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Understand the ‘Building Blocks’ of Risk Management
Remember the fundamentals when it 
comes to reviewing risk elements.

Before you head into your next board meeting, make 
sure you understand the pieces that make up a risk 
management program and how your credit union 
can use those building blocks to make decisions 
about risk.

Brian Heim, founder of IRR-analytics, broke down 
the fundamentals of risk management during the 2018 
CUNA CFO Council Conference. They 
include:
n Policy. “Policy is the mechanism for 
communicating the credit union’s risk 
appetite,” Heim says. “We encourage 
our clients to use language that non-
technical folks can understand.”

Examiners will focus on risk limits, he says.

When reviewing your credit union’s appetite for 
risk, hold discussions at the executive and board levels 
that identify appropriate risk levels. Try to learn which 
actions the credit union should always take, might take 
in certain risk-return situations, and definitely wouldn’t 
take even in fairly unusual circumstances.

“Articulate this risk appetite, include it in your board 
meeting and planning materials, and communicate it 
to at least one level of management below executives,” 
says Scott Hood, strategy, risk, and assurance partner 

for Rochdale Paragon Group, a CUNA 
partner.

Carrying out these policies will 
allow the board to be comfortable 
supporting the level of executive 
freedom and agility that will benefit 
the organization, Hood says.

n Technical model elements. Most credit unions use 
vendors to help them build their technical model 
element, or the models that help portfolio managers 
assess the potential amount of risk a credit union 
could undertake. Credit unions gather their core data 
and integrate it into the model while applying certain 
assumptions.

The top issue Heim encounters with credit unions: 
overly optimistic assumptions. “The point of the 
modeling is to get an idea of your risk exposure,” Heim 
says. “It’s not to produce the most rosy and optimistic 
results you can come up with.”
n Reporting. Even non-technical people should 
understand this often-overlooked element. If your chief 
financial officer or other executive provides reports 
you don’t understand, ask questions for clarification 
until you understand the report and what it’s saying.

“It’s helpful if other managers who aren’t familiar 
with finance can pick up your report and understand 
your risk profile just by looking at the first few pages,” 
Heim says.
n Model output discussion. This discussion takes 
place when the model has created its output and the 
team has acknowledged any limitations in the results. 

“Focus on the magnitude and direction of risk, and 
understand your limitations,” Heim says.
n Discuss results for action or deliberate inaction. 
At this point, consider if you’re managing risk 

Number of Connected Devices Continues to Increase
Credit unions can take advantage of the Internet of Things and use the 
data to aid in decisioning. The number of connected devices is projected to 
increase to more than 27 billion by 2021, according to the Ericsson Mobility 
Report. This means more data for credit unions to gather, analyze, and use to 
make decisions.

Source: Ericsson Mobility Report 2016
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‘TALK ABOUT THE 
TRADE-OFFS OF 

REDUCING RISK.’
BRIAN HEIM
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Scorecard, Collaboration Drive Performance
‘The members are at the center of it all.’

Ken Kurth is driven by attaining tangible results. 
It’s a trait that influences his strategic thinking as a 

board member at $844 million asset Mayo Employees 
Federal Credit Union (MEFCU) in Rochester, Minn., 
especially when it comes to identifying ways the 
credit union can achieve growth.

Under Kurth’s guidance, the MEFCU board inte-
grated the balanced scorecard approach to strategic 
planning.

The scorecard is a set of measures that gives 
organizations a quick but comprehensive view of their 
operations, according to the Harvard Business Review. 
It includes financial measures that describe the results 
of actions already taken.

These financial measures are complemented with 
operational metrics measuring customer satisfaction, 
internal processes, and the organization’s innovation 
and improvement activities. Together, these measures 
are the drivers of future financial performance. 

“We focus on our people as our strongest asset 
and then give them the technology they need so they 
have the tools to do their jobs effectively,” Kurth says. 
“Then we work on internal processes to make sure the 
credit union is highly functioning and achieving our 
financial measurements and goals, with the end goal 
of serving our members.

“The members are at the center of it all,” he contin-
ues. “We focus on all we do to serve the members. As 
a board we constantly remind ourselves that’s really 
our goal.”

The balanced scorecard approach keeps the board 

focused on strategy and allows CEO Mary Hansen and 
her team to pursue the credit union’s goals within 
defined boundaries.

“Clarity is so important,” Kurth says. “We have a 
collaborative structure. Mary can be successful as 
CEO because we have a collaborative, engaged rela-
tionship. She can build a stronger team because she 
understands where we need to focus our strategy.”

Kurth has served on MEFCU’s board of directors 
for 13 years, and as board chair for six of those years.

The credit union achieved 122% growth and 
opened three new branches during the six years Kurth 
served as the board chair. That growth was the prima-
ry reason the Minnesota Credit Union Foundation rec-
ognized Kurth in 2016 with the Credit Union Builder 
Award, which honors an individual’s dedication to 
the success, growth, and vitality of the not-for-profit 
financial movement in Minnesota.

