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Sign up for our £-Newa!

www.nonprofitrisk.org

Welcome!

Sign up for e-News We are pleased b weltime 1

Email: of the Nonproft Risk Manageme
et

"]
support! We lool 4 FESOUTTES.
: ey

The Maslerpiece
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Cnroll as an fffiliate Member!

www.nonprofitrisk.org

« Unlimited RISK HELP =

+ Risk Tips of the Month Izt
- 2013 Webinar Series 2
« Webinar Vault (90+)

Discounts:

+ RM Software

+ Custom Webinars

+ On-Site Training

« Publications

« SUMMIT Registration
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v
Diana Del Bel Belluz M.A.Sc,, P.Eng.
Risk Wise Inc.
416-214-7598
Diana.Belluz@riskwise.ca
www.riskwise.ca
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TFREE Subacription to the
‘Risk Management Made Simple fdvisory,
www.riskwise.ca
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Two Clements to
‘Deciding, ‘Priorities
What is your target?

What constitutes success?

12/5/2012

&,Risk Appetite
“I'm so hungry | could eat a horse”

=

&= Risk Capacity

“.due to distensible properties of stomach...

[it] can hold up to three liters of food”

& Risk Tolerance
“To stay healthy I will eat two slices
of cheese pizza and a green salad”

Risk Decision Criteria are
Unique to Your Organization
Criteria ‘Depend On:

- Your goals & objectives
» Your values

» Your capacity to manage risk
- Your resilience

(o )°)
O & & & ©




12/5/2012

Use Risk Criteria to Decide
Priorities for Action

~

for {ffective
‘Risk Management:

iU LTURE




"Tone at the Top" Matters
‘How Corporate Culture is Formed

Artifacts
(Observable)
—) (Shared)
Values
Tacit

Assumptions

12/5/2012

Without a risk appetite statement,
each risk manager must infer it.
This will cause:

+ Wide range of risk
criteria interpretations

« Misalignment with
Z= desired risk appetite

12




Stepa for ‘Defining &
ipplying, “Risk fippetite”

1. Define parameters/principles for risk-taking.

2. Calibrate your appetite.

3. Verify that your risk taking culture is
aligned with the risk appetite statement.

4. Apply the risk appetite statement when
evaluating risks.

5. Review risk appetite statements on a
periodic basis.

12/5/2012

An Approach for Defining
Parameters of Risk-Taking

- Ask leaders and managers for examples of:

« Past risk-taking decisions that staff &
stakeholders agree were appropriate
- Past decisions that were inappropriate

» Discover the basis of good vs. bad risks:
« Ask leaders, “What made that an
appropriate/inappropriate decision?”

SAMPLE:

» “Feels right” - culture/mission consistency

« Level of due diligence supports an informed
decision process

« Right thing to do for patients

« Innovative - Improves patient care, safety,
or satisfaction; improves resource efficiency

+ Benefits many patients

- Is consistent with evidence-based practices

+ Represents good stewardship of resources

« Supports strategic plan




Steps for ‘Defining, &
fipplying, “Risk fAppetite”

1. Define parameters/principles for risk-taking.

2. Calibrate your appetite.

3. Verify that your risk taking culture is
aligned with the risk appetite statement.

4. Apply the risk appetite statement when
evaluating risks.

5. Review risk appetite statements on a
periodic basis.
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Calibrating ‘Risk flppetite 1.0:
The search for a single criterion...

- Setting boundaries on an impact-likelihood grid
» Economic capital measures
« Financial institutions set aside ‘buffer’
capital to help absorb unexpected losses
- Changes in credit ratings
- Profit and loss measures
- Corporate value
« Probability of ruin or default
- Limits / targets or thresholds for key indicators
- 5% in profit or 1-2.5% variation in revenue

Source: "Research into the Definition and Application of the concept of risk appetite”,
Marsh and University of Nottingham, commissioned & published by airmic 2009

Calibrating ‘Risk fIppetite 2.0:
Two Approaches for Defining & Applying
“Risk Appetite” that use Multiple Criteria

Risk-centered e

Objectives-centered




SAMPIE:

Scale for the Risk-Centered Approach

i Not willing 1o accept nisk (threats or opportunities).
Umwilling to accept even a very limited amount of downside risk (threat) in

2 most crcumstances unless the upssde risk (opportunities) exceed the
downside risk

3 Willing to accept some downside risk (threats) in certain circumstances that
include oppariunity.

4 Willing 1o accept risks (theeats) with the potential
upside risk (opportunity).

% Willing to accept a high level of risk (threats) in

where there are significant or impartant opportunities.

