FIN 377.2
Financial Risk Management
Spring 2009

Professor Jennifer L. Juergens				Office Hours:  MW: 9:00am-10:30am
Office: CBA-North 6.316						         	3:30pm-4:30pm
Phone: 232-6841								By Appointment
Email: Jennifer.Juergens@mccombs.utexas.edu				
Course web site can be accessed through Blackboard

I. Course Description

Risk management has recently emerged as a crucial component to a firm’s financial well-being.  In order to stay viable, firms need to determine which risks they are exposed to, which risks the firm should keep, moderate, or ultimate eliminate.  This course provides an introduction to making such choices by providing a basic understanding of how to value and utilize various derivative instruments, including futures and options contracts and swap instruments.  Students should note that this is a technical course, and a substantial amount of mathematics and statistics will be used.  

The first part of the course will provide a primer on derivative security basics, including types of securities and basic trading and hedging strategies.  Next, we will examine the pricing of financial futures, including stock index, fixed income and foreign currency futures.  Using simple arbitrage arguments, we will develop standard pricing equations used by futures traders.  In the second part of the course, we will examine the pricing of options.  We will develop several models, including the Binomial Option Pricing model and the Black-Scholes Option Pricing model.  The course will conclude with advanced topics, including financial engineering, corporate hedging applications, real options, value-at-risk, and credit derivatives.

II. Classes

This course meets Mondays and Wednesdays in UTC 1.132 from 12:30pm to 2:00pm.

The class meetings will be a mixture of lecture and discussion.  Readings should be completed prior to the scheduled class and you should come prepared to contribute to classroom discussion.  The current markets provide a wealth of “real-world” material which will also likely be discussed for a few minutes each class.

III. Class Prerequisites

FIN 377.2 is an elective course, restricted for students who are currently enrolled in a major program in the College of Business Administration.  The prerequisite is credit or enrollment in FIN 367, and Mathematics 408D or 408L.  Further, students will benefit from having solid analytical skills and spreadsheet skills.

IV. Course Material

Given that this is an advanced undergraduate elective course, I will not be teaching directly from the textbook, although one is required.  View the required textbook as a supplementary view of my class lectures, which, given the complexity of the material covered in this course, should aid in a better understanding of the material.

· Textbook (Required): Derivatives Markets, Robert L. McDonald, Pearson Addison Wesley, 2nd Edition, 2006

· Handouts (Required): Any handouts that are given in class are considered important and testable material.  This includes lecture notes on Blackboard, which will be made available prior to each class period.

· Two case studies from Harvard Publishing to be purchased on (Required):
www.harvardbusinessonline.com
These case studies will be assigned later in the class.
		       
· Newspapers (Highly Recommended): Wall Street Journal.  Many articles relevant to this course will appear in the WSJ on a regular basis and it is at the instructor’s discretion as to when we will discuss, so please keep up.

V. Groupwork

Groupwork is a very important component of this course!

Each group should consist of 3-4 people and I strongly urge you to form groups as soon as possible.  Once you have formed a group, please send me an email with a list of the members’ names and email addresses.  Also, please choose a group name (be creative, but tasteful, please) so that I can refer to you more easily.  Class members who I have not heard from by Friday, January 30, 2009, will be assigned a group.

There are two major areas where you will be expected to work closely with others as a group: the HBS cases and the derivatives market project.

V.A. HBS Cases
Each case will come with a set of instructions at the outset of the case.  Students will have approximately two weeks to work on each case, which will involve some computations and analysis.  The case analysis should represent a cohesive study of the issue at hand and should answer the questions provided by the instructor.  Assume that you are submitting a report to your manager, so precision, conciseness, and thorough discussion is necessary.  Do not just answer the questions.  More to come on cases as they are assigned.

V.B. Derivative Market Project
Over the course of the semester, you will learn about many different derivatives products.  Your group must choose one type of derivative that we did NOT extensively cover in class (say, a currency swap or collateralized mortgage obligation or any other) write a 3-4 page description of the derivative, including the history of the product, a general description of what its aim is, the basics of pricing, and where (if) it is traded.  Each group must select their derivative for analysis by February 25, 2009 and the written analysis is due on April 29, 2009.  Students will give brief presentations of their derivative products on Wednesday, May 6, 2009 (last day of class).  Attendance and participation on that day is mandatory.

VI. Homework (both assigned and optional)

There will be ten (10) individual graded homework assignments during the semester.  In general, homework problems will be similar in nature to those I will ask on the exams, so please take homework assignments seriously.

Assignments are due before the lecture on the due date (due dates for homework assignments are posted below, but are subject to change).  Late homework will not be accepted.  NOTE: Solutions to all homework assignments will be posted on Blackboard immediately following the class in which homework assignments are due.  

