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What is risk appetite




Back to the UK Corporate Governance Code ﬁ
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The Board is responsible for determining
the nature and extent of the significant
risks it is willing to take in achieving its
strategic objectives.

Risk appetite by any other name...



Guidance from standards

ISO 31000

= Amount and type of risk
that an organization is
willing to pursue or retain.

= But no further guidance
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BS31100

* Amount and type of risk

that an organization is
prepared to seek, accept or
tolerate.

Limited further guidance...




BS31100: Para3.8: Risk appetite and risk profile *

A2
1. Provide 2. Consider 3. Look at
direction and external portfolio of
boundaries context risks
4. Define 5. Be reflected 6. Deal with
delegations in policy specifics

_ Risk appetite statement
/. Deal with should be:

: - v'Continually monitored
nti IV :
quantitative v'Formally reviewed

aspects annually
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Risk appetite in context of maturity
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Propensity to N
Level P .ty exercise Measurement
take risk
control
.E Strategic Shareholder Z
L Value m
: Risk Taking H
o c
m Tactical KRI’s : .
Z —
Exercising \<
Control
Prole_ctJ o
Operational

Maturity

_




Proposed contents

Strategic

Tactical

Project/
Operational

Risk Taking

Exercising
Control

Shareholder
Value

KRI’s

KCl’s

WIPRO

Applying Thought

j9UOZ 22.)-BIBP B JOU SI SIY |




A deeper dive
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Three areas for a closer look:
" Propensity to take risk

* Propensity to exercise control

= Shareholder value
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Creating a risk appetite framework




Establishing risk appetite

WIPRO

Applying Thought

l e \

Stakeholder
engagement

Review

Report Develop

\ 4

Implement Approve




Establishing risk appetite
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worked? What engage with

failed? l Sketch \takeholders

Stakeholder
engagement

*Internal
*External Full range of
L stakeholders
Using risk

appetite

Review
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Governance of a risk appetite framework




The board’s (or risk oversight committee’s) role
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Set

i\

Learn < BOard ~—» Measure

v

Monitor ...and manage authority
limits, plus deal with matters
reserved to the board




The board’s (or risk oversight committee’s) role

}Xll’TRO
Oversight e
What was of setting Measure and
good? assess risk
process Set
What needs appetite to
doing better? identify impact
What needs on business
changing? performance
Learn Board Measure
|dentify breaches or Monitor ...and manage authority
tensions arising from limits, plus deal with matters
risk appetite reserved to the board
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Other matters
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Timing

Step

Development

Measure

Monitor

Learn

When

With periodic strategy and annual
budgetary process

With periodic management
reporting

At every board meeting

Before sketching the next year’s
process
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Timing

) WIPRO
Link to strategy Applying Thought

development and your
regular budgetary

processes
Step When
"= Development "  With periodic strategy and annual
budgetary process :
Embed into regular
= Measure "  With periodic management reporting processes
reporting
* Monitor = At every board meeting Dlar@raimis fia
importance to
= Learn = Before sketching the next year’s board, staff and
process external

stakeholders

Learn and apply lessons
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Conclusions




Some final thoughts
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Risk appetite:

" [s as much about “enabling” risk taking as “constraining”
adverse risks

* Requires active “stakeholder” engagement
" Needs to be built into “business as usual” processes

= Should be approved by the board (or risk oversight
committee)

" Has to be actively monitored by management
" Has to be reviewed regularly by the board
" |s a management tool as well as a governance requirement

* Needs measurement tools and techniques

_



And the benefits
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" Better decision making;

= At an early stage (allowing more wriggle room to
deal with risks);

* Reducing surprises;
= |n a structured manner;

* That facilitates better achievement of long term
objectives; and

" Which brings sense to the risk process.

—



Next steps
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* How do we gain consensus on what risk appetite
means!

= Can we genuinely measure it! And if so...
— What are the data sources that we would need?

— How will this impact on operational frameworks!?

— What is the new data architecture and data governance
model that would be required?

* How do we educate boards on the ramifications?
Because they are huge.

_



Some questions
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|. Inherent versus residual?

2. Should control information be presented or is the
influence of controls in residual already accounted
for sufficiently?

3. Guide to maximum versus hard-ceiling maximum?

4. What case studies would be useful? How many
basic approaches are there"?

5. Should different risk categories be dealt with
separately!?

6. Should reference be made to risk tolerance?

_
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