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School of Administrative Studies

Faculty of Liberal Arts and Professional Studies

Financial Risk Management
Course Number: AP/ADMS 4509 Section A
Terms: Fall 2019
Course Outline
Instructors:
Professor Xiaofei Li 





Email: xiaofeil@yorku.ca




Office: Atkinson 235A





Phone: (416) 736-2100 ext. 30119 




Office Hours: Wednesdays, 1 pm – 3 pm, or by appointments



Class Hours and Rooms: Thursdays, 11: 30 am – 2:30 pm, in HNE 037
Course Description

Financial risk management is an area of financial services that is growing rapidly across the globe. Identifying and managing financial risks is critical for financial success, and ignoring these risks will very likely cause financial failure. This course introduces risk management theory and provides a practical approach to understanding the ways in which risks are quantified and managed. 
The first part of the course will present students with the tools used to assess financial risk. Students will attain a good understanding of how risk is measured, how derivatives and fixed income securities work, and how these securities are used in risk management. The second part of the course will introduce students to risk management concepts such as value at risk (VaR) and stress testing. Students will then learn how to apply these concepts and the tools acquired in the first part of the course to market, credit, operational, liquidity, and enterprise risk management. 

By the end of this class, students will be able to master key concepts and issues of financial risk management and to evaluate risk management practices in an industry setting. This course will be particularly useful for those students studying for Global Association of Risk Professionals (GARP®), and/or Professional Risk Managers' International Association (PRMIA®), and/or Chartered Financial Analyst (CFA®) designations.
Prerequisites
ADMS 3531 (Personal Investment Management) is the prerequisite. ADMS 4503 (Derivative Securities) and ADMS 4504 (Fixed Income Securities and Risk Management) are highly recommended to be taken prior to or concurrently with this course.

Student Evaluation

Test 1


10%

Midterm Exam
30%
Test 2


10%
Final Exam

40%
Class Participation      10%
Required Textbook
Risk Management and Financial Institutions, fourth edition, John C. Hull, Wiley, 2015, ISBN: 978-1-118-95594-9 (hereafter, Hull 4th), or fifth edition, John C. Hull, Wiley, 2018, ISBN: 978-1-119-44811-2 (hereafter, Hull 5th). 

Supplementary Readings 

1. Value at Risk: The New Benchmark for Managing Financial Risk, third edition, Philippe Jorion, McGraw-Hill, 2007, ISBN-13: 978-0-07-146495-6.
2. Financial Risk Manager Handbook, sixth edition, Philippe Jorion, GARP, Wiley, 2011, ISBN: 978-0-470-90401-5.

Please Note: A number of articles and cases will be provided at the course web site throughout the course.

Method of Instruction

Each class involves a combination of lectures, discussions and problem-solving. PowerPoint slides will be available on the course website in advance of every class. Throughout the course, your active participation is encouraged. You are required to think, to analyse, to evaluate, and to apply problem-solving techniques. You are also expected to complete assigned reading and/or problem-solving materials for each class. 

Calculator

You need a handheld non-programmable calculator that includes basic math functions (e.g., logarithm, exponential, square root, and power functions). It is also helpful if the calculator includes basic financial functions (e.g., PV, FV, and PMT etc.). 

Tests and Midterm and Final Exams
Tests and midterm and final exams are closed book and involve problem-solving and short answers. If you miss a midterm exam for a legitimate reason, your final exam performance relative to other students in the class will be used to estimate your midterm exam mark. There is no make up midterm exam. Neither there is a make-up test. The estimation and any further adjustments will be entirely at the discretion of the Course Director/Area Coordinator and not subject to any appeal. Students with a conflict due to religious reasons will be accommodated. Please inform the Course Director in writing by the second class if you have such a conflict. All students who need a passing grade for the course must take the final exam and write at least one test.

Note: It is the policy of the School of Administrative Studies Finance Area that instructors will not sign a DSA form if a student misses both the midterm and final exams. Students in this situation will need to petition for a remedy appropriate to their circumstances.

Formula Sheets

The formula sheets that you will need for tests and midterm and final exams will be posted on the course web site well before the test/exam dates. Do not bring the formula sheets to the tests/exams with you. You will be provided with copies of the formula sheets at the tests/exams.

Policy for Exam Deferrals
According to the School Guidelines, Deferred Standing Agreement (DSA) may be granted to undergraduate students who are unable to write their final examination at the scheduled time or to submit their final assignment on the last day of classes. NOTE: There is no provision for rewriting a final examination to improve a final grade. In fact, students who defer the final examination experience a high failure rate because they start to forget what they have learned during the course. 


In order to apply for deferred standing, students must complete a DSA form and submit their request no later than five (5) business days from the date of the exam.  The request must be properly submitted with supporting documentation directly to the main office of the School of Administrative Studies (Atkinson 282), NOT to the Course Director. These requests will be considered on their merit and decisions will be communicated to the students by the main office. Students with approved DSA will then be able to write their deferred examination during the School's deferred examination period.  No further extensions of deferred exams shall be granted.  The format and covered content of the deferred examination may be different from that of the originally scheduled examination. The deferred exam may be closed book, cumulative and comprehensive and may include all subjects/topics of the textbook whether they have been covered in class or not.  Any request for deferred standing on medical grounds must include an Attending Physician's Statement form; a “Doctor’s Note” will not be accepted.

DSA Form: http://www.registrar.yorku.ca/pdf/deferred_standing_agreement.pdf 


Attending Physician's Statement form: http://www.yorku.ca/laps/council/students/documents/APS.pdf 

Tentative Course Schedule
The topic order will be as stated below. However, if we can not finish the material listed in a week, the remainder will be carried forward to the following week. Depending on time constraints some topics may be subject to minor changes.

	Week
	Date


	Topics and Chapter Readings



	1
	September 5th 
	Introduction, Bonds, and Interest Rate Risk
Hull (for both 4th and 5th editions), Chapters 1 and 9

	2
	September 12th
	Futures and Options, and How Traders Manage Their Risks
Hull, Chapter 8


	3
	September 19th

	Volatility, Correlations and Copulas 

Hull, Chapters 10 and 11

	4
	September 26th 
Test 1, Friday, September 27th, 7 – 8 pm, room TBA
	Value at Risk and Expected Shortfall 

Hull, Chapter 12
Test 1 covers Weeks 1 – 3

	5
	October 3rd 
	Market Risk Value at Risk
Hull, Chapters 13 and 14

	6
	October 10th 


	Regulation

Hull, Chapters 15, 16, and 17


	
	Midterm Exam, Friday, October 11th, 7 – 9 pm, room TBA
	Midterm exam covers Weeks 1 – 5 



	7
	October 24th
	Credit Risk I
Hull, Chapters 18 and 19

	8
	October 31st 

	Credit Risk II
Hull, Chapters 20 and 21

	9
	November 7th 
Test 2, Friday, November 8th , 7 – 8 pm, room TBA
	Operational Risk, Scenario Analysis and Stress Testing

Hull, Chapters 22 and 23 

Test 2 covers Weeks 6 – 8


	10

11
	November 14th
November 21st 
	Liquidity Risk and Model Risk
Hull, Chapters 24 and 25

Economic Capital, RAROC, and Enterprise Risk Management
Hull, Chapters 26 and 27

	12
	November 28th
	Risk Management Mistakes to Avoid, and Final Exam Review

Hull 4th, Chapter 28, or Hull 5th, Chapter 29 
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