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A Concerted Effort of our RMBI Students

HKUST’s Risk Management and Business
Intelligence (RMBI) Program launched
in September 2009, is the first in Hong
Kong to integrate risk management and
business intelligence. The aim of the
Program is to bring up our students to be
risk management and business intelligence
professionals. We expect that we can
equip them to mitigate risk, manage
information and assist organizations to
make essential decisions. With such a
short period after the Program launch, |
am excited that our first batch highflying
students can demonstrate the spirits of our
Program — effective implementation and
market driven.

This inaugural issue of RMBI newsletter is
a 100% students’ product. | was impressed
by their good management skills and
sincere attitude. They took the initiatives to
form the editorial board, identify the target
readers and the contents of the newsletter,
control its quality and monitor the progress
for publishing the newsletter on time. From
what they have delivered, | can discover so
many talented reporters in the newsletter.

A number of industry-university
collaboration activities have been and
will be organized for RMBI students and
professionals to understand how risk
management and business intelligence
can be implemented in the real world.
First, we organized a mentorship program
for them to learn from experienced
industry practitioners in RM/BI. We are
glad that more than 15 industry friends
have become the mentors. Second,
our 2010 RMBI Symposium, with more
than 300 delegates, was held in May
2010. Five prominent speakers gave
their expert insights to our students and
market practitioners in managing risk
and making use of business intelligence

in financial and banking industries. Doing
academic research with industry data
is an enthusiastic experience for those
students who are eager to explore new
knowledge. We have already started two
research projects with an international
investment bank. Applying knowledge in
real business situations is a vital element
to develop professional skills. As such,
we are now consolidating companies,
who are interested in collaborating with
us, with RMBI students’ participation, to
help solve their research problems in risk
management or business intelligence. If
you would like to become our corporate
partners, please do not hesitate to contact
me. We need your support to our Program.

This RMBI newsletter aims to provide a
channel to share up-to-date interesting
risk management or business intelligence
matters. In this inaugural issue, our
students have interviewed four industry
professionals in RMBI from three different
organizations to understand why RMBI is
important and how RMBI can be put into
practice. What is more, the “Common
Terms” column explains some important
jargon in RM/BI. The “Digest” about Dubai
let us know the importance of an effective
risk management system. | hope that you
enjoy reading this newsletter.

Prof. Mike So
(immkpso@ust.hk)
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RMBI Newsletter - Feature Story

Clinical Risk in Hospital — risk management committee
and daily operation processes

ife is full of risks. To prevent incidents or damages, people

have been trying to reduce risks in their sectors. Clinical
risk, one of the risks, draws our attention especially after
a spate of reports about medical accidents in Hong Kong.
Patients would now ask more about risks in each operation
process, from the safety of food to the chemical name of
vaccines. There is no doubt that patients have lost their
confidence towards the reliability of hospital equipment
and staff. To answer their doubt, it is our honor to invite Dr.
Walton Li, Medical Superintendent and Miss Manbo Man,
Director of Nursing Services to share with us the success in
risk management in Hong Kong Sanatorium & Hospital.

Hong Kong Sanatorium & Hospital (HKSH) is one of the well-
recognized private hospitals in Hong Kong. It has received
awards and recognition from different organizations. On
the fourth of March, 2010, HKSH was awarded the EQuIP
Accreditation Certificate by the ACHS. It is the first hospital
in Hong Kong for this international recognition, proving again
its outstanding services and management.

Risk Management Committee in HKSH

HKSH has a systematic control system on clinical risk. The
risk management committee in HKSH plays a vital role in
controlling and minimizing clinical risk and at the same
time, communicating with frontline doctors and nurses.
As mentioned by Dr. Li, the risk management committee
is composed of a coordinator and representatives from
each clinical unit. The participation of frontline members
from each clinical unit can assure service quality by raising
transparency in the hospital and allowing prompt responses
and improvements to medical incidents, infection control
and occupational care and safety.

Miss Man said colleagues determine risk factors in their
clinical unit and report to the risk management committee.
After analyzing and examining cases from each unit, the
risk management committee will report to the hospital and
implement immediate measures depending on the risk
level of each case. Representatives from each clinical unit
contribute significantly to the suggestion of improvements
in this process. As they are frontline workers in their own
clinical unit, they are second to none for knowing potential
risks and possible improvements that can be made to reduce
risk factors.

