CHAPTER 15

Embedding ERM
into Strategic Planning
at the City of Edmonton

KEN BAKER
ERM Program Manager at the City of Edmonton, Alberta, Canada

To me, the only good reason to take a risk is that there’s a decent possibility of a
reward that outweighs the hazard. Exploring the edge of the universe and push-
ing the boundaries of human knowledge and capability strike me as pretty signif-
icant rewards, so I accept the risks of being an astronaut, but with an abundance
of caution: I want to understand them, manage them, and reduce them as much as
possible.

—Commander Chris Hadfield!

to implement enterprise risk management (ERM), with a focus on strategic
risk.

Previous attempts at ERM were not fully implemented, but a new opportunity
arose when Edmonton created a new strategic plan, The Way Ahead, in 2008. With
the strategic plan and goals well established, they required risk analysis to deter-
mine what could prevent the city from achieving its goals and objectives, and how
to allocate scarce resources most effectively to mitigate risks to achieving those
goals and objectives.

The City Administration hired an Enterprise Risk Management Program Man-
ager in 2012 to address the need to implement ERM at a strategic level.

After studying several models and frameworks for addressing risk, and con-
ducting pilot workshops for two of the six directional plans that supported the
strategic plan, The Way Ahead, the ERM Program Manager worked with the Admin-
istration to determine a course of action going forward based on these workshops.

T he Administration of the City of Edmonton in 2012-2013 explored ways

CONTEXT—CITY OF EDMONTON

The City of Edmonton, capital of the western Canadian province of Alberta, has
been a meeting place since the end of the last Ice Age. First settled by Europeans as
a fur-trading post in 1795, Edmonton has grown incrementally, driven by prairie
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settlement in the 1880s, rail connections in 1891 and 1905, and the Klondike Gold
Rush of 1897. Already an agricultural center, its reputation as “Oil Capital of
Canada” was cemented in 1947 with the discovery of major oil deposits nearby.
Growth since that time was largely based on resource development, and further
accelerated as Edmonton served as hub for new oil sands development in northern
Alberta starting in the 1970s.

Edmonton has grown significantly. In 2013, it was a city of over 800,000,
anchoring an Alberta capital region of over 1.1 million. The city is experiencing
nation-leading economic and population growth? and is expected to reach 900,000
by 20183 It is home for world-leading research in several fields, including
medicine, energy, nanotechnology, and winter city design. Its commercial and
cultural life has earned it the nicknames “Gateway to the North,” “Canada’s
Festival City,” and “City of Champions.”

City Government

Constitutionally, municipalities in Canada are the responsibility of their respec-
tive provincial governments. As such, the City of Edmonton is subject to provin-
cial legislation, mainly the Alberta Municipal Government Act. In 2013 the elected
City Council consisted of the mayor as well as a councillor for each of Edmonton’s
12 geographic divisions (wards). Reporting to Council is the City Manager, and
through him the City’s 11,000 employees,* divided into five departments.

The Edmonton City Council operates the two-employee model, the second
employee being the City Auditor.

ERM DEVELOPMENT IN THE PAST

In 2003 the Office of the City Auditor (OCA) and Administration jointly created
an ERM framework, the Corporate Business Risk Planning (CBRP) model. Using
input from several city departments as well as external subject matter experts, the
CBRP model was based on the Committee of Sponsoring Organizations (COSO)
risk management framework, with modifications to allow for weighting of risks
at multiple levels of management. The Conference Board of Canada requested
permission to use parts of the framework, in particular the Risk Management
Assessment Framework tool. CBRP was presented to senior leadership in 2005 and
piloted but not fully implemented; it is believed that Edmonton was not yet ready
to undertake the discipline at that time.

City Auditor’s Report

In a 2005 audit report,” the city auditor reported to the City Council’s Audit Com-
mittee that:

* Known risks were being managed reasonably well.
* Risks that are strategic in nature were not clearly identified.
* ERM results were not consistently incorporated into business plans.
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Administration Response to City Auditor’s Report
Following the 2005 city auditor’s report, several steps were undertaken to address
the issues raised in the report:

* The chief financial officer was appointed sponsor for the ERM program.

* ERM governance was added to the responsibilities of the City Council’s
Audit Committee, which consists of the mayor, four city councillors, and
two members of the public.

* In 2011 a Program Manager and an ERM Working Committee, made up of
subject matter experts from throughout the Administration, were appointed
to advise on a framework for strategic risk. At this point the 2005 city audi-
tor’s report was closed.

* An ERM Program Manager was hired in 2012 to assist the Program Manager.
In addition, oversight of the ERM framework selection process was passed
to the Transforming Edmonton Committee (TEC), comprised of senior lead-
ers responsible for the goals within the strategic plan (The Way Ahead),
and from the ERM Working Committee, although the entire ERM Working
Committee was kept abreast of developments.

CURRENT OVERALL ERM DEVELOPMENT

After the city auditor’s report in 2005, Edmonton adopted a 30-year vision and
six 10-year goals, forming the City of Edmonton Strategic Plan, The Way Ahead.
From it were derived six “Ways” plans (directional goals, objectives, performance
measures, and targets) in support of The Way Ahead:

Transform Edmonton’s Urban Form The Way We Grow
Shift Edmonton’s Transportation Mode The Way We Move
Improve Edmonton’s Livability The Way We Live
Preserve and Sustain Edmonton’s Environment  The Way We Green
Ensure Edmonton’s Financial Sustainability The Way We Finance
Diversify Edmonton’s Economy The Way We Prosper

At the time of writing, all the directional plans have been approved by City
Council, except for The Way We Finance.

