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1. INTRODUCTION

Risk management is a management tool. It is important to note that some risks will not be
managed or fully resolved within a particular financial year due to their nature or size.

It is therefore necessary to have indicators and guidelines available that will assist the
management to take the necessary action in order to reduce and mitigate these particular risks.

In taking appropriate action, the Management shouid have tracking measures or systems in place
to track risk mitigation progress and efforts taken by the Municipality and to direct timely
interventions where required.

Such responses should be based on adequate information that is accurate and validated to play
a crucial role when the management discusses the available treatment options in terms of a
particular risk.

It will be important to identify not only the risks for the Municipality but also the impact of being
exposed or the likelihood of occurrence, ihcluding being able to look at the size of the risk in order
to identify the required phased reduction process. _

Additional considerations in risk reduction would be the possibility of audit qualification due to the
particular risk which requires a particular treatment option for immediate implementation to
mitigate the exposure level for the Municipality.

Given the dynamics, it is important for the Thulamela Local Municipality to make an informed
decision on how much risk it accepts as part of normal management practice. This level of
acceptable risk is known as the “risk appetite” and establishes the benchmark for the Thulamela

municipality’s risk tolerance levels and the development of a risk management strategy.

Once the risk appetite has been clearly defined, robust governance strategies that will ensure that
day-to-day decisions are made in line with the Municipality’s risk appetite should be implemented.
In other words, a defined risk appetite should be embedded into the Municipality’s strategies and

risk culture to ensure that the risk exposures remain within the acceptable range/ exposure levels.
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2. OBJECTIVES

The objectives of risk appetite and tolerance framework are to:
¢ Clearly define and articulate the Thulamela Local Municipality Services Risk Appetite;
+ Establish parameters for determining Risk Tolerance Levels relative to an objective;
* Align the risk appetite with the risk management strategy;
* Monitor the risks identified to be within their tolerance fevels:
+ [mprove management control anc coordination of risk taking across the organisation; and -
¢ Enhance risk response decisions.

3. SCOPE

The risk appetite and tolerance framework should be used and implemented by all
Municipalityal officials.

4. DEFINITIONS

2.1. RISK APPETITE LEVEL:

Risk appetite is the amount of risk the Municipality is willing to accept in achieving its objectives.
The amount of risk exposure or potential adverse impact from an event the Municipality is willing
to accept or retain. Risk appetite statements may be expressed qualitatively and/ or quantitavely
and managed with respect to either an allocated individual initiative and/or in the aggregate. Think
of risk appetite as the amount that the Municipality actively ventures in pursuit of rewards- alsg
known as its goals and objectives.

2.2. RISK TOLERANCE LEVEL:

Risk tolerance levels are the acceptable levels of variation relative to the achievemerit of the
objectives. The limitation of the Municipality capacity to take risks must be considered. Expressed
in quantitative terms that can be monitored, risk tolerance often is communicated in terms of
acceptable or unacceptable outcomes or as limited levels of risk. Risk tolerance statements
identify the specific minimum and maximum levels beyond which the Municipality is unwilling to
lose.
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Selected definitions of Risk Appetite and Tolerance

ISO Guide 73: 2009 Risk
Management Vocabulary

Amount and type of risk that an
organization is willing to pursue or

retain

Organisation’s or stakeholder's readiness
to bear the risk after rigsk treatment in order
o achieve its objectives.

COS0O Strengthening Enterprise
Risk Management for Strategic
Advantage, 2009

A broad-based description of the
desired level of risk that an entity

will take in.pursuit.of its mission

Reflects the acceptable variation in
outcomes related to specific performance
measures linked to objectives the entity
seeks to achieve.

KPMG
| articulating risk appetite,2009

understanding and

r

The amount of risk, on a broad
level, that an organization is willing

to take onin puréuit of value.

Risk thresholds, or tolerance, are the
typical measures of risk used to monitor
exposure compared with the stated risk

appetite.

Towers Perrin, What's your risk
appetite, Emphasis 2009 by J.
David Dean and Andrew F. Giffin

The amount of total risk exposure
that an organization is willing to
accept or retain based on risk—
reward trade-offs:
+ Reflective of strategy, risk
strategies and stakeholder
expectations.

e Set and endorsed by board

of  directors  through
discussions with
management.

The amount of risk an organization is

willing to accept in the aggregate{ or

occasionally within a certain business unit
or for a specific risk category):

« Expressed in quantitative terms
that can be monitored.

¢« Often

acceptable/unacceptable

expressed in

outcomes or levels of risk.

