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 Professional Conduct Program 
 The CFA Institute Professional Conduct Program is covered by the CFA Institute 

Bylaws and the Rules of Procedure for Proceedings Related to Professional 
Conduct. The Program is based on the principles of fairness of the process to 
members and candidates and maintaining the confidentiality of the 
proceedings. 

 The Disciplinary Review Committee of the CFA Institute Board of Governors 
has overall responsibility for the Professional Conduct Program and 
enforcement of the Code and Standards. 

 The CFA Institute Professional Conduct staff conducts inquiries related to 
professional conduct. Several circumstances can prompt such an inquiry: 
1) Self-disclosure by members or candidates on their annual Professional 

Conduct Statements of involvement in civil litigation or a criminal 
investigation, or that the member or candidate is the subject of a written 
complaint. 

2) Written complaints about a member or candidate’s professional conduct 
that are received by the Professional Conduct staff. 

3) Evidence of misconduct by a member or candidate that the Professional 
Conduct staff received through public sources, such as a media article or 
broadcast. 

4) A report by a CFA exam proctor of a possible violation during the 
examination. 

5) Analysis of exam materials and monitoring of social media by CFA Institute. 
 Once an inquiry has begun, the Professional Conduct staff may request (in 

writing) an explanation from the subject member or candidate and may: (1) 
interview the subject member or candidate, (2) interview the complainant or 
other third parties, and/or (3) collect documents and records relevant to the 
investigation. 

 The Professional Conduct staff may decide: (1) that NO disciplinary sanctions 
are appropriate, (2) to issue a cautionary letter, or (3) to discipline the 
member or candidate. In a case where the Professional Conduct staff finds a 
violation has occurred and proposes a disciplinary sanction, the member or 
candidate may accept or reject the disciplinary sanction. If the member or 
candidate chooses to reject the sanction, the matter will be referred to a 
disciplinary review panel of CFA Institute members for a hearing. Sanctions 
imposed may include condemnation by the member’s peers or suspension of 
candidate’s continued participation in the CFA Program. 

 
 
 
 
 



 Code of Ethics 
 Act with integrity, competence, diligence, respect and in ethical manner with 

the public, clients, prospective clients, employers, employees, colleagues and 
other market participants 

 Place integrity of the investment profession and interest of client above 
personal interest 

 Use reasonable care and exercise independent professional judgement  
 Practice and encourage others to practice in a professional and ethical manner 

that will reflect credit on members and their profession 
 Promote and uphold integrity in governing capital markets 
 Maintain and improve professional competence among investment 

professions 
 
  



 Standard of Professional Conduct 
 For the exam: the “reason” does NOT change the requirement of the Standard. If you are prohibited from 

some action, the motivations for the action or other circumstances simply do NOT matter 

 
 Professionalism 
 Knowledge of the law: 

 Update understanding of applicable laws and regulatory standards relating to his 
position. Relying only on firm policies and procedures is NOT sufficient.  

 Members can violate this Standard just by NOT knowing the applicable laws, rules and 
regulations 

 In the event of conflict, must comply with the more restrict law, rule or regulation 
 Must NOT knowingly participate or assist in any violation of laws, rules or regulations 
 Must disassociate themselves from any violation 
 Inaction with continued association may be constructed as knowing participation 
 Members should have procedures to keep up with changes in applicable laws 

 Any violation of the Code and Standards will also violate this 
subsection*** 

 If you know that violations of applicable rules or laws are taking place, either by co-workers 
or clients, you must approach your supervisor or compliance department to remedy the 
situation. If they will NOT or cannot, then you must dissociate from the activity (e.g., NOT 
working with a trading group you know is NOT allocating client trades properly according to 
the Standard on Fair Dealing, or NOT using marketing materials that you know or should 
know are misleading or erroneous). If this cannot be accomplished, you may, in an extreme 
case, have to resign from the firm to be in compliance with this Standard. 

 Mere disassociation is NOT enough --> must report to compliance*** 
 The Standard does NOT require members to report legal violations to 

the appropriate governmental or regulatory organizations, but such 
disclosures may be appropriate under certain circumstances*** 

 Recommendations for Members: 
 Establish, or encourage employer to establish, procedures to keep employees informed 

of changes in relevant laws, rules, and regulations. 
 Review, or encourage employer to review, the firm’s written compliance procedures on 

a regular basis 
 Maintain, or encourage employer to maintain, copies of current laws, rules, and 

regulations 
 When in doubt about legality, consult supervisor, compliance personnel, or a lawyer. 
 When dissociating from violations, keep records documenting the violations, encourage 

employer to bring an end to the violations. 
 There is NO requirement in the Standards to report wrongdoers, but 

local law may require it; members are “strongly encouraged” to report 
violations to CFA Institute Professional Conduct Program. 

 Recommendations for Firms: 
 Have a code of ethics 
 Have procedures for reporting suspected violations. 

 
 
 
 
 
 



 Independence and Objectivity 
 Must use reasonable care and judgement to achieve and maintain independence and 

objectivity in their professional activities 
 Must NOT offer, solicit, or accept any gift, benefit, compensation, or consideration that 

reasonably could be expected to compromise their own or another’s independence 
and objectivity*** 

 Gift based on past performance is ok, but NOT acceptable if the gift is based on 
performance going forward*** 

 Analysts may face pressure or receive inducements to give a security a specific rating, to 
select certain outside managers or vendors, or to produce favourable or unfavourable 
research and conclusions. Members who allow their investment recommendations or 
analysis to be influenced by such pressure or inducements will have violated the 
requirement to use reasonable care and to maintain independence and objectivity in their 
professional activities. 

