189,909
2nd year PMT=-8,289
Balance of the loan = -8,289*PVIFA(I=4.5%/12,N=12)=97,087

N=12, I=5.5%/12=0.458333%, FV=0, PV=97,087 
3rd year PMT=-8,334
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Question 4 (Subject Area: Financial Management)

Which of the following types of business ownership imply that the nature of the liability of the 
owner(s) with respect to the business is a personal one?

I. Limited liability company.
II. Partnership.
III. Sole proprietorship.

A. III only
B. I & II only
C. II & III only
D. I, II & III

****************************************************

Answer: C

Explanation:
II & III are correct. The liability of the owners or shareholders of a limited liability company is 
limited to the amount of their shareholding in the company.  The partners of a partnership and 
sole proprietors are personally liable for all claims and liabilities with respect to their business.
Please also refer to AFP Supplementary Notes (2011 edition) #004, 005 and 006.
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Question 5 (Subject Area: Financial Management)

Ruby is 60 years old and expects to live until at least age 80. She is considering a proposal of
an annuity from an insurance company. For a premium of $250,000, the annuity will pay her
$2,500 per month for the rest of her life until she passes away. Assume Ruby invests her sav-
ings in US Treasury Bills (US T-Bills) earning a rate of return of 3% p.a. Which of the following
statements about the proposed annuity and the US T-Bills are CORRECT?

I. The rate of return on the annuity is higher than the rate of return on US T-Bills.
II. The rate of return on the annuity is the same as the rate of return on US T-Bills.
III. The rate of return on the annuity is lower than the rate of return on US T-Bills.
IV. The present value of benefit payments to be made from the annuity are worth more than 

its premium.
V. The present value of benefit payments to be made from the annuity are worth less than its 

premium.

A. I & IV only
B. II & IV only
C. II & V only
D. III & V only

****************************************************

Answer: A

Explanation:

I & IV are correct.
PV=250,000; PMT=2,500; N=12*20
Compute I=0.877009% annual rate = 10.524%
Also NPV=200,777.29 >0 using 3% discount rate (monthly rate: 0.25%)
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Question 6 (Subject Area: Financial Management)

Mr. and Mrs. Chan are a young married couple. The following shows some of their financial
figures:

Mr. Chan Mrs. Chan

Annual income: $336,000 $264,000

Annual bonus: $28,000 N/A

Annual household
and personal expenses: $270,000 $180,000

Personal possession: $80,000 $19,000

Annual interest 
and dividend income: $15,000 $9,000

Stockholding: $100,000 N/A

Savings: $220,000 $300,000

Credit card 
and/or personal loan: $80,000 $11,000

Based on the figures provided, calculate the debt ratio of the Chan couple.

A. 0.12
B. 0.14
C. 0.18
D. 0.21

****************************************************

Answer: B

Explanation:

Net worth=Total assets-total liabilities
$719,000-$91,000=$628,000

Debt ratio = liabilities/net worth $91,000/$628,000=0.1449
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Question 7 (Subject Area: Financial Planning Principles)

A financial planner has extracted the following information about a client from his file:

“Existing investment portfolio: aggressive 
Findings of risk-profiling questionnaire: conservative” 

In light of the above, what is the BEST approach that the client’s financial planner should take?

A. Adopt the client’s existing investment portfolio.
B. Ask the client to do the risk-profiling questionnaire again. 
C. Discuss with the client the possible need for adjusting his asset allocation.
D. Follow the findings of the risk-profiling questionnaire.

****************************************************

Answer: C

Explanation: 
The best approach is to take into account the mismatch between the client’s investment portfolio 
and the findings of risk-profiling.
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Question 8 (Subject Area: Financial Planning Principles)

Robert is a 35-year old single male who has just lost his job as a salesperson due to the recent 
economic downturn. Which of the following are appropriate actions that Robert’s financial plan-
ner should recommend him to take in the event of a prolonged period of reduced income?

I. Keep up his monthly savings plans.
II. Reduce his discretionary spending.
III. Reduce his financial responsibilities.

A. I & II only
B. I & III only
C. II & III only
D. I, II & III

****************************************************

Answer: C

Explanation: 
II & III are correct. Due to Robert’s job nature and the economic situation, it is likely that Robert 
will suffer a period of reduced income which will last for a while.  As such, he should reduce 
discretionary spending and financial responsibilities.  
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Question 9 (Subject Area: Financial Planning Principles)

Generally speaking, a financial planner is expected to ensure that the client’s

I. goals are prioritized in the order of importance.
II. investment goals are clearly stated.
III. risk tolerance level is maintained.   

A. I only
B. I & II only
C. I & III only
D. II & III only

****************************************************

Answer: B

Explanation:
I & II are correct. Goals should be concrete and achievable and should be prioritized in the order 
of importance.  Client’s risk tolerance may change due to changes to his/her circumstances. 
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Question 10 (Subject Area: Financial Planning Principles)

Amy and Ben are a married couple aged 30 and 32 respectively, they are concerned about their 
heavy debt load as below:

I. Mortgage (interest at 4.5% p.a.): $2,000,000

II. Unsecured credit line (interest at 6.5% p.a.): $15,000
III. Amy’s student loan (interest at 10% p.a.): $40,000
IV. Amy’s credit card balance (interest at 18% p.a.): $10,000

Their goal is to pay off their mortgage loan as quickly as possible.  List, from the FIRST to the
LAST, the order in which their debt should be paid off that will be the MOST cost-effective for 
them.  

A. I, III, II, IV
B. I, IV, III, II
C. IV, I, II, III
D. IV, III, II, I

****************************************************

Answer: D

Explanation: 
Although their goal is to pay off their mortgage, they need to pay down the debt with the highest 
cost of borrowing.  The cost of borrowing from descending order would be: credit card (18%); 
student loan (10%), credit line (6.5%) and mortgage (4.5%).  
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Question 11 (Subject Area: Retirement Planning)

A financial planner is writing an article on financial activities for readers over 60 years of age 
who have a personal profile typical for that age group.  To cater for the common needs of this 
age group, the planner should emphasize which of the following topics in the article?

I. Estate planning.
II. Long-term healthcare coverage.
III. Real estate investments.
IV. Retirement planning.

A. I & II only
B. III & IV only
C. I, II & IV only
D. II, III & IV only

***************************************************

Answer: C

Explanation: 
I, II & IV are correct. Estate planning, long-term healthcare coverage and retirement planning 
are topics relevant to this age group.  Real estate investments will involve liquidity issues and 
high costs, and may not necessarily be suitable, therefore it should not be emphasized. 
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Question 12 (Subject Area: Retirement Planning)

Freshly Restaurant (Freshly) has employed Rose as a full-time waitress for 6 months.  Rose 
receives a fixed monthly salary, and at the end of each month, she also receives her share of 
tips collected by Freshly.  She also collects tips directly from customers.  When computing con-
tributions to the Mandatory Provident Fund Scheme, which of the following items should be in-
cluded in Rose’s “relevant income”?

I. Monthly salary paid by Freshly.
II. Rose’s share of tips collected by Freshly.
III. Tips that Rose collected directly from customers.

A. I only
B. I & II only
C. II & III only
D. I, II & III

****************************************************

Answer: B

Explanation:
I & II are correct.  Tips retained by employees themselves are not regarded as “relevant income” 
for the purpose of computing contributions to the Mandatory Provident Fund Scheme. Please 
also refer to Insurance Intermediaries Quality Assurance Examination Scheme: MPF Schemes 
Examination Study Notes (8th edition), Appendix IV.
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Question 13 (Subject Area: Retirement Planning)

Richard is an Australian citizen who came to Hong Kong under an employment visa in June 
2010.  He was contracted to work in the Hong Kong subsidiary of an Australian-based company 
for a period of 12 months.  Which ONE of the following statements regarding Richard’s obliga-
tion to enroll in the Mandatory Provident Fund (MPF) Scheme is CORRECT?

A. Richard is automatically exempted from joining the MPF Scheme on the basis that he is 
an expatriate with an employment visa.  

B. Richard is required to enroll in an MPF Scheme after he has remained in Hong Kong for 
60 days.

C. Richard is not required to enroll in any MPF Scheme during the 12 months he was in 
Hong Kong.

D. Richard is not required to enroll in any MPF Scheme until he has obtained a valid Hong 
Kong Identity Card. 

****************************************************

Answer: C

Explanation:
Foreign employees entering Hong Kong with an employment visa for a period not exceeding 13 
months are exempted persons under the MPF Scheme. Please also refer to Insurance Interme-
diaries Quality Assurance Examination Scheme: MPF Schemes Examination Study Notes (8th 
edition), Section 3.5 & Appendix III.
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Question 14 (Subject Area: Introduction to Investments)

Which of the following statements CORRECTLY describe “H-shares”?

I. They are traded either in Hong Kong dollars or in Renminbi.
II. They are issued by Mainland Chinese entities.
III. They are listed on the Stock Exchange of Hong Kong.
IV. They are referred to as “red chips”.

A. I & II only
B. II & III only
C. I, III & IV only 
D. I, II, III & IV

****************************************************

Answer: B

Explanation:
II & III are correct. H-shares are issued by Mainland Chinese companies and listed on the Stock 
Exchange of Hong Kong, and are traded in Hong Kong dollars.  
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Question 15 (Subject Area: Introduction to Investments)

A monetary policy involves the control of:

I. interest rates.
II. government spending.
III. the supply of money.
IV. tax rates.

A. I & III only
B. II & IV only
C. I, II & IV only
D. I, III & IV only

****************************************************

Answer: A

Explanation: 
I & III are correct. A monetary policy relates to money supply and interest rates.
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Question 16 (Subject Area: Introduction to Investments)

Economic indicators suggest that there will be a rise in interest rates in the coming six months.  
Which ONE of the following investment portfolios would be LEAST exposed to such a rise in 
interest rates?

A. One-third in cash, one-third in short-term bonds and one-third in shares.
B. One-third in long-term bonds, one-third in property and one-third in shares.
C. One-third in cash, one-third in long-term bonds and one-third in shares.
D. One-third in short-term bonds, one-third in property and one-third in shares.

****************************************************

Answer: A

Explanation: 
Property and long-term bonds are expected to be adversely affected when there is a rise in in-
terest rate(s).  
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Question 17 (Subject Area: Introduction to Investments)

Which of the following are typical features of a forward contract? 

I. The price of the goods is determined at the time of making the contract.
II. The payment for the goods is made at the time of making the contract.
III. The goods will be delivered upon maturity of the contract.

A. I & II only
B. I & III only
C. II & III only
D. I, II & III

****************************************************

Answer: B

Explanation: 
I & III are correct. The price of the goods is determined when the forward contract is made, the 
goods will be delivered and cash settlement is made upon maturity of the underlying contract. 
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Question 18 (Subject Area: Introduction to Investments)

Which of the following statements CORRECTLY describe(s) a bearer bond?

I It usually does not have a maturity date. 
II. It is considered to be owned by the holder of the bond.
III. It has no coupon payment.

A. II only
B. I & II only
C. I & III only
D. I, II & III

****************************************************

Answer: A

Explanation: 
Only II is correct. The holder of a bearer bond is considered to be the owner.  A bearer bond 
has a maturity date and it can have coupon that is numbered and dated. 
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Question 19 (Subject Area: Introduction to Investments)

The following table lists out the transactions in an investor’s securities account. What is the
dollar-weighted average return of this account?

Year Transactions

0 Bought 2 shares of $60 each

1 Received a dividend of $4 per share
Sold 1 share at $66 each

2 Received a dividend of $4 per share
Sold the remaining 1 share at $63 each

A. 9.38%
B. 11.67%
C. 15.53%
D. 17.58%

****************************************************

Answer: B

Explanation: 
120 = (66+8)/(1+r) + (63+4)/(1+r)^2
Return (r) = 11.67%
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Question 20 (Subject Area: Fundamentals of Insurance)

Janis is the Human Resources Manager of Company X and she is looking for a group life insur-
ance policy.  The insurance agent informs her that Company X must ensure that a minimum 
number of employees will be covered under the group policy.  The main purpose of this re-
quirement is to:

A. avoid adverse selection.
B. ensure insurability.
C. increase agency commission.
D. reduce premium.

****************************************************

Answer: A

Explanation: 
Adverse selection refers to the tendency of persons whose exposure to loss is higher than av-
erage to purchase insurance to a greater extent than those whose exposure is less than aver-
age.  Adverse selection works in the direction of accumulating bad risk and causes the insur-
ance plan to be unviable.  



STUDY GUIDE for CFP CERTIFICATION SAMPLE EXAMINATION QUESTIONS

Copyright © 2024 IFPHK All rights reserved V - 24 2024

Question 21 (Subject Area: Fundamentals of Insurance)

Bill submitted his proposal for a whole life insurance policy with a sum insured of $1,000,000 
and paid the first premium of $2,000.  He has passed the medical check-up, and the underwrit-
ing process was duly completed.  If Bill dies before the policy was issued, how much will his 
beneficiary recover under the policy?

A. $0
B. $2,000
C. $998,000
D. $1,000,000

****************************************************

Answer: D

Explanation: 
The beneficiary could get the sum insured as the life insurance contract is a valid contract, alt-
hough the actual policy document has not yet been issued.  
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Question 22 (Subject Area: Fundamentals of Insurance)

Which of the following is/are the effects of the principle of indemnity in insurance? 

I. It prevents the insured from profiting from insurance.
II. It reduces physical hazard.
III. It reduces moral hazard.

A. I only
B. III only
C. I & III only
D. I, II & III

****************************************************

Answer: C

Explanation: 
I & III are correct. The principle of indemnity maintains that the insured should not profit from 
insurance.  The principle of indemnity cannot reduce physical hazard.   
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Question 23 (Subject Area: Fundamentals of Insurance)

Ronald purchased his life insurance policy 5 years ago and committed suicide last month.
When the insurance company processed the claim, it was found that Ronald had not fully dis-
closed information about his health condition in the life insurance proposal form.  In the circum-
stances, the insurance company _______________ payment under the policy by reason of the 
_________________ clause.

A. can reject;  entire contract
B. can reject;  suicide
C. cannot reject;  incontestable
D. cannot reject;  ownership

****************************************************

Answer: C

Explanation:
In accordance with the incontestable clause, the validity of the insurance contract cannot be 
questioned for any reason whatsoever after it has, during the lifetime of the insured, been in 
force for some time, typically 2 years.  
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Question 24 (Subject Area: Fundamentals of Insurance)

Which of the following statements with respect to a disability income benefit rider in a life insur-
ance policy are CORRECT?

I. Income benefits will be provided during the insured’s disability.
II. Death benefits will be reduced if income benefits are provided to the insured.
III. A waiting period normally applies before income benefits are provided to the insured.

A. I & II only 
B. I & III only 
C. II & III only 
D. I, II & III

****************************************************

Answer: B

Explanation:
Only I & III are correct.  There will be no deduction of the death benefits if the insured receives 
income benefits during the period of disability.   
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Question 25 (Subject Area: Fundamentals of Insurance)

Which of the following statements regarding a convertible term life insurance policy are COR-
RECT?

I. The insured has the option of converting the policy subject to the provision of satisfactory 
evidence of insurability.

II. The insured has the option of converting the policy without having to provide evidence of 
insurability.

III. The insured has the option of exchanging the term life insurance policy for a permanent 
health insurance policy.

IV. The insured has the option of exchanging the term life insurance policy for some other 
type of permanent life insurance policy. 

A. I & III only
B. I & IV only
C. II & III only
D. II & IV only

****************************************************

Answer: D

Explanation:
II & IV are correct.  A conversion provision gives the insured the option to exchange the term 
insurance policy for some category of permanent life insurance policy without having to prove 
insurability.  

