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BY SPYRO KARETSOS 
Just like indiana Jones on his quest for 
the Holy Grail, bankers have been chas-
ing the concept of risk appetite and its 
rightful place in an institution’s success. 
Concepts such as vision, mission, pur-
pose, and values are commonly used and 
appreciated in modern organizational 
management. 

Nevertheless, risk appetite remains an 
elusive concept to the C-suite and board 
of directors, its power and relevance 
sought after but not fully understood. 
It’s therefore up to the risk trailblazers to 
transform risk appetite from an abstract 
reference in regulatory documents to a 
key organizational construct that informs 
business strategy, decision making, and 
risk management practices.

Decoding Terminology: Appetite versus 
Tolerance 
For business leadership to value risk ap-
petite on the same level as vision, mis-
sion, purpose, and values, we must decode 
industry taxonomy and demystify the 
concept. Even the definitional disparity 
between risk appetite and risk tolerance, as 
a case in point, creates challenges in man-
agement’s understanding and acceptance.

Consider the opposing forces of hun-
ger and pain. We hunger for, or desire, 
certain things in life because we perceive 
a benefit from them. For other things in 
life, we simply determine how much 
pain we are willing to bear. So, in the 
portfolio of personal risks faced by in-
dividuals, some risks are actively sought 
out and others are proactively avoided. 

CRACKING THE CODE 
ON RISK APPETITE

Essentially, humans attempt to balance 
pleasure and pain, or risk and reward, 
within aspirational levels.

But balancing these needs comes at 
a price. For hunger/appetite, you de-
ploy resources (time, energy, money) to 
achieve your desires. For pain/tolerance, 
you deploy resources to reduce your dis-
comfort or make the pain go away. Be-
cause resources are finite, humans need to 
prioritize their use. And if total available 
resources must be prioritized to achieve 
desires and reduce discomfort, we need 
a framework to enable these decisions.

Whether applying the concepts of risk 
appetite to either human life or organiza-
tional management, the fundamental needs 

are the same. In each case, a framework is 
required to prioritize a fixed resource pool 
that simultaneously addresses appetite 
for risk associated with potential gain and 
tolerance of negative consequences if not 
effectively mitigated.

Practical Research: The Investment 
Management Industry
To continue on our quest, let’s consider 
a practical example from the investment 
management industry.  New retail inves-
tors often have little or no technical risk 
acumen, but they need to determine the 
amount of volatility or loss they are will-
ing to withstand as they try to grow their 
resources for the future. 
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Knowledge Is Power: Quantitative and 
Qualitative Perspectives
If there’s one thing we know from Indiana 
Jones, it’s that both factual knowledge and 
innate situational awareness are crucial to 
a successful mission. We must use these 
capabilities to bridge the gap between the 
aspirational risk appetite for the portfolio 
and the actual exposure levels faced by 
the business. If we want risk appetite to 
resonate with leadership, we must evolve 
past the red, amber, and green ratings to a 
scoring mechanism that more intuitively 
ties in to risk appetite aspirations. 

The best way to achieve this goal is to 
skip the traffic-light ratings and develop 
quantitative, data-driven key risk indica-
tors (KRIs) that accurately monitor the 
most critical exposures to the business and 
align to a scale of risk appetite postures. 

Now, as in our investment management 
example, we can show leadership exactly 
how their performance measures against 
their target appetite. 

But wait—it’s a trap! Data tells us 
a substantial amount about exposure 
compared to appetite, but numbers don’t 
always provide the full picture. Risk man-
agement is still a blend of art and science, 
so we need to incorporate qualitative 
perspectives that capture current insights 
and outlooks not entirely evident from 
the data alone. If we apply qualitative 
ratings to the same posture scale as our 
quantitative indicators, we can combine 
the two measures into a holistic picture 
of exposure relative to appetite. 

The Lost Arc: Risk Appetite Storytelling
Storytelling is a lost art, but it’s also the 
final key to decoding the risk appetite 
puzzle. Too often, insightful analytics 
to assess risk exposures against targeted 
levels quickly become meaningless be-
cause the end product doesn’t sufficiently 
convey the message for the composite 
portfolio and applicable business units.  

To get the risk appetite framework on 
the same C-suite adoption level of vision, 
mission, purpose, and values, we need to 
enable senior management to tell the risk 
appetite story effectively to key constitu-
ents such as board members, regulators, 
and shareholders. 

The story begins with an overarch-
ing risk appetite statement, followed by 
statements for each risk in the organi-
zation’s portfolio. We then develop the 
quantitative risk indicators, thresholds, 
and targets for each type of risk by risk 
appetite posture. Finally, we weave in 
the qualitative perspectives of risk ex-
perts and business leaders to round out 
the narrative. The variances between the 
composite risk values and target postures 
require explanations to complete the arc 
of the story—and provide a new level 
of transparency to risk exposures that’s 
readily understood by all stakeholders.  