 Allocating shares in oversubscribed IPOs to personal accounts is a violation. When an issue 
is oversubscribed, allocations cannot be made to accounts where members and candidates 
have beneficial interest; client orders must be filled first. Allocation of new issues according 
to advance indications of interest should be done on a pro-rata basis by client, rather than 
by portfolio manager. All orders should be allocated on a pro-rata basis 
based on order size, NOT on a FIFO basis*** 

 Normal business entertainment is permitted. Members who accept, solicit, or offer things of 
value that could be expected to influence the member’s or others’ independence or 
objectivity are violating the Standard. Gifts from clients are considered less likely to 
compromise independence and objectivity than gifts from other parties. Client gifts must be 
disclosed to the member’s employer prior to acceptance, if possible, but after acceptance, 
if NOT. 

 Members may prepare reports paid for by the subject firm if compensation is a flat rate 
NOT tied to the conclusions of the report (and if the fact that the research is issuer-paid is 
disclosed). Accepting compensation that is dependent on the conclusions, 
recommendations, or market impact of the report, and failure to disclose that research is 
issuer-paid, are violations of this Standard. 

 Only business entertainment which is intended to influence or reward members and 
candidates should be avoided. Normal business entertainment is permitted*** 

 Recommendations for Members: 
 Members or their firms should pay for their own travel to company events or tours 

when practicable and limit use of corporate aircraft to trips for which commercial 
travel is NOT an alternative. 

 Recommendations for Firms: 
 Establish policies requiring every research report to reflect the unbiased opinion of the 

analyst and align compensation plans to support this principal. 
 Establish and review written policies and procedures to assure research is independent 

and objective. 
 Establish restricted lists of securities for which the firm is NOT willing to issue adverse 

opinions. Factual information may still be provided. 
 Limit gifts from non-clients to token amounts. 
 Limit and require prior approval of employee participation in equity IPOs. 
 Establish procedures for supervisory review of employee actions. 
 Appoint a senior officer to oversee firm compliance and ethics. 

 
 
 



 Misrepresentation 
 Must NOT knowingly make any misrepresentations relating to investment analysis, 

recommendations, actions, or other professional activities 
 Misrepresentation includes knowingly misleading investors, omitting relevant (≠ all) 

information, presenting selective data to mislead investors, and plagiarism (written 
materials, oral communications, and telecommunications).  

 Crediting the source is NOT required when using projections, statistics, and tables from 
recognized financial and statistical reporting services. When using models developed or 
research done by other members of the firm, it is permitted to omit the names of those 
who are NO longer with the firm as long as the member does NOT represent work 
previously done by others as his alone. Charts, quotes, and algorithms developed by the 
firm would need to be cited when they are used but the individual(s) who developed the 
materials within the firm do NOT need to be cited. 

 Actions that would violate the Standard include: 
 Presenting third-party research as your own, without attribution to the source. 
 Guaranteeing a specific return on securities that do NOT have an explicit guarantee 

from a government body or financial institution. 
 Selecting a valuation service because it puts the highest value on untraded security 

holdings. 
 Selecting a performance benchmark that is NOT comparable to the investment strategy 

employed. 
 Presenting performance data or attribution analysis that omits accounts or relevant 

variables. 
 Offering false or misleading information about the analyst’s or firm’s capabilities, 

expertise, or experience. 
 Using marketing materials from a third party (outside advisor) that are misleading. 
 citing specific quotations as attributable to “leading analysts” and “investment experts” 

without naming the specific references 
 presenting statistical estimates of forecasts prepared by others and identifying the 

sources but without including the qualifying statements or caveats that may have been 
used 

 copying proprietary computerized spreadsheets or algorithms without seeking the 
cooperation or authorization of their creators 

 Recommendations for Members 
 Understand the scope and limits of the firm’s capabilities to avoid inadvertent 

misrepresentations. 
 Summarize your own qualifications and experience. 
 Make reasonable efforts to verify information from third parties that is provided to 

clients. 
 Regularly maintain webpages for accuracy. 
 Avoid plagiarism by keeping copies of all research reports and supporting documents 

and attributing direct quotes, paraphrases, and summaries to their source. 
 
 
 
 
 
 
 
 
 



 Misconduct 
 Must NOT engage in any professional conduct involving dishonesty, fraud, or deceit or 

commit any act that reflects adversely on their professional reputation, integrity, or 
competence 

 The guidance states, in fact, that members must NOT try to use enforcement of this 
Standard against another member to settle personal, political, or other disputes that are 
NOT related to professional ethics or competence. 

 Example include intentionally overhearing other people’s comment, opinion, 
recommendation changes, acting dishonestly, etc. 

 Recommendations for Firms: 
 Develop and adopt a code of ethics and make clear that unethical behaviour will NOT be 

tolerated. 
 Give employees a list of potential violations and sanctions, including dismissal. 
 Check references of potential employees. 

  



 Integrity of capital markets 
 Material non-public information 

 Who possess material non-public information that could affect the value of an investment must 
NOT act or cause others to act on the information 
 Possessing material non-public information is NOT a violation. It is a violation when you act on 

or cause somebody to act on the information*** 
 It is NOT the trade that matters, it is the motivation of the trades that matters. 
 Information is “material” if its disclosure would affect the price of a security or if a reasonable 

investor would want the information before making an investment decision. Information that 
is ambiguous as to its likely effect on price may NOT be considered material. 