Infection control

Employees are the most valuable resources in hospitals,
they like the components of a car, only if they work normally
and cooperatively, can the car work. So workers’ health is an
indispensable and fundamental step in controlling infection
in hospitals, especially they may easily transmit virus to

A Interview with Dr. Walton Li (Left) and Miss Manbo Man (Right).

patients through frequent contacts with different patients.

Miss Man said workers are required to do a body check
before being employed. This is to ensure workers have
antibodies to certain infectious diseases. After being
employed, they have to inject inoculation for further
protection. What is more, free medical check is provided for
workers regularly, not to mention additional blood test and
treatment after being stabbed with syringes accidentally.

Apart from supplementary protection for the most valuable
resource in the hospital, Dr Li added that internal culture of
HKSH emphasizes the infection control awareness, such as
the habits of washing hands.

To prevent cross infection among patients, wall panels are
used to separate beds in general ward. Wall panels are
convenient for better cleaning, sufficiently reducing the
chance of virus transmission.

Occupational Health and Safety

In order to provide patients with safe services, employees
of HKSH are trained with techniques to reduce risks in the
workplace. Frontline staff needs to take infection control and
occupational safety and health courses. There are also strict
requirements for specialists. Take staff in Photo Refractive
Keratectomy sector as an example, knowledge of laser
safety is required to be mastered well. “Medical personnel
ought to learn all knowledge about clinical operations.”
Man said. “There is staff from each ward studying advanced
infection control programs. So their risk awareness and risk
management skills can be improved, and are more capable
of avoiding risk.”
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Even supporting departments like engineering have similar
guidelines. Technical staff is required to learn the usage of
various medical facilities, and how to assess the equipment.
For occupational health and safety, the hospital has
instructions to help them understand their maximum lifting
weight, and correct postures that can reduce back strain.

Avoiding medical incidents

Dr. Lee pointed out that, to reduce medical incidents, the
operating system of HKSH is doing differently from public
hospitals. It encourages nurses cultivating friendship with
patients and their families. This brings two advantages. Since
the nurses know the patients, chances of wrong registration
or recording can be reduced. Also, nurses will generally
work more carefully to avoid mistakes if they are friends of
patients.

Besides, HKSH tries to improve its service by upgrading
hospital facilities. For instance, a hospital electronic bar code
system is set up to monitor drug delivery. Before giving out
the drugs, nurses will scan the barcode on the medication
bags and then tags of patients to avoid any delivery error.

All beds in HKSH are now equipped with IE Buddy
System. Doctors can view patient information via the system,
including drug allergy, physical assessment report and
computer scan image reports. IE Buddy provides patients
with health care and disease prevention information,
reminding patients to pay attention to personal hygiene. This
helps prevent the spread of diseases in the hospital.

For Maternity Unit, HKSH has introduced Baby Security
System and Mother-baby Matching System. Each new-
born baby has tag on their foot. Mother also wears a
Kisses tag. When baby is taken out of the nursery without
authorization, or mother is brought to the wrong baby, alarm
occurs to warn the nurses.

A 1E-Buddy System in HKSH.

A The staff is demostrating the barcode scanning system.

Conclusion

Private hospitals can lower clinical risks through many ways,
for example, establishing a core value concerning clinical
safety, as well as hospital culture of being highly alert and
immediate incident reporting. Hospitals can also reengineer
the operating system for smoother medical processes. It is
possible for hospitals to provide services of higher quality by
technology advancing and equipment renewing. Although
those technologies involve lots of resources and money,
we still hope that private hospitals would focus on patient’s
interests and try the best to enhance their service.

Reference: http://www.hksh.org.hk/en/awards.html

A The reporter is listening attentively to Miss Manbo Man’s view on

clinical risk.
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David Millar

Chief Operating Officer
of PRMIA

Mr. Millar is responsible
for the running of PRMIA,
focusing on the standards,
exams, and development of
PRMIA. Previously, Mr. Millar
was a consultant, journalist
and operational risk manager.

isk management started as a title in the financial area in about 1988. The original risk
managers worked mostly in the portfolio risk area. Later, things like operational risk
management came in. But essentially, there was no formal education for risk managers. It is

now changing.