- End of Sample CFP Certification Examination Questions (Foundation Level) -
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CFP CERTIFICATION EXAMINATION (ADVANCED LEVEL PAPER 1)

Question 26 (Subject Area: Financial Management)

When investing in real assets such as properties or land at times of inflation, the future cash-

flows from the investments are likely to rise in: 

I. intrinsic value.

II. nominal value.

III. real value.

A. II only

B. III only

C. I & II only

D. I & III only

**********************************************************

Answer: A

Explanation: II is correct.   Nominal value refers to a value expressed in money terms in a given 

year or series of years; it is likely to rise at times of inflation. Real value adjusts nominal value to 

remove effects of price changes over time. Intrinsic value refers to the actual value of a compa-

ny or an asset based on an underlying perception of its true value including all aspects of the 

business. 
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Question 27 (Subject Area: Financial Management)

Which of the following abilities of a financial planning strategy can be evaluated with reference 

to information provided by a financial budget?

I. Its ability to maintain a certain level of living standard.

II. Its ability to maintain a sufficient amount of emergency cash.

III. Its ability to maintain investment risk at an acceptable level.

IV. Its ability to maintain wealth accumulation at a reasonable pace.

A. I & IV only

B. I, II & III only

C. I, II & IV only

D. II, III & IV only

**********************************************************

Answer: C

Explanation: I, II & IV are correct.  Living standard can be measured by the amount of consump-

tion.  The sufficiency of emergency cash is usually measured by the amount of expenses in a 

number of months.  Wealth is usually accumulated through regular savings.  These are compo-

nents in a budget.  Investment risk is reflected in the balance sheet.  
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Question 28 (Subject Area: Financial Planning Principles)

In the early stage of establishing a relationship with a client, a financial planner should:

I. discuss the process and concepts of financial planning with the client.

II. inform the client about the limitation and scope of the services that the planner can pro-

vide legally.

III. clarify the respective responsibilities of the planner and the client.

IV. explore the risk attitude of the client.

A. I & III only

B. II & IV only

C. I, II & III only

D. I, III & IV only

**********************************************************

Answer: C

Explanation: I, II & III are correct as they are all actions that should be taken by a financial plan-

ner in Step 1 of the financial planning process.  Exploring the risk attitude of the client should be 

done in Step 2 of the financial planning process.  
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Question 29 (Subject Area: Financial Planning Principles)

Which of the following statements about determining the client’s personal and financial goals, 

needs and priorities are CORRECT?

I. They must be determined mutually by the planner and the client.

II. They must be determined with sole reference to the client’s financial strengths and weak-

nesses.

III. Those relevant to the scope of engagement need to be determined in clear and measur-

able objectives.

A. I & II only

B. I & III only

C. II & III only

D. I, II & III

**********************************************************

Answer: B

Explanation: I & III are correct.  A client’s personal and financial goals, needs and priorities must 

not be limited only to the client’s financial strengths and weaknesses. 
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Question 30 (Subject Area: Financial Planning Principles)

Evaluating the client’s financial position is an important step in the financial planning process.  

Which of the following tasks should be completed in this step? 

I. Assessing the liabilities of the client. 

II. Identifying the client’s financial strengths and weaknesses. 

III. Preparing cashflow statements of the client. 

IV. Recommending appropriate insurance policies to the client. 

A. I & III only 

B. I, II & III only 

C. I, II & IV only 

D. II, III & IV only 

********************************************************** 

Answer: B 

Explanation: I, II & III are correct.  They are all tasks that should be completed in Step 3 of the 

financial planning process.  Recommending appropriate insurance policies to the client should 

be done in Step 4 of the financial planning process.   
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Question 31 (Subject Area: Retirement Planning) 

Which of the following is/are disadvantages of defined-contribution plans from the employee’s 

perspective? 

I. Amount of actual retirement benefit is not known. 

II. Individual members solely account for contributions. 

III. Investment losses must be borne by the employee. 

A. I only 

B. I & III only 

C. II & III only 

D. I, II & III  

********************************************************** 

Answer: B 

Explanation: I & III are correct.  Apart from employees, employers usually also contribute to de-

fined-contribution plans.  The Hong Kong Mandatory Provident Fund Scheme is an example of 

a defined-contribution plan.  
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Question 32 (Subject Area: Retirement Planning)

Tim plans to set up a retirement fund to provide an amount of $50,000 per year over 20 years 

starting next year.  Assume that the expected rate of return to the fund is 10% per year, how 

much money would he have invested today if the expected inflation rate is 6%?

A. $296,442

B. $425,678

C. $573,496

D. $693,346

**********************************************************

Answer: D

Explanation: D is correct. It is calculated as follows:

Present value of the retirement fund after one year = 

PV(bgn) I={(1.10/1.06)-1}, n=20, PMT=-$50,000, 

PV =$719,510

Amount of investment today = $719,510/(1.1/1.06)=$693,346
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Question 33 (Subject Area: Investment Planning/Asset Management)

Using the capital market line (CML) in analyzing a risky portfolio, _______ performance is indi-

cated by a position below the CML, _______ performance is indicated by a position above the 

CML and _______ performance is indicated by a position on the CML.

A. inferior ; optimal ; superior

B. inferior ; superior ; optimal

C. optimal ; superior ; inferior

D. superior ; inferior ; optimal 

**********************************************************

Answer: B

Explanation: B is correct.  The capital market line (CML) is a line used in the capital asset pric-

ing model to illustrate the rates of return for efficient portfolios depending on the risk-free rate of 

return and the level of risk (standard deviation) for a particular portfolio. Inferior performance is 

indicated by a position below the CML, superior performance is indicated by a position above 

the CML and optimal performance is indicated by a position on the CML.  
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Question 34 (Subject Area: Investment Planning/Asset Management)

Mr. A, a risk-averse investor, is considering to invest in either an US Treasury bill which current-

ly pays a 4.5% rate of return, or a risky portfolio which pays a 8% return with a probability of 

40%, and a 3% return with a probability of 60%.  Mr. A asks his financial planner to help him 

calculate the risk premium of investing in the risky portfolio, and to give him some investment 

advice.  Which ONE of the following statements is the MOST appropriate for Mr. A’s financial 

planner to make?

A. The risk premium is 0 and Mr. A should invest in the risky portfolio.

B. The risk premium is 0 and Mr. A should invest in the US Treasury bill.

C. The risk premium is 0.5% and Mr. A should invest in the risky portfolio.

D. The risk premium is 0.5% and Mr. A should invest in the US Treasury bill.

**********************************************************

Answer: C

Explanation: C is correct.  Risk premium = [(8%*40%)+(3%*60%)]-4.5% = 0.5%.  Mr. A should 

invest in the risky portfolio because he is rewarded with a risk premium.  
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Question 35 (Subject Area: Investment Planning/Asset Management)

Please refer to the following information to answer Question 35 and Question 36:

Portfolio XYZ is well diversified.  It has a return of 10.5%, a portfolio beta of 1.2 and a standard 

deviation of 5%. Assume the risk free rate is 3% and the interest rate on long-term government 

bonds is 6%.  

What is the Sharpe measure of the portfolio? 

A. 0.9

B. 1.2

C. 1.5

D. 6.25

**********************************************************

Answer: C

Explanation: C is correct. Sharpe measure is calculated by dividing the portfolio excess return 

(i.e. portfolio return minus risk free rate) by the standard deviation of the portfolio.
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Question 36 (Subject Area: Investment Planning/Asset Management)

What is the Treynor measure of the portfolio? 

A. 0.9

B. 1.2

C. 1.5

D. 6.25

**********************************************************

Answer: D

Explanation: D is correct. Treynor measure is calculated by dividing the portfolio excess return

(ie. portfolio return minus risk free rate) by the portfolio beta.
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Question 37 (Subject Area: Investment Planning/Asset Management)

If other factors remain constant, for an investment grade corporate bond, the higher its liquidity, 

the:

A. higher its coupon rate.

B. longer its duration.

C. lower its default risk.

D. lower its yield to maturity.

**********************************************************

Answer: D

Explanation: D is correct.  Higher liquidity leads to lower liquidity premium, hence lower required 

rate of return, which in turn causes higher price. Therefore, the bond yield will be lower. 
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Question 38 (Subject Area: Insurance Planning/Risk Management)

Jane is 30 years old now and is considering taking out a life insurance policy.  The quotations 

for four different policies have been obtained, all based on level premium payable by yearly in-

stallments.  Which ONE of the following policies is MOST LIKLEY to charge the HIGHEST an-

nual premium?

A. 35-year endowment life insurance policy.

B. 35-year term life insurance policy.

C. 65-year paid-up non-participating whole life insurance policy.

D. Non-participating whole life insurance policy.

**********************************************************

Answer: A

Explanation: A is correct.  It is an endowment life insurance policy that normally requires a high 

premium, and compared with the other options, is most likely to charge the highest annual pre-

mium.
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Question 39 (Subject Area: Insurance Planning/Risk Management)

Ricky and Susan are a married couple and each of them has taken out a whole life insurance 

policy with beneficiary details as below:

Insured Primary Beneficiary Contingent Beneficiary

Ricky Susan Ricky’s brother, Tommy

Susan Susan’s sister, Janet Ricky

Ricky and Susan were involved in a traffic accident.  Susan passed away at the scene and 

Ricky passed away one month later.  Which ONE of the following statements about entitlement 

to the life insurance benefits in this case is CORRECT?

A. Tommy is entitled to the benefits under both Ricky’s and Susan’s policies.

B. Tommy is entitled to the benefits under Susan’s policy and Janet is entitled to the benefits 

under Ricky’s policy.

C. Janet is entitled to the benefits under both Ricky’s and Susan’s policies.

D. Janet is entitled to the benefits under Susan’s policy and Tommy is entitled to the benefits 

under Ricky’s policy. 

**********************************************************

Answer: D

Explanation: D correct in this case. The contingent beneficiary will be entitled to the death ben-

efits upon the death of the primary beneficiary.
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Question 40 (Subject Area: Insurance Planning/Risk Management)

Please refer to the following information to answer Question 40, Question 41 and Ques-

tion 42:

Derek is the owner of a factory in Hong Kong.  A German buyer recently placed an order with

Derek, included in the contract is a provision that Derek should hold the buyer harmless of any 

liability incurred due to his products.  Derek was required to take out product liability insurance 

for the exporting products and set up new testing equipment in his factory in order to meet the 

safety standards in Germany.  Derek then approached a few insurance companies for product 

liability insurance on the exporting products, however the insurance companies refused to in-

sure only the exporting products, but offered to insure all his factory’s products instead.  Derek 

expected that it would take 10 years for him to cover the set up cost of the testing equipment.  

He ultimately decided to give up the contract with the German buyer. 

What type of risk management approach has been adopted by the German buyer for applying 

the hold-harmless provision in the contract with Derek?

A. Avoidance.

B. Prevention.

C. Retention.

D. Transfer.

**********************************************************

Answer: D

Explanation: A hold-harmless provision is the same as an indemnity.  By including the provision 

in the contract with Derek, the German buyer is getting an indemnity from Derek for any losses 

that it may suffer.  The nature of an indemnity is to transfer risk.   



STUDY GUIDE for CFP CERTIFICATION SAMPLE EXAMINATION QUESTIONS

Copyright © 2024 IFPHK All rights reserved V - 44 2024

Question 41 (Subject Area: Insurance Planning/Risk Management)

In requiring Derek to insure all his products, the insurance companies are MOST LIKELY pro-

tecting themselves against which ONE of the following issues?

A. Adverse Selection.

B. Moral Hazard.

C. Morale Hazard.

D. Physical Hazard.

**********************************************************

Answer: A

Explanation: Adverse selection is the tendency of the persons whose exposure to loss is higher 

than average to take out insurance.  By requiring Derek to insure all his products, the insurance 

companies are protecting themselves against higher exposure to product liability claims in Ger-

many.  
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Question 42 (Subject Area: Insurance Planning/Risk Management)

In giving up the contract with the German buyer, Derek is MOST LIKELY to have taken which 

ONE of the 6 steps in the risk management process?

A. Consideration of alternatives and selection of risk treatment device.

B. Evaluation and review.

C. Evaluation of risks.

D. Implementation of the decision.

**********************************************************

Answer: D

Explanation: Derek has already decided on which risk management approach to adopt.  His 

action of giving up the contract with the German buyer is an implementation of his decision.  
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Question 43 (Subject Area: Tax Planning)

Identify from the following cases where married person’s allowance will be granted to the tax-

payer who files the tax return for the year of assessment 2010/11:

I. Mr. P has been married to his wife for 10 years.  His wife has no assessable income for 

the year of assessment 2010/11.

II. Mr. Q has been separated from his wife since the year of assessment 2009/10, but he is 

maintaining his wife by paying a monthly alimony of $10,000.

III. Mr. R was divorced from his wife in the year of assessment 2009/10, but he is still main-

taining his ex-wife by paying a monthly alimony of $12,000. 

A. I only

B. I & II only

C. II & III only

D. I, II & III

**********************************************************

Answer: B

Explanation: I & II are correct.  To qualify for married person’s allowance, the taxpayer must be 

married for all or part of the year of assessment, and the spouse did not have any income 

chargeable to Salaries Tax during the year. Please also refer to Section 29 of the Inland Reve-

nue Ordinance.                                                                                                                                                               
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Question 44 (Subject Area: Tax Planning)

Under the Inland Revenue Ordinance, which of the following is/are grounds for a taxpayer to 

apply to an assessor for correction of errors in a tax return or the assessment?

I. There was an arithmetical error in the calculation of the amount of the tax charged.

II. There was an omission in any tax return submitted.

III. There was an error in the statement submitted with respect to the tax charged.  

A. III only

B. I & II only

C. II & III only

D. I, II & III

**********************************************************

Answer: D

Explanation: I, II & III are correct.  A tax assessor appointed under the Inland Revenue Ordi-

nance has the power to correct an assessment.  Please also refer to Section 70A of the Inland 

Revenue Ordinance.                                                                                                                                                       
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Question 45 (Subject Area: Tax Planning)

XYZ Limited is considering providing medical benefits to its employees.  Which of the following 

ways of providing such benefits will be efficient to the employees in the context of Salaries Tax?

I. Arranging group medical insurance cover for the employees and paying the insurance 

premium for all employees.

II. Contracting with a few designated doctors to provide medical consultation to employees 

free-of-charge.

III. Reimbursing employees’ medical expenses for different doctors of their own choice upon 

presentation of the medical bills.

A. I only

B. I & II only

C. II & III only

D. I, II & III

**********************************************************

Answer: B

Explanation: I & II are correct.  Employee benefits that represent a discharge of an employee’s 

own personal liability by the employer will be taxable.  Therefore III is taxable and not efficient to 

employees under Salaries Tax.  Please also refer to Section 9 of the Inland Revenue Ordinance. 
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Question 46 (Subject Area: Estate Planning)

Which of the following is/are reasons for an individual to set up a trust for estate planning pur-

poses?

I. To avoid probate.

II. To reduce estate planning costs.

III. To protect vulnerable beneficiaries.

A. I only

B. I & II only

C. I & III only

D. I, II, & III

**********************************************************

Answer: C

Explanation: I & III are correct.  A trust is not part of a deceased person’s probate estate.  It can 

be used to provide for vulnerable beneficiaries.  The cost for setting up a trust is usually high.  
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Question 47 (Subject Area: Estate Planning)

Generally speaking, a financial planner is expected to carry out which of the following activities 

in his client’s will-making process?

