CALIFORNIA STATE UNIVERSITY, FULLERTON

MIHAYLO COLLEGE OF BUSINESS AND ECONOMICS

DEPARTMENT OF FINANCE
(657) 278-2217
FIN 562 Course Outline
Course:    Enterprise Risk Management (FIN562)

Instructor:    Dr. Stephen P. D'Arcy & Dr. Weili Lu




Semester:
Spring 2012



Office: SGMH5191
Time:
Tuesday



Hours: Tues 6-7 pm and by appoint.




7:00-9:45pm
 


Phone: (657) 278-3679

Classroom:    LH 302




Email: sdarcy@fullerton.edu








            wlu@fullerton.edu
Teaching Assistant:   Daniel Decker 

Email:  ddeck053@csu.fullerton.edu
Textbook:

James Lam, Enterprise Risk Management and Insurance: from Incentive to Controls, the 1st edition, 2003, published by John Wiley and Sons, Inc., Hoboken, New Jersey.
Recommended books (on reserve in Business Library):
Jack Hampton, Fundamentals of Enterprise Risk Management, American Management Association, AMACOM Books, 2009.

Renee and Don Martin, The Risk Takers:  16 Women and Men Who Built Great Businesses Share Their Entrepreneurial Strategies for Success, Vanguard Press, New York, 2010.
Robert Moeller, COSO Enterprise Risk Management: Understanding the New Integrated ERM Framework. The 1st edition, 2007, published by John Wiley and Sones, Inc., Hoboken, New Jersey. (COSO book).
Thomas L. Barton, William G. Shenkir, Paul L. Walker, Making ERM Pay off: How leading Companies Implement Risk Management. Sponsored by Financial Executive Research Foundation and Published by Prentice Hall, 2002 (BSW book)
Required Readings:
Please see the attachment at the end.

Course Description: 

The course is the application and extension of the basic risk management principles learned from Fin 560 to all risks facing an enterprise. Since the passage of Sarbanes-Oxley Act of 2002 Enterprise Risk Management (ERM) has become a very important issue for all firms. The course presents the ERM framework which integrates hazard (pure), financial, strategic and operational risks. There are seven building blocks discussed for developing an ERM program so that it becomes a tool to maximize firm value. The lectures consist of three components, including a pre-recorded PowerPoint presentation with audio, an in-class lecture and class projects.
Course Objectives:
The primary objective of this course is to study Enterprise Risk Management at an advanced level on the following topics:

· ERM Concept and Framework

· ERM Process

· Risk Categories and Identification

· Risk Modeling and Aggregation of Risk

· Risk Measures

· Risk Management Tools and Techniques

· Economic Capital

Prerequisite: 


Finance 517 or permission from the instructor.

Course Policy: 

1. Teaching Method: Pre-recorded lectures, in class lectures and discussions and graded class activities.  

Well-known ERM experts, Chief Risk Officers in large corporations and executives of insurance companies will be invited to give presentations on their ERM programs. Interaction with the instructors, guest speakers and fellow students is required.


2. Homework: 
Assignments will be distributed after each relevant section is 

    covered.  Students may work cooperatively on these assignments, but must turn in individual assignments.
3. Group Projects: 
The class will include two group projects.  The first will be an analysis of a recent ERM failure. The second project will be a risk dashboard (a graphical display of key risks) for an organization of your choice (subject to instructor approval).
4. Weekly Review Questions: During most classes there will a brief test on the material covered in the pre-recorded lectures for that week.  These will generally be short essay questions to check your understanding of key concepts and your ability to explain these aspects of ERM.
5. Exams: There will be one mid-term exam and one final exam. Both exams will be open book, open note.  It is the responsibility of students to read the text book and any other reading materials over the course of the semester. The key to success in the exams will be to understand the readings and lecture material thoroughly.


6. Grading: 



A. Grading Weight





In-class exercises and class participation
  5%

Homework




15%

Group Projects



20%

Weekly Review Questions


20%





Midterm 




20%





Final





20%









           100%

The course grade will be determined mainly by the homework, review questions, exams, class involvement, and the effort put forth on the group project. The instructor reserves the right to normalize the course grade distribution for a reasonable distribution. The plus/minus grading scale will be used by the instructor in the final course grade. Participation in CIS symposiums will earn 2 points extra credit for each sypmposium, subject to a maximum of 10 points.

