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THE INSTITUTE OF CHARTERED FINANCIAL ANALYSTS
By c. STEWART SHEPPARD

The Institute of Chartered Financial
Analysts at the University of Virginia
Graduate School of Business .:\dministra
tion within a brief span of time has
created widespread interest and support
in financial circles throughout the United
States and Canada. This Institute admin
isters a program leading to the award of
the designation Chartered Financial
Analyst (C.F.A.) to financial analysts who
meet stated requirements of experience
and who are successful in the passing of
a series of formal examinations. The
C.F.A. is the first official recognition of
the professional practice of financial
analysis in this or any other country.

The immediate acceptance of the
C.F.A. professional designation is not
only a very real recognition of the need
for public certification of financial acu
men and integrity but also of the Insti
tute's capabilities of organizing and ad
ministering a program of national and
international significance. It took from
1896 to 1910 before the national total of
C.P.A.'s (Certified Public Accountant)
reached 1,712; it was 20 years before 1,900
C.L.Uo's (Chartered Life Underwriter)
were awarded; in the space of 2 years
447 C.F.A.'s have been awarded and
approximately 2,500 are in process.

OBJECTIVES

The Institute has the following official
objectives: to foster higher educational
standards in the field of financial analysis;
to conduct examinations designed to test
individual competence and skill in per
tinent fields of knowledge; to recognize
with the professional designation, Char
tered Financial Analyst (C.F.A.), persons
who have met the standards established
by the Institute for the professional prac
tice of financial analysis; to develop and
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enforce the high ethical standards that
properly should apply to the profession
of financial analysis; and to guide and
encourage the continuing education of
financial analysts through the promotion
of educational materials.

EARLY HISTORY

The Institute was conceived and or
ganized by The Financial Analysts Fed
eration, an organization of some 8,500
members in 36 constituent societies lo
cated in major cities of the U. S. and
Canada. In 1953 the first substantive
report concerning the C.F.A. concept was
issued by the Professional Ethics and
Standards Committee of the Federation.
After two years of further study, a more
comprehensive report was issued by the
Conlmittee in 1955. The C.F.A. concept
as outlined in this second report was
adopted in principle by The Financial
Analysts Federation but was referred
back to the Committee for still further
study. In 1959 the results of a question
naire-poll of each Federation member
were revealed: about 58 per cent of the
membership were in favor of the concept;
about 14 per cent were undecided; and
about 27 per cent were actively opposed
to the concept. It was apparent to the
Committee that the C.F.A. program as
outlined was in need of additional refine
ment but that there was sufficient support
within the Federation to justify an of
ficial commitment to the C.F.A. concept.
This was accomplished at the Montreal
Annual Convention of the Federation in
the spring of 1959. At the same time a
search was authorized for an appropriate
academic headquarters for the Institute.

Several important criteria were estab
lished at Montreal to determine the ap
propriateness of the selection of an aca
demic institution. The Institute should
be insulated against the distractions and
pressures of a metropolitan center. It

should be associated with a leading grad
uate school of business administration
in a major university. And it should be
sufficiently important to the life of the
academic institution that the faculty and
administration would develop a concern
for the continuing growth of the Insti
tute. After a two-year exhaustive apprais
al of universities throughout the U. S.,
it was decided in 1961 that the University
of Virginia Graduate School of Business
Administration contained all of the nec
essary ingredients for the attainment of
the Institute's goals. On January 31,
1962, the Institute was incorporated
under the laws of the Commonwealth of
Virginia.

Under the terms of the Institute's con
stitution, it was anticipated that it would
take approximately 10 years to implant
firmly the C.F.A. concept in financial
circles. Within this period of time, it was
considered likely that 200 C.F.A. charters
would be awarded, the initiating group
would be dissolved, and the Institute
through its own Board of Trustees would
become a self-contained and autonomous
operation. Actually, the Institute was an
immediate success and 268 charters were
awarded in the first year of operation.
While the Institute continues to acknowl
edge the parentage of The Financial
Analysts Federation and cooperates ac
tively with the Federation's 36 constitu
ent societies, it has now become finan
cially self-supporting and administratively
independent.

