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Risk Appetite 
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“the degree of comfort and preference for accepting 

a series of interconnected uncertainties about 

achieving corporate goals.” 
 

 

(Actuarial Profession: Allan, Cantle, Yin, Godfrey, 2012) 
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…is not just a capital number 
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Risk Appetite Concepts 
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Planned 

Result 

Possible 

Results 
Risk Capacity 

Over 

performance 

Risk 

Tolerance 

Risk 

Budget 
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Recipe 

Risk Appetite Recipe 
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 Planned outcome 

 

 
 

 Tolerated outcome 

 Frequency 

 Preferences… 

? ? ?  
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Why Appetite Matters 
Setting the Tone 

• Sets the tone for how business is to be 

done 

– Clear about outcomes that matter 

– Clear about acceptable variation over 

different timescales 

– Clear about which reasons for variation 

are acceptable 
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Encourages appropriate risk 

taking and responsible 

management decisions 
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Why Appetite Matters 
Shared Vision 

Management are “part of” the system and can 

help most by creating shared vision and 

narratives that help make sense of uncertainty 

Companies cannot be controlled like 

“machines”, with managers observing 

them from outside 

28 April 2014 9 
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Why Appetite Matters 
Decision-Making Compass 

• Provides the basis against which culture, performance, 

decisions are all judged 

– Performance clearly assessed against core                                                                  

outcomes 

– Ensures attitude to local tasks                                                     

influenced by effect on                                                                       

global outcomes 

– Culture guided by                                                                            

“reasons” for variation 

– Use risk budgets to                                                                       

emphasis “good” risks 
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Why Appetite Matters 
Summary 

• Creates basis for shared vision 

• Sets the tone for culture 

• Provides a framework for local 

interactions 

• Helps focuses attention 

‘forwards’ 

• Helps the organisation to be 

resilient 

 

28 April 2014 11 

Core of modern business planning 

and performance management 
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• Why appetite matters 

• Ingredients 
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Ingredients 
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Engagement 

Information 

System 

Analytics 
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Ingredients 
Observed Complexity 

Simple inputs and processes… …can create messy outcomes 
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Ingredients 
Deriving Underlying System 

Symptoms 

Causes 

Sense-making 

Understanding 
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• Why appetite matters 

• Ingredients 
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The Process 
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Embedding 

Top Level 
Goals 

Unit 
Goals 

Dept 
Goals 

Cascade Hierarchy 

of Goals 

Determine System 

Structure 

Information 

Capture 

Analytics 
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The Process 
Goals 
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• What are your key goals? 

• How will you/others know you 

achieved them? 

• What about them matters… 

amount, stability, …? 

• Over what timescales are they to 

be met? 

• Does success “depend” on time? 
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The Process 
System Structure 
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• How does your business generate those outcomes? 

• NOT a series of linear processes 

• IS a series of interacting parts acting                                          

TOGETHER to produce outcomes 
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The Process 
System Structure 
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• Uncertainty 

– Which dynamics lead to uncertainty in outcomes? 
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The Process 
System Structure 
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• Look for key univariate and multivariate dynamics 

 
Main Drivers 

Multivariate drivers 
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The Process 
System Structure 

“If the data was lost by a 

partner there would be 

contractual issues to resolve 

which would strain the 

relationship and there 

would be damages to claim. 

This could cause a loss of 

confidence in the partner 

themselves..” 
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Produce a “minimally 

complex” summary 

Find the most 

important 

elements of 

the “system” 

Identify 

unfinished 

explanations 

more clearly 

The Process 
System Structure 
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The Process 
System Structure 
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• Tipping Points 

– Look at dynamics which can cause sudden changes in outcomes 

 

INPUT OUTPUT 

Source: From Gunderson and Holling (2002) 
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The Process 
System Structure 
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• Translate 

– Re-express at each level 

– Nested sub-systems 

– Challenge boundary 

assumptions 
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Describing Real Uncertainties 
 

Scenarios must start in 

these areas 

Scenarios 

must move 

through  these 

areas 

Winner of Award for “Practical Risk 

Management Applications” at ERM 

Symposium 2013 
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The Process 
Information 

• Mixture of endogenous and exogenous 

• Structured and unstructured 

• Adaptive 

• Repeatable  

• Untainted truth 
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Take care using model 

output as “information” 
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The Process 
Analytics 

• Uncertainty not only 

randomness 

• Ask questions first 

• Pattern spotting 

• Multivariate 

• Flexible 
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Produced by 

Milliman using 

Spot changing business drivers… 

Spot onset of 

new regimes… 
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Scenario Testing 
What Can Trigger “Bad” Outcomes? 

Source: Produced by Milliman using AgenaRisk™ 
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Some indicators 

do not predict tails 
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Joining The Dots 
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Holistic view of business dynamics, linking risk information to outcomes  

Balance financial 

and non-financial 

outcomes 
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The Process 
Embedding 

• Open culture 

• Enquiry-centric reporting philosophy 

• Local communication 

• Forecast … review accuracy 
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The way you think about business 
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Summary 
 

Risk Appetite… 

• Sets the tone 

• Creates a platform for shared vision and collaboration  

• Supports local decision-making & encourages discussion 

• Must be multivariate & adaptive 

• Can facilitate learning 

• Supports pursuit of organisational resilience 
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Expressions of individual views by members of the Institute and Faculty 

of Actuaries and its staff are encouraged. 

The views expressed in this presentation are those of the presenter. 

Questions Comments 