A summary of The Way Ahead and the six “Ways” plans derived from it can be
found in the Appendix at the end of this chapter.

LINKS TO STRATEGIC PLAN AND TO OTHER
STRATEGIC TOOLS

When developing ERM strategy, the following five questions are asked:

. What are our long-term vision and goals?

. What strategy will help achieve the vision?

. What objectives will achieve the strategy?

. What performance measures will show whether the objectives are achieved?
. What risks will interfere with achievement of the objectives?
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Both performance measurement (PM) and ERM need to be considered when
advancing the strategic objectives. Recognizing this, the Office of the Chief Finan-
cial Officer realigned its Corporate Strategy and Performance section so that the
ERM Program Manager, strategy, and PM staff work together in the same section.
This provides possible opportunities to combine the processes of ERM, strategy,
and PM to gather information for each more efficiently.

Results-Based Budgeting

ERM assists in resource allocation decisions (as shown in Exhibit 15.1) and so
was seen to possibly conflict with budgeting models, including a results-based

The Ways

Strategic
Objectives

Programs and Costs

ERM provides risk assessments to mitigate risks to achievement of the Ways.

Performance Measurement provides Key Performance Indicators (KPIs) to determine the successful
achievement of the Ways.

Results-Based Budgeting provides information to assist with determining funding of programs, initiatives,
and projects to fulfill the strategic objectives of the Ways.

1. ERM receives measures of success from Performance Measurement, determines risks to achieve the
objectives.

2. Performance Measurement sends list of desired outcomes to Results-Based Budgeting, and receives lists of
prioritized programs and costs.

3. Results-Based Budgeting receives list of risk mitigations from ERM, creates a list of budgeted mitigation
priorities.

Exhibit 15.1 Relationship between ERM, Performance Measurement, and Results-Based
Budgeting
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budgeting (RBB) model concurrently piloted by the Administration. The two mod-
els can be reconciled, however. For instance, one of the criteria in the RBB model
for evaluating city programs was the amount and likelihood of risk relative to the
amount of benefit the program was deemed to provide. Conversely, a program’s
quartile rating in RBB could be used as an indicator in the ERM model to deter-
mine a program’s effectiveness in achieving its desired outcome. In this way, both
models could inform each other.

Capital Budgeting Models

Edmonton’s infrastructure branches use sophisticated risk management models
for maintaining and replacing current capital assets, and are introducing risk
assessment into business cases for new capital projects. The strategic ERM model
needs to incorporate these projects at the strategic level.

A graphic showing the linkages between ERM, Performance Measurement,
and Results-Based Budgeting is shown in Exhibit 15.1.

SELECTING AND TESTING A STRATEGIC RISK
MANAGEMENT MODEL

After a review of several ERM frameworks (CBRP, ISO 31000, COSO, etc.), the
Administration decided on a strategy-focused approach. The relationship of strate-
gic ERM as part of the risk universe is shown in Exhibit 15.2.

Such a method was provided in the Risk Scorecard model devised by pm? Con-
sulting (www.pm2consulting.com). The Financial Services and Utilities depart-
ment (facilitated by the ERM Program Manager) conducted two pilot Risk Score-
cards using the pm? model, for The Way We Move and The Way We Live. Following
is a description of the pm? Risk Scorecard methodology.

Strategic =3 The Ways

Proiect 3 Short to medium
J term, finite start/end

Operations =3 Day-to-Day

Exhibit 15.2 Relationship between Strategic, Project, and Operational Risks
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Pilot pm? Risk Scorecard Methodology

The Risk Scorecard consisted of six steps, each dependent on the previous one:

1. Weighting of goals in the plan based on what is the highest priority in the
organization to advance

2. Linking of strategic objectives to goals—determine how the strategic objec-
tives contribute to goals, and to what degree (relationship expressed as
low /medium /high)

3. Identification of risks to each strategic objective, scored 1 to 5 in likelihood
and 1 to 5 in impact

4. Identification of how current programs (processes) contribute to achieving
strategic objectives; currently performed—scored 1 to 5 in relationship to
strategic objective and in effectiveness in meeting expectations

5. Identification of planned future initiatives—scored 1 to 5 in relationship to
strategic objectives

6. Identification of possible future mitigations and risk indicators

Deliverables from this process include a risk register, a heat map, and charts
showing each strategic objective’s cumulative levels of risk, program contribution,
and initiative contribution, to show relative effort toward areas of relative risk.
In addition, a list of possible future mitigations and a list of risk indicators (mea-
sures to show as early as possible that a risk may be occurring) can be derived. The
methodology is shown in Exhibit 15.3.

Ideally, risk assessment would have taken place during the creation of strate-
gic planning documents to help determine the most risk-appropriate actions to
achieve the vision and goals. However, the “Ways” documents were created before
ERM was conceptualized in Edmonton. Therefore, pilots were conducted to catch
up to each Ways document by conducting a Risk Scorecard workshop for each one.
Because of the resource commitment of this exercise, workshops could realistically
only be done one at a time. By the summer of 2013, pilot Risk Scorecards for two
Ways documents had been completed or nearly completed: The Way We Move and
The Way We Live.