Kurth says his personal mantra is to always do 
the right thing, and that fits perfectly with MEFCU’s 
tagline, “You care for them, we care for you.” 

“When I serve in my credit union board role, doing 
the right thing means doing what’s right for the mem-
bers,” he says.

CUNA volunteer 

resources:

cuna.org/volunteer

n    CUNA CFO Council: 

cunacouncils.org
n    CUNA Environmental 

Scan resources: 

cuna.org/escan

appropriately, and how to proceed if another recession 
or financial crisis would occur. 

“You always need to talk about the trade-offs of 
reducing risk,” Heim says. “What’s the cost, and is the 
cost worth the benefit?”

During strategic planning sessions, remember 
that risk management isn’t about eliminating risk 
completely. Rather it’s about understanding the risk-
return trade-offs and leveraging risk to meet objectives.

As a board, you need to understand the largest risks 
and have enough information about key mitigating 
processes to feel comfortable that the credit union 
is addressing risk management in the appropriate 
manner, Hood says.

“In its role in the strategic planning process, the 
board needs to consider the credit union’s current 
overall risk profile and the effects alternate strategies 

will have on that profile,” Hood says.
Consider three elements when viewing risk, Hood 

says: 
1. Alignment with strategy. If certain actions 

exceed your risk appetite, there’s a potential for 
misalignment with your credit union’s culture and 
value. This could jeopardize relationships with 
members and other constituents. Reject misaligned 
strategies.

2. The implications of the strategy. Identify and 
assess the risks of alternate strategies, then select the 
best strategy to pursue.

3. Risk to strategy and performance, or the 
credit union’s ability to “pull off” alternate strategies. 
Consider these implementation risks in financial plans 
and ensure the credit union devotes appropriate 
resources to managing these risks. 

‘WE FOCUS ON 
OUR PEOPLE AS 
OUR STRONGEST 

ASSET.’
KEN KURTH



JULY 2018   |    CREDIT UNION DIRECTORS NEWSLETTER    |    3

Four Top Compliance Priorities
These rules and regulations stand out in the 
crowded regulatory landscape.

Compliance professionals spent the last few years 
scrambling to meet deadlines for major compliance 
changes to laws and regulations such as the Truth in 
Lending Act/Real Estate Settlement Procedures Act 
(TILA/RESPA) and the Military Lending Act (MLA). Yet, 
this is just the tip of the iceberg when it comes to com-
pliance challenges.

Eventually, it all begins to look like alphabet 
soup—ADA, BSA, UDAAP, MLA, and TCPA. Between 
state laws and federal rules and regulations, there 
are more than enough requirements to keep your 
compliance department busy. It can be difficult to 
know where to begin—especially when resources are 
limited.

To help you prioritize, focus your compliance 
resources on these four federal rules and regulations: 

1. Americans with Disabilities Act (ADA). Credit 
unions have received demand letters and lawsuits 
alleging they’re in violation of the ADA due to their 
websites and/or mobile applications not being acces-
sible to people with disabilities. 

Plaintiffs’ attorneys rely on the general language 
of the ADA and various states’ laws to bring these 
predatory lawsuits. This situation is especially difficult 
because there are no formal, clear-cut guidelines for 
compliance.

Many credit unions are scrambling to conduct 
a thorough risk assessment and are working to 
adopt industry-accepted Web Content Accessibility 
Guidelines (WCAG) 2.0. 

CUNA continues its aggressive defense of credit 
unions hit with predatory lawsuits claiming ADA viola-
tions. CUNA also has developed a number of compli-
ance resources to help credit unions ward off potential 
legal threats, and remains engaged with members of 
Congress and the Department of Justice to seek relief. 

2. Unfair, Deceptive, or Abusive Acts or Practices 
(UDAAP). With recent enforcement actions and fines 
making headlines, clearly UDAAP enforcement is here 
to stay.

UDAAP touches everything at your credit union, 
from debt collection to product terms and conditions. 
Navigating what is and isn’t a violation is challenging 
because each determination is heavily fact-based, 
and the analysis to determine injury to consumers is 
subjective. 

Fines can easily reach millions of dollars depend-
ing on the violation. Not only can the fines be financial-
ly devastating, the reputational harm can cause you to 
lose members and drive away prospective members.

3. Bank Secrecy Act (BSA) Customer Due 
Diligence (CDD) Requirements. The Financial Crimes 

Enforcement Network (FinCEN) issued the CDD rule, 
which went into effect May 11. The rule strengthens 
existing CDD requirements by requiring financial insti-
tutions to identify and verify the beneficial owners of 
legal entity customers. The rule also requires credit 
unions to add a fifth core element to their BSA/Anti-
Money Laundering (AML) compliance programs. 

Failure to comply with these new requirements 
can result in the issuance of a cease-and-desist order, 
civil money penalties of up to $1 million per day of 
violation, and more. It’s better to comply now than to 
be penalized and forced to comply under the watchful 
eyes of examiners and supervisory agencies.