 Information is “non-public” until it has been made available to the marketplace. An analyst 
conference call is NOT public disclosure. Selective disclosure of information by corporations 
creates the potential for insider-trading violations.  

 The prohibition against acting on material non-public information extends to mutual funds 
containing the subject securities as well as related swaps and options contracts. It is the 
member’s responsibility to determine if information she receives has been publicly disseminated 
prior to acting or causing others to act on it. 

 Some members and candidates may be involved in transactions during which they are provided 
with material non-public information by firms (e.g., investment banking transactions). Members 
and candidates may use this information for its intended purpose, but must NOT use the 
information for any other purpose unless it becomes public information***  

 Recommendations for Members: 
 Make reasonable efforts to achieve public dissemination by the firm of information they 

possess. 
 Encourage their firms to adopt procedures to prevent the misuse of material non-public 

information. 
 Recommendations for Firms: 

 Issue press releases prior to analyst meetings to assure public dissemination of any new 
information. 

 Adopt procedures for equitable distribution of information to the market place (e.g., new 
research opinions and reports to clients). 

 Establish firewalls within the organization for who may and may NOT have access to material 
non-public information. Generally, this includes having the legal or compliance department 
clear interdepartmental communications, reviewing employee trades, documenting procedures 
to limit information flow, and carefully reviewing or restricting proprietary trading whenever the 
firm possesses material non-public information on the securities involved. 

 Ensure that procedures for proprietary trading are appropriate to the strategies used. A blanket 
prohibition is NOT required. 

 Physically separate departments. 
 Have a compliance (or other) officer review and authorize information flows before sharing. 
 Limit personal trading, require that it be reported, and establish a restricted list of securities in 

which personal trading is NOT allowed. 
 adding securities to the firm’s restricted list when the firm has or may have material non-public 

information and only trade it when the info. goes public 
 Market manipulation 

 Must NOT engage in practices that distort prices or artificially inflate trading volume with the 
intent to mislead market participants 

 Member actions may affect security values and trading volumes without violating this Standard. 
The key point here is that if there is the intent to mislead, then the Standard is violated. Of course, 
spreading false information to affect prices or volume is a violation of this Standard as is making 
trades intended to mislead market participants 

 Transaction-based manipulation includes, but is NOT limited to, transactions that artificially distort 
prices or volume. 

 Information-based manipulation includes, but is NOT limited to, spreading false rumours about a 
firm in order to induce others to trade. 

 Engaging in a block trade can limit the effect on the price of a thinly traded security 



 Duties to clients 
 Loyalty, Prudence, and Care 

 Must act for the benefit of their clients and place their clients’ interest before their employer’s or 
their own interest 

 Client interests always come first. Although this Standard does NOT impose a fiduciary duty on 
members or candidates where one did NOT already exist, it does require members and candidates 
to act in their clients’ best interests and recommend products that are suitable given their clients’ 
investment objectives and risk tolerances. Members and candidates must: 
 Manage pools of client assets in accordance with the terms of the governing documents, such as 

trust documents or investment management agreements. 
 Make investment decisions in the context of the total portfolio. 
 Inform clients of any limitations in an advisory relationship (e.g., an advisor who may only 

recommend her own firm’s products). 
 Vote proxies in an informed and responsible manner. Due to cost-benefit considerations, it may 

NOT be necessary to vote all proxies. 
 Client brokerage, or “soft dollars” or “soft commissions,” is permissible to direct trades of the 

client portfolio through a broker who provides research that does NOT directly benefit the 
client portfolio, but the client should be informed about the situation. Soft dollar accounts 
should be used only to purchase research services that directly assist the investment manager 
in the investment decision-making process, NOT to assist the management of the firm or to 
further education. From time to time, a client will direct a manager to use the client’s 
brokerage to purchase goods or services for the client, a practice that is commonly called 
“directed brokerage.” Because brokerage commission is an asset of the client and is used to 
benefit that client, NOT the manager, such a practice does NOT violate any duty of loyalty 
even if the brokerage directed by the client may NOT be in the best interest of the client. 

 The “client” may be the investing public as a whole rather than a specific entity or person. 
 Recommendations for Members: 

 Submit to clients, at least quarterly, itemized statements showing all securities in custody and 
all debits, credits, and transactions. Disclose where client assets are held and if they are moved. 
Keep client assets separate from others’ assets. 

 If in doubt as to the appropriate action, what would you do if you were the client? If still in 
doubt, disclose and seek written client approval. 

 Encourage firms to address these topics when drafting policies and procedures regarding 
fiduciary duty: 
 Follow applicable rules and laws. 
 Establish investment objectives of client. 
 Consider suitability of a portfolio relative to the client’s needs and circumstances, the 

investment’s basic characteristics, or the basic characteristics of the total portfolio. 
 Diversify unless account guidelines dictate otherwise. 
 Deal fairly with all clients in regard to investment actions. 
 Disclose conflicts of interest. 
 Disclose manager compensation arrangements. 
 Regularly review actions for consistency with documents 
 Vote proxies in the best interest of clients and ultimate beneficiaries. 
 Seek best execution. 

