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ot Introduction: The Evolution of Risk

Management in Credit Unions

Credit unions have long contributed significantly to providing accessible banking solutions to their members.
However, as the financial environment grows more complex and interconnected, the risks these institutions face
have become more pronounced. From operational challenges and cybersecurity threats to evolving regulatory
requirements, credit unions must navigate an ever-shifting risk environment.

According to a 2023 report by the National Credit Union Administration (NCUA), credit unions have experienced a
12% rise in operational risks in the past five years, largely driven by advances in technology and an increase in cyber
threats. At the same time, the need to comply with a growing array of regulations, such as the Bank Secrecy Act
(BSA) and the Dodd-Frank Act, adds complexity to managing risks effectively.

The good news is that with strategic risk management, credit unions can not only protect their institutions from
potential losses but also identify growth opportunities. The starting point is to leverage data-driven tools,
regulatory compliance, and proactive risk culture, which can effectively handle how credit unions transform risk
from a perceived threat into a source of competitive advantage.

This white paper provides a comprehensive guide for credit union leaders to establish or enhance their risk
management frameworks. From understanding the regulatory landscape to employing the right tools and
strategies, the following sections will equip you with the knowledge needed to ensure your credit union remains
resilient in the industry.
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2. The Risk Landscape in Credit Unions

Types of Risk in
Credit Unions

Credit unions face a range of risks,
many of which have become more
complex due to digital transformation
and global economic volatility. The
following are the most common
categories of risk:

¢ Credit Risk: The risk of borrower
default on loans.

e Operational Risk: Risks related to
internal processes, systems, or
human errors.

e Cyber Risk: As digital banking
increases, credit wunions face
growing cybersecurity threats.

e Market Risk: Exposure to losses due
to changes in market conditions,
such as interest rate fluctuations.

e Liquidity Risk: The risk that a credit
union may not have enough liquid
assets to meet its short-term
obligations.

The Cost of Ignoring
Risk

A failure to manage these risks
effectively can lead to dire
consequences. For example, a 2021
study by the Federal Deposit Insurance
Corporation  (FDIC) found that
financial institutions, including credit
unions, that experienced data
breaches saw their overall cost of
operations rise by 7% due to fines, legal

fees, and loss of consumer trust.

On the flip side, credit unions that
integrate risk management into their
strategic planning have reported lower
loan default rates and higher member
satisfaction levels. This is echoed by a
2022 report from the Credit Union
National Association (CUNA), which
noted that credit unions with robust

risk management practices
experienced a 15% improvement in
overall financial performance

compared to their peers.
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Traditional vs. Strategic Risk Management

Aspect

& Focus

@ Timeframe

& Integration

& Outcome

Cost of Ignoring Risk

r /%

2021 study by the Federal Deposit Insurance Corporation (FDIC)

Traditional Approach

Threat mitigation

Short-term, reactive

Siloed

Risk avoidance

rise in overall cost of
operations

Integrating Risk Management

+15%

2022 report from the Credit Union National Association (CUNA)

improvement in overall
financial performance

Strategic Approach

Opportunity identification

Long-term, proactive

Enterprise-wise

Balanced risk-taking

2021

2022



¢ Building a Strategic Risk

Management Framework

Key Components of an Effective
Risk Framework

Building an effective risk management framework starts with understanding the

unique needs of your credit union. While no two institutions are the same, the
following components are essential to any risk management strategy:
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Risk Appetite and Tolerance: Define the amount of risk your credit union is
willing to take on. This will shape decision-making processes and guide risk
mitigation strategies.

Risk Identification and Assessment: Use data analytics and risk modeling to
identify potential risks across the organization. Tools like Enterprise Risk
Management (ERM) systems provide real-time insights into potential
vulnerabilities.

Internal Controls and Governance: Strong internal controls help prevent
operational risks, while a clear governance structure ensures accountability. The
Committee of Sponsoring Organizations of the Treadway Commission
(COSO) framework is a widely accepted model for risk governance.
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Integrating Regulatory
Compliance

Compliance with federal regulations is a necessitous
component of risk management. For credit unions,
maintaining compliance with the NCUA, FDIC, Consumer
Financial Protection Bureau (CFPB), and other regulatory
bodies can help mitigate legal and operational risks. For
instance, failure to comply with anti-money laundering
(AML) laws can result in fines and sanctions.

