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Serra Pelada (Hill of Gold) gold mine is one of the richest and largest deposits of alluvial gold ever
found. It is located 270 miles south of Belem on the Amazon delta. The mine is controlled by the
State which distributes the ‘barrancos’ (six meter squares of soil) to the various owners ‘garimperos’
(gold diggers or fortune hunters) according to their seniority. The ‘garimperos’ are only allowed to dig
vertically into the earth in order to avoid encroaching on other diggers. Whenever gold is found it is
placed in sacks by workers, called ‘mudhogs’ and taken to a sifting and sorting area belonging to the
owner. In 1985, 50,000 ‘garimperos’ and their workers entered the gold mine every day. The site
had serious environmental impacts including deforestation, and water pollution from mercury used
in the mining process.



Foreword

CSR can be a daunting brief to take on. It potentially touches so many aspects of
what an organisation does, from environmental management to labour standards
and community relations to ethical sourcing. If you've been given responsibility
for CSR, it will probably take you well outside your natural areas of expertise.

That is why this practical how-to guide promises to be so useful. I've worked
with the authors and have found that they combine expertise in CSR with down-
to-earth advice. Their guide explains the key CSR concepts and, crucially, shows
how to get good practices up and running in your organisation. It is a welcome
addition to the growing library of books about CSR.

Catherine Holmes
Communications Manager

Airbus UK
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Introduction

1.1 Setting the scene

Corporate social responsibility (CSR) has come in from the cold. Once a phrase
used almost exclusively by pressure groups, non-governmental organisations,
niche consultancies and a handful of pioneering but unconventional corporations,
it now sits firmly on the mainstream business agenda. In boardroom discussions,
investor presentations, annual general meetings and the media, CSR is common
currency.

Nevertheless, there is still a fog of confusion surrounding what CSR is.
To some, it means compliance with corporate legislation. To others, it is about
charitable giving. A vague notion of ‘ethical business’ is sometimes used to
try to explain CSR. Thankfully, in the past few years, a much more certain
and increasingly widely accepted definition has emerged — and it is one that
underpins this guide.

CSR is about how organisations align their values and behaviour with the
expectations and needs of their stakeholders — not just their customers and
investors, but also employees, suppliers, communities, regulators, special interest
groups and society as a whole.

CSR demands that a company be accountable to its stakeholders for
managing its social, environmental and wider economic impacts in a way that
maximises the benefits and minimises the downsides.

And this is not justan issue for big business, particularly since the Companies
Act 2006 introduced a requirement for company directors (including in private
companies) to be aware of their company’s social and environmental impacts.

With CSR having become so fundamental to business, opportunities are
opening up for managers willing and able to take it on. If you can act as the
catalyst for making your company more responsible and accountable, you can
make a name for yourself in your organisation. And more importantly, you can
help your organisation make a positive contribution in the wider world.

Businesses that engage seriously in defining responsible business practice
will inevitably find opportunities to enhance their reputation by telling their

1
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story externally. But it needs to be this way round — communication of CSR
should be like the cherry on the cake. There is nothing for the cherry to sit on
unless you also have baked the cake — which means designing and implementing
an effective CSR strategy. Unfortunately, some companies have jumped on the
bandwagon, projecting a CSR ‘position’ that runs too far ahead of their actual
practice. This is both misguided and risky because stakeholders see through
spin.

Smart companies — those that have embedded social, environmental and
ethical management practices at the heart of their businesses — are the ones that
will ultimately gain greatest benefit from CSR. It will enable them to better
foresee changing attitudes and expectations so that they can develop the products
and services that will meet society’s future needs.

This guide aims to show you how to accomplish this. While much has been
written about the concepts of CSR, and about companies who are ‘doing’ CSR
in one way or another, we have focused here on creating a practical step-by-step
guide to setting up and implementing a CSR programme.

It covers all the essentials — from drawing up a strategy to managing
performance on a day-to-day basis. It can be used as a guide to setting up a
CSR programme from scratch, and also points the way for more advanced
practitioners to become leaders. The general approaches described are applicable
whether you work for a large corporation or an SME (small to medium-sized
enterprise).

This introduction goes on to state the business case for CSR, explain the
model of CSR used in this guide, and set out the key CSR issues for different
stakeholder groups and industry sectors.

The chapters that follow then outline what you need to do in each of the six
key areas of a CSR programme: strategy, stakeholder engagement, governance,
performance management, public disclosure and assurance. In each chapter,
we provide a case study, and we also follow a fictional company, AZ Mining,
through its establishment of a CSR programme.

1.2 Why bother with CSR?
Why should your organisation bother with corporate social responsibility? Why

go to the effort of behaving as a good corporate citizen and measuring and
reporting your activities and performance?

2
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To many companies, its just too much like hard work, or else its an
unwelcome distraction from what they see as the real business of business:
making a profit. But what these organisations do not realise is that they are
probably already exercising their corporate social responsibilities to some extent,
and so the transition to proactive and structured management of CSR is not
as great as they think. Moreover, CSR is not just about doing the right thing
by fulfilling duties to society; it is also the smart thing to do because being
responsible and accountable brings significant commercial advantages.

Profit: Several studies have shown a direct correlation between socially
responsible business practices and positive financial performance. A 1997
DePaul University study found that companies that have a clear commitment
to ethical principles do better financially (based on annual revenues) than
companies that don’t. An 11-year Harvard University study, published in 2004,
found that ‘stakeholder-balanced’ companies showed four times the growth rate
and eight times the employment growth than companies that were shareholder-
only focused.

Access to capital: The rise of socially responsible investment (SRI) means
that companies committed to CSR often have access to capital that others do not.
The Dow Jones Sustainability Index, the FTSE4Good Index, the Morley Fund
Management Sustainability Index, the Business in the Community Corporate
Responsibility Index and others analyse companies’ CSR activities. Investors
turn increasingly to these indices before committing their funds. And according
to Eurosif, by 2006 the SRI market in Europe was estimated to be worth up to
€1 trillion, representing as much as 10 to 15 per cent of total European funds
under management. This is a 36 per cent growth since 31 December 2002.!

Also, fund management companies are becoming more vocal and assertive
about their expectations regarding corporate responsibility, which they are
increasingly seeing as being fundamental to companies’ risk profiles.

Lower operating costs and greater efficiency: Improved management
systems for non-financial issues do not automatically result in greater cost. Many
environmental initiatives improve operational efficiency by reducing waste
production and water usage and increasing energy efficiency. In the human
resources arena, flexible scheduling and other work-life initiatives result in
reduced absenteeism and increased retention of employees and save companies
money through increased productivity and reduction of hiring and training
costs.

1 www.eurosif.org
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Enhanced reputation: So much of a company’s reputation is based on
trust among its stakeholders. A strong reputation in environmental and social
responsibility can help a company build this trust — as long as it is the result
of deeply ingrained policies and practices, and not just corporate lip service to

CSR.

A strong CSR programme can also help cushion a company’s reputation
from damage. Non-governmental organisations and local communities are far
more willing to defer protests and action against a company as a result of an
incident if it is evident that the company has genuinely worked hard to prevent
it happening in the first place, and has in place solid management practices for
rectifying the situation — quickly — and for avoiding a repeat.

More sales: Research has shown that consumers not only want good and safe
products, they also want to know that what they buy was produced in a socially
and environmentally responsible way. A CSR Europe/MORI study in 2000
found that a company’s commitment to CSR was important to 70 per cent of
European consumers buying a product. In addition, one in five would be willing
to pay more for products that are socially and environmentally responsible, and
one in six shoppers said they frequently buy or boycott products because of a
manufacturer’s reputation.

Greater productivity and quality: Efforts to improve working conditions,
lessen environmental impacts or increase employee involvement in decision-
making often lead to increased productivity and reduced error rate. For example,
companies that improve working conditions and labour practices among their
suppliers often experience a decrease in merchandise that is defective or can’t be

sold.?

Improved recruitment and retention: A company’s dedication to CSR
can help to attract and retain employees. People are no longer concerned just
about promotion and salary; they want to work for a company that is run in
accordance with their own values and beliefs. After Novo Nordisk launched its
Values in Action programme, which aligns its business objectives with sustainable
development, it saw a five per cent drop in staff turnover. More generally, 78
per cent of employees say they would rather work for an ethical and reputable
company than receive a higher salary.?

Lower risk and more effective risk management: The more a company is
committed to CSR, the less it is exposing itself to risks, for example:

2 Business for Social Responsibility, www.bsr.org
3 CSREurope, www.csreurope.org
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*  risk of damage to corporate reputation, for example as suffered by Nike in
connection with allegations that it was using sweatshop labour;

* financial risk, for example unanticipated costs for installing new pollution
abatement technology or paying fines for non-compliance with labour
legislation;

*  environmental risk, for example being required to re-engineer products to
remove a newly controlled substance; and

* legal risk, for example failing to anticipate and plan for new legislation
relating to disabled access to premises.

New commercial opportunities: At its best, good CSR practices will build
trust in your company and open up new lines of dialogue with your stakeholders.
This interaction creates new insights into society’s emerging expectations and,
harnessed effectively, should help to fuel innovation processes. For example,
mobile telecommunications company Vodafone responded to challenges about
unequal access to its services by developing new banking services in sub-Saharan
Africa based on SMS texting.

1.3 The elements of CSR

Any good CSR programme is made up of six key elements, as shown in Figure
1.1. These are the main management processes that any responsible company
should adopt. A chapter of this guide addresses each of these elements — a
structure that is based on that used by the Accountability Rating™?,

The Accountability Rating is a benchmarking tool developed jointly by
leading CSR consultancy csrnetwork (authors of this guide) and the not-for-profit
international think-tank AccountAbility®. It provides a unique insight into how
large companies are responding to the challenge of putting responsible practices
at the heart of their business. The methodology for the Rating is based upon both
organisations’ experiences of working with companies, and draws significantly
upon the AA1000 framework standard developed by AccountAbility.

Every year, the Rating is applied to the world’s largest companies, and the
main findings and a ranking of companies are published in Fortune magazine.
In 2006, a wide variation in performance was noted — from companies with
leading-edge sustainability practices to those who do not appear to be engaging
with CSR challenges in any meaningful way. The Rating also provides a rich
resource of good practice, and a method for on-demand benchmarking of
corporate accountability.

4 www.accountabilityrating.com
5  www.accountability21.net
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Figure 1.1 The six key elements of CSR

Stakeholder
engagement

Strategy

Performance
management

PERFORMANC®

Strategy: Your CSR strategy is the starting point for your CSR programme,
and provides the framework for managing your organisation’s CSR challenges.
For an effective CSR strategy, you need to know what the most important — or
material — non-financial issues are for your organisation, and ensure these inform
the company’s high-level decisions and plans. If the actions you're taking in the
name of corporate responsibility arent linked to the core business strategy, you
might as well not bother.

Stakeholder engagement: Stakeholder engagement is about your
organisation engaging with its stakeholders so it can identify its key responsibilities
to society, and about how it responds to those views.

Governance: Governance concerns how the organisation considers its
material non-financial issues at senior levels, for example by ensuring you have
a Board director accountable for each of these issues, and that your approach to
governance is made transparent.

6
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Performance management: Performance management consists of the
systems and processes you use to turn your CSR vision into action in day-to-day
operations. It is in this area that much of the hard work of CSR happens.

Public disclosure: Public disclosure refers to how your company tells the
outside world about its material issues and how it is dealing with them.

Assurance: An independent check — or assurance — of your CSR report
and other aspects of your CSR programme can be a vital step in securing the
trust of your stakeholders. It can give them confidence that your activities have
been subject to proper scrutiny. Meaningful assurance is not just about seeking
verification of the claims you are making and the data you are reporting, but also
confirmation that you are tackling and reporting on the material issues in the
most effective way.

All six elements are interdependent. For example, through stakeholder
engagement, the company better understands its material impacts on society, the
economy and the environment. This understanding can be built into governance
to ensure the company addresses stakeholder issues in its core decision-making
rather than as an isolated sideline. Similarly, performance management systems
are designed to ensure the effective management of the material issues, and the
effectiveness of these systems is then disclosed publicly, which in turn secures
greater stakeholder trust.

If you are serious about making CSR a reality, then you need to be aiming
for high performance in all six areas of the cycle.

1.4 Today’s CSR challenges

General CSR issues for stakeholders: Although your company will be dealing
with its own unique combination of CSR challenges, it is likely you will have to
grapple with a number of issues common to many organisations. These are set
out in Table 1.1 against each of the main stakeholder groups®. Use the table as an
introduction to the main CSR challenges facing big business.

6 Draws significantly from Crane, A & Matten, D (2004), “Business Ethics: A European
Perspective”
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Table 1.1 General CSR issues for stakeholders

Stakeholders

Potential issue

Key concerns and considerations

Shareholders

Governance

* Executive accountability and control
of performance

e Executive remuneration

Socially responsible
investment

* Investment decisions based on
potential CSR issues over the long
term

Employees Working conditions * Health, safety and environmental
regulations
¢ Managing varying local standards in
international operations
¢ Contract labour and wider supply
chain issues
Fair wages *  Minimum wage
¢ Equal pay
¢ Managing varying norms in different
countries
Diversity ¢ Equality of opportunity
¢ Discrimination on the basis of race,
gender, age, religion, disability,
sexual orientation and nationality
Consumers Product responsibility | ®  Product safety

* Labelling

Marketing * Misleading or deceptive marketing
practices

Pricing * Anti-competitive behaviour and/or

malfunctioning markets leading to
unfair pricing

¢ Affordable access where users have
an irrevocable need, eg for housing,
food and medicine

Vulnerable consumers

¢ Duty of care to vulnerable
consumers, especially in relation to
products perceived as harmful such
as alcohol and cigarettes
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Stakeholders Potential issue Key concerns and considerations

Suppliers Sourcing * Responsible sourcing taking account
of issues such as labour standards
and environmental management in
the supply chain

Fair contracts ¢ Transparency of contract
*  Abuse of market power

* Payment terms

Civil society Environmental and ¢ Climate change

Social NGOs e Access to clean water

¢ Pollution
Emerging economies | ®* Management of bribery and

corruption

* Variations in local standards
Contribution to local ¢ Revenue sharing, particularly linked
economy to exploitation of natural resources
Taxes and subsidies ¢ Responsible practice in tax planning

* Transparency of payments
Human rights ¢ Child labour

¢ Forced labour
¢ Proactive protection of human rights
in areas of high risk

Relationships with local | ® Resettlement issues
communities o

Management of nuisance
HIV/AIDS * Help to access affordable healthcare

¢ Discrimination

Governments and | Lobbying and party ¢ Transparency on payments and
regulators financing lobbying priorities

Industry-specific CSR issues: Although Table 1.1 offers a summary of the
main types of issues any business might be expected to address, it is not meant to
be universally applicable or exhaustive. The priority issues your company should
address will include some of these, but there will always be issues specific to your
sector and your company’s unique circumstances.

Table 1.2 provides examples of more specific CSR issues in two example
sectors: automotive and financial services. These examples, which again are
not exhaustive, demonstrate the breadth of issues that can be covered in a CSR
programme.

9
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Properly identifying, managing and responding to your company’s priority
social, environmental and ethical issues is what CSR is all about. That process is
explained in detail in the chapters that follow.

Table 1.2 Example issues for the automotive and financial services sectors

Industry g:lt‘:ntlal Key concerns and considerations
Automotive | Impact on * Automakers and car manufacturers are frequently
communities the largest and longest-standing employers in a
community. As such, they have to pay particular
attention to the needs of employees and local
communities when considering job losses, plant
closures and relocation as they seek greater
productivity.
Health and * In any large-scale manufacturing business, employee
safety health and safety is a vital consideration.
Human rights | ® Car companies have large and complex supply
in the supply chains, often extending across the world. One of
chain their main challenges is to influence their suppliers

to treat their employees fairly.

Environment With climate change at the forefront of the
international agenda, automotive companies are
expected to reduce the carbon dioxide emissions
and petrol/diesel usage of the automobiles they
produce. In addition, society is increasingly looking
to them to develop alternative fuel systems, green
technology, hybrids and other alternatives to fossil
fuels.

Automotive companies must also consider the
environmental impacts of their production. They
are being pressured to reduce their use of energy
and water.

Finally, they are starting to have to face issues
related to end-of-product-lifecycle issues. Possible
solutions include introducing recyclable components
and reducing the use of chemicals and materials that
have a significant negative impact beyond the life of
the automobile.

10
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Industry ::‘::znt'al Key concerns and considerations
Financial Regulation * Financial services companies face CSR issues arising
services not only from their own business practices, but
also because of the potential influence of the capital
they supply. As a result, companies are becoming
increasingly heavily regulated internationally.
Mis-selling * There have been numerous mis-selling scandals
relating to the financial services industry. Consumers
are now highly sensitive to any possible instances of
mis-selling.
Responsible * Financial institutions are expected to lend
lending responsibly to help consumers avoid accumulating
unmanageable debts.
Access to * Extending access to services, especially basic
financial banking facilities, among poorer consumers and
services communities is seen by some as a fundamental duty
of financial institutions.
Project * When providing funds for major commercial
financing projects, project financiers have to consider a wide
range of complex social and environmental issues,
particularly with respect to projects in the emerging
markets. These are addressed by initiatives like
the Equator Principles and the United Nations
Environment Programme Finance Initiative.
Fair pricing * Fair pricing and making sure that they are not

charging more than people can afford is a key CSR
issue for financial institutions. This is especially true
of insurers who could end up setting premiums
that are prohibitively high for perceived ‘high-risk’
consumers, notably those in developing economies.

Micro-finance

Banks are often expected to provide small loans to
poorer people who would not qualify for traditional
banking credit. This is often the only way they

can establish a business and lift themselves out of

poverty.

Money * The internationalisation of financial services, and

laundering concerns about organised crime and the funding of
terrorism, mean that financial institutions must be
vigilant against money laundering.

Cultural/ * Financial services organisations, especially banks,

religious issues

must observe different cultural/religious attitudes to
money and banking. For example, Islam does not
permit the earning of interest.

11
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1.5 Case study - AZ Mining - making CSR a reality

Throughout this guide, we follow the progress of Jane, senior manager
responsible for health, safety and the environment, as she develops and
implements a corporate responsibility programme for a hypothetical company,
AZ Mining. We use this imaginary case study to illustrate the challenges
you may face in your own organisation, and to show how you can use the
techniques described in this guide to solve them.