I. To co-ordinate with other members of the estate planning team.

II. To review the will to ensure the contents fulfill the client’s objectives.

III. To recommend the client appointing him as the executor of the will.   

A. I only

B. I & II only

C. I & III only

D. II & III only

**********************************************************

Answer: B

Explanation: I & II are correct.  A financial planner is not expected to recommend himself as the 

executor of his client’s will.  
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Please refer to the following information to answer Question 48, Question 49, Question 

50 and Question 51:

Mathew is 50 years old and single.  He was employed for over 14 years as a full-time chef of a 

restaurant.   However, Mathew had a car accident 3 months ago and his right shoulder was 

badly injured as a result.  Mathew spent a month in hospital, and his doctor told him that he is 

now severely disabled because he will not be able to use his right shoulder for the rest of his life.  

The accident occurred when Mathew was going to work in a bus operated by his employer, and 

the driver of the bus was successfully prosecuted by the police for his careless driving that 

caused the accident.  Mathew’s claim under the Employees’ Compensation Ordinance was suc-

cessful.  Mathew recently checked with an insurance agent of Great Insurance Company as to 

his needs for whole life insurance.  He learnt that, due to his disability, the cover will require a 

longer waiting period and a higher-than-standard premium level.  He did not take out the cover.

Mathew and his father jointly own a flat in Tuen Mun as tenants-in-common where they live to-

gether with Mathew’s 52-year-old elder brother, Mark.  The flat is fully paid up and has a current 

market value of around $2,800,000. Mathew’s father intends for Mathew to take up his share in 

the flat on his death.  Neither Mathew nor his father has made wills, and apart from Mark they 

do not have other living relatives.

Question 48 (Subject: Insurance Planning/Risk Management)

Mathew is currently eligible for assistance under which TWO of the following government social 

welfare schemes in Hong Kong?

I. Comprehensive Social Security Assistance Scheme.

II. Emergency Relief.

III. Social Security Allowance Scheme.

IV. Traffic Accident Victims Assistance Scheme.

A. I & II only 

B. I & III only

C. II & IV only

D. III & IV only

**********************************************************

Answer: D

Explanation: III and IV are correct.  Mathew satisfies the current eligibility criteria for the Social 

Security Allowance Scheme and the Traffic Accident Victims Assistance Scheme.  For details, 

please refer to the website of the Social Welfare Department.
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Question 49 (Subject: Insurance Planning/Risk Management)

Which of the following factors are relevant to Mathew’s success in his claim under the Employ-

ees’ Compensation Ordinance for the traffic accident?

I. The operator of the bus in which Mathew traveled.

II. The party liable for Mathew’s accident.

III. The period of time that Mathew had been employed by his employer.

IV. The purpose of Mathew’s travel in the bus.

A. I & II only

B. I & IV only

C. I, III & IV only

D. II, III & IV only

**********************************************************

Answer: B

Explanation: I and IV are correct.  The identity of the operator of the transport in which an em-

ployee traveled and the purpose of the travel are relevant factors for a claim to succeed under 

the Employees’ Compensation Ordinance.  
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Question 50 (Subject: Insurance Planning/Risk Management)

Which of the following statements in relation to Great Insurance Company’s requirements for 

Mathew’s life insurance cover are CORRECT? 

I. A longer waiting period is required to enforce the principle of indemnity.

II. The level of premium quoted is a result of the use of a different mortality table.

III. The level of premium quoted violates the Disability Discrimination Ordinance.

IV. The purpose for the level of premium quoted is to avoid adverse selection.

A. II & IV only

B. I, II & III only

C. I, III & IV only

D. II, III & IV only

**********************************************************

Answer: A

Explanation:  II and IV are correct.  People whose exposure to loss is higher than average have 

a tendency to require greater protection cover than others.  
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Question 51 (Subject: Estate Planning)

Assume that other factors remain constant.  Which of the following statement(s) about the suc-

cession of the Tuen Mun flat is/are CORRECT?

I. If Mathew and his father pass away at the same time, ownership in the flat will be distrib-

uted according to the Intestates’ Estates Ordinance.

II. If Mathew predeceases his father, his share in the flat will automatically pass to his father

without having to go through the probate process.

III. If Mathew’s father predeceases Mathew, his share in the flat will be distributed between 

Mark and Mathew.

A. I only

B. I & II only 

C. I & III only

D. II & III only

**********************************************************

Answer: C

Explanation: I and III are correct.  Tenants-in-common do not have the right of survivorship.  

Therefore the distribution of the flat will be governed by the Intestates’ Estates Ordinance.  

Please also refer to section 4 of the Intestates’ Estate Ordinance.

- End of Sample CFP Certification Examination Questions (Advanced Level Paper 1) -
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CFP CERTIFICATION EXAMINATION (ADVANCED LEVEL PAPER 2)

Case Study - Case Facts

David Jones

1. Today is 1 June 2010.  Lily Fong, a financial planner of Happy Insurance Company, re-

ceived a call from her current client, David Jones, to review his financial plan.  

2. Below is some information about David that Lily has gathered so far:

3. Client information:

Client Client’s Spouse

Name David Jones Nancy Jones

Date of birth 1 June 1958 2 March 1962

Nationality Canadian Canadian

Marital status Married Married

Occupation Chief Financial Officer Housewife

Employer Tasty Foods Limited* N/A

Work status Full-Time N/A

Time with present em-

ployer 
Since 1 April 1999 N/A

Regular medical check-

up?
Yes Yes

Any long-term disability or 

health problems?
High blood pressure No

* Company listed on the Toronto Stock Exchange
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4. Dependant information:

Dependant 1 Dependant 2

Name Sunny Jones Sandy Jones

Relationship with client Son Daughter

Date of birth 15 May 2000 5 April 2002

Health Good Good

5. Annual income of the Jones family for the period from 1 April 2009 to 31 March 2010:

Amount

(in HKD unless otherwise 

specified)

Salary income received* 1,680,000

Bonus income received 280,000

Reimbursement received from employer

Rent payment (Sai Kung flat)€

Annual airfare to Canada

480,000

50,000

Other benefits received from employer

Scholarships for David’s children

Tuition fees for David’s children paid by employer 

directly to the school

10,000

216,000

Income received from other sources

Interest and dividends

Rental income from Ma Wan flat#
60,000

Unknown

* before deducting the premium for the group medical insurance policy for Nancy & David’s 

children and the MPF contributions 
€ rateable value of the property: HKD450,000
# rateable value of the property: HKD250,000
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6. Annual expenses of the Jones family for the period from 1 April 2009 to 31 March 2010:

Amount

(in HKD unless otherwise 

specified)

Expenditure on food 240,000

Housing expenses (for Sai Kung flat)

Rent 480,000

Utilities and others   80,000

Management fees 48,000

Household expenses

Filipino domestic helper 54,000

Others (e.g. clothing, personal grooming, toiletries) 700,000

Transportation expenses

Fuel, maintenance & repairs, parking, vehicle li-

cence
80,000

Others (including taxis & public transport) 50,000

Education and recreation expenses

Other school expenses 50,000

Vacation 100,000

Other recreation 100,000

Medical expenses

Pharmacy/drugs 10,000

Insurance

Life insurance premium for David 18,000

Life insurance premium for Nancy 15,000

Group medical insurance premium for Nancy, Sun-

ny and Sandy 
5,000

Building insurance premium (Ma Wan flat) 4,000

Household contents insurance premium (Sai Kung 

flat)
6,000

Others

Contributions to Mandatory Provident Fund 

Scheme
12,000

Mortgage payment for Ma Wan flat Unknown

Management fee for Ma Wan flat 12,000

Government rent for Ma Wan flat 4,800

Rates for Ma Wan flat 8,000

Support to George (David’s nephew) 60,000

Donations to the Community Chest of Hong Kong 20,000
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7. Assets and liabilities of the Jones family (as at 31 March 2010):

Amount

(in HKD unless otherwise 

specified)

Property in Ma Wan 3,200,000

Mortgage loan Unknown

Motor car 400,000

Stocks 500,000

Unit trusts and bonds 300,000

Savings in HKD 500,000

Savings in CAD CAD50,000

Mandatory Provident Fund Scheme account balance 180,000

Canadian superannuation account CAD300,000

Cash value of life insurance policies 800,000

Hi-Fi system 200,000

Credit card balance 20,000

8. Both David Jones and his wife Nancy are great fans of Chinese culture.  They considered

Hong Kong the perfect place for them to stay.  To this end, David applied to his employer 

to be relocated to the Hong Kong office of Tasty Foods Limited (Tasty) from the Toronto 

headquarters several years ago.  Although he is employed on contract basis, David man-

aged to negotiate a very generous expatriate package.  As time goes by, the Jones will 

soon obtain the right of abode in Hong Kong.

9. The Jones live in a house in Sai Kung arranged by Tasty.  Under the arrangement, David 

pays rent every month in advance and receives reimbursement from Tasty the month after.  

Sunny and Sandy attend an international school in Clearwater Bay. The annual tuition fee 

is HKD108,000 for each of them which are directly paid for by Tasty to their school as part 

of David’s expatriate package.  Tasty also pays a scholarship of HKD5,000 each per an-

num in respect of Sunny and Sandy under the company’s standing policy for senior staff.  

Recently, the school they are attending announced that a debenture of HKD150,000 

should be purchased for every student starting from the academic year 2010/11.  The de-

benture is redeemable when a student leaves the school.  Tasty agreed to buy and hold 

the debentures on David’s behalf.

10. David is very fond of his 20-year-old nephew, George, and has been supporting him finan-

cially since he was born.  David knows that George is grateful for his money because he 

has just entered university and needs the money to support his living and pay his tuition 

fees. 

11. David is covered by a group medical policy and a group term life insurance policy offered 

by Tasty.  The medical policy has an in-patient policy with hospital cash of a maximum 

coverage of HKD300,000 per annum, together with dental insurance.  Tasty allows David 

to enroll his direct relatives for the same medical policy at cost, and David has exercised 

his right and enrolled Nancy and their children to the policy at an annual premium of 

HKD5,000 which is deducted from his salary income.  The life policy covers 2 years of Da-

vid’s salary with a permanent total disablement rider.    
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12. On top of David’s group term life policy, both David and Nancy have taken out other life 

insurance policies.  The table below summarizes details of the life insurance policies of 

David and Nancy:

Insured David David Nancy

Policy type Whole life Group term life Term life

Sum insured HKD3,000,000 2 x annual salary HKD2,000,000

Year of

Purchase
1990 - - 1993

Policy provider Happy Ins. Co. ABC Ins. Co. Happy Ins. Co.

Riders
Personal Accident

Double Indemnity

Permanent total 

disablement

Personal Accident

Double Indemnity

Primary 

beneficiary
Nancy Nancy David

Contingent 

beneficiary
George Sunny Sunny

Cash values HKD800,000 - - ---

As a reward to loyal customers, Happy Insurance Company has recently offered two extra 

riders free-of-charge to David, who aims to maximize the long-term benefits he can get 

from them.

13. David is still uncomfortable with his current insurance coverage, and would like to make 

sure that Nancy and their children will be provided with the largest amount of income as 

soon as possible if he predeceases them, or if his children are suddenly orphaned.  Be-

cause one of his friends has bought an annuity for this purpose and recommends it to him, 

David asks Lily for a proposal for a pure life annuity.

14. Other employee benefits provided by Tasty include annual return airfare to Canada, and a 

Canadian superannuation account into which Tasty contributes 9% of David’s salary every

month.  The account balance can be withdrawn upon David’s retirement.  Though not re-

quired by law, both Tasty and David also contribute to the Mandatory Provident Fund 

Scheme in Hong Kong.

15. On 1 June 2004, Nancy bought a small residential flat in Ma Wan at HKD2,500,000 as part 

of her investment.  The purchase of the flat was fully financed by a mortgage with Coco 

Bank for a term of 15 years at a fixed rate of 6% p.a.  The first mortgage payment was 

made on 30 June 2004.  The current market value of the flat is HKD3,200,000 and it is ex-

pected to grow at an annual rate of 4% in the future.  The flat has been let out for rental in-

come since it was bought.  Nancy is responsible for the management fee, government rent 

and rates.  After deducting these expenses, the remaining rental income is exactly enough 

to pay for the monthly mortgage.  Nancy expects that the rental income will remain stable 

for the duration of the mortgage term.  Nancy has taken out a  building insurance policy on 

the flat since purchasing it.  She is not sure if she should adjust the sum insured since it 

has been over 5 years when she bought the flat.
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16. David would like to restructure his investment portfolio by including one of the following 

funds into it:

Fund

SUN MOON STAR EARTH

Average annual return during the last 

five years
9.5% 12% 13% 13.5%

Standard deviations of return during 

the last five years
6% 8% 8.5% 9.5%

- Fund SUN: An equity income mutual fund investing in Hong Kong stocks.

- Fund MOON: A growth-oriented mutual fund investing in Hong Kong stocks.

- Fund STAR: An international equity mutual fund.

- Fund EARTH: Taiwan equity index exchange-traded fund.

- The short-term certificate of deposit rate in Hong Kong is 4%.  The correlation coefficients 

of the above four funds during the last five years are:

SUN MOON STAR EARTH

SUN 1.0

MOON 0.7 1.0

STAR 0.5 0.4 1.0

EARTH 0.7 0.7 0.2 1.0

17. As David is approaching his intended retirement date, which falls on his 60th birthday, the 

family has been thinking about returning to Canada.  Sunny and Sandy will definitely go 

back to Canada for their university education, where they will work part-time and pay for 

their own tuition fees like their father did.  The family has therefore made up its mind to re-

turn to Canada after David retires, by which time they will sell the flat in Ma Wan and use 

the proceeds to buy a house in Canada.  David has been researching the prices of proper-

ty in Canada, and found that a property that fits the needs of the family is selling at a price 

equivalent to HKD3,000,000 Hong Kong dollars today, and is expected to grow at an an-

nual rate of 6%.

18. David and Nancy have both made wills two years ago while they were on their annual trip 

to Canada. Nancy has kept the only copy of her will with a relative in Toronto while David 

has kept his with a friend who Nancy does not know.   In David’s will, he has made be-

quests in favour of Nancy and his children only.

19. Other information: 

Exchange rate: CAD1.00 = HKD7.80

CAD stands for Canadian dollars. 

- End of Case Facts -
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Question 52

Which of the following are David’s personal and financial goals?

I. Ensure a stable stream of income for his family after his retirement and after his death.

II. Arrange for long-term health care protection for both himself and Nancy.

III. Provide for housing arrangements in retirement.

IV. Set up a fund for the university education of Sunny and Sandy.

A. I & IV only

B. II & III only 

C. I, II & III only

D. I, II, III & IV

****************************************************

Answer: C
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Question 53

What is the amount of rental income from the Ma Wan flat for the year ended 31 March 2010?

A. HKD253,152

B. HKD257,460

C. HKD277,952

D. HKD325,460

****************************************************

Answer: C
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Question 54

Which of the following statement(s) about the Jones couple’s current financial status and in-

vestment position is/are CORRECT?

I. Based on the information provided, their solvency ratio is greater than 0.6.

II. The length of their pre-retirement investment horizon is of an intermediate term.

III. They have a high net worth hence they have a high risk tolerance level.

IV. They should allocate part of their savings to high leverage investments.

A. II only

B. I & II only

C. I, II & IV only

D. I, III & IV only

****************************************************

Answer: B
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Question 55

What is the appropriate advice for Nancy regarding the insurance policy she took out on her flat 

in Ma Wan?

A. Nancy should adjust the sum insured with reference to the change in repair/rebuilding 

cost of the flat, if any.

B. Nancy should adjust the sum insured with reference to the value of the household con-

tents in the flat.

C. Nancy should increase the sum insured to reflect the increase in the property price.

D. There is no need for Nancy to review the sum insured since the premium is calculated 

with reference to the gross floor area of the flat.

****************************************************

Answer: A
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Question 56

Assume that relevant factors remain constant.  Which of the following items should Lily Fong 

include in a Needs Approach analysis in order to ascertain whether David currently has ade-

quate life insurance cover? 

