
����������	�
������
��
���
�����	��������

������	��

������������	
�����		���������
�����	����	���
��	����	����
���������������	��
���
����	
���
��	�
	��������������	���	������������
	�������	����������
��������	��	�	��
�	��
��������
	��������
��	�����������	�

���������	����	���
����	�����	����������
�������������	�������	���������		���������
���
���
���
������
��
���������������	�����
�����	���������	����	�����



The Association of Chartered Certified Accountants

Certified Accountants Educational Trust, London 2000

Turnbull, internal control and wider
aspects of risk

commissioned by
The ACCA social and environmental committee



©  The Association of Chartered Certified Accountants, 2000

ISBN: 1 85908 324 2

The Council of  the Association of Chartered Certified Accountants and the members of the social and
environmental committee consider this study to be a worthwhile contribution to discussion but do not
necessarily share the views expressed, which are those of the authors alone.  No responsibility for loss occasioned to
any person acting or refraining from acting as a result of any material in this publication can be accepted by the
authors or publisher.  Published by Certified Accountants Educational Trust for the Association of Chartered
Certified Accountants, 29 Lincoln’s Inn Fields, London WC2A 3EE.



Turnbull, internal control and wider aspects of risk

3

 Accountability, transparency, corporate social responsibility:
a new mantra for a new millennium ...................................................................................................................................... 4

1. Corporate governance in a CNN world
(John Elkington and Peter Zollinger – SustainAbility) ........................................................................................... 6

2. Turnbull and reputational risks: an investment view
(Dr Craig Mackenzie – Friends Ivory & Sime) ........................................................................................................ 7

 3. Risk analysis and management: the role of dialogue
(Dr Simon Zadek –  AccountAbility) ........................................................................................................................ 8

4. Environmental and reputational risk in the annual report and accounts
(Roger Adams – ACCA) .............................................................................................................................................. 9

5. The implications of  Turnbull: a corporate view
(Dr Chris Tuppen – BT) ............................................................................................................................................ 10

6. Managing reputational risk
(Dr John Browne – PwC) ......................................................................................................................................... 11

7. Managing risk: a case study in the National Health Service
(Nigel Woodcock, MSc., FCCA) ............................................................................................................................... 12

8. Turnbull and your company: identifying and managing the risks
(Rachel Jackson –  ACCA and Dr Chris Tuppen – BT) ...................................................................................... 13

Appendix 1:  Website addresses ........................................................................................................................................... 15

Appendix 2:  ACCA social and environmental committee ............................................................................................. 16

Contents



Turnbull, internal control and wider aspects of risk

4

This short report seeks to illustrate some of
the wider implications of the Turnbull report –
especially as it relates to social, environmental
and sustainable development risk issues.   A
number of involved practitioners set out their
views on what Boards of Directors really do
need to know about Turnbull – but probably
won't be told by their finance director!

The first stage in the process of increasing the
transparency and accountability of UK boardrooms
began in 1991 with the issue of the Cadbury
Committee report on the financial aspects of
corporate governance. Cadbury was followed by
Greenbury and Hampel.  All these recommendations
were then compressed by the London Stock
Exchange in 1998 into what is now known as ‘The
Combined Code’ .

More recently, the call for standardised, transparent
corporate reporting on environmental and social
performance has become more strident. Report users
— such as investors and non-governmental
organisations — have voiced concerns over their
inability to compare companies based on factors
other than financial performance: factors such as the
blend of economic, environmental and social aspects
that comprise sustainability.

The latest link in the UK corporate governance chain
is the September 1999 publication – Internal Control:
Guidance for Directors on the Combined Code  –
otherwise called, after its chairman (Nigel Turnbull,
Executive Director of Reed Plc), the ‘Turnbull Report’
(Turnbull).

Turnbull's guidance is based upon the adoption by a
company's board of a risk-based approach to
establishing a sound system of internal control, and on

Accountability, transparency, corporate social
responsibility: a new mantra for a new millennium.

reviewing its effectiveness. This should be
incorporated by a company within its normal
management and governance processes. The span of
internal control contemplated by Turnbull stretches
wider than financial controls, to encompass social and
environmental issues – matters that have recently
come to be grouped together under the generic
heading of ‘reputational risk’.

A wider view of corporate governance?

