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SUBJECT

Proposed Motion 2014-0213 would acknowledge receipt of a report and draft ordinance related to performance measures for enterprise risk management and proposed reporting requirements submitted in compliance with Ordinance 17696, Section 22, Proviso P1.

Proposed Ordinance 2014-0358 would add enterprise risk management reporting to the risk management annual report requirements in K.C.C. Chapter 2.21.

SUMMARY

The 2013-2014 mid-biennial update ordinance (Ordinance 17696) contained a proviso for the Office of Risk Management (ORM) directing the Executive to transmit by May 30, 2014: 1) a report on performance measures for enterprise risk management, 2) a draft ordinance to enact reporting requirements, and 3) a proposed motion acknowledging receipt of the proviso response.

Proposed Motion 2014-0213 contains the proviso response and would acknowledge the Council’s receipt of the response.  Proposed Ordinance 2014-0358 would amend County code to require including enterprise risk management in ORM’s annual report.

On May 30, 2014, the Executive transmitted the required components of the budget proviso. 

BACKGROUND

In the fall of 2013, the Executive proposed mid-biennial adjustments for a few budgets as part of the mid-biennial review of the 2013-2014 adopted biennial budget.  The proposal included funding and FTE authority for an enterprise risk management analyst in ORM. The position was to focus on loss prevention and reduction efforts in response to higher insurance premium and self-insured claims costs that resulted from extremely large losses in 2010 and 2011.

Enterprise Risk Management is a countywide approach to managing risk systematically, proactively, and thoughtfully across agencies and was identified by ORM as a promising way to address the long-term unsustainability of King County’s risk exposure.  Critical risks are identified through evaluation and assessment with managers and employees, risks and opportunities are proactively addressed via integrated strategies, and progress is monitored. 

The Enterprise Risk Management (ERM) approach was discussed in a June 25, 2013, performance audit of ORM that was performed by the Auditor’s Office. The audit noted, among other issues, the need for a more proactive, integrated approach to managing risks. The Auditor included two recommendations concerning ERM, including recommending that ORM 1) develop, in consultation with the Executive, a comprehensive framework for ERM consistent with international standards, and 2) develop an ERM implementation plan.[footnoteRef:1] [1:  The County Auditor is releasing a management letter this week as a routine follow-up to the performance audit. The Auditor has indicated that ORM has completed or made progress on all of the recommendations in the audit.] 


In approving the budget request for the enterprise risk management analyst position, the Council placed a budget proviso on the appropriation request that, in short, required ORM to develop performance measures for measuring the effectiveness of enterprise risk management efforts, and to report on results of ERM efforts in ORM’s annual report.  Specifically, the proviso states:

	Of this appropriation, $100,000 shall not be expended or encumbered until the executive transmits a report on performance measures for enterprise risk management, a draft ordinance that would enact reporting requirements and a proposed motion that acknowledges receipt of the report and the draft ordinance, and the motion is passed by the council.  Enterprise risk management is an approach that integrates risk management across an organization and is described in the June 25, 2013, performance audit of the office of risk management.  The motion shall reference the proviso's ordinance, ordinance section, proviso number and subject matter in both the title and body of the motion.
	The report shall describe the office of risk management's performance measures for enterprise risk management and proposed reporting requirements.  The draft ordinance shall also set forth proposed reporting requirements, including, at a minimum, the results of enterprise risk management efforts in the risk management annual report that is required by K.C.C. 2.21.030.  The draft ordinance shall be developed in consultation with council staff.
	The executive must file the report, motion and draft ordinance required by this proviso by May 30, 2014, in the form of a paper original and an electronic copy with the clerk of the council, who shall retain the original and provide an electronic copy to all councilmembers, the council chief of staff and the lead staff to the government, accountability and oversight committee or its successor.

PM 2014-0213: ERM Performance Measures Report

The ERM Performance Measures proviso report is summarized in the ORM presentation (see Attachment 3).

The main purpose of ERM is to reduce risk and thereby decrease claims liability for the County.  To achieve this, the ERM program has two primary objectives:
1) Collaborate with agencies to proactively identify and assess high-priority risks and improve controls through documented action plans, and
2) Provide agencies with quantitative and qualitative information to support decision making and action planning.

The objectives are furthered by the creation of an ERM Work Group comprised of senior managers from agencies selected based on factors such as loss history and leadership interest. The proviso report identifies performance measures associated with each of the two primary objectives. 

1) Collaboratively and proactively identify risks – Measurements include having responsive business units and successfully completed documentation, adhering to implementation schedules, and create models that allow the ERM Work Group to improve its processes on an ongoing basis.

2) Information to support decision-making – Measurements include creating data-driven analytical tools to inform actions, and measure long-term outcomes such as decrease in incidents, claims and severity of losses.  

There are performance measures associated with successful performance of the ERM Work Group as well, such as active participation and achieving deliverables on time. ERM program deliverables are summarized in the attached Quad Chart (see Attachment 4).

PO 2014-0358: ERM Annual Reporting

Proposed Ordinance 2014-0358 would amend County code to add ERM reporting to the ORM annual report. Specifically, the annual report would now include ERM results for the previous year and plans for the current year, including, but not limited to, ERM goals, priorities, agency actions and measurable results.

The proposed ordinance defines ERM and also amends the duties of the Risk Manager to reflect the new requirement.

The proposed ordinance also makes a technical correction that clarifies that the form of the annual report is not limited to the form of a letter and table (which is the format of the ORM quarterly report on claims of $100,000 or more).

ANALYSIS

Timeliness

The proviso response, including ERM performance measurement report, motion, and draft ordinance, was due May 30, 2014.  The response was submitted in a timely manner on May 30. 

PM 2014-0213: ERM Performance Measures Report

The proviso requires that the report “describe the office of risk management's performance measures for enterprise risk management and proposed reporting requirements.” The performance measures are described in the proviso report as summarized above. 

It is worth noting that the proviso report identifies what types of performance measures will be employed, but does not actually propose the performance measurements themselves. For example, there will be a performance measure to assess the ability of the program to “successfully lead, facilitate, and guide the ERM Work Group”, but what that measure will look like is yet to be developed. The Council eventually will be able to see what the measures are when they are reported in the annual report. Thus, there is continuing accountability on development of these performance measures.

The proposed performance measures are appropriately tied to the two primary objectives of the program. It is also good that the performance measures include long term outcomes of whether claims and losses have been reduced, as that is the ultimate goal of ERM.

The proviso report identifies reporting requirements as required by the proviso.  Specifically, ORM plans to have internal documentation used for monitoring and improving implementation of ERM, as well as ERM reporting in the ORM annual report.  

PO 2014-0358: ERM Annual Reporting

The proviso requires “a draft ordinance that would enact reporting requirements.” The proposed reporting requirements are to include “at a minimum, the results of enterprise risk management efforts in the risk management annual report that is required by K.C.C. 2.21.030.”

The proposed ordinance meets this requirement, by amending K.C.C. 2.21.030 to report on ERM efforts in the ORM annual report. 

Summary

Proposed Motion 2014-0213 - ORM’s response having met the required elements of the proviso, it would be reasonable to approve the proviso response and thereby release $100,000 in ORM funding. 
Proposed Ordinance 2014-0358 - The proposed code change institutionalizes enterprise risk management reporting and would be consistent with the direction given by the Council’s proviso.

ATTACHMENTS

1. Proposed Motion 2014-0213
2. Proposed Ordinance 2014-0358 
3. ORM presentation on ERM
4. [bookmark: _GoBack]ORM quad chart
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