
Feeling hungry?
A simpler, more intelligent 
approach to risk appetite



Unfortunately, the generally accepted approach is to develop a board-level risk 
appetite statement. Such statements tend to be theoretical, static documents 
that jump through the hoops of addressing how much – or how little – of key 
types of risk the organisation is willing to accept or avoid. They usually attempt 
to describe risks in both qualitative and quantitative terms, and require the 
organisation to define arbitrary risk limits, often based on gut feel and what looks 
reasonable (defensible?). 

In an ideal world, risk appetite would be set at the same time, and would inform 
development of, the organisation’s strategy and strategic objectives. In essence, 
the three are interlinked. Changing strategy should require strategic objectives 
and risk appetite to be revisited and vice versa. 

Add to this the important but under-utilised concept of risk strategy – the 
organisation’s overall approach to risk – and the complexity becomes apparent.

Feeling hungry?
A simpler, more intelligent 
approach to risk appetite

Your organisation is clear on its purpose and values, 
has a clearly-defined corporate strategy and has even 
set SMART strategic objectives for the executive.  But 
how much risk should the organisation take in trying 
to achieve its objectives and deliver its strategy?

Chicken or egg?
So, which of these comes first? Is it really possible for the Board to consider  
and decide on the organisation’s strategy without also considering and 
refreshing these other components of the risk governance framework?

What about Board decision-making? Ideally, it should be informed by risk 
appetite. But how many boards consult their own risk appetite statement  
when considering major decisions, including changes to strategy? 

The answer is, unsurprisingly, very few. And the reason: board-level risk appetite 
statements tend to be difficult to understand and impractical to use in real-world 
decision-making situations. 

In an ideal world, 
risk appetite 
would be set at 
the same time, 
and would inform 
development of, 
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strategy and 
strategic objectives. 
In essence, the 
three are interlinked. 
Changing strategy 
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strategic objectives 
and risk appetite  
to be revisited and 
vice versa. 



1(Exposure to) the possibility of loss, injury, or other adverse or unwelcome circumstance; a chance or situation involving such a possibility. Source: OED.com

Risk focused thinking
The key weakness of the current approach 
to risk appetite (including risk appetite 
frameworks derived from the Board’s risk 
appetite statement) is that it places undue 
emphasis on risks, rather than focusing on 
outcomes in decision-making.  

Take, for example, the situation where an 
organisation wishes to expand operations 
overseas. This expansion will necessarily 
expose the organisation to additional 
risk. Current thinking suggests that the 
organisation should (somehow) define 
how much risk it is willing to accept as 
part of the overseas expansion and that 
management’s job is to keep those risks 
within appetite throughout the process. 

Provided management keeps risks  
within appetite then – the argument  
goes – there is an increased likelihood  
of a successful outcome. The commonly 
held view being that you must take risks 
to generate rewards. And that, implicitly, 
greater risks should equate to greater 
potential rewards. Keeping risks just within 
risk appetite is seen as ‘risk efficient’ or 
‘risk optimising’, maximising the value of 
potential rewards. 

But does this really make sense?

Objective centric thinking
What this approach fails to recognise is that successfully achieving an  
objective relies not just on preventing bad things from happening (mitigating 
risks), but also on making good things happen. That is, taking active steps  
to deliver the objective. 

Current approaches to risk management tend to gloss over the importance  
of this activity, paying lip-service to exploiting ‘opportunities’ while focusing  
on lists of risks. 

Risks ≠ rewards
If one accepts the natural language definition of risk as being the possibility  
of an adverse outcome1, then an organisation should aim to set residual (net) 
risk profile as low as reasonably practicable, thereby increasing the likelihood 
of a successful outcome. 

Logically, that means setting residual risk profile to the point where the 
benefits of further reductions in residual risk are offset by the cost of  
additional control activities (i.e. residual risk/cost of control equilibrium).  

While this assessment will always be somewhat arbitrary, it is an area where the 
CRO and second line risk function can add real value and insight.

The organisation’s aim should be to increase the certainty of achieving its 
objectives through minimising residual risks to the point of residual risk/cost  
of control equilibrium and taking active steps to deliver the objective – i.e. 
‘making good things happen’



Focus on 
performance
Breaking this down further, for every 
primary objective, an organisation should:

• minimise the risk of bad things 
happening through traditional risk 
management techniques, with 
residual risk profile set as low as  
reasonably practicable;

• maximise the chance of good things 
happening through setting sub-
objectives (with KPIs) linked to the 
delivery of the primary objective; and

• analyse each sub-objective in the 
same way as the primary objective,  
with a recognition that both ‘good’ 
and ‘bad’ things can happen at the 
sub-objective level also. 

In extremis, this approach can be taken 
all the way down to the individual task 
or activity level, creating an hierarchy of 
objectives linked to the delivery of the 
primary objective.

The Board’s role
The Board should clearly prioritise and set targets for certainty of achievement 
for each primary objective across a range of categories – such as: 

• strategic aims
• operational efficiency & resilience
• financial performance & reporting
• conduct & culture

• legal & regulatory compliance
• ESG
• continued viability

Those objectives most critical to the organisation – and thus requiring a very 
high certainty of achievement – should receive more Board attention and 
management resources than less important objectives. 