I. Education fees for Sunny and Sandy.

II. Financial support to Nancy.

III. Mortgage repayments for the Ma Wan flat.

IV. Support to George.

V. Term life insurance cover of Nancy.

A. II & V only

B. I, II & IV only

C. I, III & V only

D. I, II, III, IV & V

****************************************************

Answer: B
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Question 57

To address David’s aim, which TWO of the following riders offered free-of-charge by Happy 

Insurance Company should Lily advise him to choose?

I. Critical/terminal illness benefit rider.

II. Disability income benefit rider.

III. Medical benefits rider.

IV. Waiver of premium rider.

A. I & III only

B. I & IV only

C. II & IV only

D. III & IV only

****************************************************

Answer: A
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Question 58

With respect to David’s request for a proposal for an annuity, which of the following is/are AP-

PROPRIATE piece(s) of advice that Lily should give him (see paragraph 13 of this case)?

I. For the purposes of attaining David’s goal, a Joint-and-Last Survivor Annuity is more suit-

able than his original choice.

II. David can achieve his aim to a certain extent by utilizing a suitable settlement method for 

his whole life policy.

III. David’s original choice of an annuity will help him cope with the impact of inflation.

A. I only 

B. I & II only 

C. II & III only

D. I, II & III

****************************************************

Answer: B
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Question 59 

What is/are the advantage(s) of choosing Fund EARTH compared with the other three potential 

funds that David is considering? 

I. Easier to trade. 

II. International diversification. 

III. Lower bid-ask spread. 

A. I only 

B. I & II only 

C. II & III only 

D. I, II & III 

**************************************************** 

Answer: A 
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Question 60

David would like to know the performance of the four funds according to the Sharpe’s perfor-

mance index.  Which ONE has the WORST performance? 

A. Fund SUN.

B. Fund MOON.

C. Fund STAR.

D. Fund EARTH.

****************************************************

Answer: A
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Question 61

Assume that David would like to restructure his portfolio so that half of his portfolio’s value will 

be invested in Fund MOON, and the other half in Fund STAR.  What would be the expected 

standard deviation for his portfolio after the proposed change?  

A. 0.5%

B. 5.8%

C. 6.5%

D. 6.9%

****************************************************

Answer: D
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Question 62

Assume that David begins to withdraw from his superannuation account when he retires, and 

transfers the money to one of his following existing investments.  Ignoring tax issues, which 

ONE of them is the MOST SUITABLE choice for him?

A. Canadian dollar time deposit account which generates an annual return of 5%.

B. Canadian stock market portfolio which generates an average annual return of 12%.

C. Emerging markets long-term bond fund which generates an average annual return of 8%.

D. Money market mutual fund which invests in Euro money market securities and generates 

an average annual return of 6%. 

****************************************************

Answer: A
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Question 63

Which ONE of the following statements about David’s tax position as a Canadian expatriate is 

CORRECT?

A. David is liable to pay Salaries Tax in Hong Kong because he has made Hong Kong his 

home and ordinarily resides in Hong Kong.

B. David is liable to pay Salaries Tax in Hong Kong because under the double tax treaty 

signed between China and Canada, anyone who spends more than 180 days in Hong

Kong in a year is liable.

C. David is liable to pay Salaries Tax in Hong Kong but income generated from any services 

rendered outside Hong Kong can be excluded.

D. David is liable to pay Salaries Tax in Hong Kong but is entitled to claim exemption from 

Salaries Tax on the ground that all his salary income has been taxed in Canada.

****************************************************

Answer: C
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Question 64

In relation to the education benefits from Tasty to David as regards Sunny and Sandy, which 

ONE of the following is a CORRECT Hong Kong tax implication with respect to David?

A. Debentures to be provided by Tasty will be taxable because they are deemed to be in-

come from employment.

B. Scholarships for Sunny and Sandy are not taxable because they are not income received 

by David.

C. Tuition fees paid by Tasty are not taxable if Tasty enters into contract with the school and 

pays directly.

D. Tuition fees paid by Tasty are taxable because this is a fringe benefit provided by the 

employer.

****************************************************

Answer: D
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Question 65

Which of the following ways can help the Jones to minimize their Property Tax payable in Hong 

Kong?

I. Ask the tenant to pay the management fees directly to the property management compa-

ny and reduce the monthly rent by the corresponding amount.

II. Ask the tenant to shoulder the rates and reduce the monthly rent by the corresponding 

amount.

III. End the existing tenancy agreement and enter into a new contract with rent payable an-

nually in advance in lump sum.

IV. Have Nancy elect to be assessed under Personal Assessment.

A. I only

B. I & III only

C. I, II & IV only

D. II, III & IV only

****************************************************

Answer: A
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Question 66

What is the net assessable value of the Ma Wan flat under the Hong Kong Property Tax for the 

year of assessment 2009/10? 

A. HKD169,952

B. HKD215,962

C. HKD253,152

D. HKD269,952

****************************************************

Answer: B
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Question 67

For the purpose of calculating David’s Salaries Tax for the year of assessment 2009/10, what is 

the amount of rental value to be considered as part of his assessable income?

A. HKD201,000

B. HKD223,600

C. HKD240,000

D. HKD480,000

****************************************************

Answer: B
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Question 68

Why is Tasty NOT obliged to enroll David to the Mandatory Provident Fund (MPF) Scheme in 

Hong Kong?

A. David’s employment is on contract basis, therefore he is not considered a permanent 

employee and is exempted.

B. David has no right of abode in Hong Kong and is exempted as an expatriate.

C. Tasty has enrolled David in a Canadian superannuation scheme and is exempted.

D. Tasty is a Canadian company and is exempted as an overseas company.

****************************************************

Answer: C
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Question 69

What piece(s) of advice should Lily give David with respect to estate planning for himself and 

his wife?

I. To arrange for ancillary probate of the Ma Wan flat with the probate court in Canada.

II. To ensure that their respective wills comply with the Wills Ordinance in order for them to 

be enforceable in Hong Kong.

III. To make copies of their respective wills so that they have copies in Hong Kong and Can-

ada.

A. II only 

B. I & III only 

C. II & III only 

D. I, II & III 

****************************************************

Answer: C
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Question 70

Assume that relevant factors remain constant.  Which of the following actions should David take 

to help fulfill his wish in paragraph 13 of this case?

I. Appointing more than one executor for his will.

II. Changing the contingent beneficiary in his whole life policy.

III. Having joint bank and investment accounts with Nancy.

IV. Setting up an enduring power of attorney for himself.

A. II & III only

B. II & IV only

C. I, II & III only

D. I, III & IV only

****************************************************

Answer: A
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Question 71

If David passes away in Hong Kong tomorrow and because no one can find his will, he is 

deemed to be intestate, which of the following statements about the succession of his estate are 

CORRECT?

I. George is entitled to apply to the court for reasonable financial provisions from David’s 

estate.

II. Nancy, Sunny and Sandy will be entitled to share David’s personal chattels.

III. Nancy will first be entitled to a net sum of HKD500,000 from David’s residuary estate with 

interest, as well as a half of the remainder of his residuary estate.

IV. Sunny and Sandy will be entitled to share the remainder of David’s residuary estate, but 

their share will be held on statutory trusts.

A. I & II only 

B. I & III only

C. I, III & IV only

D. II, III & IV only

****************************************************

Answer: C

- End of Sample CFP Certification Examination Questions (Advanced Level Paper 2) -

- End of Sample CFP Certification Examination Questions -



Annex:
CFP® Certification





STUDY GUIDE for CFP CERTIFICATION ANNEX

Copyright © 2024 IFPHK All rights reserved ANNEX Page 3 2024

SYLLABUS
Descriptive content coverage

The below descriptive content coverage contains 87 broad topic areas for CFP® Certification Examination (Foundation Level) and CFP 

Certification Examination (Advanced Level Paper 1) and the relevant topics for Cross-Border Examination.  As the CFP Certification 

Examination (Advanced Level Paper 2) integrates the entire syllabus, no separate descriptive content coverage is provided for it.  The 

relevant examination that each of the subtopic areas is assigned to is indicated in the “Examination” column.  Users of the descriptive 

content coverage should bear in mind that:

(a) the syllabus of CFP Certification Examination (Advanced Level Paper 1) overlaps with that of CFP Certification Examination

(Foundation Level). This means that the cognitive requirement/learning outcomes as articulated in the syllabus of CFP Certifica-

tion Examination (Foundation Level) form part of the cognitive requirement/learning outcomes of CFP Certification Examination

(Advanced Level Paper 1), but NOT vice versa (please see the below diagram for a general representation).

(b) the syllabus of CFP Certification Examination (Advanced Level Paper 2) overlaps with those of CFP Certification Examination

(Advanced Level Paper 1) and CFP Certification Examination (Foundation Level). This means that the cognitive require-

ment/learning outcomes as articulated in the syllabuses of the CFP Certification Examination (Advanced Level Paper 1) and CFP 

Certification Examination (Foundation Level) form part of the cognitive requirement/learning outcomes of CFP Certification Exam-

ination (Advanced Level Paper 2), but NOT vice versa (please see the below diagram for a general representation).

(c) The below descriptive content coverage should be read together with the Examination Syllabus which provides also information 

on the topic weighting and question distribution for the Certification Examinations. 

The below descriptive content coverage also indicates the cognitive requirement for each of the detailed subtopic areas under the CFP 

Certification Examination (Foundation Level) and CFP Certification Examination (Advanced Level Paper 1).  The level of cognitive 

requirement is shown by the “ ”, “ ” or “ ” symbols.  Users should note that the highest cognitive requirement (shown by the 

“ ” symbol) applies to the CFP Certification Examination (Advanced Level Paper 2).  For the particular descriptions and verbs used

for the cognitive requirement, the following list of cognitive requirements/learning outcomes should be referred to.

Cognitive 

requirement
Description Outcome-Illustrating Verbs

Knowledge of terminology; specific facts; ways and means of dealing with specifics 
(conventions, trends and sequences, classifications and categories, criteria, method-
ology); universals and abstractions in a field (principles and generalizations, theories 
and structures).  Knowledge is (here) defined as the remembering (recalling) of ap-
propriate, previously learned information. 

defines; 
describes; 
identifies; 
lists; 

matches; 
selects;
states;

Comprehension: Grasping (understanding) the meaning of informational materi-
als. 

classifies; 
describes;

explains;
understands

Application: The use of previously learned information in new and concrete situa-
tions to solve problems that have single or best answers. 

applies;
computes; 
determines;

relates;
solves;

Analysis: The breaking down of informational materials into their component parts, 
examining (and trying to understand the organizational structure of) such information 
to develop divergent conclusions by identifying motives or causes, making inferences, 
and/or finding evidence to support generalizations.

analyzes; 
compares; 
contrasts; 
correlates;
differentiates;
discriminates;

distinguishes; 
illustrates; 
outlines; 
prioritizes;
recognizes;

Synthesis: Creatively or divergently applying prior knowledge and skills to produce 
a new or original whole. 

compiles;
develops; 

integrates;

Evaluation: Judging the value of material based on personal values/opinions, result-
ing in an end product, with a given purpose, without real right or wrong answers. 

decides;
interprets; 

judges; 
justifies;

The Institute of Financial Planners of Hong Kong may change the Syllabus – Descriptive content coverage from time to time. Should 

any discrepancy and/or inconsistency exist between the English and the Chinese versions, the English version of the Syllabus – De-

scriptive content coverage shall prevail.

 source: (Bloom) http://www.krummefamily.org/guides/bloom.html 
 Used in the “cognitive requirement” column of the descriptive content coverage 

CFP
Certification Examination

(Foundation Level)

CFP
Certification Examination

(Advanced Level 
Paper 1)

CFP
Certification Examination

(Advanced Level 
Paper 2)
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1 Step 1 of the Financial Planning Process - Establishing and defining the relationship

with a client

1 (a) Defining the scope of the engagement

Candidates should be able to:

- Understand the relevant Practice Standard FL ; P1

- Explain the importance of mutually defined principles FL ; P1

- Explain the value of the scope of engagement FL ; P1

1 (b) Communication techniques

Candidates should be able to:

- Describe communication techniques for financial planning FL ; P1

1 (c) Rules for soliciting and communicating with clients 

Candidates should be able to:

- Explain the key elements in preparing an interview with clients FL ; P1

1 (d) Disclosures to clients

Candidates should be able to:

- Explain the importance of disclosure to clients FL ; P1

1 (e) Six steps financial planning process

Candidates should be able to:

- Relate the six steps process with relevant practice standard FL ; P1

2 Step 2 of the Financial Planning Process - Gathering client data

2 (a) Determining a client's personal and financial goals, needs and priorities

Candidates should be able to:

- Understand the relevant Practice Standard FL ; P1

- Distinguish needs and wants FL ; P1

- Understand the concept of goal prioritization FL ; P1

- Identify common goals and objectives of clients FL ; P1

- Understand the financial planning pyramid FL ; P1

- Explain how to manage clients’ expectation FL ; P1

2 (b) Obtaining quantitative information and documents

Candidates should be able to:

- List the types of information to be collected FL ; P1

- Understand how to use questions effectively FL ; P1

2 (c) The client's unstated needs/non-financial needs

Candidates should be able to:

- Explain the importance of understanding clients’ unstated needs/ non-

financial needs FL ; P1

- List common unstated needs/non-financial needs FL ; P1

2 (d) Storage and maintenance of client’s data

Candidates should be able to:

- Describe the appropriate ways to handle client’s data FL ; P1

3 Step 3 of the Financial Planning Process - Analyzing and evaluating the client’s 

financial status

3 (a) Client’s background and client’s financial status

Candidates should be able to:

- Understand the relevant Practice standard FL ; P1

- Analyze the relationship between financial needs and the life cycle FL ; P1

- Analyze the effects of the economic and financial environment on financial 

status analysis FL ; P1

3 (b) Analyzing and evaluating client's information

Candidates should be able to:

- Outline the relationship among financial documents and money management FL ; P1

- Outline the relationship between financial status analysis and various 

planning needs FL ; P1

4 Step 4 of the Financial Planning Process - Developing and presenting the financial 

planning recommendations

4 (a) Identifying and evaluating financial planning alternatives

*   FL – FOUNDATION LEVEL
P1 – ADVANCED LEVEL PAPER 1
P2 – ADVANCED LEVEL PAPER 2
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Candidates should be able to:

- Understand the relevant Practice Standard FL ; P1

- Explain the importance of identifying and evaluating financial planning 

alternatives FL ; P1

4 (b) Developing the financial planning recommendations

Candidates should be able to:

- Describe major steps and concerns in developing recommendations for 

various planning areas  FL ; P1

- Describe the procedures in forming asset allocation strategies FL ; P1

- Explain the concept of complementary portfolio FL ; P1

- Describe the core content and other content of the financial plan FL ; P1

4 (c) Presenting the financial planning recommendation(s)

Candidates should be able to:

- Explain the preparation work involved in presenting financial planning 

recommendation(s)  FL ; P1

5 Step 5 of the Financial Planning Process - Implementing the financial planning 

recommendations

5 (a) Agreeing on implementation responsibilities 

Candidates should be able to:

- Understand the relevant Practice Standard FL ; P1

- Explain the importance of agreeing on implementation responsibilities FL ; P1

5 (b) Selecting products and services for implementation

Candidates should be able to:

- Describe and explain the steps in selecting products and services FL ; P1

5 (c) Others

Candidates should be able to:

- Describe the issues in implementing the financial plan FL ; P1

6 Step 6 of the Financial Planning Process - Monitoring 

6 (a) Defining monitoring responsibilities

Candidates should be able to:

- Understand the relevant Practice standard FL ; P1

6 (b) Source of changes/reasons for review or revision of financial plans

Candidates should be able to:

- Describe macro-level and micro-level factors that trigger a need for plan 

revision/review FL ; P1

6 (c) Conducting and supervising a review

Candidates should be able to:

- Explain the importance of periodic review and plan monitoring  FL ; P1

6 (d) Ongoing services

Candidates should be able to:

- Describe the methods to handle disputes with clients FL ; P1

7 Regulatory requirements for AFP and CFP certificants

7 (a) Becoming AFP and CFP certificants/4Es requirements

Candidates should be able to:

- Describe the 4Es requirements of AFP and CFP Certification FL ; P1

7 (b) Proper usage of AFP and CFP Certification marks

Candidates should be able to:

- Understand the proper usage of AFP and CFP Certification marks  FL ; P1

7 (c) IFPHK’s disciplinary rules and procedures

Candidates should be able to:

- Describe IFPHK’s disciplinary rules and procedures FL ; P1

7 (d) AFP and CFP Certification renewal and ongoing certification requirements

Candidates should be able to:

- Describe the AFP and CFP Certification renewal and ongoing certification 

requirements FL; P1

8 Ethical and professional considerations in financial planning

8 (a) IFPHK’s Code of Ethics and Professional Responsibility

Candidates should be able to:

- Understand IFPHK’s Code of Ethics and Professional Responsibility and

the relevant rules FL ; P1
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8 (b) Professional liability and fiduciary duty

Candidates should be able to:

- Define “ethics” in general FL ; P1

- Explain the fiduciary duty of professionals FL ; P1

- Identify the components and objectives of professional code of ethics FL ; P1

- Understand the common professional and ethical challenges for financial

planners FL ; P1

- Describe the ways to manage conflicts of interests FL ; P1

9 Assessment of risk and client behaviour

9 (a) Risk profiling/risk tolerance

Candidates should be able to:

- Explain the functions of risk profiling FL ; P1

- Describe the characteristics of utility-based questions FL ; P1

- Describe the characteristics of psychometric measures FL ; P1

- Identify the factors that determine the effectiveness of risk tolerance 

instruments FL ; P1

- Understand the relationship between risk profile with investment portfolio FL ; P1

9 (b) Life cycle analysis

Candidates should be able to:

- Apply life cycle analysis FL ; P1

- Recognize the limitations of life cycle analysis FL ; P1

9 (c) Personal profiling

Candidates should be able to:

- Apply personal profiling FL ; P1

- Describe the ways and determinants in assessing client’s financial 

sophistication FL ; P1

9 (d) Behavioral finance

Candidates should be able to:

- Describe the general principles of behavioral finance FL ; P1

10 Financial planning for special needs

10 (a) Divorce

Candidates should be able to:

- Analyze the impact of divorce on a client’s financial plan FL ; P1

10 (b) Disabilities

Candidates should be able to:

- Analyze the impact of disabilities on a client’s financial plan FL ; P1

10 (c) Terminal illness

Candidates should be able to:

- Analyze the impact of terminal illness on a client’s financial plan FL ; P1

10 (d) Household composition

Candidates should be able to:

- Analyze how a client’s household composition may impact the financial 

plan FL ; P1

10 (e) Job changes and job loss, including severance packages

Candidates should be able to:

- Analyze how client’s job changes and job loss may impact the financial 

plan FL ; P1

10 (f) Dependant(s) with special needs

Candidates should be able to:

- Analyze how a client’s special needs may impact the financial plan FL ; P1

11 Economic environment and indicators

11 (a) Supply and demand

Candidates should be able to:

- Illustrate the concept of opportunity cost FL

- Analyze how supply and demand affect prices and quantity FL

11 (b) Inflation/deflation

Candidates should be able to:

- Explain inflation/deflation FL

- Illustrate the impact of inflation/deflation on a financial plan FL

11 (c) Interest rates/yield curves

Candidates should be able to:

- Explain interest rates FL
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- Illustrate the impact of interest rates on a financial plan FL

- Compare effective annual rate and annual percentage rate FL

11 (d) Monetary and fiscal policies

Candidates should be able to:

- Explain monetary and fiscal policies FL

- Illustrate the impact of monetary and fiscal policies on a financial plan FL

11 (e) Business cycles

Candidates should be able to:

- Explain business cycles FL

- Illustrate the impact of business cycles on a financial plan FL

11 (f) Leading, lagging and coincident indicators

Candidates should be able to:

- Describe common leading, lagging and coincident indicators FL

- Illustrate the impact of leading, lagging and coincident indicators on a 

financial plan FL

11 (g) Stock and bond market indexes

Candidates should be able to:

- Describe common stock and bond market indexes FL

- Illustrate the impact of market indexes on a financial plan FL

11 (h) Operation of financial markets

Candidates should be able to:

- Describe the operation of financial markets FL

- List major exchanges and stock market indices FL

11 (i) Other macroeconomic factors

Candidates should be able to:

- Explain other economic factors including GDP, unemployment rate, 

population demographics, price level FL

- Illustrate the impact of these macroeconomic factors on a financial plan FL

12 Calculate and interpret the time value of money

12 (a) Present values

Candidates should be able to:

- Compute the present value of a future payment FL ; P1

12 (b) Future values and compound interest

Candidates should be able to:

- Compute the future value of money invested at a given interest rate FL ; P1

12 (c) Perpetuities, annuities and multiple cash flows

Candidates should be able to:

- Compute the present and future values of streams of cash payments FL ; P1

- Differentiate between an annuity and a perpetuity FL ; P1

- Compute the interest rate implied by a present/future value FL ; P1

12 (d) Inflation and time value of money

Candidates should be able to:

- Differentiate between real and nominal cash flows FL ; P1

- Differentiate between real and nominal interest rate FL ; P1

12 (e) Effective interest rate

Candidates should be able to:

- Compute effective interest rate FL ; P1

12 (f) Timeline construction

Candidates should be able to:

- Illustrate client’s financial situation through timeline construction FL ; P1

12 (g) Loan amortization

Candidates should be able to:

- Illustrate understanding of the time value of money through loan 

amortization calculations FL ; P1

12 (h) Discounted Cash Flow

Candidates should be able to:

- Understand basic discounted cash flows concepts including net present

value, internal rate of return, modified rate of return and payback period FL ; P1

- Apply discounted cash flow analysis in investment decision process for

standalone projects FL ; P1

- Apply discounted cash flow analysis in investment decision process for 

mutually exclusive projects with differences in timing of cashflows, scales 

and/or lives FL ; P1
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- Apply breakeven analysis for investment and financing decisions FL ; P1

13 Asset valuation for financial planning functions

13 (a) Overview of asset valuation for financial planning functions

Candidates should be able to:

- Analyze the main financial statements of a corporation including balance 

sheet, profit and loss statement and cash flow statement FL ; P1

13 (b) Ratio analysis

Candidates should be able to:

- Prepare various corporate financial ratios analysis based on information 

provided in financial statements FL ; P1

13 (c) Valuation principle

Candidates should be able to:

- Apply cost and benefit analysis FL ; P1

- Explain competitive market and market price FL ; P1

- Explain opportunity cost FL ; P1

- Explain the concept of arbitrage and the Law of One Price FL ; P1

13 (d) Financing asset acquisitions

Candidates should be able to:

- Determine a client’s home affordability FL ; P1

- Compare different types of mortgages FL ; P1

- Explain mortgage selection process FL ; P1

- Compute refinancing cost FL ; P1

- Compare cost in home purchase and home rental FL ; P1

14 Forms of business ownership in Hong Kong

14 (a) Sole proprietorship

Candidates should be able to:

- Define sole proprietorship FL ; P1

14 (b) Overview of the law of partnerships and related legislation

Candidates should be able to:

- Describe the nature and formation of partnership FL ; P1

- Describe the nature of powers and liability of partners FL ; P1

- Describe briefly how partnerships may be terminated FL ; P1

- Define limited partnerships FL ; P1

- Describe the application of general partnership law to limited partnerships FL ; P1

14 (c) Overview of the law on companies and related legislation

Candidates should be able to:

- Describe the nature and formation of a company FL ; P1

- Describe the nature of powers and liability of a company FL ; P1

- Describe the officers of a company FL ; P1

- Describe the Memorandum and Articles of Association of a company FL ; P1

- Describe briefly the main distinctions between private and public 

companies FL ; P1

- Describe briefly how companies may be dissolved FL ; P1

15 Ways of taking title to property (embedded in 85)

16 Legal aspects of financial planning

16 (a) Overview of the law on the protection of personal data and related legislation 

Candidates should be able to:

- Define “personal data”, “data user” and “data subject” FL ; P1

- Describe the scope of the legislation and the broad categories of

exemptions FL ; P1

- Describe the details of the data protection principles FL ; P1

- Describe the rules on the use of personal data in direct marketing FL ; P1

- Describe the general offences and compensation FL ; P1

16 (b) Overview of guidelines that govern money laundering and related legislation

Candidates should be able to:

- Describe the purposes of the two main anti-money laundering Ordinances 

in Hong Kong : Drug Trafficking (Recovery of Proceeds) Ordinance 

(Chapter 405 of the Laws of Hong Kong); Organized and Serious Crimes 

Ordinance (Chapter 455 of the Laws of Hong Kong) FL ; P1

- Describe briefly the main provisions of anti-money laundering guidelines FL ; P1
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applicable to the financial services industry

16 (c) Overview of the law on prevention of bribery and related legislation

Candidates should be able to:

- Define “bribery” and “corruption” FL ; P1

- Describe the main corruption offences FL ; P1

17 Budgeting

17 (a) Discretionary income versus non-discretionary income

Candidates should be able to:

- Illustrate discretionary income and non-discretionary income FL ; P1

17 (b) Financing and saving strategies

Candidates should be able to:

- Outline how a budget is a necessary element of sound financial planning FL ; P1

- Prepare and implement a budget FL ; P1

- Compute savings needed to achieve financial goals FL ; P1

17 (c) Emergency Fund

Candidates should be able to:

- Analyze the amount of emergency fund needed by a client FL ; P1

17 (d) Financial management concepts

Candidates should be able to:

- Describe ways to manage short term cash needs FL ; P1

- Describe long term investment decision making FL ; P1

- Describe long term financing decision making FL ; P1

- Describe cash budgeting and analyze a corporate financial health based

on its cash budget FL ; P1

- Describe liquidity management and analyze a corporate financial health 

based on its liquidity FL ; P1

18 Personal use-asset management

18 (a) Balance sheet (statement of financial position)

Candidates should be able to:

- Distinguish personal balance sheets from corporate balance sheets FL ; P1

- Develop a personal balance sheet FL ; P1

- Compute financial ratios including debt ratio, debt to total assets ratio,

debt to income ratio, solvency ratio, investment assets to net worth ratio, 

current ratio, liquidity ratio, debt-payment ratio and savings ratio FL ; P1

- Evaluate a person’s financial position based on the balance sheet FL ; P1

18 (b) Cash flow statement

Candidates should be able to:

- Distinguish personal cash flow statements from corporate cash flow 

statements FL ; P1

- Develop a personal cash flow statement FL ; P1

- Evaluate a person’s financial position based on the cash flow statement FL ; P1

- Apply consumption smoothing to determine the optimal level of 

consumption FL ; P1

18 (c) Income statement

Candidates should be able to:

- Distinguish personal income statements from corporate income 

statements FL ; P1

- Distinguish accounting and economic earnings; free cash flow versus

accrual-based income FL ; P1

- Define the ‘flow’ and ‘stock’ concepts FL ; P1

- Describe the estimation of status quo projections FL ; P1

- Develop an income statement FL ; P1

19 Principles of insurance

19 (a) Risk handling methods

Candidates should be able to:

- Understand the term “risk management”  FL

- Explain the four broad risk handling techniques: Avoidance, Reduction, 

Retention and Transfer  FL

- Match appropriate risk management techniques with broad categories of 

risk according to its severity and frequency FL

- Describe the process in determining risk management and insurance FL
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planning objectives

- Describe the steps in personal risk management FL

- Explain insurance as risk management tools / insurance mechanism FL

- Understand the definition and types of insurance FL

- Recommend appropriate risk management techniques as part of risk 

management P1

19 (b) Definition of risk

Candidates should be able to:

- Explain the meaning of the term “risks” FL

19 (c) Types of risk

Candidates should be able to:

- List the types of pure risks FL

- Define and classify risks: Financial versus non-financial; dynamic versus 

static; fundamental versus particular; speculative versus pure FL

19 (d) Moral hazard/Morale hazard/Physical hazard/Adverse selection

Candidates should be able to:

- Distinguish among the terms risk, peril and hazard FL

- Distinguish between the different classes of hazards including moral 

hazard, morale hazard, physical hazard and legal hazard FL

- Explain insurable risk FL

- Explain adverse selection FL

- Outline the concept of risk assessment as they apply specifically to 

general insurance policies P1

19 (e) Insurance company operation

Candidates should be able to:

- Compare and contrast major types of insurance business FL

- Identify the core functions of insurance companies such as ratemaking, 

underwriting and reinsurance FL

- List the common classifications of private insurers according to the type of

insurance they sell FL

- List common classifications of private insurers according to their legal form 

of ownership FL

- List common classifications of private insurers according to their marketing 

system FL

20 Identification of life, health, homeowners, auto and other property and liability risk 

exposures

20 (a) Personal risk exposure

Candidates should be able to:

- Understand the term “personal risk” FL

- Describe the perils that give rise to personal risk including death, 

superannuation, sickness/disability and unemployment FL

- Describe personal risk arising from different perils including premature 

death , superannuation, sickness/disability and unemployment FL

- Explain the human life value concept FL

- Describe the process of needs analysis in the context of insurance FL

- Identify family cash and income needs accompanied by premature death ,

superannuation, sickness/disability and unemployment FL

- Describe how various life styles affect the risk of loss from premature 

death FL

- Identify the factors that create the risks related to retirement FL

- Identify the two financial risks that arise in connection with retirement risk FL

- Identify resources available to meet various personal risks FL

- Analyze exposure to personal risk FL

- Outline the various approaches in estimating the appropriate level of life 

insurance FL

- Compute human life value FL

- Compute income needs FL

- Analyze and assess a client’s personal risk protection against exposure P1

20 (b) Property risk exposure

Candidates should be able to:

- Define property risk P1

- Identify the common perils associated with property risk P1

- Distinguish direct loss from indirect loss P1
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- Analyze and assess a client’s property risk protection against exposure P1

20 (c) Liability risk exposure

Candidates should be able to:

- Define liability risk P1

- Identify common perils associated with liability risk P1

- Analyze and assess a client’s liability risk protection against exposure P1

20 (d) Business-related risk exposure

Candidates should be able to:

- Identify common business-related risk P1

- Identify common perils associated with business-related risk P1

21 Legal aspects of insurance

21 (a) Basic parts of an insurance contract

Candidates should be able to:

- List the basic elements of an enforceable contract including Offer & 
Acceptance, Consideration, Legal Object, Competent Parties and Legal 
Form FL

- Identify the basic parts of an insurance contracts FL

- Describe the elements of an enforceable insurance contract P1

- Distinguish between void and voidable insurance contract P1

- Describe the role of insurance agent in the creation of an insurance 
contract P1

- Illustrate express authority, implied authority and apparent authority 
granted to an insurance agent in the creation of an insurance contract P1

21 (b) Definition of the “insured”

Candidates should be able to:

- Identify the “insured” in different insurance contracts     FL

- Distinguish between the person insured and the policy holder FL

21 (c) Principles of insurance contract

Candidates should be able to:

- Describe the special legal characteristics of insurance contracts, including: 
Principle Of Indemnity, Personal Contract, Unilateral Contract, Conditional 
Contract, Contract Of Adhesion, Aleatory Contract, Contract Of Utmost 
Good Faith   FL

- Explain the importance of the principle of indemnity P1

- Illustrate enforcement of the principle of indemnity in insurance contracts 
through the doctrine of insurable interest, the concept of actual cash 
value, other insurance and subrogation P1

