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ARM 54 
Test Prep Strategy 

• Exam is 75 questions with 2 hours to complete 
– Passing score is 70% or higher 
– You can miss 22 questions and still pass the exam 
– About 75 seconds for each question 
– 53 questions simple/core questions; 22 applied questions 

 

• Read each question very carefully 
– Don’t rush your understanding 

 
• Answer the questions you know 

– mark the questions that you are not 100% are correct 
– Mark the questions you skip 
– Eliminate wrong answers to 50/50 chance 
– Answer every question 
– Your first choice is usually the correct answer 

• Don’t over analyze 

ARM 54 
Test Prep Strategy 

• Study each chapter by doing the following: 
– Read the Direct Your Learning 

• Note the key learning objectives 

• Make flashcards of those topics that ask you to list  

– Read the Chapter Summary 
• If it was repeated here, it is most likely important enough for the 

test 

• Review those elements that you are not familiar – understand the 
why 

– Make flashcards of key words and phrases 

– Think “Big Picture”   

– Understand Chapter 6 
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Recent Exam Experience 

ARM 54 
Test Prep Strategy 

• Applied questions address several chapters 
based upon a scenario 

• Memorize the formulas 

– Write down formulas on paper as soon as you 
start the exam 

– Tables were not provided as part of exam 

• You can fail an entire chapter of questions and 
still pass the exam 

 



6/21/2013 

4 

Chapter 1 
Introduction to Risk Management 

• Definitions of Risk Management 
– ISO 31000, COSO, RIMS 

• Risk Management Environment 
– Hazard (pure) risks 
– Operational risks 
– Financial Risks 
– Strategic Risks 

• Benefits of Risk Management to Organization and to Economy 
(page 1.9 – 1.14) 

• Risk Management  Goals (List page 1.16) 
• Basic Risk Measures 

– Exposure, volatility, likelihood, consequences, time horizon, 
correlation 

• Types of Risk 
– Pure vs. Speculative  and subjective vs. objective 
– Insurable risks are classified as pure, objective, diversifiable 

Chapter 1 
Introduction to Risk Management 
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Chapter 1 
Introduction to Risk Management 

• Theoretical pillars of ERM 

– Interdependency (no silos) 

– Correlation (increase risks) 

– Portfolio Theory (combination of risks) 

Chapter 2 
Risk Management Standards and Guidelines 

• Understand Common Elements of Standards 

– Page 2.9 
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Chapter 3 
Hazard Risk 

• Categories of Hazard Risk 
– Personnel 
– Property 
– Liability 

• Measuring Risk 
– Frequency and Severity 

• Managing Risk 
– Avoidance, separation, duplication, diversification, prevention, 

reduction 

• Cause of Loss 
– Moral, Morale, physical, and legal hazards 

• Types of Loss Exposures 
– Property, Liability, Personnel, Net Income 

• Insurance Coverages and Types 

Chapter 4 
Operational, Financial, and Strategic Risk 

• Operation risks 
– People, process, systems, external events 
– Risk Indicators – KPI/KRIs 
– Risk Controls 

• Financial Risk 
– Market, Credit, Price Risk 
– Measures 

• Value at Risk (VaR) and Earnings at Risk (EaR) 

• Strategic risk 
– Economic environment 
– Demographics 
– Political environment 
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Chapter 5 
Risk Mgmt Framework and Process 

Chapter 5 
Risk Mgmt Framework and Process 

Stages in designing and implementing framework and process 
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Chapter 6 
Risk Identification 

• Techniques to identify risk (pros and cons) 
– Facilitated workshops 
– Delphi technique 
– Scenario analysis 
– Hazop 
– Swot 

• Risk Registers and Risk Maps 
• Loss exposure Identification 

– Document analysis (know what documents to look at) 
– Compliance review 
– Personal Inspections 
– Expertise within and beyond organization 

Chapter 7 
Risk Analysis 

• Probability analysis 
– Empirical vs. theoretical 
– Law of large numbers 
– Expected value page 7.12 

• Normal Distribution and rule of 68, 95, 99 
• Central Tendency 

– Mean, Median, Mode 

• Decision Trees and probability page 7.25 
• Analyzing loss exposures 

– Loss frequency and Severity 
– Total dollar losses 
– Timing 

• Prouty approach 
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Chapter 8 
Risk Treatment 

• Techniques 
– Avoid 
– Modify 
– Transfer 
– Retain 
– Exploit 

• Risk Transfer 
– Insurance 
– Contract 
– Hedging 

• Risk Retention 
– Planned and Unplanned 
– Complete or partial 
– Funded or unfunded 

Chapter 9 
Financial Statement Risk Analysis 

• Understand what each of the following report 
or tell someone 

– Balance sheet 

– Income Statement 

– Statement of Cash Flows and Shareholder Equity 

• Trend analysis and how used 

• Ratio analysis 
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Chapter 10 
Capital Investment and Financial Risk 

• Know and be able to calculate present value of 
a future payment 

• Calculate present value of an annuity 

• Be able to evaluate investment proposals 

• Practice the problems  

Chapter 11 
Monitoring and Reporting Risk 

• Understand roles of risk and audit committees 

– How are roles of internal audit differ from internal 
controls 

– What should risk management reports contain 



6/21/2013 

11 

Questions 

• Can you identify the formulas or equations we should 
memorize?   

• Can you review the difference (and/or similarity) 
between standard deviation and coefficient of 
variation? 

• Can you review the difference (and/or similarity) 
between expected value, mean, mode? 

• Do you think we will be given examples and identify 
the type of risk financing techniques to use? 

• I have the ARM 54 old materials and SMART online 
exams. Do you think it makes sense to use the practice 
exams from the old text?    
 


