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Agenda    

Different  risks  have  different  types  of  appetite  

What  level  should  be  selected?  

Using  a  consistent  methodology  

  Developing  appetite  from  your  risk  register  

  Different  ways  of  describing  operational  risk  
appetite?  

  Practical  examples  of  OR  appetite  reports  
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Different  risks:  different  appetite  types  

Financial  (quantitative)  risk  

Market  risk    

Credit  risk  

Insurance  risk  

Non-Financial  (qualitative)  risk  

Operational  risk  

Reputation  risk  

Strategic  risk  
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Do  you  differentiate  between  
Financial  and  Non-Financial  
risk  appetite?  

1  for  Yes  
2  for  No  

VOTE 

Financial  risk  

Market  risk    

Credit  risk  

Insurance  risk  

Non-Financial  risk  

Operational  risk  

Reputation  risk  
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What  level  should  be  selected?  

Expected  
Loss  
(BAU)  

Time  

Lo
ss
es
  

Actual Loss Experience 

Unexpected 
Loss  

Mean 

Appetite    
(tolerance)  
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Capital/ 
Monetary exposure 

Risks and Actions 

RCAs, KRIs and Losses 

Controls, KCIs and Events 

Apply  an  appropriate  yet  consistent  
methodology  
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Developing  your  appetite  from  
your  risk  register  
Use  your  assessments  of  your  inherent  and  
residual  risk,  coupled  with  your  control  
assessment  
Directive  and  preventative  controls  affect  
likelihood  
Detective  and  corrective  controls  affect  impact    
So,  if  your  controls  were  working  as  well  as  you  
would  like:  
What  is  the  residual  likely  to  be  (and  are  you  
comfortable  with  that  level?  
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Effects  of  control  types  on  a  risk  

Discussion session 
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We  will  think  about  the    
Impact  Appetite  and    
Likelihood  Appetite    

You  should  consider  
4  =                        High  
3  =                        Medium-high  
2  =                        Medium  
1  =                        Medium-low  

  

Discussion session 
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A  Generic  Risk  and  Control  Profile  

Discussion session 

ID Risks I   
I

I  
L

R
I

R
L

T 
I

T
L Controls D P E

-Salary surveys 2 2 4
-Training and mentoring schemes 3 2 6
-Retention packages for key staff 4 4 16
-Staff training 4 4 16
-Learning gained from previous deals 4 4 16
-Review of individual needs in performance appraisal 
process 3 2 6

-Procedure manuals for processes 4 4 16
-Defined communication channels 4 3 12
-Documented procedures and processes 3 2 6
-Internal training courses 4 4 16
-Regular updates from various sources 4 1 4
-External training courses 4 3 12
-AML annual training 3 2 6
-Circulation of BBA awareness circulars 3 1 3
-KYC 4 3 12

5 Poor detection of money laundering 4 3 4 2

4 Failure to understand the law and/ or 
regulations 4 3 4 2

3 Poor staff communication 4 4 4 3

2
Financial advisors misinterpret / fail to 
understand the  complexity of "equity 
release" products

4 4 3 2

1 Failure to retain key staff 4 4 4 3

Acronyms used:  
II: Inherent Impact   
IL: Inherent Likelihood 
RI: Residual Impact 
RL: Residual Likelihood 

TI: Target Impact 
TL: Target Likelihood 
D: Design 
P: Performance 
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Do  you  use  Target  Appetite  as  one  
way  to  express  your  appetite?  

VOTE 

ID Risks I   
I

I  
L

R
I

R
L

T 
I

T
L Controls D P E

-Salary surveys 2 2 4
-Training and mentoring schemes 3 2 6
-Retention packages for key staff 4 4 16
-Staff training 4 4 16
-Learning gained from previous deals 4 4 16
-Review of individual needs in performance appraisal 
process 3 2 6

-Procedure manuals for processes 4 4 16
-Defined communication channels 4 3 12
-Documented procedures and processes 3 2 6
-Internal training courses 4 4 16
-Regular updates from various sources 4 1 4
-External training courses 4 3 12
-AML annual training 3 2 6
-Circulation of BBA awareness circulars 3 1 3
-KYC 4 3 12

5 Poor detection of money laundering 4 3 4 2

4 Failure to understand the law and/ or 
regulations 4 3 4 2

3 Poor staff communication 4 4 4 3

2
Financial advisors misinterpret / fail to 
understand the  complexity of "equity 
release" products

4 4 3 2

1 Failure to retain key staff 4 4 4 3
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Different  ways  of  describing  
operational  risk  appetite  
Risk  and  control  assessment  

Key  indicators  (both  risk  and  control)  

Losses  

Risk  Modelling  

Capital  Modelling  
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How  many  different  ways  do  you  
describe  your  OR  appetite?  

Vote:  
1,  2,  3,  4  or  5  

VOTE 

Risk  and  control  assessment  

Indicators  (both  key  risks  and  
key  controls)  

Losses  

Risk  Modelling  

Capital  Modelling  

  



15 

Appetite  by  comparing  risk  to  controls  

Risk Factor 

Control Factor 
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Appetite  by  threshold  
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Appetite  by  number  of  losses  
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Appetite  by  monetary  exposure  by  risk    
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Appetite  by  risk  owner  
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Appetite  by  monetary  exposure  by  BLET  
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Summary  

How  appetite  is  described  will  depend  upon  the  size,  
complexity  and  culture  of  the  firm  
There  are  various  ways  to  describe  risk  appetite     
applying  a  consistent  methodology  is  important  
You  may  find  that  you  are  over  controlled  (against  
your  appetite)  
Stating  risk  appetite  and  benchmarking  the  business  
against  this  level  enables  the  management  team  to  
have  a  clear  picture  of  the  real  risk  profile  and  to  
take  appropriate  mitigating  actions  
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Expenditure on controls 

Reduction of risk 
Loss reduction 

KCIs, gross-to-net change 

Target control level 

What  is  OR  Control  Appetite?  

The amount a firm is willing to spend to mitigate a risk 
(in money, time and/or resources) 
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Control  appetite    

Internal  to  the  firm  (cf  Risk  Appetite:  driven  by  
external  as  well  as  internal  factors)  
Recognises  that  certain  risks  cannot  be  mitigated  
(or  mitigated  further)  
Recognises  that  management  has  a  finite  
willingness  to  mitigate  risks  
Allows  management  to  focus  on  controls  that  can  
be  improved  within  a  given  cost/benefit  ratio  
Links  to  Internal  Audit  and  Six  Sigma/Lean  work  



24 

Control  appetite:  causes  and  efects    

Control  appetite  splits  into  two  main  parts:    
causes  appetite  which  concerns  preventative  
control  appetite,  and    
effects  appetite  which  concerns  corrective  
control  appetite  
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Contact  details  

www.chasecooper.com 

Prof  Tony  Blunden,  Head  of  Consulting  

Tel:    +44  (0)  207  377  2269  

Fax:  +44  (0)  207  426  0882  

Mob:+44  (0)  770  325  7480  

e-mail:  tony.blunden@chasecooper.com  

  Charlotte  Kiddy,  Senior  Manager,  Client  Services  

Tel:    +44  (0)  207  377  2256  

Fax:  +44  (0)  207  426  0882  

Mob:+44  (0)  791  776  5857  

e-mail:  charlotte.kiddy@chasecooper.com  
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