Initial Planning

After agreeing to the plan between Administration and pm? Consulting, a facilita-
tor conducted workshops. For the first pilot, three staff members from pm? Con-
sulting facilitated the workshop; for the second, the ERM Program Manager was
the facilitator. For both pilots, permission for the participation of lead department
staff was sought and received from the general manager of the lead department: for
The Way We Move, Transportation Services; for The Way We Live, Community Ser-
vices. Branch managers for strategic planning for both departments were tasked
to provide subject matter experts from their staff for the entire workshop; each
provided three to five staff members to bring department expertise. In addition,
for steps 2 and 3 (risk Identification and Scoring), senior department staff, mainly
branch managers, were asked to participate in scoring the likelihood and impact
of risk events, and to add to or amend the list of risk events.
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e The Way We ... Goals
e The Way We ... Strategic Objectives

1. Identify
Strategy

e |SO 31000-based checklist

2. Identify Key * ldentify Risks
Risk Elements

¢ Rate Impact and Likelihood against strategic

3. Score Risk objectives
Elements

e Rate Impact and Performance against strategic

4. Rate Impact and clefizsiizs

Performance

* |dentify risk indicators

5. Determine  Determine risk mitigation actions
Indicators and

Mitigation Action

Exhibit 15.3 pm? Risk Scorecard Process Diagram
Source: pm2 Consulting, 2012.

Each of the workshops took approximately 60 to 70 hours to complete. To keep
time commitments, some portions of steps that were deemed to be less critical were
omitted.

Step 1: Identify Strategy

The first step in the process is to identify strategic direction. Edmonton had a
30-year strategic plan, The Way Ahead. Using input from the public as well as sub-
ject matter experts, The Way Ahead was approved by the City Council and is the key
planning document for the city going forward. To assist in its implementation are
the six Ways plans noted previously. These documents made strategy identifica-
tion straightforward. For the first pilot, The Way We Move (transportation plan) was
selected. It was considered the best place to start because it was the most homoge-
neous of the plans; responsibility for its implementation was overwhelmingly with
one department, Transportation Services. As well, its format made it essentially a
capital plan, with easily understood objectives and goals.

At this point the ERM team had to decide at what level the strategic weightings
were to occur. Options included the six 10-year goals or the 19 strategic objectives,
among others. It was decided that the strategic objectives would be the appropriate
level of analysis for the risk register. The goals would be at too high a level to be
meaningful, and other criteria would not serve the city’s purpose in addressing the
risk needs of the Ways.
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THE WAY WE LIVE STRATEGIC OBJECTIVE
1.1 1.2 1.3

Integrate
Vibrant Create g .
Transit

Communities | Connections with
Using Public Using
Local
Spaces Infrastructure

Hubs
GOALS wagt H

Vibrant, Connected, Engaged, Welcoming 21
Celebrates Life 12 4 1
Caring, Inclusive, Affordable 24 4 3
Safe City 19 2 1 1
Attractive City 10 2 2 1
Sustainable City 14 3 4 4
100.0
4 3 4

]

Exhibit 15.4 Relationship between Strategic Goals and Objectives
Source: Adapted from pm? Consultants Risk Score Card Model, 2012.

At this point a weighting of the goals was attempted. Subject matter experts,
including the department general manager, allocated a percentage of support to
each of the six goals. (It should be noted that, for political reasons, this weighting
of the goals may be skipped as management may not want to prioritize these at this
time.) The goals were then placed on the vertical axis of a table, with the strategic
objectives across the top. An example of this table can be found in Exhibit 15.4.

For each strategic objective, the subject matter experts (in this case, four people
from the Community Services department) indicated the link to each goal on a scale
of 1to 5. The larger an objective, the more goals it would relate to, and the higher
weighting it would receive. When this was completed, each strategic objective had
a weighting (C), expressed as a percentage, calculated as:

C =X (A xB)/Z all columns [Z (A x B)] x 100
where:

A = Goal weighting (expressed as a percentage)
B = Relationship to objective (1 to 5)

The sums for each column are added together to get a total weighting; the sum
for each column is divided into this total to derive its relative weighting (in this
example, 4 percent).

This gave each strategic objective a weighting. This weighting was then com-
pared to that of every other strategic objective to arrive at a percentage of the total
weighting. This kept the weightings constant in relative terms.

The objectives were then transposed to another table where they formed the
vertical axis, then sorted by their percentage of the total objective weighting, with
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the highest weightings at the top. This allowed the group to select high, medium,
or low weightings for each strategic objective. This categorization would be carried
on to the next step, risk identification.

Step 2: Identify Key Risk Elements

Using a risk category checklist (a list of categories of potential risks covering all
possible types of risk—e.g., financial, political, partner), the workshop group, with
assistance from a number of subject matter experts, including branch managers,
created a list of risks that could impact the achievement of the strategic objectives.

Step 3: Score Risk Elements

The risks agreed on by the group were then placed across the top of a table with the
strategic objectives listed vertically along the left side. Directly below each risk was
a measure of likelihood of the risk occurring (again on a 1 to 5 scale). The likelihood
score was agreed on by the subject matter experts. The team then scored each risk
to each strategic objective, again on a 1 to 5 scale. This provided two outputs: the
scoring of risks and the risk weighting of each strategic objective. A sample of this
table is shown in Exhibit 15.5.
The risk scores were calculated as:

X (DxExF)
where:

D = Strategic objective weighting (1 for low, 3 for medium, 5 for high)
E = Risk impact on objective (1 to 5)
F = Risk likelihood (from top of column) (1 to 5)

These were summed vertically for each risk.

The risk weighting of each strategic objective was calculated using the same
formula but summed horizontally for each strategic objective.