- Illustrate the legal doctrines of utmost good faith, misrepresentation, 
warranty and concealment P1

- Illustrate the legal doctrines waiver and estoppel P1

22 Insurance industry regulation

22 (a) Regulatory framework of the insurance industry

Candidates should be able to:

- Describe the framework of the Hong Kong insurance industry: Insurance 
Authority, Hong Kong Federation of Insurers FL

22 (b) Legislation, codes and standards relevant to the local insurance industry 

Candidates should be able to:

- Describe Insurance Ordinance (Chapter 41 of the Laws of Hong Kong)   FL

- Describe the main functions of the Insurance Authority FL

- Describe the broad requirements for the authorization of insurers FL

- Describe briefly the powers of intervention of the Insurance Authority FL

- Describe the codes applicable to insurance practitioners: the Code of 
Conduct for Insurers and the Code of Practice for the Administration of 
insurance agents FL

22 (c) Insurance claims

Candidates should be able to:

- Understand the claims process regarding general insurance policies FL

- Describe role and functions of Insurance Complaints Bureau   FL

22 (d) Other issues relevant to the insurance industry

Candidates should be able to:

- Describe the issues regarding equal opportunities, insurance fraud,
money laundering, terrorist financing and corruption FL

22 (e) Licensing of insurance intermediaries

Candidates should be able to:
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- Describe and distinguish roles and responsibilities of insurances agents 
and brokers   FL

- Describe “minimum requirements” specified for insurance brokers   FL

23 Property and liability policy analysis

23 (a) Combined comprehensive or package policies

Candidates should be able to:

- understand the concept of package policy insurance and household 
insurance P1

- Explain Homeowner Insurance and its contract features P1

- Explain Domestic Helper Insurance and its contract features P1

23 (b) Property insurance

Candidates should be able to:

- describe the concept and common types of property insurance offered in 
Hong Kong P1

- Illustrate the concept of pro rata condition of average P1

- Compute property and liability needs P1

23 (c) Liability insurance

Candidates should be able to:

- define negligence, giving the requirements to support a claim of 
negligence P1

- explain what is meant by vicarious liability P1

- identify and describe the types of damages that may be awarded to an 
injured part and explain how each is determined P1

- explain the defenses to negligence P1

- apply the law of negligence to specific fact situations P1

- describe the concept of liability insurance P1

- explain the various type of commercial liability insurance available in Hong 
Kong including Employers’ Liability Insurance, Products Liability 
Insurance, Professional Indemnity Insurance, Public Liability Insurance 
and Commercial Combined Policies P1

- explain the concept of Motor Insurance and the provisions common to 
these policies, including Private Vehicle Insurance, Motor Cycle Insurance 
and Commercial Vehicle Insurance in Hong Kong P1

- list risk factors under Motor Insurance and define risk classifications P1

- describe claims management of Motor Insurance P1

23 (d) Pecuniary insurance

Candidates should be able to:

- Distinguish between pecuniary insurance and property insurance P1

- Illustrate various types of pecuniary insurance including Fire Business 
Interruption Insurance, Fidelity Guarantee Insurance and Bonds P1

23 (e) Common policy exceptions and conditions 

Candidates should be able to:

- Illustrate the common policy exceptions and conditions in property and 
liability insurance policies P1

23 (f) General, specific and market exclusions

Candidates should be able to:

- Illustrate the general, specific and market exclusions in property and 
liability insurance policies P1

23 (g) Use of excesses, deductibles and franchises

Candidates should be able to:

- Illustrate the use of excesses, deductibles and franchises in property and 
liability insurance policies P1

23 (h) Subrogation

Candidates should be able to:

- Illustrate the concept of subrogation in the context of property and liability 
insurance policies P1

24 Policy analysis

24 (a) Policy wordings, policy terms and conditions, premium

Candidates should be able to:

- describe the general wordings and terms used in insurance policies in 
Hong Kong P1

24 (b) Others: Travel insurance

Candidates should be able to:

- define travel insurance and the common types of insurance combined in 
the package FL
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- describe the characteristics of travel insurance FL

24 (c) Underwriting process in general insurance

Candidates should be able to:

- understand the process of underwriting as it applies specifically to general 
insurance policies P1

24 (d) Renewal and cancellation of insurance contract

Candidates should be able to:

- understand the renewals and cancellations as to general insurance 
policies P1

25 Life insurance policy analysis 

25 (a) Types of life insurance

Candidates should be able to:

- Describe the characteristics of different types of insurance polices 
including Term Life, Whole Life, Universal Life, Adjustable Life, Variable 
Life/Investment Linked policies FL

- Describe types of Investment-Linked policy, their characteristics and
contractual features P1

- Describe types of Investment-Linked funds P1

- Analyze in general the circumstances in which each of the different forms 
of insurance policies shall be applied P1

- Outline how cash value arises in some life insurance contracts P1

- Outline various special life insurance forms P1

- Judge the circumstances in which each of the specialized forms may be 
used P1

25 (b) Amount of protection needed (See 20(a))

Candidates should be able to:

- Illustrate the risk management decision in determining the amount of 
protection needed P1

25 (c) Life insurance contractual provisions

Candidates should be able to:

- Describe the general provisions of life insurance contracts including Entire 
Contract Clause, Ownership Clause, Beneficiary Clause, Collateral 
Assignment, Incontestable Clause, Misstatement of Age Clause, Grace
Period, Reinstatement, Suicide Clause, Aviation Exclusions and War
Clause FL

- Describe different types of settlement option including interest option, 
installments option ( fixed period and fixed amount), life income options, 
Straight Life income, Life income with Period Certain, Life Income with 
Refund and Joint and Survivor Income FL

- Describe different types of on-forfeiture option including Cash Options,
Paid Up Reduced Amount, Extended Term Insurance, Policy Loan 
Provisions and Automatic Premium Load FL

- Explain dividend option FL

- Explain Common Disaster Clause and the Spendthrift Clause FL

- Evaluate the various contractual provisions in different circumstances P1

25 (d) Policy riders

Candidates should be able to:

- Explain Disability Benefit Riders including Waiver of Premium and 
Disability Income Benefit FL

- Explain Accident Benefit Riders including Accidental Death and
Dismemberment Rider and Other Accident Benefits FL

- Explain Accelerated Death Benefit Riders including Critical illness Benefit, 
Dread Disease Benefit and Long-Term Care Benefit FL

- Explain Medical Benefit Riders including Basic Plan, Optional Medical 
Plan and Major Exclusions FL

- Explain Insurability Benefit Riders FL

- Explain Inflationary Adjustment Benefit Riders FL

- Evaluate the various policy riders in different circumstances P1

25 (e) Beneficiary designation

Candidates should be able to:

- Define the term “beneficiary” and describe the types of beneficiaries in an 
insurance context FL

25 (f) Actuarial basis of Life insurance 

Candidates should be able to:

- Define different types of premiums FL

- Outline the major factors that are used in computing life insurance rates
and how each enters into the computation P1
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- Distinguish between net premiums and gross premiums in life insurance P1

- Compute net premiums and gross premiums in various type of life 
insurance policies P1

- Outline the net single premium and illustrate the way it is computed P1

- Outline the net level premium and illustrate the way it is computed P1

- Outline the policy reserve on life insurance policies P1

- Distinguish between benefit-certain life insurance contracts and benefit-
uncertain contracts P1

25 (g) Suitability of policy

Candidates should be able to:

- Outline the determinants in life insurance policies comparison P1

- Analyze the suitability of life insurance policies in different situations P1

26 Annuity policy analysis

26 (a) Types of annuities

Candidates should be able to:

- explain general nature of annuities FL

- Define general classes of annuities including Individual, Group, Fixed-
dollar, Variable, Immediate, Deferred, Single-Premium, Installment, Single 
Life, Joint Life, Pure Life and Period Certain annuities FL

- Outline the various classes of specialized annuities including Single 
Premium Deferred, Market-Value-Adjusted, Two-Tier, Equity-Indexed, 
Reversionary (Survivorship) and Variable Annuities P1

- Distinguish the characteristics between various classes of annuities P1

26 (b) Premium calculation for annuity

Candidates should be able to:

- Outline how the net premium for an annuity is computed P1

26 (c) Managing retirement risk with annuities

Candidates should be able to:

- Explain the manner in which annuities can help deal with retirement risk FL

- Distinguish between various distribution options including Capital 
Retention, Capital Liquidation, Variable annuity, Variable Distribution 
under Non variable Annuities and Single or Joint Life Annuity P1

27 Health insurance policy analysis

Candidates should be able to:

- Distinguish between health insurance as general insurance and long-term 
insurance health benefit riders FL

- Explain the concept of health insurance as general insurance FL

- Compute needs for medical insurance FL

- Compute needs for disability protection FL

27 (a) Medical insurance

Candidates should be able to:

- Define Medical Insurance and list the common types of Medical Insurance 
including Hospitalization, Surgical, Physician’s Expenses and Major 
Medical Policies FL

27 (b) Personal accident and sickness

Candidates should be able to:

- Describe Personal Accident Insurance FL

27 (c) Disability income insurance

Candidates should be able to:

- Describe Disability Income Insurance FL

27 (d) Long Term Care insurance

Candidates should be able to:

- Describe Long Term Care Insurance FL

28 Taxation of insurance products (deleted)

29 Selecting Insurance Companies and Agencies

29 (a) Financial strength

Candidates should be able to:

- Explain the ways in which a consumer can determine the financial 
strength of a life insurer    FL

29 (b) Ratings

Candidates should be able to:

- Explain and Compare the available ratings    FL
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29 (c) Types of policies available

Candidates should be able to:

- Explain the significance of the types of polices available as a determining 
factor for insurance company selection  FL

29 (d) Cost comparison

Candidates should be able to:

- Identify the different cost comparison methods  FL

30 Client Assessment (embedded under other topics)

31 Marketability/liquidity (embedded under other topics)

32 Types of investment risks

32 (a) Inflation/purchasing power risk

Candidates should be able to:

- Describe the inflation/purchasing power risk faced by clients FL

32 (b) Interest rate risk

Candidates should be able to:

- Define interest rate risk FL

- Describe the determinants of interest rate risk and explain how each 

determinant affect interest rate risk FL

- Outline interest rate swap as a means of managing interest rate risk P1

32 (c) Market/systematic/non-diversifiable risk

Candidates should be able to:

- Define market risk (systematic risk/nondiversifiable risk) FL

32 (d) Business risk

Candidates should be able to:

- Define business risk FL

32 (e) Liquidity and marketability risk

Candidates should be able to:

- Define liquidity and marketability risk FL

32 (f) Reinvestment risk

Candidates should be able to:

- Define reinvestment risk FL

32 (g) Political risk

Candidates should be able to:

- Define political risk FL

32 (h) Exchange rate risk

Candidates should be able to:

- Define exchange rate risk FL

32 (i) Specific/non-systematic/diversifiable risk

Candidates should be able to:

- Define firm-specific risk (nonsystematic risk/diversifiable risk) FL

33 Measurement of risk

33 (a) Different ways of risk measurement

Candidates should be able to:

- Define variance and standard deviation as a measurement of risk FL

33 (b) Risk calculations

Candidates should be able to:

- Compute variance and standard deviation P1

- Define and compute degree of risk aversion P1

- Compute portfolio variance P1

34 Influence of time on investment risk

34 (a) Bond duration

Candidates should be able to:

- Define duration and explain how duration help measuring interest rate 

sensitivity FL

- Identify the determinants of duration and describe how each determinants 

affect duration FL

- Distinguish duration and modified duration FL

- Compute the duration and modified duration of bonds P1

- Outline the features of a bond that affect the sensitivity of its price to P1
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interest rate

34 (b) Convexity

Candidates should be able to:

- Outline convexity as a measurement of interest rate sensitivity P1

- Compare convexity with duration P1

35 Government regulation of securities and markets

35 (a) The regulatory framework of the securities market

Candidates should be able to:

- Describe the major functions and objectives of Hong Kong Exchange and 

Clearing Limited (and its subsidiaries) and its formation FL ; P1

- Describe the role played by the Hong Kong Mortgage Corporation Limited FL ; P1

35 (b) Overview of the Securities and Futures Ordinance (Chapter 571 of the Laws of Hong 

Kong)

Candidates should be able to:

- Describe the main functions and regulatory objectives of Hong Kong 

Securities and Futures Commission FL ; P1

- Describe the main provisions on the disclosure of interests in securities 

under Part XV of the Securities and Futures Ordinance FL ; P1

- Describe the main types of market misconduct by securities intermediaries 

in Hong Kong FL ; P1

- Describe the main rules on the protection of client assets from 

mishandling by securities intermediaries and the rules on keeping of 

clients’ records FL ; P1

- Describe briefly the regime on investor protection and compensation FL ; P1

35 (c) The regulatory framework of the banking industry

Candidates should be able to:

- Describe the banking system in Hong Kong FL ; P1

- Describe the functions of Hong Kong Monetary Authority FL ; P1

35 (d) Licensing of securities intermediaries by the SFC and the relevant Code of Conduct

Candidates should be able to:

- Describe the types of regulated activities under the SFO FL ; P1

- Describe briefly the licensing regime for securities intermediaries FL ; P1

- Describe the general principles of the Code of Conduct for Persons 

Licensed by or Registered with the Securities and Futures Commission FL ; P1

35 (e) Licensing of Mandatory Provident Fund (MPF) intermediaries and the relevant Code 

of Conduct 

Candidates should be able to:

- Describe briefly the licensing regime for MPF intermediaries FL ; P1

- Describe the general principles of the Code of Conduct for MPF 

intermediaries FL ; P1

36 Investment vehicles

36 (a) Asset classes and their characteristics

Candidates should be able to:

- Explain the differences between major assets FL

- Compare the risks and returns of various assets classes FL

36 (b) Markets classifications and types of orders

Candidates should be able to:

- Identify the various security markets FL

- Identify different types of orders FL

- Explain the differences between major market classifications and types of 

orders FL

36 (c) Mutual funds and other investment companies

Candidates should be able to:

- Define and describe mutual funds FL

- Define and describe exchange traded funds FL

- Define net asset value P1

- Describe mutual funds according to investment style P1

- Define and describe closed-end funds, Unit Investment Trusts and Real 
Estate Investment Trusts P1

- Describe advantages and disadvantages of investing with an investment 

company rather than buying securities directly P1

- Compute the rate of return on a mutual fund P1
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- Explain the impact of expenses and turnover on mutual fund investment 

performance P1

- Outline the process in mutual fund selection P1

- Describe the common third-party evaluation on mutual funds P1

36 (d) Equity market products 

Candidates should be able to:

- Define and describe equity market instruments FL

36 (e) Fixed-income capital market products 

Candidates should be able to:

- Describe fixed-income capital market instruments including Bonds, T 

notes, T bonds and corporate bonds FL

36 (f) Money market products 

Candidates should be able to:

- Explain the difference between the money market and the capital market FL

- Define and describe major money market instruments including T-bills, 

banker’s acceptance, NCD, commercial paper and Repo FL

36 (g) Convertible securities 

Candidates should be able to:

- Define and describe Convertible securities FL

36 (h) Real assets and real estate 

Candidates should be able to:

- Define real assets and real estate P1

- Explain the risk involved in real estate investment P1

- Outline the differences and similarities in risks between investing in real 

estate and investing in a financial asset P1

36 (i) Indexes

Candidates should be able to:

- Describe the construction of stock market indexes FL

- Explain the composition of Hang Seng Index FL

36 (j) Other alternative investments

Candidates should be able to:

- Describe common types of alternative investments FL

36 (k) Human Capital

Candidates should be able to:

- Describe human capital in the context of financial planning FL

- Explain education as a medium term investment FL

- Compare and contrast different forms of investment/funding instruments in

education planning FL

- Compute education funding needs FL

37 Types and measures of investment returns

37 (a) Horizon analysis 

Candidates should be able to:

- Define return FL

37 (b) Price-earnings ratios (P/E)

Candidates should be able to:

- Describe P/E FL

- Explain how P/E varies with growth prospect FL

37 (c) Bond: The expectations theory and yield curve

Candidates should be able to:

- Explain the yield curve and the term structure of interest rate FL

- Outline the expectations hypothesis and its implication on the yield curve P1

- Compute the forward rate under the expectations theory P1

37 (d) Bond: The liquidity preference theory and the yield curve

Candidates should be able to:

- Outline the liquidity preference theory and its implication on yield curve P1

- Compute the forward rate under the liquidity preference theory P1

- Outline the expectations theory and the liquidity preference theory and 

their merged implications on the yield curve P1

37 (e) Bond: Yield to call (YTC) 

Candidates should be able to:

- Explain yield to call FL

- Outline the yield to call and explain its relationship with interest rate P1

37 (f) Bond: Yield to maturity (YTM) 
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Candidates should be able to:

- Compute yield to maturity FL

- Compute current yield FL

37 (g) Holding-period return (HPR)

Candidates should be able to:

- Explain the holding period return FL

- Compute holding period return FL

37 (h) Risk-adjusted return 

Candidates should be able to:

- Explain expected return, risk free rate, risk premium and excess return FL

- Compute expected return, risk free rate, risk premium and excess return P1

37 (i) Investment returns over multiple periods

Candidates should be able to:

- Explain arithmetic average, geometric average (time-weighted) and dollar-

weight average return FL

- Compute annual percentage rates (APR) and effective annual rate (EAR) FL

- Outline the advantages/disadvantages of using arithmetic average, 

geometric average and dollar-weight average return as a measurement of 

returns P1

37 (j) Expected vs required return, nominal vs real, realized return, after tax return

Candidates should be able to:

- Explain nominal interest rate, real interest rate and their relationship with

inflation (the Fisher equation) FL

- Compute nominal interest rate and real interest rate FL

38 Bond and stock valuation methods

38 (a) Bond valuation

Candidates should be able to:

- Explain the concept of bonds and the related terms including face value, 

coupon rate, zero coupon bond, callable bonds, convertible bonds, 

puttable bonds, floating rate bonds FL

- Compute a bond’s price given its yield to maturity, coupon and par value FL

- Outline the relationship between a bond’s price, yield to maturity, coupon 

and par value FL

- Describe Reverse floaters, asset-backed bonds, pay-in-kind bonds, 

catastrophe bonds and indexed bonds FL

- Compute how bond price will change over time for a given interest rate 

projection FL

- Identify the factors that are likely to affect the shape of the yield curve at 

any time FL

38 (b) Default risk, bond rating and bond pricing 

Candidates should be able to:

- Define investment grade bond and speculative grade (junk) bond FL

- Identify the determinants of bond safety and ratings FL

- Explain how call, convertibility, and sinking fund provisions will affect a

bond’s equilibrium yield to maturity FL

- Explain the relationship between default risk and yield to maturity FL

38 (c) Stock valuation

Candidates should be able to:

- Describe different models in stock valuation FL

- Define and compute intrinsic value of a share of stock FL

- Compute the price of a share of preferred stock FL

- Compute stock prices based on different pricing models P1

- Apply P/E analysis in stock valuation P1

39 Portfolio performance measurement

39 (a) Choosing the right measure of risk

Candidates should be able to:

- Determine the appropriate measure of risk and performance valuation P1

39 (b) Comparison groups

Candidates should be able to:

- Outline performance evaluation under comparison groups P1

39 (c) Jensen measure

Candidates should be able to:
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- Outline the Jensen measure as a performance evaluation tool P1

- Compute the Jensen measure of a portfolio P1

- Evaluate performance of a portfolio based on Jensen measure P1

39 (d) Sharpe measure

Candidates should be able to:

- Outline the Sharpe measure as a performance evaluation tool P1

- Compute the Sharpe measure of a portfolio P1

- Evaluate performance of a portfolio based on Sharpe measure P1

39 (e) Treynor measure

Candidates should be able to:

- Outline the Treynor measure as a performance evaluation tool P1

- Compute the Treynor measure of a portfolio P1

- Evaluate performance of a portfolio based on Treynor measure P1

39 (f) M2 and T2 measure

- Describe M2 and T2 measure as a performance evaluation tool P1

- Compute M2 and T2 measure of a portfolio P1

- Evaluate performance of a portfolio based on M2 and T2 measure P1

39 (g) Performance attribution

Candidates should be able to:

- Decompose excess returns into components attributable to the asset

allocation choices versus security selection choices P1

40 Formula investing

40 (a) Dollar-cost averaging

Candidates should be able to:

- Explain dollar-cost averaging P1

40 (b) Dividend reinvestment

Candidates should be able to:

- Explain dividend reinvestment P1

40 (c) Technical analysis

Candidates should be able to:

- Describe major technical indicators FL

- Explain charting FL

41 “Active” and “passive” strategies

Candidates should be able to:

- Explain briefly major investment planning strategies including active 

investment strategy, passive investment strategy, market timing, security 

selection, strategic asset allocation and tactical asset allocation FL

41 (a) Market timing

Candidates should be able to:

- Describe the concept of market timing P1

41 (b) General concept of active management

Candidates should be able to:

- Explain objectives of active portfolio management P1

- Define active bond management P1

- Describe the choices to be made in an actively managed bond portfolio P1

- Describe the four types of bond swaps P1

41 (c) General concept of passive management

Candidates should be able to:

- Describe passive bond management P1

- Define immunization P1

- Describe fixed-income immunization strategies for various investment 

horizon P1

- illustrate rebalancing, cash flow matching and dedication in immunization P1

- Explain contingent immunization P1

42 Leverage and use of borrowed funds for investing

42 (a) Margin trading

Candidates should be able to:

- Explain the mechanics and investment implications of buying on margin FL

42 (b) Short selling

Candidates should be able to:

- Explain the mechanics and investment implications of short selling FL
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43 Hedging and options strategies

43 (a) Hedge ratios and the Black-Scholes formula

Candidates should be able to:

- Describe the Black Scholes valuation of an option FL

- Describe the hedge ratio of an option FL

43 (b) Arbitrage and hedge using options

Candidates should be able to:

- Compute the profit or loss on investment in options and future contracts FL

43 (c) Types and characteristics of option contract

Candidates should be able to:

- Define options FL

- Describe different types of option contracts FL

- Describe optionlike securities, including callable bond, convertible 

securities, warrants, collateralized loans, levered equity and debts FL

43 (d) Option strategies 

Candidates should be able to:

- Describe common option strategies FL

43 (e) Other hedging strategies

Candidates should be able to:

- Describe other common hedging strategies FL

43 (f) Options valuation

Candidates should be able to:

- Outline the features of an option that affect its market value P1

- Explain the possible outcomes of early exercise of an option P1

- Compute an option value in a two-scenario model of the economy P1

- Compute the proper relationship between call and put prices (put-call 

parity) P1

43 (g) Futures

Candidates should be able to:

- Explain the concept of futures contract P1

- Describe the mechanics of trading in the futures markets P1

- Explain futures hedging P1

- Outline spot-future parity and compute future prices P1

44 Asset allocation: active and passive

44 (a) Asset allocation and security selection

Candidates should be able to:

- Outline the correlation between the returns of the assets in portfolio P1

- Compute covariance P1

- Compute correlation coefficient P1

- Outline investment opportunity set P1

- Outline the relationship between correlation coefficient and the shape of 

investment opportunity set P1

- Distinguish between active and passive policies P1

44 (b) Risk tolerance and asset allocation

Candidates should be able to:

- Outline the relationship between risk tolerance of an investor and its 

portfolio choice on the CAL P1

44 (c) The Capital Allocation Line (CAL)

Candidates should be able to:

- Outline the concept of risk-free assets P1

- Outline the concept of Capital Allocation Line P1

- Describe the assumptions of CAL P1

- Compute the slope of CAL and explain its implication P1

- Outline the opportunity set with different borrowing and lending rate P1

- Explain efficient frontier P1

- Determine the optimal risky portfolio and the determination of CAL P1

- Outline the separation property of portfolio choice P1

- Define mutual fund theorem P1

44 (d) The Capital Market Line (CML)

Candidates should be able to:

- Outline the Capital Market Line and its relationship with CAL P1

- Outline Indexing as a passive strategy P1
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- Outline the challenges related to asset allocation strategies and performance P1

44 (e) The fallacy of time diversification

Candidates should be able to:

- Explain the fallacy of time diversification P1

44 (f) The mean-variance criterion

Candidates should be able to:

- Outline mean-variance criterion P1

45 Pricing models

45 (a) Capital Asset Pricing Model (CAPM)

Candidates should be able to:

- Outline the assumption underlying basic CAPM model P1

- Outline the implications under basic CAPM model P1

- Outline the index model P1

45 (b) Multi-factor Asset Pricing Model (APM)

Candidates should be able to:

- Describe the factor model and the index model P1

45 (c) Security Characteristic Line (SCL)

Candidates should be able to:

- Describe the SCL P1

45 (d) Security Market Line (SML)

Candidates should be able to:

- Describe the use of the security market line P1

- Explain the differences between the SML from the CML P1

45 (e) Dividend Discount Models (DDM)

Candidates should be able to:

- Describe the DDM P1

45 (f) Life cycles and Multi-stage Growth Models

Candidates should be able to:

- Describe the multi-stage growth model P1

45 (g) The Constant Growth Dividend Discount Model  

Candidates should be able to:

- Describe the Constant Growth DDM P1

- Describe the relationship between plowback ratio, dividend payout ratio, 

growth rate and the intrinsic value of a share of stock P1

46 Efficient market hypothesis (EMH)

46 (a) Evidence and implications of semi-strong form EMH

Candidates should be able to:

- Outline the semi-strong form efficient market hypotheses P1

- Outline the tests on semi-strong form market efficiency P1

46 (b) Evidence and implications of strong form EMH

Candidates should be able to:

- Define strong form efficient market hypotheses P1

- Describe the efficient market hypotheses P1

- Identify and explain the tests on strong from market efficiency P1

46 (c) Evidence and implications of weak form EMH

Candidates should be able to:

- Define weak form efficient market hypotheses P1

- Identify and explain the tests on weak form market efficiency P1

46 (d) Portfolio management in an efficient market

Candidates should be able to:

- Explain the implications of EMH on various forms of portfolio management P1

46 (e) Random walks and the EMH

Candidates should be able to:

- Define random walk P1

47 Investment vehicles match to client

47 (a) Investment decisions

Candidates should be able to:

- Explain the importance of investment planning FL

47 (b) Investment planning strategies

Candidates should be able to:
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- Outline the common misconceptions about investment strategies FL

- Develop investment planning strategies to meet client’s needs P1

47 (c) Investment policies

Candidates should be able to:

- Outline the concept of investment policies FL

47 (d) Investment process

Candidates should be able to:

- Illustrates steps in the investment process FL

- Develop and recommend portfolio to match clients’ goal and risk tolerance P1

47 (e) Investor constraints

Candidates should be able to:

- Outline the common investor constraints FL

47 (f) Investors and objectives

Candidates should be able to:

- Outline the common objectives in personal financial planning FL

- Identify goals and objectives of clients P1

47 (g) Monitoring and revising investment portfolios

Candidates should be able to:

- Outline the role of investment planning in personal financial planning FL

47 (h) Investment policy statements 

Candidates should be able to:

- Explain the reasons for investment policy statement FL

- Describe the major parts of an investment policy statement FL

- Compile an investment policy statement P1

48 Tax impact on time value analysis of investment (deleted)

49 International finance and foreign exchange

49 (a) Functions of the foreign exchange market

Candidates should be able to:

- Describe the functioning of the foreign exchange market FL

49 (b) Participants of the foreign exchange market

Candidates should be able to:

- Identify the main participants of the foreign exchange market FL

49 (c) Equilibrium conditions for prices, interest rates, and exchange rates

Candidates should be able to:

- Describe the equilibrium conditions for prices, interest rates, and 

exchange rates FL

49 (d) Forward-spot relationship

Candidates should be able to:

- Explain the relationship between forward and spot rate FL

- Compute forward/spot rate FL

49 (e) Interest rate parity condition (IRP)

Candidates should be able to:

- Describe the interest parity condition FL

- Compute predicted spot rates FL

49 (f) International Fisher Effect

Candidates should be able to:

- Describe the international Fisher effect FL

- Compute currencies prices, interest rate and exchange rate FL

49 (g) Purchasing power parity condition (PPP)

Candidates should be able to:

- Describe the purchasing power parity condition FL

- Compute currencies prices, inflation rate and exchange rate FL

49 (h) Foreign exchange rates and quotations

Candidates should be able to:

- Define and describe foreign exchange rates FL

- Describe the different types of exchange rates quotes FL

49 (i) International diversification

Candidates should be able to:

- Explain international diversification FL

50 Ethical considerations in tax planning
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50 (a) General concept of tax avoidance and tax evasion

Candidates should be able to:

- Describe general anti-avoidance provision in Hong Kong P1

51 Income tax fundamentals

51 (a) Salaries Tax: net assessable income; deductions and allowances

Candidates should be able to:

- Outline the concepts of “net assessable income, “allowable deductions”, 
and “allowances” under Salaries Tax P1

- Illustrate allowable deductions and allowances under Salaries Tax P1

51 (b) Salaries Tax: exemptions 

Candidates should be able to:

- Outline the specific exclusions from Salaries Tax P1

- Outline how a payment of overseas income tax affects the chargeability of 
an income under Salaries Tax P1

- Illustrate the 60-day rule of visit P1

51 (c) Salaries Tax: inclusion of assessable income/scope and source of income/locality of 

income

Candidates should be able to:

- Outline the determination of the sources of income under Salaries Tax P1

- Outline how non-Hong Kong source employment income is taxed P1

- Outline how income from office is taxed P1

- Outline how income from pension is taxed P1

- Outline how the income of ship and aircraft crew is assessable P1

- Outline the scope of income chargeable to Salaries Tax P1

51 (d) Salaries Tax: benefits-in-kind

Candidates should be able to:

- Outline how employee benefits are assessable under Salaries Tax P1

52 Tax compliance matters

52 (a) Assessment and payment of tax

Candidates should be able to:

- Describe in general tax administration issues in relation to returns and 

assessments (types, filing status and compliance) P1

52 (b) Taxpayers’ rights and obligations

Candidates should be able to:

- Explain briefly the rights and obligations of a taxpayer in relation tax 

administration issues P1

- Describe the tax administration of lodging objections and appeals against 

assessment P1

52 (c) Powers of Inland Revenue Department to obtain returns and information

Candidates should be able to:

- Describe the powers of Inland Revenue Department to obtain returns and

information P1

52 (d) Penalties for non-compliance 

- Explain briefly the concept of tax investigation P1

- Explain briefly the types of offences and penalties P1

53 Taxation terminology

53 (a) Overview of the Hong Kong taxation regulatory regime including common taxation 

terminology and the charging provisions of the Inland Revenue Ordinance

(Chapter 112 of the Laws of Hong Kong)

Candidates should be able to:

- Understand the Hong Kong taxation regulatory regime, common taxation

terminology and the charging provisions of the Ordinance P1

53 (b) Features of Hong Kong tax system

Candidates should be able to:

- Describe the characteristics of Hong Kong Tax system P1

- Identify the sources of law and practices affecting the levy of tax in Hong Kong P1

54 International tax planning

54 (a) Tax havens – identification, selection and users of tax havens; tax avoidance

Candidates should be able to:

- Describe the concept of tax havens and the general anti-avoidance 

legislation in Hong Kong P1



STUDY GUIDE for CFP CERTIFICATION ANNEX

Copyright © 2024 IFPHK All rights reserved ANNEX Page 24 2024

E
x

a
m

in
a

ti
o

n
*

C
ro

s
s

 B
o

rd
e

r 

E
x

a
m

in
a

ti
o

n

C
o

g
n

it
iv

e

re
q

u
ir

e
m

e
n

t

54 (b) Fundamentals of double taxation (including arrangements between the Mainland of 

China and Hong Kong) and double taxation relief

Candidates should be able to:

- Illustrate the double taxation relief with the Mainland P1

54 (c) Elements of international tax planning

Candidates should be able to:

- Understand the international dimension of tax planning P1

55 Tax calculations and special rules

55 (a) Tax calculations for Salaries Tax in Hong Kong

Candidates should be able to:

- Compute Salaries Tax payable P1

55 (b) Property tax

Candidates should be able to:

- Outline the term “owner” under Property Tax P1

- Outline how income derived from immovable property is taxed on

individuals and corporations P1

- Outline the types of income that are taxed/exempted under Property Tax P1

- Outline the treatment for irrecoverable rent under Property Tax P1

- Compute Property Tax P1

- Distinguish between the treatment of property income under Property Tax

and other types of tax P1

- Compute Property Tax payable P1

55 (c) Provisional tax

Candidates should be able to:

- Outline the concept of Provisional Tax P1

- Compute Provisional Tax P1

55 (d) Other taxes and duties in Hong Kong

Candidates should be able to:

- Overview of the Stamp Duty Ordinance (Chapter 117 of the Laws of Hong 

Kong) P1

- Describe briefly the scope of charge P1

- Describe the main exemptions and reliefs P1

- Understand that there are other taxes and duties in Hong Kong such as

rates, dutiable commodities, betting duty P1

56 Tax accounting

56 (a) Accounting periods

Candidates should be able to:

- Understand the basic concept of accounting periods in relation to the 

charge of tax P1

57 Tax characteristics of business forms

57 (a) Determination of source of profits/assessable profits

Candidates should be able to:

- Outline the scope of charge of Profits Tax P1

- Outline profits arising in or derived from Hong Kong P1

- Outline how profits are taxable in Hong Kong P1

57 (b) Allowable deductions and losses

Candidates should be able to:

- Illustrate the types of allowable deduction and losses P1

57 (c) Depreciation allowances

Candidates should be able to:

- Compute depreciation allowances applicable to motor vehicles P1

57 (d) Hong Kong agents

Candidates should be able to:

- Explain briefly the tax issues with respect to withholding tax by Hong Kong 

agents of non-residents P1

57 (e) Special form of companies: e.g. service companies

Candidates should be able to:

- Explain tax treatments of payments to service companies P1

58 Tax-related write-off concepts (deleted)

59 Tax management and planning techniques
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59 (a) Personal Assessment

Candidates should be able to:

- Explain the concept of Personal Assessment P1

59 (b) Joint Assessment

Candidates should be able to:

- Explain the concept of Joint Assessment P1

59 (c) Deferral of income

Candidates should be able to:

- Explain the concept of deferral of income P1

59 (d) Advance Rulings

Candidates should be able to:

- Explain the concept of Advance Rulings P1

59 (e) Tax planning basics

Candidates should be able to:

- Explain the importance of tax planning P1

- Outline basic tax planning principles applicable in HK P1

- Outline basic tax planning strategies applicable in HK P1

- Identify possible tax planning opportunities and issues to a client P1

60 Non-taxable transactions

60 (a) Relief

Candidates should be able to:

- Describe briefly the general tax reliefs P1

60 (b) Non-taxable transactions

Candidates should be able to:

- Describe briefly the non-taxation transactions P1

60 (c) Exempted organizations

Candidates should be able to:

- Define briefly the organizations exempted from tax P1

61 Interest and penalty taxes and other charges (embedded under other topics)

62 Tax pitfalls (embedded under other topics)

63 Social Benefits

63 (a) Basic principles and characteristics of social insurance

Candidates should be able to:

- Distinguish the concept of social insurance from the concept of private
insurance P1

63 (b) Different social welfare schemes in Hong Kong

Candidates should be able to:

- Outline the social security system in Hong Kong including the 
Comprehensive Social Security Assistance Scheme, the Portable 
Comprehensive Social Security Assistance Scheme, the Social Security 
Allowance Scheme, the Criminal and Law Enforcement Injuries
Compensation Scheme, the Traffic Accident Victims Assistance Scheme 
and the Emergency Relief P1

64 Ethical considerations in retirement planning and employee benefits (embedded under 

other topics)

65 Types of retirement plans

65 (a) Overview of different types of retirement plans

Candidates should be able to:

- Illustrate defined-benefit plans FL ; P1

- Illustrate defined-contribution plans FL ; P1

- Describe other types of retirement plans such as target benefit plans, 
profit sharing plans and employee stock ownership plans FL ; P1

66 Qualified plan characteristics

66 (a) Government pension for civil servants in Hong Kong

Candidates should be able to:
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- Describe the key features of various government pension system for civil
servants in Hong Kong including Old Pension Scheme, New Pension 
Scheme, MPF Master Trust Schemes and Civil Service Provident Fund FL ; P1

66 (b) Relevant provisions in the Occupational Retirement Schemes Ordinance (ORSO) 

(Chapter 426 of the Laws of Hong Kong)

Candidates should be able to:

- Describe the key features of ORSO system FL ; P1

- Describe the different types of ORSO schemes FL ; P1

- Describe the interface arrangements between ORSO scheme and the 
MPF system ( MPF exempted ORSO schemes) FL ; P1

66 (c) Relevant provisions in the Mandatory Provident Fund (MPF) Schemes Ordinance 

(Chapter 485 of the Laws of Hong Kong)

Candidates should be able to:

- Describe the roles and functions of the Mandatory Provident Fund 
Schemes Authority FL ; P1

- Outline the key features of MPF system FL ; P1

- Describe the different types of MPF schemes FL ; P1

- Describe the features of MPF constituent funds FL ; P1

- Describe the regulatory framework of the MPF industry and the key 
features of MPF codes, guidelines and standards FL ; P1

66 (d) Other qualified schemes in Hong Kong

Candidates should be able to:

- Identify key features of other qualified schemes in Hong Kong including 
Grant/Subsidized Schools Provident Fund FL ; P1

67 Distributions and distributions options (Embedded under other topics)

68 Retirement needs analysis

68 (a) Planning retirement income

Candidates should be able to:

- Describe the three broad steps in retirement planning process FL ; P1

- Identify the sources of retirement funding FL ; P1

- Compute the accumulation of fund to finance unmet retirement needs FL ; P1

68 (b) Retirement living expenses

Candidates should be able to:

- Describe the two approaches in estimating the aggregate retirement need FL ; P1

- Compute the unmet need FL ; P1

68 (c) Retirement issues affecting different retirees

Candidates should be able to:

- Illustrate the importance of retirement planning FL ; P1

- Illustrate the problems in retirement planning FL ; P1

69 Recommendation of the most appropriate type of retirement plan

69 (a) Advantages and disadvantages of different plans (embedded in TN66)

69 (b) Meeting the client’s retirement needs

Candidates should be able to:

- Match appropriate retirement recommendation for various types of clients FL ; P1

69 (c) Challenges and risk in retirement planning

Candidates should be able to:

- Explain the challenges and risk in retirement planning including: longevity,
health cost, inflation risk, withdrawal risk and investment risk FL ; P1

70 Suitability of an investment portfolio for a qualified plan situation (embedded under 

other topics)

71 Life, medical and disability plans in employee benefit programs

71 (a) Overview of group insurance

Candidates should be able to:

- Describe the concept of group insurance P1

- Identify the types of group insurance that are provided by employers P1

- Analyze and assess a client’s coordination of benefits between individual 

and group insurance policies P1

- Recommend policy selection P1

71 (b) Group life insurance

Candidates should be able to:
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- Understand the distinguishing features of group life insurance (as 
compared to individual life insurance) P1

- Outline major classes of group life insurance and their characteristics P1

- Outline the basis for cost advantages in group life insurance P1

71 (c) Group health insurance

Candidates should be able to:

- Illustrate the characteristics and contract provisions of group health 
insurance P1

71 (d) Group dental insurance

Candidates should be able to:

- Illustrate the characteristics and contract provisions of group dental 
insurance P1

71 (e) Group disability insurance

Candidates should be able to:

- Illustrate the characteristics and contract provisions of group disability 
insurance P1

71 (f) Other group insurance benefits

Candidates should be able to:

- Describe the characteristics and contract provisions of other group
insurance including group long-term insurance, directors’ and officers’ 
liability insurance P1

72 Statutory employee benefits

72 (a) Statutory employee benefits in Hong Kong

Candidates should be able to:

- Describe the statutory employee benefits in Hong Kong P1

72 (b) Non-statutory employee benefits in Hong Kong

Candidates should be able to:

- Outline the discretionary employee benefits in Hong Kong P1

- Identify the common discretionary benefits in Hong Kong P1

73 Business applications of individual life and disability insurance

73 (a) Key-man insurance

Candidates should be able to:

- Describe the use of key-man insurance in a business context P1

73 (b) Business continuation insurance 

Candidates should be able to:

- Describe the use of business continuation insurance in a business context P1

74 Estate planning overview

74 (a) The estate planning process: identifying estate planning needs and strategies

Candidates should be able to:

- Define estate planning P1

- Explain the need for estate planning and its goals P1

- Identify the objectives of estate planning P1

- Describe the basic estate planning techniques P1

- Describe the “estate” and the concept of the net value of an estate P1

- Describe real property, tangible personal property and intangible personal 
property P1

- Identify the general types of property interest P1

- Describe the steps for estate planning P1

- Explain the roles of an executor and the rights of the beneficiaries P1

74 (b) Estate planning versus will making

Candidates should be able to:

- Explain the difference between estate planning and will making P1

74 (c) Valuing the estate

Candidates should be able to:

- Describe how to take stock of an estate’s assets and liabilities P1

- Identify the value of real and personal property P1

- Explain how to take into account changes to an estate’s value P1

74 (d) The financial planner's role in the estate planning process

Candidates should be able to:

- Describe the role of financial planner and other professionals in estate 
planning P1

74 (e) Estate planning pitfalls and weaknesses
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Candidates should be able to:

- Describe the pitfalls of estate planning and its weaknesses P1

74 (f) Beneficiary Consideration

Candidates should be able to:

- Describe major considerations in handling vulnerable beneficiaries or 
beneficiaries with special needs P1

- Explain in general how timing of inheritances may affect an estate plan P1

75 Estate planning pitfalls and weaknesses (embedded under other topics)

76 Wills as a methods for property transfer at death
76 (a) Overview of the Wills Ordinance (Chapter 30 of the Laws of Hong Kong)

Candidates should be able to:

- Define “will” and describe how a valid will can be made P1

- Describe briefly the contents of a valid will and the different types of wills P1

- Describe the usual parties to a will P1

- Describe how the bequests in a will may be affected P1

- Describe the situations in which a will may be revoked P1

76 (b) Reviewing, changing or problems in enforcing a will 

Candidates should be able to:

- Describe the circumstances that may trigger a review of a will P1

- Describe the ways to change a will P1

- Define “abatement”, “ademption”, “antilapse”, and describe the situation of
“simultaneous death” P1

- Describe briefly the circumstances in which a will may be challenged P1

77 Estate planning documents (embedded under other topics)

78 Probate
78 (a) The probate process: overview of the Probate and Administration Ordinance 

(Chapter 10 of the Laws of Hong Kong)

Candidates should be able to:

- Define the term “probate” P1

- Describe the probate process P1

- Describe the personal representative’s role in the estate administration 
process P1

- Describe briefly the process for application of a grant of representation or 
summary execution P1

78 (b) Testate succession

Candidates should be able to:

- Describe briefly the administration of an estate P1

78 (c) Intestate succession: overview of Intestates' Estates Ordinance (Chapter 73 of the
Laws of Hong Kong)

Candidates should be able to:

- Define the terms “testacy”, “intestacy” and “partial intestacy” P1

- Describe the main provisions in relation to the succession of the 
intestates’ estate P1

78 (d) Assets subject to probate

Candidates should be able to:

- Explain the differences between a probate estate and a non-probate 
estate P1

78 (e) Advantages and disadvantages of probate

Candidates should be able to:

- Describe the pros and cons of probate P1

79 Liquidity planning (embedded under other topics)

80 Powers of appointment in estate planning
80 (a) Use and purpose of a Power of Attorney: Overview of the Powers of Attorney 

Ordinance (Chapter 31 of the Laws of Hong Kong)

Candidates should be able to:

- Define the term “power of attorney”, “donor”, “attorney” P1

- Describe briefly the execution of a valid power of attorney P1

- Describe the powers that the attorney has under a power of attorney P1

80 (b) Use and purpose of an Enduring Power of Attorney: Overview of the Enduring 
Powers of Attorney Ordinance (Chapter 501 of the Laws of Hong Kong)
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Candidates should be able to:

- Define the term “enduring power of attorney”, “donor”, “attorney” P1

- Describe briefly how an enduring power of attorney will take effect P1

- Describe the powers that the attorney has under an enduring power of 
attorney P1

81 Features of trusts
81 (a) Classification and different features of different trusts

Candidates should be able to:

- Describe the basic elements of a trust P1

- Describe briefly the background for equity and trusts P1

- List the “three certainties” required for a trust P1

- Describe briefly the general types of trust in Hong Kong P1

- Describe how a living trust works as an asset transfer method P1

81 (b) Parties to a trust

Candidates should be able to:

- Describe the various parties to a trust P1

81 (c) Rule against perpetuities

Candidates should be able to:

- Describe the rule against perpetuities P1

81 (d) Trusts versus wills

Candidates should be able to:

- Describe how trusts can enhance estate planning P1

- Explain the differences between trust planning from estate planning P1

82 Taxation of trusts and estates (deleted)

83 Life insurance for estate planning
83 (a) Use of different types of life insurance in estate planning and their advantages and

disadvantages

Candidates should be able to:

- Understand how insurance can protect an estate P1

- Describe the advantages of using life insurance as an estate planning tool P1

84 Gifts and charitable contributions
84 (a) Definition of gifts and charitable contributions

Candidates should be able to:

- Define the term “gift” P1

- Describe the implications of making a gift in Hong Kong P1

84 (b) Consideration for transfers and contributions

Candidates should be able to:

- Describe how to determine the value of a gift P1

85 Intra-family property transfers
85 (a) Estate planning for family business

Candidates should be able to:

- Describe the implications of estate planning for family businesses P1

85 (b) Forms of property transfers: joint tenancy

Candidates should be able to:

- Describe how joint tenancy (as opposed to tenancy-in-common) works as 
an asset transfer method P1

86 Planning for incapacity
86 (a) Definition of incapacity/disability

Candidates should be able to:

- Understand the implications of incapacity/disability on estate planning P1

86 (b) Care of dependants and property

Candidates should be able to:

- Understand the implications of care of dependants and property on estate 
planning P1

86 (c) Disability insurance

Candidates should be able to:

- Understand the use of disability insurance in estate planning P1

86 (d) Long-term care insurance

Candidates should be able to:

- Understand the use of long-term insurance in estate planning P1
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86 (e) Enduring power of attorney (see 80(b) above)

86 (f) Advance medical directive

Candidates should be able to:

- Describe the use of advance medical directives in estate planning P1

86 (g) Guardianship consideration 

Candidates should be able to:

- Explain the considerations involved in guardianship selection P1

87 Special topics in estate planning
87 (a) Linking retirement planning with estate planning

Candidates should be able to:

- Describe how retirement plans relate to the estate P1

- Understand issues relating to both retirement and estate planning 
including divorce, unmarried relationships and Guardianship P1
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