AZ Mining is a purely hypothetical company, and any similarities with
actual companies are accidental and unintentional.

As background, AZ Mining is involved in the extraction and processing
of gold deposits. The company has a turnover of approximately $100 million
a year and employs around 4,000 people. The company is headquartered in
the United States, but has mining operations in Canada and China.

Jane has been tracking the development of CSR over the last year
through conferences and informal discussions with counterparts in Australia
and Europe. She has noted several potential benefits being realised in other
companies, and has received initial support from the chief executive to move
the CSR agenda forward in AZ Mining. It is particularly important to AZ
Mining to be able to focus its programme on areas that will generate the
greatest value and to avoid committing resources to work that does not fit
with the principles of the company.

Janes task, therefore, is to create from scratch a CSR programme that will
provide value to AZ Mining, secure buy-in from the Board and shareholders,

and roll out the programme to 4,000 employees in three countries.

To find out more about how she does this, refer to the sub sections at the
end of each of the chapters that follow.

Jane’s story continues on page 23
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Strategy

An effective CSR strategy gives a company a framework for managing all of its
CSR challenges, and is the starting point for an effective CSR programme. More
than this, it seeks to put responsible practices at the heart of corporate decision-
making by ensuring that core business strategy reflects the organisation’s CSR
objectives.

Integrating CSR issues into core strategy helps the organisation manage
a wide range of current and future risks, and enables it to spot and exploit
opportunities that might otherwise remain hidden — for example, to develop
new products and services or gain access to new markets.

2.1 Background and definitions

Any attempt to improve CSR performance needs to be based on a sound strategy
that specifies your objectives and sets out how you will achieve them. Without
a strategy, it will be impossible for your organisation to do anything more than
tread water in its performance.

To be truly effective, your CSR strategy needs to be aligned to and integrated
with the organisation’s core business strategy. It should encompass all your
organisation’s material non-financial impacts, and should seek to ensure your
organisation is contributing to long-term sustainable development.

There are lots of different definitions of the term strategy, especially when
applied to CSR. Some see it as an overarching statement of intent; others as a code
of ethics. This guide takes a practical view, and sees strategy as the path towards
achieving a particular vision. Not only does it encompass the organisation’s high-
level goals, but also a pragmatic plan for achieving them.

2.2 Opportunities, benefits, risks and downsides

A good CSR strategy puts responsible practices at the heart of your business. An
effective CSR strategy can be characterised in the following way:

*  critical to ensuring that your investment in CSR delivers the results you

want;
*  visible demonstration to stakeholders that the organisation is committed
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to CSR and ethical practice, which enhances stakeholder support and
corporate reputation;

*  provides the framework for decisions on what the company will and will
not do;

*  cmployees have a reference point to guide their day-to-day behaviour in
support of the organisation’s CSR goals; and

* integrating CSR issues into core business strategy will help the organisation
manage risks and spot and exploit opportunities that might otherwise
remain hidden — for example, to develop new products and services or gain
access to new markets.

The main risks inherent in developing a CSR strategy stem from over- or
under-commitment to the task.

Committing too much time to honing the strategy without development
of the associated management systems can become an academic exercise.
Many companies invest time and resources in the development of business
principles, but fail to address the change management challenges of getting the
organisation to integrate these principles into daily practice. So a CSR strategy
must be underpinned by management systems — formal or informal — that
define procedures, set performance targets and establish ways of collecting data
and measuring performance — for more on this, see section five, Performance
Management.

Under-commitment to strategy development usually results in the
organisation having two distinct strategies — one core commercial strategy for
profitability, and another for CSR. The danger of this approach is that you end
up with conflicting priorities that pull the organisation in different directions
and are counter-productive. It is vital that your CSR strategy is aligned with, and
ideally integrated into, the core business strategy.

2.3 Your next steps
For those who are starting out on the development of a CSR strategy:

* identify the material impacts of the organisation on society and the
environment;

e identify and agree strategic CSR goals, eg build reputation as an ethical
business, reduce carbon dioxide emissions to capitalise on carbon trading
schemes;

*  cnsure CSR goals are in line with the overall business strategy;

*  report publicly on the CSR strategy; and
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*  cvaluate the applicability of international frameworks and standards to the

CSR strategy.

For advanced practitioners who have already considered and possibly

developed a CSR strategy:

*  move from being a company that makes a profit and behaves responsibly to
being a company that makes a profit because it behaves responsibly — this
is accomplished by fully integrating non-financial issues into core business
strategy and identifying opportunities to create value as a result;

*  continuously review and seek to expand the range of non-financial issues
covered by the CSR strategy;

*  document your process for assessing materiality and show how stakeholder
feedback is integrated into this; and

* integrate a broader range of stakeholder concerns into strategy
formulation.

The two key elements in an effective CSR strategy are shown in Figure 2.1.

Figure 2.1 The elements of effective CSR strategy

Strategy

Determining material issues Aligning core strategy

with non-financial goals

2.4 Determining material issues

Establishing your organisation’s ‘material’ issues — the non-financial impacts that
are of greatest importance to the company and its stakeholders — underpins all
aspects of CSR. Knowledge of what is material is the starting point of strategy
formulation. It provides the basis for an effective approach to governance,
performance management, reporting and assurance.

The process for determining material issues is described in this section
because it is so fundamental to strategy development. But a thorough
determination of material issues depends to a large extent on dialogue with your
stakeholders. So this description of how to determine material issues should be
read in conjunction with section three, Stakeholder Engagement.
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Setting materiality criteria: The key steps in identifying material issues
are shown in Figure 2.2. The process of identifying and prioritising your non-
financial impacts starts with the development of criteria to establish those non-

financial issues that are most important — or material — for your company.

Figure 2.2 Key steps in identifying material issues

Research issues Establish Use materiality
Set materiality internally and criteria to
P stakeholder .
criteria through peer . determine
. views e
review material issues

When setting your criteria, you should consider your own organisation’s

g Y Y y 2
priorities, and also what matters to your stakeholders and society. Useful criteria
for doing this are suggested by AccountAbility (the Institute for Social and
Ethical Accountability)’.

When assessing the significance of internal issues, AccountAbility suggests
you should consider:

e direct financial implications — the social and environmental issues that are
associated with direct costs to the business;

*  reputational risks and opportunities;

*  potential effects on operational performance; and

*  strategic opportunities to boost competitive position — for example, tapping
into demand from ethically minded consumers.

Meanwhile, key factors to take into account when assessing the significance
of issues relating to stakeholders and to society include:

*  the extent of media coverage;

*  the number of complaints;

*  survey results; and

*  the number of unprompted mentions by stakeholders.

Research issues internally and through peer review: Begin drawing up
a comprehensive list of issues that could be material so you can evaluate them

7 AccountAbility (2006), The Materiality Report - aligning strategy, performance and reporting
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against your criteria. Your initial sources for this list should be research — either
informal or more formal (eg through a survey) — of the issues that matter most
to employees, and a review of the issues that your peers say are important (eg
through their reporting and other public disclosure).

Establish stakeholder views: Once you know what the organisation and
its peers regard as material, you need to establish the issues external stakeholders
think are important. You do this most effectively through systematic stakeholder
engagement, as described in section three, Stakeholder Engagement.

However, in the early days and when you are first working on your CSR
strategy, you might need to work with information you already have rather than
launching a comprehensive stakeholder engagement programme. It might be
sufficient to develop a list of issues you presume, from experience, are most
important to your priority stakeholders. Customers are a good source for possible
material issues if you already have established customer feedback methods.

Use materiality criteria to determine material issues: Now evaluate your
list of possible issues against your materiality criteria. You will probably find it
helpful to map issues onto a matrix that enables you to rate each issue on its
concern to stakeholders and its potential impact on the business (see Figure 2.3).
This will help you determine and prioritise the material issues.

Figure 2.3 The materiality matrix

Level of concern

to key stakeholders Company level
Very high High priority
Medium priority
High Low priority
Medium
Low

Low Medium High  Veryhigh

Current or potential impact on business
© csrnetwork limited 2006
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2.5 Aligning core strategy with non-financial goals

The key steps in aligning strategy with non-financial goals are shown in Figure

2.4.

Figure 2.4 Key steps in aligning strategy with non-financial goals

Align CSR
Secure . strategy
leadership ESFab.“Sh Se’F . with core Report
. principles objectives :
commitment business
strategy

Secure leadership commitment: When you set out to include non-financial
issues in your organisation’s core strategy, the first step is to secure commitment
from your company’s leaders. Their commitment will ensure CSR can be at the
heart of the way your company does business.

Of course, winning over top management is a challenge for anyone trying
to make change happen in organisations. There is no easy solution. Good
change management practice would suggest you get as close as you can to your
organisation’s leaders to build an understanding of their priorities. And then
you need to present a clear and compelling business case, with hard numbers
showing likely returns. Focus not just on the long term — offer some quick-
win opportunities, too. These can often capture the interest of those who are
impatient for progress, as many senior leaders are. And of course you should
make it as obvious as possible how the results you want to achieve through CSR
will support the core goals of the business.

Establish principles: A building block in strategy development is to
establish CSR principles that reflect your company’s values and commitments.

At this stage, it may be best to formulate principles that are fairly general,
eg “We aim to treat all of our stakeholders in an ethical manner”. They need
to be broad enough to encompass unforeseen circumstances as you should not
change your stated principles very often. Also, principles that are too specific can
be misconstrued as moral or ethical judgements. For example, a principle such
as “We aim to improve the lives of all of our stakeholders through infrastructure
development” could be construed by some as destructive to traditional ways of

life.
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When developing your CSR principles, you should undertake a process of
value exploration inside the organisation. Here, support from external consultants
can be useful. Many leading companies create cross-functional teams of senior
managers to lead the process of developing their principles.

Many core values will be independent of your company’s specific product
and sector — eg honesty, integrity, teamwork and creativity. You will also uncover
values specific to your organisation, sector or location — eg connectivity (for
telecommunications) or mobility (transport and auto sectors).

Once you know your company’s core values, you can devise a statement of
principles based on integrating them into your operations. Strong CSR principles
have been formulated by Vodafone (see below), BP and Stora Enso (for more
information, see the CSR sections of their corporate websites).

Box 2.1 Vodafone CR principles

Our vision for 2010 is to be one of the most trusted companies in the

markets where we operate. In 2005, we developed a five-year CR strategy

to help us realise this vision. It sets clear priorities to:

*  maintain high ethical standards;

* understand and respond to our stakeholders’ priorities;

*  ensure our operating standards are consistent across the Group;

*  deliver on our promises in three key areas: responsibility to our
customers; reuse and recycling of mobile phones; and energy and
climate change; and

*  capture the potential of mobile telephony to bring socio-economic value
through access to communications.

Source: see footnote 8

Set objectives: Objectives should be set for all material issues. For example,
a utility company might decide that greenhouse gas emissions are a priority
issue. An objective could range from something as simple as “We want to reduce
emissions” through to a more ambitious “We want to be carbon neutral”. It
is not imperative here to develop specific and measurable targets (covered in
section five, Performance Management) — this stage is about making more
general commitments.

Align CSR strategy with core business strategy: Any attempt to embed
responsible practices in your organisation must be aligned with your company’s
core business strategy. Some CSR issues will directly align with the core strategy,

8  ‘Managing CR’ pages of the corporate responsibility section of Vodafone website
www.vodafone.com
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and should be prioritised accordingly. For example, a mobile telecommunications
company may have as a core commercial aim the penetration of new markets.
One of its material CSR issues might be the digital divide — customers excluded
due to lack of access to technology. A project that enables poor people in rural
areas of sub-Saharan Africa to get access to banking services via mobile telephony
aligns with both CSR and core business objectives, and therefore it is a top
priority. Of course, there may be some elements of your CSR strategy that do
not directly support the core business strategy. This does not mean these should
be abandoned, but they would not be assigned quite as high a priority.

Report: Transparency is a key element of corporate responsibility. You should
put into the public domain your principles, strategy and objectives. Material
issues should also be expressed in the public domain, as well as the process you
used to determine and prioritise them, and your responses. The primary channel
to do this is your annual CSR or sustainability report — an effective process for
reporting is described in section seven, Public Disclosure.

2.6 Good practice and beyond

Develop a continuous improvement cycle: Review your strategy regularly.
Ideally, you should take on Board feedback from international standards reviews,
internal and external benchmarking, and from stakeholder engagement (see also

below).

Gather stakeholder feedback on specific aspects of your strategy:
Integrate stakeholder views on specific aspects of your strategy, for example the
process you use for determining materiality, your list of material issues, your
responses to those issues, and your strategy statement itself.

Align with voluntary frameworks or standards: While your company’s
CSR strategy will be unique, you may wish to look to the various international
standards and frameworks for guidance and ideas when developing or reviewing
the principles that underpin the strategy. For example, when Shell set about
revising its business principles in 1997, the company turned to the UN Universal
Declaration on Human Rights for guidance on how to address human rights
issues across its global operations.

The major frameworks and standards address a broad spectrum of CSR
issues including the environment, human rights and business ethics. Some are
cross-sector and others are sector-specific. If you are unclear on which ones
might be applicable, you could use peer-group comparison and stakeholder
engagement to point you towards those you should be considering.
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The key frameworks that apply across all sectors are described below.

The United Nations Universal Declaration of Human Rights: The
United Nations adopted the Universal Declaration of Human Rights in
1948. The Declaration has since served as the starting point for many
emerging international human rights standards as well as standards adopted
by both private and public sector entities with trans-national operations.

International Labour Organisation’s Declaration on Fundamental
Principles and Rights at Work: This declaration identified fundamental
international labour standards covering issues such as freedom of association,
collective bargaining, discrimination, forced labour and child labour.

The Global Sullivan Principles of Social Responsibility: Created in
1997, the Global Sullivan principles consist of eight single-sentence value
statements that address a range of human rights issues.

The OECD Guidelines for Multinational Enterprises: The subject of a
major review in 2000, the guidelines aim to encourage responsible business
practices, strengthen relationships between governments and multinational
businesses, and enhance the contribution of businesses to sustainable
development.

UN Global Compact: The Global Compact is not a prescriptive set of
standards, but rather a values-based platform with core principles that cover
human rights, labour, the environment and corruption.

Equator Principles: The Equator Principles set out environmental and
social guidelines for ethical project finance. Banks and other signatories have
pledged not to finance projects that fail to meet the guidelines contained in
the principles.

United Nations Environment Programme Finance Initiative (UNEP
FI): This is a global partnership between the United Nations Environment
Programme and the private financial sector. It brings together more than
160 financial institutions and a range of partner organisations to develop
and promote linkages between the environment, sustainability and financial
performance.

The standards vary not only in content, but in level of detail too. Several are

rather basic in their articulation of issue coverage — the Global Sullivan Principles
of Social Responsibility consist of overarching and aspirational statements while
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the OECD Guidelines for Multinational Enterprises provide significantly more
direct and detailed guidance on specific topics such as combating bribery or the
proper handling of labour disputes.

Signing up to an international framework or standard can add rigour to
your CSR programme as it will ensure you are covering many of the important
issues in a way that is generally regarded as effective. It also indicates to your
stakeholders — internal and external — that you are taking a progressive stance.
Finally, if you sign up to a framework or standard, you are often given preferential
access to valuable resources in the form of guidance notes, data sources, best
practice research and contacts for companies undertaking similar efforts.

2.7 Case study - Veolia Environnement®

Sustainability is embedded in the core business strategy of global environmental
services giant Veolia Environnement. In a recent sustainability report, Veolia
claims that:

“Environmental solutions are our business, which means we can never
be content to treat sustainable development merely as a question of image,
reputation or behaviour. Environmental and social responsibility, together
with integration within the local community, are part of our daily work. Our
responsible approach is illustrated in all our technical and business actions, and
it is central to our value creation strategy for the decades to come.”

It goes on to explain how it factors society’s expectations into its strategic
decision-making:

“Sustainable development is more than a philosophy. It has prompted
growing awareness of such issues as global warming, public health and access
to essential services in the developing world. This in turn is fuelling new
aspirations, driving societal change, and giving rise to the enactment of national,
European and international standards, as well as to public policies that have a
direct impact on the conditions in which we operate. That explains why our
commitment to sustainable development is not incompatible with our business
performance; in fact, it is actually driving changes in our activities, practices
and business proposals. This is what allows us to continue to create value in an
evolving world.”

The company clearly recognises its major social, environmental and broader

9 Veolia Environnement Sustainability report — www.sustainable-development.veolia.com/en/
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economic impacts and makes efforts to address them. It has signed up to the UN
Global Compact, as the 10" principle of its sustainable development charter.
This charter makes clear its commitments to future generations and includes

protection of the environment, natural resources and biodiversity, participation
in the social development of local communities and innovation to improve its
ability to respond to environmental challenges.

Veolia recognises the importance of staying alert to emerging non-financial
issues that may be of significant strategic importance to the company. It has
established an independent non-profit think-tank, Institut Veolia Environnement,
and a Foresight Committee to help it anticipate social, environmental and wider
economic developments. Studies carried out by the committee and the institute
are used by senior management in strategic decisions. Through this approach,
Veolia seeks to introduce a forward-thinking perspective into operational
decisions and to promote dialogue with stakeholders.

2.8 Case study - AZ Mining - strategy

Jane believes that AZ Mining’s CSR strategy should paint a picture of how the
organisation will move from where it is now to where it wants to be over the
next five years. But she realises she does not know where AZ Mining should
be in five years with regard to CSR. She decides that, before she starts to
formulate a CSR strategy, she needs to know the significant CSR issues and
opportunities. Based on this list of ‘material issues’, she will be able to craft
a vision.

As a starting point, she sets out basic criteria for determining what issues
are important (her materiality criteria). She decides that the most important
criteria are:

* direct financial implications;

* reputational risks and opportunities;

* potential effect on operational performance; and

* strategic opportunities to boost competitive position.

She starts in her own field of expertise: health, safety and environment. By
looking at her own position, she produces the following three broad issues:

1 complying with local, regional and national regulations for health, safety
and environment;
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2 engaging with government and local communities during exploration,
opening, operation and closure of mines; and
3 creating a culture of ‘safety first’ in all operations.