The risks were then transposed onto a data table with their likelihood and their
weighted impact score (the sum of each D x E calculation for each cell in the col-
umn). This provided the basis for the risk register and the heat map.

At this point, several graphs can be created to show the relative nature of the
risks and the strategic objectives. From a risk-based perspective, a heat map can
be created showing the risks with the highest likelihood and weighted impact
score. The more strategic objectives a risk can affect, the greater is the weighted
impact score for that risk. For strategic objectives, a graph can be produced to show
the strategic objectives most impacted by risk. The more risks affecting a strategic
objective, and with greater impacts, the greater that objective’s weighted risk score.

Step 4: Link Programs, Initiatives, and Risks

The next list required was that of the existing programs currently in place to ful-
fill the strategic objectives. For the ease of the workshop, it was decided to use
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1 2 3

The Way We Live Major Event | population
Pilot Risk Scorecard Reduced | Competition | Increase—

) Revenue | from other | |ncreased
Rk Wi Abunicpuiiies]| Domand Likelihood

Reference Likelihood| 2 3 5 1 Rare

Strategic Objectives 2 P
1.1 Vibrant Communities Using Public Space: D Uni ‘kely
1.2 Create Connections Using Infrastructure 3 POSSible
4 Likely

1.3 grate Transit with Local Hubs
5 Almost Certain

1.4 Connect Communities to Services

1.5 Connect Citizens to City's History
Impact

1.6 Connect Citizens to Their Leadershi
2.1 Promote Healthy Living

1 Insignificant
2 Minor

2.2 Provide Well-Being with Public Spaces
3 Moderate

2.3 Vibrant Cultural C Y
4 Major

2.4 Vibrant, Diverse Sports Sector
5 Catastrophic
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2.6 Host Major Events

3.1 Caring and Inclusive Society

3.2 Care for Vulnerable Citizens

3.3 Reduce Barriers for

3.4 Creatinga Caring C ¥

4.1 Citizens Enjoy Safety and Security

4.2 sShared Resp bility for Social Order
4.3 Protect Public Health

4.4 Emergency Response

5.1 Attractive Design

5.2 Showcase Vibrant Special Districts

5.3 Showcase Green Spaces

54 Preserve Neighborhood Character and History
5.5 Keep Ed Clean

6.1 Socially bl
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%
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Exhibit 15.5 Relationship between Risks and Strategic Objectives
Source: Adapted from pm? Consulting Risk Scorecard model, 2012.

the list of programs shown in the annual operating budget. Other program lev-
els could have been used, such as that used in the city’s results-based budgeting
(RBB) initiative. This initiative divided budget-level programs into smaller com-
ponents, which would be easier to change but increased the number of programs
tenfold. It was for this reason the RBB-level program list was rejected; the number
of programs in that initiative was exceedingly high.

Once a program level was agreed on, a new table was created, with the pro-
grams across the top and the strategic objectives down the left side. On this table,
the subject matter experts scored the impact of the relationship between each pro-
gram and each strategic objective (on a 1 to 5 scale). In addition, the participants
estimated the effectiveness of each program (i.e., whether it fulfilled the require-
ments of the program), again on a 1 to 5 scale, with 5 meaning the program was
performing as required and 1 meaning the program’s performance was well below
what was required. The difference between what was required of the program
and its actual performance (i.e., 5 minus the effectiveness score) was known as
the strategic gap. An excerpt from this table can be found in Exhibit 15.6.
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Fire Rescue
Office of
i EMEBENSY | pyblicsafety | Technical Services
(0EMm)
Strategic Objectives | P 1 P 1 P 1P
1.1 Vibrant C Using Public Spaces 2 s N [ -
1.2 Create Connections Using Infrastructure 1 4
1.3 grate Transit with Local Hubs
1.4 Connect Cc ities to Services 2 | a 3 |3 2 | a 2 | s [
1.5 Connect Citizens to City's History
1.6 Connect Citizens to Their Leadershig
2.1 Promote Healthy Living
2.2 Provide Well-Being with Public Spaces 2 4
2.3 Vibrant Cultural C Y
2.4 Vibrant, Diverse Sports Sector
2.5 Promotes Celebrations and Festivals 1 4
2.6 Host Major Events
3.1 Caring and Inclusive Society 4 4 3 5 3|4 5
3.2 Care for Vul ble Citizens 1 4 2 4 3 4 1 5
3.3 Reduce Barriers for d 1 5
3.4 Creating a Caring C ity 5 | a 2|5 3| s 3|5
4.1 Citizens Enjoy Safety and Security 5 a 2 5 315 3|5
4.2 Shared Responsibility for Social Order 5 4 3 3 3 5 2] 5
4.3 Protect Public Health 5 4 1 4 5 5
4.4 Emergency Response 5 4 5 5 1 5 5 5
5.1 Attractive Design
5.2 Showcase Vibrant Special Districts
5.3 Showcase Green Spaces
5.4 Preserve Neighborhood Character and History
5.5 Keep Edmonton Clean 3 4
6.1 Socially Sustainable 2 | a HEE B 2 | s H
6.2 3|3 3| a
6.3 Ec ically S bl 3 5
6.4 Fiscally Sustainable People Services 3 4 1 3 1 3 2 5

For each Strategic Objective, each program (e.g., Fire Rescue Operations) is assessed for its
impact (1) on the strategic objective and its performance (P) relative to what is required of it.
The higher the Objective weighting, the larger the impact, and the lower the performance
rating, the larger the strategic gap for that program (shown in the color column next to the
performance rating as green (small), yellow (medium) or red (large)).

