
JAM © May 2009 Section 1 Page 1 of 159 

Section 1: Modern Corporate Financial Theory 
 

Financial Theory and Corporate Policy (4th edition) by Copeland, Weston, Shastri 
Chapter 2 – Investment Decisions: The Certainty Case          3 

 
Financial Markets and Corporate Strategy by Greenblatt & Titman  

Chapter 18: How Managerial Incentives Affect Financial Decisions  (FET-162-08)  12 
Chapter 19: The Information Conveyed by Financial Decisions  (FET-163-08)   22 

 
Risk Management by Crouhy 

Chapter 2: The New Regulatory and Corporate Environment (FET-164-08)    31 
Chapter 14: Capital Allocation and Performance Measurement  (FET-112-07)   43 

 
The New Corporate Finance (Third Edition) by Chew 
 Chapter 31: Theory of Risk Capital in Financial Firms         51 
 
Investment Guarantees by Hardy 

Chapter 9: Risk Measures (pages 157-169)            58 
 
One Step in the Right Direction: The New C-3a Risk-Based Capital Component  
(FET-109-07)                     63 
 
Capital Allocation in Financial Firms by Andre Perold  (FET-114-07)       67 
Specialty Guide on Economic Capital – March 2004 (FET-115-08)        72 
 
The Cost of Capital for Financial Firms  (FET-145-08)          81 
Solvency Measurement for Property-Liability Risk-Based Capital  (FET-146-08)    96 
VaR: Seductive but Dangerous by Tanya Beder  (FET-139-07)        103 
 
Report to the American Academy of Actuaries’ C3 Life and  
Annuity Capital Work Group – September 2008 (Pages 1-27 only) (FET-168-09)   105 
 
Investor & Management Expectations of the Return on Equity Measure vs.  
Some Basic Truths of Financial Accounting by Smith, The Financial Reporter, 9/03  112 
 
Capital Allocation by Percentile Layer by Bodoff          114 
 
A Principles-Based Reserves and Capital Standard by Friedman,  
Tillinghast Emphasis 2006  (FET-141-08)            124 
Do Life Insurer RBC Ratios Really Reflect Underlying Risk Levels?,  
Citigroup, April 2007 – exclude appendix  (FET-142-08)         127 
 
Introducing Moody's New Liquidity Model for U.S. Life Insurance Companies,  
Moody's, June 2003  (FET-143-08)              131 
 
The New Risk-Based Insurance Capital Model by Standard and Poor's  (FET-144-08)  136 

 
Corporate Finance Theory by Megginson 

Chapter 2: Ownership, Control, and Compensation         150 

JAM © May 2009 Section 2 Page 1 of 239 

Section 2: Corporate Financial Applications 
 

Financial Theory and Corporate Policy (4th edition) by Copeland, Weston, Shastri 
Chapter 9 – Multi-period Capital Budgeting under Uncertainty:   

Real Options Analysis              3 
Chapter 15 – Capital Structure and the Cost of Capital: Theory and Evidence     21 
Chapter 16 − Dividend Policy: Theory and Empirical Evidence       49 
Chapter 18 − Acquisitions, Divestitures, Restructuring, and  

 Corporate Governance (pages 781-806)          63 
 
Life, Health, and Annuity Reinsurance by Tiller  (FET-161-08) 

Chapter 5: Advanced Methods of Reinsurance           72 
 
Insurance Industry Mergers and Acquisitions by Toole (2005) 

Chapter 1: Introduction                  94 
Chapter 2: M&A Process Overview             102 
Chapter 3: Finance                 120 
Chapter 4: Valuation Techniques             133 

 
Integrated Risk Management by Doherty 

Chapter 13: Contingent Leverage Strategies and Hybrid Debt  (FET-108-07)   162 
Chapter 16: A Case Study: The Securitization of Catastrophe Risk  (FET-165-08)  175 

 
Corporate Finance Theory by Megginson  (FET-160-08) 

Chapter 9: Understanding and Accessing Financial Markets       187 
 
Financial Decision-Making: A Behavioral Perspective  (FET-147-08)     198 
 
Securitization of Life Insurance Assets and Liabilities  (FET-148-08)      203 
 
Are You Paying Too Much for That Acquisition?  (FET-149-08)       215 
 
Insurance Mergers & Acquisitions  (FET-150-08)          219 
 
Real and Illusory Value Creation by Insurance Companies  (FET-151-08)    232 

  

JAM © May 2009 Section 3 Page 1 of 128 

Section 3: Advanced Derivatives 
 

Investment Management for Insurers by Babbel and Fabozzi 
Chapter 13: Problems Encountered in Valuing Interest Rate Derivatives     3 

 
The New Corporate Finance (Third Edition) by Chew 
 Chapter 32: How to Use the Holes in the Black-Scholes          5 
 
Investment Guarantees by Mary Hardy 

Chapter 6: Modeling the Guarantee Liability            9 

Chapter 8: Dynamic Hedging for Separate Account Guarantees       13 

Chapter 12: Guaranteed Annuity Options            20 

Chapter 13: Equity-Indexed Annuities             23 
 
Options, Futures, and Other Derivatives (7th edition) by Hull 

Chapter 7 – Swaps                  31 

Chapter 11 – Binomial Trees               43 

Chapter 12 – Wiener Processes and Itô’s Lemma           51 

Chapter 13 − The Black-Scholes-Merton Model           56 

Chapter 17 – The Greek Letters               66 

Chapter 18 – Volatility Smiles               76 

Chapter 19 – Basic Numerical Procedures            81 

Chapter 24 – Exotic Options                95 

Chapter 32 – Swaps Revisited              102 
 
 

