Risk Management System Process

The functional area manager and/or supervisor shall complete the Risk Management System Form on an annual basis but should review no less frequently than quarterly unless a change occurs that would warrant a more frequent evaluation.  This evaluation shall provide senior management guidance for developing the Bank’s strategic goals, objectives, and current market conditions.  The functional area manager and/or supervisor should evaluate the current internal control structure and monitoring control structure while completing the form.  The following items are to be identified:

· Identify risk by each functional area and/or corporate policy

To properly identify risks, the Bank must recognize and understand existing risks or risks that may arise from new business initiatives.  Risk identification should be a continuing process, and risks should be understood at both the transaction and portfolio levels.

· Categorize risk by Risk Profile (refer to Indicators for descriptions) 


Credit risk


Interest Rate Risk


Liquidity Risk


Price Risk


Event Risk


Transaction Risk


Compliance Risk


Strategic Risk


Reputation Risk

· Assess the measure of risk 

Accurate and timely measurement of risk is essential to effective risk management systems.  A bank that does not have a risk measurement system has limited ability to control or monitor risk levels.  Sound risk measurement systems assess the risks individually (transaction level) and in aggregate (portfolio level).


Low


Moderate


High

· Anticipate the direction the risk is expected to take within the next twelve months

Direction of risk is the probable change in the aggregate level of risk over the next twelve months and is characterized as decreasing, stable, or increasing.  The direction of risk will influence Management’s strategy and the Audit/Compliance Department’s  review strategy, including the extent to which expanded procedures might be used.  If the risk is decreasing, aggregate risk should decline over the next twelve months.  If the risk is stable, the aggregate risk should remain unchanged.  If the risk is increasing, aggregate risk should be expected to be higher in the next twelve months.


Decreasing


Stable


Increasing

· Elaborate on systems established to monitor risk and the frequency of monitoring

Banks should monitor risk levels to ensure timely review of risk positions and exceptions.  Monitoring reports should be timely, accurate, and informative and should be distributed to appropriate individuals to ensure action, when needed.

· State policy and/or procedure to control the risk identified

Banks should establish and communicate risk limits through policies, standards, and procedures that define responsibility and authority.  These limits should serve as a means to control exposures to the various risks associated with the Bank’s activities.  The limits should be tools that Management can adjust when conditions or risk tolerances change.  Banks should also have a process to authorize and document exceptions or changes to risk limits when warranted.