Exhibit 15.6 Linkages between Strategy and Programs
Source: Adapted from pm? Consulting Risk Scorecard model, 2012.

At this point a new graph could be created, with a vertical bar for each strategic
objective and its cumulative program requirements. Adding the cumulative effec-
tiveness and cumulative strategic gap gave a stacked bar graph whose height was
its cumulative program requirement. The bigger the objective, the more programs
it had and therefore the higher cumulative program requirements (and likely a
proportionally large strategic gap).

The last dimension in step 4 was to list new initiatives the City planned to
implement, and rate their importance to each strategic objective. For the purposes
of the workshop, it was decided to limit the list to those in the Implementation
Plan for each Ways document. Within this set of possibilities, only the initiatives
coded as “will do” (not “already done,” “already doing,” “could do,” or “aspire to

"o
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Integrate social

Renew and inability
implement the | Renew the into the Review Dogs in

Neighbourhood | ity the Park
Revitalization | indicators i Program
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Framework .

|Strategic Objectives wgt

1.1 Vibrant Communities Using Public Spaces

1.2 Create Connections Using Infrastructure

1.3 Integrate Transit with Local Hubs

1.4 Connect Communities to Services 1
1.5 Connect Citizens to City's History 1 1

1.6 Connect Citizens to Their Leadership 1
2.1 Promote Healthy Living 1 1 1

2.2 Provide Well-Being with Public Spaces 1 ] 1 1

2.3 Vibrant Cultural Community

2.4 Vibrant, Diverse Sports Sector

2.5 Promotes Celebrations and Festivals
2.6 Host Major Events

3.1 Caring and Inclusive Society 1

3.2 Care for Vulnerable Citizens

3.3 Reduce Barriers for Residents 1 1
3.4 Creating a Caring Community

4.1 Citizens Enjoy Safety and Security 1

4.2 Shared Responsibility for Social Order

4.3 Protect Public Health

4.4 Emergency Response

5.1 Attractive Design

5.2 Showcase Vibrant Special Districts

5.3 Showcase Green Spaces

5.4 Preserve Neighborhood Character and History
5.5 Keep Edmonton Clean

6.1 Socially bl

6.2 Enviro Iy inabl 1 1
6.3 Economically Sustainable

6.4 Fiscally Sustainable People Services

= RS ] 1

Exhibit 15.7 Linkages between Strategy and Initiatives
Source: Adapted from pm? Consulting Risk Scorecard model, 2012.

do”) were used for the initiatives list, to keep it to a manageable size. With this
list scored by each strategic objective on a 1 to 5 scale, a graph could be produced
showing the cumulative impact of future initiatives on each strategic objective. A
table linking initiatives to strategy is found in Exhibit 15.7.

With the strategic gap and initiatives impact established, the two graphs for
each objective could be combined on one graph to show the cumulative strategic
gap and cumulative initiative impact for each strategic objective. If resources were
properly allocated, one would expect to see a correlation between the height of the
strategic gap bar and the height of the cumulative initiative impact point for each
objective. For viewing purposes, it was necessary to use different scales for each
data series, to best show the correlation. Finally, the risk weighting for each strate-
gic objective could be added to the graph. This showed the relative risks associated
with each strategic objective in relation to its required programs and initiatives.
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Exhibit 15.8 Strategic Objectives—Risk, Strategic Gap, and Impact of Initiatives
Source: Adapted from pm? Consulting Risk Scorecard model, 2012.

Overall, a correlation between risk, strategic gap, and initiatives may be observed.
For objectives whose risks do not correlate with strategic gap and initiatives, this
forms the basis of discussion for the objective; in-depth analysis shows the types
of risks, whether they are caused by or independent of the programs comprising
the strategic gap, and whether future initiatives address the risks, either directly
or indirectly. The graph showing risk, strategic gap, and impact of initiatives on
strategic objectives is found in Exhibit 15.8.

Step 5: Determine Indicators and Mitigation Actions

The final step involved completion of a risk indicator worksheet for each risk/
strategic objective combination. This sheet required the user to list potential mitiga-
tion strategies, including required lead time, as well as indicators of inputs, actions,
or outputs that would signal the potential onset of a risk event. The worksheet data
were then summarized in a database indicating strategic objective, risk, mitigation,
lead time, and whether the organization is already undertaking the mitigation.
The database could then be grouped by objective, risk, or mitigation as needed.

On completion of the mitigation database, the final risk scorecard could be
completed. This was a table showing strategic objectives on the left and risks across
the top. For each data point, the impact of the risk on that objective was indicated,
as was its performance (good, fair, or poor shown as medium gray, light gray, dark
gray), and showed the risk level for each objective (the level of potential risk of the
risk element impacting this strategic objective).

This provided a basis of discussion to identify key risks affecting strategic
objectives.
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SELECTING AN ERM FRAMEWORK

At the end of the second pilot, each department involved (Transportation Services
tor The Way We Move and Community Services for The Way We Live) was consulted
to provide feedback on the process. As a result of the consultations it was decided
to componentize the pm? model, as some aspects were seen to add more value than
others. In addition, the model as a whole was found to provide levels of complexity
that, while useful, might preclude its successful implementation. Each individual
component could then be compared with other frameworks.