 
  



 Fair Dealing 
 Must deal fairly and objectively with all clients when providing investment analysis, making 

investment recommendations, taking investment action, or engaging in other professional activities 
 Do NOT discriminate against any clients when disseminating recommendations or taking investment 

action. “Fairly” does NOT mean “equally”. In the normal course of business, there will be 
differences in the time emails, faxes, and other communications are received by different clients. 

 Different service levels are acceptable, but they must NOT negatively affect or disadvantage any 
clients. Disclose the different service levels to all clients and prospects, and make premium levels 
of service available to all those willing to pay for them*** 

 Analyst is free to show the report only to investors for whom the investment is appropriate*** 
 Give all clients a fair opportunity to act on every recommendation. Clients who are unaware of a 

change in the recommendation for a security should be advised of the change before an order for 
the security is accepted. 

 Client acknowledgement and/or consent does NOT change a violation*** 
 Treat clients fairly in light of their investment objectives and circumstances. Treat both individual 

and institutional clients in a fair and impartial manner.  
 Recommendations for Members: 

 Encourage firms to establish compliance procedures requiring proper dissemination of 
investment recommendations and fair treatment of all customers and clients 

 Maintain a list of clients and holdings—use to ensure that all holders are treated fairly. 
 Recommendations for Firms: 

 Limit the number of people who are aware that a change in recommendation will be made. 
 Shorten the time frame between decision and dissemination. 
 Publish personnel guidelines for pre-dissemination—have in place guidelines prohibiting 

personnel who have prior knowledge of a recommendation from discussing it or taking action 
on the pending recommendation. 

 Disseminate new or changed recommendations simultaneously to all clients who have 
expressed an interest or for whom an investment is suitable. 

 Establish systematic account review—ensure that NO client is given preferred treatment and 
that investment actions are consistent with the account’s objectives. 

 Disclose available levels of service and the associated fees 
 Disclose trade allocation procedures. 
 Develop written trade allocation procedures to: 

- Document and time stamp all orders. 
- Bundle orders and then execute on a first come, first fill basis. 
- Allocate partially filled orders. 
- Provide the same net (after costs) execution price to all clients in a block trade 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 Suitability 
 Advisory role 

 Make a reasonable inquiry into a client’s or prospective clients’ investment experience, 
risk and return objectives, and financial constraints prior to making any investment 
recommendation or taking investment action 

 Determine that an investment is suitable to the client’s financial situation and 
consistent with the client’s written objectives, mandates, and constraints before making 
an investment recommendation or taking investment action 

 If a member has made a reasonable inquiry into client's investment experience, risk 
and return objectives, and financial constraints, but the client chooses NOT to provide 
some of this information, the member or candidate is permitted to manage the 
account without any knowledge of further client’s information*** 

 Managing portfolio to a specific mandate, strategy, or style 
 Must make only investment recommendations or take investment actions that are 

consistent with the stated objectives and constraints of the portfolio 
 In advisory relationships, members must gather client information at the beginning of 

the relationship, in the form of an IPS. Consider clients’ needs and circumstances and, 
thus, their risk tolerance. Consider whether or NOT the use of leverage is suitable for 
the client. 

 If a member is responsible for managing a fund to an index or other stated mandate, 
he must select only investments that are consistent with the stated mandate. 

 For an investment manager, it would have been inappropriate to make a blanket 
recommendation for all clients without considering the unique needs of each. However, for 
analyst merely stating that given the qualities of the investment, it is an attractive buy, 
there is NO violation of “Suitability”*** 

 Have to consider suitability even if the investment is proposed by the client 
 Unsolicited Trade Requests: 

 An investment manager may receive a client request to purchase a security that the 
manager knows is unsuitable, given the client’s IPS. The trade may or may NOT have a 
material effect on the risk characteristics of the client’s total portfolio and the 
requirements are different for each case. In either case, however, the manager should 
NOT make the trade until he has discussed with the client the reasons (based on the 
IPS) that the trade is unsuitable for the client’s account.  

 If the manager determines that the effect on the risk/return profile of the client’s total 
portfolio is minimal, the manager, after discussing with the client how the trade does 
NOT fit the IPS goals and constraints, may follow his firm’s policy with regard to 
unsuitable trades. Regardless of firm policy, the client must acknowledge the discussion 
and an understanding of why the trade is unsuitable.  

 If the trade would have a material impact on the risk/return profile of the client’s total 
portfolio, one option is to update the IPS so the client accepts a changed risk profile 
that would permit the trade. If the client will NOT accept a changed IPS, the manager 
may follow firm policy, which may allow the trade to be made in a separate client-
directed account. In the absence of other options, the manager may need to 
reconsider whether to maintain the relationship with the client. 

 Recommendations for Members: 
 Establish a written IPS, considering type of client and account beneficiaries, the 

objectives, constraints, and the portion of the client’s assets managed 
 Review the IPS annually and update for material changes in client and market 

circumstances. 
 Develop policies and procedures to assess suitability of portfolio changes. Consider the 

impact on diversification, risk, and meeting the client’s investment strategy 
 



 Performance Presentation 
 When communicating investment performance information, members must make 

reasonable efforts to ensure that it is fair, accurate, and complete 
 Members must NOT misrepresent past performance or reasonably expected 

performance, and must NOT state or imply the ability to achieve a rate of return similar 
to that achieved in the past. 

