Strategic Risk

Strategic risk is the current and prospective impact on earnings or capital arising from adverse business decisions, improper implementation of decisions, or lack of responsiveness to industry changes.  This risk is a function of the compatibility of an organization’s strategic goals, the business strategies developed to achieve those goals, the resources deployed against these goals, and the quality of implementation.  The resources needed to carry out business strategies are both tangible and intangible.  They include communication channels, operating systems, delivery networks, and managerial capacities and capabilities.  The organization’s internal characteristics must be evaluated against the impact of economic, technological, competitive, regulatory, and other environmental changes.

Aggregate Level of Strategic Risk Indicators

The following indicators should be used when accessing the aggregate level of strategic risk.

Low

Risk management practices are an integral part of strategic planning.

Strategic goals, objectives, corporate culture, and behavior are effectively communicated and consistently applied throughout the institution.  Strategic direction and organizational efficiency are enhanced by the depth and technical expertise of Management.

Management has been successful in accomplishing past goals and is appropriately disciplined.

Management information systems effectively support strategic direction and initiatives.

Exposure reflects strategic goals that are not overly aggressive and are compatible with developed business strategies.

Initiatives are well conceived and supported by appropriate communication channels, operating systems, and service delivery networks.  The initiatives are supported by capital for the foreseeable future and pose only nominal possible effects on earnings volatility.

Strategic initiatives are supported by sound due diligence and strong risk management systems.  The decisions can be reversed with little difficulty and manageable costs.

Moderate

The quality of risk management is consistent with the strategic issues confronting the organization.

Management has demonstrated the ability and technical expertise to implement goals and objectives, and successful implementation of strategic initiatives is likely.

Management has a reasonable record in decision making and controls.

Management information systems reasonably support the company’s short-term direction and initiatives.

Exposure reflects strategic goals that are aggressive but compatible with business strategies.

The corporate culture has only minor inconsistencies with planned initiatives.  The initiatives are reasonable considering the capital, communication channels, operating systems, and service delivery networks.  Decisions are not likely to have a significant adverse impact on earnings or capital.  If necessary, the decisions or actions can be reversed without significant cost or difficulty.

Strategic initiatives will not materially alter business direction, can be implemented efficiently and cost effectively, and are within Management’s abilities.

High

Risk management practices are inconsistent with strategic initiatives.  A lack of strategic direction is evident.

Strategic initiatives are inadequately supported by the operating policies and programs that direct behavior.  The structure and managerial and/or technical talent of the organization do not support long-term strategies.

Deficiencies in management decision-making and risk recognition do not allow the institution to effectively evaluate new products, services, or acquisitions.

Management information systems supporting strategic initiatives are seriously flawed or do no exist.

Strategic goals emphasize significant growth or expansion that is likely to result in earnings volatility or capital pressures.

The impact of strategic decisions is expected to significantly affect franchise value.  Strategic initiatives may be aggressive or incompatible with developed business strategies, communication channels, operating systems, and service delivery networks.  Decisions are either difficult or costly to reverse.

Strategic goals are unclear or inconsistent, and have led to an imbalance between the institution’s tolerance for risk and willingness to supply supporting resources.