During this time, staff from the Edmonton Police Service (EPS) met with the
Financial Services staff and presented its ERM process, based on the ISO 31000
framework. By provincial law, EPS maintains a separate command structure,
reporting to the City Council through the Edmonton Police Commission. Inde-
pendently, the EPS had, over a span of five years, evolved a mature ERM process
based on in-depth performance measurement tools and impetus from the Police
Commission to proactively identify and treat its risks. The EPS felt at this time that
it could offer to share its ERM model with other city departments on an operational
level. This provided an incentive for the Financial Services department to compare
the pm? model with the ISO 31000 framework to determine a best solution going
forward. A diagram of the ISO 31000 ERM process is found in Exhibit 15.9.

Comparison of pm? and ISO 31000 Frameworks

After two pilots of the pm? framework (with The Way We Move and The Way We
Live), the ERM team evaluated the pilots to provide recommendations for strategic

}

— Establish Context —

Risk Assessment

<= - Identify Risks - >

!

* Analyze Risks

!

Evaluate Risks

Monitor and Review

Communicate and Consult

< Treat Risks <

Exhibit 15.9 ISO 31000 Enterprise Risk Management Process Chart
Source: Based on CAN/CSA-ISO 31000-10, Risk Management—Principles and Guidelines, International
Standards Organization/Canadian Standards Association, 2009.
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PM? RISK SCORECARD ISO 31000
Strong weighting method Simpler to implement
Includes programs and initiatives Robust global standard
Powerful tool Required for Enviso
Part of a larger process No programs and initiatives
Complex—hard to implement No direct tie to other processes
Mitigation process hard to implement

Exhibit 15.10 Comparison—pm2 Risk Scorecard versus ISO 31000 Model

ERM going forward. Elements were taken from ISO 31000 and the pilot project. A
comparison of the two frameworks is found in Exhibit 15.10.

RECOMMENDED STRATEGIC ERM MODEL

After reviewing the results from the two pm? pilots, the ERM team consulted with
the subject matter experts from both operating departments involved in the Risk
Scorecard workshops. The participants saw the logic in the model and had a good
understanding of what was required in the workshop. They also provided valuable
feedback on the usefulness of each section of the model.

All participants regarded step 1, the linking of goals and strategic objectives,
as a strength; in fact, it was believed that this methodology would add value to
other processes as well, such as results-based budgeting. Steps 2 and 3, identifying
and scoring risks, would be core processes for any risk model. Step 4, linking pro-
grams, initiatives, and risks, was regarded as powerful but potentially confusing to
branch managers and, as a result, might not add the expected value to the process.
Moreover, linking programs and initiatives may have also been done with other
processes, making this a duplication of effort. Finally, step 5, while necessary to the
ERM process, was considered to be excessively complex and time-consuming. A
simpler process for determining mitigations and following up was needed. From
discussions with EPS and other research regarding ISO 31000, it was determined
that the ISO 31000 framework held the key to a simpler risk mitigation and review
process. It was also superior to the Risk Scorecard model in that it focused on miti-
gation at the risk level, rather than the strategic objective level, and did not require
a separate worksheet for each risk/objective combination. Finally, because several
city branches were certified to the ISO 14001 (Environmental Management) stan-
dard under Edmonton’s Enviso program, it was noted that upcoming recertifica-
tions would require risk assessment conforming to the ISO 31000 standard.

The final recommended strategic ERM model for the City of Edmonton con-
sisted of four steps, and is shown in Exhibit 15.11.

Step 1 (Weight Goals and Objectives), step 2 (Identify Risks), and step 3 (Assess
Risks) are the same as steps 1 to 3 in the pm? Risk Scorecard model. Step 4, however,
is based on the “Evaluate Risks” and “Treat Risks” sections of the ISO 31000 RM
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(risk management) standard. In Step 4, the risks are transposed onto a risk reg-
ister, where each row contains the necessary information for that risk: category,
description, likelihood score, weighted impact score, weighted risk score, risk rat-
ing, risk acceptance, summary comments, current mitigations, future mitigations,
risk owner, status update, and update interval.

An example of the proposed risk register is found in Exhibit 15.12.

LESSONS LEARNED

Several lessons were learned in terms of (1) key success factors and (2) the process
of selecting and implementing a framework. The findings from these two cate-
gories are shown next.

Key Success Factors

Buy-In by Senior Management

Edmonton’s Corporate Leadership Team (CLT, comprised of the city manager and
the general manager of each department) has supported the concept of ERM. At a
senior management level, staff must be able to perceive the value added by ERM.
This makes design of an appropriate ERM process, which can show value to man-
agement, critical to its success. An example of the value proposition is found in
Exhibit 15.13.

In general, the process must have two properties: it must be simple and it must
show the value of doing it.

A critical balance must be struck between model power (i.e., how much infor-
mation it provides) and user-friendliness. A model can provide large amounts of
information but will not be helpful if it is too complex to be understood or too time-
consuming to be considered worthwhile by the users. Conversely, a model that is
too simple will not be helpful, as it will lack the relevance to achieve buy-in.

The pm? model consists of a number of simple steps performed in sequence to
produce powerful results. These results include comparisons of risk, effectiveness
of current programs, and the impact of future initiatives on achievement of strate-
gic objectives. The challenge for the ERM team is to show the simplicity of the steps
in the model to leaders, to ensure their understanding of the concept and buy-in
to the model. Concerns have been voiced by department staff that the model, as
followed in the pilot Risk Scorecard workshop, may include steps deemed too com-
plex by branch managers. If necessary, some steps can be removed, and the model
stripped to its risk analysis component if other levels of analysis are deemed not
to add value to management, without losing the robustness of the model.