4. Telephone Consumer Protection Act (TCPA). 
An outbound calling program can help your credit 
union grow. It’s not uncommon for credit unions to 
call or text members to inform them of new products 
and services, collect a debt, or warn them of suspected 
fraudulent activity on their account. 

However, these types of calls and texts are subject 
to the TCPA and require consent from the member. 

Failure to comply with the TCPA may lead to sig-
nificant statutory damages and class action litigation 
against your credit union. Statutory damages are $500 
for each negligent violation and $1,500 for each willful 
violation, with no cap on the number of penalties for 
multiple violations.

Plus, the large attorney fees associated with TCPA 
class action lawsuits make it attractive for litigation. 
On top of the cost associated with non-compliance, 
a violation may alienate members and cause them to 
lose trust in their credit union. 

Complying with these four rules and regulations 
is a good place to start amidst what can feel like 
compliance overload. Lean on your attorneys, compli-
ance staff, and industry partners to help you navigate 
the often-challenging and ever-growing compliance 
landscape. 

KAITLIN WAHLIN is a compliance consultant in Risk & 
Compliance Solutions for CUNA Mutual Group. Contact her 
at kaitlin.wahlin@cunamutual.com.

n    CUNA compliance 

resources:                  

cuna.org/compliance
n    CUNA Mutual Group: 

cunamutual.com

LEAN ON YOUR ATTORNEYS, 
COMPLIANCE STAFF, AND 

INDUSTRY PARTNERS TO HELP YOU 
NAVIGATE THE EVER-GROWING 

COMPLIANCE LANDSCAPE.
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Prepare to Respond to Tax Status Attacks
Remind policymakers of the benefits credit 
unions provide.

The National Taxpayers Union (NTU) urged the Senate 
Finance Committee to evaluate the tax-exempt status for 
large credit unions.

In a letter to the committee, NTU falsely charac-
terizes credit unions, their mission, and the statutory 
rationale for the credit union tax status. The group seems 
unaware that Congress originally conveyed the federal 
income tax exemption to credit unions because of their 
unique ownership structure and special mission.

As board members, you need to be aware when the 
credit union tax exemption is called into question. Make 
sure you understand what the exemption is and be able 
to explain to those outside the credit union industry why 
the exemption exists. 

Credit unions of all sizes remain distinguished by 
member-ownership, democratic control, and not-for-
profit status—a structure that hasn’t changed one bit 
over their nearly 100 years of existence.

NTU wrongly equates the terms “low income” and 
“unbanked” with “modest means.” History clearly shows 
the American credit union movement began as a coop-
erative effort to serve wage-earning, working-class peo-
ple, not “unbanked” or “low income” individuals.

Congress had opportunities to more narrowly define 
“modest means” since the passage of the original Federal 
Credit Union Act of 1934 but has never done so.

Since their inception in the early 1900s, a major-
ity of credit unions have operated with narrow fields of 
membership, many based on occupational groups—
therefore having no legal basis for serving low-income 
or unbanked individuals.

Common bond
The credit union tax status has nothing to do with credit 
union common bond. The original role of the common 
bond was to control/reduce credit losses in an era when 
little was known about borrower creditworthiness.

Widespread credit reporting now eliminates the 
fundamental need for that construct. More important, 
in today’s modern and rapidly changing economy, regu-
lators have expressed concern over narrow common 
bonds which can create safety and soundness concerns 

due to concentration of risk in a single sector, company, 
or associational group.

Still, that legacy of tightly defined credit union fields 
of membership, primarily based on employer groups, 
means that credit unions have disproportionately served 
wage-earning, working-class people from their begin-
nings nearly a century ago.

The NTU letter also greatly overstates the revenue 
impacts of taxation because the government estimate of 
that impact NTU cites doesn’t reflect recent changes to 
the U.S. tax code. The new tax law includes a permanent 
reduction in the statutory C corporation tax rate to 21%. 
This will have the effect of reducing the revenue impact 
estimates by about 40% relative to NTU claims.

Taxing credit unions would do little to address U.S. 
government budget issues. If credit unions had been 
taxed in 2017, the receipts (according to last year’s 
government estimates) would have accounted for only 
0.07% of federal spending—which would have funded 
federal government operations for only seven hours. 
Going forward, lower corporate tax rates drop that to a 
little over four hours.

NTU seems blind to the fact that credit unions and 
their employees already have substantial tax burdens. 
Using IMPLAN modeling, CUNA finds that credit unions 
and their employees directly paid an estimated $4.2 
billion in federal taxes and $2.4 billion in state and local 
taxes in 2016 alone.

Credit unions’ 113 million consumer-owners are 
likewise saddled with a substantial tax burden. Any new 
tax on credit unions is an additional direct tax on these 
consumers. 

MIKE SCHENK is CUNA’s chief economist and deputy  chief 
advocacy officer. Contact him at mschenk@cuna.coop.

CUNA advocacy 

resources:

cuna.org/advocacy 

THE CU TAX 
EXEMPTION IS 
ONE OF THE 

GOVERNMENT’S 
BEST INVESTMENTS.