5. THE BENEFITS OF RISK APPETITE AND TOLERANCE

Both the risk appetite and risk tolerance set the boundaries of how much risk a Municipality is

prepared to accept.

It provides a framework from knowingly taking risks within the defined boundaries, it improves the

ability of the oversight committee to challenge the recommendations of management by providing

a benchmark or boundary of the level of risk that is defined as acceptable and it can be formally

considered as part of strategic decision making.
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By operating within the risk tolerance level, it provides management with a greater degree of
assurance that the Municipality remains within its risk appetite level which in turn provides a higher
degree of comfort to the organization that it will achieve its objectives.

Defining the appropriate level of risk appetite and tolerance for TLM will assist management in:

* Knaowing the risk appetite helps the management and the oversight structures to

+ make informed risk decisions, after weighing, in the risks vs rewards _

+ Iltimproves the understanding and expectations that management and other stakeholders
have of the Municipality, and enabies risk/reward decision making

¢ It increases the consistency with which information about risks is communicated and / or
escalated within the Municipality

» ltimproves the focus and perspective on risk analyses and risk data that in turn improves
reporting of Municipal risks and leads to better risk data for decision making

e ltimproves reporting and analysis of Municipal risks, and leads to better risk data

* Itimproves the focus and perspective on, and attention to, risk analyses and risk data

» ltleads to more efficient and effective activities related to regulatory, compliance and audit
matters

» Itresults in more cost-effective management and monitoring of risk

» Encourages SMART principle planning within the allocated resources e.g. human and
financial

= Setting risk tolerance is very important as it assists the institution to make decisions based
on what has been determined to be acceptable risk levels

» It also assists in determining the risk that could be detrimental to the Municipality’s
existence. This helps with setting risk or control indicators and with monitoring.

6. TLM GOVERNANCE OVER RISK APPETITE AND TOLERANCE LEVEL
Since risk appetite is useful to TLM, it is vital that it is subject to governance structures
throughout the functions of the Municipality. It is of great importance that the risk oversight
committee retains governance over its risk appetite framework of the below key points.
¢ Approval: Accounting officer approves the development of the risk appetite and
tolerance level.
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» Measurement: The Municipality needs to be a regular and consistent measurement
against the framework and demonstration that the framework is used in practice wiihin
the directorate.

* Monitoring: The Risk Management committee needs to deal with breaches of appetite
or tensions that arise from its implementation.

e Learning: The Risk Management section ensures that there is continuous learning
within the Municipality in terms of Risk management aspects. Learning from the

” implementation of the risk appetite and tolerance levels. is required, so that it bacomes
more embedded into the Municipality day-to-day operations.

7. MANAGEMENT RESPONSIBILITY:

The level of risk that an organization is willing to accept is a management decision.

There is no right or wrong question on how to treat risk actions in determining the correct decision
response.

The only impertant indicator would be to gather adequate and valid data to be able to make
informed decisions that would not have a negative impact or would reduce the likelihood or
reasonable assurance of the Municipality to achieve its objectives.

The risk management strategy will differ from organization to organization depending on the
strategy approach adopted by management of the Municipality.

Internal and External stakeholders must understand the risk chosen by the Municipality and invest
in accordance with their own risk tolerance levels.

The Municipality should communicate the levels of risks accepted annually. This would also

improve the transparency of the risk management processes, financial and

performance reporting as the actions and decisions taken by the Municipality can be measured
against the risk appetite level as these results will be communicated to the public.
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8. APPROACH TO DEFINING THE RISK APPETITE/TOLERANCE LEVELS
A holistic approach of consultation with management has been followed to have a

comprehensive risk appetite /tolerance framework considering both the qualitative and
quantitative measures.

The gualitative approach considers what the overarching attitude to risk taking is and how this
attitude relates to the expectations of the Municipality's stakeholders. The qualitative
approach considers actual financial measures (capital expenditure, budgets and monetary
values) to determine the exact amount of capital the Municipality is prepared to put at risk.

9. RISK APPETITE STATEMENT
The Municipality is committed to maintaining an effective, efficient and transparent system of
risk management that supports the achievement of the Municipality's strategic and operational
objectives. This concerted effort is attributed to the Municipality's risk culture.

Qur risk appetite guides us how much risk we are willing to seek or accept to achieve our
obiectives. We recognize we will need to take risks, both in our ordinary business operations
and to achieve the priorities set out in our Integrated Bevelopment Plan (IDP) 2021-2026.
Good risk management ensures we make well-informed decisions, and we understand the
associated risks. By ensuring that we properly respond to risks we will be more likely to
achieve our priorities. It also provides confrol and a high level of due diligence consistent with

our responsibilities in managing government resources.