It is worthwhile noting that 1999 also marked the
launch of the UK Government's Company Law
Review consultation paper – a key element of which
concerns the responsibilities of company directors to
external stakeholders.  The revised CLR consultation
paper, issued in March 2000, stresses on the value of
reputation and sets out new reporting proposals
covering aspects of social and environmental
performance.  Another relevant issue is the recent
change in UK law (3 July 2000) that requires pension
fund trustees to include, in their Statement of
Investment Policies, a comment on the extent to
which they take social and environmental issues into
account in determining their investment policy.

Throughout the history of the corporate governance
debate there have been many calls for companies and
financial institutions to adopt a wider notion of
corporate governance – a view that goes beyond
board level structures and executive pay issues, to
embrace the full range of risks facing an enterprise,
including risks arising from ‘non-conventional’ sources
such as environmental, social, ethical, human rights and
child labour issues.

While not addressing either social or environmental
issues directly, Turnbull nevertheless provides a
welcome response to demands for a fresh take on
corporate governance generally.
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The appendix to Turnbull provides some explicit
guidance on risk assessment procedures. The sections
most relevant from a social / environmental
standpoint are the following.

• Are the significant internal and external operational,
financial, compliance and other risks identified and
assessed on an ongoing basis?
Significant risks may, for example, include those
related to market, credit, liquidity, technological,
legal, health, safety, environmental, reputation and
business probity issues.

• Does the company communicate to its employees
what is expected of them and the scope of their
freedom to act?
This may apply to areas such as customer
relations, service levels for both internal and
outsourced activities, health, safety and
environmental protection, security of tangible and
intangible assets, business continuity issues,
expenditure matters, accounting, and financial and
other reporting.

• Are there established channels of communication for
individuals to report suspected breaches of laws or
regulations, or other improprieties?

• Are there specific arrangements for management
monitoring and reporting to the board on risk and
control matters of particular importance?
These could include, for example, actual or
suspected fraud and other illegal or irregular acts,
or matters that could adversely affect the
company's reputation or financial position.

Compliance with Turnbull will require a board to
consider all the above issues and more. It may well be
that previously marginal accreditation mechanisms
such as ISO 14000 *, SA 8000*,  AA 1000* and the

host of industry charters /standards that now exist
may have a significant role to play in enabling boards
of directors to fulfil their newly enlarged
responsibilities under the Combined Code.

Initially, at least, there may be little by way of
additional disclosure of environmental or social issues
in the annual report and accounts, but Turnbull holds
out the hope that internal processes and procedures
will be strengthened and, as a result, performance will
be improved.  And when performance, of whatever
sort,  is improved, eventually companies will wish to
talk about it.

ACCA and ISEA hope that the views expressed in
this short report resonate with the views of
companies and their advisers. In our joint view,
disclosure of broader risk-related issues is
fundamental to the principles of accountability and
transparency. Companies that hide behind a narrow
definition of corporate governance and risk will be
doing themselves a disservice as the ability of
stakeholders to penetrate that shield increases.  As
both Shell and Nike have found, openness is definitely
the best policy when it comes to developing
sustainable long-term relationships with stakeholders.

*Appendix 1 provides the website addresses of the
organisations, initiatives and companies referred to
throughout this publication.
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1. Corporate governance in a 'CNN world'
John Elkington and Peter Zollinger, SustainAbility

For decades, business resisted demands for greater
corporate transparency in such areas as business
ethics, environmental and social performance and
other societal priorities.  More recently, the market's
insatiable demand for social responsibility and risk-
related information has given the corporate
disclosure trend a real boost – and will continue to
do so. But, this is not the only energy now working to
flip the predominant paradigm from 'closed' to 'open'.

People in developed and developing countries alike
are deeply concerned about a future shaped by
globalisation, capitalism and giant corporations.  As
national governments seem to lose whatever is left of
their power to hold key parts of the private sector
accountable, the question arises as to who should
design the necessary global checks and balances – and
how.

Politicians and business leaders who ignore these
signals risk seeing the global economy collapse back
into nationalistic, protectionist regional enclaves.
Democratic, sustainable global governance systems
are urgently needed.  New information technologies
and open borders mean that companies now live in a
'CNN World' which renders most forms of economic,
environmental, and social abuse increasingly visible.

All this may seem a long way from the proposals
made by the Turnbull Committee, but political and
business leaders would be well advised to pay greater
attention to the corporate governance debate in the
UK, one of the world's most interesting laboratories
of corporate governance experimentation.  Among
recent UK inquiries have been those resulting in the
Cadbury, Greenbury, Hampel and 'Tomorrow's
Company' reports.