Copyright @ 2o Leslie Thompson and Diana Del Bel Belluz
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{ Task: Articulate Risk Appetite
for Each Risk Category

RISK CATEGORY

1.1 Strateqy/ Pollcy Perfocmance

1.2 Political Commitment Risk/Stakeholder and
Public Peroeption Risk

St

1.1 Gowernance [Accountability) Organizatiorsl Rith

2.2 Legal Contractusl Compliance

2.3 Controllership/Accounting Risk
|13 Program Caseload] Utilization

[ Govermameei |
| s by

3.2 Service/ Operational Ak

4.1 Workfarce Compensation Risk

Wordorss | Operationsl

4.2 Workfarce Risk

[5.1 information & Information Technology i (| | |

[5.2 Capitad Project Delavs I

-
araibare.

. Risk Appetite Statement
S'HM(P(L& for a Nonprofit Agency

11 StstegyPolicyPerisemance: Wi
RagrlACATE OEPOITAES 1D e O




Calibrating Risk Appetite using the
Objectives-Centered Approach

For Each Objective, Ask:

» How “sacred” is achievement?

» How much uncertainty or volatility are
we willing to accept?

- When faced with more than one
option, how willing are we to choose
one that places this objective at risk?

- How willing are we to trade this
objective off against the others?

Source: Rob Quail, Hydro One Inc.

12/5/2012

Risk Appetite Continuum

Source: Rob Quail, Hydro One Inc.

e T

Averse Minimalist Cautious Flexible Open

- "Sacred”- avoidance of risk
is a core objective

+ Extremely low tolerance
for uncertainty

+ When faced with multiple
options, will always choose
the one with lowest risk

- Will never trade off this
objective against others

Risk Appetite Continuum

Source: Rob Quail, Hydro One Inc.

— —

1
Averse Minimalist Cautious Flexible Open

= "Sacred™ avoidance of risk = Will take justified risks
is a core objective + Fully anticipate uncertainty
+ Extremely low tolerance or volatility in results
for uncertainty + When faced with multiple
« When faced with multiple options, will choose the one
options, will always choose with the highest return &
the one with lowest risk accept possibility of failure
« Will never trade off this « Willing to trade off this
objective against others objective against others




Risk Appetite Continuum

Source: Rob Quail, Hydro One Inc.

1

O

Averse Minimalist Cautious Flexible Open

- "Sacred”- avoidance of risk
is a core objective

+ Extremely low tolerance
for uncertainty

+ When faced with multiple
options, will always choose
the one with lowest risk

- Will never trade off this
objective against others

= Will take justified risks
+ Fully anticipate uncertainty

or volatility in results

« When faced with multiple

options, will choose the one
with the highest return &
accept possibility of failure

« Willing to trade off this

objective against others
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qUustration: Hydro One Example

safaty

technical innovation — =

employee rel,

corporate image L e e .-':!'mmglwth

sharsholder retun
Source: Rob Quail, Hydro One Inc.

Steps for ‘Defining &
Ipplying “Risk {Ippetite”

1. Define parameters/principles for risk-taking.

2. Calibrate your appetite.

3. Verify that your risk taking culture is
aligned with the risk appetite statement.

4. Apply the risk appetite statement when
evaluating risks.

5. Review risk appetite statements on a
periodic basis.

10



‘Hudm@nﬂ Gauging Alignment with
Example:  Desired Risk Appetite

safety

Source. Rob Quail, Hydro One Inc

12/5/2012

Steps for ‘Defining &
Ipplying, ““fisk tIppetite”