ORGANIZATION

The basic organization of the Institute
consists of a Board of Trustees, four
standing committees, and a Council of
Examiners.

Board of Trustees

The final authority and responsibility
for the conduct of the Institute's affairs
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THE C.F.A. EXAMINATIONS

The examination program for the
C.F.A. designation may be described in
terms of eligibility, nature, administra
tion, preparation, and grading.

Council of Examiners

In addition to the Board of Trustees
and the four standing committees, the
Institute has established a special Council
of Examiners. The seven members of this
Council combine academic attainments
and professional financial experience and
are used by the Institute's staff on an
advisory basis in the preparation of the
annual C.F.A. examinations. Final re
sponsibility for the nature, scope, and
content of the examinations, however,
rests with the Institute.
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Admissions Committee

The Admissions Committee of nine
members, representing occupational and
geographical interests, works closely with
the Institute's staff in determining the
eligibilities of C.F.A. candidates. Only
those with pronounced research interests,
abilities, and experience are eligible for
the C.F.A.award. This insistence- -upon
a research-oriented professional designa
tion program creates at times a feeling
of dissatisfaction on the part of those
who have gained extensive experience in
the sales area. But the Institute in co
operation with its Admissions Committee
is empowered to make eligibility decisions
with a strong tone of finality.

Ethical Standards Committee

The Ethical Standards Committee of
11 members is responsible for the con
struction and implementation of a Code
of Ethics and the operating guidelines
to the Code. Each candidate at the time
of his initial registration agrees to abide
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by the Institute's regulation that in the
event of a violation of the Code of Ethics
his C.F.A. charter may be rescinded. The
Ethical Standards Committee is particu
larly alert to the possibility of an abuse
of the C.F.A. designation through flagrant
or misrepresentative advertising. With
the early and widespread acceptance of
the C.F.A. by the financial industry, it is
a compelling interest of the Institute to
prevent commercialization of the profes
sional designation.

Public and Industry Relations Committee

The Public and Industry Relations
Committee of the Institute establishes
and maintains continuing relationships
with public institutions such as the Secu
rities and Exchange Commission, the
American Institute of Certified Public

"Tests -wrth--a-·-B6ard-~rugteeg of ---l2q-------Accounta-rits---ihe -AmerIcanCollege or-- --Eligibility --------- -~-.-------

members, 3 of whom, including the Exec- Life lJnder~riters the Investment Bank- Ordinarily, a candidate must be at
utive Director, serve on an ex officio ers Association of America, the Invest- least 24 years of age to take Examination
basis. The Board not only represents a ment Counsel Association of America, I, at least 26 years of age to take Exami-
wide ran?"e of financial i?terests in the and with the leading stock exchanges in nation II, and at least 30 years of age to
areas of .Investme~t ba~klng, brokerage, the U. S. and Canada. The S.E.C. paid take Examination III. A candidate should
com:nerclal .bankIng, Inv~st~ent com- particular attention to the new C.F.A. have a bachelor's degree from an ac-
panIes, and Insurance, but It IS represen- program in its 1963 special study of secu- credited academic institution. In the ab-
tative also of major regional geographical rities markets. In 1964 the New York sence of a degree, other educational train-
groupings in the U. S. and ~anada. The Stock Exchange amended its ruling on ing or work experience may be accepted
Bo~rd ~e~ts at frequent. Intervals . at qualifications of research supervisory per- for C.F.A. candidacy. The candidate must
varIOUS cItIes, but the ~eetIng at WhIC? sonnel. All research reports distributed submit credentials in proper form evi-
C.F.A. charters are officIally awarded IS by member firms of the Exchange must dencing his education. Candidates must
always held in Charlottesville. now be prepared or approved by a su- be regular members in good standing of