Most recently, the Turnbull guidelines suggest that UK
boards and directors will need to understand risk
management in a much broader context.  This impetus
should help those trying to encourage boards to think
not only about sustainable development’s 'triple
bottom line', which requires companies to focus on
the economic value they add, but also about the
environmental and social value they add – or destroy.

Boards will have to learn to operate in what will
increasingly feel like a goldfish bowl.  Sustainable
development may be a contributing factor towards
this more transparent way of operating, but the
combination of intensifying investor scrutiny and the
‘CNN World’s’, promise to be an even more powerful
driver.

Already, the centre of gravity of the sustainable
business debate is shifting from public relations to
competitive advantage and corporate governance and,
in the process, from factory fence to the boardroom.
The new definition of corporate risk will oblige board
of directors to address such issues as health, the
environment and ethics.  On the international front,
they will need to apply the same standards for joint
ventures and other partnerships.

The ability of business leaders and of corporate
boards to pick up and amplify 'weak signals' in their
business environment will be an increasingly crucial
factor determining which corporations are, and can
remain, globally competitive.  Fundamental to this
ability to detect and analyse weak signals will be the
scope of internal controls, as well as the composition
of each board and particularly the role of outside or
non-executive directors.  So, as the twenty-first
century gets into its stride, the make-up and activities
of corporate boards will be in the spotlight as never
before.

John Elkington is Chairman of SustainAbility and
of ACCA's social and environmental committee,
and author of Cannibals With Forks: The Triple
Bottom Line of 21st Century Business (Capstone
1997/99).  Peter Zollinger is Director of
SustainAbility's TRIMARAN programme on
corporate governance and sustainable
development.
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2. Turnbull and reputational risks: an
investment view
Dr Craig Mackenzie, Ethics Unit Director, Friends Ivory & Sime

Investors are more sensitive than most to the risks
companies face.  After all, it is their capital that is at
stake if things go wrong. Judgements about the risks
and opportunities companies face, and about whether
the markets have properly taken these risks into
account, form a core part of the financial analysis and
portfolio management process.

If Turnbull is implemented in the spirit intended it
should be extremely useful to the fund management
community.  Following a thorough implementation of
Turnbull, many companies will be in a much stronger
position to explain to their investors the risks that
they face and the steps they have taken to address
them. In theory, with better risk management
information there should be fewer surprises for
investors, and so a lower cost of capital for
companies.

One area that deserves particular attention in this
context is Turnbull's suggestion that companies should
identify, evaluate and manage all their risks, not just
the narrowly financial ones. In particular, Turnbull
proposes the need to consider non-conventional risks
such as the risks relating to 'environmental, reputation
and business probity issues'. Few would deny that a
company's reputation with its customers, employees
and business partners is one of its most important
assets. There is also survey evidence showing that
companies consider damage to their reputation as
one of the most significant risks that they face. At
present, however, few companies or investors do
much systematically to understand this kind of risk.

The lack of systematic analysis of this issue in the
investment community is a problem because it means
that companies receive little encouragement from
their investors to assess and invest in their reputation
with their stakeholders. Indeed those companies who
have sought to set up substantial stakeholder
management systems complain that investors can be
actively discouraging of their work. This negative
attitude should come as no surprise given the lack of
analysis of the asset value of reputation by investors.

There are promising signs that UK investors are likely

to be much more interested in environmental,
reputation and business probity issues than they have
been in the past.  A recent amendment to the 1995
Pensions Act requires pension funds to state the
extent to which social, environmental and ethical
issues are taken into account in investment. This
affects several hundred billion pounds of pension
assets and is likely to cause a number of major
pension funds to require their fund managers to give
much greater emphasis to these issues. The
Sainsbury's and BT pension funds have already made
positive announcements in this regard.  Asking tough
questions of companies about Turnbull
implementation on environmental, reputation and
business probity risks could provide an attractive way
for pension funds to respond.

One reason why the Turnbull requirements are a
particularly attractive focus for investors' interest in
social, environmental and ethical issues, is that
Turnbull is a corporate governance issue. For some
time now institutional investors have been exhorted
to use their influence and vote their shares in favour
of good practice on corporate governance. Indeed, at
the instigation of the Department of Trade and
Industry, the 1995 Pensions Act has also been
amended to require pension funds to disclose their
corporate governance voting policy. Pension funds and
other institutional investors are likely to consider that
Turnbull good practice compliance ought to be one of
the issues that their corporate governance voting
policy should consider.

Historically, detailed attention to environmental,
reputation and business probity issues among
investors has been confined to small, unconventional
'ethical' investment funds. For the first time, Turnbull
and recent changes to the Pensions Act could place
these issues firmly on the mainstream City agenda.