 NO violation in using simulated performance results as long as it is clearly identified 
 Showing past performance of funds managed at a prior firm as part of a performance 

track record is permissible as long as that record is accompanied by appropriate 
disclosures about where the performance took place and the person’s specific role in 
achieving that performance*** 

 For brief presentations, members must make detailed information available on request and 
indicate that the presentation has offered only limited information. 

 Recommendations for Members: 
 Encourage firms to adhere to Global Investment Performance Standards. 
 Consider the sophistication of the audience to whom a performance presentation is 

addressed. 
 Present the performance of a weighted composite of similar portfolios rather than the 

performance of a single account. 
 Include terminated accounts as part of historical performance and clearly state when 

they were terminated. 
 Include all appropriate disclosures to fully explain results (e.g., model results included, 

gross or net of fees, etc.). 
 
 

 Preservation of Confidentiality 
 Must keep information about current, former, and prospective clients confidential unless 

1. Info concerns illegal activities on the part of the client or prospective client 
2. Disclosure is required by law 
3. Client or prospective client permits disclosure of the info 

 If illegal activities by a client are involved, members may have an obligation to report the 
activities to authorities. 

 The confidentiality Standard extends to former clients as well. 
 The requirements of this Standard are NOT intended to prevent members and candidates 

from cooperating with a CFA Institute Professional Conduct Program (PCP) investigation. 
 Recommendations for Members: 

 Members should avoid disclosing information received from a client except to 
authorized co-workers who are also working for the client. Consider whether the 
disclosure is necessary and will benefit the client 

 Members should follow firm procedures for storage of electronic data and recommend 
adoption of such procedures if they are NOT in place. 

  



 Duties to employers 
 Loyalty 

 In matters related to their employment, members must act for the benefit of their 
employment and NOT deprive their employer of the advantage of their skills and abilities, 
divulge confidential info, or otherwise cause harm to their employer 
 Members should always place client interests above interests of their employer, but 

consider the effects of their actions on firm integrity and sustainability.  
 There is NO requirement that the employee put employer interests ahead of family 

and other personal obligations 
 whistle-blowing - There may be isolated cases where a duty to one’s employer may be 

violated in order to protect clients or the integrity of the market, when the actions are 
NOT for personal gain. 

 Independent practice for compensation is allowed if a notification is provided to the 
employer fully describing all aspects of the services, including compensation, duration, 
and the nature of the activities and the employer consents to all terms of the proposed 
independent practice before it begins. 

 When leaving an employer, members must continue to act in their employer’s best 
interests until their resignation is effective. Activities that may constitute a violation 
include: 
 Misappropriation of trade secrets 
 Misuse of confidential information 
 Soliciting employer’s clients prior to leaving 
 Self-dealing 
 Misappropriation of client lists.  

 Employer records on any medium (e.g., home computer, tablet, cell phone) are the 
property of the firm, include items stored in home computers during employment. 

 departing employee is "generally free to make arrangements or preparations to go into 
a competitive business before terminating the relationship with the employee's 
employer provided that such preparations do not breach the employee's duty of 
loyalty." Note that Standard IV(A) covers competing with an employer, NOT preparing to 
compete. Preparing to compete by setting up an office and other related activities are 
NOT a violation of the Standards*** 

 When an employee has left a firm, simple knowledge of names and existence of 
former clients is generally NOT confidential. There is also NO prohibition on the use of 
experience or knowledge gained while with a former employer. If an agreement exists 
among employers (e.g., the U.S. “Protocol for Broker Recruiting”) that permits brokers 
to take certain client information when leaving a firm, a member may act within the 
terms of the agreement without violating the Standard.  

 Members and Candidates must adhere to their employers’ policies concerning social 
media. When planning to leave an employer, members and candidates must ensure that 
their social media use complies with their employers’ policies for notifying clients 
about employee separations.  

 Recommendations for Members: 
 Keep personal and professional social media accounts separate. Business-related 

accounts approved by the firm constitute employer assets. 
 provide their employer with a copy of the Code and Standards. There is NO 

recommendation to leave a firm simply because the Code and Standards have NOT 
been adopted by the firm in its policies and procedures. 

  



 Additional Compensation Arrangements 
 Must NOT accept gifts, benefits, compensation that competes with, or might reasonably be 

expected to create conflict of interest with, their employer’s interest unless they obtain 
written consent from all parties involved 

 Members and candidates should make an immediate written report to their supervisor and 
compliance officer specifying all benefits that they receive in addition to their regular 
compensation for services they perform on behalf of their employer 

 Compensation includes direct and indirect compensation from a client and other benefits 
received from third parties.  

 Written consent from a member’s employer includes email communication 
 Understand the difference between an additional compensation arrangement and a gift 

from a client: 
 If a client offers a bonus that depends on the future performance of her account, this 

is an additional compensation arrangement that requires written consent in advance. 
 If a client offers a bonus to reward a member for her account’s past performance, this 

is a gift that requires disclosure to the member’s employer to comply with Standard I(B) 
Independence and Objectivity. 

 Recommendations for Members: 
 Make an immediate written report to the employer detailing any proposed 

compensation and services, if additional to that provided by the employer. It should 
disclose the nature, approximate amount, and duration of compensation. 

 
 
 
 
  



 Responsibilities of Supervisors 
 Must make reasonable efforts to detect and prevent violations of applicable laws, rules, 

regulations, and Code and Standards by anyone subject to their supervision or authority 
 Members with employees subject to her control or influence must have in-depth 

knowledge of the Code and Standards. Those members must make reasonable efforts to 
prevent employees from violating laws, rules, regulations, or the Code and Standards, as 
well as make reasonable efforts to detect violations. 

