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 Note: In deciding whether an “issue” rises to the need to be posted as errata, the emphasis is on assisting the 

candidate to prepare for the exam. Errata should be posted when the benefit to the candidate’s preparation for the 

exam (especially in the context of responding to a specific learning objective) exceeds the cost to the candidate of 

allocating time to digesting the correction. 

 

Workbook Page 80, Solution #9 

 

9. To find the value of the option, we follow a similar process to Exercise 8, 

only this time by examining the value of the option at each node. Since 

this is a call option, the value can is equal to max (S – X, 0). The strike price 

is $53. 

In exercise 7, we calculated the values of Su and Sd, so we can use these 

values to determine the values of the options at those respective nodes. 

Option Value at Su node: max ($55 - $53, 0) = $2 

Option Value at Sd node: max ($45.50 - $53, 0) = $0 

Next, we calculate the call option value using the same approach as 

exercise 8. 

c = [(0.6316*$2) + (0.3684*$0)] = $1.26 

Add this next step: 

Now that we have found the weighted value of the node, we must discount it to the present. Therefore 1.26 / 1.03 = 1.22 

 

 

Workbook Page 137, Solution #1 

 

1. Since the delta of the option is 0.522, the position will be delta hedged by shorting Δ = 0.522 × $100 = $52.2 

worth of the underlying index. 

 

Should be: 

 

1. Since the delta of the option is 0.522, and each option contract is for 100 shares, the position will be delta hedged 

by shorting Δ= 0.522 x 1 option x 100 share = 52.2 shares of the underlying index. 

 

Workbook Page 138, #8 

 

A short position in an iron condor is created when a trader sells an out-of-the-money bull spread and an out-of-the-money 

bear spread. A bull spread CAIA Level II Workbook, Type equation here.March 2021 139 is created shorting a call and 

going long another call having a strike price that is lower than that of the long call. A bear spread is created shorting a call 

and going long another call having a strike price that is greater than that of the long call. Bull and bear spreads can also 

be created using put options. Bull spreads and bear spreads were detailed in CAIA Level I. 

 

Should be: 

 



A short position in an iron condor is created when a trader sells an out-of-the-money bull spread and an out-of-the-money 

bear spread. A bull spread is created by going long a call option with a lower strike price and shorting a call with a higher 

strike price. A bear spread is created by going long a call option with a higher strike price and shorting a call option with a 

lower strike price. Bull and bear spreads can also be created using put options. Bull spreads and bear spreads were 

detailed in CAIA Level I. 

____________________________________________________ 

 

 

Core Book: 

 

Page 110, paragraph below Equation 7.5 

 

Equation 7.5 indicates that bondholders will receive the face value unless the face value is less than the value of the 

assets. 

 

Should say: 

 

Equation 7.5 indicates that bondholders will receive the face value unless the face value is greater than the value of the 

assets. 

 

 

Page 113 Section 7.3.5 

 

In Equation 7.11 remove “X” in “ln X” 

In Equation 7.12 change “d” to “d-𝜎A√𝜏” 

 

Page 144 Section 8.7.2 

 

In the fourth and fifth line of the section Change “$60” to “$50” in two locations: 

 

…flow and $14 for the $60 potential cash flow: 

Bond Price = ($100 × 60%×0.833) + ($60 × 40%×0.70) 

 

to 

 

…flow and $14 for the $50 potential cash flow: 

Bond Price = ($100 × 60%×0.833) + ($50 × 40%×0.70) 

 

 

 

Page 145 (second paragraph under Equation 8.8): 

 

“The stochastic discount factors for the two states, mu and xd took on the values 0.833 and 0.700, respectively.” 

 This line should read "md" not "xd" 

 

 

 



Page 152 Application 9.1.5 

 

The squared terms should be removed from the solved answer. 

 

 

 
 

 

Page 158 Application 9.2.3 

 

In the fourth line of text inside Application 9.2.3” 

 

Replace “L = 0.02” 

 

with  “L=0.8 and δ=0.02” 

 

Page 169 Section 9.8.2  

 

In the first sentence of the third paragraph change “five asset classes” to “eight asset classes” 

 

Page 183, paragraph in middle of page: 

 

"Therefore 4.69% of the total risk of 8.11% of the portfolio can be contributed to the volatility in oil prices." 

 

Should read: 

 

"Therefore 4.69% of the total risk of 8.21% of the portfolio can be contributed to the volatility in oil prices." 