Equity-Indexed Life Products by Ho and Sham  (FET-101-09)       106 

Variable Annuities – “No Loss” Propositions by Boris Brizeli  (FET-102-07)     110 

 

Quantitative Strategies Research Notes, “Model Risk” by Derman  (FET-152-08)   115 

 

Current Issues: Options – What Does an Option Pricing Model tell us  
about Option Prices?  by Stephen Figlewski  (FET-153-08)        118 

 

Use of Stochastic Techniques to Value Actuarial Liabilities Under Canadian GAAP 
by the Canadian Institute of Actuaries  (FET-155-08)         120 

  

JAM © May 2009 Section 4 Page 1 of 98 

Section 4: Financial Markets and Modeling 
Techniques 

 
Investment Management for Insurers by Babbel and Fabozzi 

Chapter 11 − The Four Faces of an Interest Rate Model         3 
 

Investment Guarantees by Hardy 
Chapter 1 − Investment Guarantees (pages 11-14 only)          7 

Chapter 2 − Modeling Long-Term Stock Returns           9 

 
Validation of Long Term Equity Return Models for Equity-Linked Guarantees    14 
by Hardy, Freeland, and Till  

 
Investment Guarantees by Hardy 

Chapter 3 − Maximum Likelihood Estimation for Stock Return Models   19 
Chapter 4 − The Left-Tail Calibration Method          21 

Chapter 5 − Markov Chain Monte Carlo (MCMC) Estimation      25 
 

Options, Futures, and Other Derivatives (Seventh Edition) by Hull  

Chapter 21 − Estimating Volatilities and Correlations        28 

Chapter 26 (sections 26.1 to 26.3) – More on Models and Numerical Procedures   35 

Chapter 27 − Martingales and Measures            37 

Chapter 28 – Interest Rate Derivatives: The Standard Market Models    43 
Chapter 29 – Convexity, Timing, and Quanto Adjustments       52 

Chapter 30 – Interest Rate Derivatives: Models of the Short Rate     57 
Chapter 31 – Interest Rate Derivatives: HJM and LMM        69 

 

The Oxford Guide to Financial Modeling  
Chapter 5 - Interest Rate Derivatives: Interest Rate Models (FET-106-07)   74 

Chapter 6 - Implied Volatility Surface: Calibrating the Models (FET-106-07)  84 

 
“Empirical properties of asset returns: stylized facts and statistical issues” 
Quantitative Finance Volume 1 (2001) by Rama (FET-169-09)       95 



JAM © May 2009 Section 5 Page 1 of 63 

Section 5: Efficient Markets & Information 
Theory 

 
Financial Theory and Corporate Policy (4th edition) by Copeland, Weston, Shastri 

Chapter 6 – Market Equilibrium: CAPM and APT (pages 164-188)      3 

Chapter 10 – Efficient Capital Markets: Theory           10 

Chapter 11 – Efficient Capital Markets: Evidence          19 

Chapter 12 – Information Asymmetry and Agency Theory        29 

 

An Introduction to Applicable Game Theory by Gibbons,  
Journal of Economic Perspectives, Winter 1997 (FET-156-08)        47  
      

 

Finance Applications of Game Theory by Allen and Morris, 1998 (FET-157-08)    58 

 

 
 

 
 

 

  

JAM © May 2009 Condensed Outline Page 1 of 99 

Condensed 
Outline 

 

For Your Memorizing Pleasure 
 

 
 
 
Section 1        3 
 
Section 2       26 
 
Section 3       62 
 
Section 4       81 
 
Section 5       93 
 

JAM © May 2009 Practice Problems Page 1 of 81 

Practice Problems 
 
This section includes practice essay questions.  You should probably not use this section 
until you have completed a detailed reading of the syllabus (perhaps in October).  It is 
divided into two parts: 

1. Past SOA Exam Questions and Solutions (Page 2) 
I reviewed the past Course 8V exams to determine the ones applicable for this 
syllabus. The pages in the JAM Study Guide are noted with each question. Also, 
I included solutions for most of the numerical type problems.  

2. Essay Problems (Page 27) 
These 31 original essay problems are designed to be exam caliber. The pages in 
the JAM Study Guide are noted with each question. These questions should give 
you a feel for the style of questions and more importantly the structure of the 
solutions. 

The solutions for the essay questions are presented in a grading outline format. 
This should help you better view solutions from a grader's perspective. I have 
been involved with SOA exam committees for over ten years, so I have seen and 
created many grading outlines.  Keep the following concepts in mind when using 
the grading outlines: 

a. The total number of points (e.g. 37 on the first question) is arbitrary. 
b. The question writer will determine how many points are necessary to pass 

the question (score a 6) and how many are needed to get full credit (score 
a 10). 

c. Your overall exam score is approximately a weighted average of your 
individual question scores, with the weights being the number of points 
each question is worth. 

d. More points are given for the main concepts. 

e. Using shorthand and common abbreviations is acceptable. 
f. You can get a lot of partial credit in numerical type problems if you 

clearly show your work.  Do not just write the answer. 