 Members with supervisory responsibilities have an obligation to bring an inadequate 
compliance system to the attention of firm’s management and recommend corrective 
action.  

 A member or candidate faced with NO compliance procedures or with procedures he 
believes are inadequate must decline supervisory responsibility in writing until adequate 
procedures are adopted by the firm. 

 Delegating supervisory authority to another individual does NOT violate the Standards 
 Recommendations for Members: 

 A member should recommend that his employer adopt a code of ethics. Members 
should encourage employers to provide their codes of ethics to clients. 

 Once the compliance program is instituted, the supervisor should: 
- Distribute it to the proper personnel. 
- Update it as needed. 
- Continually educate staff regarding procedures. 
- Issue reminders as necessary. 
- Require professional conduct evaluations. 
- Review employee actions to monitor compliance and identify violations.  
- Respond promptly to violations, investigate thoroughly, increase supervision while 

investigating the suspected employee, and consider changes to prevent future 
violations. 

 Recommendations for Firms: 
 Do NOT confuse the code with compliance. The code is general principles in plain 

language. Compliance is detailed procedures to meet the code. 
 Compliance procedures should: 

- Designate a compliance officer with authority clearly defined. 
- Have a system of checks and balances. 
- Establish a hierarchy of supervisors. 
- Outline the scope of procedures. 
- Outline what conduct is permitted. 
- Contain procedures for reporting violations and sanctions.  

 The supervisor must then: 
- Disseminate the compliance program to appropriate personnel and periodically 

update the program. 
- Continually educate and remind personnel to follow the program. 
- Make professional conduct review part of employee review. 
- Review employee actions to identify and then correct violations. 

 When a violation is detected, the supervisor must: 
- Respond promptly and investigate thoroughly. 
- Supervise the accused closely until the issue is resolved. 
- Consider changes to minimize future violations. 

 Ethics education will NOT deter fraud, but when combined with regular compliance 
training, it will establish an ethical culture and alert employees to potential ethical and legal 
pitfalls. 

 Incentive compensation plans must reinforce ethical behaviour by designing them to align 
employee incentives with client best interests 



 Investment analysis, recommendations, and actions 
 Diligence and reasonable basis 

 Exercise diligence, independence, and thoroughness in analysing investments, making investment 
recommendations, and taking investment actions 

 Have a reasonable and adequate basis, supported by appropriate research and investigation, for any 
investment analysis, recommendations, or actions 
 The application of this Standard depends on the investment philosophy adhered to, members’ 

and candidates’ roles in the investment decision-making process, and the resources and 
support provided by employers. These factors dictate the degree of diligence, thoroughness of 
research, and the proper level of investigation required. 

 The level of research needed to satisfy the requirement for due diligence will differ 
depending on the product or service offered. A list of things that should be considered prior 
to making a recommendation or taking investment action includes: 
 Global and national economic conditions. 
 A firm’s financial results and operating history, and the business cycle stage. 
 Fees and historical results for a mutual fund. 
 Limitations of any quantitative models used. 
 A determination of whether peer group comparisons for valuation are appropriate. 

 An analyst should NOT make a recommendation based only upon a statistical anomaly or 
data analysis 

 Evaluate the quality of third-party research. Examples of criteria to use in judging quality are: 
 Review assumptions used. 
 Determine how rigorous the analysis was. 
 Identify how timely the research is. 
 Evaluate objectivity and independence of the recommendations. 

 When using quantitative research such as computer-based models, screens, and rankings, 
members need NOT be experts. However, they must understand the basic assumptions and 
risks and consider a range of input values and the resulting effects on output. When creating 
such models, a higher level of knowledge and understanding is required. 

 Develop standardized criteria to evaluate external advisors and subadvisors: 
 The advisors’ code of ethics plus their compliance and control procedures. 
 quality of their return information and process to maintain adherence to intended strategy. 

 When participating in group research or decision making, members who disagree need NOT dissent 
or disassociate from the final conclusion, as long as the conclusion was based on a reasonable and 
adequate basis and was independently and objectively developed. When a report is a group effort, 
NOT all members of the team may agree with every aspect of the report. Member could ask to have 
her name removed from the report, but since she is satisfied that the conclusion has a reasonable 
basis, she does NOT have to disassociate from the report. 

 It is acceptable to use a pure quantitative model as a sole basis for purchasing stocks, as long as it 
is thoroughly researched 

 Sub-managers should not be selected by cost structure alone, as the quality and appropriateness 
of the sub-manager are member’s responsibility 

 Recommendations for Members: 
 Have a policy requiring that research reports and recommendations have a basis that can be 

substantiated as reasonable and adequate. Have detailed, written guidance for proper research, 
supervision, and due diligence. 

 Have measurable criteria for judging the quality of research, and base analyst compensation on 
such criteria 

 Have written procedures that provide a minimum acceptable level of scenario testing for 
computer-based models and include standards for the range of scenarios, model accuracy over 
time, and a measure of the sensitivity of cash flows to model assumptions and inputs. 

 Have a policy for evaluating outside providers of information that addresses the 
reasonableness and accuracy of the information provided and establishes how often the 
evaluations should be repeated. 