Dr Craig Mackenzie is Director of the Ethics Unit
at Friends Ivory & Sime, the asset management
subsidary of Friends Provident, the European
market leader in socially responsible investment.
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3. Risk analysis and management: the role of
dialogue
Dr Simon Zadek, Chair, Institute of Social and Ethical AccountAbility

Recent years have witnessed a quiet revolution in how
leading organisations are being managed to enhance
their overall performance. Companies are increasingly
responsive to stakeholder interests, particularly those
that can damage or enhance the value of their intangible
assets, which are both a growing proportion of most
companies market value and an embodyment of their
prospects for future success. These changes have been
partly driven by pressures from customers, employees
and, increasingly, investors to respond to social and
environmental expectations, which in turn create new
risks and opportunities. More generally, businesses are
increasingly using value-based approaches to
management to navigate their geographically, culturally
and otherwise 'extended enterprises' through
increasingly complex social, political and economic
environments.

Conventional measurement, management and quality
assurance tools are largely inadequate for assessing
and managing risk associated with emerging social and
environmental factors that can affect financial
performance. Companies are therefore seeking new
tools and underlying approaches that allow them to
meet the requirements set out by Turnbull, and that
are consistent with good business practice.

Companies are establishing strategic and operational
management processes and systems that will ensure:

• an alignment of their policies, systems and
activities with their values

• that they learn about the actual and perceived
impacts of their activities

• a more effective management of risks associated
with actual and perceived social and environmental
impacts on business process
and

• that they inform stakeholders to enhance their
engagement and overall value added through
reputational gains.

Central to leading edge approaches to understanding
and managing risk more effectively is stakeholder
dialogue. Dialogue can serve the purpose of assessing
and more effectively managing aspects of risk by
building trust with key stakeholders; acquiring critical
information about future societal and so market

trends; and reaching greater consensus with
stakeholders as to what they think constitutes
appropriate business purpose and behavior. Ultimately,
dialogue, when handled effectively, can influence views
and behaviour of stakeholders and the company itself
in ways that enable performance improvements in
both the short and the longer term.

There is, however, growing concern about the quality of
existing dialogue and associated practices. Civil society
organisations, the media and opinion leaders are
challenging their inclusivity, completeness and meaning.
Adopting organisations are concerned as to their
usefulness in strengthening their ability to manage,
improve and communicate about their performance.
Poor quality dialogue can reduce its value for risk
analysis, and indeed can actually damage reputation.

These concerns have led to a growing number of
accountability standards and management systems
developed through partnerships between business,
governments and international agencies, and civil
society institutions.  AccountAbility 1000 (AA1000) is
currently the leading standard that places the
principle of inclusivity at the heart of a management
and quality assurance framework that covers all
aspects of the business process. In doing so,  AA1000
provides a basis for maximising the productive use of
stakeholder dialogue for risk assessment and
management by linking it to a broad framework of
measurement, accounting, auditing, verification and
public disclosure. Furthermore,  AA1000 is consistent
with specialised standards such as the Global
Reporting Initiative Sustainability Reporting
Guidelines and a standard for monitoring labour
standards in global supply chains, SA8000.

Standards such as AA1000 will assist businesses in
using stakeholder dialogue for effective risk analysis
and management.

Simon Zadek is Chair of the Institute of Social
and Ethical AccountAbility, on the Steering
Committee of the Global Reporting Initiative and
Visiting Professor at the Copenhagen Business
School. He can be contacted at Zadek@csi.com
and http://www.zadek.net.
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4. Environmental and reputational risk in the
annual report and accounts
Roger Adams, Head of Technical Services and Research,  ACCA

Environmental and social disclosures are on the
increase in annual reporting: according to the 1999
PIRC annual survey of the UK's FT 350 companies,
70% of companies report in some form on
environmental issues relating to their business (with
over 90% of the FTSE 100 doing so).

As is suggested elsewhere in this report, however, the
principal customers for the annual report and
accounts package may not be directly concerned with
the finer details of environmental performance, but
with high-level risk, governance and assurance issues.
For such users, environmental issues may be
amalgamated into a general concern over so-called
reputational risk (which may be affected by sub-
standard ethical or employment practices).

Marta Suranyi of Forum for the Future argues that
the main task in terms of the articulation of the case
(for the relevance of environmental considerations for
investment analysis and decision making)  is

 ‘the creation of a coherent conceptual framework that
is as watertight as our current level of knowledge
permits, and the presentation of the case based on
that in a language and style the financial community
itself uses. The "story" might revolve around two key
components – (short-term) financial relevance and
strategic relevance.’