We are very pleased to interview Mr. David Millar, the chief operating officer of Professional
Risk Managers’ International Association (PRMIA) on the career field of risk management.

What is risk management?

Risk management is managing risk within
an institution in a structured, understood
and measured format with the use of the
best available risk management practices.

What are the daily duties for a market,
credit and operational risk manager
respectively?

The daily work and schedules of a
professional risk manager vary with the
working field of risk managers.

A market risk manager needs real time
views of the influences and factors - asset
prices, interest rates, and foreign exchange
so he can constantly monitor the financial
situation and the risk distribution across
the organization. On a daily basis he will be
setting trading limits and overseeing the
repricing of portfolios.

A credit risk manager judges the spread,
distribution, diversification and external
influence factors of an asset portfolio. He
again works on a day-by-day basis.

Operational risk managers focus on the
strategic and operational risks that occur
within an organization: from incidences as
simple as power failure to internal fraud,
incompetence and insufficient training of
management. Their job is to improve the
situation and respond to faults or incidents
promptly. They work to longer time cycles
among the three types of risk, a month
probably.

What do you think are the most preferred
personalities and strengths as a risk
manager?

The personality preferred depends on
the working field. But generally, all risk
managers need to pay attention to details
and obey strict requirements.

Particularly, a market risk manager requires
a lot of analytical and mathematical skills
as he is required to deal with different risk

models and handle complex computer
systems.

A credit risk manager, who meets clients
frequently and works with credit officers,
needs strong interactive skills.

An operational risk manager, as he looks for
weaknesses in every single process, should
be more analytical-minded.

But typically, a market risk manager is
generally much younger and more dynamic,
while an operational risk manager is older
and more experienced in the organization.

What kinds of academic backgrounds are
preferred for becoming a risk manager? Is
there any required knowledge or working
experience?

As risk management is becoming
a profession, some basic academic
education including elements of finance,
mathematics, and risk management is
necessary. Professional examination
qualification is also a must. PRMIA has an
example, the PRM. Beyond there, we would
expect risk managers to have approximately
three years of work experience and
apprenticeship in risk management related
field.

What role does data mining play in risk
management?

Data mining plays a particularly dominant
role in market risk management. To store
market risk data, one would need a room
full of computer storage equipment



as there are thousands of financial
transactions to be recorded every day.
Market risk management tools are very
helpful in extracting data and data-mining
from these databases. But these tools
cannot replace knowledge and experience.

After the financial tsunami, people seem
to pay more attention to the importance
of risk management. Will this create a
potential growth in risk management
related job opportunities? How large is
that?

The demand on well-equipped risk
managers are growing all the time with the
increasing awareness of risk management
in an organization.

Government and regulators are insisting on
formally-appointed and formally-trained
risk managers within organizations. All
companies, including hedge funds and
investment houses, are establishing risk
management teams. So, the demand for
risk managers is increasing.

How large it will be? It’s difficult to tell. For
example, in Hong Kong, a fund employing
forty to fifty people may need five people
on the risk management side. A major bank
in Beijing a while ago told me that they
have a risk management department of six
thousand among their 300,000 employees
across China. That is one for every 50
employees. It’s probably a fair ratio for a big
bank, but it is increasing.
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Review on Company Risk Management

Nl

Dr. Michael Wong Chak Shum
ITEHREBL

Founding President of CTRISKS (;‘redit Rating Company
B BETRRFFEZBHFA

Reflecting on the subprime crisis in 2008, | consider accurate
credit rating and efficient risk management ability the crucial
factors in determining the success of enterprises and financial
institutions. Experts in the field of risk management are required
to analyze deeply and figure out a way to deal with risks specific to
the property of the firm. However, the performance of institutions
and enterprises in Hong Kong is not satisfactory in managing
risks because most of them lack resources or risk management
department.