Homework Assignment			Due Date
1 Basic Derivative Instruments		Monday, February 2, 2009
2 Strategies and Risk Management		Monday, February 9, 2009
3 Financial/Commodity Futures		Monday, February 23, 2009
4 Hedging/Interest Rate Futures		Monday, March 2, 2009
5 Swaps					Friday, March 6, 2009**
6 Option Pricing				Monday, April 6, 2009
7 BOPM					Monday, April 13, 2009
8 BSOPM/Greeks/Exotics			Monday, April 20, 2009
9 Corporate Applications/Real Options	Monday, April 27, 2009
10 VaR/Credit Derivatives			Monday, May 4, 2009

** Homework Assignments due on Fridays should be turned into my office by no later than 5pm on the due date (this is relevant for HW 5).  NO emailed assignments will be accepted.  Students can submit homework assignments in class on the Wednesday preceding the Friday due date if it is inconvenient to stop by my office.

VII. Examinations and Quizzes

There will be two mini-quizzes, one mid-term examination and one final examination given during the final exam week.  The quizzes will act as interim evaluations of the material covered from the beginning of the segment through the quiz.  The mid-term and final are comprehensive exams of the material for each section, but the final is not generally comprehensive.  All exams are closed book, closed notes.  You will be allowed to bring a (financial or scientific) and a writing instrument (given the largely mathematical structure of the course, I prefer that students take examinations in pencil).  The instructor will provide a formula sheet for each exam.

Participation in examinations is mandatory.  No make-up exams will be given without a valid excuse (which will be determined by the instructor).  Please make all effort to contact the instructor prior to the exam if you are unable to attend.  You have at maximum two (2) class days (up to a maximum of five (5) calendar days) following the exam to petition for a make-up.

VIII. Class Participation and Attendance

Class attendance is not mandatory (i.e. the instructor will not take daily attendance), but it is highly recommended that you make every effort to attend classes (note: Wednesday, May 6, 2009, is an exception).  As the majority of exams and homework assignments will come directly from class notes and lectures, it is to your benefit to attend class.  If you must miss class, it is up to you to make sure that you get any missed handouts from the instructor and notes from fellow classmates.  The instructor does not give out lecture notes for missed classes.

While attendance is not mandatory, part of your grade for this course is based on class participation.  Opportunities to participate in lectures, homework assignments, and current events are ways to earn class participation points.  Hint: If I don’t know you by the end of the semester, you probably haven’t been participating enough. 

IX. General Policies

IX.A Appeals
Grading errors must be submitted in writing within one week of the material being distributed to students.  Corrections are done per document, and therefore, could result in either a raising or lowering of the grade.  All re-grades must be explained in writing and must be signed.  The original document must accompany the request for a re-grade.

IX.B Accommodation
The University of Texas – Austin provides upon request appropriate academic accommodations for qualified students with disabilities.  For more information, contact the Office of the Dean of Students at 471-6259, 471-6441 TTY.

IX.C Academic Integrity
Students are expected to follow the University of Texas Honor Code:

“The core values of The University of Texas at Austin are learning, discovery, freedom, leadership, individual opportunity, and responsibility.  Each member of the University is expected to uphold these values through integrity, honesty, trust, fairness, and respect toward peers and community.”

If you have questions about the University of Texas Honor Code please consult:
www.utexas.edu/president/speeches/hc_042904.html

X. Tentative Course Calendar (subject to change)

Quiz 1	February 11, 2009
Derivative Project Selections Due	February 25, 2009
Exam 1	March 9, 2009
Case 1 Due	March 13, 2009 (can be turned in early if desired)
Quiz 2	April 20, 2009
Derivative Product Write-up	April 29, 2009
Case 2 Due	May 1, 2009
Derivative Project Presentations	May 6, 2009
Final Exam	Final Exam Week

Again, this is only a tentative schedule of major class events and is subject to revision.


XI. Grading

The overall score will be determined as the accumulation of all scores from the various course assignments:

	Class participation	50 points
	Homework	100 points (10 * 10 points)
	Derivative Project	75 points 
	Cases	200 points (2 * 100 points)
	Presenation	75 points
	Quizzes	200 points (2 * 100 points)
	Mid-Term Exam	150 points
	Final Exam	150 points
	Total	1000 points

XI. Course Outline (Tentative and changeable at instructor’s discretion)

Topic	Chapter	
Introduction	Chapter 1
Basic Derivatives Instruments	Chapter 2
Insurance, Collars, Other Strategies	Chapter 3
Introduction to Risk Management	Chapter 4

Quiz 1

Financial Futures and Forwards	Chapter 5
Commodity Futures and Forwards	Chapter 6
Hedging Strategies	Lecture Notes, Chapters 4, 5, and 6
Interest Rate Forwards and Futures	Chapter 7
Interest Rate Swaps	Chapter 8 (Interest rate swap section ONLY)

Mid-Term Examination

Option Pricing	Chapter 9
Binomial Option Pricing	Chapters 10 and 11
Black-Scholes Option Pricing	Chapter 12
The Greeks	Chapter 13
Exotics	Chapter 14 and Chapter 22

Quiz 2

Financial Engineering	Chapter 15
Corporate Applications	Chapter 16
Real Options	Chapter 17
Value at Risk	Chapter 25
Credit Risk and Derivatives	Chapter 26

Final Examination