The governance and assurance disclosures suggested
below seek to provide a framework for the
identification and analysis of those areas of
environmental and reputational risk that could lead to
financial liability or loss. These disclosures would at
once be part of meeting the requirements of the
Combined Code on Corporate Governance, as well as
contributing to the fulfilment of the requirements of
the Accounting Standards Board for the Operating and
Financial Review statement.

Environmental / social governance
Investors require assurance that a company is meeting
all necessary obligations arising from its stated
environmental and social policies: in particular, that it
manages its operations in ways that meet relevant
legal regulations and minimise its exposure to any
potential environmental liabilities or reputational risk.

Disclosures should include the name of the individual
with board level responsibility for the environment
and the internal reporting structure.

Assurance mechanisms
Companies adopt different mechanisms to provide
the assurances required as to future liability and risk.
These mechanisms can include accreditation under
internationally recognised management systems
standards such as ISO 14000, EMAS  and SA 8000/
AA1000. Disclosure of accreditation under external
standards not only facilitates a level of risk
management assurance, but also enhances the wider
corporate reputation by demonstrating sustainable
and socially responsible business practices.

Of particular importance from the strategic viewpoint
are the potential financial impacts of new or  impending
legislation and potential reputational damage arising
from poor ethical, environmental and employment
practices – in both UK and international operations.
Relevant disclosures could relate to globally applied
standards, legal compliance, continuous improvement
and long-term strategic objectives.

Conventional financial considerations
In addition to the forward-looking disclosures
outlined above, companies should also consider the
following disclosure areas relating to current
operations:

• environmental operating / capital costs
• provisions in respect of contaminated land and

impairment assets
• provisions for the de-commissioning of long-lived

assets
• contingent liabilities in respect of potential

environmental liabilities to third parties.

Roger Adams is the ACCA’s Head of Technical
Services and Research.  He is a member of the
Environment Task Force of the Fédération des
Experts Comptables Européens (FEE), a steering
committee member of the Global Reporting
Initiative and editor of the Environmental
Accounting and Auditing Reporter.
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5. The implications of Turnbull: a corporate
view
Dr Chris Tuppen, Head of Substainable Development and Corporate Accountability, BT

In understanding the implications of Turnbull it is
important to distinguish the actual requirements of
Turnbull from some of the hopeful expectations.

It is quite clear that there is a welcome trend for
corporate social responsibility issues to become more
ingrained into corporate governance requirements. It
is worth reminding ourselves, however, as to the
prime objective of Turnbull, and that is to establish a
system of risk management and internal controls in
order to safeguard shareholders' investments and the
company's assets.

In terms of reporting, the company has to report that
the appropriate processes to identify, evaluate and
manage significant risks are in place, that the Board is
responsible for them and has reviewed their
effectiveness, and that they have taken reasonable
measures to suitably manage (not eliminate) any
identified significant risks. However, the company has
no obligation to disclose the identified risks. It is also
entirely up to the company to decide how to establish
the processes of risk evaluation, although it is likely
that the external auditors will have a view on the
internal procedures.

There are two main possible exposures for a
company in respect to environmental and social
responsibilities. The first concerns potential future
liabilities arising, for example, from clean up costs
resulting from past pollution, or from civil action by
employees or customers whose health has been
affected by the company's operations or products. The
second concerns the company's reputation. This takes
many years to build up but can be dramatically lost
overnight and is often one of the company's most
valuable intangible assets.

In both cases the level of risk is a factor of two parts
– on the one hand the severity of the consequences
and the other the probability of it happening.  Where
the consequences are severe or the probability of it
happening high, then the risk is probably significant.

In terms of process, the first stage is to identify the
issues of relevance to the business. Useful inputs can
be internal audit results, relevant legislation,

questionnaires from ethical investors, stakeholder
consultation, media coverage and guidelines on non-
financial reporting such as those being developed by
the Global Reporting Initiative. Never forget that the
people who are most likely to be aware of the main
areas of risk are the employees, even if sometimes
they would prefer not recognise them!

The second stage involves identifying those issues of
most concern to the business. For environmental
matters this should have close links with the aspects
register of ISO14001.

The third stage concerns evaluating probability. This
may mean calculating the probability that a damaging
incident may happen and/or determining the
likelihood of public exposure. Here it is important to
have access to expert advice, good information
networks and measures of internal awareness of
personal responsibilities within the business. Of
course successful companies will be those that have
established procedures for minimising the identified
risks through processes of continuous improvement.