Whatever model is used, it must be customizable to the city’s circumstances.
For example, if branch managers believe a process to be too time-consuming or too
difficult, it must be shortened and simplified to overcome this concern. Conversely,
if the model is considered too simplistic to add value, rigor must be added to the
model to show the value added and to show the time spent to be worthwhile.

Culture of Innovation (Risk-Smart)
In addition to buy-in from senior leadership, ERM also requires a culture of
innovation, where new ideas are embraced and failure is tolerated. At a senior
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Enterprise Risk Better Quiality Enhanced More Value for
Management Information Decisions Performance Citizens

Exhibit 15.13 The ERM Value Proposition
Source: Integrated Risk Management “Building Bridges: City of Winipeg, Audit Department”, February
2009.

management level, the Transforming Edmonton Committee (TEC) is responsible
for overseeing strategic planning and successful achievement of the city’s strategic
goals under The Way Ahead. Ensuring that the TEC understands the relationship
between strategy, ERM, and performance measurement (PM) is key to successful
ERM implementation.

Governments have traditionally been regarded as risk-averse, as political
opponents would pounce on any perceived error by the government. To enable
a culture of innovation, however, the organization must move from a risk-averse
view to a risk-aware view, in which it openly recognizes the risks it faces. Finally,
as the organization fully embraces its culture of innovation, it must move from a
risk-aware view to a risk-smart view, where risks are embraced, well-managed,
and mined for opportunities.

Consistency of Model across the Ways

The ERM Program Manager, as facilitator of the workshops, must ensure that con-
sistent standards are maintained in weighting objectives, defining risks, and deter-
mining mitigations and feedback.

A strength of the pm? model is its robustness. This robustness stems from the
model’s system of weighting of strategic goals and objectives. Even if a future City
Council drastically changed the prioritization of the goals, the model would auto-
matically adjust for this change and update the risk register and other outputs
accordingly. Other models would require an in-depth review of each risk in light
of such a change.

This weighting system for goals and objectives can potentially be carried over
to other management processes as well. For example, the results-based budgeting
(RBB) model currently being tested by the City also has a weighting system for
city programs to prioritize them. In addition, performance measures can be simi-
larly prioritized to determine which ones carry the highest priority and therefore
warrant the most scrutiny.

Another strength of the pm? model is that it does not differentiate between
operating and capital items. Often a strategic objective has both a capital and an
operating component (e.g., construction of a new recreation center and staffing and
maintaining it afterward), which are dealt with in separate operating and capital
budget cycles.

Resource Requirements on Department Subject Matter Experts

Each step in the ERM framework requires input at a senior management level in
each operating department. Cumulatively these time requirements can be mate-
rial for senior management already dealing with the resource constraints of their
regular duties. The challenge for the ERM and other models is to minimize the time
required of city staff to avoid push-back from project fatigue, which would impact
the success of the ERM program.
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Department Accountability for Key Risks

When key risks are identified, the department in question must take ownership of
the model and assign key risks to designated risk owners. These individuals will
be responsible for devising and implementing mitigation strategies and reporting
results at appropriate intervals.

Findings on the Process of Selecting and
Implementing a Framework

Implementing an ERM framework typically takes longer than expected. More time
seems to be spent getting buy-in for the concept from the C-suite and devising an
appropriate model than one could ever predict. Rarely do off-the-shelf frameworks
exist that can be employed in short order; plans usually have to be tailored to fit
the organization’s unique circumstances. Some of Edmonton’s learnings from this
ERM implementation include the following.

There is no perfect system. What works for one organization may not work
for another. What is necessary is flexibility. Any system must be simple enough to
understand, robust enough to be usable in any area of the organization, and pow-
erful enough to add value in decision making. In addition, it may be preferable to
create a hybrid approach, taking the best parts of two or more competing systems
to create one that best meets the organization’s needs.

No matter how good an ERM framework is, if senior leadership does not buy
in to the framework, it cannot succeed, as management will need to see the use-
fulness and cost justification. Three frameworks were presented to senior leader-
ship between 2005 and 2013; all were sound and based on extensive research and
knowledge of risk management principles. All were found by senior leadership to
be either too complex or not a fit to Edmonton’s needs.

It may be problematic to try to roll out an entire system at once. In the ini-
tial ERM planning phases there seems to be a tendency to try to hit a home run;
that is, to roll out a perfect ERM system at strategic, project, and operating levels
all at once. It may be the most efficient in theory, but in practice it requires a pro-
hibitive amount of up-front resources. It ignores the learning curve managers have
in learning about ERM, how it applies to them, and how to do it. This leads to the
next point.

It may be preferable to introduce one phase of ERM at a time. In Edmonton’s
case, previous attempts at an ERM framework were unsuccessful because they
went against the stated wishes of the Corporate Leadership Team (CLT). One
of the CLT’s main drivers for action on ERM was the 2005 city auditor’s report,
which identified issues mainly with strategic risk. With this in mind, the CLT
wanted primarily to focus just on strategic risk, not on an overall framework. In
terms of a corporate rollout, then, phase 1 was to be strategic risk; project risk and
operational risk could be dealt with later, as these were lower priorities for the
CLT and the city auditor.

