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A risk appetite for  
fraud and unethical behavior?

A speaker at a recent conference talked 
about the need for compliance officers 
to determine their “risk appetite.” 

This is a risk management term, and it makes 
sense when it is applied to how much insurance 
to buy or how to make investments. But those 

are business risks, not compliance risks.
Risk appetite has no place in 

a compliance and ethics program. 
We cannot have a risk appetite for 
some unethical behavior. We cannot 
have a risk appetite for a little fraud 
here and there. As challenging a 
goal as it is, we must set the bar at 
“no unethical behavior and no fraud.”

I agree that we can’t run up and down the 
hall with our hair on fire every time there is a 
small problem. We need to use judgement and 
have a measured response. But I don’t think 
our employees, our organizations, our society, 
or the enforcement community want us to have 
a risk appetite for fraud or unethical behavior.

Wikipedia definition of risk appetite: 
“The level of risk that an organization is 
prepared to accept, before action is deemed 
necessary to reduce it. It represents a balance 
between the potential benefits of innovation 
and the threats that change inevitably brings.”

If you want to be on a first-name basis with 
the press, then follow this speaker’s advice 
and have a compliance program risk appetite 

calculation for fraud or ethics. It would make 
a dandy headline.

I know he means well, but he is yet 
another person from a related profession who 
thinks they know how to advise compliance 
officers because the tool he uses in his pro-
fession (risk) is an element of a compliance 
program. I don’t really care what he meant. 
I don’t care if he has an explanation. I don’t care 
why he said it. If someone asks you what your 
appetite for fraud and unethical behavior is, 
I advise you to say, “It is zero.”

There is no need to calculate your risk 
appe tite, and compliance and ethics profession-
als should not use this term. In a way, it is the 
failed risk appetite calculation of those who 
came before there were compliance officers that 
forced the press, public, politicians, and prose-
cutors to insist on the implementation of an 
independent compliance and ethics officer.

Not only should we not use it, but those 
who have used it in the past failed to calculate 
their risk appetite properly. And as a result, the 
reputation of the business community is in a 
horrible state of affairs. 
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