1. Define parameters/principles for risk-taking.

2. Calibrate your appetite.

3. Verify that your risk taking culture is
aligned with the risk appetite statement.

4. Apply the risk appetite statement when
evaluating risks.

5. Review risk appetite statements on a
periodic basis.

Set ‘Priorities with Risk 1lppetite & Tolerance
Assess & Prioritize Risks

BSTBB S

11



TSSA Example

How Risk Appetite is Used to Set Priorities

BB =

A
=

Learm

T bargoe 1

Seurce: Technical Standards and Safety Authority

TS5 Example
Priority Risks are Diamond-Shaped

o0 & |00
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Low Moderate  High Critical
PROBABILITY
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Hydro One

Sample Tolerances: geampie

- 10%

e =
540 Critical 5Catical | 13 Criveal "o Criten
e Progecta lats or ar, | Projects lute or;
Accomplish- 50%10% of non on | >85% of nen
ment critical work erftical wark critical work
complel completed completed | eemploted

Source: Rob Quail, Hydro One Inc,

12



Sample Tolerances: goampte-

CATASTROPHIC: MAJOR: MINOR:
Threatens survival Significant Just-noticeable
of our nonprofit deterioration deterioration

in results in results

in its current I‘nrml

Werk Program rojects | Projects oty or
Accomplish or % 10% of non.
ment @

Source: Rob Quail, Hydro One Inc,
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Hydro One

Sample Tolerances: gyampie

.

| CATASTROPHIC: ‘ MAJOR: MINOR:
|Threatens survival Significant Just-noticeable
| of our nonprofit deterioration deterioration

| 1 its current form in results in results

Uit Cost Incroane by Unit Costs Hot

Raduction
5 el
Werk Program Y Projects laty or,

Accomplish or % 10% of non.
ment @ ork

d
Source: Rob Quail, Hydro One Inc,

The 'Zone' of Risk Tolerance

Uppar (e.9. 90% of customars
" fi lity)
100% / Bound satisfied with service quality)
r
Zoneof 0% . [e.g. B5% of customers
Risk Tolerance for 80% | satisfied with service quality)
‘customer |
bl 70% g (e.g. 75% of customers
satlslamon \.I"'t Bound satisfied with service quality)
service quality’ 60% 1l
50%
40% * Anorganization may havea g
objective to have an average customer
30% satisfaction rating of 85%.
20% « Operationally, itis prepared to accept

ratings in the range of 75% to 90% [its
limits of Risk Tolerance)

13



CMHC EXAMPLE:
{Ipplying a ‘Risk 1Ippetite Statement

+ Include in ERM policy
+ Educate/advise senior managers on
Risk Appetite Statement
- Regular reporting against Statement
« Regular reporting of risks by risk categories
« Regular reporting of new & emerging risks
« Board & senior management engagement
in reviewing risks & mitigation strategies
- Consider as part of long-term Strategic Plan

Source: CANADA MORTGAGE AND HOUSING CORPORATION

12/5/2012

3 Common Reasons Executives Fail
to Articulate their Risk Criteria

#1

Fear of giving permission for “risky” behavior

#2

Lacking knowledge of how to develop a
reliable gauge of risk appetite & tolerance

#3

Unclear on how to apply risk appetite
& tolerance at the operational level

14



RISK WISE

1. Articulate their organization’s ERM vision
« ERM Visioning Workshop ($2,450)
2. Assess their organization's ERM capabilities
- ERM Performance Review Independent Assessment”($25,000)
« ERM Performance Review “Self-Assessment” ($9,750)
3. Chart their organization’s ERM development roadmap
» ERM Roadmap Workshop ($2,450)
« ERM Jump Start ($1,450)
4. Improve their ERM capabilities and capacity
« Risk M ement 'Personal Trainer’ ($7,500 per year)
- R Board’ ($4,750 per year)
pac fi ng and

ation support needs (priced to fit your budget)

tomiz

implement

ges [0 meet your speciiic tral
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RISK WISE

Diana Del Bel Belluz M.ASc., P.Eng.
Risk Wise Inc.
416-214-7598
Diana.Belluz@riskwise.ca
www.riskwise.ca

2013 ‘Webinar Discount!

Sue@nonprofitrisk.org

# of Webinars |

Purchased BEFORE 5:00PM on Cost per
Monday, Dec. 10th 2012 Total Cost | Savings | Webinar

1 555 7% 555

3 s10 | 1% | sso

(] 5282 25% 547

9 5369 35% 541

W 12 5420 0% | 535

Webinar Series = sgné $420

@ & & & @
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