Now, just like Indiana Jones starting 
with his father’s map to the Holy Grail, 
you have your guide to transforming risk 
appetite within your organization. O
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Investment professionals use question-
naires to help build a risk profile for new 
investors. By responding to specific ques-
tions, the investor is profiled on a risk 
spectrum that differentiates the levels of 
loss and volatility associated with average 
historical returns for different investment 
types. The investor now has a defined tar-
get risk-and-return posture for the overall 
portfolio to balance his or her appetite 
and tolerance. This guidepost enables the 
investment professional to help clients 
maintain individual assets in alignment 
with their overall risk appetite. 

The assets are allocated to investment 
vehicles with distinct risk-and-return ex-
pectations, so the investor’s contribution 
varies by vehicle to align with the overall 
risk appetite. More conservative investors 
might invest 80% of their assets in trea-
sury and municipal bonds and 20% in eq-
uities. A more aggressive investor might 
flip those allocations to be more heavily 
weighted to higher-risk equities. Beyond 
simple allocation weightings, there may 
be elements of the portfolio that are risky 
on an individual basis, but that are bal-
anced by more stable positions.  

For example, the conservative investor 
might be willing to maintain some hold-
ings in higher-risk small cap emerging 
market funds, knowing that the overall 
portfolio composition is conservative. 
It’s the investment professional’s job to 
ensure that the weighted average of the 
portfolio aligns with the client’s risk ap-
petite. With the plan in place, the invest-
ment professional and the client monitor 
actual performance compared to target 
and adjust the strategy to address any 
variances. Since needs and circumstances 
change over time, the investor’s risk ap-
petite and associated asset allocations are 
adjusted accordingly.  

The same principles of portfolio al-
location apply to establishing a risk ap-
petite framework at a financial services 
firm. If the organization aspires to a 
moderate appetite, that doesn’t mean 
that all risks should be held to the same 
aspiration. Rather, the aggregate portfo-
lio of risks on a weighted average should 
be moderate. 

RISK 
MANAGEMENT 
is still a blend of art 
and science, so we 
need to incorporate 

qualitative perspectives 
that capture current 
insights and outlooks 
not entirely evident 

from the data alone. 
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Follow these steps to crack the code on risk appetite for your organization:
1  Redefine low, medium, and high exposures into risk postures that resonate with business leadership and risk professionals.  

For example:
 

2  Identify all of your organization’s risk categories and determine the business units to which each risk applies. Weight each risk/
business combination or unit of measure (UoM) based on criticality and likelihood in order to create an inherent risk-density map 
for your organization.

3  For each unit of measure, identify key risk indicators, weight their importance, develop thresholds for each posture, and select 
target postures.  

  

 

4 Aggregate the target ranges using a normalized scale (such as 1 to 10), indicator weightings, and the risk-density map. Validate that if 
each indicator and derived UoM operate at target, the organization will achieve its desired portfolio aspiration. If not, make adjustments 
to underlying indicator targets. For example:

Company Target = Moderate = 3.3 to 6.7 (on a 10.0 scale)

Weighted Aggregate of UoM Targets = (UoM A Score * Risk Density Weight) + 
(UoM B Score* Risk Density Weight) + …..

Proof: Does weighted average of UoM targets fall into the company’s target range?
  
5  Compare the aggregated quantitative values for each unit of measure to a qualitative assessment based on subject-matter expertise. 

Depending on the maturity of your indicators, use a weighted average of the qualitative and quantitative ratings to determine the 
composite score for that unit of measure. Aggregate the quantitative, qualitative, and composite scores for each unit of measure using 
the risk-density map to determine the organization’s risk appetite. 

 

Exposure

MINIMUM MODICUM PROPORTIONAL MEANINGFUL MAXIMUM

UoM Business A Business B Business C Business D Business E Category

Risk 1 Percentage Percentage Percentage Percentage Percentage Sum

Risk 2 Percentage Percentage Percentage N/A N/A Sum

Risk 3 Percentage Percentage Percentage N/A N/A Sum

Risk 4 N/A N/A N/A N/A Percentage Sum

Risk 5 Percentage Percentage Percentage Percentage Percentage Sum

Business Sum Sum Sum Sum Sum 100%

Business Risk KRI Type Contribution MINIMUM MODICUM PROPORTIONAL MEANINGFUL MAXIMUM

Business A Risk 1

KRI A Dollars 25% X ≤ X < X X ≤ X < X X ≤ X < X X ≤ X < X X ≤ X < X

KRI B Dollars 15% X ≤ X < X X ≤ X < X X ≤ X < X X ≤ X < X X ≤ X < X

KRI C Percentage 30% X ≤ X < X X ≤ X < X X ≤ X < X X ≤ X < X X ≤ X < X

KRI D Percentage 10% X ≤ X < X X ≤ X < X X ≤ X < X X ≤ X < X X ≤ X < X

KRI E Count 20% X ≤ X < X X ≤ X < X X ≤ X < X X ≤ X < X X ≤ X < X

* Shaded cells represent target tolerance

READY TO BEGIN YOUR QUEST?
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BUSINESS A (50%)