 Adopt a set of standards that provides criteria for evaluating external advisers and states how 
often a review of external advisers will be performed 



 Communication with clients and prospective clients 
 Disclose to clients and prospective clients that basic format and general principles of the 

investment processes used to analyse investments, select securities, and construct 
portfolios and must promptly disclose any changes that might materially affect those 
processes 

 Use reasonable judgement in identifying which factors are important to their investment 
analyses, recommendations, or actions and include those factors in communications with 
clients and prospective clients (Eg. Using reasonable judgment, an analyst may exclude 
certain factors from research reports. Since the report will be delivered to clients with well-
diversified portfolios, total risk is NOT as important as beta. Given that the total risk has 
been only commensurate with historical return, furthermore, then the analyst is NOT 
negligent by NOT mentioning it) 

 Distinguish between fact and opinion in the presentation of investment analysis and 
recommendations 

 All means and types of communication with clients are covered by this Standard, NOT just 
research reports or other written communications. 

 Members must distinguish between opinions and facts and always include the basic 
characteristics of the security being analysed in a research report. 

 Expectations based on statistical modelling and analysis are NOT facts*** 
 Members must explain to clients and prospects the investment decision-making process 

used*** 
 In preparing recommendations for structured securities, allocation strategies, or any other 

non-traditional investment, members must communicate those risk factors specific to 
such investments*** 

 Members must communicate significant changes in the risk characteristics of an 
investment or investment strategy***  

 Members must update clients regularly about any changes in the investment process, 
including any risks and limitations that have been newly identified*** 

 When using projections from quantitative models and analysis, members may violate the 
Standard by NOT explaining the limitations of the model and the assumptions it uses, 
which provides a context for judging the uncertainty regarding the estimated investment 
result. 

 Members and Candidates must inform clients about limitations inherent to an investment. 
Two examples of such limitations are liquidity and capacity. Liquidity refers to the ability to 
exit an investment readily without experiencing a significant extra cost from doing so. 
Capacity refers to an investment vehicle’s ability to absorb additional investment without 
reducing the returns it is able to achieve. 

 inform the clients about the specialization or diversification expertise provided by external 
adviser(s) when outside advisers are used to manage various portions of the clients’ assets 
under management. This information allows clients to understand the strategies being 
applied that affect their investment objectives. Stating “These advisers have the necessary 
expertise to manage property assets” is NOT likely to provide enough information for the 
clients to understand the investment methodologies or strategies implemented by the 
outside advisers 

 Recommendations for Members: 
 Selection of relevant factors in a report can be a judgment call so members should 

maintain records indicating the nature of the research, and be able to supply additional 
information if it is requested by the client or other users of the report 

 
 
 
 



 Record retention 
 Must develop and maintain appropriate records to support their investment analysis, 

recommendations, actions, and other investment-related communications with clients and 
prospective clients 

 Members must maintain research records that support the reasons for the analyst’s 
conclusions and any investment actions taken. The records required to support 
recommendations and/or investment actions depend on the role of the member or 
candidate in the investment decision-making process 

 Such records are the property of the firm. All communications with clients through any 
medium, including emails and text messages, are records that must be retained. 

 A member who changes firms must re-create the analysis documentation supporting her 
recommendation using publicly available information or information obtained from the 
company and must NOT rely on memory or materials created at her previous firm.  

 Recommendations for Members: Maintain notes and documents to support all investment 
communications. 

 Recommendations for Firms: If NO regulatory standards or firm policies are in place, the 
Standard recommends a seven-year minimum holding period 

 
 
 

 Conflict of interest 
 Disclosure of conflicts 

 Must make full and fair disclosure of all matters that could reasonably be expected to 
impair their independence and objectivity or interfere with respective duties to their 
clients, prospective clients, and employer 

 Must ensure that such disclosures are prominent, are delivered in plain language, and 
communicate the relevant (≠ all) info effectively 

 Members must fully disclose to clients, prospects, and their employers all actual and 
potential conflicts of interest in order to protect investors and employers. These disclosures 
must be clearly stated.  

 The requirement that all potential areas of conflict be disclosed allows clients and prospects 
to judge motives and potential biases for themselves. Disclosure of broker-dealer market-
making activities would be included here. Board service is another area of potential 
conflict.  

 The most common conflict that requires disclosure is actual ownership of stock in 
companies that the member recommends or that clients hold.  

 Another common source of conflicts of interest is a member’s compensation/bonus 
structure, which can potentially create incentives to take actions that produce immediate 
gains for the member with little or NO concern for longer-term returns for the client. Such 
conflicts must be disclosed when the member is acting in an advisory capacity and must be 
updated in the case of significant change in compensation structure.  

 Requires a member or candidate who becomes a director of a publicly listed company to 
be isolated from those making investment decisions concerning the publicly listed 
company at which the employee is a director. One such way of doing this would be to not 
participate in investment strategy meetings when the company is being discussed. 

 Recommendations for Members: 
 Any special compensation arrangements, bonus programs, commissions, performance-

based fees, options on the firm’s stock, and other incentives should be disclosed to 
clients. If the firm refuses to allow this disclosure, document the refusal and consider 
disassociating from the firm 

 
 



 Priority of transactions 
 Must have priority over investment transactions in which member is the beneficial owner 
 Client transactions take priority over personal transactions and over transactions made on behalf 

of the member’s firm. Personal transactions include situations where the member is a beneficial 
owner. 