B. Grading Scales




Course Grade
GPA
Percentage





A+
4.0
98-100




A
4.0
94-97





A-
3.7
90-93





B+
3.3
88-89





B
3.0
84-87





B-
2.7
80-83





C+
2.3
78-79





C
2.0
74-77





C-
1.7
70-73





D+
1.3
68-69





D
1.0
64-67





D-
0.7
60-63





F
less than 60%


6. Note: There will be no make-up exams.

7. Withdrawal policy: Conforms to the withdrawal policy of CSUF


8. Academic Dishonesty: Conforms to the official policy of CSUF   

The Department of Finance requires that students engaging in academic dishonesty receive a grade of F. In addition, Department policy requires that all individuals engaging in academic dishonest be reported to the Vice President of Student Affairs.


Academic dishonesty takes place whenever a student attempts to take credit for work that is not his/her own or violates test taking rules. Examples of academic dishonesty during test taking include looking at other student’s work, passing answers among students or using unauthorized notes. When students sitting next to each other have identical answers, especially the same mistakes, this may indicate academic dishonesty. Examples of academic dishonesty on out-of-class projects include submitting the work of others or quoting directly from published material without footnoting the source. If there are any questions about the proper use of outside sources, students should consult with the professor.
9. Attendance: Attendance is vital to class participation and will be taken and used in determining the final grade. Absences for which a medical or court excuse is provided (professional letterhead required) will be recorded but not figured in the attendance grade. Likewise, one absence for which advance notice is given by phone or in person will not be figured in the attendance grade. Any significant tardy or early departure from class will be figured as half an absence.
Special Needs

The University requires students with disabilities to register with the Office of Disabled Student Services (DSS), located in UH-101 and at (714) 278 – 3112, in order to receive prescribed accommodations appropriate to their disability.  Students requesting accommodations should inform the instructor during the first week of classes about any disability or special needs that may require specific arrangements/accommodations related to attending class sessions, completing course assignments, writing papers or quizzes/tests/examinations.
Mihaylo College of Business and Economics Assessment Statement

The main purpose of the degree program at the Mihaylo College of Business & Economics (College) at Cal State Fullerton is to provide you with the knowledge and skills that prepare you for a successful career in business. In order to assist us in achieving this goal, we will use a number of assessment tools to track your progress throughout the College curriculum. Please expect to participate in College assessment activities in several of your courses while at CSU, Fullerton. As you do so, you will assist us in identifying our program’s strengths and weaknesses as well as areas for potential improvement. In other words, you are making an important investment in the value of your degree.

Date

Topic and Readings







January 24
Lecture 1 – ERM Concept


Required:
Lam – Preface and Chapters 1-3


Recommended:
D’Arcy – ERM paper Journal of Risk Management of Korea

http://www.business.uiuc.edu/~s-darcy/papers/erm.pdf
January 31
Lecture 2 – ERM Framework 


Required:
Lam – Chapters 4-6




D’Arcy, S. P., 2009, “Risk Appetite,” Risk Management, 15, pp. 38-41.

http://www.soa.org/library/newsletters/risk-management-newsletter/2009/march/jrm-2009-iss15.pdf
February 7
Lecture 3 – ERM Process

Required:
Standard & Poor’s, 2005, “Insurance Criteria: Evaluating the Enterprise Risk Management Practices of Insurance Companies.”

http://www.rims.org/Download/Insurance_criteria_evaluating_the_ERM.pdf
Recommended:
Lam – Chapters 12-14

February 14
Lecture 4 – Risk Categories and Identification

Required:
Joint Risk Management Section, A New Approach to Managing Operational Risk, pages 1-35, 67-76, 79-83. 

http://www.casact.org/cms/files/research-new-approach_1.pdf
Recommended:
CAS ERM Committee, 2003, Overview of ERM, pages 1-13, 27-31. http://www.casact.org/research/erm/overview.pdf
February 21
Lecture 5 – Risk Reports

Required:
COSO, Effective Enterprise Risk Management – The Role of the Board of Directors, 2009.

