
 
  

  

Risk Management 
 

Course Module in Corporate Financial Management 
 
Course Modules help instructors select and sequence material for use as part of a course. Each module 
represents the thinking of subject matter experts about the best materials to assign and how to organize 
them to facilitate learning. 
 
Each module recommends four to six items. Whenever possible at least one alternative item for each 
main recommendation is included, as well as suggested supplemental readings that may provide a 
broader conceptual context. Cases form the core of many modules but we also include readings from 
Harvard Business Review, background notes, and other course materials. 
 
1. Overview of suggested content (HBS case unless otherwise noted) 
 

Title Author Product 
Number 

Publication 
Year 

Pages Teaching Note 

1. Risk Management Theory 
Why Manage Risk?  
(HBS background note) 

Tufano & 
Headley 

294107 1994 6p -- 

Framework for Risk 
Management  
(HBR article) 

Froot, 
Scharfstein, 
& Stein 

94604 1994 12p -- 

Alternative: Introduction to 
Derivative Instruments  
(HBS background note) 

Kester & 
Backstrand 

295141 1995 23p -- 

2. Introductory Case 

United Grain Growers Ltd. 
(A) 

Tufano & 
Musher 

201015 2001 16p 204124 

3. Commodity Risk 
Risk Management at Apache Tufano 201113 2001 16p 204124 

4. Currency Risk 
Hedging Currency Risk at 
AIFS 

Desai 205026 2004 17p 206025 

Alternative: Samoa Tala Coval, 
Chowdhry, & 
Saxena 

209053 2008 20p 209069 

5. Interest Rate Risk 
Liability Management at 
General Motors 

Tufano 293123 1993 18p 296062 
 

https://hbsp.harvard.edu/product/294107-PDF-ENG?itemFindingMethod=Search
https://hbsp.harvard.edu/product/94604-PDF-ENG?itemFindingMethod=Search
https://hbsp.harvard.edu/product/94604-PDF-ENG?itemFindingMethod=Search
https://hbsp.harvard.edu/product/295141-PDF-ENG?itemFindingMethod=Search
https://hbsp.harvard.edu/product/295141-PDF-ENG?itemFindingMethod=Search
https://hbsp.harvard.edu/product/201015-PDF-ENG?itemFindingMethod=Search
https://hbsp.harvard.edu/product/201015-PDF-ENG?itemFindingMethod=Search
https://hbsp.harvard.edu/product/201113-PDF-ENG?itemFindingMethod=Search
https://hbsp.harvard.edu/product/205026-PDF-ENG?itemFindingMethod=Search
https://hbsp.harvard.edu/product/205026-PDF-ENG?itemFindingMethod=Search
https://hbsp.harvard.edu/product/209053-PDF-ENG?itemFindingMethod=Search
https://hbsp.harvard.edu/product/293123-PDF-ENG?itemFindingMethod=Search
https://hbsp.harvard.edu/product/293123-PDF-ENG?itemFindingMethod=Search


 
  

  

Alternative: Wal-Mart’s Use 
of Interest Rate Swaps 

Kimbrough et 
al. 

108038 2008 22p -- 

6. Credit Risk 
Saginaw Parts Co. and the 
General Motors Corp. Credit 
Default Swap 

Fruhan 210056 2010 2p 210057 

Alternative: First American 
Bank: Credit Default Swaps 

Chacko & 
Strick 

203033 2002 18p 203101 

 
II. Rationale for selecting and sequencing the items in this module 
Why is risk management important? In Section 1, the best-selling HBS note Why Manage Risk? gives 
five conditions under which a corporation can add to shareholder value through risk management better 
than an individual investor could. The Harvard Business Review article “A Framework for Risk 
Management” takes one of those conditions – investment policy – and demonstrates why cash flow 
hedging is critical to ensure that companies have internally-generated funds available to make value-
enhancing investments. The authors provide guidance on evaluating the sensitivity of cash flows and 
investment opportunities to risk variables in order to develop a hedging policy. The supplementary note 
Introduction to Derivative Instruments provides useful technical information on the three major groups of 
risk management tools: options, forwards and swaps. 
 
Section 2 features United Grain Growers Ltd. (A), an accessible case about a Canadian grain distributor 
specifically written to introduce students to the basics of risk management. It provides a platform to 
discuss various types of risks (market, operational, and strategic), the Value-at-Risk concept, and whether 
traditional insurance or a derivative product provides the better solution.  
 
The next four sections walk through risk management options for various classes of risk: commodity risk, 
currency risk, interest rate risk, and credit risk. In Section 3, commodity risk, the time-tested Risk 
Management at Apache case describes how an independent oil company decided how far it should take 
its derivative-based hedging of its recent oil and gas acquisitions. The alternative, Ashanti Goldfields 
Company Limited, describes how a Ghanian mining company approached a major acquisition with risk 
management challenges, hedging against changes in the price of gold with increasingly sophisticated 
derivatives. 
 
To illustrate currency exposure risk, Section 4 recommends Hedging Currency Risks at AIFS, in which 
the manager of a US-European study abroad program is reviewing its hedging program and use of 
forward contracts and currency options. Adding sales volume risk (forecast vs. actual) to the analysis 
adds a level of sophistication to the students’ discussion. In the alternative, Samoa Tala, a microfinance 
institution needs to adopt a sophisticated hedging strategy against currency risk to compensate for the 
lack of a derivatives market in its home currency. It provides a detailed account of how knowledge of an 
exchange rate regime can be used to synthesize a forward on the currency of a country. 
 
Section 5 is concerned with interest rate risk. The main selection, Liability Management at General 
Motors, focuses on managing interest rate exposure from existing liabilities on the balance sheet. The 
case explores the difficulty of measuring risk in industrial firms related to economic factors and the fine 
line between risk management and speculation. The more alternative, Wal-Mart’s Use of Interest Rate 

https://hbsp.harvard.edu/product/108038-PDF-ENG?itemFindingMethod=Search
https://hbsp.harvard.edu/product/108038-PDF-ENG?itemFindingMethod=Search
https://hbsp.harvard.edu/product/210056-PDF-ENG?itemFindingMethod=Search
https://hbsp.harvard.edu/product/210056-PDF-ENG?itemFindingMethod=Search
https://hbsp.harvard.edu/product/210056-PDF-ENG?itemFindingMethod=Search
https://hbsp.harvard.edu/product/203033-PDF-ENG?itemFindingMethod=Search
https://hbsp.harvard.edu/product/203033-PDF-ENG?itemFindingMethod=Search


 
  

  

Swaps, describes the retailer’s use of interest rate swaps to hedge the fair value of its fixed-rate debt 
against interest rate volatility. It has an interesting side-focus on the effect of hedging on accounting 
categories. 
 
Section 6, on credit risk, recommends Saginaw Parts Co. and the General Motors Corp. Credit Default 
Swap. This is a short case that exhibits how the pricing of a credit default swap can reveal credit risk and 
how credit default swaps can be used to insure an account receivable from an important customer, all in 
the context of the GM’s descent into bankruptcy. The alternative, First American Bank, is a more 
challenging case that examines a bank's ability to manage its credit exposure to a particular client using 
credit default swaps. This comprehensive quantitative case, which incorporates the Merton model of 
credit risk, is usually taught over two sessions.  