Jane then circulates her materiality criteria and list of three issues to a
number of senior managers at headquarters and selected managing directors
at each of the operations. She groups the responses into an additional four
broad issues:

4 providing infrastructure and health services to employees, families and
communities at operations in remote locations;

5 enforcing labour standards in line with AZ Mining policy, particularly
around employee well-being and child labour;

6 reducing direct energy usage to cut greenhouse gas emissions resulting
from AZ Mining operations; and

7  resettlement issues around new deposits and locating tailings ponds.

In addition, several managers suggest that the environmental policy
should be strengthened to go beyond compliance, particularly in places where
regulations are less stringent. Others suggest that Jane’s second material issue
be expanded to include government, local communities and local interest
groups.

Rather than spending additional resources to expand her list through
benchmarking and stakeholder feedback, Jane decides she needs to prioritise
these issues, frame a strategy to address them, and then present this to the
Board.

She prioritises the issues based on the importance of the issue to
internal stakeholders (shareholders, management, employees) and external
stakeholders (local communities, government regulators, local interest groups,
media). Based on this prioritisation, she decides that all of the issues except

. . oE
greenhouse gas emissions are ‘material” and therefore need to be addressed by
the CSR strategy.

AZ Mining’s core business strategy is highly responsive to sharcholder
demands for growth (via development of existing mineral rights in developing
economies) and profitability (through reduction of liabilities), and Jane
decides that, in order to achieve buy-in across the company, the CSR strategy
has to be inherently tied to business value. The CSR strategy also has to
promote the corporate principles of effort, honesty and integrity.
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As a result, she produces and presents an initial CSR strategy to the Board
based on two objectives:

reduce liabilities and risks associated with environmental and social
performance of the company through proactive engagement with local
communities and other external stakeholders; and

ensure responsible operations by implementing and enforcing corporate
policies on health and safety, labour conditions, and environmental
protection that go beyond local and national regulation where
appropriate.

The Board reviews the CSR strategy and responds with a green light for

Jane to proceed with the formulation of the policies mentioned in the second
objective and a management and engagement system to identify, record and

report on significant CSR risks in AZ Mining’s operations.

Figure 2.5 Materiality matrix for AZ Mining

Business unit level
Importance to

internal stakeholders 4 | 3
Very high 2
5
High 6
Medium
7
Low

Low Medium High  Veryhigh Y

Importance to external stakeholders

Company level
High priority
Medium priority

Low priority

© csrnetwork limited 2006

Note: The numbers in the grids refer to the seven material issues listed in the text

Jane’s story continues on page 40
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Stakeholder Engagement

Stakeholder engagement is the foundation of effective corporate social
responsibility. Of course, your organisation interacts with its customers,
employees, suppliers and investors every day. But few companies carry out
systematic stakeholder engagement. Through carefully planned engagement,
you learn about the perceptions and expectations of your stakeholders, and
can use this insight to manage and report your key social and environmental
issues. Stakeholder engagement is therefore vital to risk management and the
protection of corporate reputation. But that’s only part of the story. A systematic
stakeholder engagement programme also gives you new access to the expertise
and ideas of your stakeholders so you can build these into your core business
strategy and decision-making, and gain competitive advantage as a result.

3.1 Background and definitions

Stakeholders are the people and organisations that affect and/or could be
affected by your organisation’s activities, products and services, and associated
performance. And stakeholder engagement is about reaching out to these groups
so you can better understand society’s expectations and then respond effectively.
Stakeholder engagement is also a means for society to hold to account those who
make decisions that affect people’s lives.

The basic premise of stakeholder engagement is that, by better capturing
the interactions between a company and its stakeholders and by including
stakeholders in company processes, your business will be better run and better

prepared for the future.

Without even realising it, most companies are already involved in some forms
of stakeholder engagement. They ask their customers what they think via market
research, and communicate with their shareholders through annual reports and
at investor briefings. They engage with their employees through surveys, work
councils or trade unions. The challenge — and it is one of the most difficult
in CSR management — is to bring together existing activities and other, less
traditional ways of gathering stakeholders” input and ideas in a comprehensive
engagement strategy. Companies who take this progressive approach do not see
it just as an optional means to touch base with a variety of interest groups, but
rather as a critical part of their business strategy.
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Stakeholder Engagement

For an in-depth discussion of the principles and current thought around
stakeholder engagement, you could review the AA1000 standard on stakeholder
engagement (AA1000SE) published by AccountAbility™.

3.2 Opportunities, benefits, risks and downsides

Stakeholder engagement helps you anticipate the future and respond
accordingly. If you understand society’s social, environmental, community and
ethical concerns, you are better equipped to manage risks and deal with difficult
issues and conflicts on the horizon. You are also able to respond to potential
opportunities through your development of products and services and entry into
new markets. If you are effective in your stakeholder engagement, you will open
up new ways to improve your organisation’s performance and reputation.

Less obviously, but no less importantly, engaging with stakeholders allows
you to challenge traditional views held within your organisation as it can provide
an alternative to the ‘expert’ view that often holds sway.

Of course, the devil is in the detail, and success rests in large part on the skills
of the people representing the company and engaging in dialogue. Setting and
managing stakeholders’ expectations is also vital: the longer-term benefits can
only be derived if the company shows it has reflected carefully on the dialogue
and responded authentically.

The opportunities and benefits of stakeholder engagement are listed below:

*  Avoidance and resolution of conflicts and difficult issues: By engaging
stakeholders directly, companies are better able to avoid conflicts and to
resolve them when they arise.

*  Protection against boycotts and other disruptive action: Companies
engaging stakeholders may be better prepared to address the concerns of
customers — or activist sharecholders or non-governmental organisations
— who would otherwise take negative action, alone or in groups, on social
issues.

e Licence to operate: Effective engagement can help maintain the
organisation’s ‘licence to operate’ — both the formal licences they need from
governments and regulators, and the informal licence they need from local
communities, the media and so on.

* New commercial opportunities: Direct engagement of customers and
other interest groups can help companies to spot opportunities to develop
new products and services, and enter new markets.

10 www.accountability21.net
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Stakeholder Engagement

*  Market access: Stakeholder engagement can make entry and success in
emerging markets easier by helping the organisation forge relationships with
important stakeholders such as governments, regulators, key customers and
business partners, and local communities. This is particularly the case in
overseas markets when the challenges of different cultures, languages and
laws need to be overcome.

e Innovation: The inclusion of perspectives and expertise from a wide range
of stakeholders can provide the basis for learning and innovation in policies,
processes and products, and services.

e Cost savings: By enhancing communication and building trust between
parties, stakeholder engagements can lead to a variety of cost-saving
benefits.

*  Better corporate communication: Because stakeholder engagements often
include direct, face-to-face discussions with a variety of outsiders, they can
help sharpen the ability of personnel to communicate — and listen — on
behalf of the company, and help the organisation as a whole better hone its
messages to customers, community members, activist groups, regulators,
employees, the media and others.

When you begin systematic stakeholder engagement, it can be like opening
Pandora’s Box, as you have to deal with the unexpected issues that have come to
the fore. Effective engagement also requires access to people with the necessary
skills — communicative and otherwise — and the ability to influence decision-
making. Finally, you have to realise that, once your stakeholders have been asked
for their views, they will rightly expect a response. However, none of this should
be used as an excuse not to engage with your stakeholders. The benefits clearly
outweigh the downsides.

3.3 Your next steps
For those who are starting out on stakeholder engagement:

*  evaluate the stakeholder engagement the organisation is already doing;

*  make sense of what is already known from current engagement activities;

*  improve communications on stakeholder issues across the business;

* integrate the outputs of engagement with the company’s decision-making
and goal-setting;

*  build basic dialogue skills; and

*  make a plan to develop your stakeholder engagement.

If you have an engagement process in place that includes methods for
stakeholder identification and issue identification and response, you are already
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Stakeholder Engagement

an advanced practitioner. You should move forward by improving your methods
and integrating stakeholder engagement in wider business processes.

The three key elements of stakeholder engagement are shown in Figure 3.1
and described and discussed in the following three sub-sections.

Figure 3.1 The elements of effective stakeholder engagement

Stakeholder
engagement

Stakeholder Stakeholder Responding to
idenitfication consultation and material issues

identification of
material issues

3.4 Stakeholder identification
Figure 3.2 shows the key steps in stakeholder identification.

Figure 3.2 Key steps in stakeholder identification

. Review
Decide on .
. existing Group
Build scope and
. i engagement Record stakeholders
leadership establish . g
i mechanisms results and perceived
support review .
and results Issues
team
to date

Build leadership support: For stakeholder engagement to make a
meaningful contribution, you need the backing of the company’s leaders.
They need to support what you are trying to do, explaining to others in the
organisation what is proposed and why. This is particularly important if your
organisation has a formal or hierarchical structure, or if there is only a limited
exchange of information across divisional or functional boundaries.
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Stakeholder Engagement

Decide on scope and establish review team: You need to decide which unit
of organisation is to be included in your stakeholder engagement programme.
For a smaller organisation, this may be the whole business. For larger, more
complex organisations, your initial focus might be on a particular site, country,
region or function.

You should then establish a small team to carry out the review. This team
needs to be granted the authority to access all relevant information. To ensure
support and cooperation, the team should report to a manager at the most senior
level.

Review existing engagement mechanisms and results to date: In all
likelihood, many parts of your organisation will already be in dialogue with
stakeholders, even if they do not necessarily recognise it formally as stakeholder
engagement. So the next step is to get a full picture of where the business is
already interacting with its stakeholders by carrying out a review. For larger
organisations, extensive research may be needed.

The review would normally be based on interviews or discussions with a cross-
section of managers who either own existing stakeholder relationships or know
how they are managed. The interviews should identify who is involved in each
relationship and, for each stakeholder group, who leads on that relationship. The
interviews will also be a useful mechanism for building internal understanding
and support for the CSR programme.

In a larger organisation, it is important to understand whether there are
any similar stakeholder engagement projects happening elsewhere in the
organisation and make contact with these groups in order to pool information
and resources.

You may benefit from the support of consultants in this part of the
process.

In a review of existing mechanisms, capture existing processes for informal
and formal dialogue with:

*  cmployees (eg appraisals, work councils, trade unions, employee surveys);

* investors (eg briefings for analysts, annual reports);

e suppliers (eg supplier relations and quality control processes);

*  customers (eg satisfaction surveys, focus groups, complaints-handling
processes);

*  governmentsand regulators (eg health, safety and environment management
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systems, public affairs and lobbying processes); and
e local communities (eg community investment projects, complaints
registers).

During interviews with stakeholders, information should be gathered

regarding:

* the general frequency and usual form of contact (meeting, workshop,
telephone call etc) and the date of the last contact;

* the nature of stakeholders’ economic relationship with the company (if
any) and their perceived ability to affect the company’s performance or
reputation;

* the interviewee’s opinion on that stakeholder’s current attitude towards the
company, the nature of the relationship and any views the stakeholder has
expressed on the main social, environmental, community and ethical issues
facing the company;

*  the nature and form of any records (eg meeting notes, survey data);

*  new issues that have arisen recently; and

* any steps the company has already made in response to representations
made by the stakeholder.

It is important that all the existing relationships are researched, understood
and captured. Be aware that existing records may be held in individual
departments and that it is not uncommon for information flow to be weak
across organisational boundaries. For example, customer research data may be
based on surveys that are conducted and held by the marketing department,
whereas supplier relations information may be held by the procurement team.
Therefore, information arising from existing stakeholder interactions will vary
in format and will not be stored in a central place as records will generally have
been designed to meet other objectives. So the available data should be assessed
to identify what will be most useful, and the review should record the types of
output and where they are stored.

Where there are confidentiality issues, you may be able to request a
summary of data — for example avoiding individual records. These issues need
to be debated and agreed by managers with the authority to make decisions and
arrive at solutions.

Record results: The results of the interviews should be compiled into a

suitable format. This could be a simple spreadsheet or a sophisticated database
depending on the complexity of the information.
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Group stakeholders and perceived issues: There are a variety of standards
for grouping stakeholders and their perceived issues. As a starting point, it is
useful to arrange stakeholders in three groups: economic stakeholders (where
there is a direct financial relationship), influencers (NGOs, regulators etc), and
community stakeholders.

You should also collate and sort what you already know, or have gleaned
in the review, about each group’s priority social, environmental, economic and
ethical issues. Take care to do this thoroughly, organising issues into categories
and avoiding unnecessary complexity. You may wish to seek external advice, as
the way you marshal the information now will be the backbone for much of your
future engagement work.

At this point, you should also start thinking about the stakeholder groups
the company might not currently engage with as the range of stakeholders
you engage with should be as broad as possible. Think beyond the traditional
business stakeholders and include all those groups that have opinions on the
company’s social, environmental, community and ethical impacts. Consider
pressure groups and other NGOs, trade associations, community groups, local
authorities, regulators, regional development agencies, and government offices
and departments.

3.5 Stakeholder consultation and identification of
material issues

Figure 3.3 shows the key steps in stakeholder consultation and identification of
material issues.

Figure 3.3 Key steps in stakeholder consultation and identification of
material issues

Define and Determine
Informally Develop a . Plan _
. ) communicate and prioritise
test identified |/ stakeholder i Consult engagement ;
) consultation material
issues map o programme :
objectives issues

Informally test identified issues: Your initial review of existing stakeholder
engagement mechanisms and categorisation of possible issues will have provided
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an insight into stakeholders’ concerns. However, the views you have collated so
far need testing. The only way to do this is to make contact with stakeholders
and ask them directly.

Your first step could be to make an informal approach to less dissenting
voices. This will allow you to find out how close your estimation of stakeholder
views is to reality, and will prepare the ground for a new, formal engagement
programme.

Develop a stakeholder map: You will need to prioritise stakeholder groups
so you can focus your efforts, particularly if you have only limited management
and other resources you can devote to stakeholder engagement. It is probably
sensible to start with a modest number of target stakeholder groups rather than
trying to be comprehensive, as long as you don’t exclude obviously significant
voices.

You should record the basis for deciding who will be included and excluded
(although of course you can be more inclusive later). This can be done by
dividing your economic stakeholders, influencers and community stakeholders
into further sub-groups according to their influence with key audiences and
their level of interest in your company’s issues — see example in Figure 3.4.

Figure 3.4 Example of a stakeholder map

High
Keep satisfied Key players
Influence with
key audiences
Minimal effort Keep informed
Low
Low Level of interest in company specific High

issues and/or the company itself

Define and communicate consultation objectives: You should define the
objectives of the planned consultation of stakeholders. These may vary from
time to time. Some consultations will be explicitly aimed at planning and
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implementing the company’s overall CSR programme and the objective will be to
identify and respond to the most important issues. Others may be more specific,
for example to understand the local community’s views on the development of
a new production site or to help you plan a CSR report and identify indicators
for reporting.

The next step is to initiate dialogue with the key stakeholders you have
identified by explaining the objectives of the work and what will happen as a
result of this (and future) interactions. This initial contact will help build trust
among target stakeholder groups, which will make it easier for them to raise
concerns and give opinions.

Consult: In your first proper consultation exercise, your aims should be to
verify your initial understanding of issues and stakeholders’ views and to uncover
new and emerging issues. You might find it useful to give stakeholders a set of
questions and possible responses based on the issues you already know about.

Mechanisms for engaging with stakeholders vary and can include:

*  participation in professional societies and advisory boards;
e customer relationship management systems;

* employee surveys;

e analyst/investor presentations and meetings;

*  one-on-one meetings;

e roundtables and conferences;

*  consultations on policy developments;

e supplier audits and site visits;

*  stakeholder panels and workshops;

*  web portals, telephone enquiry reporting lines; and
* feedback forms and surveys.

Plan engagement programme: While the first full stakeholder consultation
is taking place, you should plan your ongoing engagement programme. For
each stakeholder group, you need to establish the mechanisms you will use,
the frequency of contact, and the process you will follow to make the planned
engagements happen. You also need to design a process for determining the
company’s response to stakeholder dialogue.

Of course, where you need to understand stakeholders’ views on specific
issues, you can set up one-off engagements to do this.

Determine and prioritise material issues: In general, stakeholder
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engagement will generate a long list of issues raised by stakeholders. With so
many different issues relevant to different groups, it can be difficult to see which
deserve most management attention. Therefore it is important to decide which
are the material issues. The basis for this should be the materiality criteria that
you have developed as described in section two.

Of course, the process of stakeholder consultation and identification of
material issues is never finished. Periodically, you should review your analysis.
Have other stakeholder groups emerged that the company should engage with?
Are information sources still providing robust data? Are there other sources you
should use? Are engagement mechanisms working? Can issues that were material
some time ago still be considered material?

3.6 Responding to material issues
Figure 3.5 shows the key steps in responding to material issues.

Figure 3.5 Key steps in responding to material issues

Allocate Create a
- Develop -
responsibility for communication
responses
the responses strategy

Allocate responsibilities for the responses: For trust to be maintained
in an engagement programme, you will be expected to show how you have
responded to the things you have heard. That starts with gaining support from
top management; they are most likely to be able to ensure appropriate action
across organisational boundaries, which is necessary when you want to integrate
results from stakeholder engagement into strategy development or performance
management. So you should look to allocate the responsibility for responding
to the outputs of stakeholder engagement at the highest possible management
level.

Develop responses: It is through your response to stakeholder concerns

that you can discover new ways to create long-term business value and get ahead
of the competition.
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You can respond to issues in many different ways. Of course, what you
do will depend on the issue in question. However, in general, try to integrate
your response into wider business planning in order to avoid CSR simply
becoming an optional add-on to core activities. This can be done by considering
how the outputs can be integrated in objective and target setting, performance
management or incentivisation — as described in section five, Performance
Management.

You may also want to consider asking stakeholders how they would expect
the company to respond. Here, external consultants’ advice might be of value in
helping you think outside the box and develop innovative ideas for responding
to stakeholder concerns — an example is given in Box 3.1.

Box 3.1 Responding to material issues: an example

A food company may realise, through stakeholder dialogue, that it has done

too little to respond to claims that its products are contributing to childhood

obesity. It might demonstrate its response through:

* apublic commitment to spending more on scientific research and
publishing the results;

* setting an objective to work with suppliers to reduce the percentage of
fat and sugar in the products they provide to the company;

* deciding to eliminate certain ingredients within five years, and
announcing that decision;

®  participating in an industry initiative to develop a standard approach to
labelling which will help consumers make more informed choices; and

* developing a responsible marketing initiative that revises the company’s
conduct with respect to advertising that reaches children.

Create a communication strategy: A communication strategy will enable
you to put across appropriate messages internally and externally about the issues
the company is dealing with and how.

Internally, this will help your colleagues understand what you are trying
to achieve in response to stakeholder concerns so that they are more likely to
play their part. And effective external communication will help raise awareness
among stakeholders that the issues that have been raised are being dealt with.
Note that, if you fail to tell stakeholders about the response, they will probably
deem the consultation worthless and you will find it difficult to persuade them
to come to the table again.
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3.7 Good practice and beyond

Update the stakeholder map: You should update your stakeholder map on a
regular basis as issues and stakeholder groups change. It is important that you
have a process for identifying new stakeholder groups.

You might consider involving stakeholders themselves in updating the
stakeholder map. They can probably help you identify new stakeholder groups
you have not previously considered relevant. For example, a company in regular
dialogue with Greenpeace might, through these discussions, find out about
another single-issue environmental NGO interested in its operations.

Involve stakeholders in developing criteria for identifying material
issues: You should ultimately try to involve stakeholders in the design and
implementation of criteria for determining the relevance and significance of
material issues. This can help provide a longer-term view of what might be
material. This is something that is not provided by many companies’ traditional
risk management processes, which tend to focus on direct impacts on the business
in the short to medium term, with criteria that do not allow for issues that may
arise over the longer term as a consequence of the company’s current behaviour.
For example, a company’s contribution towards climate change could indirectly
result in long-term impacts — such as disruption to transportation and logistics
networks — that the company does not include on its current risk register.

Recognise different levels of power: Stakeholders are many and varied,
and it is impossible to state categorically that all views have been considered.
Engagement processes enable companies to understand only a sample of
stakeholder expectations and concerns. So you need to recognise the relative
‘power’ of stakeholder groups in the stakeholder map, and make a conscious
effort to engage with those who have less power.

Power can be understood in terms of influence, but also in terms of ability
to communicate views. So you should focus on seeking out the views and
concerns of stakeholders who do not (or cannot) have a ‘voice’, ie a practical
means of expressing their opinions to the company — for example, individual
community members, small special interest groups, and future generations.
A process to enable anonymous input of less powerful stakeholders can be a
useful tool. Also, look to engage with organisations that speak on behalf of less
powerful stakeholders.

Extend stakeholder engagement through sector initiatives: An effective
way of extending your engagement programme to more stakeholder groups
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is to participate in international sector initiatives. This can make engagement
with a large number of stakeholders easier and more effective. For example, the
International Council on Mining and Metals has used the Mining, Minerals
and Sustainable Development project to establish a network of stakeholders
to determine material issues for the sector, and has developed guidance to the
industry on responding to this feedback.

Embed locally: For multinational companies, developing mechanisms
to ensure local stakeholder concerns and priorities gain suitable recognition
at the corporate level is a major challenge. One approach is to introduce a
company-wide reporting procedure for operating companies, business units
or sites to provide the corporate centre with regular information on dialogue
with stakeholders at the local level. To make this work, you need a process for
determining when an issue identified in one or more locations becomes material
at the corporate level.

Improve communication: During the early stages in the development of
an effective stakeholder engagement programme, your approach to internal and
external communication will probably have been quite basic. However, the more
sophisticated your stakeholder engagement becomes, the more sophisticated
your communication strategy needs to be as it becomes crucial to keep internal
and external parties informed.

Internally, you could consider integrating non-financial indicators into
business performance reviews. That way, whenever you communicate to
employees, senior managers or other parties how the company is currently doing,
you would include the results of stakeholder engagement and the responses the
company is making. You could also consider establishing an internal network of
CSR managersand informal opinion formers. This can help in the communication
of stakeholder issues across regional and functional boundaries.

Externally, you should ensure your non-financial reports set out clearly
your stakeholder engagement programme — how you identify stakeholders,
your engagement methods, your processes for determining material issues and
responses, and what actions you have taken as a result. You should also seek to
incorporate these messages in the company’s main annual reports. This will help
embed CSR at the heart of the business as it will come to be seen as integral to
core activity.

3.8 Case study - Vodafone

Vodafone takes an approach to CSR that is heavily dependent on stakeholder
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engagement. Indeed, its process for prioritising its material issues is based in
large part on the level of concern and interest among stakeholders.

Vodafone has invested time and resources in identifying its main stakeholder
groups and the issues that affect them. Stakeholders are identified as those who
are impacted significantly by the company and/or who can have an impact on
the company.

It also has in place clearly defined and systematic engagement methods that
are integrated into the management structure so that material stakeholder issues
reach the decision-making points for development of strategy and systems. For
example, it uses focus groups and interviews to understand consumers’ attitudes
to its key CSR issues.

Engagement takes place at both group and local operating company levels.
Engagement at both levels provides a more informed understanding of the issues
of concern to all stakeholders.

In its CSR report, Vodafone discloses who its stakeholders are and what their
material issues are. Crucially, it provides a summary of its response on each of
the significant issues, for example through the SIM Project which was developed
to analyse the socio-economic impacts of mobile phones and is guided by an
external advisory panel.

The report also publishes stakeholder feedback on the company’s CSR
strategy and communications.

3.9 Case study - AZ Mining - stakeholder
engagement

The AZ Mining CSR strategy has received the backing of the Board, and
now Jane takes on the challenge of developing a systematic stakeholder
engagement programme. The strategy included the objective: “Reduce
liabilities and risks associated with environmental and social performance
of the company through proactive engagement with local communities and
other external stakeholders.” Based on this objective, Jane decides that part
of the management approach must be an effective stakeholder engagement
process at both the global and local level.

She begins by developing a scheme to identify significant stakeholders at
headquarters and each of the operations. To do this, she employs a cascade
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approach where she relies on each stakeholder group to identify additional
stakeholders — see Figure 3.6.

Figure 3.6 Connections between stakeholders in the Canada region of
AZ Mining
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Before approaching each region, she tests the model at one of the
operations in Canada and asks the MD to appoint a small team of people to
conduct interviews with specific stakeholder groups already engaged as part
of normal business operation. The team compiles a list of questions over three
broad categories:

* Who should AZ Mining engage with?

* What are the material issues your group is interested in discussing with AZ
Mining?

* What is the most effective way for us to engage with you?

Following the pilot, she decides the approach is valid and moves to expand
it at the global level as well as at each of the AZ Mining operations. She begins
with the senior management of AZ Mining and the MDs at each operation.
Each of these managers compiles a list of significant stakeholders, and is then
tasked with assigning a team to interview the first tier of stakeholders.

Although the responses to these questions vary a great deal in terms

of topics, ideas and utility, the exercise results in a large list of stakeholder
groups, suggested material issues and response mechanisms.
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The results of the survey indicate that the strategic priorities outlined
in the AZ Mining CSR strategy are fairly comprehensive in the eyes of most
stakeholder groups, although many think that greenhouse gas emissions
should be added to the list of material issues for the company (particularly
stakeholders at the global level). Additionally, it appears that AZ Mining
operations have fairly good engagement with local regulators and some
interesting partnerships with local charities, but the engagement with local
community representatives is frequently informal or non-existent. In one
case, it appears that this lack of communication has led to small outbreaks of
violence during a protest over living conditions around the mine.

As the list of stakeholder groups grows, it becomes apparent that
stakeholder engagement should be focused at the regional and global levels,
rather than having separate programmes for each operation. Therefore, Jane
distributes the stakeholder-mapping diagram (see Figure 3.4) to the regions
(Canada and China) to fill in using the information gathered from the
regions. She also populates a map for the global-level stakeholders. The map
for Canada is shown in Figure 3.7.

Figure 3.7 The Canada region stakeholder map

High Local community leaders
 Media EHS government regulator
liaison
Influence Employees/ trade unions
with key
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issues and/or the company itself

Jane and the CSR leaders from each region realise that the more influence
stakeholders have on key audiences (the higher on the y-axis in Figure 3.7), the
more AZ Mining needs to know what those groups are thinking, particularly
to get an insight into emerging issues. That means engagement mechanisms
focused around listening. On the other hand, for those stakeholders who are
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more interested in AZ Mining’s issues (higher on the x-axis), the engagement
mechanisms need to focus on informing. For ‘key players’ (those in the upper
right quadrant), the engagement mechanisms have to emphasise dialogue.

For stakeholders such as the media, each region is asked to create a media
tracking function and to add media relations into the job responsibilities of
the communication team with specific responsibilities to determine key issues
raised by the media.

To communicate with investors, the decision is reached to produce a
corporate responsibility report within the next 18 months.

For the ‘key players’, the AZ Mining regions and global operations follow
the advice of the stakeholder groups themselves to develop the dialogue
mechanism. For example, regular meetings with community leaders are
scheduled along with informal ‘visit the mine’ days.

Jane and her colleagues also realise that the response to stakeholders from
AZ Mining is likely to be critical to the success of the programme. Therefore,
initially, they decide to set tight controls on who in the organisation is
authorised to respond to stakeholders outside of ‘normal job-function
communication’. This is set strictly in line with the command and control
function of the company by giving overall responsibility for responding to
stakeholders to the MDs at each operation. However, the team also recognises
that, to make dialogue with key stakeholders more effective, over time they
need to empower ‘champions’ in the company to be stakeholder liaisons and
de-centralise the response.

Jane’s story continues on page 55
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These days, stakeholders demand that governance frameworks apply to corporate
social responsibility as well as the company’s financial interests. Board directors
must be accountable for the company’s social and environmental impacts and
its long-term sustainability. They have to balance financial goals with ethics,
and that demands that they understand and properly consider CSR issues when
running the company and formulating corporate policy.

4.1 Background and definitions

In response to stakeholder pressure and in the wake of corporate scandals, the
duties of boards of directors have broadened over the last few years to include
corporate social responsibility. Corporate governance, which generally used to
apply only to the high-level direction and control of the company’s financial
interests, now also applies to CSR.

The Organisation for Economic Co-operation and Development (OECD)
says: “Corporate governance is the system by which business organisations are
directed and controlled. The corporate governance structure specifies the rights
and responsibilities among different participants in the corporation, such as the
Board, managers, shareholders and other stakeholders, and spells out the rules
and procedures for making decisions on corporate affairs. By doing this, it also
provides the structure through which the company objectives are set, and the
means of attaining those objectives and monitoring performance.”"’

In the management of CSR, governance involves defining responsibilities
for non-financial aspects of performance. It also includes drawing up the
policies that will guide the behaviour of all employees on CSR issues, and clear
mechanisms for keeping the Board apprised of issues and performance on CSR
issues.

Stakeholders specific demands with respect to governance of CSR include:

*  transparency on the Board’s capacity to understand CSR risks and
opportunities;

* the link between CSR performance and remuneration;

*  actions with respect to CSR impacts and issues;

11 Organisation for Economic Cooperation and Development (OECD) (1999)
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e policies aligned with accepted international standards; and
*  transparency in the chief executive’s relationship with the Board of directors
and senior management on CSR issues.

Codes, standards and laws: In response to a succession of corporate
transgressions, failures and crises, a raft of non-legislative codes have been
produced to deal with corporate governance issues. The most important codes
for the UK are outlined below'?. Although none of these were written exclusively
to address non-financial risks, they have been significant in broadening and
clarifying directors’ duties. They cover CSR issues in so far as they are relevant
to the bottom line — in other words, if they are significant to the management of
companies’ financial performance.

. Cadbury report (1992): The report of the Committee on the Financial
Aspects of Corporate Governance, chaired by Sir Adrian Cadbury,
recommended the First Code of Best Practice and compliance statements
for all listed companies, raising standards of corporate governance and
confidence in financial reporting and auditing.

. Greenbury Report (1995): This report, by a study group chaired by Sir
Richard Greenbury, promoted greater boardroom pay transparency and
detailed disclosure on executive pay for listed companies.

. Hampel Report (1998): This report contains the Combined Code based
on recommendations of the Cadbury and Greenbury committees.

. Turnbull Report (1999): The Turnbull Report provided guidance for
directors to help companies implement the provisions of the Combined
Code with regard to internal control. It made directors responsible for
risk management and the assessment of the effectiveness of the related
internal control. It was revised in 2005. A more structured approach
to tracking and managing corporate risk has caused many companies
to upgrade their processes for understanding how social, environmental
and ethical risks and opportunities have the potential to impact on the
bottom line.

. The Combined Code (2003): This code, produced by the Financial
Reporting Council, replaced the Combined Code issued by the Hampel
Committee. It derives from a review of the role and effectiveness of non-
executive directors by Derek Higgs and a review of audit committees by
a group led by Sir Robert Smith. It was amended in 2006.

12 Institute of Directors (2007), www.iod.com
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. Companies Act 2006: This Act consolidates company legislation,
updates and clarifies the law in various areas, particularly in relation
to directors’ duties, which now include a requirement to be aware of
the company’s social and environmental impacts no matter the size of
the company. It also simplifies the administrative burden on smaller
private companies. Although requirements for an Operating and
Financial Review were withdrawn at the last minute, the Act nevertheless
introduced the requirement for publicly traded companies to write a
forward-looking business review, which should include information
on environmental matters, employees and social issues to the extent
necessary for shareholders to understand the likely future performance of
the business.

Essentially, the UK system follows a ‘comply-or-explain’ principle; companies
that do not comply with the codes have the right to explain why they choose
not to do so.

In contrast, prescriptive legislation has been introduced in many other
countries. For many UK companies, the governance standards introduced in the
United States are particularly relevant as all companies listed in the US have to
comply with them. They are outlined below.

. Sarbanes-Oxley: The Sarbanes-Oxley Act 2002 outlines requirements
related to business policies and procedures of financial auditing and
reporting, record retention, personal legal accountability for chief
executives and chief financial officers, as well as the make-up and practices
of company Boards of directors. Although focused on financial issues,
this legislation has also had a major impact on internal controls for non-
financial issues.

. New York Stock Exchange Corporate Governance Standards: Among
other things, these listing standards require listed companies to:

a) have a majority of independent directors (a tighter definition
of ‘independent director’ is included in the standards) and
conduct executive sessions of non-management directors;

b) establish nomination and compensation committees with the
requisite charters;

9] increase the authority and responsibility of the audit
committee, adopt an audit committee charter, and establish
an internal audit function;

d) adopt governance guidelines and a code of conduct and ethics;
and
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e) provide chief executive certification of compliance with listing
standards.

4.2 Opportunities, benefits, risks and downsides

Building oversight and responsibility for CSR-related issues into a company’s
corporate governance apparatus helps embed responsible practices across the
organisation. It is fundamental to effective CSR management. Good governance
of CSR issues:

*  demonstrates transparency and social accountability and enhances corporate
reputation with all stakeholders;

e helps keep corporate and individual employee behaviour in line with
company policy and ethics;

e reduces risk;

e streamlines management of emerging CSR challenges as they can be
addressed rapidly and decisively at the top level;

*  helps gain the trust of investors and therefore improves access to capital
markets; and

*  encourages employees to think more deeply about non-financial issues and
in the process uncover opportunities they might not otherwise have seen
— for example, opportunities to innovate or tap new markets.

An over-emphasis on policy and governance structure development can
complicate the actual implementation of CSR/sustainability initiatives as it can
focus too much of your attention on ‘how instead of ‘what' you are trying to

achieve through CSR.

It can also be tempting to put in place a governance structure that is too
complicated and does not work in practice. If in doubt, keep it simple.

4.3 Your next steps

For those who are starting out on the development of good governance
processes:

*  establish a governance structure with explicit lines of responsibility for non-
financial performance;
* raise responsibility for non-financial performance to the level of the Board
of directors;
, .. .
* understand your company’s core values to develop policies rooted in these
values; and
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*  communicate policies to roll them out into the organisation.

For advanced practitioners who have already considered and possibly
developed good governance processes:

*  help Board members acquire training or qualifications in non-financial
aspects of the business;

e  establish a direct feedback channel from stakeholders to the Board;

® create a continuous improvement cycle for policy development that
integrates stakeholder feedback; and

*  expand the scope of policies to cover a wider range of issues.

The three key elements of effective governance of CSR issues are shown in
Figure 4.1 and described and discussed in the following two sub-sections.

Figure 4.1 The elements of effective governance of CSR issues

Governance

Developing effective
policies to guide behaviour

Including CSR in board activity

4.4 Including CSR in Board activity

Establish responsibility in the Board: Figure 4.2 shows this and other key
steps in the inclusion of CSR in Board activity. Responsibility for non-financial
aspects of performance should reside at the same level as financial responsibility
so that CSR issues can be incorporated into wider business strategy and decision-
making.

Larger companies could establish a Board committee tasked with identifying
and addressing social or environmental issues. Meeting as a committee can help
facilitate meaningful conversation around specific issues that might otherwise be
minimised during full Board gatherings.

Another option is to broaden the scope of more traditional standing
committees to include responsibility for CSR. For example, while audit
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committees have long had oversight of a range of compliance-based ethics
issues, some are now looking at ethics and other core CSR issues more broadly
and more proactively. If you choose to address CSR issues through a designated
committee, you should still ensure that committee members report to the main
Board so that all directors are aware and informed about the CSR issues facing
the company.

Figure 4.2 Key steps in the inclusion of CSR in Board activity

Establish Establish Establish Implement Develop board
responsibility communication| | line control non-financial transparency and
in the board and data between issues into accountability
transfer board and board
mechanisms management training
between
management
and the board

You could also choose to address CSR issues at the full board level, or appoint
directors to the board based on the unique expertise and experience they bring
on specific CSR issues. They would serve as advisors to others on the Board.

Smaller companies wanting to demonstrate that they are responsible should
simply make sure that CSR issues receive quality ‘air time’ at the most senior
level, and that the outcomes of these discussions are recorded formally and acted
upon.

Establish communication and data transfer mechanisms between
management and the Board: For the Board to be effective at taking responsibility
for non-financial performance, it must receive appropriate information from
management. So you need to give responsibility to a person, department or
committee within management for proactively raising CSR issues with the Board.
You also need to set up mechanisms to prepare information for the Board. You
could do that by compiling a regular report, producing a database of relevant
performance data, or by convening regular meetings of a CSR committee. You
should communicate the key outputs to the Board in a succinct format and at
regular intervals.

Establish line control between Board and management: You should
ensure that, when decisions are made by the Board, they are passed back
effectively to management for action. This requires a clear line of responsibility
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between the Board and management teams. Ideally, CSR should be added to
the existing responsibilities managed through the line — for example, the Board
would delegate CSR management to regional or functional managers alongside
the other duties expected of them rather than being managed exclusively by
a separate CSR team. For more information on assigning line management
responsibilities for CSR issues, see section five, Performance Management.

Implement non-financial issues into Board training: Board members
may be unfamiliar with CSR in general and the subtleties of some of the specific
CSR issues your company faces. So you need to look for ways to make sure
all Board members — whether or not they sit on any CSR committee — receive
training in non-financial issues. Start by getting CSR included in the general
induction new Board members receive. And then develop a programme of regular
training on non-financial issues to help Board members familiarise themselves
with all aspects of CSR, particularly those most relevant to your company. You
may also seek a commitment from the company to make non-financial training
compulsory for Board members.

This is an area in which you may want to consider secking support from a
third-party with experience in designing and delivering training in CSR issues
for senior people.

Develop Board transparency and accountability: Transparency is a
basic principle of good governance. In terms of your specific CSR governance
arrangements, you should aim to make public the CSR responsibilities of Board
members, and any particular CSR-related training and qualifications they might
have. You can do this most easily through the company website and financial
or CSR report. Describing the ongoing actions of the Board is not quite so
straightforward. You might be able to provide an update on the topics covered
in the most recent Board meeting(s) or provide a more general discussion of
the remit of Board meetings. Ideally, the description of Board actions should be
written so as to show how the Board is responding to stakeholder requirements
and concerns.

You should also consider linking remuneration of the Board to the
achievement of non-financial objectives (as well as the more conventional
financial ones).

4.5 Developing effective policies to guide behaviour

Good governance is not just about making sure CSR is integrated into Board
activities. You also need to develop effective policies to guide the behaviour of
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employees. Figure 4.3 shows the key steps to developing effective policies to
guide behaviour.

Figure 4.3 Key steps in the development of effective policies to guide
behaviour

Identify ke Develo|

) fy key . Define good Define Develop .

issues for policy ) control
practice goals coverage roll-out plan !
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Identify key issues for policy development: When drawing up policy, you
will not be able to deal with all CSR issues at once. So identify the areas that
need most attention and formulate policies for these. Be guided by the priorities
that have emerged from stakeholder feedback, benchmarking and risk registers.

If you have a significant manufacturing base, health and safety might be the
most pressing issue that needs addressing through a policy. On the other hand,
if you operate in countries where bribery and corruption is an issue, this needs
to be dealt with urgently.

Define good practice goals: You need to be clear what the policy will
accomplish. Do this by establishing good practice goals. Goals should not be
specific and measurable targets, but rather general objectives — for example,
increased awareness of health and safety risks during production.

Define coverage: Deciding on the coverage of policies is essential. Will they
apply group-wide, in specific regions or just at corporate headquarters? Will
they be applied only to specific activities — such as production or procurement
— or more broadly? Will they be applied outside the company to suppliers and
contractors?

Your decisions about coverage will depend on the capacity of the organisation
to successfully implement the policy. For example, it may be feasible to set policy
on greenhouse gas emissions that is specific about performance management at
production plants because they have readily available data. But it may be more
difficult to exercise similar controls for your transportation and distribution
even though these activities might have a more significant impact on overall
emissions. These issues need careful thought when developing your policy —
balancing the desired outcome against feasibility of action and the resources
needed for implementation.

52



Governance

Develop roll-out plan: It is not enough just to develop a new policy. You
also need to be clear about how it will be rolled out so it is understood and acted
on by all employees. Possible mechanisms include communication through
line management, spreading policy through policy ‘champions’ and publicising
it through proven internal communication channels such as team briefings,
newsletters or the intranet. In addition, you should work with colleagues in
human resources to integrate the new policy into existing training (eg in health
and safety or procurement). As you develop more policies, it may be worth
establishing training to raise awareness of CSR-related policies and improve
compliance with them. Ideally, this should be made compulsory. Ultimately,
you should consider reflecting your policies in employee rewards as a way of
motivating staff to comply (for more on this issue, see Section five, Performance
Management).

Develop control mechanisms: You need control mechanisms to tell you
how well a new policy is being implemented — whether employees are aware of
it, understand it and, most importantly, are adhering to it. Control mechanisms
could include employee survey questions, feedback from employees’ performance
reviews, or reports from line management. The most effective approach is to
use existing tracking mechanisms. Find out how other aspects of employee
performance are tracked and reported, and seek to include monitoring of your
policy with these. Also, your internal audit department can be a useful ally — if
possible, integrate CSR control mechanisms into their ongoing auditing work.

4.6 Good practice and beyond

Establish a way for stakeholders to provide input to the Board: As section
three on Stakeholder Engagement outlined, your CSR programme should be
informed by your response to stakeholder expectations and the issues that are
important to them. Once you have the governance basics in place, you should
aim, therefore, to establish a means for stakeholders to exchange views with, and
provide feedback to, the Board. Some companies find that an effective way to do
this is to develop an advisory panel made up of representatives of key stakeholder
groups. Through different channels, they can advise the Board directly on how
they expect your company to deal with the issues that matter to them. Support
from an external consultancy can be helpful if you are looking to establish an
advisory panel.

Align policies with international frameworks and standards: Although
every company will need its own policies, you should consider aligning them
with international frameworks and standards (see Section two, Strategy, page
21). Reviewing these standards can raise issues you might not previously have
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thought of as relevant for your company but which, in the light of an international
standard, you might realise you need to tackle through the development of
policy. Making reference in your policies to international standards will improve
the credibility and reputation of your CSR governance.

Keep policies under review: Policies should not be static. The issues facing
your company are constantly changing, and new challenges — unknown only a
few years previously — crop up frequently. As an advanced practitioner, you need
to make sure your policies are responsive to changing risks and priorities. You
should use your stakeholder engagement programme to keep your policies under
review: Are they still appropriate? Do stakeholders deem that the company is
adhering to them? You should also monitor the policies of peer-group companies
and others to ascertain if you need to learn from what they are doing. Based on
these findings you should seck to adapt your policies regularly.

Expand the coverage of policies: When first drawing up CSR policies, you
should have focused first on the social, environmental and ethical issues that
matter most to your company. Over time, you should develop new policies to
embrace emerging issues, and also expand the scope of your policies so that they
cover more of your company’s interactions with society and the environment
— for example, through joint ventures and supplier relationships.

4.7 Case study - ScottishPower

At international energy company ScottishPower, the chief executive has overall
executive responsibility for corporate responsibility. The company’s performance
on each of its impacts is monitored by an executive team member who serves as
an ‘impact leader’. These executive impact leaders make regular progress reports
to the executive team.

The chief executive and other members of the executive team bring CR
matters to the attention of the plc Board as required.

Below the executive team sits a Corporate Responsibility Steering Committee
(CRSC), which updates the executive team on corporate responsibility strategy,
management and reporting. The CRSC is made up of senior managers, with
each business and each impact represented. It meets four or five times a year
and provides the link between the executive team and business operations. The
CRSC s responsible for driving the corporate responsibility agenda at operational
level and for ensuring clarity about the role of corporate responsibility among
managers across ScottishPower.
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On environmental management, the cross-company Environmental Co-
ordination Committee, which reports to the executive team, is the key vehicle for
environmental governance and policy development. It also monitors compliance
and performance issues. It is chaired by the Group Energy and Environment
Director.

Environmental issues are incorporated into the company’s risk and control
management framework. Material environmental issues are central to core
strategy development, and are formally included in ScottishPower’s business
planning process.

Environmental performance is measured through targets and associated
KPTs, and is reported to external stakeholders on an annual basis.

The ScottishPower Environment Forum provides a balanced stakeholder
perspective and constructive feedback on environmental polices and proposals.
Membership of the forum includes most senior executives and external experts
in energy and environmental issues. The forum meets at least twice a year to
discuss topical and emerging energy and environmental issues.

4.8 Case study - AZ Mining - governance

For AZ Mining’s CSR programme to be effective, Jane knows she needs to
engage the company’s leaders. To track and control the CSR agenda from the
Board level, three Board directors are assigned responsibility for performance
in different areas of CSR; these are:

* environment, health and safety;
* community and stakeholder engagement; and
e employees and labour relations.

Each of these Board members is tasked to obtain quarterly updates of
progress through the appropriate senior manager for EHS, communications
and HR.

In addition, Jane is appointed as chair of a newly formed CSR steering
committee. This committee, which is to meet semi-annually, is given the
remit of drafting CSR strategy, policy and management tasks for the six
months ahead, as well as reviewing performance and compiling non-financial
risk and opportunity registers.
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The committee is to be composed of the three senior managers directly
responsible for aspects of CSR, as well as key managers from the global
headquarters and regional operations. Jane is responsible for presenting the
conclusions of the committee to the Board, including the submission of draft
strategy and policy statements for approval.

The Board considers that the quarterly monitoring and semi-annual
updates will be sufficient to increase their knowledge of the non-financial
risks facing the company and therefore votes not to adopt a formal training
mechanism. However, they agree to revisit the possibility of Board training
in a year. They do agree to publish further details of the Board composition
on the AZ Mining website including the remuneration, biographies and
assessment of independence for each Board member.

At the first CSR steering committee meeting, the draft strategy
originally produced by Jane and approved by the Board is approved without
modification. In addition, a draft policy is agreed based on the initial results
from the stakeholder surveys completed by Jane and the CSR teams in both
regions. Because the committee has information from across the company, the
policy is drafted to be applicable to all of AZ Mining’s operations. The policy
is constructed to match each of the key impact areas determined during the
stakeholder engagement.

Box 4.1 AZ Mining CSR policy

* Treat the health and safety of our employees as our first priority.

e Comply with all local, regional and national regulations for health,
safety, labour standards and environmental protection and refer to
international guidelines in the absence of these regulations.

*  Engage with our key stakeholders such as government and local
communities during the exploration, initiation, operation and closure
of mines.

*  Follow international standards of responsible behaviour when
planning for resettlement, or developing the infrastructure to improve
health, education and well-being of the communities in which we
work.

The goals of the policy are to assure AZ Mining’s external stakeholders
of its intentions to be a responsible company and community partner and to
achieve buy-in from AZ Mining’s employees so they can more effectively serve
as ambassadors for the company in their daily interactions. The policy is also
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designed to provide public relations material to be used with governments,
socially responsible investors, and awards and ratings schemes in the CSR
community.

Because these goals are all focused on effective communication, the roll-
out of the policy (pending Board approval) is tasked to the senior managers
of communication and HR to ensure that the policy is communicated to
the targeted audiences. These two senior managers are also assigned the task
of implementing feedback mechanisms to enable the steering committee to
assess whether the policy is reaching the target audiences, whether it is being
understood and whether opinions of AZ Mining are changing as a result.

Jane’s story continues on page 70
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Performance management is the bread and butter of CSR management. It’s about
making CSR a reality by getting your company to change — at management
level and below, across business units and regions, and in daily business-as-usual
operations. For this reason, it demands a lot of your time and effort. But without
it, your CSR aspirations will go unrealised. You need to have a robust approach
to performance management so that your organisation can walk the talk.

5.1 Background and definitions

Performance management drives an effective CSR programme. Where strategy
provides direction, performance management provides the engine to deliver on
CSR commitments. Without effective performance management, new initiatives
will be ineffective and eventually fail altogether.

Effective performance management requires clear lines of management
responsibility for non-financial performance, appropriate incentives and support
for staff, and solid management systems. These elements are covered in detail
later in this section.

There are several key concepts you'll need to think about when you're
looking at how to manage CSR performance. They are set out below.

*  Management responsibility: For performance to be managed effectively,
you need to decide and make clear, for each key non-financial issue, who is
responsible for performance.

*  Performance evaluation: If you can’t measure it, you can’t manage it, as
the saying goes. You need metrics for measuring performance so you can
take corrective action where it’s needed and identify good practice to adopt
elsewhere. But what gets measured? Measure the wrong things, perhaps just
because they are easy to measure, and you will fail to lift performance where
it matters. Use too many measures, and you won't be able to see the wood
for the trees.

*  Targets: Once you have a handle on how to measure performance, and
you have a perspective on baseline performance, you can set targets for
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improvement. Targets should be realistic, but challenging. Target-setting
should not be carried out just by those at the centre, but should also involve
those with responsibility for delivering improvements. Targets are only
useful if they are supported by clear and realistic action and resource plans.

*  Remuneration: Performance-related pay can play an important part in
performance management because it can motivate individual employees to
act in a way that helps achieve your wider targets. It is also a useful way
of showing just how committed the organisation is to a particular aim or
position.

*  External standards: There are various standards for managing non-financial
issues, but as yet there is no certifiable international management standard
covering all the aspects of CSR management. ISO 26000, currently under
development, will provide guidance on managing CSR, but will not be a
certifiable management standard.

Two of the best-known standards that address specific aspects of CSR are
ISO 14001 and OHSAS 18001.

ISO 14001%, first published in 1996, specifies the requirements of an
environmental management system. It applies to the environmental issues
over which the organisation has control. ISO 14001 is the cornerstone
standard of the ISO 14000 series. Currently, it is the only ISO 14000
standard against which you can be certified by an external certification

body.

OHSAS 18001 was created to try to resolve the confusion brought about
by the proliferation of certifiable occupational health and safety (OH&S)
standards. OHSAS 18001 specifies the requirements of an OH&S
management system to enable an organisation to control its OH&S risks
and improve its performance.

5.2 Opportunities, benefits, risks and downsides

Effective performance management is essential to your organisation making
significant improvements in its overall CSR performance. It can also help you
integrate environmental and social considerations into day-to-day operations.

Effective performance measurement will provide:

e greater awareness among employees of company social and environmental

13 www.iso.org
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priorities and greater likelihood they will act and take decisions that support
the achievement of your CSR objectives;

* increased efficiency through clear lines of responsibility and management

* agreater likelihood that you will achieve your stated goals; and

*  the possibility of an enhanced image with the public, regulators, lenders and
investors.

A common trap is to assign responsibility for non-financial aspects of
performance to managers without sufficient authority, or to group issues
together into a portfolio that cannot easily be managed by one person. Great care
is needed in ensuring the right responsibilities are given to the right people.

Good performance management is founded on access to sound data. It’s
possible to get carried away committing resources to setting up data-collection
systems and then collecting data before you know how you're going to use the
information you get and how valuable it will turn out to be in your efforts to
improve your performance. When it comes to data collection, it’s better to start
small, and build from there. Once you know your initial data is of value, then
you can start expanding the range of data you seek to collect.

5.3 Your next steps

For those who are starting out on the development of performance management
measures:

*  cstablish an effective management structure and assign responsibility at and
beyond senior management;

*  benchmark competitor key performance indicators;

*  develop measurement mechanisms;

*  set targets; and

*  supportand motivate employees to help achieve CSR objectives by providing
training and introducing incentives.

For advanced practitioners who have already considered and possibly
developed effective performance measures:

*  develop processes that build non-financial considerations into innovation,
research and development;

*  review your targets for non-financial performance on a regular basis and
consider how you might raise the bar year on year;

*  consult stakeholders more widely on key elements of your approach to
performance management;
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*  make your data collection more accurate and comprehensive over time;
and

* use benchmarking to compare your CSR performance with companies
outside your sector, including those acknowledged as leaders.

The key elements of effective performance of CSR issues are shown in
Figure 5.1.

Figure 5.1 The elements of effective performance management of CSR
issues

Performance
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5.4 Establishing management responsibilities

The key steps in establishing management responsibilities are shown in Figure
5.2.

Figure 5.2 Key steps in establishing management responsibilities

Assign
Assign senior responsibility
management at operational
responsibility and/or regional
level

Assign senior management responsibility: At the outset, it makes sense to
assign responsibility for your main CSR issues within the existing management
structure. For example, issues related to employee well-being almost certainly fit
the remit of the human resources director. Similarly, there may already be other
senior managers whose current remit would cover environmental management
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and employee health and safety issues. But not all issues will sit so easily within
the current structure, and it makes sense to carry out a proper audit of the
responsibilities of senior managers before deciding where responsibility for
individual CSR issues should sit.

In some companies, there may also be a case for creating a new role of CSR
director or equivalent. This might be appropriate if:

*  the existing structure narrows the perspective of most managers such that
they are unable to take responsibility for a complete CSR issue;

* the issues themselves require a manager with a remit that cuts across
traditional functional boundaries;

*  the issues are sufficiently large (both in terms of the time they take to
manage and/or their significance to the business) to warrant a new role
being created; or if

*  thereis a requirement for someone who can communicate the organisation’s
CSR performance externally and internally.

Apart from the obvious cost implications, the downside of creating a
completely new position is that CSR can then be seen by other senior managers
as someone else’s job. For that reason, you should be clear that the job of the
CSR director is to be responsible for the management of CSR issues. Ultimate
accountability for CSR performance should rest within the Board of directors in
order to ensure that CSR is integrated into your company’s governance (for more
information, see Section four, Governance).

Be aware that CSR issues can frequently cut across functional boundaries.
Their successful management often depends on several departments cooperating,
and a CSR initiative can be undermined if, for example, procurement or
marketing act in ways that run contrary to it. The most successful companies
set up a steering group or similar cross-organisational body for dialogue and
decision making.

Assign responsibility at operational and/or regional level: Effective
management of non-financial issues over the long term requires a sound
management structure. To drive performance across your company’s operations
and regions, you need a management structure similar to that of any other
corporate function. This involves cascading responsibility for CSR issues beyond
senior management to various regional or site managers.

These responsibilities might be added to managers’ existing duties or,
depending on the nature of your operations and the issues you are dealing
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with, it might be appropriate to allocate responsibility to a regional or site CSR
manager.

5.5 Developing and motivating staff
The key steps in developing and motivating staff are shown in Figure 5.3.

Figure 5.3 Key steps in developing and motivating staff
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Train staff in non-financial issues: Training your staff in non-financial
issues can equip them with the knowledge and skills to take action and make
decisions that support your organisation’s CSR goals. Ideally, training should
extend beyond classic business risk issues such as compliance with environmental
or health and safety laws.

Although some non-financial training can be quite general (such as training
on a corporate ethical policy), most should be audience-specific. For example,
senior managers may need to know about how to include non-financial issues in
the corporate risk register, whereas how to develop management systems for non-
financial issues would be more relevant to regional or functional management.
Similarly, communication professionals may need training on how to carry out
stakeholder dialogue, while engineering teams may need training on how to
reduce the company’s carbon footprint.

By providing training on CSR issues, you are emphasising to employees
their importance and the extent of your organisation’s commitment to them.
Over time, this can help raise overall awareness of the breadth of CSR issues and
shift ingrained attitudes among staff so that they take account of these issues in
their daily work.

Reflect non-financial issues in performance incentives: You can invite,
encourage, guide and cajole employees to play their part in the achievement of
your CSR goals, but for many this will not be enough — they need it to be made
personal.
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You could reflect non-financial issues in performance incentives by linking
employee rewards to certain measures of corporate performance on CSR issues (eg
customer satisfaction surveys or performance in socially responsible investment
indices). Of course, for this to be effective the employee would need to have a
reasonable degree of influence over company performance in these areas, and
this may only be the case for those in management positions. It is also more
common to use individual and perhaps more subjective measures, which would
be assessed by an employee’s line manager in their performance evaluation, such as
‘compliance with company ethical code’ or ‘level of community engagement.

5.6 Implementing management systems
The key steps in implementing management systems are shown in Figure 5.4.

Figure 5.4 Key steps in implementing management systems
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A management system is made up of the steps you need to take to achieve
a particular objective. Most management systems follow the classic ‘Plan-do-
check-act’ cycle. A similar approach should be taken to managing your CSR
issues. However, the extent to which you need a formal system will depend on
your circumstances.

Plan: The planning phase requires clarity about what you need to achieve.
We have already addressed the most important elements — setting policies,
assigning responsibility and providing training.
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Set targets: Ultimately, you should aim to set objectives and targets for
each of the material issues you have identified. Although targets should be
realistic, they should also be challenging: they need to serve as a driver to address
significant risks and opportunities. For the most important non-financial issues,
‘stretch targets’ can play a part. Stretch targets seem extremely ambitious goals
at the time, but can provide encouragement to managers to think outside the
box and look for innovative and even radical ways to improve performance to a
greater extent than they previously thought possible.

For those in the early stages of implementing CSR programmes, targets for
non-financial performance can be a mix of measurable, time-specific targets on
some issues and more general commitments on other issues. However, in order
to drive up performance over time, you should make your targets more time-
specific and measurable each year.

Integrate stakeholder views: Stakeholders have views not only on the issues
you are managing, but also the way you are addressing them. You should look
to gather stakeholder views on your performance management of non-financial
issues — for example, your allocation of management responsibility or the
targets you set. This consultation can provide new ideas for the management of
complex issues as well as securing the support of stakeholders for your approach
to performance management.

Reference external standards or develop internal guidelines for
management systems: External international standards — such as ISO 14001
and OHSAS 18001, which describe ‘best practice’ management systems — can
be instrumental in performance management. You may choose to follow them
closely when designing your management system as doing so means you can
be confident you are covering most of the important aspects of performance.
Applying for certification to a standard means your management system will be
subject to external auditing, which in itself can provide valuable feedback and
advice.

However, when external standards are not available for a particular issue,
you may need to develop internal standards. These are definitions of what your
organisation expects of itself — its staff, and even contractors and suppliers — in
managing an issue.

This probably won't be easy. For environmental management, legislation
varies considerably from country to country. Developing standards for social
and economic development performance is even more complex. Perceptions of
what is good for society in the US are very different to what is good in Thailand.
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The drivers for economic development in the UK are very different from those
in Nigeria.

If your objective is legal compliance, one solution is to establish a set of
minimum standards that apply across all operations, but to allow for local variance
in performance standards according to the requirements of local legislation. A
similar approach can be taken to developing standards for any non-financial
objective, enabling adaptation to local circumstances.

Establish mechanisms to measure performance: Mechanisms to
measure performance could range from data collection systems for greenhouse
gas emissions or accident frequency to customer and employee surveys. Your
company’s current internal audit procedures for evaluating risk may be a good
starting point when you're looking for ways to measure performance on non-
financial aspects.

It can be tempting to get bogged down creating complex systems for
collectingand analysing data. Instead, your initial efforts should be on establishing
processes for getting the most important data, even at its most basic, into the
right hands. Once you have proven processes in place, you can look to collect
and analyse more data, and broaden your coverage of issues.

The Global Reporting Initiative’ (GRI) is a widely recognised, multi-
stakeholder-led process that has resulted in guidelines for sustainability reporting,
The guidance includes protocols for measuring a wide range of indicators and
some of these may be useful to your organisation in defining performance
measures.

Develop procedures, and document and roll out management systems:
In order to make your systems work in practice, you should think carefully about
the things your employees should do on a day-to-day basis to adhere to your
policies and drive performance. This may mean writing some new procedures, or
amending existing ones. This work is often called ‘operational control’.

To document your management systems, you should record all your relevant
policies and procedures, the criteria you have used to establish mechanisms to
measure performance, your methods for integrating stakeholder views, the
standards your systems must adhere to, and your criteria for setting targets, as
well as the targets themselves. It helps if all these factors are brought together in
a single document.

14 www.globalreporting.org
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When you document your management systems, ensure each documented
system covers all the relevant issues. For example, an environmental management
system could include everything from emissions to biodiversity.

Relevant issues should be grouped together in a management system
document according to the way you have assigned responsibility for them. For
example, if you have assigned responsibility for employee well-being to the HR
director, the management system document should integrate well-being and all
other issues assigned to that director.

Documented management systems should be communicated to business
units, regions or operations, so you can secure their understanding and support.
You do this just as you would communicate and get buy-in to any other
significant new initiative.

Review results and refine approach: Review your management systems
regularly. If they are not working as well as planned, you will need to improve
them. Evaluate trends in relevant data. Is performance different in certain
departments or regions? Why might that be? Gather information on compliance
with relevant procedures — perhaps involving internal audit in this work. Does
this shed light on why things are, or are not, working?

Make sure all these factors get discussed at an appropriate management
forum which should ask not only: ‘Are we doing things right?’, but also: ‘Are
we doing the right things?” Be prepared to go back to basics if necessary by
amending your policy or revising your targets.

5.7 Good practice and beyond

Integrate non-financial issues into innovation processes: One of the greatest
opportunities opened up by a well-developed CSR programme is in innovation.
Evaluating products and operations to improve their environmental and social
performance can have long-term benefit to the company and society.

Aim to build social and environmental issues into your process for innovation,
such that anyone involved in developing new processes, products and services is
prompted to consider non-financial issues. In this way, your organisation may be
able to spot and exploit opportunities to seize first-to-market advantage.

Be more ambitious in target-setting and in systems coverage: You
can drive performance by setting progressively more ambitious targets and by
expanding the coverage of your management systems to cover a wider range of
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the issues that are important to the company and its stakeholders and more of
your operations.

Be more proactive in seeking and acting on stakeholder views: As you
develop your management systems, establish a process for ongoing consultation
with stakeholders on your approach to performance management. The process
needs to enable you to keep stakeholders informed about your management
systems and to gather, distil and act on their feedback.

Introduce more robust data collection and consolidation processes:
As your CSR programme develops, the need for accurate and comprehensive
data will become greater. To ensure accuracy, you will need to develop quality
assurance and control systems as well as internal and external audit procedures.
To expand the scope of your data, you will need to encompass more of your
operations and impacts. To use greenhouse gas emissions as an example, you
could initially limit the scope to direct production (eg boilers) and then expand
it to purchased energy and emissions from transportation and distribution and
then to employee commuting and end-of-life disposal of products. Being clear
about the scope of your data systems becomes very important in determining
the most appropriate metric. Over time, the tendency is generally toward an
expansion of scope. However, you need to keep control of metrics and only
collect data that is relevant to driving performance.

5.8 Case study - General Motors

General Motors has a strong process-oriented approach to managing its CSR
performance. It has a Public Policy Centre (PPC) that identifies, coordinates and
manages key issues that affect its business in the areas of corporate responsibility
and sustainability, government relations, energy and environment, economics,
diversity, philanthropy and community relations. A global coordination team
directs the PPC and comprises members from GM’s four operating business
regions and the respective regional strategy boards.

The activities of the PPC are reported annually in the company’s CSR
report and through the GMabilicy website. The management approaches
adopted for specific environmental, social and community issues are discussed
in the respective sections of its report. General Motors drives CSR performance
through training for all employees, including senior managers. It also has clear
CSR policies and certified environmental and health and safety management
systems and supplier management systems. Each of its management systems is
supported by specific targets linked to the goals of the company.
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The principles underlying these management systems, as well as GM’s
code of ethics, are based in part on various international standards, including
the Global Sullivan Principles of Social Responsibility.”® The net effect of this
structure and management system set is that the processes are in place to drive
non-financial performance.

The evidence for the success of GM’s performance management for non-
financial issues can be seen in the ability of the organisation to integrate non-
financial aspects into product innovation. Examples include responsible vehicle
use, vehicle design, vehicle quality, vehicle safety and vehicle recycling. Of
particular note is GM’s system of gathering and integrating employee views
on the vehicle lifecycle. Its ‘Design for the Environment” approach encourages
innovation in environmental management across the lifecycle of the vehicle.

5.9 Case study - AZ Mining - performance
management

After AZ Mining has established its global CSR governance structure, mainly
through its new CSR steering committee, Jane turns her attention to the
regions to integrate CSR at operational level.

Assigning operational responsibility: She asks the managing director
in each operation to assign responsibility for CSR to one of the on-site
managers. This manager is to be responsible for collecting CSR performance
data and working with Jane’s global team to roll out the new CSR policy and
associated initiatives. It is agreed that each of the managers will take part in
monthly conference calls and an annual meeting to discuss challenges and
share best practices.

Training: At the first conference call of regional managers, a training
programme is drawn up. The training is to be developed and implemented
in line with the existing environmental, health and safety training which all
staff undergo. Modules are added to cover labour standards, human rights,
community engagement and resettlement.

Jane contracts with a consulting firm to develop the training modules. She
also asks the consultancy to train one person from each region and someone
from her global team in a ‘train the trainer’ approach. These in-house trainers
deliver the training to the on-site operational CSR managers.

Performance management mechanisms: Jane opts to allow the
operations the flexibility to manage CSR in the way that makes most sense

15 www.thesullivanfoundation.org/gsp
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in their region. So, instead of mandating company-wide responses, she gives
each region the list of material issues covered by the CSR strategy and asks
them to determine the most pressing needs and the appropriate mechanism
for improving performance based on their own perceptions and any existing
stakeholder feedback. An example response from a Canadian operation is set
out in Table 5.1.

Table 5.1 Responses to material issues from one of AZ Mining’s Canadian
operations

Material issue Response

Complying with local, Improve reporting of EHS incidents within
regional and national the operation by implementing a new
regulations for health, safety | EHS Prevention Plan with cards for each
and environment employee on which to record incidents,

good practice or near misses

Engaging with government | Create a list of topics for community

and local communities engagement and determine the current
during exploration, level of engagement around them through
opening, operation and interviews of appropriate managers

closure of mines

Creating a culture of ‘safety | Improve work practices for explosives

first’ in all operations storage and handling
Providing infrastructure Construct permanent housing for long-
and health services to term contract employees

employees, families and
communities at operations
in remote locations

Enforcing labour standards | Conduct survey of employees on well-
in line with AZ Mining being issues

policy, particularly around
employee well-being and
child labour
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Material issue Response

Resettlement issues around | Not currently applicable, although there
new deposits and locating is room for the operation to review plans
tailings ponds for future expansion of the tailings pile with
regard to broader CSR risks

Set targets: Jane agrees with the CSR steering committee that targets
should be set at both global and operational levels.

Based on the responses she gets from the operations, she realises that
there is a strong need for better information-gathering to provide a picture of
the current status of the organisation. Therefore, she sets group targets that
commit AZ Mining to:

* compile a formal stakeholder map for each operation;

e implement group-wide policies on labour standards and community
engagement;

* develop a formal risk management process that integrates CSR issues;
and

* develop and implement an audit procedure for resettlement plans across
all operations.

She then asks each of the operations to set targets for each of the six key
material issues for AZ Mining that are in support of the wider global targets
described above. She also asks operations to take the lead on developing
management systems at the operational level to achieve those targets.

Performance incentives: After discussions with the CSR steering
committee, Jane recommends to the Board that CSR issues should be included
in the performance evaluations and remuneration packages of the managing
directors of each operation and the members of the CSR steering committee.
She advises against a similar package for all employees until the metrics for
the CSR programme are more fully developed. At present, Jane believes the
metrics do not provide a fair indication of the performance of employees not
explicitly involved in managing the CSR programme.

Jane’s story continues on page 81
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Being transparentabout your material CSR issues and reporting your performance
is your route to securing many of the potential benefits of being a responsible
corporate citizen. It can help you win the trust of your stakeholders and set your
organisation apart as an accountable business.

For most companies, the primary channel for disclosure is the annual CSR
or sustainability report. It allows you to tell the world about your priorities and
successes, and also to be candid about your shortcomings and plans to improve.

6.1 Background and definitions

Companies are facing increasing demands from customers, investors, and a wide
range of other stakeholders for transparency on their social and environmental
performance. Public disclosure enables you to meet these demands. It is also a
key part of your dialogue with stakeholders — see also section three, Stakeholder
Engagement.

The most obvious application of public disclosure is the annual CSR or
sustainability report. In recent years, there has been a rapid rise in the number
of companies issuing these reports, even though it remains a largely voluntary
activity'®, including in the UK. In 2005, 52 per cent of the Fortune Global 250
companies produced CSR or sustainability reports in addition to their statutory
annual financial report. This is a trend that is likely to continue over the next
few years, and it is expected that around 90 per cent of the big companies will be

reporting on CSR by the end of the decade.

Of course, quantity should not be confused with quality. The standard of
many reports being produced remains worryingly low, and really good reports
are rare indeed. As reporting grows more widespread, companies face increasing
challenges to improve the comparability of what they report. However, a one-
size-fits-all approach does not work for non-financial reporting. It is up to you

16  In many countries, environmental performance reporting is compulsory for large companies.
And some governments have also begun to demand more public disclosure of companies’ CSR
performance. In the UK, one of the provisions of the Companies Act 2006 introduced the
requirement for companies to write a forward-looking business review, which should include
information on environmental matters, employees and social issues to the extent necessary for
shareholders to understand the likely future performance of the business.
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to determine the approach you want to take depending on your organisation’s
own needs.

This is an evolving field. There are many companies yet to produce a report
while others have published environmental reports for many years and are now
moving further down the road toward integrated financial and non-financial
reporting.

6.2 Standards

Two clear standards have emerged to guide corporate reporters and promote
comparability: sustainability reporting guidelines from the independent Global
Reporting Initative (GRI) 7/, and the AA1000 series of standards for social
accounting, reporting and auditing published by international think-tank
AccountAbility (the Institute for Social and Ethical Accountability)'®.

The GRI is a network of representatives from business, environmental and
human rights groups, and other civil society organisations. Its sustainability
reporting guidelines provide a widely accepted and popular voluntary framework
for businesses to achieve best practice in sustainability reporting. The guidelines
provide clear direction on report content through a series of indicators of what
should be reported. The GRI also offers sector-specific supplements, technical
protocols on issues such as measurement of water use, and resource documents
on issues such as HIV/AIDS.

To indicate that a report is GRI-based, reporters should declare the level
to which they have applied the GRI reporting framework via its Application
Level system". There are three levels in the system: A (for advanced reporters),
B (intermediates) and C (beginners). The reporting criteria are more demanding
as you progress up the levels. It is possible to add a plus symbol (+) to the main
letter if you have utilised external assurance for the report.

Only a few companies are yet equipped to report against all the indicators
in the GRI guidelines. Most instead prefer to use the guidelines as a resource to
point them towards areas they should consider reporting.

The AA1000 framework provides a systematic stakeholder-based approach
to organisational accountability and performance improvement through social
and ethical accounting, auditing and reporting. Within AA1000, the AA1000

17 www.globalreporting.org
18  www.accountability21.net
19 Information correct at time of writing
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Assurance Standard (AA1000AS) is the first assurance standard for social and
sustainability reporting. It provides a framework for ensuring that reports provide
information that is material, complete, and responsive to stakeholder concerns
and interests (see section seven, Assurance). The AA1000 series also includes a
standard for stakeholder engagement. This is known as AA1000SE.

The GRI guidelines and AA1000 are broadly complementary. AA1000
defines a rigorous process of stakeholder engagement, while the GRI guidelines
provide globally applicable guidelines for reporting that emphasise stakeholder
engagement. Together, the GRI guidelines and AA1000 provide good reference
points to help you manage, measure and communicate your overall CSR or
sustainability performance.

6.3 Opportunities, benefits, risks and downsides

There is a compelling case for being transparent about your non-financial
pelling g p y
performance. Transparency offers:

*  enhanced reputation with all stakeholders, with resulting benefits to brand,
shareholder confidence, consumer loyalty and overall ‘licence to operate’;

*  access to long-term capital and favourable financing — reporting helps attract
‘patient’ shareholders with long-term horizons and may help to justify
lower risk premiums from financiers and insurers — this is because analysts
and socially responsible investors are increasingly considering companies’
disclosure on CSR issues when making investment decisions;

e improved management systems because reporting can trigger development
of management systems to better handle the impacts being reported;

e greater employee awareness and understanding of CSR issues, strategy and
performance; and

* the basis for dialogue with stakeholders — for example, many leading
reporters integrate stakeholder feedback into their reports.

Reporting isn't cheap. It takes significant human and financial resources to
produce a credible CSR or sustainability report. Also, if you want to report new
areas of activity, it is likely to take time to create the right data-gathering systems.
As a result, some companies tend to report on issues they are familiar with. The
call for increased transparency in reporting creates two key dilemmas:

*  how open can you be?