A real-world example is the 2019 PenFed Credit Union case,
where failure to adhere to BSA compliance led to a $1.6
million fine by the NCUA. Implementing proper compliance
procedures would have mitigated this risk and prevented
reputational damage.



https://ncua.gov/newsroom/press-release/2020/federal-banking-agencies-issue-joint-statement-enforcement-bank-secrecy-actanti-money-laundering/bsa-enforcement-policy

o4 Tools and Techniques for Effective Risk Management

Leveraging Technology

The role of technology in modern risk management is not one The harsh facts about
Americans’ finances post covid:

to be undermined. Automation tools, predictive analytics,
and machine learning are helping credit unions identify risks
earlier and respond more effectively. For example, ERM
software provides dashboards that allow credit unions to
monitor liquidity, credit risk, and operational vulnerabilities in
real-time.

With the adoption of these advanced technologies, credit
unions can offer faster access to credit for their members,
empowering them to live more comfortable and financially

live paycheck to have no emergency

paycheck. savings at all
secure lives. At the same time, credit unions benefit from

streamlined processes, enabling them to grow their portfolios
while managing risks efficiently.

L] L] O
Stress Testlng and Scenario 35% )
AnquS|S of workers have 35 /O
Stress testing is a valuable tool for anticipating how external Iow.er emergency of workers have no
factors such as market volatility or economic downturns SR ECI retirement savings.

they did before the

could impact a credit union’s balance sheet. Scenario
coronavirus

analysis helps identify potential future risks and guides the

institution in preparing mitigating actions. PETIEIS S M

A case in point is Alliant Credit Union, which successfully used
stress testing during the 2020 pandemic to model various
economic downturn scenarios. As a result, they adjusted their
lending policies, which reduced delinquency rates by 8%.

How can leveraging save the day? Source: Alliant Credit Union
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https://www.alliantcreditunion.org/money-mentor/the-impact-of-financial-stress
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s Best Practices in Risk Management for Credit Unions

Establish a Risk-Aware
Culture

Creating a culture where risk management is part of
daily operations is essential. Every employee, from the
C-suite to front-line staff, should be trained to
recognize risks and understand their role in managing
them. This can be achieved through regular training
sessions and clear communication from leadership.

Implementing a Holistic
Approach

Risk management should not operate in silos.
Integrating risk management across all departments
ensures that every potential vulnerability is addressed.
This holistic approach reduces blind spots and ensures
that risk is viewed as a strategic asset rather than a
hindrance.
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Utilizing Data Analytics

Data-driven insights enable credit unions to make
informed decisions. For example, using Al-powered
risk assessment tools, credit unions can analyze
lending trends, member behavior, and market shifts to
predict future risks. According to Deloitte’s 2023
Financial Services Industry Outlook, institutions using
advanced data analytics for risk management saw a
20% reduction in loan defaults.



%6 Future-Proofing Your Risk 7 Moving From Risk to
Management Strategy Reward

A d . . R k Emerging risks such as climate change, fintech disruptions, and
A qptlng tO Emerglng RIS S geopolitical events are becoming increasingly relevant. Credit
w unions must remain agile and adapt their risk management

Emerging risks such as climate change, fintech disruptions,
and geopolitical events are becoming increasingly relevant.
Credit unions must remain agile and adapt their risk
management strategies to address these issues. For example,
incorporating climate risk assessments into operational risk
strategies can help mitigate the impact of natural disasters
on physical branches or supply chains.

strategies to address these issues. For example, incorporating
climate risk assessments into operational risk strategies can help
mitigate the impact of natural disasters on physical branches or

supply chains.

'6 The Role of Continuous
L~y Monitoring

Risk management is not a one-time effort. Continuous
monitoring, coupled with regular updates to risk models and
frameworks, ensures that your credit union is always
prepared for both expected and unexpected challenges.
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This white paper by Evolve Credit not only provides a thorough understanding of the risks credit
unions face but also delivers actionable insights, backed by real-world examples and industry
dataq, to help credit unions transform risks into strategic advantages.

To learn more about Evolve Credit and
@ evolve credit services, visit www.evolvecredit.co.
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