It is quite possible for companies to do all this
without the publication of specialist social and
environmental reports. However, the process of
reporting can be a useful part of providing assurance
to the Board and others – especially when the
reports are externally audited.  A reporting cycle can
ensure regular comprehensive reviews, it can pre-
empt uncontrolled public exposure and it can
facilitate continuous improvement.

In summary then, social and environmental reports do
not in themselves meet the requirements of Turnbull,
but they can be useful contributors to the
identification of risk and the establishment of
appropriate internal control mechanisms.

Chris Tuppen co-ordinates development of BT’s
global strategy across the social, environmental
and economic dimensions of sustainable
development. He is also responsible for producing
the company’s corporate accountability reports.
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6. Managing reputational risk
Dr John Browne, Director of Reputation Assurance, PricewaterhouseCoopers

A fundamental shift has taken place in the attitudes of
boardrooms towards corporate reputation. The
parallel emergence of instantaneous world-wide
communications, globalisation and stakeholder
activism have turned the management, protection and
enhancement of reputation into arguably the greatest
and most complex corporate challenge of the modern
era. This also makes reputation a critical risk area for
meeting the Turnbull guidelines for effective internal
control. Turnbull refers explicitly to ‘health and safety
and environmental, reputation, and business probity
issues’.

Research by PricewaterhouseCoopers consistently
shows that corporate reputation occupies a central
position on the strategy radar screens of senior
management. Reputation, in our view, will be a key
competitive differentiator for the successful company
for the next 50 years. Our experience in working
with company boards to meet the good practice
guidelines of Turnbull is that boards are at least as
concerned with those risks that can damage the
business (or even their own personal) reputation as
they are with risks that can cause immediate financial
loss.

One of the drivers is that stakeholders (those who
have an interest in or influence over the business:
shareholders, customers, employees, business partners
and society at large) are demanding more information,
transparency and accountability. To manage this
demand, companies need review processes so that
directors can control their operations and satisfy
themselves that there is ‘real substance’ behind any
claims they make in their public reporting – real
substance to back up the 'spin' of traditional PR and
branding techniques. It follows, therefore, that any
company seeking to create and protect shareholder
value in the future should have a clear reputation
management strategy in place, or risk seeing that
value eroded and even destroyed.

Progressively, companies may feel the pressure to
demonstrate publicly the reality of their response to
stakeholder questions. Through our work with global
companies and leading non-government organisations,
we have identified areas of best practice in external

and internal social and environmental reporting – part
of an effective internal control framework whenever
significant reputation risks exist.

There is a lot of interest in stakeholder engagement
and a lot of misunderstanding about what it actually
means. In order to be successful, it means greater
transparency in terms of companies identifying and
understanding their stakeholders and their
relationships with these groups. It means encouraging
constructive dialogue with them. It means
benchmarking to measure performance on those
issues that are critical to reputation risk relative to
prior years’ activities and to other companies or
industries.

An interesting development is the possible integration
of social, environmental and economic information in
company reports, with companies striving to relate
their social and environmental performance to
financial performance.  At present, most reports are
more aspirational than reflective of past performance
but even with aspirational reports, pledges and
timelines are well received.

Stakeholders take a close interest in how a company
and its reputation measure up to their criteria, which
may be different from those of the company. Crucially,
they always have the option to withdraw their
resources and co-operation from the company if they
believe it does not measure up.  As a result, it is hard
to overestimate how important it is that companies
demonstrate they have their houses in order as we
begin the twenty-first century.

Dr John Browne is director of Reputation
Assurance at PricewaterhouseCoopers. His team
has global reach and works with organisations on
reputation risk management, corporate social and
ethical responsibility, social reporting and related
matters. Prior to consulting in these areas John
had board level responsibility for reputation and
corporate social impact in the pharmaceuticals,
financial services and food and drinks sectors.
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7. Managing risk: a case study in the National
Health Service
Nigel Woodcock, MSc., FCCA

The National Health Service is an extremely complex
organisation.  As early as 1995, before the Turnbull
report was published, it started addressing
risk management in the broadest sense following the
Cadbury recommendations. However, the framework
is broadly that as outlined by the Turnbull report. In
1997 the Labour government placed a new statutory
duty for quality on all health organisations covering all
areas of ‘risk’,  and was termed Clinical Governance/
Corporate Governance. The two run in parallel in
most provider units (e.g. Trusts, Primary Care Groups,
Ambulance Services ) to cover all risks both financial
and non financial.