 Personal transactions may be undertaken only after clients and the member’s employer have had 
an adequate opportunity to act on a recommendation. Note that family member accounts that are 
client accounts should be treated just like any client account; they should NOT be disadvantaged. 

 Members or candidates may undertake transactions in accounts for which they are a beneficial 
owner only after their clients and employers have had adequate opportunity to act on the 
recommendation. Personal transactions include those made for the member or candidate's own 
account, for family (including spouse, children, and other immediate family members) accounts, and 
for accounts in which the member or candidate has a direct or indirect pecuniary interest, such as a 
trust or retirement account. It could be argued that Rock is a beneficial owner of his wife's account 
and the reason why his wife's account should be treated like any other client account is because it 
does NOT state that Rock makes the trades in his wife's account. From that we are to infer that 
another person other than Rock is managing his wife's account thus she should be treated like any 
other client. 

 It is a violation for the analyst to participate in a "hot new issue" which can lower the allocation to 
any given client below what that client would prefer. 

 "Priority of Transactions" does NOT prohibit investment managers from trading opposite the 
firm's recommendation, but he should notify his firm first. Note that if for a research analyst, he 
may be prevented from selling the security if his firm claims compliance with the CFA Institute's 
Research Objectivity Standards 

 When requested, members must fully disclose to investors their firm’s personal trading policies. 
 Recommendations for Members: 

 Members should encourage their firms to adopt the procedures listed in the following 
recommendations for firms and disclose these to clients 

 Recommendations for Firms: 
- Establish limitations on employee participation in equity IPOs and systematically review 

such participation. 
- Establish restrictions on participation in private placements. Strict limits should be placed 

on employee acquisition of these securities and proper supervisory procedures should be 
in place. Participation in these investments raises conflict of interest issues similar to those 
of IPOs. 

- Establish blackout/restricted periods. Employees involved in investment decision making 
should have blackout periods prior to trading for clients—NO front running (i.e., purchase 
or sale of securities in advance of anticipated client or employer purchases and sales). The 
size of the firm and the type of security should help dictate how severe the blackout 
requirement should be. 

- Establish reporting procedures, including duplicate trade confirmations, disclosure of 
personal holdings and beneficial ownership positions, and preclearance procedures. 

- Disclose, upon request, the firm’s policies regarding personal trading 
 

 Referral fees 
 Must disclose to their employer, clients, and prospective clients, as appropriate, any compensation, 

consideration, or benefit received by, or paid to, others for the recommendation of pdts or services 
 Members must inform employers, clients, and prospects of any benefit received for referrals of 

customers and clients, allowing them to evaluate the full cost of the service as well as any potential 
partiality. All types of consideration must be disclosed. 

 Must tell clients about the nature of the payment in kind along with an estimate of the value of 
those services. 

 Recommendations for Firms: 
 Have an investment professional advise the clients at least quarterly on the nature and 

amount of any such compensation 
 
 



 Responsibilities as a CFA Institute member or CFA candidate 
 Conduct as Members and Candidates in the CFA Program 

 Must NOT engage in any conduct that comprise the reputation or integrity of CFA Institute 
or the CFA designation or the integrity, validity, or security of the CFA examinations 

 Members must NOT engage in any activity that undermines the integrity of the CFA charter. 
This Standard applies to conduct that includes: 
 Cheating on the CFA exam or any exam. 
 Revealing anything about either broad or specific topics tested, content of exam 

questions, or formulas required or NOT required on the exam. 
 NOT following rules and policies of the CFA Program. 
 Giving confidential information on the CFA Program to candidates or the public. 
 Improperly using the designation to further personal and professional goals. 
 Misrepresenting information on the Professional Conduct Statement (PCS) or the CFA 

Institute Professional Development Program. 
 Members and Candidates are NOT precluded from expressing their opinions regarding the 

exam program or CFA Institute but must NOT reveal confidential information about the CFA 
Program. 

 Candidates who violate any of the CFA exam policies (e.g., calculator, personal belongings, 
Candidate Pledge) have violated Standard VII(A). 

 Members who volunteer in the CFA Program may NOT solicit or reveal information about 
questions considered for or included on a CFA exam, about the grading process, or about 
scoring of questions. 

 
 Reference to CFA Institute, the CFA Designation, and the CFA Program 

 Must NOT misrepresent or exaggerate the meaning or implications of membership in CFA 
Institute, holding the CFA designation, or candidacy in the CFA Program 

 Members must NOT make promotional promises or guarantees tied to the CFA 
designation, such as over-promising individual competence or over-promising investment 
results in the future (i.e., higher performance, less risk, etc.). 

 Members must satisfy these requirements to maintain membership: 
- Sign the PCS annually. 
- Pay CFA Institute membership dues annually. 

 On letterheads and business cards and in directory listings, only the mark CFA or the 
words Chartered Financial Analyst should appear after the charterholder's name. 

 Do NOT misrepresent or exaggerate the meaning of the CFA designation. 
 There is NO partial CFA designation. It is acceptable to state that a candidate successfully 

completed the program in three years if, in fact, he did, but claiming superior ability 
because of this is NOT permitted.  

 The Chartered Financial Analyst and CFA marks must always be used either after a 
charterholder’s name or as adjectives, but NOT as nouns, in written and oral 
communications. 

 Recommendations for Members: 
 Members should be sure that their firms are aware of the proper references to a 

member’s CFA designation or candidacy, as errors in these references are common 
 
 
 
 
 
 
 
 
 