Before identifying a firm’s individual risks, we should categorize
the firm based on the industry it belongs to. Financial institutions
such as commercial banks are exposed to market risks including
floating rate risk, foreign exchange risk, commodity risk and so on.
These risks may imply serious influences on a financial institution’s
profitability. On the other hand, the risks for manufacturing or
logistic industry come from operations. Lack of coordination
between internal processes and human resources can influence a
firm’s operational performance. Take Toyota for example, due to
its insufficient quality control and the blindness of its management
to this problem, large amount of pedal-flawed automobiles had
flowed into market which finally resulted in the recall event.

The approaches to manage risks vary substantially across
industries. Financial institutions in Hong Kong currently rely on
quantitative financial models or risk analysis software. Many risk
analysis software can quantify the risk level of a project based
on price fluctuation, floating rate and share volatility etc. Such
software is widely used in financial industry so as to assess and
hedge against risks through different means.

However, when it comes to more complicated and specific
situations, a risk management team is indispensable. There are
examples showing ways to manage and control risks. In operational
management, risk management attaches emphasis to Check &
Balance. For example, the person who collects money must be
separated from the one who keeps accounts. This can prevent
employees from lining their pockets. In process management, many
procedures need managers’ signatures to ensure work quality
being supervised.

The risk from credit business is a major concern in commercial
banks. There are credit rating companies to investigate a firm’s
ability to pay back its outstanding debts and quantify uncertainties
of default. To assess the firm’s ability to settle its debt, analysts
carefully scrutinize its short term cash flow, working capital and
operation performance. Therefore, credit rating considers three
main factors. First, we look into the market environment. When
the overall economic situation is bad, or a country suffered from
political unrest or natural disasters, the risk level for a firm in the
country will definitely increase regardless of its internal financial
condition. Second, we consider the prospect for the industry.
If the firm belongs to a contracting industry, its risks would
definitely surge regardless of its performance in the past. Third,
we investigate the firm’s operation performance. This includes
its profitability, positioning and the amount of resources it places
on risk management. When conducting long term credit analysis,
analysts will mainly evaluate a firm’s risk management ability, risk
management processes and strategies. This is because if the firm
is poor at risk management or lacks flexibility against changes, it
is vulnerable to market fluctuation and has larger possibility to go
bankruptcy. In this case, it is hard for creditors to collect payment.
That is why risk management plays a very important role in credit
rating.
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DAS is a data analyzing software based on
Hadoop, which supports reliable, scalable
and distributed computing. The software
developer, Datameer, had made an effort on
the spreadsheet interface of DAS “to hide all the difficult
things”. DAS also provides tools for data extraction from
sources like log files, clickstreams and relational databases. It
helps report building and data export to third-party business
intelligence software packages. The software will be most
commonly installed on-premises in companys’ private data

centers.

International Business Systems released a package of
business intelligence software, named IBS Distribution

Intelligence (IBSDI). The package includes:

IBS Planners — this module is used for forecasting, by
applying a set of graphical planning tools and advanced

statistical modelling algorithms;

IBS Activity Monitor — a real-time visual operation and
process control tool. It combines data with those from the

Internet and other file objects such as email and HTML;

IBS Alert Manager — triggers an alert via SMS or email if
preset events occur;

IBS Performance Manager — collects and organizes data for
report building and analysis by making use of pre-defined

reports and key performance indicators.

Revolution Analytics, formerly known as Revolution
Computing, offers a business intelligence (Bl) product,
Revolution R Enterprise. It runs under the environment
of the statistical programming language, R. The company
also offers support and training for its Bl solution. This
year, Revolution Analytics will release a Web-based user
interface, large data sets processing technology for the

software and assistance helping customers get used to R.
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Dubai, Greece, Spain...Who’s Next?

N early two years after the world financial crisis, the world economy seems to be recovering. It is said
that the worst days have gone. However, the fall of Dubai and the Greek sovereign debt crisis have
shown that it may not be wise to be too optimistic now because the effects of the crisis still exist and
there are still risks ahead and possibly, bombs are everywhere in our economy.

