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I.	Policy Statement

Enterprise risk management (ERM) is the process of planning, organizing, leading, and controlling the activities of an organization in order to minimize the effects of risk on an organization’s capital and earnings. Enterprise risk management expands the process to include not only risks associated with accidental losses, but also financial, strategic, operational, and other risks in an effort to maximize resources and provide benefit to the credit union.  That is the long definition of ERM.  ERM is to forecast out to see if the Credit Union’s vision will stand the test of time and all of the elements of risk.  Never guaranteed, but if ERM becomes a practice inside the Credit Union, success is warranted.

The underlying premise of enterprise risk management for credit unions is that we exist to provide value for members. Value is maximized when management sets strategy and objectives to strike an optimal balance between growth and achievement of goals and related risks, and efficiently and effectively deploys resources in pursuit of Credit Union’s strategic vision and objectives.

A common thread of enterprise risk management is that the overall risks of the organization are managed in aggregate, rather than independently. Risk is also viewed as a potential profit opportunity, rather than as something simply to be minimized or eliminated. Enterprise risk management helps the credit union get to where it wants to go and avoid pitfalls and surprises.

II.	Types of Risk

There are four types of risk for the organization: hazard, financial, operational and strategic.

A.	Hazard risks are those risks that have traditionally been addressed by insurers, including fire, theft, windstorm, liability, business interruption, pollution, health and pensions.

B.	Financial risks cover potential losses due to changes in financial markets, including interest rates, foreign exchange rates, commodity prices, liquidity risks and credit risk.


C.	Operational risks cover a wide variety of situations, including member satisfaction, products development, program failure, trademark protection, corporate leadership, information technology, employee or member fraud and information risk.

D.	Strategic risks include such factors as competition, customer preferences, technological innovation and regulatory or political impediments.

Although there can be discussion over which category would apply to a specific instance, the primary point is that enterprise risk management considers all types of risk an organization faces and in most instances, several types of risk will overlap.

III.	Roles and Responsibilities

Everyone at Credit Union has some responsibility for enterprise risk management. Senior Management is responsible for developing and identifying risks, promoting compliance with its risk appetite, and managing risk within their spheres of responsibility consistent with risk tolerance. The board of directors provides important oversight to enterprise risk management and approves the policy annually.


IV.	Developing ERM Policies

Each risk category should encompass the following:

A.	Aligning risk appetite and strategy – Management considers the risk appetite in evaluating strategic alternatives, setting related objectives, and developing mechanisms to manage related risks.

B.	Enhancing risk response decisions – Enterprise risk management provides the rigor to identify and select among alternative risk responses – risk avoidance, reduction, sharing and acceptance.

C.	Reducing operational surprises and losses – Identifying potential events and establishing responses, reducing surprises and associated costs or losses.


D.	Identifying and managing multiple and cross-enterprise risks – Every credit union faces a myriad of risks affecting different parts of the organization, and enterprise risk management facilitates effective response to the interrelated impacts, and integrates responses to multiple risks.

E.	Seizing opportunities – By considering a full range of potential events, management is positioned to identify and proactively realize opportunities.

F.	Improving deployment of capital and resources – Obtaining robust risk information allows management to effectively assess overall capital needs and enhance capital allocation. These capabilities inherent in enterprise risk management help management’s performance and profitability targets and prevent loss of resources.

G.	Reputation Risk and Compliance – Ensures effective reporting and compliance with laws and regulations and avoids damage to the reputation and associated consequences along the way.

V.	Components of Enterprise Risk Management Policy

Enterprise risk management consists of eight interrelated components. These are derived from the way leadership runs the organization and are integrated with the management process. These components are:

A.	Internal Environment – The internal environment encompasses the tone of an organization, and sets the basis for how risk is viewed and addressed, including risk management philosophy and risk appetite, integrity, and the environment in which we operate.

B.	Objective Setting – Objectives must exist before management can identify potential events affecting their achievement. Enterprise risk management ensures that management has in place a process to set objectives and that the chosen objectives support and align with the strategic mission and are consistent with its risk appetite.

C.	Event Identification – Internal and external events affecting achievement of objectives must be identified, distinguishing between risks and opportunities.

D.	Risk Assessment – Risks are analyzed, considering likelihood and impact, as a  basis for determining how they should be managed.

E.	Risk Response – Management selects risk responses – avoiding, accepting, reducing, or sharing risk – developing a set of actions to align risks with risk tolerances and risk appetite.

F.	Control Activities – Policies and procedures are established and implemented to help ensure the risk responses are effectively carried out.

G.	Information and Communication – Relevant information is identified, captured, and communicated in a form and timeframe that enable people to carry out their responsibilities and, if necessary, communicated to the membership.

H.	Monitoring – Monitoring is accomplished through ongoing management activities and evaluations.


VII.	Policy Use

The board should discuss with senior management the state of enterprise risk management and provide oversight as needed. The board should ensure it is apprised of the most significant risks, along with actions. Management and key functional staff will establish policies and procedures for ERM, monitor its effectiveness and report as appropriate.

VIII.	Policy Limitations

While enterprise risk management provides important benefits, limitations exist. Not all limitations or risks can be addressed either because it is a rare event or outside the realm of probability. This policy allows leadership and the board of directors to ascertain the risks, line out the decisions and their consequences, and take action that is most appropriate or urgent based on the overall mission of the credit union and within the policies of Credit Union. Such strategies shall be reported to the board of directors as soon as possible and no later than the next regularly scheduled board meeting.