When working with operating departments on a framework (even a pilot), it
is important to define clearly what you want to accomplish with the operating
departments in question. In this case, it was clearly defined that the department
owned the risk register and was responsible for its content; the ERM team’s role
was to maintain it. Going forward, the ERM team’s role was also that of facilitator,
coach, and mentor to the department staff.
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CONCLUSION

At time of writing, the recommended strategic ERM model was being fine-tuned
for the remaining Ways documents, pending feedback from the teams involved in
the two pilot Risk Scorecards.

In the longer term, the ERM Program Manager recommended further consol-
idation of the ERM model by ensuring links to project risk management, and by
harmonizing operations’ risk management practices with the ISO 31000 risk man-
agement standard, to provide consistent risk management methods to all areas,
many of which are already practicing ERM, but using different formats.

Finally, the process of ERM needs to be tied to the process of performance
measurement going forward. As strategic performance measures are created or
amended, the risks to achieving them need to be identified at the same time, to
provide the most efficient and effective means of ensuring that the measures of
success can be achieved.

APPENDIX: SUMMARY OF THE WAY AHEAD,
EDMONTON'’S STRATEGIC PLAN

The City of Edmonton developed a strategic plan in 2008 called The Way Ahead. 1t
contains:

¢ A 30-year citizen-built City vision, describing Edmonton’s future

¢ Six 10-year strategic goals: Transform Edmonton’s Urban Form; Shift
Edmonton’s Transportation Mode; Improve Edmonton’s Livability; Pre-
serve and Sustain Edmonton’s Environment; Ensure Edmonton’s Financial
Sustainability; and Diversify Edmonton’s Economy

¢ Corporate outcomes, performance measures, and targets

The Way Ahead was developed using the principles of integration, sustainabil-
ity, livability, and innovation. It was built on a strong base of programs and services
that already exist.

The Way Ahead has provided a foundation for prioritization and decision mak-
ing. Since 2008, continual improvement has been made to the plan.

To better understand and measure how Edmonton is advancing the vision and
10-year goals, corporate outcomes for all six 10-year goals and performance mea-
sures for five of the six goals were developed in 2010. Performance measure targets
for three of the six goals were approved in 2011. The Way Ahead was updated in 2011
to reflect this progress.

Over the past five years, the city has developed several directional plans to
help achieve The Way Ahead.

Directional plans, referred to as the Ways plans, have been established to focus
the city’s work in both the achievement of the 10-year strategic goals and in deliver-
ing existing services to citizens. Accompanying Ways implementation plans were
also developed to outline specific initiatives and actions that contribute signifi-
cantly to the achievement of the Ways plans. The following chart shows each of
the plans and when they were created.



302 Implementing Enterprise Risk Management

Directional Plans Implementation Plans

® The Way We Grow: Municipal Development ® The Way We Grow Implementation Plan

Plan (2010) (2013 to Council)

® The Way We Move: Transportation Master ® The Way We Move Implementation Plan
Plan (2009) (2012)

® The Way We Live: Edmonton’s People Plan ® The Way We Live Implementation Plan
(2010) (2012)

® The Way We Green: Edmonton’s ® The Way We Green Implementation
Environmental Strategic Plan (2011) Plan (2013 to Council)

® The Way We Finance: Edmonton’s Financial ® The Way We Prosper Implementation
Sustainability Plan (under development) Plan (under development)

® The Way We Prosper: Economic Development
Plan (2013)

In addition, the city is taking a results-based approach to aligning resources
with the vision and 10-year strategic goals. Results-based budgeting is about
emphasizing performance and accountability.

The following chart shows the alignment between The Way Ahead, Ways plans,
and operational planning.

Corporate Planning Framework

il 1 TIME

HORIZON
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QUESTIONS

What other strategic processes are closely tied to ERM?

What three kinds of risks are identified within the City of Edmonton?
What two criteria must be balanced in a successful ERM model?

Who is responsible for dealing with and mitigating risks?

To what body must the City’s strategic risks be reported?

SUESCN .

NOTES
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all-encompassing alternative to the then traditional fragmented approach

to risk management. This previous disjointed style is sometimes referred to
as managing individual risks in stand-alone silos or stovepipes. Risk management
practitioners started to flesh out and test the theory. Early practical applications
took the form of integrated risk programs that combined selected hazard risks and
financial risks.!

As the ERM process was debated and matured, practitioners started to include
operational risks within their portfolio. Risk registers emerged that organized
the various identified risks into categories that now included hazard, financial,
and operational risks. Hazard risk examples include fires, lawsuits, and strikes.
Financial risk examples include commodity price volatility, inflation, and currency
exchange rate fluctuations. Operational risk examples include process disruptions,
compliance failures, and technology breakdowns.?

ERM practitioners began encountering internal organizational push-back
because the process was inappropriately seen as (1) reactionary and (2) an unneces-
sary expansion of audit and compliance. Peter Drucker once stated, “The purpose
of business is to create and keep a customer.”® Recognizing the corporate imper-
ative to grow the business, proponents of ERM postulated that they could indeed
bring new utility to the process by aligning with, and supporting, corporate busi-
ness goals, rather than just focusing on the downside of risk management. The
methodology utilized to integrate ERM into alignment and support of overall busi-
ness goals is to incorporate the ERM process into longer-range strategic planning
and annual business plans. ERM practitioners added another new risk category to
their portfolio: strategic risks. Strategic risk examples include social, technological,
economic, environmental, and political situations that are much broader in scope
and longer in impact. The expanded risk portfolio is far more vibrant because it
inserts the ERM process into the growth side of the business. ERM moves from

E nterprise risk management (ERM) emerged more than 15 years ago as an
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