In ad?ition. to the Board of Trust:es, pervisory analyst who has passed a special a constituent society of The Financial
the InstItute IS served by four standIng examination set by the Exchange. Analysts Federation to be eligible for
committees. C.F.A.'s, however, are automatically ex- Examination II and Examination Ill.

cused from this examination and are Non-members are eligible for Examina-
expected to pass only certain questions tion I, but they should have at least one
related to operating rules of the Ex- year's experience of a responsible nature
change. It is likely that the responsibili- in financial analysis.
ties of the Public and Industry Relations Subject to certain special exceptions,
Committee will develop rapidly in the each candidate must complete success-
future in view of the expanding interest fully all three of the C.F.A. examinations
in the C.F.A. program in other countries in their numbered sequence in order to
such as France, Western Ger~~,._q!e~t receiy~__th~-.E!0fessional designation. Q~~__ .. _
Britairi-:-ria:fy, Australia, and Japan. - --dinariIy, a candidate will be expected to

Research and Publications Committee complete the three examinations within
a period of seven years from the time

The Research and Publications Com- that he initially takes Examination I, but
mittee of the Institute includes 13 mem- no candidate may take more than one
bers representing a broad range of aca- examination in any given year.
demic and industry interests. This is a To be considered for C.F.A. candidacy,
particularly dynamic Committee during the applicant must first complete a de-
this early stage of the Institute's history. tailed Registration Form, and a fee of
Already two books and seven detailed $10 must accompany this form. Upon
Study Guides have been published under approval of the Registration Form, the
Institute sponsorship and several mono- Institute forwards to the applicant an
graphs are in preparation. With the as-
sistance of the Research and Publications Examination Application Form which
Committee, it is anticipated that the indicates the examination for which the
Institute will in time use only it spe- applicant is qualified. The examination
cially prepared materials. fee schedule is as follows: Examination I



- $25; Examination II - $50; and Exam
ination III - $75.

Nature
The 1959 survey of the membership of

The Financial Analysts Federation dis
closed the fact that a relatively large
number of members felt that the profes
sional competency of analysts could not
be tested on the basis of fonnal written
examinations. In rebuttal to this charge,
the founding fathers of the C.F.A. stated:

Formal study seeks to supplement
experience, not to replace it; it
reduces the area in which pure judg
ment must be exercised and so con
serves it; it provides a better basis for
good judgment, and not a substitute
for it.

It is within this philosophical rationale
that the three examinations leading to
the C.F.A. have been developed.

Examination I is designed to test the
candidate's knowledge of financial instru
ments and institutions, the basic princi
ples of financial analysis, and financial
accounting. This test is one not only of
breadth but also of depth of knowledge,
and the analysis of specific financial data
and broader investment principles are
interrelated as closely as possible.

Examination II is directed to the fi
nancial analyst of senior status who has
gained some measure of responsibility for
independent research. The test of this
experienced analyst is in the fields of
practical application of investment prin
cipIes, industry analysis, economic fluctua
tions, and monetary and fiscal policies.

Examination III is a test of the senior
financial analyst who, through the exer
cise of responsible experience, is
equipped by training and temperament
to organize, administer, evaluate, and
implement ongoing investment research
activities. This candidate is examined in
the areas of determination of investment
goals, investment timing, and portfolio
balance.

Each examination extends for four and
one-half hours and is divided into two
sections with an interval for lunch.
The questions are all of the problem or
essay variety and are designed to test the
candidate's ability to detect central and
related problems, to analyze alternative
lines of action, to reach a reasoned and
logical conclusion, and to present an
answer in clear and concise form. While
the grading task would be simplified con
siderably, it is the policy of the Institute
not to offer any questions of the objective
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type. A large number of the senior can
didates who have been away from the
classroom for many years encounter real
difficulties in adjusting to examination
conditions and in answering questions in
their own handwriting within a limited
time period. But no satisfactory alterna
tive to formal examination procedures
has been devised as yet by the Institute.

Administration
Approximately 45 examination centers

are established by the Institute to admin
ister the examinations which are held
each year on a Saturday in the middle
of June. The centers are generally at col
leges and universities located throughout
the U. S. and Canada. Proctors and
examination supervisors are drawn from
teaching faculties and they are guided
in their responsibilities by the Institute's
detailed printed manuals. Prior to the
examination the Institute forwards to the
center's supervisor the examinations and
answer books which are later returned to
Charlottesville for grading. Scrupulous
care needs to be exercised in the handling
of examination materials at centers so
widely dispersed throughout the country,
and this is especially the case when the
Institute has occasion to establish a cen
ter in a country other than the U. S. or
Canada. It is gratifying to note that not
a single Institute request for facilities as
an examination center or for faculty serv
ices for proctoring or supervision has
been refused.

Preparation
On June 12, 1965, approximately 2,400

analysts representing nearly every major
city and financial institution in the U. S.
and Canada will sit for the C.F.A. exami
nations. Regardless of the age or industry
standing of the candidate, experience
alone will not enable him to meet success
fully the test of the formal examination.
The candidate must prepare himself
through serious and consistent study.
With the assistance of the Institute's staff,
study group programs are organized in
the major cities. Starting in the first week
of January, these study groups meet at
least once a week up to the end of May.
Societies may organize their study sessions
on a seminar or lecture basis or a com
bination of both. In a number of cases
professors from local universities are in
vited to conduct all or part of the study
sessions. In Wall Street as many as 24
study groups will function simultaneous
ly. Study group leaders are appointed and
they receive an Institute manual which

offers recommendations on procedures
and points of study emphasis. The In
stitute maintains a continuing contact
with the study group leaders and stands
ready to make personal visitations or help
in any way possible to ensure the smooth
functioning of the study sessions.

The basis for the study group session
is the Institute's Study Guide. A Study
Guide is published annually for each of
the three examinations. In cooperation
with the Research and Publications Com
mittee, the Institute staff works during
the summer months culling books, arti
cles, and monographs of current signifi
cance. A rough yardstick that the Insti
tute has imposed upon itself is to intro
duce approximately 25 per cent new ma
terial in each annual Study Guide. These
Study Guides, running to some 200 pages
each, are in demand from the general
public, and an increasing number of busi
ness schools throughout the country are
using them for classroom purposes.

Wherever possible the Institute hires
second-year students of the University of
Virginia Graduate School of Business Ad
ministration to assist in the summer re-
search project.

Grading
With some 2,400 candidates taking

C.F.A. examinations and 2 sections to
each examination, about 4,800 answer
books are returned to Charlottesville for
grading. This is truly an onerous task.
The Institute assembles a grading staff
of about 20 people, most of whom are
C.:F.A.'s who combine strong academic
baLkgrounds with practical financial ex
perience. Several University of Virginia
faculty members participate in the grad
ing process, but generally the graders
come from other parts of the country.

THE C.F.A. CANDIDATES

Some idea as to the background of
the candidates can be obtained by a brief
analysis of the educational and profes
sional accomplishments of those who
have presented themselves for the exami
nations since 1963.

The UCharter" C.F.A.'s of 1963

In 1963 only Examination III was of
fered to senior analysts of the financial
industry. Of 284 candidates who took
the examination, 268 were successful.
Academically, this first group of C.F.A.'s
was outstanding: 13 doctoral, 83 master's,
and 110 bachelor's degrees; and 17 law
graduates, 2 C.P.A.'s, 2 C.L.Uo's, and 1



C.P.C.V. (Chartered Property and Casu
alty Underwriter).

The 1964 Candidates
On June 13, 1964, the Institute offered

for the first time all three examinations
of the C.F.A. program. At 45 examination
centers located throughout the U. S. and
Canada, 1,251 candidates sat for Exam
ination I, 302 for II, and 189 for III.

Of the 1,742 examinees, 1,626 were from
the U. S. and 116 from Canada. Over
90 per cent of the candidates possessed
an academic degree: 50 doctorates, 800
masters, 51 law graduates, 22 C.P.A.'s or
C.A.'s, and 1 C.L.D.

The 1965 Candidates
On June 12, 1965, over 2,400 C.F.A.

-------- candidatci lATill--be iitting for examina
tions at 45 universities centers: 1,067 for
Examination I; 940 for Examination II;
and 395 for Examination III. The pipe
line is filling rapidly and if the flow con
tinues at the present rate it is entirely
likely that the Institute will have awarded
4,000 C.F.A. charters by 1970. Major fi
nancial institutions are now requiring
entire research departments to take the
C.F.A. examinations, and special internal
training programs are being organized
in technical fields of study such as finan
cial accounting.

CONTINUING CHALLENGES

A continuing challenge of the C.F.A.
program is to foster higher educational
standards in the field of financial analysis
and to test through a series of penetrating
examinations individual competence and
skill in pertinent fields of knowledge.
Since the end of World War II, the im
pact of scientific and technological devel
opments on business, the accumulation
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of vast holdings of dollars in mutual to the finance curricula of business
funds, endowment, and pension trusts, schools throughout the country. Tradi-
and the spread of international trade, tionally, accounting has been the only
have emphasized the need for continuing professionally oriented school program.
and penetrating analysis of the valuation, Now C.F.A. takes its place beside C.P.A.
selection, portfolio timing, and balance An increasing number of finance profes-
of securities investment. Furthermore, sors, jealously guarding the interests of
the growing complexity of interrelation- investment finance specializations, are
ships existing among monetary, fiscal, recognizing the advantages of adjusting
employment, economic, political, and course offerings to advance preparation
social policies, requires both technical for the C.F.A. examinations. And in this
competency and a broadly cultivated they are aided considerably by the various
mind if an analyst is to acquire insight Study Guides published by the Institute.
into the dynamics of the American busi- The C.F.A. examinations require a period
ness and industrial complex. of consistent study, and in cities through-

Another equally important challenge out the U. S. and Canada more and more
to the Institute is to create a public study groups are being organized. Busi-
image of the C.F.A. as a professional ness school finance professors are now
expert in the evaluation and appraisal of being invited to organize and instruct
securities.-With -ove~ 17,000,000 individ...---these groups Invariably the blend of
ual stockholders in the U. S. today, it is academic instruction and practitioner in-
understandable that widespread interest quiry results in mutual mental advance-
should be shown in the activities of the mente
securities industry. While there are peo- The Institute has made tremendous
pIe who regard the securities markets as achievements and it has assumed tremen-
one big speculative horse race, ve~y many dous responsibilities. The time is coming
more people are concerned with the when the C.F.A. will be an indispensable
investment characteristics of their finan- prerequisite for the continuing advance-
cial holdings. These people are entitled ment of the younger analyst, and a public
to believe that they can place confidence warranty of the analyst of extended ex-
and trust in recommendations to buy or perience. The Institute is proud and
to se~l. In other words, they expect some privileged to be associated with the Uni-
publIc warranty that those to whom they versity of Virginia and its Graduate
are entrusting their financial resources School of Business Administration. Grant-
are individuals possessed not only with ed a continuance of present harmonious
technical competency but also with an .. .

h · I f 'b'l' If h' relatIonshIps, all of the C.F.A. goals wIllet Ica sense 0 responsl I Ity. t IS •

public warranty of efficiency and good be .ach.leved.
faith is expected of medical practitioners, Edttortal Note: We regret that the page
lawyers, and public accountants, then no numbers in the last issue (Vol. 41, No.5,
less should be expected of financial ad- January 15, 1965) of the News Letter
visors. lvere incorrect. The pagination should

A third important challenge of the In- have been 17) 18, 19, and 20.
stitute is to relate the C.F.A. program - The Editors
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