Oil reserves in different emirates

Abu Dhabi Sharjah Ras al-Khaimah

Dubai
Dubai was once a miracle and
legend in desert. However, the 100
debt of US$59 billion broke the
story on 25 November 2009. 90
80

%
Why did Dubai fall? e 70

S 60
As Dubai’s oil industry failed to é 50
sustain and its oil reserves were E 40
expected to be exhausted in = 30
20 years, other industries such °
as financial services, property 20
and construction had been 10
developed to secure its future 0 B i
economy. Currently, revenues Dubai
from oil and natural gas occupy

less than 6% of the emirate’s
total revenues while that from
property and construction
occupies more than 20%.

Source: Oil & Gas Journal

However, property and construction were the factors to the fall
of the emirate. When the world economy was stable, property
developers were very optimistic to keep borrowing and building
new properties, eventually created bubbles and risks.

After the financial crisis, property prices in Dubai kept falling since
nobody could afford the property there. Employees were laid off
and they were unable to pay their mortgage.

Developers ran out of cash but they still had their debts to pay.
What they would do next was to seek help from the government.

Greece

Greece has been an unwise spender and loan borrower. The Greek
government has been relying on loans at low interest rate to cover
its fiscal deficit. In order to join the EU, the Greek government
masked its great national debt with the help of Goldman Sachs
by derivatives. The financial situation therefore suddenly became
“good” enough to get into the EU.

After joining the EU, the low interest rate allowed Greece to borrow

at a lower cost to maintain its economic growth, which was 4% per
year between 2003 and 2007.

10

* Dubai can never rely on its oil industry.

With the onset of the world financial crisis in 2008, the economy
ran into recession in 2009. The tightening of credit allowed the
government to borrow nothing. Together with its failure to address
the huge budget deficit, the drop in tax revenue and increase in
unemployment, Greece, and the whole EU, finally has to face what
Greece has done.

Spain

New York University Professor Nouriel Roubini said Spain, the
fourth largest economy in EU, can be a bigger problem to the union
and even the whole world (27 January 2009, Bloomberg).

The economy of Spain is worrying. It is one of the EU countries with
the most serious unemployment. Spain's unemployment rate rose
from a low of 8% in 2007 to more than 19% in December 2009 and
keeps rising, nearly two times the average value in the EU. Its fiscal
deficit worsened from 3.8% of GDP in 2008 to more than 9% of GDP
in 2009, nearly three times the economic and monetary union of
the European Union limit.

After the financial crisis, the unpaid debt of Spanish property
developers rose from 33.5 billion euro in 2000 to 319 billion euro
in 2008. Most banks in Spain are relatively small and thus weaker.
They have lent a lot to those property developers and they are now
exposed to high risk as the developers may not be able to pay their
loans. The banks are now facing bankruptcy. Spain is on the edge.
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Hungary

Portugal

Gross government debt as a percentage of GDP in 2009
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Government net borrowing as a percentage of GDP in 2009
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* These countries are probably getting into serious debt trouble.
Source: Organization for Economic Cooperation and Development, International Monetary Fund

Will the next one be Japan?

If the fall of Spain is a disaster, then the fall of Japan, the second
largest economy, will be more than that. For the past few years, the
Japanese government has been unable to reduce its budget deficit
as well as its debt. Its gross government debt to GDP ratio is more
than 200%, which is the highest among developed countries.

Its sovereign credit rating remains high because more than 90%
of the Japanese government bonds are purchased by domestic
institutions and households while around 70% of the Greek
government bonds are held by foreign investors. This avoids capital
flight, which happened in Greece.

Nevertheless, the Japanese government cannot keep selling bonds.
It is expected that the budget deficit is not going to fall in the
coming years. The population is aging quickly and the household
saving is decreasing. Keeping to issue new debts will eventually
exceed the capability of local investors and turn Japan into Greece.

Naoto Kan, the Prime Minister of Japan, knows how serious this is
and has warned the Japanese. It is a challenge to Naoto Kan and his
cabinet. How he handles the problem will determine if he can avoid
the destiny of Yukio Hatoyama.