http://www.coso.org/documents/COSOBoardsERM4pager-FINALRELEASEVERSION82409.pdf
COSO, Enterprise Risk Management – Integrated Framework, Executive Summary, September 2004.

http://www.coso.org/Publications/ERM/COSO_ERM_ExecutiveSummary.pdf
Lam, Emerging Best Practices in Developing Key Risk Indicators and ERM Reporting

http://www.gsm.pku.edu.cn/stat/public_html/ifirm/reports/ERM%20Dashboard_KRI%20White%20Paper_October%202006(james%27s%20paper2).pdf
February 28

Lecture 6 – Risk Measures


Required:
Lam – Chapter 9

CAS ERM Committee, 2003, Overview of ERM, pages 14-26.  http://www.casact.org/research/erm/overview.pdf
Joint Risk Management Section, A New Approach to Managing Operational Risk, pages 62-65. 

http://www.casact.org/cms/files/research-new-approach_1.pdf

March 6

Lecture 7 – Interest Rate Risk


Required:
Appendix to D’Arcy and Gorvett, Duration of Liabilities, PCAS




(pdf available under Course Documents section of Blackboard) 

March 13
Lecture 8 – Risk Management Tools


Required:
Lam - Chapters 7 and 8
Recommended:
Lam - Chapters 15 and 18

March 22
Lecture 9 – Review

April 3
Lecture 10 – Systemic Risk for Insurers – Mortality, Morbidity, Longevity, Catastrophes and Inflation

Required:
Lowe, Emerging Risk for P&C Insurers:  Inflation, Emphasis, 2009/3
http://www.towersperrin.com/tp/getwebcachedoc?webc=USA/2009/200911/Emp_09-3_LastWord-Web.pdf



Kenney, The Longevity Bubble, Contingencies, March/April 2010

http://www.contingenciesonline.com/contingenciesonline/20100304?pg=6#pg14
Insurance Information Institute, Catastrophes - Insurance Issues, March 2010 (pages 1-2, 7-14)

http://www.iii.org/media/hottopics/insurance/catastrophes/
Lloyd’s, Pandemics Potential Insurance Impacts, (Pages 3, 6-8, 13, 16-24)

http://www.lloyds.com/NR/rdonlyres/08B1357D-AD59-4C48-8064-99AF6F4F340/0/ER_Pandemic_InsuranceImpacts.pdf
April 10

Lecture 11 – Risk Modeling

Required:
Ahlgrim, D’Arcy and Gorvett, Parameterizing Interest Rate Model, Casualty Actuarial Society Forum, 1999

http://www.casact.org/pubs/forum/99sforum/99sf001.pdf

April 17

Lecture 12 – DFA Models

Required:
D’Arcy, Gorvett, Herbers, and Hettinger - Contingencies, November/December 1997
Recommended:
D’Arcy and Gorvett - The Use of Dynamic Financial Analysis to Determine Whether an Optimal Growth Rate Exists for a Property-Liability Insurer, Journal of Risk and Insurance, 2004.

April 24

Lecture 13 – Economic Capital Models

Required:
D’Arcy, Capital Allocation in the Property-Liability Insurance Industry

May 1

Lecture 14 – Risk Aggregation


Readings to be announced

May 8

Lecture 15 - Review

May 15

Final Exam 

7:30-9:20 p.m.

Group Projects
1. For one company (to be assigned) that suffered a major loss recently

a. Describe what happened 
i. Magnitude

ii. Specific causes

iii. Effect on company

b. What evidence of the potential problem (described above) was available in public reports prior to occurrence?
i. Annual reports

ii. 10-k

iii. Analyst reports

iv. Company statements relating to risk
v. Financial news services (Bloomberg, Reuters, etc.)

vi. Value-at-Risk or other metrics

c. What revisions to regulatory reporting requirements would be useful to more clearly reveal these types of problems in advance?

d. This project will be due on March 13
2. Develop a risk dashboard (graphical display of key risks) for a company or organization that at least one member of the group is familiar with
a. Describe the organization
b. Explain the key risks
c. Show the risk dashboard
d. This project will be due on May 1
Assignments

(One assignment will be due approximately every other week)

Introductions

ERM Concept, Process and Framework
Risk Categories and Risk Reports
Risk measures
Interest rate risk

Systemic risk
DFA model

Capital allocation
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