 

 

Page 198 Section 11.2 (Item 4)   

 

In the last paragraph (#4) change “Individually managed accounts” in two places to “Individually managed retirement 

accounts”  

 

Page 251, Section 13.32 

 

In the 9th line of Section 13.3 change “15%” to “1.5%” 

 

Page 263 Equation 13.3 

 

Change 1 in numerator of first fraction to “-1” (as correctly shown in Application 13.6.3) 

 

  



Page 359, Application 17.9.2 

 

“Using Equation 17.5…  

 

should be: 

 

”Using Equation 17.3….. 

 

Page 373 Exhibit 18.4 

 

In Row “Mean” change 20% to 2.5% 

 

Page 490  Section 23.5.2 

 

At end of last line immediately above Exhibit 23.5.2 change “-3.8%” to “-3.7%” 

 

Page 513 (Equation above last paragraph) 

 
rDCU = 13.3% 

Should be: 
rFCU = 13.3% 

 

Page 543  Section 26.1 

 

The bolded term in the bottom paragraph should be changed from: 

 

algorithmic factor replication approach 

to: 

algorithmic replication approach 

 

 

 

 

 

Page 645, Exhibit 30.4: 

 

Please see highlighted changes to the original chart in this exhibit below: 

 



 
 

Page 650, Section 30.4.2 

 

The left side of Equation 30.6 should be FV(C) rather than FV(D)  

 

Page 669 Application 31.3.1: 

 

11.11% = r(100%−20%) 

r = 11.11%∕80% = 13.89% 

 

Should be: 

11.11% = r(100%−15%) 

r = 11.11%∕85% = 13.07% 

 

 

Page 795 Section 36.5.2 

 

The third sentence in the second paragraph: 

 

“Exhibit 36.5 indicates ITM options as having lower implied volatility than ATM options, which in turn have lower 

implied volatility than OTM options.” 

 

Should have the word “lower” changed to “higher” in two locations: 

 

PMEs for Three Scenarios

Case #1: Example from Chapter 30 (Exhibit 30.4)

Period 0 1 2 3 4 5 6 7 8

PE Fund Flows -100 -50 -40 0 0 0 70 80 280

Market Index 100 60 75 90 99 110 132 165 198

Market Return n.a. -0.40 0.25 0.20 0.10 0.1111 0.20 0.25 0.20

Hyp Mkt Acc 100 110.0 177.5 213.0 234.3 260.3 242.4 223.0 -12.4

Hyp Cash Flows -100 -50 -40 0 0 0 70 80 267.6

Case #2: Slightly Lower PE Fund Distribution in Year 8

Period 0 1 2 3 4 5 6 7 8

PE Fund Flows -100 -50 -40 0 0 0 70 80 200

Market Index 100 60 75 90 99 110 132 165 198

Market Return n.a. -0.40 0.25 0.20 0.10 0.1111 0.20 0.25 0.20

Hyp Mkt Acc 100 110.0 177.5 213.0 234.3 260.3 242.4 223.0 67.6

Hyp Cash Flows -100 -50 -40 0 0 0 70 80 267.6

Case #3: Slightly Higher Public Equity Market Return in Period 1

Period 0 1 2 3 4 5 6 7 8

PE Fund Flows -100 -50 -40 0 0 0 70 80 280

Market Index 100 70 88 105 116 128 154 192 231

Market Return n.a. -0.30 0.25 0.20 0.10 0.1111 0.20 0.25 0.20

Hyp Mkt Acc 100 120.0 190.0 228.0 250.8 278.7 264.4 250.5 20.6

Hyp Cash Flows -100 -50 -40 0 0 0 70 80 300.6

Case #1: PE Fund IRR = 12.75%; PME IRR = 12.30%

Case #2: PE Fund IRR = 9.57%; PME IRR = 12.30%

Case #3: PE Fund IRR = 12.75%; PME IRR = 13.48%



“Exhibit 36.5 indicates ITM options as having higher implied volatility than ATM options, which in turn have higher 

volatility than OTM options.” 

 

Page 836, Application 38.4.7: 

 

($10,000,000 + $5,000,000) / ($5,000,000) = 3.00 

 

Should be: 

 

($10,000,000 + $5,000,000) / ($5,000,000) = 3.00 since the firm is unlevered and interest would be $0. 

 

 

Page 866,  Application 40.1.1 (second paragraph) 

 

Should say: “The first scenario’s total return from Equation 1 is 2% approximated as (4%-2%) with a next period 

approximated value of €102. The second scenario’s total return from Equation 1 is 6%, generating a next-period value of 

€106.” 

 

 

Page 872, Application 40.2.2, second paragraph: 

 

Both 3% should be -3% 

 

 

 



 

 

 

 

 

 

 

 

 

 