Conclusion

The problem of Dubai can be fixed easily because its debts are not
a lot to the whole UAE. However, Greece may not be that lucky
and it is possible that someone will be the next. Spain is very close
to Greece. Japan needs to do a lot in order to save itself. Hungary,
which took an IMF bailout in 2008, announced that it is unable
to meet the IMF’s target of budget deficit of 3.8% of GDP this
year. Portugal is not far behind them. There are still questions on
whether their economy can stand their huge debts while hedge
funds are still waiting for chances to attack and the road to recovery
of the world economy is still murky.
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Glossary flT 58

Futures

Futures is the short form of “futures contract”. It is a standardized
contract set by exchange. Buyers and sellers of the contract agree
and have the responsibility to fulfill the contract according to the
terms of settlement agreements with specified assets at a specific
time in the future. Futures contract for settlement can be divided
into two types, real object or cash. In Hong Kong, Hang Seng Index
futures contracts, the most active futures in terms of turnover, are
cash settled.

Types of futures contracts:
Commodity futures:
Agricultural futures, energy futures, metal futures
Financial futures:
Currency futures, interest rate futures, stock futures and
stock index futures
Characteristics of futures contracts
Standardized contracts
Centralized billing
Prices quickly reflect market expectations
Leverage (margin trading)

Forex

Forex (foreign exchange) transaction is the exchange of one
currency with another currency. Mainly through the sale of foreign
exchange transactions in foreign currency, one can gain profit from
the value of the difference between exchange rates. The trading
volume of forex is very large. It has a turnover of more than 1.5
trillion U.S. dollars a day.

Different from other financial markets, foreign exchange market
is not site-specific. There are no central exchanges but banks,
corporations and individuals to trade between the electronic
networks. Therefore, forex market operates on a 24-hour basis.

Hot money

Hot money, also known as refugee capital, refers to capitals with
high liquidity seeking short-term return. These capitals have a
high flowing rate. Once the investors, who are usually institutional
investors, discover the short-term investment opportunities, there
would be a rapid inflow of hot money. And investors once acquire
the expected return or find that the investment opportunities have
gone, there would soon be a rapid outflow of hot money.

Thus, when investors in the market find good investment
opportunities, a large amount of capital will enter the local market,
leading to the formation of hot money. These flows of capital can
sometimes be up to tens of billions, which have a significant impact
on the market exchange rates and interest rates.
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MBI Symposium 2010 held on 15 May 2010 was proved to be a

great success and was a milestone on RMBI development. The
honorable speakers showed their specialism in risk management or
business intelligence. Among them are widely respected Mr Arthur
Yuen, Deputy Chief Executive, Hong Kong Monetary Authority; Dr
Gongyue Gary Chen, Principal Consultant, Advisory, Fitch Solutions
& Algorithmics, Fitch Group; Dr Joshua Huang, Chief Scientist,
Shenzhen Institutes of Advanced Technology, Chinese Academy
of Sciences; Dr Qin-chang Cheng, Senior Manager, Independent
Model Review and Oversight, Asia Pacific Risk, HSBC; Dr Violet Lo,
Executive Director, Insurance, Pensions & Endowments Group,
Goldman Sachs. More than 300 audiences attended the symposium
and they came from all walks of life, including industry experts, staff
and students of HKUST and peer universities and secondary school
students. The audience was rewarded with a fruitful journey in the
risk management and business intelligence field through insightful
speeches.

Symposium on
Risk Management and
Business c

A Guest speakers and organizers in the RMBI Symposium 2010.

Two students from Risk Management and Business Intelligence,
Jiang Yue and Liu Zhuozhou, gained top recognitions for
undergraduate students in Hong Kong University of Science and
Technology —Students’ Academic Excellence on 5 May this year.
This recognition is given to students who have their Semester
Grade Average more than 10 out of 12 for two semesters. Only a
small proportion of eligible students can receive this recognition
and be praised by the University for their effort on academy.
Congratulations to these two students!

On 18 and 19 May this year, there were two JUPAS interview
days for Risk Management and Business Intelligence. With more
exposure for this program this year, an increased number of form
seven students placed RMBI program as their first choice in the
JUPAS selection. They were well-prepared and raised questions
actively to the program director and founding RMBI class students.
We sincerely hope those who are interested in RMBI can get a
decent grade in their A-level examination and become one of the
RMBI members in September.
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