Clinical Governance was put in place to provide a
controls assurance mechanism to ensure that
provider organisations have a set of management
systems that embrace all aspects of clinical quality
and financial management. It places accountability and
responsibility on individuals and organisations to put
in place systems for continuously improving the
quality of service to patients while safeguarding high
standards of care by creating an environment in which
clinical care will flourish.

Turnbull requires the board to adopt a risk based
approach to establishing a sound system of internal
control and review of effectiveness that is within its
normal and governance processes. This has individual,
organisational and systemic impacts.

Clinical Governance is not simply a set of
systems, however, it is also about the cultures and
attitude of all who work in the NHS.  For Clinical
Governance to succeed a number of cultural changes
need to be considered. This is equally applicable to the
Private Sector (it requies a new way of thinking that is
risk based).

Foremost are the development of leadership skills
among clinical staff, professional development
programmes that reflect the principles of clinical
governance and the integration of quality
improvement processes.

Clearly then, the implementation of Clinical
Governance will have major implications for providers

of health care. Effective clinical leaders, if not already
established, will have to be educated and trained.
Effective working between clinicians, clinician
managers and managers will need to be further
developed, along-side multidisciplinary team working.
The Trust Board now has a Statutory Duty, when
‘signing off ’ the final audited accounts, to certify that
management has covered all risks in the management
of the Trust and has systems in place to deal with
these risks.

Another statutory initiative from the Department of
Health — controls assurance — is a process to
enable NHS organisations to do their 'reasonable
best' to protect stakeholders such as patients, staff,
and the public.  By assessing themselves against 18
standards, including environmental and waste
management, human resources and transport
standards, the board is able to identify where best to
direct resources in order to eliminate or reduce risk
by generating an action plan for improvement.  In
addition, the annual report must contain a controls
assurance statement.

Nigel Woodcock, MSc., FCCA, is the Finance
Director of Northampton General Hospital
(NHS) Trust.  He is also Vice President of the
ACCA Health Service Society, President of the
ACCA Northampton, Bedford and Luton District
Society and an active member of the ACCA social
& environmental and research committees.
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8. Turnbull and your company: identifying
and managing the risks
Rachel Jackson,  ACCA and Dr Chris Tuppen, BT

A risk present in a company, which has the influence
to cause damage of any type, must be effectively
managed to reduce it and mitigate subsequent liability
and/or damage.  The same applies to potential risks.

Before expending valuable resources in managing the
risk, senior management must first set about
identifying all possible risks facing the company and
then carry out an assessment process to decide which
risks are most relevant and significant to it.  Once the
significant risks have been identified, management
systems can then be improved or established to
reduce them.  Box 1 summarises the three-step
process for managing risks.

           Box 1: Managing risks

IDENTIFY all possible
sources of risk

EVALUATE the significance of
each risk to the company

MANAGE each risk to reduce
probability of occurrence

Step One: Identification of sources of risk

All areas of the business should be looked at to
identify sources of risks within the company
(operational).  Other areas where the business
impacts must also be analysed include upstream

processes (supply chain), downstream processes
(product end-of-life) and external areas (societal).
The following are examples of possible sources of
risks associated with social and environmental
matters in different areas of corporate activity.  They
by no means constitute a comprehensive list and are
offered for illustrative purposes only.

Supply chain risks
Suppliers based in countries that have:
• human rights abuses
• child and forced labour concerns
• living wage issues.
Suppliers that are:
• highly polluting
• using unsustainable production technologies

(e.g. forestry, fisheries etc)
• involved with GMOs.

Operational risks
Operating in countries with:
• human rights abuses
• child and forced labour concerns
• living wage issues.
Unsatisfactory employee satisfaction levels.
Potential to contaminate land.
Involvement with dangerous activities.
Level of noise/visual pollution.
Compliance with environmental and socially-
regulated processes.
Location of sites (urban/rural).

Product risks
The use of unsustainable or hazardous raw
material use in product composition.
Quantity and type of waste produced during
production.
End-of-life disposal methods.
Health and Safety concerns related to product use.
Environmental effects from product use.

General societal expectation
Disclosure of environmental and social.
performance via a report.
Certification to environmental and social
standards.
Statements of business principles.
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Step Two: Evaluation of significance

Once all the possible sources of risk have been
identified, they will need to be evaluated to assess the
level of significance of each one to the company.  The
process of evaluating the significance of each risk can
be done by considering both the severity of the
consequences should the risk become real, and the
probability of the risk actually occurring.  Severity of
consequences could include issues ranging from
written warnings and size of fines and liability, to
clean-up costs, imprisonment and reputation or brand
damage (via product boycotts, NGO campaigns and
media attacks).