*  how do you handle the fact that stakeholders have different information
requirements and have a different level of influence on the organisation?
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6.4 Your next steps
For those who are starting to consider issues concerned with public disclosure:

*  ensure top-level commitment to increasing organisational transparency;
e allocate reporting responsibility;

*  be clear on why, how and what is being reported;

*  collect relevant data;

*  construct and write a report that is useful to all readers; and

*  continually improve reporting.

For advanced practitioners who have already considered and possibly
developed public disclosure processes:

* incorporate external feedback into report development;
*  develop an integrated report; and

*  obtain independent assurance.

The key elements of effective public disclosure of CSR performance are
shown in Figure 6.1.

Figure 6.1 Elements of effective public disclosure of CSR performance

Public

disclosure
Report planning Report V-V"ltl.ng and . Continuous
publication improvement

6.5 Report planning
The key steps in establishing report planning are shown in Figure 6.2.

Figure 6.2 Key steps in report planning

Define your
Secure executive Pick your reporting
support reporting team objectives and
scope
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Secure executive support: As with any other CSR activity, reporting
requires support and commitment at Board and senior management level. At
its most basic, senior-level sponsorship will help you secure the funds you need
to do a proper job of reporting. It will also help you obtain the cooperation of
colleagues that is required if you are to gather and make public data on your
organisation’s non-financial performance.

Pick your reporting team: Because comprehensive CSR reporting will
draw information from many areas and functions, it may be helpful to assemble
a cross-functional reporting team to agree your approach to reporting. Some
companies also engage outside consultants and writers as part of their team.

Define your reporting objectives and scope: Defining the objectives of
your report will enable you to clearly describe your approach to reporting to
your internal and external stakeholders and secure their support. At this point in
the process, you should be asking yourself the questions outlined below.

*  Who is your intended audience? Keep in mind that you may not be able
to meet the needs of all stakeholder groups in a single report. Especially at
the beginning, you have to make choices — choosing the audience brings
clarity and focus to a report.

*  What is the scope of your report? If you are fairly new to reporting,
stakeholders will give you some leeway — they will not expect you to provide
comprehensive coverage of all your impacts across all your operations
and activities right away. In year one, you might focus just on your main
operations, looking to extend the scope from years two or three onwards. Or
you might initially limit the report to the operations under your company’s
direct control rather than what is happening in the supply chain. Whatever
scope you choose, you should be transparent about this — and your reasoning
— in the report.

*  What standards or guidelines will inform your reporting? You should
consider using the GRI sustainability reporting guidelines and its sector
supplements for different industries. Also, many sectors have produced
their own reporting guidelines — eg Project Forge for the banking industry,
and the International Petroleum Industry Environmental Conservation
Association guidelines for oil and gas. You may also wish to consider how
the AA1000 framework could guide your approach.

* What are the limitations of your approach? With all CSR and
sustainability issues, there are uncertainties, and no-one expects you to have
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all the answers. It is seen as positive by your stakeholders if you acknowledge
where you will need to do more to understand, tackle and report issues, and
if you describe how the organisation is learning as it goes.

*  How will the report be published? You need to decide if you want to
produce a stand-alone document or integrate the disclosure on your
social and environmental performance into the annual report. In addition
you could consider adjusting reports according to the needs of different
audiences. Some organisations produce shorter versions for customers,
shareholders and staff. Others exploit new technologies such as podcasting,
and a few have begun to explore the potential for fully interactive web
reporting in which users get a different version of the report depending on
whether they’re investors, customers, employees, journalists, activists and so
on.

6.6 Report writing and publication

When planning what to include in your report, the key point is to make the
report relevang in other words, it needs to cover all your material issues. Aspects
of your CSR performance to consider covering in your report are:

*  your policies and targets on material social and environmental matters, and
the extent of their application; eg across operations and into the supply
chain or subsidiaries;

*  the organisation’s and employees’ performance in adhering to policies and
how you are planning to improve performance in the future;

*  the results of any external benchmarking of your performance, for example
in the Dow Jones Sustainability Index, the FTSE4Good Index or the
Accountability Rating;

*  your organisation’s shortcomings and negative impacts so that you provide
a balanced and frank account of performance; and

*  new issues that have emerged in the reporting period and that have or may
have an impact on financial performance — such as fines your company had
to pay or any other liabilities related to non-financial issues.

It makes sense to benchmark what other companies in your sector are
reporting on, and also to look at the reports produced by other companies you
admire.

You also need to decide what data you will include. This will be closely
linked to the performance management systems you have in place (see section
five, Performance Management). If you are in the early stages of reporting,
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stakeholders may be willing to accept an issues-based report illustrated with case
studies rather than one that provides comprehensive data. However, you would
need to be open about where you have insufficient data, and what you plan to
do about this.

The best reporters show how their sustainability strategy links to their core
business strategy and decision-making (see section two, Strategy). You should
highlight how non-financial performance is central to the running of the
company (see section four, Governance) and is embedded in processes, standards
and incentives.

Taking all of these factors into account and designing an appropriate solution
can be challenging. Many companies, particularly first-time reporters, find that
they benefit from external advice.

6.7 Continuous improvement

Most stakeholders view CSR reporting as an exercise in continuous improvement.
They are likely to be willing to accept a fairly basic first report, as long as you
try to improve over time. Whatever base you are starting from, be sure to tell
stakeholders about your plans to improve.

Also, your reports should include commentary on the progress your
organisation has made against its prior commitments. And it is good practice to
reflect on any organisational learning derived from the publication of previous
reports.

6.8 Good practice and beyond

Incorporate external feedback: Link your reporting to your stakeholder
engagement programme (see section three, Stakeholder Engagement). By seeking
the perspective of stakeholders on your report, you will be able to identify ways
you can meet their information requirements more effectively. Being open about
stakeholder expectations and concerns in the published report, even where these
are critical of company strategy or performance, is a key test of transparency.

Include non-financial performance in the annual report: Best practice
in non-financial reporting is to publish a fully integrated annual report that
covers the organisation’s financial and non-financial performance. You can
bring material social and environmental related risks and opportunities to the
attention of all stakeholders including investors by outlining them in the main
annual report. To achieve this, you will first need to have integrated CSR issues
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into the company’s core strategy (see section two, Strategy) and probably also
assigned Board-level accountability for CSR (see section four, Governance).

Get independent assurance of your report: Any reporting company will
benefit from investment in assurance, although first-time reporters may feel
cautious about committing to publishing external assurance before they have
experience of the reporting process. Independent assurance of your report can be
instrumental in winning the trust of stakeholders. It can help give them confidence
that what you say — and what you do not say — about your CSR performance
has been subject to proper scrutiny. Effective assurance has many other potential
benefits, which are discussed in detail in section seven, Assurance.

6.9 Case study - Electricité de France 2°

Electricité de France (EDF), the main electricity generation and distribution
company in France and one of the world’s largest producers of electricity, discloses
performance against all of its key non-financial policies — particularly its code of
ethics, supplier policy, and CSR Agreement. Between them, these policies cover
a wide spectrum of performance in environmental, social and broader economic
aspects. It also reports performance on the 10 UN Global Compact principles in
the form of a table with specific references to actions, policies and systems that
EDF is using.

Throughout its report, EDF makes extensive reference to the GRI
guidelines, including in its index of metrics. It has, for now, elected not to report
‘in accordance with’ the guidelines. It also refers to Agenda 21, a plan of action
adopted at the Earth Summit in Rio de Janeiro in 1992 to promote sustainable
development.

EDF uses a variety of reporting mechanisms — financial, governance and
sustainability — to meet particular stakeholder needs. The company has also
developed a website that gives financial and non-financial data and outlines its
governance arrangements, management systems and policies.

Stakeholder opinion is given space in EDF’s reporting. The organisation
includes in its report an explanation of the stakeholders it considers important.
It also uses advisory panels to seek out stakeholder feedback on its material issues
and its reporting approach, and uses this to inform developments in its reporting,
In doing so, the company is helping to establish long-term relationships with its

stakeholders.

20 www.edf.com/30199i/Homeft/Sustainabledevelopment.html
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Finally, EDF integrates sustainability reporting into its annual report in
the form of a discussion of material issues and how these relate to long-term
financial performance, and provision of performance metrics.

6.10 Case study - AZ Mining - public disclosure

AZ Mining’s year of hard work to understand and start measuring its CSR
impacts begins to pay off and a picture of overall CSR performance begins
to form. The CSR steering committee feels it could reasonably communicate
to the outside world AZ Minings CSR priorities, how the company is
performing against them, and where it needs to do more.

In addition, feedback from key stakeholders and from departments
such as Human Resources and Marketing indicates that the company CSR
programme should be communicated through a public report. In response to
a recommendation from the CSR steering committee, the Board approves a
budget for developing a report over the coming year.

The CSR committee decides the report will be published in hard copy
and through the company website, and using a similar design to that for AZ
Mining’s annual financial report.

Jane appoints a reporting team headed by the CSR committee
representative from the Communication department, Mark. And Mark sets
about collecting data from the CSR managers at each operation over a two-
year cycle.

In order to respond to stakeholder needs, Mark decides the report
will have three sections. The first section, global CSR, will cover aspects of
strategy, global policy, stakeholder engagement, group targets and initiatives,
and a statement from the chief executive discussing the significance of CSR to
the company. The two sections that follow will cover each of the two regions’
specific material issues, management systems and performance.

Because the first report only has two years of performance data, very little
effort is placed on identifying data trends and responses.

Having created the basic structure for the report, Mark seeks input on
text for specific performance areas (such as environment, health and safety
and human resources) from issue owners. He uses this input to write the
report, and then commissions a report designer to put the report (both the
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printed and online versions) in the same format as AZ Minings annual
financial report.

Before publication, Mark places a feedback form on both the hard copy
and website versions of the report to find out whether it is seen as responsive to
stakeholder expectations. However, he finds that the company receives almost
no unsolicited responses. Therefore, he convenes a forum for a number of
stakeholders so he can gather feedback on the report. As a result, he identifies
three priorities for the following reporting cycle. These are to:

* obtain independent assurance of the content of the report;
* include performance data on greenhouse gas emissions; and
* establish benchmarks for performance and report on AZ Mining’s position

or performance in these benchmarks.

These points of feedback are discussed by the CSR steering committee
and used to guide the reporting process for the following year.

Jane’s story continues on page 96
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Assurance

Accounting failures, corruption scandals, environmental disasters and supply
chain malpractice have all taken a heavy toll on public faith in big business. In
response, companies are looking for ways to restore the trust of their stakeholders.
Gaining independent assurance of your CSR report and other aspects of your
CSR programme can be a vital step in that process. It can give your stakeholders
confidence that your activities have been subject to proper scrutiny.

A small but fast-growing number of companies are now seeking third-party
opinion on their reporting. However, the assurance statements that appear in
their reports still tend to be limited to verification of data. Few companies have
yet been bold enough to seck broader comment on whether, and how well,
their report addresses the issues that really matter to stakeholders. Meaningful
assurance is about checking not only that the information in your report is right,
but also that the right information is in your report. Only then will assurance
instil the trust companies crave.

7.1 Background and definitions

Assurance is a way of securing the trust of stakeholders in your organisation.
One of the best technical definitions of assurance is that it is: “the process leading
to the provision of an opinion or conclusion to a specified audience regarding
the extent to which an organisation is living up to its values and the quality of
the mechanisms and competencies in place to ensure that it is”.?!

Ina CSR context, assurance is usually applied to an organisation’s public CSR
or sustainability report. However, it can also be applied to other CSR activities
including management methods, data collection systems and stakeholder
engagement processes.

Where the focus of assurance is a CSR report, there is more to the job than
simply ticking boxes. Verification of claims made and the accuracy of data can
play a significant role, but it is only one component. The function of independent
report assurance should be to check not only that the information in the report is
right, but also that the right information is in the report. It should be a process
that assures your stakeholders that you understand and are managing the issues
that really matter to them. To do this, assurors must check that the report presents

21  Institute of Business Ethics, ‘Living up to our values — Developing ethical assurance’
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a balanced and complete account of the company’s performance and its response
on stakeholders’ main concerns — for more information on understanding
stakeholder concerns, see section three, Stakeholder Engagement.

If assurance is carried out with a view to issuing a public statement about
the activity being assured, it is generally accepted that, to be credible, it needs to
be carried out by an independent third party. There is also a place for internal
assurance though. This can be carried out by your own staff, although they
would usually need to work in a separate part of the organisation to those
responsible for the report, data or process being assured. For instance, many
large companies have internal audit departments that exercise internal control
over financial systems and data or significant business risks. Internal assurance
can also generate useful evidence for use by external assurance providers in
forming their opinion.

Uptake of independent report assurance continues to increase. According
to the 2006 Accountability Rating?, published in Fortune Magazine in
October 2006, 25 out of 64 Fortune Global 100 companies rated used some
form of assurance, with nine of the top 10 companies publishing independent
assurance statements within their reports. And according to a survey by KPMG
of the Fortune Global 250, 30 per cent of those that produced a report used
assurance.

7.2 Opportunities, benefits, risks and downsides

Assurance helps build people’s understanding of, and confidence in, your
organisation. It can improve public perception of your company and its activities.
It also offers you the chance to learn from the findings of a third-party review
so that you can improve your systems and processes and make progress towards
your objectives. Assurance offers:

*  greater public confidence in the organisation’s non-financial reporting and
wider CSR programme leading to an enhanced corporate reputation;

e  improved management of risks and opportunities;

e early visibility of future CSR and sustainability challenges for the business;

*  improved compliance with legal and regulatory requirements;

*  access to recommendations for improving the CSR programme; and

* increased confidence of senior management in the company’s CSR
programme.

When you carry out or commission assurance of some aspect of your CSR

22 www.accountabilityrating.com
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programme, there is a chance that the assurance work will uncover significant

shortcomings. This could, inidally at least, diminish internal and external
confidence in the activities being examined. However, this will be more than
offset by the credibility you gain with stakeholders and the opportunities it will
create to make genuine improvements. After all, it is far better to know about
issues so you can address them rather than being unaware of them until they
cause significant problems for the business.

In addition, assurance processes are sometimes poorly understood, even
by experienced managers. If the scope of assurance is not well defined and
management expectations are not set in advance, you could end up wasting
some of the management resources you invest in assurance, feeling a loss of
control or, worse still, not achieving your objectives.

7.3 Your next steps
For those who are starting to consider using assurance:

*  understand where assurance can add greatest value;

*  identify existing sources of internal assurance;

*  identify potential quality issues in performance data;

* identify potential problems with management systems and processes;
*  find ways to consider stakeholders’ issues in the assurance process; and
*  develop a plan for introducing assurance.

For advanced practitioners who have some familiarity with assurance:
*  use assurance as an essential tool in honing your CSR programme;
* involve stakeholders (internal and external) in the assurance process; and
*  extend the scope of assurance beyond traditional boundaries to better define

and manage risks outside your direct control — eg in the supply chain.

The two key elements of effective assurance of CSR performance are shown
in Figure 7.1.

Figure 7.1 The elements of effective assurance
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7.4 Developing a plan for assurance

The key steps in developing a plan for assurance are shown in Figure 7.2.

Figure 7.2 Key steps in the development of a plan for assurance
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Build leadership support: To make assurance effective, you need the
backing of the company’s leaders. You need them to support what you are trying
to do, explain to their colleagues what is proposed and why, and be willing to
take on Board learning and recommendations. Leadership support is especially
helpful because a good assurance exercise may challenge the status quo in the
organisation. You should secure the involvement of leaders from the outset in
the planning process so they can ‘own’ the outputs.

Review existing control arrangements: Even though you might not have a
formal assurance process for non-financial data or processes, it is likely that existing
internal control mechanisms, for example those driven by your internal audit
department, will cover certain aspects of non-financial performance. Especially
in larger organisations, you need to ascertain which areas of the business could
provide you with information about existing assurance mechanisms.

Establish assurance team: You should form a small team to set the objectives
of the assurance process and be involved in decisions as it unfolds. This is where
you can bring in people from other parts of the organisation, particularly from
the finance or internal audit areas where there may be managers with assurance
expertise.

Decide scope and level of assurance: You need to select the parts of the
organisation to be covered. Will all business units be included? What about
joint venture companies? Will the focus be solely your own operations, or will it
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extend to embrace your supply chain or outsourced services? Your decisions will
often be linked to the extent of your external disclosure, such as the activities
covered by your CSR report.

You also need to decide what aspects of your CSR programme to subject to
assurance. For example, you could look to assure:

*  the identification and prioritisation of CSR issues, including the quality of
stakeholder engagement programmes;

*  the quality of the management systems employed to control CSR risks and
opportunities — eg environment, health and safety or HR;

*  data collection systems for CSR performance information;

*  the consolidation of CSR performance data from dispersed sources — eg
from sites or business units; or

* the quality of the source data itself.

With the scope of the assurance exercise mapped out, you need to agree
the level of assurance you want to achieve. The financial accounting industry
has developed its own jargon to describe levels of assurance. In ‘reasonable
assurance’, the work done by the assurors is deemed sufficiently thorough as to
reduce the risk of a material misstatement to an acceptably low level. In these
circumstances, the assuror will provide a positive statement eg “The information
is correct”. In ‘limited assurance’, the assuror investigates claims less thoroughly
(although the risk of misstatement is still low). In these circumstances, negative
language tends to be used eg “Nothing came to our attention to suggest...”.
Your decision on the level of assurance you want to achieve will have a major
impact on the costs of an assignment.

Decide on standards: You may want to use an external assurance standard
as the basis for the assurance work. This can give added credibility to the
assurance.

Currently, there are only two widely recognised professional standards for
carrying out assurance: the International Standard on Assurance Engagements
(ISAE 3000)* provided by the International Audit and Assurance Standards
Board, which is part of the International Federation of Accountants; and the
AA1000 Assurance Standard (AA1000AS)%, provided by AccountAbility — the
Institute for Social and Ethical Accountability.

The ISAE 3000 is essentially a quality system for ensuring assurors approach

23 www.ifac.org
24 www.accountability21.net

87



non-financial assurance in a consistent way and produce similar outputs. It is

often used by traditional accountants involved in non-financial assurance as
many of the principles are similar to those used in financial accounting. It has
not, however, been specifically designed for assurance of CSR information.

The AA1000AS is now used by many leading reporters and assurance
practitioners. It sets out the principles of a robust and credible assurance process
in a CSR context, the essential elements of an assurance statement, and the
independence and competence required of an assurance provider. It defines three
key principles assurors should use in their work: materiality, completeness and
responsiveness. It therefore emphasises the inclusion of stakeholder priorities in
the assurance process. Further information on AA1000AS principles is shown
in Box 7.1.

Research by AccountAbility® has established that assurance based on the
combined use of AA1000AS and ISAE3000 is likely to deliver enhanced results.
Therefore it might ultimately be useful to combine both standards when seeking
assurance. NovoNordisk (www.novonordisk.com) is a company that uses a
combination of AA1000 and ISAE 3000 in its assurance statement.

Box 7.1 AAI000AS principles

On materiality, the assurance provider looks for evidence that your
company has identified the CSR issues that are important to your
stakeholders. These might relate to legal compliance, the company’s policy
positions, and the issues considered material by the company’s peers and
competitors.

On completeness, the provider looks at the extent to which your
stakeholders have been provided with relevant information on material
issues so they can form meaningful opinions on the company’s performance
in these areas. The assuror will also want to be satisfied that you have good
systems in place to sense new and emerging stakeholder expectations and
concerns, and report against them.

On responsiveness, the assurance provider evaluates how well your
company has responded to stakeholder concerns. This doesn't require that
the company agrees with, or complies with, everything external stakeholders
say. But you must be able to show how you have responded in a consistent
and considered way, for example through the development of relevant goals,
objectives and targets.

25 AccountAbility (2005), “Assurance Standards Briefing: AA1000 Assurance Standard & ISAE
3000”
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Choose provider: In general, when choosing an external assurance provider,

it is essential that the provider has previous assurance experience and knowledge
of the industry. The provider must also be able to demonstrate that competent
personnel will be undertaking the work. Depending on the nature of your
business, you may also need to check the provider’s international capabilities.

An additional consideration, following the financial auditing scandals of
previous years, should be to avoid conflicts of interest. Some companies do not
want their assurance provider to be actively involved in providing them with
other services. Other companies perceive an advantage where its provider is also
involved in development of its CSR practices — they believe this helps build
mutual understanding. There is no single right answer; you must decide on a
case-by-case basis whether any other involvement by your assurance provider
will build or diminish trust externally. But one thing is for certain: in your public
assurance statement, you should be transparent about any links your provider
has with your organisation.

There are several different possible assurance providers. Traditional financial
accountants have historically offered the kind of global reach that multinationals
feel they need in order to get good coverage of their operations. However, they
are often inherently limited in what they are allowed to comment on due to
constraints put on them by the structures within which they operate. Therefore
they might not be able to comment or make recommendations on the very issues
that users of the assurance outputs are actually interested in.

CSR assurance specialists, typically smaller outfits than the large accountancy
firms, tend to have deep subject matter expertise in the key CSR issues for your
organisation. Where this experience is backed by professional audit experience,
they can be very effective assurors. In general, they will provide public comments
in their assurance statements that are richer and more meaningful for you and
other users of the assurance outputs.

Stakeholder panels are starting to be used more often in assurance to provide
a direct stakeholder perspective on the organisation and the activities being
assured. However, panel members are usually only able to interview staff in the
organisation at a senior level and are unlikely to closely investigate claims and
data, as would happen in an assurance carried out by those with professional
expertise. This limits their ability to evaluate the level of implementation and
consistency of the CSR programme.

Some organisations ask a CSR expert to give his or her views of the
organisation, and then publish these, usually in the external CSR or sustainability
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report. This ‘testimonial’ approach does not really qualify as assurance. It is not
a proper substitute for evidence-based analysis, and should only be used as a
supplement to assurance.

Hybrid approaches are starting to be used more commonly, where an
assurance provider undertakes a systematic evaluation and their findings are
discussed with the expert or stakeholder panel. This can provide a comprehensive
assurance solution.

Produce plan for assurance: A clear assurance plan will provide a working
guide to the assurance exercise for your team and for your external provider.
The plan should record the objectives of the assurance, the scope and level of
assurance sought, and the assurance standard to be used. It should also set out
in detail the steps that will be followed in the assurance project, including how
stakeholder issues will be considered, and who will need to be involved from
your organisation and when. You may wish to seek the input of your assurance
provider before finalising the plan.

You should also think about producing and making public your plans for
developing the scope of the assurance you use over time. This should include
an explanation of why some things are being examined in detail now, and why
others are being left for the future. This can help to win the trust of external

stakeholders.
7.5 Understanding the work of assurance providers

This section will help you understand the work of assurance providers. For the
sake of simplicity, it assumes that you are applying assurance to a CSR report,
but the principles apply equally to other assurance applications.

For providers adhering to the AA1000AS framework, the activities detailed
below will contribute towards the providers opinion on materiality and
responsiveness. They will provide the basis for assessing whether your company
has identified the CSR issues that are important to your stakeholders, and the
effectiveness of your response to their concerns. Sources of evidence could
include the outputs of the company’s own risk and issues management processes,
the results of engagement with stakeholders and internal performance reporting
measures.

The key steps in the assurance of an organisation’s CSR report are shown

in Figure 7.3.
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Figure 7.3 Key steps in the assurance of the company’s CSR report

Understand
: . management
|dentify priorit .
. fy priority arrangements Senior-level Check data
topics and . . L
and data interviews consolidation
relevant data .
collection
processes
Develop an . Undertake
assurance A sample
iy report text
opinion checks

Identify priority topics and relevant data: Based on your assurance plan,
the assurance provider will identify the priority topics and relevant data for the
assurance process. This determination of priority could be based on stakeholders
priority issues, your views on the areas of greatest risk or opportunity, or feedback
from previous assurance work on areas of concern. The provider will discuss
these topics and data with you, in particular to understand any areas of omission,
or where their views on priorities differ to your own.

For every assignment, the topics that will be the focus of the assurance will
be different. The relevant data can be both quantitative (eg underlying source
data on emissions and waste) and qualitative (eg quality of identification and
prioritisation of CSR issues and robustness of management systems).

Understand management arrangements and data collection processes:
The provider will build a picture of how your company manages the issues
under review and collects relevant data. The provider will gather information
and documentation on the arrangements for managing these issues including
objectives, targets and policies. The following questions will probably be asked:

*  Isthere adefined system for gathering and checking data — eg a data protocol
that provides definitions and compilation methodologies (either developed
internally, or drawn from a recognised external source such as a trade body
or the Global Reporting Initiative?)? Do the protocols specify units and a

26 www.globalreporting.org
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compilation methodology?

* Is there a process for local data validation either internally or by third
parties?

* How is data recorded and transmitted internally — eg is there manual
transcription that could lead to errors or is there an IT-based system such as

Credit 360%?

The assuror will review the management systems your company has in place
and ask whether, for example, they are independently certified. The assuror will
also gather information on the application of these systems and review the results
of management systems audits and external certification audits, if these have
been undertaken.

In addition, the assurance provider will look for evidence of these systems
being embedded across your organisation, and investigate if your company
carries out systematic analysis of compliance with these systems. Crucially, the
provider will look for evidence that your CSR management systems and data
collection systems align with the interests and expectations of stakeholders.

Senior-level interviews: It is common for the assurance provider to request
direct dialogue with a cross-section of senior staff responsible for activities
relevant to CSR. Typically, interviews between the provider and senior staff
might address issues such as:

* governance arrangements, for example Board responsibilities regarding
non-financial performance and transparency of the Board’s qualifications,
remuneration and actions;

*  mechanisms for sensing and responding to new CSR issues, through
stakeholder engagement for example;

*  significant CSR incidents, risks and opportunities; and

*  goal-setting processes and mechanisms for achieving desired levels of
performance.

Check data consolidation: The assurance provider will check how data
has been consolidated from sources throughout the company. The following
questions will probably be asked:

e Isdata compiled at a business unit or function level and then transmitted to
a central point for consolidation, or does it pass directly from the source to
the centre?

27  Credit 360 is a proprietary tool designed for the efficient collection of sustainability and CSR
data — www.credit360.com
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®  What steps are in place for checking data integrity as it is transmitted? Is
there a process for spotting and fixing errors?

* Is there a formal sign-off process independent of those generating and
processing the data?

* s there a policy on data materiality that allows for a given level of detected
error at site level and above? Is it linked to an accepted impact level of error
at group level?

Undertake sample checks: Up to now the work undertaken by the
assurance provider has been at a fairly high level. If necessary to achieve the level
of assurance you are seeking, the assuror may also want to undertake sample
checks, usually via visits to operating units and sites, to investigate whether the
systems in place are working.

The extent of sample checking is a key aspect of assurance planning and
will be affected by your budgetary considerations. It is common to keep the
number of site visits fairly small. But even a limited programme of visits can
provide invaluable learning about the quality of CSR management systems and
data. If significant issues arise through the audit work, then it would be usual to
expect the sample size to be extended. In general you should allow the assurance
provider the freedom to select sites to visit. Some possible sources of information
are shown in Box 7.2. During sample checks, the assuror will be looking at:

*  compliance with systems;

*  adherence to and understanding of data protocols;

*  the quality and outputs of local checking and validation; and

*  source data, including its completeness, the time periods used for data
collection and the calibration of instruments.

Box 7.2 Possible sources of information and evidence that can

contribute to assurance

*  Results of audits of corporate responsibility risk (such as EHS risks).

* Internal control mechanisms including sign-off processes and
management reviews.

*  General reviews of stakeholder expectations and concerns, and
information gathered on specific stakeholder issues and the company’s
response.

*  Information on regulatory compliance and performance, eg the
Sarbanes-Oxley Act or emissions trading schemes.

* Internal and external benchmarks of performance and management
arrangements.
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Review report text: At a suitable stage in the development of your report,
the assurance provider will review the text to identify significant claims and data
relevant to the assurance scope. This is typically developed into a ‘register’ which
can be used to record information about evidence gathered and whether claims
have been accepted or not.

Develop an assurance opinion: The assurance provider will review all the
collected evidence to arrive at its assurance opinion, which will refer directly to
the original objectives of the assurance engagement. For an AA1000 AS-based
approach, the provider will be looking for evidence that your organisation is
meeting certain standards for materiality, completeness and responsiveness.

For assurance statements published together with CSR and sustainability
reports, formal standards exist — see Box 7.3.

As well as producing an assurance opinion for public consumption, it is
common for a third-party assuror to also provide an assurance statement for
management. This would include detailed recommendations for how you can
improve your processes and reporting.

Box 7.3 Components of a typical assurance statement
*  Assurance provider’s name/s and qualifications.

e Statement of independence that the assurance provider does not have
any relationship with the company or with its stakeholders that may
compromise its ability to make impartial and objective judgements about
the report and the company’s management systems. In particular the
assuror should not have been involved in designing the accountability
systems or in writing the report.

* Statement that the directors are responsible for the content of the
report.

* Statement that the assurance provider’s primary responsibility is to
consider the interests of stakeholders and not those of the company’s
managers.

*  Short description of the reporting and assurance standards the assurance
provider has used.

*  Scope of the assurance work and the methods used to assess the
company'’s report and management systems.

e Statement of the assurance provider’s opinion on whether the report
meets the audit criteria and whether it provides a reliable, complete and
balanced view of the company’s impacts on its stakeholders.
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Box 7.3 Components of a typical assurance statement (cont)

* Insome cases, additional commentary and recommendations setting
out the assurance provider’s views on the future development of
performance management and reporting systems and stakeholder
engagement processes, as well as an opinion on whether the company
has behaved consistently with its stated values.

* The assurance provider’s signature and the date the assurance statement
was written.

7.6 Good practice and beyond

Professional assurance providers can reasonably be expected to be expert in audit
techniques and the subject matter being subjected to assurance, but they can
never fully act on behalf of stakeholders in forming their opinion. Emerging
practice calls for better integration of stakeholder opinion in assurance or, ideally,
the direct involvement of stakeholders in the process.

Include evidence of stakeholder views: When an assurance provider
examines the issue of responsiveness to stakeholders, it will look for robust
evidence of stakeholders’ views. Your company might have outputs from its own
stakeholder engagement, which the provider can review. Alternatively, assurance
providers use proxies such as media research, although this can never be truly
representative of stakeholder opinion.

Involve stakeholders directly in assurance: Ultimately, your company
should try to develop stakeholder-inclusive assurance. A small group of leading
companies is currently trying to do this. You may be able to learn from what
they are doing.

One example is Royal Dutch/Shell. The company’s decision to move away
from traditional assurance and use a stakeholder panel in its 2005 sustainability
report attracted a lot of attention. The company justified its move on the basis of
an historic lack of challenge on the scope and completeness of the report from its
previous assurance provider. Shell’s approach seems a healthy development, butits
approach could be given added credibility if the outputs of the stakeholder panel
were clearly integrated with a thorough review by a professional sustainability
assurance provider. In this way, the panel could draw upon the providers
systematic, evidence-based analysis in reaching its conclusions.
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7.7 Case study - Kesko 28

Leading Finnish retail organisation Kesko is one of the pace-setters in CSR
report assurance.

For its 2006 corporate responsibility report, it used a specialist assurance
provider who carried out its assurance activity with reference to the AA1000
Assurance Standard. As a result, the provider assessed the report against the
principles of materiality, completeness and responsiveness.

The assurance process involved extensive interviews with senior managers
responsible for issues covered in the report, as well as staff leading the processes
for collecting relevant performance data. The assurance provider also carried out
a systematic check of the accuracy of data and claims in the report.

The final assurance statement was clear and frank, and was not constrained
by the conservative language often used by the traditional accountancy firms
in their statements on the grounds of presumed liability. Instead, it provided a
meaningful assessment of the quality and range of the report and gave constructive
recommendations for improvement in Kesko’s CSR programme.

As part of the assurance engagement, the assurance provider participated
in processes to develop Kesko’s approach to determining its material issues for
management and reporting, and also in further embedding CSR in its purchasing
processes. It also carried out benchmarking of Kesko’s accountability using the
Accountability Rating? methodology. In its assurance statement, the provider
made clear it had been involved in this work as part of its contract.

7.8 Case study - AZ Mining - Assurance

In response to AZ Mining’s first CSR report, stakeholders called for future
reports to be subjected to independent assurance. So in the second cycle of
reporting, Jane persuades the CSR steering committee to commit to obtaining
assurance of the next report.

AZ Mining is particularly keen that assurance be responsive to the
stakeholders who expressed an interest in assurance. These stakeholders
tended to either be CSR professionals or investors. Both groups were

28 The Kesko corporate responsibility report — available in the ‘Responsibility’ section of the
Kesko website — www.kesko.fi
29  www.accountabilityrating.com
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interested in assurance processes against a recognised standard. Therefore, AZ
Mining seeks an assurance provider who can conduct the assurance against
the AA1000 Assurance Standard.

Jane commissions the assurance provider early in the reporting cycle so
that significant findings from the assurance team can be used to inform the
writing of the report. In this way, the assurance process becomes interactive
and the findings from the assurance are not a surprise when the report is

finalised.

After discussing the report with the assurance provider, Jane agrees to the
provider conducting a small number of interviews at site level to spot check
the data and validate the data collection systems and materiality processes.
This approach limits the cost of the assurance work, but allows the provider
to give a definite opinion on the accuracy and completeness of the report.

In addition, the assurance provider interviews senior managers to
understand management processes, company strategy and priorities, and
future plans for the CSR programme.

Although AZ Mining wants the assurance statement to give positive
statements about its CSR programme, it recognises that a transparent
and constructively critical assurance statement will help win the trust of

stakeholders.

So when the report is published, the assurance statement included within
it gives not just the assurance provider’s appraisal of the report’s accuracy and
completeness, but also broad recommendations to address perceived areas for
improvement.

To help AZ Mining make progress on these issues, Jane also asks the
assurance provider to give detailed recommendations and guidance for its next
reporting cycle. These are reviewed at the CSR steering committee meeting.

By now, Jane has helped AZ Mining establish a solid CSR programme.
The company has gone from being a relative novice in managing its impacts
to one that is starting to put responsible practices at the heart of its business.
This is a significant achievement, and one that is enabling AZ Mining to
realise many of the benefits of being a responsible corporate citizen. It is also
an impressive accomplishment for Jane’s CV.

97



AA1000AS 75, 87, 88, 90

AccountAbility 5, 16, 28, 74, 87, 88

Accountability Rating 5, 78, 84, 96

AZ Mining 12, 23, 24, 25, 40, 41, 42, 43, 55, 56, 57, 70, 71, 72, 81, 82, 96,
97

Cadbury report 46

Combined Code 46

Companies Act 2006 1, 47,73

csrnetwork 5, 17, 25

Electricité de France vi

Equator Principles 11, 21

General Motors 69

Global Sullivan Principles of Social Responsibility 21, 70
International Labour Organisation’s Declaration on Fundamental Principles and
Rights at Work 21

ISAE 3000 87, 88

ISO 14001 60, 66

ISO 26000 60

Kesko 96

Leaders 41

Materiality matrix 17, 25

New York Stock Exchange Corporate Governance Standards 47
NovoNordisk 88

OECD Guidelines for Multinational Enterprises 21, 22
OHSAS 18001 60, 66

Policy 69

Remuneration 60

Sarbanes-Oxley Act 2002 47

ScottishPower 54, 55

Standards 47, 74, 87, 88

Targets 59, 60

Training 64, 70

United Nations Environment Programme Finance Initiative 11, 21
United Nations Universal Declaration of Human Rights 21
Veolia Environnement 22, 23

Vodafone 5, 19, 39, 40

98



Acorn: The green link
in your supply chain

Turning over a new leaf...

The IEMA Acorn Scheme provides a new approach to environmental
management systems implementation. It's a step by step approach
providing flexibility and accredited recognition at every stage.
Organisations can engage supply chains in environmental performance
improvements using Acorn, helping to drive better environmental
performance and resource efficiency. The scheme also provides an easy

means of tracking your suppliers’ environmental management progress.

[ ]
I e m a Don't let your suppliers drag down your environmental reputation —

INSTITUTE OF ENVIRONMENTAL
MANAGEMENT & ASSESSMENT find out more about Acorn at www.iema.net/acorn
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