COMPANY (100%)

Company
MINIMUM MODICUM PROPORTIONAL MEANINGFUL MAXIMUM

Business A

Business B

Business C

LOW MODERATE HIGH

Business A

UoM MINIMUM MODICUM PROPORTIONAL MEANINGFUL MAXIMUM

Business A Risk 1

Business A Risk 2

Business A Risk 3

Business A Risk 4

LOW MODERATE HIGH

+

BUSINESS B (30%)
Business B

UoM MINIMUM MODICUM PROPORTIONAL MEANINGFUL MAXIMUM

Business B Risk 1

Business B Risk 2

Business B Risk 3

LOW MODERATE HIGH

BUSINESS C (20%)
Business C

UoM MINIMUM MODICUM PROPORTIONAL MEANINGFUL MAXIMUM

Business C Risk 1

Business C Risk 2

Business C Risk 3

Business C Risk 4

LOW MODERATE HIGH

                Quantitative                Qualitative                Composite                Target

Business Risk KRI MINIMUM MODICUM PROPORTIONAL MEANINGFUL MAXIMUM

Business A Risk 1 KRI A X.X%

MINIMUM 0% 0% 2% 0% 2%

MODICUM 2% 2% 1% 0% 0%

PROPORTIONAL 15% 8% 15% 3% 17%

MEANINGFUL 5% 3% 2% 3% 3%

MAXIMUM 10% 2% 2% 0% 3%

MINIMUM MODICUM PROPORTIONAL MEANINGFUL MAXIMUM

ACTUAL

TA
R

G
ET

OVER-UTILIZEDOPTIMIZEDUNDER-UTILIZED

6  Now that you have your risk appetite framework, you can monitor your organization’s actual results compared to your targeted risk appetite. 
Use the risk optimization frontier to show KRIs in sweet spots, as well as those reflecting underutilization or overutilization of risk, regardless 
of aggregate performance.
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A helpful way to explain risk concepts within 
your organization is to use practical, real-life ex-
amples. Think about the risk appetite decisions 
everyone can relate to—those in our own lives! 
For example, you have three primary exposures 
over the course of your lifetime:
1. Financial: Your ability to accumulate and    

 maintain capital to fund needs and wants.
2.  Health: Your physical and mental well-being. 
3.    Growth: Your personal development for future    

 success and happiness.

When you’re an infant, your primary expo-
sures are health (higher risk of illness, getting 
necessary immunizations) and growth (early 
developmental skills). When you become a 
teenager, you may experience financial risk for 
the first time when you need to fund a movie 
night or save for college. That financial risk 

survey indicate that his hobbies—motorcycle 
riding and cliff jumping—yield higher health 
exposure levels than the norm.  

A combination of his data-driven/quantita-
tive scores and his survey-driven/qualitative 
ratings yields a composite health risk rating 
above his targeted tolerance level. Although 
health risk ratings are elevated, Bob continues 
to live within his overall moderate risk appetite.  

Just like a financial institution, you can 
use this same methodology to identify your 
current risk appetite and compare it to the 
actual amount of risk you desire in your day-
to-day life. 

Spyro Karetsos is executive vice president and head 
of enterprise risk services at SunTrust Banks Inc. He 
can be reached at Spyro.Karetsos@SunTrust.com.

increases as you become older and gain more 
responsibility for the well-being of yourself and 
your family. In your later years, you no longer 
have growth risk, and your attention shifts to 
health and finances. 

 Take Bob, for example. Bob is entering 
middle age and striving to live a life with a 
moderate risk appetite. He is exposed primar-
ily to financial risk, but his health and growth 
risk levels are also meaningful. His respective 
risk-density weightings are 55%, 25%, and 20%. 

Bob tracks KRIs for each risk category and 
answers a periodic survey on each as well. 
He’s within his target appetite for financial 
and growth risk, but he needs to keep an eye 
on his health risk exposure. He might want to 
reduce his waist size, achieve his goal weight, 
uptick his caloric burn rate, and drive within 
the speed limit. Responses to his health risk 
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Health
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Growth
Growth Growth

Growth
Growth

Financial

Financial Financial

Financial

MINIMUM MODICUM PROPORTIONAL MEANINGFUL MAXIMUM

Financial Risks 
55%

Health Risks 
25%

Growth Risks 
20%

LOW MODERATE HIGH

                Quantitative                Qualitative                Composite                Target

WHAT’S YOUR PERSONAL RISK APPETITE?
LIFE CYCLE STAGES:

BOB'S RISK APPETITE:

               MODERATE
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