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“The Board is responsible for the risk appetite of a regulated 
institution and for ensuring that the institution has an 
appropriate risk management Framework. Risk appetite is a 
fundamental part of both risk management and capital 
management”

- CPG110

“It is very important that the risk appetite development is 
tackled systematically, and its implementation is rigorous … 
APRA is increasing its intensity of Risk Appetite supervision”

- Ian Laughlin, 27 September 2012

Risk Appetite is a high priority on 
APRA’s agenda
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The market shows “zero tolerance” for off 
strategy risks and lapses in risk management
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Source: Oliver Wyman analysis on leading financial institutions around the globe for ten years to 2007

The market is forgiving of 
unpreventable events 

within strategy

Off strategy risks and 
preventable risks caused 

by lapses in risk 
management are highly 

penalised

Risk Appetite helps achieve clarity around what risk taking is within 
strategy and provide a foundation for risk management



Business Strategy (incl. Risk Strategy)
What are our strategic priorities?

What is our overall attitude to risk?

Risk Appetite and 
limits

How much risk do we want 
to take?

What types of risks do we 
want to take?

Solvency and
capital management

Are our regulated 
entities solvent?

How is capital managed?

Financial 
performance mngt.

How do we measure 
value creation?

Are we generating value?

Business
planning 

Products 
and pricing

Risk
mngt.

Performance 
metrics

Capital 
mngt. Reporting

Management 
framework

Embedded 
through 
business 

processes

Risk Appetite is one element of the overall 
management framework



Risk Appetite framework

Level 1

Level 2

• Limits by risk type (e.g. market, credit, 
insurance, liquidity, reputational risk, 
operational risk) and business unit

• Guide risk taking to be in line with risk strategy 
and appetite

• High-level dimensions to define the risk 
boundary for the Group/ entity as a whole e.g. 
capital resilience, stressed earnings

Risk Appetite can be broken into levels to 
describe the boundaries and types of risks
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The first level is owned by the Board



Level 1 and 2 Risk Appetite in practice

Example Level 1 Risk Appetite

BU1 BU2 BU3 BU4 BU5 BU6

Example Level 2 Risk dashboard – Capital

UnderweightRed Amber GreenTrigger points:

Bubble size = Risk Exposure

Business Unit
Risk 
type

ALM

Market

Credit

Liability

Business

Op.

Earnings
at risk

EV at risk

Economic
capital

coverage

Reg
capital

requireme
nt

coverage

Risk profile

Risk appetite boundary

Risk target

Reg cap 
coverage



Once defined, there are two dimensions to 
embedding the Risk Appetite 

Link to strategy and 
growth 

• Optimisation of risk/return
through strategic planning, 
budgeting, etc.

• Proactive external 
communication

Link to business 
operations

• Translation of the
risk appetite into limits
on more manageable 
risk indicators e.g. by 
risk type, product type, 
BU

Focus on value 
optimisation

Focus on controlling
within Risk Appetite

Risk appetite
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• Growth plans may 
look favourable on a 
planned earnings 
basis, but could bring 
the company outside 
risk appetite over 
time

RA boundary

Breach of Risk 
appetite

Risks from the strategy

Example: A strategic risk profile can be built 
up and compared against Risk Appetite, 

creating a Risk-lens for strategy development
Illustrative



Risk appetite has become the primary 
mechanism by which risk functions define and 

execute their responsibilities

!
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Provides a real-world articulation of risk which is relevant to senior 
executives, dealing with the risks that matter to stakeholders

Recognises that risk management is a multi-dimensional problem that 
involves trade-offs

Links the detailed measurement, monitoring and mitigation done in the 
trenches with a high-level statement that has been endorsed by the 
Board/ExCo

Attempts the improbable by bringing alignment between risk and strategy 
views of the world


