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risky business
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The operation of a billion-dollar utility that creates and delivers high-
voltage electricity across thousands of miles 24-hours a day involves 
inherent risks. Business risks, financial risks, operational risks, physical 
risks—it is all in a day’s work at South Mississippi Electric (SME).

“All SMEPA employees manage risks every day,” said Mike McCrary, director 
risk management. “Where there is risk, there is also opportunity. As an 
organization, our goal is to capitalize on the opportunities these risks afford 
us beyond just mitigating the risk.”

McCrary and Jeanne Walker, risk manager, form SME’s risk management 
group, which is responsible for identifying, assessing, managing and 
monitoring the Association’s risks utilizing the discipline of Enterprise Risk 
Management (ERM), an organization-wide risk management strategy. 

“SMEPA does not operate in a risk-free environment, and Enterprise Risk 
Management does not create such an environment,” said McCrary. “Rather, 
Enterprise Risk Management enables management to operate more 
effectively in environments filled with risks.”

The risk management group is in the process of finalizing a proposed ERM 
board policy and is now setting objectives by which to identify, analyze and 
address risks. In addition to new risk strategies, ERM will also formalize the 
approach of risk management activities already in place at SME.

Risk assessment surveys have been conducted over the past several years 
to assess the concerns members of management have about their area of 
responsibility or other areas of SME.

“We are starting with these survey responses as our baseline for risk 
assessment and for fit-gap analysis of our current risk-management 
activities,” said McCrary. “The responses may reveal a need to develop new 
strategies from scratch or enhance existing strategies.”

Once a risk is identified, the risk management group will help determine 
the cost benefit of mitigating the risk. In some cases, McCrary and Walker 
will work with the group affiliated with the risk to perform a cost analysis 
to determine if it makes sense for SME to invest in lowering the risk, or if 
the cost of lowering the risk is greater than the benefit it will provide. 

The risk management group will provide guidance and support for the 
group affiliated with the risk, but will not directly perform operational 
tasks that may be affiliated with the risk. For example, SME formed the 
fuel risk management committee to manage the risks associated with fuel 
purchases, which account for 17.2 percent of the Association’s budgeted 
cost of electric service for 2014. Rather than purchase fuel contracts, 
the risk management group may help the committee protect SME from 
potential risks by assisting with the development of formal policies to 
guide fuel purchases.

Functional teams will be key players in doing daily work to manage the 
Association’s risks. These teams will constantly evolve as new risks are 
identified and other issues are eliminated.

Other key players in ERM are members of SME’s Board of Directors, 
members of the board’s Risk Oversight Committee (formerly the Fuel and 
Insurance Committee), and a forthcoming internal risk management 
committee.

“One big component of this strategy is that we will use both a top-down 
and bottom-up strategy,” said McCrary. Both members of the board 
and employees will be instrumental in identifying potential risks and 
developing the strategies to lessen those risks. 

Risks often cross boundaries between different groups within an 
organization. One goal of ERM is to erase those boundaries that may exist 
and work with all groups affiliated with risks to find the most optimal 
way of doing business. At SME, for example, the finance department 
relies on the business information systems (BIS) group to maintain the 
Association’s financial data. BIS subsequently relies on the control and 
computer systems group to maintain the computer equipment (back-
up systems, servers, etc.) necessary to maintain the data. While Bobby 
Vinson, controller, needs the data to be adequately maintained, he is not 
the employee responsible for developing the applications or purchasing 
the servers that makes this possible. 

McCrary and Walker will also be involved in the process of developing 
metrics by which to measure how well a strategy is working to address 
a particular risk. Metrics will allow the groups responsible for managing 
the risks to accurately assess whether or not components of their strategy 
need to be modified or replaced by a new strategy.

“This program will enhance our capability to respond to risks and 
make better decisions,” said McCrary. “The program becomes even 
more necessary as we move forward with joining MISO (Midcontinent 
Independent System Operator) and develop a greater understanding of 
this new business model.

“From our safety committees to our standards committee, it is important 
that we respond to the risks that exist within our organization. When 
you see our facilities group wearing chaps while they cut hedges, it is an 
example of someone seeing a risk and doing something about it. It is the 
goal of ERM to take that approach and apply it to our daily operations 
across the organization.”
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areas of risk
•	 Commercial operational risk
•	 Commodity market price risk
•	 Contract risk or Counterparty 

performance risk
•	 Concentration risk
•	 Credit risk
•	 Delivery risk
•	 Financial risk
•	 Cash margin risk
•	 Operations risk
•	 Safety and hazard control risk
•	 Volumetric risk
•	 Load forecast/weather 

variability risk
•	 Forced outage and de-rate risk
•	 Loss of load risk
•	 Congestion risk
•	 Principal project risk

"EnTErprISE rISk ManagEMEnT EnablES ManagEMEnT TO OpEraTE 
MOrE EffECTIVEly In EnVIrOnMEnTS fIllEd wITh rISkS.”

System Operator Josh Beech