The major advantages of this approach are that:

• there is no need to set an arbitrary (and probably meaningless) risk appetite. 
Residual risk is always set at the lowest reasonably practicable level;

• risks and KPIs attached to sub-objectives give a direct indication of the 
certainty of achieving the primary objective to which they are linked, enabling 
an effective roll-up or consolidation of key risk-related information; and

• it ensures appropriate strategic alignment throughout the organisation 
and, provided the Board has defined a robust and cascaded framework of 
prioritised objectives, enables the Board to focus resources on achieving the 
organisation’s most critical objectives in the full knowledge of the impact of 
trade-offs on competing objectives. 

Incidentally, defining business objectives that can be ranked in order of relative 
importance can also help businesses think through and manage the challenge of 
conflicting priorities. For example, (and thinking about recent real-world events), 
is it more important to boost short-term profits through increased market share 
or ensure long-term viability and stable profits through compliance with (fuel 
emissions) regulations?

There will never be a simple answer to the question of competing priorities, but 
presenting the Board and executive management with objective-focused risk 
information should facilitate a good discussion.



Risks = rewards
Although counter-intuitive, this objective-focused approach is consistent with current 
risk / reward thinking. Take the case of a bank wishing to increase its profits from 
lending. Current thinking is that the bank would seek to increase its profits through 
increased exposure to credit risk - after all, greater risk should result in greater reward! 
Typically, this would result in increased exposure to less creditworthy businesses and 
individuals, or perhaps a new market segment or product. 

What really happens in this example is that the bank increases its exposure to inherent 
(gross) credit risk. It then uses its banking expertise, systems and controls to mitigate the 
increased inherent credit risk down to the point where further investment in controls is 
no longer worthwhile. That is, residual risk is mitigated as far as reasonably practicable 
– thereby increasing the certainty of achievement of the lending objective. It should be 
noted, however, that the bank is likely to have increased its overall residual risk profile. 

Future-focused reporting
Adopting this objective-focused approach also enables organisations to develop 
future-focused reporting. 

Consider an organisation that RAG (red, amber, green) rates its objectives for ‘certainty 
of achievement’ based on whether it is managing to get things right, as  
well as managing its risks effectively. The executive team would no longer need to ‘read 
the tea leaves’ of financial variance analyses presented in the monthly management 
pack to decide where to focus resources. The information would be clearly apparent in 
the RAG-rating of the business’s objectives.

It’s easy to envisage that executive management would demand this future-focused 
performance information be provided alongside the financials in every monthly pack. 
At this point the risk management process becomes a living, breathing part of the 
business, embedded within day-to-day management processes and contributing  
to the performance of the business.
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We believe that 
our proposed 
objective-
focused approach 
addresses this 
disconnect 
through enabling 
executive 
management and 
the Board to assess 
the impact of 
both quantitatively 
and qualitatively 
evaluated risks 
on the likely 
achievement of 
key objectives. 

Quantitative vs. qualitative risk approaches
Currently within risk management there is a significant disconnect between 
quantitative (modelled or calculated) and qualitative (subjective) approaches  
to risk evaluation, aggregation and reporting. 

We believe that our proposed objective-focused approach addresses this 
disconnect through enabling executive management and the Board to assess 
the impact of both quantitatively and qualitatively evaluated risks on the likely 
achievement of key objectives. Indeed, presenting both analyses together 
provides a complementary, rather than contradictory, perspective on certainty  
of achievement. 

Babies & bathwater
Would moving to this objective-focused approach to risk mean completely 
abandoning the traditional approach to risk appetite?  

In our view, organisations that have well-established and robust risk appetite 
frameworks supporting sensible risk-based decision-making should not abandon 
them. Rather, organisations should look to supplement and gradually replace 
this traditional approach with an objective-focused approach over time. For 
example, a first step might be to revise the organisation’s risk reporting, moving 
away from lists of risks and presenting risk information in the context of the 
objectives to which they relate.

This gradualist approach should enable organisations to evidence the 
improvements an objective-focused approach brings while maintaining  
effective controls and keeping regulators ‘on-board’ with the changes. 



Summary
Current risk management thinking requiring definition 
of a risk appetite is flawed and unhelpful.  A better 
approach is to focus on the certainty of achievement 
of objectives.  This requires minimisation of residual risk 
profile as far as practicable while focusing on actively 
delivering objectives.  

Under this proposed approach, the Board no longer 
needs to consider whether the organisation is taking 
sufficient risks to achieve its aims – i.e. risk optimising.  
Rather, the Board needs to consider whether its 
objectives (including sub-objectives) are sufficiently 
certain given the risks attached.   

Currently, the UK Corporate Governance Code 
encourages boards to assess their principal risks.  This 
is not the most effective approach.  Rather, boards 
should consider their principal objectives and how 
certain they are to be achieved.  Principal and other 
risks will necessarily be considered by the Board as 
part of this approach – but the focus should be on 
outcome (achieving the objective) rather than on the 
risks themselves.  

Moreover, since this approach presents risks in the 
context of objectives rather than as a list of top risks 
to be considered individually, it makes for richer, 
more informed (and effective) Board discussions and 
decision-making. 
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We specialise in providing clients with 
bespoke, light-touch consultancy to help 
them assess and transform the quality and 
effectiveness of their:

• Risk governance arrangements
• Board and/or Board Risk Committee
• Risk function and framework
• Internal audit function

Our experience means we understand 
what really matters to boards and what 
organisations need to get right.  

Please get in touch if you would like to 
explore further the ideas and suggestions 
raised in this paper, or would like more 
information about how Halex Consulting 
can help you. We’re always happy to talk. 
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