Digital Content
e-Reader
Features Overview

ASM for SOA Exam FM

.............

Announcing the launch of our new digital content e-reader.
This brief overview will demonstrate some of the most important features of our new e-reader.
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At the top of the "My Learning Tools" page, enter the access code
and select 'Update’ to claim your digital content.
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Actuarial Study Material

Terms & Conditions

Introducing cur new eReader... You will like the way this portal now displays DRM protected content! Your digital content is available online,
offline using a desktop offline player (5-day limit), or on a mobile device. Your license terms are:

« 12 Month License

+ Single User (no sharing)

» \iew on up to 4 devices

« Print up to 30% of this file, total. [Requires use of the deshfop offine player - free download)
+ Offline use permitted for & days enly

In addition to this manual, your purchase includes the StudyFlus+ bundle of online study tools. For access, select the StudySius+ link below to
expand the contents of that folder. You will find many great supplementary tools offered at no additional cost as well as offers that are not
available elsewhare.

Hesals, sharing or any other violation of copyright is not allowed. Copyright infingament is a violation of the 504 Code of Frofessional
Conduct and can result in disciping procedures.

a/sm [ ]

Which presents the home page of this material. Newly assigned DRM-protected content will be
shown in a gold title bar. First, you will need to activate this content by clicking the gold bar.
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Actnarial Study Material

Updates and Announcements

Introducing our new eReader! You will like the way this portal now displays DRM protected content! Your eManual is available onling, offline
using a desktop offline player (5-day limit), or on @ mobile device. Your eManual license terms are:

« 12-month License

« Single User (no sharing)

« View on up to 4 devices

« Print up to 30% of the manual, total. (Requires use of the desktop offline player - free downioad)
« Offline use permitted for 5 days only

In addition to this manual, your purchase includes the StudyFius+ bundle of online study tools. For access, select the StudyFius+ link below to
expand the contents of that folder. You will find many great supplementary tools offered at no additional cost as well as offers that are not
available elsewhere.

a/5/m

tctuarial Study Maieriafs We have successfully setup your DRM content for the first time. In order to view this content, you must
click the link below.

ASM Study Manual for SOA Exam FM, 12th edition

Which confirms the product has been activated and presents a green
product title bar for you to click and GO to the purchased content.
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Study Manual

with StudyPlus™

Study.:’-'u.'>+ gives you digital access® to:
= Flashcards & Formula Sheet
= Actuarial Bam & Career Strategy Guides
= Technical Skill eLearning Tools
= Samples of Supplemental Texts & Study Tools

+ And maore!

“See inside for keycode acoess and login instructions

The content will be displayed in a new browser window, within the new e-reader.
This is the web-based e-reader for online viewing; there is also a Desktop Offline Reader
for offline reading and printing (when applicable)
and a mobile application for either online or offline access.

Let’s take a look at the online reader menu.
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Zoom Out

v
¢, Zoom In

A Rotate 90°
Fit Width

\ 4
Fit Page

Starting with the top menu bar, let’s take a look at the views.
You can either fit the entire page on the screen, or you can adjust the page to fill the width of
your screen with one click. You can rotate the content in 90 degree increments and you can
zoom in or out to make the content larger or smaller on your screen.
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Go One Page Forward (Next)

v
Go One Page Back (Previous)

\ 4
Go To Page #

Next we will look at ways to navigate your digital content, you can select any page by entering the number or use the page
forward and page back buttons. But you can also use the arrow keys on your keyboard, the scroll bar on the right side of the
window, or the scroll wheel on your mouse. You can also use the thumbnail view which we will get to a little later.
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¢, Cover Continuous

A Facing Continuous

Continuous

Next, you can arrange the view so that the pages run continuously from top to bottom, or
facing pages continuously from top to bottom or even starting with the cover on the right, facing
pages continuously. You can also view in full-screen mode, just press ESCAPE to return.
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Search

> Annotations

> Thumbnails

> Qutline View

Along the left-hand side of the new e-reader are pop-out options we will now explore.
These are: Search, which is also available in the upper-right corner of the reader, Annotations,
Thumbnails and finally Outline view. Let’s take a closer look at these.
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whole Word Only
case Sensitive

0w conclusion is that to get
a rke of growth that

Concjusion: When the
accurfulation function is a(t)

same qpnclusion as before:
when g¥gend sells at a

this conclusion either by
following the logic of the
swap arrangement

Starting with Search, you can click the icon to expand the pop-out
search and enter your term, you will see a list of found search items.

sECTION |1,

kA
¢y

Interest Rate Swaps

You can come to this GERElEEIGA cither by following the logic of the swap amrangement or by doing
asimple hit of  using F as the fixed amount of interest and ¥ as the variable amount of interest.
Whilc thefiay be pretty obvious, you should confirm that a swap contract accomplishes what it is
sed 1o for Company A

You should know the definitions of various werms associated with interest rale swaps, such as the
swap raic, the notional amount, the swap term, cte. The last two pages of the Stdy Note (Scection
1)) contain a convenicnl glossary of lerms.

Flease note that most Inans that we will deal with involve paying only inicrest during the term of
the loan, with a final payment of the original kan amount, or principal, at the end of the wwom.

Example of a Swap Contract

Let's take an cxample of a swap contract. {This is Example | in the Swdy Note.) We will cover this
example in some detail, o make sure that you thoroughly understand e

Your company is the Jordan Corp., which has just borrowed 500,000 for two years st a variahle
inicrest raie. Jordan Corp. will make two inierest paymenis io the lender, the first at the end of one
wear and the second at the end of two years. At the end of two years, it will alzo repay SO0.000 (o
the lender.

Under the terms of the loan agroement, the variable imerest rate is based on an index (say, LIBOR
or the prime interest raich plus the spread. The first interest payment will be based on the index as
of the date of the loan, =0 the amount of this payment is known in advance. Buot the second interest
payment will be based on the index in effect at the beginning of the second year, so the amount of
this paymeni is noi known in advance. (Of course, when we say “based on the index”, we mean that
the loan interest raic is equal to the index plus the spread.)

As the actuary of Jordan Corp., you want o replace the adjustable interest rates by fixed interest
raics that arc known in advance. So you decide to seck a counterparty with whom to enter into an
intcrest rale swap on the same date as the loan is made. 2

Let's say that the counterparty is B Corp. and that both counierpartics agree that the fixed interest
ratcs will be based on specificd spot rates, Say that these spot rates are ry = 5% and r; = 6'%. Jordan
Corp. agrees o pay interest on the 500,000 to B Corp. for two years, based on these spot rates.

It's clear that the interest to be paid by Jordan Corp. to B Corp. at the end of the first year will he
(3000000 .03). Now, think about the following question for a momeni: What interest raic should be
used to determine how much interest Jordan Corp. will pay B Corp. at the end of the sccond year?

The answer is “whatever the effcctive interest rate is for the second year, ie.. for the period from
time 1 to time 27 Docs this sound familiar?

It should. This is the onc-year foreard rate. deferred one year, or fj; 2. We can determine this rate
from the one-year and two-year spaol rates:

(14 ry)? 1.0w*
foa=———-1=

1=7.010% (io 3 decimals)
(I+r) L0S

50 Jordan Corp. will pay {300,00000.07010) to B Corp. at the end of the second year.

To sum up, Jordan Corp. will pay 1o ils swap counierparty:

Conclusion
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Next, you can pop-out the annotations tools and highlight, underline and strikeout any text in the document,
you can also place a sticky-note anywhere on the page and you’ll notice the notes panel will expand from

the right-hand side of the page and let you visually see the annotations you’ve made. Each page with

annotations will have a blue line that you can quickly scroll to or click to refer back to it directly.
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Annotations may be viewed either by page order or by the time the annotation was added. There is also the
ability to search specifically within just your annotations by keyword, where only those annotations that
match the search will then appear in the annotations panel. Please note, that annotations will only be within
the document temporarily UNLESS you click the save button when you are done!
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= * SECTION 1. Interest Rates and Discount Rates
israz Raiis and (5) This is an accumulation function for a fund that grows at a varying rate. An investment in
oo . - .
fala) stocks 15 often given as an example.
(6) This is the stock you bought last month.

E What are the properties of an accumulation function? By definition, a{0) = 1. Other than that,
anything goes. But the accumulation functions that we will generally deal with in this course will
also have the properties of being (1) continuous and (2) increasing.

17 Suppose we want to measure the rate of growth of a fund in, say. the 1" year. Let’s say that the
accumulation function looks like the following graph in the 1™ year. (Remember that the 1™ year
runs from time (1 — 1) to time £, just as the first year runs from time 0 to time 1.)
air
> L= oty ac
F=ain-air-1)
! <
1 =alt-1) 1
I
I
18 I
0 r—1 i
The amount of growth in the ™ year (i.e., the interest earned) is a(1) — a(t — 1). The rate of growth
’ (based on the amount in the fund at the beginning of the year) is:
a(ly —aii — 1)
alt — 1)
{Note that the amount in the fund at the beginning of the 1™ year is the same as the amount in the
fund at the end of the (r — D™ year, namely, a(s — 1), as long as no new investments are made.)
This rate of growth is called the “effective rate of interest™ and has the symbol i,. So we have:
1%
. a() —a(i—1)
a(t — 1)
| We will alsn define an “amonnt fanction™ Air. as the AV ar time 1 of & invested ar fime () (rather

Another way you can navigate a document is to show
thumbnails and select any page from this pop-out tool.
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§ 1b.

§1c. Defining the Force of Interest

Why Do We Need a Force of Interest?

Let’s begin with an easy concept that you already understand from Section la(i): The effective rate
of interest 1s simply the amount of interest earned during a period divided by the amount invested
at the beginning of that period.

Consider the following four funds:

air)

The four curves going from time 0 to time 1 show how each of the funds grows during the first year.
As you can see, in this example the amount in the fund is the same at the beginning and the end of
the year for all four funds. But they certainly grow quite differently at any moment of time during
the year.

Question: What can you say about the effective rate of interest for the four funds in this vear?

Answer: The effective rate of interest is the same for all four funds. You can see that the amount
of interest earned in the year is the same for all of the funds (i.e.. the increase in each fund over the
year is the same). Also, the investment at time ) for each fund is the same. So by definition, the
effective rate of interest is the same for all four.

This shows that the effective rate of interest is all we need to know if we are only interested in how
much interest is earned on a fund over the entire year, but gives us absolutely no information about
how the fund grows at any moment during the year. In theoretical work, and in practical applications
of the theory. we may need to know the rate of growth of a fund at any moment of time. That's what
the force of interest is.

Please Note! For now, we are considering the general case, where the rate of growth varies with time.
In the special case where the rate of growth is constant at every moment (which is the assumption

The last icon will let you navigate by opening the Outline View and
going directly to the part, section or subsection you are looking for.
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{3) Thi:
inlc
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You can take notes as you work
through the material. The notes you
take will accumulate and you can then
at any time you have access to the
document you may print your notes.

Accumulation Funcf§ion and Effective Rate of Interest

Imagine a fund growing at inferest. It would be very convenicnt o have a function representing the
amount in the fund at any timg £ The function ali) is defined as the accumulated value (AV) of the
stmend of 5100 at time . a(r) is called the "sccumulation function.”™

1.0 MNote

Consider the following aceunfulation functions. Can you think of any real-life sitnations where you

™
attress. Itmight
where you get
But we will sec
s “compound

intcrest only at

Copyright © 2017 ASM, 12th edition

SECTHN . Inicrest Raies and Discount Rates

sincks is ofien given as an example.

{3} This is the sinck you bought last month.

Clicking the Notes icon will allow you to take notes as you work through the material, these
notes will accumulate and you can print your notes any time you have access to the document.
Please be aware that notes are not analyzed by the search function.

(5) This is an accumulation function for a fund that grows at a varying ratc. An investment in

("]
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button, then click "Submit"

Version : 1)
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This is a comment.

Page No : 1
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12th Edition
Harold Cherry, FSA, MAAA

NO RETURN IF OPENED
The Comments icon will allow you to make general comments for the page you are on. You may print your
comments any time you have access to the document. Please be aware that comments will only be visible

when you are on the page where comments were entered and they are not analyzed by the search function.



Offline Player Desktop App

Set up Instructions

1. Download and install the Offline Player.
2. installation, cl inish” to launch the Offline Player.

a one-time process;
4. After activation, your files will be displayed in the Library listing, where you can download them for
printing and viewing offline.

Lets take a quick look at the desktop, or offline reader. This will be required if you want to take your content
offline for up to 5 days at a time, this one-time download will also enable you to print from your content (if
permitted). Clicking the Download icon will launch the one-time installation of the desktop reader.
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Actuarial Study Material

Terms & Conditions

Introducing our new eReader... You will like the way this portal now displays DRM protected content! Your digital content is available online,
offline using a desktop offline player (5-day limit), or on a mobile device. Your license terms are:

+ 12 Month License

« Single User (no sharing)

« View on up to 4 devices

« Print up to 30% of this file, total. (Requires use of the desktop offline player - free download)

+ Offline use permitted for 5 days only
In addition to this manual, your purchase includes the StudyPlus+ bundle of online study tools. For access, select the StudyPlus+ link below to
expand the contents of that folder. You will find many great supplementary tools offered at no additional cost as well as offers that are not
available elsewhere.
Resale, sharing or any other violation of copyright is nof allowed. Copyright infringement is a wiolation of the SOA Code of Professional
Conduct and can result in discipline procedures

2

To print, you will need to have installed the desktop reader and click the Print button.
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Print Management

Due to security limitations, printing our DRM protected content is not allowed through your
web browser. In order to print, you must utilize our local client application. A link to the client
is available here. Once you have installed the client and logged in, your ability to print will
be unlocked. Additionally, You must configure your print options in this dialogue. The
settings you specify here will be relayed to the local client. Please contact us if you have
any questions or problems printing your contentl

Your license allows you to print 100 pages of this document
You have currently printed 0 pages. You have 100 pages remaining.

Please specify the range of pages you would like to print:

(Example: 1, 2, 4-10, 5-50, etc.)

Close

A dialog box will pop-up and inform you of the printing guidelines and
then you can enter the page or range of pages you would like to print.
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Now let’s move on to the Mobile reader. That’s right, you CAN take it with you!
First you will need to install the mobile player on your smart phone or tablet.
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From the home screen just click on the folder that has the content you want to read. This will bring youto
the document screen and you will see an eye-con (that’s an icon that looks like an eye). Click it to open your
content, or you can download your content to save data if you’re not on Wi-Fi.
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Now you’re at the document and you can open it by clicking the open button or you can delete
it by clicking the delete button... but don’t do that, click OPEN and voila! There’s your content.



- w X

® S = @ = 497%[4 2:57 PM

@ ASM for SOA Exam FM
12th Edition with... B

By using the cxponants of the (14
Agam. substititing im the formwla in lerma nf the nonts. we bave

Wl =10+

S= (144

which can be fisthes simplised us

EXAMPLE 3
Sow the follow
=929 (O
SOLUTION
Using the form)

122 of 638

XA
p— N

= A94%[@ 3:46 PM

@ ASM for SOA Exam FM
12th Edition with...

Bookmarks

Annotations

Up One Level
Section 1 Interest Rates and...

Section 2 Practical Applications

§2b. Unknown Time and Un...
Section 3 Annuities

Section 4 Complex Annuities
Section 5 Comparing Invest...
Section 6 Loans

Section 7 Bonds

§7a. Bonds and Other Investments
§7b. Finding the Price of a B...

§7c. Premium and Discount

§7d. Price Between Coupon Dates

§7e. Determination of Yield ...

§2a. Equations of Value, Time Val...

X

E

@

0000

©0O

You can navigate by swiping your finger to change pages in either direction or you can click on the slider at the bottom of
the screen and look for pages using the thumbnail viewer. You can also click the bookmarks icon, which looks like a ribbon in
the menu bar and select just like you can in the online viewer. Also note the Annotations button here.
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You can create a sticky note to place on your content.
And you‘ll notice that the highlight, underline and strikeout here too.
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Digital Content eReader
Features Overview

Thank you for taking a few moments to learn more
about the features of our Digital Content eReader.
Please refer to the frequently asked questions for more information on a wide number of topics.

Thank you for being our customer. We really appreciate your business!



