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“Risk appetite” is a nebulous term and a moving target, which negates 
effective risk-taking — and the gains it would otherwise make possible.



ERM is the capability to effectively answer the following questions



The Risk Pyramid



Risk Appetite



Risk appetite focuses on the level of risk an organization deems acceptable whereas 
risk tolerance focuses on the acceptable level of variation around risk objectives.



Understanding the relationship between risk appetite and threshold



To better balance risks to performance, organizations should redefine the way 
appetite is measured.

We are living in the Transformative Age:

► Shifting organizational models

► Industry convergence

►Technology

One of the few certainties in this VUCA environment is that risks are abundant. 



To better understand and balance risks and performance, the definition of appetite 
needs to be understood and measured from a more performance-centric approach.



The degree of variation in performance that executive management and the board are 
willing to accept on an aggregate basis in relation to strategic and business objectives is 
the organization’s “performance appetite.”



The Shift = Just as risk appetite raises the question of “risk capacity,” 
performance appetite raises the question of “performance capacity.” 



“There is no single ... appetite, but rather a range of appetites for different types of risk and 
this range of appetites needs to align under, and be consistent with, an overall ... appetite 
framework” IRM 2011

In simple terms, an organization’s performance capacity is driven by two 

main elements:

1. Financial Capacity - the financial limit of an organization’s ability to absorb 

losses with its own funds or borrowed funds without major disruption.

2. Organizational agility - includes organization’s ability to harness other forms of 

capital in a responsive and rapid way. Other forms of capital may include 

resources (e.g., infrastructure, assets and people), relationships and knowledge.
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Trust by design: looking at risk identification in the Transformative Age 



Trust by Design – expanding consideration of risks that cause variation in 
performance: upside, downside, outside



Each of these risk categories requires a different management approach 
that will  benefit organizations. 



Upside risks — offer benefits and present opportunities to enable business 
strategy and achieve performance management objectives. 

Upside risks cannot be managed through a rules-based control framework. The 

approach to managing those risks requires the selection of risk-strategic risks to 

take, such as:



Outside risks — risks that arise from events outside of the organization’s control. 
These risks can offer negative and/or positive benefits. 

Organizations cannot influence the likelihood of these events, but they can be prepared and reduce 

the cost of an impact. 

Examples include: 

• Competition 

• Legislation 

• Natural Disasters 



Downside risks — internal risks that arise within the organization that are controllable 
and should be eliminated or avoided. These risks present only negative impacts. 

Examples include: 

• Cybersecurity 

• Fraud 

• Regulatory noncompliance 
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Aligning risk, performance and tolerance within ERM



Get in touch:

Frank.Mwiti@ke.ey.com

+254706221597

mailto:frank.Mwiti@ke.ey.com