We recognhize effective risk management considers not just threats but also opportunities. So,
our approach to risk is to seek the right opportunities and, where possible, minimize threats.
By encouraging managed risk-taking and considering all the available options we seek a
balance between caution and innovation.

Our risk appetite reflects our current position; encouraging managed risk taking for minor to
moderate level risks but controlling more closely those risks that come further up the scale.
Qur appetite for risk will vary over time depending on our ambitions and priorities and the
environment we work in. Beyond our risk appetite is our risk tolerance. This sets the level of
risk that is unacceptable, whatever opportunities might follow. In such instances we will aim
to reduce the risk to a level that is within our appetite.
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10. RISK APPETITE MATRIX

We illustrate our risk appetite and tolerance in the matrix below. The YELLOW shaded area

represents the outer limit of our risk appetite, and the RED area indicates tolerance. As Thulamela

Local Municipality, services we are not willing to take risks that have significant negative

consequences on the achievement of our cbjectives. The matrix also illustrates how we monitor

tisks. The municipality’s highest-level risks {those with a combined score of 14 and above} are

reported to Top Méanagement Committee and Risk Management Committee for consideration and ™ ™

guidance.

Aaceoainolo 0
iniorvantion rocptirad, it oy

11. RISK RESPONSES

Risks at this level sit above the
tbleranc'e of the municipality and are
_such magnitude that they form the
' TLM Top (10) ten biggest risks.

risks at this level and action should be

taken immediately to managé the risk.

'The-mUnicipaIity is not wi!lling to take

Identity the actions and controls necessary to
manage the risk down to an acceptabie Ie_veL If
scored a_bd_ve_ 14, report the risk to the Risk
Management Cb_mmittee and Risk Managerhent
Respﬁrce Team Leader/ or Chief Risk Officer. -

Steps will be taken to collectively review the risk
and'iderﬁify any other possible mitigation {such as

controls).
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Risks that remain at this level will be escalated to
Top (10) ten risk of the municipality, which will be
actively monitored and provide guidance on the

ongoing management of risks at this level.

be toIerated controls should be
|dentn‘|ed to hr:ng the risk down to a
more manageable level where
possable '

of rlsk appetlte Whlle these rlsks can 3

| Ideéntify controls to treat the risk impact /likelihood

and seek to bring the risk down to a more

= acceptable level, These risks should be monitored-
'- ._'-and revrewed monthly if unsure about ways to B
o _manage the risk, consult with the Risk

‘ Management Resource Team Leader/ or Chief

Risk thoer Rlsks at this ieve[ will feature i ina .

| quarterly risk update to Rrsk Management
o Commrttee who will prowde oversrght and support
if needed - ‘ '

.,These rrsks srt on the borders of the

'Thulamela Loca Munrcrpallty S r:sk
an immediate ‘threat ‘they are stiII rtsks
that should remain under revrew If the

:rmpact or likelihood increases, then

the morease

 appetite and so whrte they dolno.t pose’

risk. owners should seek to manage

1 Keep these rlsks on the radar and update as and
: then changes are made, or if controls are o

1mplemented Movement in rlsks should be. o
monrtored for instance featurlng as part of a _—
standrng management meetlng agenda s

Responsibility for monrtorlng and managing these

Tisks sits within the departments/ar divisions.
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13. THE REVIEW OF THE RISK APPETITE AND TOLERANCE FRAMEWORK

The risk appetite will be reviewed annually by the municipality to ensure that the appetite and
tolerance levels are still appropriate.

14. MONITORING & EVALUATION

14.1 The Chief Risk Officer must monitor the effectiveness of the risk appetite and
tolerance framework on a quarterly basis.

14.2 The Risk Management Commitiee must assess effectrveness of the risk appetrte
and tolerance framework on a quarterly basis. :

14.3 The internal audit unit must provide 1ndependent assurance on the effectiveness of
risk management activities in line with therr i -ternal audit coverage plan.

14.4 The Risk Management Commrttee i evaluate, at least annual!y, its performance
in line with the responsibilities outlined in € approved Risk Management Charter. The
external evaluation will be conducted by Provrncra Tre as'ury through Key Performance
indicators. : -

. FRAMEWORK ADMINlSTRATicﬂ;_ CER

amework wrll be:sent o the Risk Management Committee
and fo-the Accounting Officer by the Chairperson of
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