Box 2: Evaluation of significance

Step Three: Management of risk

If significant risks to a company are managed
effectively, the probability of them occurring will
reduce, thus removing them from the 'critical zone'.
Environmental management systems such as ISO

Those risks with both severe consequences and a
high probability of occurring should be highlighted and
management systems implemented or improved to
reduce them.  Box 2 below illustrates and summarises
this step.

It is also important to manage risks with severe
consequence but low probability which is why the
critical zone extends to the left but not to the
bottom.

14000 and EMAS could mitigate environmental risks,
and AA1000 would reduce social risks facing the
company.  The following table provides other examples
of how particular risks can be managed effectively.

Risks falling in this 'critical
zone' area must be addressed
immediately by the company.
They must be managed
effectively to reduce each
risk's probability of
occurrence

Key:
Risk to the company
identified and evaluated for
significance

Severity of
consequences

Probability of occurrence

Critical
zone

Rachel Jackson is the social and environmental
issues manager for ACCA. Chris Tuppen co-
ordinates development of BT’s global strategy
across the social, environmental and economic
dimensions of sustainable development.

Risk Possible management approach

Environmental prosecution Establish a relationship with appropriate regulator to help achieve full compliance and help
prepare for forthcoming legislation.

Product design Accounting for the impact of environment and social issues of the product and reducing liability
where any is identified.

Discrimination Calculating the % of employees in various categories and acting where necessary to improve
(race, age, sex, religion) or to meet company policy.
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Appendix 1
Website addresses

AA1000 http://www.accountability.org.uk

ACCA http://www.acca.org.uk/soc_env.html

BT http://www.bt.com/World/society

Company Law Review http://www.dti.gov.uk/cld/review.htm

EMAS http://europa.eu.int/comm/environment/emas

European Commission http://europa.eu.int/comm/environment/index

Forum for the Future http://www.forumforthefuture.org.uk

Friends Ivory & Sime http://www.friendsivoryfunds.com

Global Reporting Initiative http://www.globalreporting.org

ISEA http://www.accountability.org.uk

ISO14000 http://www.iso.ch

National Health Service http://www.doh.gov.uk/riskman.htm

Nike http://www.nikebiz.com

PIRC http://www.pirc.co.uk

PricewaterhouseCoopers http://www.pwcglobal.com/uk

SA8000 http://www.cepaa.org/publications.htm

Sainsbury's http://www.sainsbury's.co.uk

Shell http://www.shell.com

Simon Zadek http://www.zadek.net

Sustainability http://www.sustainability.co.uk
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The ACCA social and environmental committee was formed in September 1999.  Its aim is to bring together
key players in the environmental and social fields to discuss the implications for the accountancy profession of
the emerging debate on social and environmental issues.  Mr John Elkington, director of the UK consultancy,
SustainAbility, chairs the committee.

The committees objectives are:

• to identify and monitor existing standards, legislation and reporting guidelines

• to produce, where applicable, committee-generated position papers

• to formulate ACCA responses to discussion papers, exposure drafts and similar documents issued for
public comment by government and other organisations

and

• to explore and progress the interests of the accounting profession in respect of emerging social and
environmental issues.

Members meet two or three times a year to discuss current topical issues, and smaller working groups meet
more frequently to complete projects the committee sets.

The ACCA website is updated with the committee's progress and information on any reports or papers it may
produce.  http://www.accaglobal.com/soc_env.html

Appendix 2
ACCA social and environmental committee



AccountAbility
Institute of social and ethical accountability

���������	
����
��

����������	
��	��
��
��������
�����	����������

���
����	������������	����
������������	��	�������� !��� ������"��#�	$

���%�&���'()*(�+�(+�+,+(

��$
��%��	����-
��	���
������.	�#.��

������������	
�
����
����

�����/�����
��	����������������	
��	��
�	�
��	�����������������	��
��	��	
�0�
�������0����
���

���	���
����'�00�)�
�����������������	
��	��
��
��������
�����	�����������'���	����������).

���	��
��	��	
�0�
�������0����
�������	���
���

*1�����	��2������3��������	��	���40*��,����� ������"��#�	$

���%�&���'()*(�+,1��56�5

��$
��%��.7
���	�-
��
#�	�
�.�	$

�����������	������


