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1 INTRODUCTION

Socially responsible conduct within the business community has come in focus from
governments, society as awhole, consumers and internally in the business organisations.
Governments around the world applaud and encourage business actors to take on amore active
rolein ‘social’ questions. Consumers' behaviour are affected by the perception of the company
they buy from, with the company’ s reputation for social responsibility as an important aspect in
their choices. What does it actually mean for companies to be socially responsible? The term
Corporate Social Responsibility (CSR) has been the focus of many studies. To fill the notion of
corporate social responsibilities with content has been an important pursuit for various actors
both within industry and academia. The following report is no exception and holds ambitionsin
this respect.

We see two important and interrel ated tracks leading to the core of CSR. To get a picture of CSR
it isvital to have a clear understanding of both these perspectives. The first perspective or track
comes from introduction of the term sustainable devel opment in 1987, and the work that has
been carried out in the UNCED-process" since then. Of special interest is the aspect of
sustainable development that regards the role of business and industry. The second track hasits
origin in business ethics, which has along tradition both within academics and business itself.
Since business ethics has been the basis for most of the CSR discussion to date, the focus here
will be more towards the link between sustainable development and CSR.

The primary focus of thisreport is, however, not on determining what the actual range of
corporate responsibilities should be. Rather, we focus on how companies can work with CSR in a
more concrete fashion. An important part of working with CSR is to discuss and highlight the
values that are to be held as central in one's company. One of the summitsin the World Business
Council for Sustainable Development (WBCSD) resulted in the following statement:

“We believe that companies should declare their own values and talk them through in open and
transparent dialogue with those who have a stake in, or are affected by, their operations — whether
they be central and local governments, IGOs, NGOs or local communities’ (Holme 1998).

In addition to articulating one' s values, it isimportant to have guidelines or principles which
indicate how the company and its employees should behave in order to support the articulated
values. Some companies choose to work out their own guidelines, whereas others ook to codes
of conduct, guidelines or standards made by others. Thereis awide variety of guidelines and
principles and a good overview is given by (Holme 1998, p. 26). Some of the guidelines are
made for actors within certain commercial sectors, but most are kept fairly generic. Thereis no
absolutes to what is the best solution. What is important, is that the companies use the guidelines
actively in an internal process of value identification with involvement of the stakeholders. The
field of CSR has seen a proliferation of initiativesissuing various codes of conducts, and thereis
considerable confusion amongst business actors with regards to which code of conduct to
choose or emphasise. Some members of the business community have stated that a certain code-
of-conduct-fatigue is devel oping. This explains why a wish for a convergence between actorsin
the field on what CSR should consist of is growing®. Furthermore, this has lead to the view that
the appropriate focus now should rather be on how to develop mechanisms to ensure the
implementation of codesin organisation. For codes of conducts and/or social policiesto have an
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effect on company performance, as well as on effective ways of reporting performance to
concerned stakeholders, we have chosen to give a contribution to this question of how one best
can work with CSR in atangible fashion.

The identification of relevant indicators constitutes one important way of ‘walking the talk” and
will be a central focus here. We will look into different questions that should be considered when
implementing CSR-indicators as well as propose some suggested indicators. Stand-alone
indicators - indicators out of a context — are, however, of little or no value and can easily lead to
‘passive reporting’ . Indicators need be accompanied by and integrated into a management
system. Indicators and management system always work in tandem and must influence the
shaping of each other.

This report consists of 4 chapters. In chapter 2 we take sustainable development as a viewpoint,
and follow it from the origin to the present discussion regarding business and responsibility.
Furthermore, we seek to relate the notion of CSR to the one of sustainable development. The
guestion is how CSR is connected to important aspects of sustainable development. Chapter 3
focuses on indicators for CSR. Which considerations should be given when choosing indicators?
The chapter also contains atypology with a set of suggested indicators we feel capture important
aspects of what it means to have a socially responsible conduct. Chapter 4 focuses on what
should characterise a CSR-management system. What is needed to be in place to make identified
CSR indicators an integral part of the running business operations? We aim to give guidance on
the internal structures, processes and resources that would be required to enable a company to be
consistent in the implementation of its principles of ethical conduct.

Appendix 1 presents an historical background for CSR and looks into various strategies business
actors have for working with CSR. Appendix 2 contains alist and description of various actors
and initiatives central within the CSR-field. Appendix 3 contains a more in-depth discussion and
comparison of the SA 8000 and the AA 1000 standard. Appendix 4 discusses the connection
between CSR and Sustainable development, and Appendix 5 is a collection of different
performance indicators companies may look to in order to find appropriate indicators for
measuring their own corporate social responsibility.

Notes for chapter 1

! By the term UNCED process, we refer to the UN report Our Common Future, the Rio Earth Summit in 1992 and
the work that has been carried out within the UN since 1992.

2 This wish for a convergence can help explain why the question whether a CSR |SO-standard should be developed,
isnow being seriously debated.
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2 SUSTAINABLE DEVELOPMENT AND CSR

Both CSR and sustainable development are concepts that play an increasingly important role for
business and industry within the 21% century. In this respect, sustainable development and CSR
are in many cases presented as two different approaches for companies working with
environmental issues, ethical questions or societal responsibility at large.

In this chapter we will show that the two concepts broadly cover the same aspects. We will do so
by analysing the content of the term sustainable development and relate it to CSR. By “relating”,
we mean to examine closely the differences and similarities between the two terms. A more
thorough analysis can be found in appendix 4.

2.1 Our common future (the Brundtland Report)

The idea of sustainable development has survived nearly a decade of rhetorical excess and
academic criticism. From the Brundtland Report Our Common Future to Agenda 21, it has
remained the central goal and guiding norm of environment-and-development policies (Lafferty
and Langhelle 1999). Lafferty and Langhelle argue that just as every country and ideology after
the World War 11 wished to profile itself as‘democratic’, we find the same trend today with
respect to ‘ sustainable development’. The underlying idea of sustainability is, of course, much
older than the 1987 report from the World Commission on Environment and Development. It s,
however, only since the publication of Our Common Future (WCED 1987) that sustainability,
coupled to the notion of ‘ development’, has become so important. Lafferty and Langhelle put it
thisway: “Pity the politician, the party programme, the long-term plan or the international
agreement which does not pay respect to the idea. The prospect of a ‘ non-sustainable society’ is
on a par with that of a non-democratic society. It's simply not on.” (p.1)

But what is sustainable development about? Isit possible to give a precise definition? How
should the term be interpreted to give guidance in everyday policy? Thereis, unfortunately, a
tremendous diversity in the numerous interpretations (Hayer 2000, Aall 2000, Lafferty and
Langhelle 1999). Competing understandings of ‘ sustainable development’ are surely as
numerous as competing understandings of ‘democracy’. One of the reasons for this diversity is
the inconsistent use of the term within the Brundtland Report itself. Here we can find at least six
different definitions of the term, all of them mutually exclusive. No wonder researchers and
politicians are confused. In addition to the variety of definitionsin Our Common Future itself,
Hoayer and Aall (1997) suggest that there has been a battle between different groups that all want
to “own” the term. Both politicians and professionals have been active in thisfight.

Although there seems to be some inconsistency about the term within the Brundtland Report,
there can be no doubt that this report has become the point of reference for every debate,

political or professional, on sustainable development (Lafferty and Langhelle 1999). Despite the
academic and political differences regarding the term, it is possible to highlight some basic key
characteristics (Aall 2000):

ecological sustainability

development

equity between generations

equity within the same generation
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The first characteristic is often referred to as the ‘ environmental’ part of sustainable
development, while the next three sums up to the social part. Sustainable development has
therefore an environmental part aswell as a social dimension. The minimum requirements for
sustainable development are that the natural systems which supports life on Earth, atmosphere,
water, soil, and other living beings, are not endangered (WCED 1987:45).

2.2 RiodeJaneiroand Agenda 21*

One of the important messages from Our Common Future was launching a plan for an
international conference in order to discuss the content in the Brundtland Report. The conference
took place at the Earth Summit in Rio de Janeiro in 1992. 178 countries were represented and
more than 100 Prime ministers participated. At the end of the Summit five different documents
were signed and agreed upon. One of these documents was Agenda 21.

Agenda 21 is no less than a comprehensive ‘action plan’ for achieving sustainable devel opment
in the 21st century. According to Lafferty and Eckerberg (1998) one of the most characteristic
features of the whole UNCED processisthe goa of bringing together key social actors for joint
co-operation efforts on vital issues of environment and development. Let us take a closer look at
what Agenda 21 prescribes for a sustainable future. It isinteresting to notice that sustainable
development covers al the topics that have been put forward in the CSR debate.

e Chapter 29 in Agenda 21 (“ Strengthening the role of workers and their trade union”)
deals with worker, or labour, rights.

e Chapter 24, 25 and 26 deal with human rights and the specia actions that should be taken
to safeguard these rights for women, children and youth and indigenous people.

e Agenda 21 strongly underlines the need to bring all relevant parties (stakeholders) in a
co-operation towards sustainable development. Thisis the case for non-governmental
organisations (chapter 27), the local authorities (chapter 28) as well as employees and
affected people in the community (chapter 30).

e The ethical responsibility for business and industry is put forward in chapter 30.

There can be no doubt that safeguarding the environment is avital part of sustainable
development. Thiswas strongly put forward in the Brundtland Report, and the message is still
clear in Agenda 21.

2.3 Therelationship between Sustainable development and CSR

There are many different ways of looking at the relationship between Corporate Social
Responsibility (CSR) and Sustainable Devel opment and the impact on the role of business and
industry. However, there are, in our opinion, no major substantial differences between CSR as
we have described it in this report and sustainable development asit originally was presented in
Our Common Future. Or to put it another way: every aspect of CSR should already be covered
by sustainable development.

The major themes in sustainable development are also the main aspects of CSR. These themes
are:

concern for the natural environment
concern for labour (employees)
concern for human rights

concern for the wider community
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e stakeholder involvement
e business ethics

Thisimplies that whether a company chooses to take a corporate social responsibility pathway or
they go on to fulfil the commitments derived from sustainable development, there would be no
difference in practice. In both cases the company seeksto act in the interest of the society,
including environmental protection, securing labour rights, communicating with stakeholders,
acting in the interest of the involved communities, and promoting human rights.

In aresearch report from Association of British Insurers (ABI 2001) concerning CSR they put it
thisway (and we strongly agree):

“Sustainability is another common term in this context. It is sometimes connected mainly with the
environment, but has come to embrace social and economic issues as well, as embodied in the
concept of the ‘triple bottom line’, which brings together social, environmental and economic
objectives. In this sense sustainability and social responsibility are broadly interchangeable.” (page
3)

There are, however, two nuances worth noting about the relationship between sustainable
development and CSR. First, as we aready have touched upon, that sustainable development has
been understood to be dependent on a strong involvement from the Governments. An active
governmental role has not been emphasised to the same extent with regardsto CSR. The view
that self-regulation and voluntary commitment from companies are more appropriate than
governmental regulations is the most predominant one. Secondly, even if it is our opinion that
CSR and sustainable devel opment mainly have the same implications for corporations, there is
no consensus on this. While defining CSR and the social dimension of sustainable devel opment
as equal has many supporters, referring to sustainable development as mainly an “environmental
thing” aso has strong defenders. Nonetheless, our view is that in practical work CSR and
sustainable development imply the same commitments and actions.

Consequently, Corporate Social Responsibility can be understood as a company's strategy on
how to work towards sustainable development. This understanding of CSR and Sustainable
Development is also supported by World Business Council for Sustainable Devel opment
(WBCSD) 's definition of CSR:

“Corporate socia responsibility isthe commitment of business to contribute to sustainable
economic development, working with employees, their families, the local community and society at
large to improve their quality of life.”

For amore in-depth discussion of Sustainable Development and CSR, please see appendix 4.

Notes for chapter 2

! Information about Agenda 21 can be found on: http://www.un.org/esa/sustdev/agenda2l.htm.
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3 ORIENTORSAND INDICATORS

Choosing theright indicators is akey activity in establishing an effective CSR Management
System. A limited amount of afew vital indicators should be defined to ensure that the CSR
goals are met. The indicators should be based on the stakeholders needs and they should be
representative for the business which the company operates. Products, processes, activities and
services should be considered when deciding on indicators on which to report.

An indicator can tell something about what is achieved, what is done to achieve this or what is
the status or condition of a particular system. Indicators are meant to translate otherwise
inaccessible quantitative and qualitative data/ facts to more understandable and useable
information. It isimportant that the choice of indicators is reasonable and possible to monitor.
They should be suitable to the defined purpose and objectives of the system and to the company
activities. Indicators should represent something that the company influences (e.g. not ail prices)

In this chapter we will focus on three tasks. Firstly, we give an introduction to the term indicator.
Thisimplies a presentation of important aspects regarding what an indicator is, what it does and
what should be considered when using an indicator. Secondly, we will present a number of
orientorsthat describe the basic aspects of Corporate Social Responsibility. Aswe have shown
in the previous chapter, these orientors also cover the main aspects of sustainable development as
it is applied to business and industry. The point isto capture what CSR redlly is about. Which
main themes or areas can be found within CSR? Or to put it in another way: What is, or should
be, the social responsibility of a company? We will do so by constructing atypology for CSR-
orientors. Finally, we will give examples of one or two core indicators for each orientor
typology. Both the orientors and the core indicators are based on the work carried out by a
number of different institutions as they are presented in Appendix 2.

3.1 Indicator systems. Principles and requirements

Theterm indicator is derived from the Latin verb indicare, which means to point out or
proclaim. It is a device meant to draw our attention to something, such as a needle on an
instrument or awarning sign. We use the verb indicate and the noun indication in everyday
language, but without all its aspects being apparent. Consequently, the purpose of the indicator is
asimplification of more complex phenomena and connections. We apply the following
definition to the term indicator:

Anindicator isasimplified expression for complex phenomena and connections in aform which
makes it possible to quantify these. Indicators are used to attain, facilitate, or promote
communication around such phenomena and connections, but in such away that their significant
properties are not 1ost.

This gives an indicator three magjor functions. (1) simplification, (2) quantification, and (3)
communication. The superior function is communication, and simplification and quantification
are means to attain this end. Communication is about relations between sender and receiver.
Admittedly, there may be many different types of receivers. They may be environmental experts
and bureaucrats on a national level. They may be various groups of external stakeholders or
shareholders, or the management board or employees in the company. Within one and the same
phenomenon, no set of indicators can be developed to communicate just as efficiently to all
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groups. For some, the indicators may even be meaningless or completely incomprehensible. This
underlines the fact that indicators must be devel oped in relation to the groups and actors with
which communication is primarily intended, which we call the primary target groups of
communication. Thisis an issue that will be dealt with |ater.

On the other hand, what isimplied in the term communication is not unambiguous. It may serve
various purposes. It may, for example, simply be a question of informing the general public of
development trends and current situations. However, it may also be included in a more targeted
context, such as initiating debates or providing information to critical decision processes, or
possibly forming the basis for a company to head in a certain direction. Once again the
formulation of the indicators will be linked to the types of primary purposes the communication
IS meant to serve.

Basic typesof indicators

As stated above, indicators are smplified expressions for more complex phenomena and
connections. This gives arelation between indicators and what we may call basic data. They
must in one way or another be based on quantified basic data. Higher up in the hierarchy we may
talk about indices. These are again based on indicators and are related to the latter asthe
indicators are related to basic data. Normally an index is supposed to give both a simplified and
guantified expression for amore complex composition of several indicators. Thisisillustrated in
Figure 1

Index

Indicator

Processed basic data,
f.ex. statistical processing

Basic data,
f.ex. measurements

Figure 1 From Data to I ndex. An indicator pyramid (After: Macgillivray and Zadek 1995)

An indicator may be developed from basic data (and processed basic data) in avariety of ways.
A distinction can be made between four major categories— or basic types— of indicators,
dependent on how they are developed from basic data, asillustrated in Figure 2 below. It is
necessary to point out that the four basic categoriesin the figure are given an ideal-typical
limitation. In practical terms pure categories will be rare.
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ndicator Indicator Indicator Indicator

Data | Data | Data | Data | Data | Data | Data | Data |

NN N\ LT

Indicator Indicator

Indicator

Data Data Data Data Data Data

Indicator | ndicator

Figure 2 Major categories (basic types) of indicators (After: Mitchell 1996)

Along a somewhat different dimension, afifth basic type may be included: Surrogate or analogy
indicators. Thisisthe case when datais missing, isinadequate or not easily accessible, but we
still want to express the phenomenon by means of indicators. In that case the surrogate will be
based on what is available of good and practically accessible datawithin alimited area, and at
the same time include as much as possible of what we would like to express.

The basic requirements — quantification, substance, and resonance. Cold and hot
indicators.

In our opinion, indicators are most useful when they are quantified. There is no absolute
consensus of such a quantification requirement in international debate. Some think it is
meaningful to use aterm of qualitative indicators for relatively broad, non-quantified
expressions, which may still function as sufficient suggestions for complex phenomena and
connections.

The four categories— or basic types of indicators shown in Figure 3 express various degrees of
the simplification, Specific indicators represent the lowest degree of simplification, whereas they
are the highest when we apply key indicators. By simplifying, aspects of the knowledge
embodied in the basic data will necessarily be lost. The challenge liesin reducing the lossto a
minimum, at the same time attaining the necessary degree of communication . The devel opment
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of indicators must therefore take place in a balance between the substance requirement and the
resonance requirement. By resonance we mean the ability of the indicators to communicate
information successfully to the relevant target groups.

In order to make the indicators useful information sourcesit is not enough that they are accurate,
the information must also cause resonance for or within the intended target group. The target
group must comprehend the information and become motivated to act on the basis of this
information. In this respect we may distinguish between cold and hot indicators. The cold
indicators are scientifically detailed and demanding, but lack the warmth to cause resonance
among certain target groups. The hot ones give this resonance, but they are on the other hand
inaccurate. The challenge liesin developing an indicator system or set of indicators that iswarm.

Resonance > Hat

Figure 3 Cold and hot indicators. (After: Macqgillivray and Zadek 1995)

Theprimary application purposes

We have stated that the indicator development must relate to:
e primary target groups of the communication
e primary application purposes of the indicators

Let us start with the primary application purposes. There may be many different types, such as
providing information and initiating debate, forming the basis for more principal decisions,
providing a correct reflection of the development of a state (for example, environmenta state),
keeping account of the effects of initiatives, actions and so on.

When combining the two aspects — primary target groups and primary application purposes —
indicators may normally be placed within one of the following five main groups:

e indicatorsfor external information, to arouse attention and initiate debate, primarily
aimed at shareholders and other external stakeholders
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¢ indicatorsto show clearly the main development trends, aimed at management board and
the top management level

e indicatorsto show clearly the development trend at a more detailed level, aimed at line
management

e indicatorsto show clearly impacts of planned initiatives and actions (in “impact
assessments’), aimed at both top- and line management

e indicatorsto register and assess the effects of initiatives and actions, primarily aimed at
line management

However, aslong asit is only a matter of primary target groups and purposes they can be
concentrated to three major types:

e indicatorsfor public information, attention and debate
e indicators for top management

e indicatorsfor line management

¢ indicatorsfor employees

When an indicator system is being developed, it isimportant that the primary purpose is defined.
It will rarely serve any practical purpose to develop a system that isintended to serve all the
different purposes at once, even less so where the application purposes are not pre-defined. And
yet, an indicator system, which has been developed specifically for one purpose, may also serve
other purposes. It is, however, desirable that this occurs with afair degree of awareness, asit
does not automatically follow that it is suitable.

The three major types of purposes above represent a typology. Another important dimension has
to beincluded. Thisis the question as to what degree the development of indicatorsisrooted in a
superior system, or in amore delimited sense: to what extent the indicator systemis defined in a
more superior context. Such a superior context can be “Agenda 21” or the Global Reporting
Initiative Which sets the framework for the report system of the company. We can here make a
distinction as to whether the indicator development takes place “ top-down” or “ bottom-up” . In
a“top-down” process the development follows a clearly defined route, starting at the top-level
(corporate management) and ending up in each department of the company. When the
development process is carried out “bottom-up”, one starts at the department level (or even at the
individual level) and lets each particular local situation define the indicator choices. Asinthe
relation between “resonance” and “ substance” the challenge isto balance the relationship
between “top-down” demands and “bottom-up” wishes and processes. This leads to atypology
asillustrated in Figure 4.

Public information, Top L ine management
attention and debate | management

“Top-down”

“Bottom-up”

Figure4 A general typology for indicator systemsin a CSR-context

Page 12

Reference to part of this report which may lead to misinterpretation is not permissible.
6 May 2003, as/r-csr (1).doc




DET NORSKE VERITAS/ VESTLANDSFORSKNING

Report No: 2002-1072, rev. 1

TECHNICAL REPORT

A completely different typology can be found in atypical cold OECD model for environment
indicators, the so-called PSR model (OECD 1994). These types of indicators are attached to
various links in a continuous cause-effect chain: Human activity puts pressure on (P=pressure)
the environment in many different ways, for example through emissions, and thisisreflected in
changed quality and quantity of the state of the natural environment (S=state). The response (R)
from the society to prevent these changes or to repair environmental damage constitutes the third
link in this chain. Thisisillustrated in Figure 5. In addition to these three types, OECD operates
with afourth: performance indicator (P=performance). These are selected and/or aggregated
impact, state, and response indicators intended to eval uate the effects or the performance of the
OECD countries’ environmental policies and environmental actions (* environmental
performance reviews’). Later afifth link in this type of model has been incorporated: The
environmental impacts (I=impacts). Thisimplies that the original model has gradually been
turned into the five-link PSRP, but still along a continuous cause-effect chain. For the sake of
simplification, the term PSR is often linked to such models.

Impact State Response
Information *
Hiurnan State of Economic and
activities eo )
Impact > Environment Information > Enyironmental actors
Energy cons. Air Public bodies
Transport Water Private sector
Industry Land Social responsg;
Agriculture Resources - Land i Households
Other Living organisms International
organisations

‘ Social response; action, decisions |

Figure 5 The PSR model for environmental indicators. (After: OECD 1994)

Thisis an example from the environmental sector. However, the same structure and types of
indicators may also be applied in a CSR-context. Linked together in astrictly logical cause-
effect chain, the PS RP- typology comprises the following five indicator types:

e pressureindicators

e state indicators

e impact indicators

e responseindicators

e performance indicators
Companies choosing indicators based on such a structure, may have a different motivation than
companies deducing indicators from a'superior context'. A company focusing mainly on
pressure indicators will feel a strong need for monitoring, for instance, changesin their
stakeholders' view on their performance. Pressure indicators can detect such changes early and

help the company anticipate these before they materialise into voiced concerns. State indicators
typically give information on the environment and local community in which the company is
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operating and impact indicators on how the company's operations are influencing these.
Response indicators will give the company's management feedback on the effects of steps taken.
Such steps can, for instance, be training of employees, stakeholder consultations, relocation of
production facilities, introduction of environmental and a CSR management system.

Theorientorsof theindicator system

Any indicator system will cover some topical areas. There will be one or more indicators linked
to each topical area. A superior context, such as CSR or Agenda 21, may have a common set of
topical areas. On the other hand, the relevant indicators may be different, dependent on the
concrete context in question (for example regarding the size and type of company involved).

We apply the term orientors to express such common topical areas. They serve the function as
labels for certain values, interests, criteria, or purposes, and they help us to be systematic and
consistent in our orientation in a complex landscape of variables and potential indicators. Water
pollution is an example of an orientor, whereas the choice of bathing-water quality or the
concentration of PCB per litre as indicators depends on the concrete context.

With for example Agenda 21 as the superior context, it is a question of identifying the common,
important orientors included in this process (which was initiated in 1987, and defined and
formalised in 1992). This means to identify the orientors, which are explicitly linked to the term
“sustainable development”, and not only to aterm of “environment” or “protection of the
environment” (these are better known, and will come in addition). In our case the common
context iIsCSR.

3.2 CSR-Orientors

Four main aspects are emerging out of the diverse approaches to CSR: human rights, labour
(rights), community* and environment. This can be regarded as the bottom line of CSR. These
basic aspects of CSR make up the first dimension in the orientor typology. It is also obvious that
the social responsibility of a company cannot be limited to only internal affairs. In aworld facing
rapid globalisation, actors and institutions have a responsibility that goes far beyond their own
home ground. Large multinational corporations as well as small and locally based businesses
cannot close their eyes to human rights violations and unacceptable working conditions among
suppliers or contract workers in distant parts of the world. The same is the case for
environmentally damaging operations. The second dimension in the typology is therefore the
internal -external responsibility.

The division between internal and external can be somewhat difficult to capture. In our
understanding ‘internal’ isrelated to the condition in the company, while ‘external’ refersto a
company’ s responsibility within its “ sphere of influence”. Special attention is paid to operations
in developing countries. This might not be agood division for all companies. Many companies
operate only in one country and have few relations to other parts of the world. Even if thisisthe
case, thereis hardly any company that does not buy raw materials or products from suppliersin
other countries. However, the responsibility for the local community in which the company
operates should not be forgotten and is a central element of corporate social responsibility.
Therefore, the internal-external dimension is relevant also for businesses based in awestern
country with few tiesto third world actors.
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The internal-external dimension must be devel oped for each separate corporation. It is, however,
important to remember that a business does not exist in a vacuum, and the company (aswell as
all other actorsin society) must be aware of what is going on in their sphere of influence. The
typology is shown in Figure 6

Human Rights L abour Community Environment
Internal Orientor 1 Orientor 3 Orientor 5 Orientor 7
External Orientor 2 Orientor 4 Orientor 6 Orientor 8

Figure 6 A typology for CSR orientors

3.3 Coreindicators

Within each orientor there is one or two central indicators within each orientor typology that we
call coreindicators. In table 1 we have shown examples of core indicators for each orientor
typology. There are, however, a number of aspects that need to be considered when constructing
aset of coreindicators. Firstly, there are the normative dimensions coming from the terms
themselves (sustainable development and CSR). The indicators must reflect substantial items
connected to the terms, referring to authoritative documents (i.e. “Our common future”).
Secondly, the aspects related to company’ s size, type and profile must be considered. There are
good reasons to operate with “less ambiguous” core indicators when dealing with small
companies with few employees mainly operating within alocal community, compared to large
multinational corporations. Third, it is a question about how committed a company will be. The
examplein table 1 refersto alarge multinational company with high ambitions, and can be seen
as areference approach.

For each orientor it can be a good idea to have a number of supplementing indicators (alist of
such indicators can be found in appendix 5). These can, for example be separated into ‘ generally
applicable’ and ‘ organisation/site-specific’ indicators as in the Global Reporting Initiative (GRI
2000). Theindicators noted as generally applicable are relevant to al organisations. In the
interest of comparability, GRI asks all reporters to provide this information, regardless of sector,
location, or other attributes of the organisations. Organisation-specific indicators are those that,
while critical to an understanding of the performance of the organisations to which they apply,
may not be relevant to all organisations. These indicators derive from attributes such as the
organisation’ s industry sector and geographic locations, and from the concern of stakeholders.

It is, however, worth noticing that GRI is one of several sources for possible indicators. Other
indicators can be found in the initiatives “ Business in the Community”, “ CSR Europe” etc. (see
appendix 2). Furthermore, if a company finds that none of the indicators proposed from these
initiatives effectively measures its most essential CSR-challenges, it can develop own
supplementary indicators. Ideally, these are worked out in close co-operation with stakeholders.
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Table 1 Example of coreindicatorswithin each orientor typology.

Coreindicator Supplementing
indicators
Orientor 1 Number of employees that have participated in a Human
(Human Rights, | Rights course
internal) _
: — — , (Se appendix 5)
Orientor 2 Number of screenings (including dialog) of Human Rights
(Human Rights, | with stakeholders within the company’s sphere of influence
external) (country, suppliers, contractors etc.)
Orientor 3 Impact evaluations of the effects of downsizing, retraining
(Labour, etc.
internal) (Businessin the Community, Q3)
Percentage of underrepresented groupsin the
management/workforce
Orientor 4 Number and types of legal actions concerning anti-union
(Labour, practices among suppliers and contractors (GRI 6.83)
external)
Orientor 5 Staff involvement in social activities (number of employees
(Community, and hours)
internal) (CSR Europe Checklist)
Orientor 6 Number and types of consultations with stakeholdersin the
(Community, company’s sphere of influence
external) (GRI 5.12)
Number of consultations with special need customers
groups organisations (includes reports which describe
improvements)
Reporting on qualitative and quantitative estimates of
societal impacts associated with the use of the (principal)
products and services
Orientor 7 Approved environmental management system (EMAS, SO
(Environment, 14000 etc.)
internal) Number and types of environmental training programmesin
the company
Orientor 8 Number of life cycle assessments (1SO 14040) of the
(Environment, company’ s products and/or services
external) (GRI 6.29)
Number and types of environmental management system
among suppliers and contractors
(GRI 6.25 and 5.9)
Number of cases where the precautionary principle have
been used to prevent environmental degradation (The
Global Compact, principle 7)
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Notes for chapter 3

! Referring to chapter 2, stakeholder involvement also is one such aspect. To include stakeholder is, however, a part
of the company’ s responsihility to the community.

2 The core indicators are mainly directed against awestern (multinational) co-operation.
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4 CSR MANAGEMENT SYSTEM

4.1 Whyisa CSR Management System necessary?

Systems ensuring overview, control and reporting of financial performance are extremely
sophisticated and are backed up by along and strong historical heritage. Techniques and tools
for measuring, assessing and communicating environmental performance are also, to alarge
extent, at companies’ disposal today and the implementation of environmental management
systems is becoming more common in companies. There are no widely accepted management
tools for social performance and the CSR-field isin this respect lagging somewhat behind. The
groundwork of finding an identity for the CSR-community, creating a foundational knowledge-
base for CSR as well as raising awareness amongst business actors has been laid. The challenge
of today isto find concrete methods of working with CSR in management systems. Setting goals,
securing the integration of CSR in operational activities and bringing it to the forefront of line-
and top managers attention, finding ways of monitoring, accounting and reporting of
performance as well as facilitating real improvement, are all challenges increasingly being
stressed both by actors in the business community and in academia. Strictly speaking, working
to implement a social management-system isto try to find aframework that addresses and
provides solutions to all these questions. We are not advocating that applying a structured
approach to CSR isin itself enough. CSR is primarily about values and sensitivity to these
values — consequently a company needs to approach CSR in an idiosyncratic way and seek to
identify what should be a particularly important CSR-focus for the given company. However, to
ensure that CSR survives a project phase and becomes part of companies' daily operations (and
itstypical fire-fighting activities) a CSR Management System is needed.

A CSR Management system has both advantages and disadvantages. Some of these are briefly
presented in Table 2.
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Table 2 Pros and Cons with a CSR Management system

Pros Cons
e Secures amore continuous CSR- e Resource-demanding
focus

e A too structured approach to CSR
may divert the creativity needed to
build CSR-awareness

e Supports leadersin more effectively
managing social and environmental

performance
e Enables management of the e If goasandindicators are not
company’ s reputation (to a certain continuously evaluated, steering of
extent) performance may take on awrong
o Facilitates effective reporting based direction
on solid data I . e Management systemsin place may
e Enables better communication with create a false sense of assurance
stakeholders

for |
e Givesaframework for setting all or leaders

(existing) CSR-activitiesinto a
system

The entire notion of corporate social responsibility has, however, also been questioned and
criticised by various actors. David Henderson (2001) is one of the strongest critics of CSR and
claimsthat CSR only servesto raise costs and prices and that companies should not interferein
decisions better left to politicians. Working seriously with CSR, does indeed, involve costs for a
company. Thisis particularly true when working to implement CSR-indicators and establish a
CSR management system. We believe these costs are worthwhile, since a fragmented and
unfocused approach to CSR gives little return both with regards to synergies, organisational
learning, reputation and risk management as well as branding.

For Small and Medium Enterprises (SME) thereisarisk that arigid CSR management system or
reporting requirement will require an unacceptable amount of additional resources. On the other
hand SMEs are normally a more integrated part of a society and acting socialy responsible has
traditionally been a part of their contract with the local society. So athough we believe strongly
that working with CSR makes good business sense for most companies we realise that demand
for reporting on CSR-issues, and particularly on indicators, should be kept at a reasonable
ambition level, especially for the SMEs. Another relevant concern is that the large companies
should not “ delegate” all the responsibility for CSR and demand heavy reporting without also
being prepared to provide help, and if necessary share or in other ways compensate for the
additional cost.

We share the view that it isimportant that CSR does not end up as a heavy, costly reporting
regime that forces companies to do alot of reporting not really changing any behaviour. That is
why we state so clearly that it is of the utmost importance that CSR is an incorporated part of the
companies’ policy, values and on-going business activities - not only nice words in a company
document. Some effort is needed to establish and maintain a CSR management system, but by
integrating a CSR management system-approach with the existing management systems, the
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workload will be acceptable. In Table 5 we have defined what we see as the key elementsin a
CSR management system. This should, however, not be seen as compulsory, but as an
inspiration on how CSR may be incorporated in the existing management system.

4.2 Theunderlying principles of a management system

W.E. Deming has defined the PDCA-model for quality management systems. Originally it was
developed as a quality management system for the Japanese industry, but the model has been
recognised as generic and is also valid within economy and almost all other situationsin life.

Deming defined the PDCA-circle with 4 phases:

e Plan, which includes defining goals, organising resources, establishing methods, and
training the employees.

e Do the planned activities
e Check and control the performance according to plan

e Act upon non-conformance, find and eliminate the cause of the non-conformance in order
to make better plans next time.

Contin

improvement

Figure 7 Demingscircle for quality management

The circle must be repeated continuously in the entire organisation to assure continual
improvement.

Good management is recognised by the fact that the result of a process is measured against
predefined criteria. Possible non-conformances are used to give feedback to the processin order
toimproveit. These are principles well known from control engineering and economy.

M easurements can be done by quality revisions, inspections, internal or external audits or by
talking to the customers.
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4.3 PDCA inrédation to Certification standards

Today awide variety of standards exist giving directions on how to integrate different concerns
into companies daily operations. |SO-standards are the most recognised and used and the
number of companies certified according to 1SO:9000 and/or 1SO:14000 are increasing
steadfastly. Despite the fact that the different standards have different foci - the SO:9000, for
instance, focusing on quality management, product quality and customer satisfaction and the

1 SO:14000 on environmental management and improvement of work processes — all the
standards are built on the same structure.

The PDCA-logic is built-in and the Guidelines for the Justification and Devel opment of
Management System Standards (SO Guide 72) sets forth the following themes and el ements that
are common to all 1SO Management System Standards:

1. Policy (demonstration of commitment and principles for action)

2. Planning (identification of needs, resources, structure,
responsibilities, etc.)

3. Implementation and operation (awareness building and training,
etc.)

4. Performance assessment (monitoring and measuring, handling
non-conformities, audits)

5. Improvement (corrective and preventive action, continual
improvement)

6. Management review

These six components are, however, not only found in the 1SO-standards alone. Standards
developed by other organisations or initiatives are often modelled after the I1SO-structure. Thisis
often motivated by the fact that this structure has become well known in the business
community. Furthermore, compatibility with foundation standards like 1SO:9000 or 1 SO:14000
reduces costs of implementing new standards for business and therefore increases a new
standard’ s chances of extensive implementation. For example, both the BS 7799 focusing on
information security management and SA 8000 emphasising human-, child- and labour rights
have the same, thought slightly modified, requirements to elements of a management system
needed to be in place to meet the standard.

4.4 Connection between standards and Deming's PDCA-mode!:

The above mentioned standards can easily be combined with the PDCA-model (Figure 7) for
management systems. A Generic mapping of the general ideas in the 1SO standards can be done
by drawing atable which describes briefly the elements that are typically connected to the 4
phases in the PDCA-circle.
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Table 3 Typical Elements connected to the PDCA-Circlefor atypical SO standard
PHASE ‘ TYPICAL ELEMENTS
PLAN Policy and Planning:

Policy
Top management shall define company's policy to ensure that it:

a) includes acommitment to conform to all requirements of the actual standard;

b) includesacommitment to continual improvement;

c) iseffectively documented, implemented, maintained, communicated and isaccessiblein a
comprehensible form to all personnel, including, directors, executives, management, SUPEervisors,
and staff, whether directly employed, contracted or otherwise representing the company;

d) ispublicly available.

€) provides the framework for setting objectives and targets

Planning

The management shall

a) establish goalsthat are measurable and consistent with the policy

b) identify and document processes

¢) plan how to measure and evaluate the processes

d) plan how to measure and evaluate the performance according to the goals.
€) plan how to act upon non-conformance and impr ove the processes

Control of Suppliers

The company shall establish and maintain appropriate proceduresto evaluate and select suppliers
based on their ability to meet the requirements of the actual standard

Company Representatives

The company shall appoint a senior management r epr esentative who, irrespective of other
responsihilities, shall ensure that the requirements of the actual standard are met;

DO Implementation and operation

| mplementation

The company shall ensure that the requirements of the actual standards are understood and
implemented at all levels in the organisation; methods shall include, but are not limited to:
a) clear definition of roles, responsibilities, and authority;

b) training of new and/or temporary employees upon hiring;

c) periodictraining and awareness programs for existing employees;

Communication:

The top management shall secure that sufficient and efficient communication is established in the
entire organisation. Thisincludes that responsibility and authority are defined and communicated .
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CHECK

Performance assessment

Measurements and monitoring

The organisation shall implement processes in order to monitor, measure, analyse and impr ove the
performance. Methods for measurements can be

a) Customer satisfaction measurements

b) Internal or externa revisions

¢) Internal or external assessment

d) Internal or externa audits

Records

The company shall maintain appropriate records to demonstrate conformance to the requirements of
the actual standard.

Analyse and evaluate

The company shall analyse the measurements and records and evaluate all findings and initiate
investigationsto find the root cause to the non-conformances. The processes must be continuously
evaluated, especially if repeated non-conformances occur.

Control of Suppliers

The company shall maintain reasonable evidence that the requirements of this standard are being met
by suppliers and subcontractors.

Qutside Communication

The company shall establish and maintain proceduresto communicate regularly to all interested
parties data and other information regarding performance against the requirements of the actual
standard, including, but not limited to, the results of management reviews and monitoring activities.

ACT

Improvement and Management review

Addressing Concerns and Taking Corrective Action

The company shall implement remedial and corrective action and allocate adequate resources
appropriate to the nature and severity of any non-conformance identified against the company’s policy
and/or the requirements of the standard.

The company shall investigate, address, and respond to the concerns of employees and other
interested parties with regard to conformance/non-conformance with the company’ s policy and/or the
requirements of the actual standard.

Management Review

Top management shall periodically review the adequacy, suitability, and continuing effectiveness of
the company’ s policy, procedures and performance results vis a vis the requirements of the actual
standard and other requirements to which the company subscribes. System amendments and
improvements shall be implemented where appropriate.
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4.5 What exists of guidance on CSR management systems today?

A proliferation of CSR guidelines and codes of conducts has recently taken place. These give
directions on what companies’ social responsibility consists of and to some extent on how
companies ought to work with the social dimension of their activities. Most of these codes,
however, lack mechanisms for monitoring and accountability and, therefore, give little or no
guidance on how to actually implement CSR in the daily operations of companies. Three
different standards have been devel oped and give directions on how CSR can be integrated in a

management system.

Table 4 gives avery brief overview of three CSR-standards. A more detailed description is given

in Appendix 3.
Table 4 Overview of CSR standards.
Standard Developed by Focus Area Comments
SA 8000 Council on Workplace Based on the principles underlying the
Economic condition: eleven Conventions of the International
Accreditation e child labour Labour Organisation (ILO), United
Agency o forced labour Na?:l ons Conventi onon the Ri ghts_, of the
(CEEPAA) « health and safety Child, an(_j the Universal Declaration of
« freedom of Human Rights
association and Criticised for being too rigid with too
collective many absolutes. Standard demands
bargaining penalisation of non-conformities by
e discrimination ending business. Doesto atoo
e disciplinary insufficient extent encourage working
practices with improving conditions and raise
« working hours performance levels when non-
Compensation conformities are detected
* management Nonetheless, the only standard setting
systems actual requirements for acceptable
performance and proving and auditing
framework
AA 1000 Institute of Social | ® coOmmunication | The main purpose of the AA 1000 isto
and Ethical with stakeholders | serve as a general framework giving
Accountability e transparency directions for organisations wanting to
e processoriented | work systematically with ethics and
socia responsibility.
Process-based (no requirements for what
constitutes responsible business
performance)
ECS 2000 The Reitaku e businessethics | Requires an ethical-legal compliance
(Ethical University i Japan | ¢ legal compliance | policy that is formulated by executive
Compliance e process oriented | management and actively communicated
Standard) and revised.
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All three standards can be the basis for external or internal audits, but only SA 8000 can be used
for third- party certification leading to a certificate

There is aso an ongoing debate within the 1SO-community of organisations, the Ethical Officer
Association being one of the strongest advocates, on whether the 1 SO-organisation should seek
to issue a CSR standard built on the 1SO 9000 and | SO 14000-structure.

4.6 PDCA appliedto CSR

The process of Corporate Responsibility is new to most companies, and the key issue in this
model isto learn and improve. It isimportant that a CSR Management System focuses on
refining the key performance indicators and improving the depth of the performance
measurement and reporting, and, where appropriate, seeks credible third-party verification. In
addition the company should continue to monitor and learn from emerging guidelines and
standards, as well as adopt those respected |eadership standards that are appropriate.

The PDCA model (see chapter 4.2) iswell known and most management systems are based on
thisor similar views. Despite the somewhat different focus of the CSR-standards previously
mentioned, they all advocate the usefulness of approaching one' s social responsibility in a
systematic and consistent fashion.

4.6.1 Mapping of CSR into the PDCA-circle

The core of a CSR management system is that the top management defines, implements and
maintains a CSR policy which includes

e aVaue Statement that describes the tradition and management beliefs of the company

e aCode of Conduct which isavoluntary expressions of commitment made by an
organisation to influence or control behaviour for the benefit of the organisation itself and
for the communitiesin which it operates *

It is of utmost importance that the CSR management system supports the values of the company,
and vice versa. Furthermore, commitment on all levels presupposes top management engagement
and the entire management MUST walk the talk. It is therefore crucial that all work with a CSR
management system starts with I nitial Commitment from the Top Management.

In the following we will define typical elementsin the PDCA-circle. And in chapter 4.7 we will
give some suggestions on how some of the elements can be performed.
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- products

- processes
- activities
- services

- suppliers

» Stakeholders values
* Legal requirements &
Standards

 Evaluate Policy
* Non-conformance:

;(rjlzjrzcrg\\/lgntive + Code of Conduct
action * Social indicators
and targets
* Management Continual » Define a CSR
Review .
improvemen Mgmt. System
e Implement plans
* Records * Training, awareness
* Social & competence building
assessments « Communication
* Monitoring &
measurement

Figure 8 CSR Management system

Most companies already have at |east one management system, and many companies have well
defined activities which actually are CSR-activities but have not been systemised under a CSR-
perspective. Thus the table below must be adapted to the actual company and must be co-
ordinated with other management systems in the companies. Furthermore it must be co-ordinated
with other activities and regulations that support the CSR work such as the work donein a

Human Resource department 2,
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Table 5 Typical Elements connected to the PDCA-Circle for a CSR Management System

Phase Typical Elements

PLAN Policy and Planning:
(Define a Social Management program, structure and responsibility that goes hand in
hand with the corporate Core Values, Vision and Mission)

Identify and evaluate relevant national and/or international authoritative documents
(Seedso04.7.1)

|dentify stakeholders (Seeaso 4.7.2)
|dentify the stakeholders' values, norms and principles through dialog (see also 4.7.3)

Check stakeholders' values, norms and principles with own values, norms and
principles (formal or informal).

Evaluate social aspects, legal and other aspects with regard to products, processes,
activities, services and suppliers. Plan how to keep this information up to date.

Top Management to

e establish (or evaluate) corporate Value Statement that is synchronised with
existing Vision and Mission Statement.

establish high level goals for CSR based on the Value Statement.

establish Code of Conduct.

identify and select indicators (see dso 4.7.4).

set targets for the indicators (see also 4.7.5).

Plan how to implement the CSR Management System in the organisation (See also
4.7.6).

Develop routines for collecting, converting and ng data (See also 4.7.7).
Develop routines for evaluation and corrective actions (See also 4.7.8).

Plan how to incorporate the CSR perspective in the work with business partners (See
als0 4.7.9).

Develop routines for internal communication (See also 4.7.10).

Develop routines for external communication (See also 4.7.11).

Develop routines for evaluation of the CSR Management System (See also 4.7.12).
Develop routines for emergency preparedness and response (See also 4.7.13)

Appoint one CSR responsible in the top management and in the Executive Board.
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DO I mplementation and operation

Communicate corporate Vaue Statement, CSR goals and Code of Conduct.
Perform training, awareness & competence building. (See also 4.7.14)
Implement the plans described above

If appropriate form a Partnership with aNGO

CHECK | Performance assessment

Collect baseline data (first turn in the PDCA-cycle)

M easure performance according to targets. Systemise findings and prepare records.
Perform socia and ethical assessments (internal or external audits).

Prepare social and ethical reports.

Communicate report(s) and obtain feedback from stakeholders.

Include CSR in Management Reports and Annual Reports

Perform case studies

Perform Benchmarking with comparable companies

Evaluate performance against Vaue Statement and the indicator targets.

ACT Improvement and Management review

Act upon non-conformance, initiate corrective and preventive actions

Perform Management Review, which includes evaluation and update of the CSR
management system, the indicators and the corresponding targets.

Evaluate corporate Vaue Statement, Code of Conduct and high level CSR goals.

4.7 Guidelineson how to carry out the planning process

In this chapter we try to give guidance on how some of the activities described above can be
performed.

To make the CSR Management System effective, it is necessary to see the connection between
the policy, objectives and the actual monitoring results. Results should be analysed and give
basis for the decisions regarding improvement plans and projects.

It is recommended that the Top Management take the overall responsibility for the CSR
Management System. For large companies it might be convenient to appoint a staff function with
the responsibility to act as a driving force and to co-ordinate the CSR initiatives. The operative
responsibility should be distributed in the line organisation.
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4.7.1 ldentify and evaluaterelevant authoritative documents

The corporate values should be rooted in one or more international or nationally recognised
conventions, laws and norms such as

The ILO’s (International Labour Organisation) Fundamental Principles on Right at work
United Nations Convention on the Right of the Child

The Universal declaration of Human Rights

The Rio Declaration on Environment and Devel opment

“Our Common Future’

4.7.2 ldentify stakeholders

Identify all major internal and external stakeholders of the system and their interest in the
organisation.

Examples of potential stakeholders are: Owners, Corporate management, Local management,
Employees, Investors, Neighbours, Media, Financial institutions/ Insurance companies, Local
and central authorities, Customers, Non-Governmental Organisations. I nclude “voiceless’
stakeholderswith little or no authority, but with great needs, such asfuture generations
and vulnerable or disadvantaged consumer groups.

4.7.3 Identify stakeholders needs

Clarify the needs and intended use of information for stakeholders, as well as communication
lines, communication means and type of information to communicate.

It isimportant to facilitate a dialogue with the defined stakeholders to ensure that their needs are
covered. When the stakeholders have been identified, the needs for performance results should
be investigated further. This could typically be done through a questionnaire or around table
workshop with key stakeholder representatives. The rights and needs of stakeholders are sought
to be secured in authoritative documents like the ones mentioned above. Stakeholder dialogues
can, however, give more detailed information about and understanding of stakeholders' concerns
and needs and help the interpretation of these with regard to products and operations of the
company.

4.7.4 ldentify and select indicators

I dentification and selection of indicatorsis perhaps the most critical activity as highlighted in
chapter 3.

4.75 Set targetsfor theindicators

SMART (specific, measurable, accepted, reliable and time-bound) targets should be defined for
each indicator. Targets should be related to strategies, and based on past performance levels.

Targets should be defined in atop-down AND bottom-up approach to ensure that they are
accepted in the organisation and thereby feasible.

It can be necessary to evaluate and calibrate the targets, especially in the beginning when the
CSR Management System is under implementation.

Risk and probability analysis may be a useful tool while working with selecting indicators.
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4.7.6 Plan how to implement the CSR Management System in the organisation

The devel opment and implementation of the system should be planned based on the Value
Statement, CSR goals, stakeholders, indicators and targets.

Key issues to consider are:
e dataavailability
resources needed, key people to beinvolved
define authorities and responsibilities
competence building
need for new routines/ procedures for how to measure and act on results
how to integrate new activities with existing management system(s)

The Top Management must take the responsibility for the CSR Management System. However,
the drive for CSR is often started elsewhere in the organisation and it may be compelling to be

able to present a suggestion on indicators and corresponding targets to the Top Management. It
can also be fruitful to present appropriate standards and/or potential NGOs, which can serve as
partners.

4.7.7 Develop routinesfor collecting, converting and assessing data
Procedured routines for the systematic collection and storage of data have to be established.

The data should:

e be collected systematically from appropriate sources at consistent frequencies

e bereliable (including availability, adequacy, scientific and statistical validity and
verifiability)

e beavailableto the actual stakeholders. It isimportant to stress that transparency is one of
the key qualifications for CSR

Assessing data
Assessments can be performed by internal or external auditors. If the company chooses to follow
awell-defined standard, certifications can be done by athird-party.

The assessment will measure progress or deficiencies compared with the goals. When social
indicators deliver data and targets have been set for each indicator, an assessment will often
focus on an eventual discrepancy between targets set and actual performance.

Results from the assessment should be evaluated in management review meetings.

4.7.8 Develop routinesfor evaluation and corrective actions

The routines should focus on identification of deviations, reporting, investigation and follow-up.
They should also ensure that corrective actions are taken if the social performanceis not within
the defined targets or acceptance criteria.

When devel oping routines for evaluation and corrective action, the following activities should be
considered:

e Set acceptance criteriafor indicators and define necessary follow-up if the indicators are
not within the acceptance criteria (if follow-up actions can be preconceived).
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e Develop and implement procedures for reporting and investigation of deviations from
criteria.

e Develop routines for analysing and closing gap between observed performance level and
the acceptance criteriafor indicators. Consider how often deviations should be analysed.
Typicaly analyses should be conducted more frequently in the first year after
implementation of the system (monthly or bi-monthly)

Questions to consider are:

who should report to whom when?

who (which forum) should process the information (investigate) and implement corrective/
preventive action?

how should these corrective action routines be linked to existing management systems (and
especially non-conformance systems) in the company?

4.7.9 Plan how to incorporatethe CSR perspective in the work with business
partners

The socia responsibility approach should also be presented in agreements with partners such as

supply agreements

potential acquisitions

joint venture agreements

potential outsourcing agreements

Note that a socially responsible company should help their suppliers and partners to improve
their CSR awareness rather than punish for non-conformance (unless several attempts on
assisting them in working with their own social responsibility have proved futile).

4.7.10 Development routinesfor internal communication
The organisation must document its policy of CSR and inform all employees and managers of
this policy. The need for training of employees and managers should aso be considered.

Type of information and detail level should be discussed. Specify the type of information to be
communicated to whom and when.

Consider how to report internally on performance, e.g. how frequently, type of information, to
whom, means of communication and responsibility for communication - devel op routine/
procedure for this activity. Do aso make a plan for how to inform the individuals or departments
of the nature of al actions taken in response to their enquiries and requests.

4.7.11 Development routinesfor external communication

The organisation must document its policy of CSR and disclose this documentation making it
available to direct and indirect external stakeholders as well as the general public.

Itisessentia to develop external communications that are easy to use, compare, and verify.
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With the defined stakeholdersin mind, the following should be described:

e overal communication lines. WHO do you want to communicate with and WHY

e communication means (e.g. paper reports, electronic/ internet versions, newsl etters,
bulletins)®

o frequency (e.g. integrate frequency with other communications like the financial reports,
annualy)

e how to respond on external stakeholders enquiries and requests for information

The Global Reporting Initiative (GRI) has developed guidelines, principles and practices to assist
that external reports are more credible and transparent.

The GRI's reporting principles and practices are presented in five parts with the following
underlying principles:

e ualitative characteristics

e classification of performance-reporting elements

e absolute figures and ratiog/relative indicators

e disclosure of reporting policies

4.7.12 Develop routinesfor evaluation of the CSR Management System

The intention of the review isfor management with executive responsibility to confirm the
continuing suitability and effectiveness of the system. The CSR Management System including
the indicators and the corresponding targets should be evaluated and improved periodically.

In addition the Value Statement, the Code of Conduct and the high level CSR goals need to be
reviewed regularly.

Typical inputs are monitoring records, measurement results, possible deviations and
recommendations for improvement. Conclusions from these reviews should be followed up in
action plans to ensure continual improvement of the system.

Management reviews of the CSR Management System will typically be part of the management
review of a complete management system if such exists (e.g. as required in SO 9000/14000).

In addition, the routines must ensure that conclusions from the management review are followed-
up in and linked to the existing management system activities where appropriate.

4.7.13 Develop routinesfor emer gency preparedness and response

Develop and maintain a procedure for use in the event that an emergency situation arisesin
which an unethical act involving the organisations highest levels occurs.

Other possible emergency situation that should be considered are:

environmental accidents

bad publicity

emergency recalls

widespread boycott activities

4.7.14 Education and Training

The organisation should undertake systematic education of the employees. All employees should
know the Vaue Statement and the Code of Conduct
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The organisation should provide enhanced education designed for departments with considerable
social impact and for members of the organisation who are currently engaged in duties which
have been related to problemsin the past.

The organisation should establish programs to train — and increase awareness regarding- the
following:

¢ the meaning and necessity of following the Value Statement and the Code of Conduct

¢ the detrimental influence brought to bear upon the organisation as a result of unethical
and irresponsible behaviour, as well as the nature and extent of social trust which can
occur as aresult of ethical end responsible behaviour

e thefunction and responsibility of each individual member of the organisation in
following the Value Statement, the Code of Conduct and the CSR Management System.
This includes the possibility for sanctions that are built into the CSR Management
System.

Notes for chapter 4

! This definition of Code of Conduct is from the OECD report “working papers on international investment
Number” 1999/2.

2 For further study we recommend the Sigma Guidelines made by the UK-based Sigma Project.
(www.projectsigma.com). This guidelines describes a management framework and tools.

% Reporting of social and environmental performance isincreasingly taking place on the Internet. Web-based
reporting offers new possibilities with regards to the provision of real-time data to stakeholders, but at the same time
raises new difficulties with regards to accountability and reliability
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APPENDIX 1
CSR BACKGROUND

A changed business environment

The forces of globalisation, rapid improvements in technology and changes in world order have
caused confusion over exactly what is - and is not - expected of business. As aresponse, many in
business are beginning to argue for amore inclusive approach to commercial life and claim that
business values should not be viewed as different from those of society and that efforts should be
taken to secure alignment of corporate and societal values (Holme 1998, p. 1). Advocates of this
view also stress that managerial attention be given not only to financial performance but also
increasingly to social and environmental consequences arising from commercial decisions, both
negative and positive. Therefore, it has become more common for business actors to structure the
evaluation of their performance along atriple bottom-line in which social and environmental
performances are juxtaposed with financial performance.

The fact that business today is being called to account not only for what it does, but also for how
it performsits activities is why greater numbers of business actors are shifting their focus from a
purely financia bottom-lineto atriple bottom-line. The general level of education has risen and
expectations to corporations throughout society have risen accordingly. Critics of business are
aided by global communications, especially the Internet. Customers and consumers are better
educated and more aware of their rights and their potential power to influence corporate
behaviour (Holme 1998). In addition to pressure from the outside, corporations are undergoing a
generation shift internally. Y ounger managers, more sensitive for the need to align their personal
and corporate value systems with those of the consensus in the broader society, also present a
potential drive in corporations towards being more open and accountable (Holme 1998, p. 7).

These changes in the business environment create a demand for higher standards and mounting
pressures on business actors to demonstrate its social accountability and to publicly report on
social and environmental performance. Today every company must expect sooner or later having
to meet arequest to demonstrate, quickly and in detail, that their operations help enhance
economic devel opment without harming the environment or creating social inequity.
Corporations operating in politically and environmentally sensitive regions of the world, or
which have supply chains that extend into those regions, are, however, particularly proneto be
asked to demonstrate social accountability (Holme 1998, p. 8). The reason why business actors
find not trying to meet such arequest harder and harder is, in short, because they know they, to a
large extent, need the approval of society to maintain their ‘license to operate’ and to prosper.

In this new business environment corporate social responsibility has risen as an important field
of work for successful future businesses. The increasing focus on CSR is also illustrated by the
fact that the EU has decided to make the year 2005 an official CSR-year.
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The CSR-term

CSRisfirmly on the agenda both in the business community and in the field of public policy.
There is, however, amultitude of various concepts related to CSR in use. Examples are
corporate responsibility, social accountability, sustainability, corporate accountability, to name
but afew. A good overview is given in areport made by awide range of Norwegian actors from
business, government and organisations (KOM pakt 2001, se chapter 2.1). The different terms are
often used interchangeably and no single agreed upon understanding of what entirely the various
concepts denote and the relationship between them exists.

In general it is, however, possible to say that corporate responsibility denotes a company’ s total
responsibility to ensure both financially, socially and environmentally sound operations.
Sustainability refers to the environmental concerns and obligations corporations hold whereas
social accountability focus more on the social element in a corporation’s responsibility.
Corporate social responsibility isthe most frequently used term and is also focused at the social
elements of a corporation’ s responsibility. Thereis, however, no global consensus regarding of
what exactly the CSR-term consists. Some argue that responsibility for the environment should
be included in the CSR-term whereas others use CSR as aterm strictly regarding the social
elements of a company’s responsibilities.

A central premisein CSR isthat business actors taking on a commitment to CSR do so
voluntarily. This separates CSR from the notion of corporate accountability that advocates that
rather than being voluntary, working with CSR should by law be stated as a mandatory
obligation for business actors. The premise that a commitment to working with CSR ought to be
avoluntary decision will be supported in the following. This premiseis also reflected by 1
containing only a set of suggested indicators. Since working with CSR ought to be a voluntary
decision, identifying and implementing indicators should likewise be an activity left primarily to
the each company.

Like thereisavariety of different conceptsin use, the definitions of what exactly CSR is are
numerous. No single agreed upon definition exists, but the World Business Council for
Sustainable Devel opment has, through extensive global stakeholder dialogues, formulated a
definition which is frequently used and which isrelatively widely accepted:

“Corporate socia responsibility is the commitment of business to contribute to sustainable
economic development, working with employees, their families, the local community and society at
large to improve their quality of life” (Watts 2000, p. 10)

Apparent in this definition, is the premise central for CSR that awider group than merely a
company’ s shareholders have alegitimate say in the company’ s business. People or
organisations that have an impact on, or are impacted on by the company, constitute stakeholders
of importance to a company.

CSR and thedistinction between public and private responsibilities

Essentially, CSR is about recognising that businesses hold social responsibilities. The view that
the social responsibility of business consists only of an obligation to increase its

profits (Friedman 1970) isincreasingly being replaced by a notion of business actors holding
wider obligations to society and also enjoying a‘ corporate citizenship’. In this respect it has
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been argued that: ‘ corporate citizenship means active commitment. It means responsibility. It
means making a difference in one’'s community, one’s society, and one’s country’ (Drucker
1993).

For many this corresponds poorly with the way we are used to thinking about obligations for
business actors. Working, for instance, towards securing people’ s welfare as well asthe
development of local communities are considered to be tasks for public agencies. Private actors
have traditionally been reluctant to take on social and environmental responsibilities and often
this stance has been rooted in afear for government pushing their own responsibilities on them.

In many ways CSR blurs acommonly perceived distinction between a public and a private
sphere. However, defining and setting a fixed boundary between social responsibilities of
government and businessis difficult and can also be misleading. Thisisfirst of all because the
division between state and society never has been static. Nonethel ess, awareness concerning the
social responsibilities of government and business respectively isimportant and particularly so
when business activities are conducted abroad. Defining a line between the range of a
corporation’ s responsibilities and those of local governments can be difficult and must depend
largely on the cultural context and the rate of development of the societies in which the
corporation operates. The limits to the responsibility should be decided through dialogue
between respective societies, government and the corporation.

CSRin an historical perspective

Corporations have always been part of society. The relationship between businesses and the
society, however, is as aready mentioned constantly changing. Increasingly, a shift from
paternalism to the devel opment of partnerships has taken place. This shift implies that the
traditional role of corporations as actors enjoying exclusive rights and extensive freedom has
been replaced by a somewhat less privileged and exalted position. A general decline of trust in
society’ s various institutions has also affected corporations. Consequently businesses have to
prove to society at large and their various stakeholdersin particular, that their activities are
conducted in aresponsible and ethically sound manner. A common way of describing this
development is by saying that we have moved from an era of a prevalent ‘trust me’-attitude to an
era better described as dominated by a ‘ show-me' -attitude (Watts 2000, p. 2).

From philanthropy to perceived business benefits

Corporate social responsibility isanew term, but an old phenomenon. Activities and
responsibilities now labelled CSR-activities have in fact been taken on for centuries.
Corporations similar to the organisations we know today were developed in the 19th century.
These corporations enjoyed large freedom and had an aimost exalted position above the local
communities of which they were part. Their owners and leaders often saw a broader role for
themselvesin society. By giving corporate hand-outs to finance the construction of houses,
schools, hospitals, libraries, museums and universities corporations have helped in the so called
nation building-process and in improving living conditions and peopl€ s quality of life. Such
benevolent actions were often implicitly expected of corporations as afavour to society in return
for the freedom and privileges enjoyed (Holme 1998, p. 5).

In the interim-period between the two world wars, the discussions on corporate responsibilities
changed and took on a more inward focus. Employee rights and internal governance issues were
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dominant. The post-war erawas characterised more by extensive governmental activity in
rebuilding and expanding welfare systems. This resulted in business playing a more remote and
passive role towards society. Both in Western Europe and Japan, business paid its taxes and the
state largely took care of cultural and social welfare affairs.

At the end of the 1950s consumer power as a recognisable force influencing corporate behaviour
occurred and was accompanied by a growing concern with environmental issuesin the 1970s. A
call for a change of the somewhat passive and limited role of business that had dominated the
post-war period was, however, first coherently and forcefully made in the 1980s. The political
right-wing’s ambition of “rolling back the state” implied public organisations playing a more
limited role and more responsibility being placed on the individual and the business community
(Holme 1998, p. 6). Reducing the role of government meant that more freedom and privileges
once again were granted business actors. A reduction of tax-burdens and a de-regulation of
business activities were examples of two such privileges. In return for these freedoms business
actors were once again encouraged to take on amore active role in ensuring societal
development - in effect, to return to its 19th century philanthropic obligations. Parallel to this
development, however, the notion that working with corporate social responsibility may yield
notabl e business benefits gained momentum. In opposition to the previously dominant idea that
corporations hold amoral and philanthropic obligation to engage in CSR-activities such
activities are now increasingly being motivated by the idea that it makes good business sense to
do so.

CSR-strategies and motives

An important distinction between different CSR-activities needs to be made before various CSR-
strategies and sources of motivation are highlighted. A corporation can either approach corporate
social responsibility in areactive or a proactive way. In short, thisimplies that it can either think
in terms like: “how can we do good by avoiding doing bad?’ or “how can we do good by doing
good?’ Various CSR-strategies can be identified that differ with regards to the level of
proactivity or reactivity involved. Figure 9 contains some of the main categories of CSR-
strategies that also differ on how much potential business benefits a CSR-strategy is thought to
yield.

Philantrophy

A
Corporatefhand-outs

Reactive < » Proactive
Social Investment
Risk management

Extensive CSR-work

v
Business Interest

Figure 9 Different CSR-strategies
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Corporate hand-outs and Social Investment basically constitute the same CSR-strategy. Both
involve the granting of support to various institutions in society. The important difference is that
corporate hand-outs can be said normally to be motivated by afeeling of obligation to society
with none or few expectations of any form of return, whereas social investments may be based
on calculations on long-term benefits. Business needs a stable environment that provides a
predictable climate for investment and trade. Effective legal systems, well-defined property
rights and consumers with spending power and enjoying freedom of choice are important
elements of such a business environment and social investments can contribute to the formation
of such ahealthy and stable business climate imperative for business to thrive and take place.

Using a risk management-approach to CSR implies minimising the likelihood that a company’s
reputation will suffer from exposure of the corporation’s activities or negative consequences of
these. Corporations are increasingly subject to the scrutiny of their actions by the media as well
as by various pressure groups. Since the most central element of arisk management-strategy isto
examine a company’s practices and activities in order to prevent incriminating situations
occurring, the strategy isinherently reactive.

Increasingly, however, corporations see CSR not as a source of costs but as an investment that
can reduce costs and even prove to be beneficial initself. The business interestsinvolved in
taking CSR seriously are more apparent than ever and the number of companies introducing
extensive CSR-work is growing.

Thisillustrates an important point, namely that CSR, contrary to how it has been commonly
perceived, not necessarily is the same as simple charity — philanthropy — as a pay-off for
activities with negative social and/or environmental effects. First and foremost CSR means that
the company takes on responsibility for its own operations and does so out of a perceived self-
interest to do so (KOMpakt 2001, p 6).

The motives for taking on a CSR-strategy can be many, and different motives often accompany
the various strategies. Social investments can be motivated by a company’ s long-term interest in
an increased level of welfare in the society in which it operates. For a corporation to be able to
form partnerships with stakeholders there is a need for social capital in the society.

A risk management-strategy is often motivated by the need for avoiding damaging corporate
reputation and unwanted outcomes. Such outcomes may, for example, be consumer boycotts,
attacks on a corporation’ s fixed assets, loss of employee support and afailure to attract new and
good employees. Furthermore, a company can avoid having to use extra spending to repair
mistakes and prevent that management attention is diverted away from core activities due to
frequent *fire-fighting’. Seeking to avoid restrictions on operations such as regulations and new
legislation as well as obstacles in raising finance and insurance, can motivate corporations to
take on a commitment to CSR as well.

Potential positive outcomes of working with corporate socia responsibility can, however, also
motivate corporations. CSR offers a possibility to create practical partnerships and dialogue
between business, government and organisations. This may help a corporation more easily to
monitor shiftsin social expectations held by their stakeholders, identify market opportunities and
improve the company’s general understanding of the market. Another positive outcome of
working with CSR may be that this can represent an added value to the final product. Among the
wide variety of products, a producer’ s dedication to CSR may be an element a consumer takes
into account when choosing what product to buy.
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In aworld where many companies actually deliver the same product, the BRAND gets higher
and higher attention. The brand is closely connected to the perception of the company (whether it
is deserved or not). Peopl€’ s perception of awhether a company is agood citizen or not will in
the end have power to influence on the brand and thus on the sales figures. It’sto do with the
issue of the companies moving from the business pages to the front page. Nike, for instance, has
been crucified by the mediain recent times and thought they didn’t do anything wrong. They
were doing what everyone did — obtaining high quality products at the lowest cost and selling
them on for the highest price possible.

Several factors influence how corporations perceive of the need for CSR. Physical proximity
between the corporation and its stakeholders has traditionally played an important role. Negative
consequences of a corporation’s activities have been easier to ignore when affected stakeholders
were distant. Today physical distance or proximity isless relevant since media attention can give
the same effect. Companies’ actions abroad that previously went unnoticed can today have a
negative impact if covered by the media. The degree of risk and reward associated with a
company’s activitiesis aso relevant. The higher the reward, the higher the risk, and the fact that
oil companies today are among the business actors that have worked the longest and come the
furthest is symptomatic for this. The degree of exposure to societal expectations and public
opinion is also of importance.

These factors all influence whether a company sees CSR as important. A company whose
projects involve a high degree of risk, who is exposed to high expectations from society and
whose activities have interest in the public opinion, naturally feels more incentives to work with
CSR than a company whose activities are unlikely to catch the public attention or to be criticised.

Notes for Appendix 1
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APPENDIX 2
IMPORTANT CSR INITIATIVES

In this chapter we present a number of different actors within business and industry that are
involved in understanding and devel oping what corporate social responsibility is. The different
actors and approaches are not necessarily presented after its importance or analytical depth. They
are simply presented as aresult of our journey through the jungle of (apparently) infinite number
of initiatives that have popped up.

K OM pakt

The Consultative Body for Human Rights and Norwegian Involvement Abroad (KOM pakt) was
established in spring 1998. Within KOMpakt they soon realised a need to discuss corporate
social responsibility, an issue that already had been acknowledged by both employers and the
trade unions. As aresult of this concern, the Confederation of Norwegian Trade and Industry
was commissioned to organise a working group to prepare a memorandum on Corporate Social
Responsibility with regard to Norwegian economic involvement abroad. The aim of the
memorandum was to approach a common understanding of what corporate social responsibility
is, and to define various roles held by companies, trade union organisations, nonprofit
organisations and the authorities in relation to socia issuesin regions where Norwegian
companies operate abroad. Here we will present some of the perspectives and approaches that
are given in the final report of the working group (KOMpakt 2001).

As a starting point, the KOM pakt report states that both nationally and internationally, the public
or social responsibility of companiesis on the agenda. Thisistrue for the authorities, nonprofit
organisations and within the companies themselves. The issue of social responsibility is,
however, presented under many different terms. The main expressions are:

Corporate citizenship: the company as citizen or member of the society, with afocus that
includes public welfare.

Social accountability: social responsibility as the ability to demonstrate dignifies behaviour, with
emphasis on standards, accounting and reporting.

Sustainability: sustainability in relation to the impact of a company’s activitiesin the external
environment in particular, but now also on social factors.

Local content: required support for the host country and local community when establishing
operations abroad — in developing countries with emphasis on local employment and businesses,
training and enterprise opportunities and transfer of technology.

Corporate social responsibility: the company’s public responsibility, social responsibility or the
responsibility voluntarily assumed by corporations for their impact on their natural and social
environment.

It isof the view of the authors that corporate social responsibility (CSR) now is the most
common expression that reflects the issue of social responsibility. The basic idea behind all these
expressionsis that the company is an actor within awider social context. It isan integral part of
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the society. Thisimplies that the company operates not only within a market, but also within a
culture, aloca community, a political system, or among many cultures. The authors make a
differentiation of two types of how one should understand CSR. First, they refer to CSR asa
genera term. Thisimplies encompassing all the aspects of a company’ s environmental and
public contribution. Second, CSR is a question as how the company manages its relations with
employees and other people or organisations affected by or affecting the company’ s activities.

The KOM pakt-report refers to what is known as “the triple bottom line”. According to thisterm,
acompany is responsible to economical, social and environmental impact from its operation. All
three aspects should be monitored, evaluated and reported. However, they make it clear that “a
triple bottom line is a supplement to, but does not reduce the importance of the financial result as
an indicator of the company’s commercia performance” (p.7). Further they state that, “The
company’s core tasks are to be innovative and competitive within its areas of business and to be
financialy profitable. This appliesto companies with high levels of socia and environmental
ambitionstoo” (p.7). Good financial results are therefore not only the first bottom line, but also
the most important one.

Regarding the second bottom line, environmental performance, the KOM pakt-report takes an
important position. They regard environmental protection as avital aspect of corporate social
responsibility. In other words: CSR is not limited to the social dimension. Thisisimportant
because many actorsin the CSR-debate tend to exclude environmental impacts from the list of
CSR commitments.

When it comes to the third bottom line, socia responsibility, the authors highlight the following
issues (p.8):

Human rights and labour rights.

e business ethics, the most fundamental being anti-corruption
e the use of resources such asland, minerals, water, and forests. Uses that can giveriseto
conflicts between companies and local communities
e important public functions, such as health services, schools and local business
devel opment.
e partnership with stakeholders.
e the conflict between national (home country) and local (host country) standards for social
responsibility.
Finally, the KOM pakt-report addresses two important questions. Firstly, they ask “Why should a
company be social responsible’”. Then they go on asking: “How far does corporate social
responsibility go?”’

The main answer to the first question is that there are good commercial reasons for a company
do deal with corporate social responsibility. They give five such reasons:
e demand from investors (social and environmentally screened mutual funds are proving
very profitable)
e useful partnerships (different stakeholders can make important contributions)
e added value for the product (a commitment to social and environmental aspects can make
a contribution to increased sales and customer loyalty)
e atractive employers
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e trust of authorities (building confidence in the benefits of voluntary schemes and
dialogue with the private sector and to preventing detailed regulation)

There are however aremaining question on how far should the companies go in theirs strive for
social responsibility. Asapoint of departure, the KOM pakt-report makes it very clear that the
main responsibility lies with the political authorities where the company operates. The
companies do not have an obligation to take on political responsibilitiesin society. Nor should
they have such aresponsibility. This could seriously be in conflict with democracy. According to
a democratic system, the responsibility for public welfare should be in the hands of
democratically elected representatives. However, it is afact that many multinational corporations
already possess resources far beyond those available to (most) national authorities. Weather the
companies like it or not, in many cases the companies are the ones that actually can contribute to
social responsibility. One way to do thisis by using their channels through to political circlesin
order to influence the will of local authorities to enforce human rights or carry out pollution
control and environmental protection.

But what can they do? How far should they go? A minimum standard for social responsibility
should be that the company respects core international conventions for human rights and
working conditions. And they should of course also operate within the local regulations. It is,
however, in the interest of company integrity and unity advisable to define a set of standards that
go beyond the national and international minimum standards. It may for example be an
advantage to base activities on Norwegian standards of health, environment and safety, even
when it means exceeding local requirements.

Asafinal conclusion, the KOM pakt-report suggest four points containing elements that
companies can stress in a strategy for corporate social responsibility:

1. Know your stakeholders (conducting surveys and engage dialogue to gain first hand
knowledge of stakeholder expectations).

Make a commitment to social responsibility (but it on the agenda before someone else does).
Be concrete — measure performance (development of performance indicators).
Be open — access, reporting, auditing.

World CSR?

World CSR is a gateway to websites of the leading business led organisations on corporate social
responsibility, worldwide. This business-oriented website links together the sites of organisations
around the world who:

e have corporate social responsibility, corporate involvement in sustainable development,
corporate citizenship, or social exclusion astheir core activity
e support business leadership in these areas and provide advice and assistance to a
substantial business membership
e actively contribute to the development of best practices and the advancement of the
subject
e haveasignificant website with material to assist business on these topics
The site isthe result of a shared co-operation between the Founder Member Organisations:
Centre for Corporate Citizenship at Boston College, Business Impact, Business for Social
Responsibility (BSR), CSR Europe, and Prince of Wales Business L eaders Forum (PWBLF).
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CSR-Europ¢e?

CSR Europe is the business-to-business network for Corporate social Responsibility. Their
mission “is to help companies achieve profitability, sustainable growth and human progress by
placing Corporate Social Responsibility (CSR) in the mainstream of business practice.” CSR
Europe achieves this objective through co-operations with over 40 company members and 15
national partners.

The website gives access to an extensive range of material on CSR, including publications
(books, research), news articles from mainstream and specialist press, business best practice case
studies from all over Europe, company reports on social and environmental issues, ad links to
online resources from other organisations. These are all available through an extensive databank.
In addition, CSR Europe has set up an internet-based tool: the CSR Matrix on Communication
and Reporting. It allows the user to quickly look into the depths of ‘what' companies are
communicating and reporting about and 'how' they are doing it.

According to CSR Europe, an increasing number of companies, large and small, are looking for
guidance on how to improve their reporting practices on CSR. Responding to these needs, CSR
Europe presented a guideline at the European Business Convention in November 2000. These
guidelines, called The Voluntary Guidelines, encourage companies to undertake Voluntary
Reporting on their social and environmental performance across all company operations and
make their findings available to stakeholders. The guidelines identify afour-step approach to
reporting which comprises an in-depth analysis of Principles, Practices, Processes and
Performance on CSR. They encourage companies to report on how they are embedding CSR
practices into their core management operations and strategies. A set of core indicators (input,
output and outcome) is given for each sector of CSR (workplace, marketplace, environment,
ethics, human rights, community). These have been identified based on studies of the indicators
most used by companies to measure their overall impact on society, and aim to help companies
better express their own performance. The suggested indicators within each sector are shown in
Table 6.
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Table 6 A checklist of performance indicators (Source: CSR Europe)

Sector “Qub-sector” | Indicators
WORK - Working Occupational diseases and injuries (%)
PLACE conditions Rate of absence/lost days
/health and Health and safety expenditure, number of employees
safety/pay and | attending HS training
benefits Staff turnover and employee retention rate
Spread of wages
Equal Workforce breakdown by gender/ethnic background;
opportunities | disability/age
inthe Workforce breakdown by function, full/part time,
workplace temporary work
Ratio of women/ethnic background in managerial positions
Trainingand | Ratio of Training Expenditure of total operating cost
professional | Number of employees attending training courses as % of
development | total number of employees
Number of training hours per employee
Industrial Ratio of recognised trade unions to existing trade unions
relations Number of redundancies by type and location (specific
site)
Number of days lost to industrial action
MARKET- | Product Customer survey (number of customers interviewed and
PLACE stewardship | result)
Number of customer complaints
Supply chain | Number of suppliers screened
relations Supplier survey (number of suppliersinterviewed and
result)
Research and | Number and type of new products and services
development | Provision for customers with special needs

Page 46

Reference to part of this report which may lead to misinterpretation is not permissible.

6 May 2003, as/r-csr (1).doc



DET NORSKE VERITAS/ VESTLANDSFORSKNING

Report No: 2002-1072, rev. 1

TECHNICAL REPORT

ENVIRON-
MENT

Sustainability
and waste
management

Quantity of water used
Quantity of energy used
Greenhouse gas /CO, emissions
Other emissions to air/water
Use of raw materials

Number of complaints/prosecutions/fines for
environmental offences

Quantity of energy produced from renewable sources
Quantity of waste generated

Quantity of waste recycled

Use of recycled materials

(These measures could be expressed as ratio to the relevant
sector average when available)

Green
activities

Number and type of environmental training programmes /
% of employeeinvolved

Number of environmental audits — internal /external (% of
sites)

CoMMU-
NITY

Community
giving and
partnerships

Value of cash, staff time, in kind/donations (total or ratio to
pre-tax profit)

Areas of charitable support

Number and type of community organisations the company
isin partnership with

Number of people involved in community activities/events
organised by the company (special focus on children)

Employee
involvement
in community
activities

Staff involvement in social activities (numbers of
employees and hours)

Found raised by employees for charities (and company
matching)

Entrepreneurs
hip and
Employability

Amount of investment in economic projects
Number of jobs created

Number of business start-ups

Number of people involved in economic/educational
projects

Number of people that found employment (or better
position) after participating in the company training

ETHICS

Ethics

Number and entity of reported cases for bribery and
corruption (offered and/or paid)

Number of contracts cancelled due to non-compliance with
company’s ethical policy (and reason of conflict)

Number of referralsto the ethical policy unit

HUMAN
RIGHTS

Human rights

Number of reported cases of human rights abuses
Age and number of the youngest employee

Ratio of lowest wage to statutory national minimum
Number of contractors/suppliers screened
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Business for Social Responsibility (BSR)*

Business for Social Responsibility (BSR) isaglobal resource for companies seeking to sustain
their commercial success in ways that demonstrate respect for ethical values, and for people,
communities and the environment. BSR is based in the US. Through membership in BSR,
companies have access to practical information, research, education and training programs, as
well as technical assistance and consulting on all aspects of corporate socia responsibility. More
than 1,400 companies are BSR members or affiliates representing more than $1.5 trillion in
combined annual revenues and employing more than six million workers.

BSR strongly underlines that while there is no single, commonly accepted definition of corporate
social responsibility, it generally refers to business decision-making linked to ethical values,
compliance with legal requirements, and respect for people, communities and the environment.
Asapoint of departure, BSR has “defined” CSR as: “operating a business in a manner that meets
or exceeds the ethical, legal, commercial and public expectations that society has of business.

L eadership companies see CSR as more than a collection of discrete practices or occasiona
gestures, or initiatives motivated by marketing, public relations or other business benefits.

Rather, it is viewed as a comprehensive set of policies, practices and programs that are integrated
throughout business operations, and decision-making processes that are supported and rewarded
by top management”.

On BSR’s website they give references to a number of external standards. While there are many
external standards that cover one or more aspects of corporate social responsibility, only a
handful coversthe full spectrum of issues. They include:

The Global Reporting Initiative (GRI. Se section 1.6, appendix 1)

The Global Sullivan Principles: Introduced in 1999, the Global Sullivan Principles expand upon
the origina Sullivan Principles, which were developed by The Reverend Leon H. Sullivanin
1977 as avoluntary code of conduct for companies who were doing business in apartheid South
Africa. According to Rev. Sullivan, “ The objectives of the Global Sullivan Principles are to
support economic, social and political justice by companies where they do business; to support
human rights and to encourage equal opportunity at all levels of employment, including racial
and gender diversity on decision making committees and boards; to train and advance
disadvantaged workers for technical, supervisory and management opportunities, and to assist
with greater tolerance and understanding among peoples; thereby, hel ping to improve the quality
of life for communities, workers and children with dignity and equality.”

Socia Accountability 8000 is a standard that specifies requirements for social accountability to
enable a company to develop, maintain, and enforce policies and procedures in order to manage
those issues which it can control or influence; and demonstrate to interested parties that policies,
procedures and practices are in conformity with the requirements of this standard. The
requirements of this standard apply regardless of geographic location, industry sector, or
company size. The Council on Economic Priorities Accreditation Agency developed the
standard. It covers standards and monitoring programs for child labour, forced labour,
disciplinary practices, non-discrimination, wages and benefits, working hours, health and safety,
freedom of association and collective bargaining, and management systems.

The Caux Round Table (CRT) promotes principled business leadership and the belief that
business has a crucial role in identifying and promoting sustainable and equitable solutions to
key global issues affecting the physical, social and economic environments. The CRT is
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comprised of senior business leaders from Europe, Japan, and North America. It isbased in
Caux, Switzerland. The CRT has produced “Principles for Business,” a document which seeks to
express aworld-wide standard for ethical and responsible corporate behaviour for dialogue and
action by business and leaders world-wide. The principles include the social impact of company
operations on the local community, arespect for rules and ethics, support for multilateral trade
agreements that promote the “judicious liberation of trade,” respect for the environment and
“avoidance of illicit operation,” including bribery, money laundering, and other corrupt
practices.

The Interfaith Centre on Corporate Responsibility (ICCR) has published “Principles for Global
Corporate Responsibility,” which is not a standard but a“ collective distillation of the issues of
concern” to religious-oriented institutional investors developed by groupsin the U.S., Canada,
and the U.K. ICCR is comprised of more than 275 religious institutions that use their
investments to promote social change. The principles cover the entire spectrum of CSR issues,
including workplace, community, the environment, human rights, ethics, suppliers and
consumers. The principles are published as a reference tool that companies (and investors) can
use to benchmark or monitor their own policies, or those of the companiesin which they invest.

The Sunshine Standards for Corporate Reporting to Stakeholders, proposed in 1996 by the
Washington, D.C.-based Stakeholder Alliance — an association of individuals and organisations
from environmental, consumer and religious organisations — are described as “the information
that corporations should routinely provide in an annual ‘ Corporate Report to Stakeholders.”” The
standards cover a very wide spectrum of information, from “customer information needs’
(related to actions against the corporation, product contents), “employee information needs’ (job
security, health and safety risks, equal opportunity employment data, employee grievances),
“community information needs’ (company ownership, financial data, environmental impact,
taxes paid, job creation data, investments, contributions), and “ society’ s information needs”
(trade with hostile nations, major government contracts, fines levied against the company).

The Keidanren Charter for Good Corporate Behaviour comes from Keidanren, the Japanese
Federation of Economic Organisations, a nation-wide business association whose membership
includes more than 1,000 of Japan's leading corporations and more than 100 industry groups.
The 10-point charter states that “ Corporations, in addition to being economic entities engaged in
the pursuit of profit through fair competition, must be useful to society as awhole.” Keidanren
members agree to follow the spirit of the charter as “the criterion of their corporate behaviour.”

WBCSD

The World Business Council for Sustainable Development (WBCSD) is a coalition of 150
international companies united by a shared commitment to sustainable development via the three
pillars of economic growth, ecological balance and socia progress. The Council’s members are
drawn from more than 30 countries and 20 mgjor industrial sectors. Their mission isto provide
business leadership as a catalyst for change toward sustainable devel opment, and to promote the
role of eco-efficiency, innovation and corporate social responsibility.

According to WBCSD (2001b) the term CSR is at present firmly on the political agenda.® In
broad, they state “ CSR is the ethical behaviour of a company towards society”. Now, ethical
behaviour is necessarily not a new issue for business. The very term CSR is new, but acting
responsible to society as an identifiable corporate issue stretches back to the 19" century. At that
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time, many industrialists carried out philanthropic work, like building schools and hospitals,
education workers and look after health care for workers and their families etc. In Norway we
have many such examples. In small industrial societies like Ardal and Hayanger, Norsk Hydro
(Norwegian Hydro) played an important role in building the welfare state.

During the beginning of the 20™ century the philanthropic idea more or less fell out of the
international agenda. The state took more responsibility for building the welfare state, and the
industry ended up with taking case of its own internal affairs. In other words: business paid its
taxes and the state largely took care of culture and socia welfare affairs.

This situation has changed during the last decades. Businesses and industriaists areto alarge
extent expected to play a more important role in the society.® Simply paying taxes and follow
regulations is no longer enough. This leads back to CSR, which emphasises the need for
companies to take an active part in developing the society.

However, there exits no universally acceptable definition of CSR. The WBCSD views CSR as
the third pillar of sustainable development, the first and the second pillars being respectively
economic growth and ecological balance. CSR istherefore a key component for a sustainable
future. The relationship between Sustainable Development and the three pillarsis shownin
Figure 10.

Based on an international meeting with 60 participants from within and outside business, the
following definition emerged:’

“Corporate socia responsibility is the counting commitment by business to behave ethically and
contribute to economic devel opment while improving the quality of life of the workforce and their
families, as well as of the local community and society at large (WBCSD 2001b).”

This definition tells more about CSR, but it hardly tellsuswhat CSR actually is. It isnot a
precise definition. A precise definition is probably not so important after all. In addition it is not
likely that such a consensus will be reach at all. What isimportant is CSR is about. The
participants at the WBCSD meeting pointed out five themes that tell us something about the
different aspects of CSR. These were: (i) human rights, (ii) employee rights, (iii) environmental
protection, (iv) community involvement, and (v) supplier relations. In addition they mentioned to
more aspects, which they thought to be “cross-cutting” issues or aspects: (vi) stakeholders rights
and finally (vii) monitoring.
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Corporate responsibility

(sustai nabl e devel opment)
| |
Corporate Corporate Corporate
financial environmental socia
responsibility responsibility responsibility
(CSR)

Figure 10 Thethree pillars of Sustainable development (Source: WBCSD 2001b)

Human Rights are the universal rights that every person is entitled to enjoy and to have
protected. The underlying idea of such rights — fundamental principles that should be respected
in the treatment of all men, women and children — exist in some formin al cultures and
societies. However, such rights are enshrined in the Universal Declaration of Human Rights,
adopted by the United Nations in 1948. The declaration covers two broad sets of rights: Civil and
Political Rights; and Socia and Cultural Rights.

Employee rights are embodied in the International Labour Organisation’s Declaration on the
Fundamental Principles and Rights at Work. These include: freedom of association and the right
to collective bargaining; elimination of all forms of forced and compulsory labour; abolition of
all child labour; and the elimination of discrimination in respect of employment and occupation.

Protecting the environment from the impact of operationsis a core responsibility. Besides their
legal obligations, which can differ according to region and country, corporations are seen to have
abroad responsibility to protect the physical environment throughout their supply chains. They
should commit to continuous improvements in eco-efficiency (doing more with less) and
managing the full lifecycle of their product or service.

Community issues cover a broad range of activities, including community assistance programs;
supporting educational needs; foresting a shared vision of a corporation’srolein community;
ensuring community health and safety; sponsorship; enabling employees to do voluntary work in
the community; philanthropic giving.

Supplier chains are mostly complex interrel ationships between a wide range of companies.
Corporations can — and are — affected by the actions of their direct and indirect suppliers. They
can inherit consequences of bad practices of those higher up the chain, such as the use of child
labour and polluting production methods.

There is no argument that shareholders who own the company have the first call on the
performance of management. But an increasingly large number of people argue that companies
also have to satisfy a broader group of interested parties, commonly called stakeholders. These
include not only shareholders, but aso employees, customer/customer suppliers, communities
and legidators. Such stakeholders are to have both influence and rights.
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Finally, effective management of CSR demands monitoring, measuring and reporting of
performance against generally accepted indicators. The systemsto achieve this are still in their
infancy, but much can be learned from those devel oped over the past decade for the
management, monitoring and reporting of environmental impacts and performance.

The Global Reporting I nitiative (GRI 2000)

“The Global Reporting Initiative (GRI) is along-term, multi-stakeholder, international undertaking
whose mission isto develop and disseminate globally applicable sustainability guidelines for
voluntary use by organisations reporting on the economic, environment, and social dimensions of
their activities, products and services.” GRI (2000:1)

Sinceitsinception in 1997, the GRI has worked to design and build acceptance of acommon
framework for reporting the linked aspects of sustainability- the economic, the environmental,
and the social. Although in the long term the Sustainable Reporting Guidelines are intended to be
applicable to all types of organisations, the GRI’ sinitial development work has focused on
reporting by business organisations.

The GRI was originally convened by CERES® in partnership with UNEP.? Since then, the GRI
has already incorporated the active participation of corporations, non-governmental
organisations, consultancies, accountancy organisations, business associations, universities, and
other stakeholders from around the world. A steering committee with a membership representing
amix of stakeholders has guides the GRI this far.’® The first organisational meeting of the GRI
took place in thefall 1997. In march 1999 they released a exposure draft Sustainability
Reporting Guidelines. During the period from April 99 to Spring 00 there was a pilot testing and
comment phase, and in June 2000 GRI released the revised Guidelines (GRI 2000). Theaimisto
establish an independent GRI institution by 2002.

The purpose of the Sustainability Reporting Guidelinesisto help the organisations to report
information in away that represent a clear picture of the impact of business, including the
economic, environmental, and social impacts. In order to do so, they have suggested a number of
indicatorsin each of the three aspects of sustainability. These indicators are shown in appendix
A. Asthe GRI works towards consensus among reporters and report users on the specific
indicators, it recognises that the indicators have not achieved equal degrees of consensus. The
greatest degree of consensus is associated with environmental indicators. These have been
subject to arobust review, assessment, and pilot-testing. In contrast, the GRI’ s economic and
social indicators are less devel oped.

The GRI has chosen to operate with separate indicators within each of the three aspects.
However, GRI is of the opinion that so-called integrated indicators are those with potential to
become generally applicable or organisation-specific. These indicators are at an early and
experimental stage of development. Much experimentation and feedback from organisations and
business need to be done until such approaches will be available. It is never the less a purpose for
the GRI to advance consensus on such integrated indicators.

According to the GRI, integrated indicators are of two types. systemic and cross-cutting.
Systemic indicators link performance at he micro level (e.g., organisation level) with
economical, environmental, or socia conditions at the macro-level (e.g., regional, national, or
local level). The following are examples of this type of indicator:

Page 52

Reference to part of this report which may lead to misinterpretation is not permissible.
6 May 2003, as/r-csr (1).doc



DET NORSKE VERITAS/ VESTLANDSFORSKNING

Report No: 2002-1072, rev. 1

TECHNICAL REPORT

e wages and benefits, or investments in research and development, at the organisation level
expressed in relation to sectoral or national totals
e workplace accident or discrimination cases at the organisation level expressed in relation
to regional or sectoral totals
e anorganisation’stotal materials use during a product’s life cycle expressed relative to
globally sustainable levels measured in terms of resource availability and/or biophysical
assimilative capacity
Cross-cutting indicators bridge information across two or more of the three elements of
sustainability — economic, environmental, or social — of an organisation’s performance. The
following are examples of thistype of indicator:

e acomposite measure of diversity (economic-social-environmental)
e eco-efficiency (economic-environmental)
e externalised costs of emissions (economic-social or economic-environmental)

Global Compact™

United Nations Secretary-General Kofi Annan first proposed the Global Compact in an address
to the World Economic Forum on 31. January 1999. The operationa phase was launched the
following year. What Kofi Annan was doing was nothing less than “challenging the world
business |eaders to help build the social and environmental pillars required to sustain the new
global economy and make globalisation work for all the worlds people’.

The core partners in the Global Compact are: the High Commissioner for Human Rights, the
International Labour Organisation (ILO) and the United Nations Environment Programme
(UNEP). More recently the United Nations Devel opment Programme and the UN Fund for
International Partners joined the work.

The Global Compact (GC) has three specific purposes (Econ 2001):

e Firstly, the GC has put together acommon framework for the corporate sector to address
three critical areas: human rights, labour and the environment.

e Secondly, the GC provides acommon framework for co-operation between the
international business community, the United Nations and civil society organisations.

e Thirdly, the GC is designed as a platform for identify, disseminate and promote good
practices based on universal standards and rights.

It isvital for the GC to underline that it is not a regulatory instrument or code of conduct, but a
“value-based platform designed to promote institutional learning”. Assuch, itisnot a
substitution for effective action by governments, but an * opportunity for firms to exercise
leadership in their enlightened self-interest”. Nor does the GC seek to supplant other voluntary
initiatives.

The GC involves all the relevant social actors. governments, who defined the principles (se
below) on which the initiative is based; companies, whose actions it sees to inform; labour, in
whose hands the concrete process of global production takes place; civil society organisations,
representing the wider community and the stakeholders; and the United Nations, the world’s
only truly global political forum, as an authoritative convenor and facilitator.
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A central part of the Global Compact is their nine principles. These principles are drawn from:

e TheUniversal Declaration of Human Rights
e ThelLO’ s Fundamental Principles on Rights at work, and
e The Rio Principles on Environment and Devel opment
The GC asks companies to act on these principlesin their own corporate domains. Thus, the

Compact promotes good practices by corporations but it does not endorse companies. The
principles are shownin Table 7.

Table 7 The Global Compact’snine principlesin the topics: human rights, labour and
environment.

Topic Principle (“ The Secretary-Genera asked world businessto:”)
HUMAN Principle 1: support and respect the protection of international
RIGHTS human rights within their sphere of influence.

Principle 2: make sure their own corporations are not complicit in
human rights abuses.

LABOUR Principle 3: freedom of association and the effective recognition
of the right to collective bargaining.

Principle 4: the elimination of all forms of forced and compulsory
labour.

Principle 5: the effective abolition of child labour.

Principle 6: the elimination of discrimination in respect of
employment and occupation.

ENVIRON- Principle 7: support a precautionary approach to environmental
MENT challenges.

Principle 8: undertake initiatives to promote greater environmental
responsibility.

Principle 9: encourage the devel opment and diffusion of
environmentally friendly technologies.

Notes for Appendix 2

! Although many people today feel that business have this responsibility as a moral obligation, the KOM pakt-report
emphasises that a company’s social role cannot simply be defined by the company itself, based on the values of its
management or owner.

Page 54

Reference to part of this report which may lead to misinterpretation is not permissible.
6 May 2003, as/r-csr (1).doc



DET NORSKE VERITAS/ VESTLANDSFORSKNING

Report No: 2002-1072, rev. 1

TECHNICAL REPORT

2 http://www.worldcsr.com. CSR Europe was formally named “ European Business Network for Social Cohesion” .

3 http://www.csreurope.org.

* http://ww.bsr.org.

® The WBCSD started their work on CSR in 1997 with the founding of a CSR working group.

® There can be many reasons for this, ranging from pure self-interest (image building and avoiding laws and
regulations form the government) to pressure from customers and the national and local authorities.

" Approximately 60 diverse and high-level participants attended a 2 1/2 day meeting in The Netherlands in
September 1998. They represented business, labour, academia, intergovernmental organisations, church groups,
indigenous people, human right organisations, the environmental community and those involved in socid
responsible investment. The meeting was facilitated by the UK-based Environment Council and the US-based
Meridian Institute.

8 CERES (Coalition for Environmentally Responsible Economies) is a non-profit, non-governmental organisation
based in Boston, USA, that consist of environmental organisations, socially responsible investment professionals,
ingtitutional investors, labour and religious organisations. CERES is the author of the CERES Principles, formerly
Valdez Principles, a 10-point code of conduct on environmentally responsible corporate behaviour.

® United Nations Environmental Programme.

19 Organisations represented on the GRI steering committee: Association of Chartered Certified Accountants (UK),
Canadian Institute of Chartered Accountants, Columbian Business Council for Sustainable Development, Centre for
Science and Environment (India), Coalition for Environmentally Responsible Economies (US), Council on
Economic Priorities (US), Environmental Auditing Research Group (Japan), General Motors Corporation (US),
Green Reporting Forum (Japan), Ingtitute of Social and Ethical Accountability (UK), Investor Responsibility
Research Centre (US), ITT Flygt (Sweden), New Economics Foundation (UK), SustainAbility, Ltd (UK), United
Nations Environmental Programme, World Business Council for Sustainable Development, and World Resource
Institute.

1 http://www.unglobal compact.org.
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APPENDIX 3
EXISTING CSR STANDARDS

Many different standards have been developed and are commonly grouped into three different
focus areas: process, performance and hybrid -standards. The process standards focus on
management and management systems, while performance standards sets, more or less, specific
demands for the companies’ behaviour, and the hybrid standard combines both the process and
performance perspective. The most established standards are SA8000 and AA1000. AA1000 isa
process standard and SA8000 is a hybrid standard because in addition to requirements on
performance it also has requirements for processes to be implemented.

SA8000

SAB000 was devel oped by the Council on Economic Priorities Accreditation Agency, CEPAA
(CEPAA later changed name to SAI, Social Accountability International). SA8000 was the first
audible international standard on workers' rights. It is based on the principles underlying the
eleven Conventions of the International Labour Organisation (ILO), United Nations Convention
on the Rights of the Child, and the Universal Declaration of Human Rights. The standard
provides definitions and parameters to ensure conformance to these universal rights. In this way
the standard enables a certification of a workplace process to be conducted and an audit resulting
in a proven conformance guarantees the audited company or organisation a certificate. The
overall ambition of the standard isto promote continuous improvement of workplace conditions.

The focus on workplace conditions includes:

child labour

forced labour

health and safety

freedom of association and collective bargaining

discrimination

disciplinary practices

working hours compensation

management systems

A central element in the standard is that |eaders of the organisation formulate a policy that
expresses a commitment to striving towards being socially accountable. Furthermore a
monitoring system is required to enable verification of conformance to the specific requirements
in the standard. An organisation also has to establish and maintain procedures to communicate
regularly to interested parties or stakeholders information regarding conformance to the
requirements of the standard. These are central components in the | SO-model and SA8000 is
based on the same methodology as 1SO 9000 and | SO 14000.

Page 56

Reference to part of this report which may lead to misinterpretation is not permissible.
6 May 2003, as/r-csr (1).doc



DET NORSKE VERITAS/ VESTLANDSFORSKNING

Report No: 2002-1072, rev. 1

TECHNICAL REPORT

AA1000

AA1000 is an dternative standard to SA8000 devel oped by the Institute of Social and Ethical
Accountability. The Institute facilitated a comprehensive process involving alarge number of
organisations and individual s world-wide from business, government, and civil society that
resulted in the new standard. Rather than building on treaties and conventions, a ‘best practice’ -
approach has been used to develop AA1000. The standard focuses on achieving socia and
ethical accountability by establishing a continuing process of planning, accounting, auditing and
reporting. By establishing such processes continuous improvement can take place through
linking the company’ s values to this process. Essentia for the standard is afocus on creating a
learning process based on communication with relevant stakeholders. The main purpose of the
AA1000 is consequently to serve as ageneral framework giving directions for organisations
wanting to work systematically with ethics and socia responsibility.

Every organisation has multiple stakeholders often with conflicting interests, and this dilemmais
one AA1000 seeks to address in particular. The AA1000-standard has a strong focus on an
organisation’s stakeholders and interaction with stakeholdersis at the heart of the standard.
Guidelines for how such interaction can take place are provided in the standard. By outlining a
process for organi sations to become engaged with stakeholders, the aim isto help organisations
find common ground and build trust with their important stakeholders.

The Institute stresses the creation of a body of professionally trained and qualified social and
ethical accountants and auditors and wants to help build a new profession. Accreditation is given
to persons not to companies! The AA1000 outlines multiple guidelines for how such roles can be
filled.

AA1000 is abroad standard and can encompass most other initiatives and guidelines, like for
instance the Global Reporting Initiative (GRI) or SA8000. The GRI guidelines are closely
aligned to AA 1000, but focus only on one element of the process, namely reporting.

AA1000 is now being revised as the AA1000 Series (AA1000S). AA1000S will include a
revised framework and five stand alone modules to strengthen and standardise the guidelines
provided in the core framework. These modules are:

Module 1: Quality Assurance and External Verification
Module 2: Governance and Risk Management

Module 3: Integration of the Accountability Processes with Existing Management and
Metric Systems

Module 4: Measuring and Communication the Quality of Stakeholder Engagement

Module 5: Accountability Management in Small and Medium Organisations

These modules represent the interests and concerns of the business, NGO, consultancy and
academic communities regarding the practice of corporate accountability.

As part of the revision process a round of multiconstituency international consultations will take
place until June 2002.
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Comparing SA8000 and AA1000

There are several similarities between the standards. Both standards are generic and applicable to
awide range of organisations of different size, structure and geographical location. Both
standards can be useful to both large and small organisations, single site, multi-site and multi-
national organisations aswell as public, private and non-profit organisations. Companies
wanting assurance that their suppliers or subcontractors are socially accountable can utilise both
standards in this respect.

Furthermore, both require that definition of a policy, the monitoring of activities and results, the
verification of conformance, the communication of procedures, and the devel opment of
management systems take place. SA8000 emphasises stakeholder dialogue and governance to a
certain extent, but it does not include stakeholder engagement as a core part of the accounting
process like the AA1000 does.

With regards to processes needed to be in place to secure a management system-approach to
CSR, the AA1000 and SA8000 have strong similarities. One of the main differences between the
standards is that while AA 1000 strictly prescribes procedural steps, the SA8000 also prescribes
specific requirements with regards to what is acceptable social performance.

Focus:

By focusing on workplace conditions SA8000 covers only part of the breadth of the term social
accountability. AA1000 is more general and can encompass more of the term social
accountability such as sustainability. Furthermore, since SA8000 has a more narrow focus
mainly on employees rights few of organisations' various stakeholders are taken into
consideration. AA1000 has a broader stakeholder focus. The broad focus of the AA1000
standard makes it fairly generic and applicable to most organisations. The more narrow focus of
SA8000, however, makes it more suited for certification.

AA1000 is a process standard, which means it does only specify which processes an organisation
should follow to account for its performance and not the levels of performance the organisation
should achieve. SA8000 is also process oriented in the way that it requires certain processes to
take place in the organisation, but it also sets specific requirements as for how an organisation
ought to perform and organise it’s work processes. In thisway SA8000 also does set certain
minimum levels of performance.

Scope:

AA1000 is afoundation standard and is claimed to serve either to underpin the quality of other,
more specialised accountability standards or as a stand-alone system and process for managing
socia and ethical accountability and performance. SA8000 is aso compatible with management
standards like 1SO 9000 and I SO 14000 and can thus also be an integral part of a more overall
management system.

Unlike SA8000, the AA1000 is not intended to be a certifiable standard. The Institute of Social
and Ethical Accountability perceives certifiable standards as something that can result in the
development of arigid compliance-oriented culture. Rather, the intention behind this standard is
to stimulate innovation around key quality principles. The Institute is convinced that working out
a standard not intended to be certifiable is a more effective approach to reaching this goal.
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Content:

The standards are different in the way that SA8000 has universal rights (such as the International
Convent on Human Rights, the International Convent on Civil and Political Rights, the
Convention on the Rights of a Child, and International Labour Law) asit’s most important
elements. Whereas AA 1000 uses stories of best-practice in social and ethical accounting,
auditing and reporting as its most important material. In thisway SA8000 has more top-down
features whereas the making of AA1000 to alarger extent resembles a bottom-up process.

The standards also differ on what and how they will determine who is “socially accountable’.
According to SA8000 an organisation or business can be called “ socially accountable” when
certain universal rights and defined criteria are met. Compliance is here the crux of the matter.
AA1000, on the contrary, does to alesser extent focus on compliance with defined rights and
criteria, but more on the extent of the engagement with relevant stakeholders. AA1000
consequently defines accountability almost solely by an organisation’ s engagement with its
stakeholders. The level of transparency, responsiveness and compliance are important questions
in this respect.

The wide range and almost universal applicability of the standards is caused by their content.
Whereas SA8000 has a narrow focus on employees working conditions and thereforeis
applicable to amost any organisation, AA1000 is applicable due to its broad focus on processes.
Thisfocus alows AA1000 to serve as amore general framework in which other, more specific
standards can fit in. AA1000 does itself bring attention to the suitability of a contingency-
approach. It does so by stating that: “avariety of different approaches to the AA1000 process,
for examples towards stakeholder engagement, will address the quality requirements identified
by the process standards, and that different approaches will be more appropriate in different
organisation types and geographies’.

Assessment:

Both standards can be used in assessments. An assessment with AA1000 as a point of reference,
would be an assessment of processes in an organisation, whereas assessment by using SA8000
would focus just as much on performance as processes. Self-assessment, second party
assessment and third-party assessment can in principle take place for both standards, but today
third-party assessment is available only for SA8000.

Managerial consequences of adoption of standard:

SAB000 isin many ways a minimum standard that sets certain criteriafor performance that need
be met in order to secure compliance. An organisation taking on and accepting SA8000 may
experience consequences mainly related to its organisation of work processes and its human
resources management. AA1000 does however, to alarger extent, focus on tying social and
ethical issuesinto the organisation’s strategic management and operations. Consequently, the
standards are different with regards to how central a part of the general management system they
aspireto be.

Adaptation of AA1000 is alot more time and resource consuming than SA8000 which is more
limited and parsimonious. It is therefore likely that adoption of AA1000 requires an even
stronger dedication from top management than the SA8000 to be successful.
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Critical views:

SAB000 has been criticised for outsourcing the problem to the supply chain and for having atoo
narrow focus. The standard isin many ways an expression of a set of criteriathat asaminimum
have to be met in order for an organisation to be called ‘ socially accountable’. AA1000 has a
much broader scope but does not state any objective or universal requirements. The standard’'s
focus on stakeholder engagement and transparency is undisputedly important, but is often
problematic and limited in reality. The AA1000 standard has in this way been criticised for in
some ways resembling ‘wishful thinking' and being too broad. The important point in this
respect must be that neither SA8000 nor AA1000 are complete or sufficient. Both have
shortcomings and need to be accompanied by other guidelines and standard. Thus, SA8000 and
AA1000 are not rivalling standards. Rather, the standards can serve as useful supplementsto
each other.

Since a SA8000 audit normally is notified in advance there is always a significant risk that
irresponsible managers or owners easily can hide non-conformances from an auditor. This “risk”
will also apply for DNV as the accredited body when issuing a certificate.

An organisation in need of aframework incorporating their efforts towards implementing CSR in
their organisation, will find AA1000 useful, whereas an organisation wanting to demonstrate that
their labour practices are compatible with labour and human rights may rather prefer SA8000.
Furthermore, SA8000 has been criticised for championing human and children’ s rights in atoo
rigid manner. The organisation Save the Children states that to simply stop doing business with
companies found using child labour, is not agood or viable option. Rather these companies
should be met with demands and be assisted in finding ways of gradually reducing the element

of child labour and/or making the working conditions better.

ECS2000

The Reitaku University in Japan has developed what can be termed a CSR standard. ECS2000 is
an Ethics Compliance Management System Standard, which has focus on business ethics and
legal compliance.

Rather than making a common list of social responsible activities for corporations to follow,
ECS2000 encourages corporations to establish management systems with an explicit CSR policy
and strategy.

Companies are able to apply the standard at different levels of commitment. Level one
commitment is where ECS2000 is used as a guide - aresource to be drawn from in the creation
of asystem. Level two commitment views ECS2000 as a checklist to test the validity of existing
systems that may already be in place. Level threeisthen the certification level - self-certification
and third party certification. Companies are expected to declare the level at which they are using
ECS2000.

The system is composed of the much used Plan, Do, Check, Act (PDCA) framework.

The ECS2000 contains many requirements very similar to both the SA8000 and the AA1000. A
social policy for the company has to be formulated, planning of how this policy isto be
implemented and realised must take place, monitoring and corrective action are to be secured
and the results of this monitoring process are to be brought into the management review.
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Critics have claimed that ECS2000 is not aimed at the business that needs to effectively manage
stakeholder relationships, or to maximise its positive impact on society. As such, it probably
represents afairly reactive standard, shaped by the eventsin Japan over the last ten years. The
CSR agenda elsewhere is aready being shaped by quality business responses to a range of
expectations that are difficult to codify and the response is difficult to capture in a document-
and-control approach. But as expectations of socially responsible conduct become internationally
applied, it may well be that the companies will seek solutions devel oped from their own business
model - in which case ECS2000 may be the starting point.*

Notes for Appendix 3

1 BUSINESS RESPECT - CSR Dispatches#21/12-Jan-2002
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APPENDIX 4
CSR AND SUSTAINABILITY

Our common future (the Brundtland Report)

The idea of sustainable development has survived nearly a decade of rhetorical excess and
academic criticism. From the Brundtland Report Our Common Future to Agenda 21, it has
remained the central goal and guiding norm of environment-and-development policies (Lafferty
and Langhelle 1999). Lafferty and Langhelle argue that just as every country and ideology after
the World War Il wished to profileitself as ‘democratic’, we find the same trend today with
respect to ‘ sustainable development’. The underlying idea of sustainability is, of course, much
older than the 1987 report from the World Commission on Environment and Development. It is,
however, only since the publication of Our Common Future (WCED 1987) that sustainability,
coupled to the notion of ‘development’, has become so important. Lafferty and Langhelle put is
thisway: “Pity the politician, the party programme, the long-term plan or the international
agreement which does not pay respect to the idea. The prospect of a ‘ non-sustainable society’ is
on a par with that of a non-democratic society. It's simply not on.” (p.1)

But what is sustainable development about? Isit possible to give a precise definition? How
should the term be interpreted to give guidance in everyday policy? Thereis, unfortunately, a
tremendous diversity and interpretations (Hayer 2000, Aall 2000, Lafferty and Langhelle 1999).
Competing understandings of ‘ sustainable development’ are surely as numerous as competing
understandings of ‘democracy’. One of the reasons for this diversity is the inconsistent use of the
term within the Brundtland Report itself. Here we can find at least six different definitions of the
term, all of them mutually exclusive. No wonder researchers and politicians are confused. In
addition to the variety of definitionsin Our Common Future itself, Hayer and Aall (1997)
suggests that there has been a battle between different groups that all want to “own” the term.
Both politicians and professionals have been active in this fight.

Although there seems to be some inconsistency about the term within the Brundtland Report,
there can be no doubt that this report has become the point of reference for every debate,
political or professional, on sustainable development (Lafferty and Langhelle 1999).

The Brundtland Report can be regarded as an attempt to reconcile two themes which long have
been in an antagonistic relationship with each other, namely environment and devel opment.
While the concept of sustainability —with its origin in ecology — has a reasonably clear meaning,
the concept of development is more troublesome. Devel opment can be understood both as a
descriptive and a normative term. According to Lafferty and Langhelle (1999) the Brundtland
Report links sustainability to development in the context of the latter connotation. “Hence the
definition of sustainable development sets a normative frame for the concept’ s meaning. It
indicates the direction for development and within which scope or limits this devel opment must
take place in order to be sustainable” (p.3).

The Brundtland Commission defines sustainable development as “ development that meets the
needs of the present without compromising the ability of future generations to meet their own
needs’. According to the report, this contains within it two key concepts:
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e the concept of ‘needs, in particular the essential needs of the world’ s poor, to which
overriding priority should be given

e theided of limitationsimposed by the state of technology and social organisation on the
environment’ s ability to meet present and future needs (WCED 1987:43)

There are several aspects to this definition which are worth noting. Firstly, the basis of the
definition is not the environment, but humans and human needs. The commission deliberately
chose this emphasis, and rejected the suggestion that they should concentrate on discussing
environmental problems only. In the foreword, Gro Harlem Brundtland provides the following
reason for such a standpoint:

“This would have been a grave mistake. The environment does not exist as a sphere separate from
human actions, ambitions, and needs, and attempts to defend it in isolation from human concerns
have given the very word ‘environment’ a connotation of naivety in some political circles (WCED
1987: xi)”.

This differentiation between an narrow ‘environmental’ understanding of sustainable
development and a broader understanding including both nature, humans and society, reflects
three distinct types of usage (Lafferty and Langhelle 1999):

1. Sustainability isused as apurely physical concept for a single resource. Theidea hereis
quite ssmple: applied to the forest as a renewabl e resource, the exploitation of the forest is
sustainable if one does not take out more threes than are replenished in growth. In thisway,
the resource is exploited without depleting the physical stock.

2. Sustainability isused as a physical concept for a group of resources or an ecosystem. The
ideais her the same, but isit immediately more problematic to determine the effects of the
exploitation due to the complexity and the interaction between the different parts of the
ecosystem. The exploitation of virgin forest, for example, would influence and change the
constitution of animal and plant species. Even though alogging operation can be sustainable
when the forest is regarded as an individual perspective, it isnot necessarily so for the
original ecosystem.

3. Inthefinal type of usage, the concept encompasses a broader social context. Sustainability is
here used as a social -physi cal-economic concept related to the level of social and individual
welfare that is to be maintained and devel oped.

The definition of sustainable development in the Brundtland Report clearly comes under the
third category.

Despite the academic and political differences about the term, it is possible to highlight some
basic key characteristics (Aall 2000):

ecological sustainability

development

equity between generations

equity within the same generation
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The first characteristic is often referred to as the ‘environmental’ part of sustainable
development, while the next three sums up to the social part. Sustainable development has
therefore an environmental part aswell asasocial dimension. At aminimum, however,
sustainable devel opment requires that the natural systems which supports life on Earth,
atmosphere, water, soil, and other living beings, are not endangered (WCED 1987:45).

Hence even the narrowest concepts of physical sustainability — the minimum requirement for a
sustai nable devel opment — includes considerations of ‘socia equity’ (WCED 1987:43). These
guestions must be considered in relation to each other if oneisto follow the general admonitions
of the Brundtland Report. Inherent in the goal of development, therefore is social equity: that is,
meeting the needs of the present without compromising the ability of future generations to meet
their needs. It is partly this which should be maintained and developed. Furthermore, the
Brundtland Report claims that social equity between generations ‘ must logically be extended to
equity within each generation’ (WCED 1987:43). Hence social equity as an inherent
development goal in sustainable devel opment has two different dimensions, atime dimension
and a space dimension (Figure 11)

Space dimension

National Global
Time Within the same National equity Global equity
dimension generation within the same within the same
generation generation
Between National equity Global equity
generations between between
generations generations

Figure 11 Thetemporal and spatial dimensions of sustainable development (L afferty and
Langhelle 1999:7).

Rio de Janeiro and Agenda 21

“Humanity stands at a defining moment in history. We are confronted with a perpetuation of
disparities between and within nations, aworsening of poverty, hunger, ill health and illiteracy, and
the continuing deterioration of the ecosystems on which we depend for our well-being. However,
integration of environment and development concerns and greater attention to them will lead to the
fulfilment of basic needs, improving living standards for all, better protected and managed
ecosystems and a safer, more prosperous future. No nation can achieve this on its own; but together
we can —in aglobal partnership for sustainable development” (Agenda 21, Preamble, Section 1.1).

One of the important messages from Our Common Future was launching a plan for an
international conference and discuss the content in the Brundtland Report. The conference took
place at the Earth Summit in Rio de Janeiro in 1992. 178 countries were represented and more
than 100 prime ministers participated. At the end of the Summit five different documents were
signed and agreed upon. Agenda 21was one of these documents.
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Agenda 21 is no less than a comprehensive ‘action plan’ for achieving sustainable devel opment
in the 21st century. According to Lafferty and Eckerberg (1998) one of the most characteristic
features of the whole UNCED processisthe goa of bringing together key social actors for joint
co-operation efforts on vital issues of environment and development. Thisis strongly reflected in
Agenda 21. The entire Section |11 is devoted to “ strengthening the role of major groups’. The
action plan itself builds on the premise that the achievement of sustainable development requires
new forms of socia learning, whereby major collective actors seek to resolve potential conflicts
on environment-and devel opment issues through new forms of involvement and co-operation.
Chapter 30 of the Agendais devoted to one of the most important of these actors: Business and
Industry. The Agenda outlines the rationale for action in this area as follows:

Business and industry, including transnational corporations, play acrucial rolein the social and
economic development of acountry. A stable policy regime enables and encourages business and
industry to operate responsibly and efficiently and to implement longer-term policies. Increasing
prosperity, amajor goal of the development process, is contributed primarily by the activities of
business and industry. Business enterprises, large and small, formal and informal, provide major
trading, employment and livelihood opportunities. Business opportunities available to women are
contributing towards their professional development, strengthening their economic role and
transforming socia systems. Business and industry, including transnational corporations, and their
representative organisations should be full participants in the implementation and evaluation of
activities related to Agenda 21. (Agenda 21, Chapter 30, item 30.1)

Let ustake acloser look at what Agenda 21 prescribes for a sustainable future. It isinteresting to
notice that sustainable development covers al the topics that have been put forward in the CSR
debate.

Labour rights

Chapter 29 in Agenda 21 (“ Strengthening the role of workers and their trade union”) deals with
worker, or labour, rights. Asabasic for action Agenda 21 state: “ Efforts to implement
sustainable development will involve adjustments and opportunities at the national and enterprise
levels, with workers foremost among those concerned. As their representatives, trade unions are
vital actors in facilitating the achievement of sustainable development in view of their experience
in addressing industrial change, the extremely high priority they give to protection of the
working environment and the related natural environment, and their promotion of socially
responsible and economic development” (item 29.1).

The overall objective regarding the role of workers and their trade union “is poverty aleviation
and full and sustainable employment, which contribute to safe, clean and healthy environments -
the working environment, the community and the physical environment. Workers should be full
participants in the implementation and evaluation of activitiesrelated to Agenda 21” (item 29.2).

To meet that end the following objectives are proposed for accomplishment by the year 2000
(item 29.3):

a) “To promote ratification of relevant conventions of ILO and the enactment of legislation in
support of those conventions,

b) To establish bipartite and tripartite mechanisms on safety, health and sustainable
devel opment;
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c) Toincrease the number of environmental collective agreements aimed at achieving
sustainable devel opment;

d) To reduce occupational accidents, injuries and diseases according to recognized statistical
reporting procedures;

€) To increase the provision of workers education, training and retraining, particularly in the
area of occupational health and safety and environment.”

Three concrete activities are suggested:

e promoting freedom of association
e strengthening participation and consultation
e provide adequate training

Human Rights

Chapter 24, 25 and 26 deal with human rights and the special actions that should be taken to
safeguard these rights for women, children and youth and indigenous people.

Regarding the role of women (chapter 24), governments should take active steps to implement
the following (among others):

a) Measuresto review policies and establish plans to increase the proportion of women
involved as decision makers, planners, managers, scientists and technical advisersin the
design, development and implementation of policies and programmes for sustainable
devel opment

b) Measures to strengthen and empower women's bureaux, women's non-governmental
organisations and women's groups in enhancing capacity-building for sustainable
devel opment;

c) Measuresto eliminate illiteracy among females and to expand the enrolment of women and
girlsin educational institutions, to promote the goal of universal access to primary and
secondary education for girl children and for women, and to increase educational and
training opportunities for women and girls in sciences and technology, particularly at the
post-secondary level

d) Programmes to develop consumer awareness and the active participation of women,
emphasising their crucial role in achieving changes necessary to reduce or eliminate
unsustai nabl e patterns of consumption and production, particularly in industrialised
countries, in order to encourage investment in environmentally sound productive activities
and induce environmentally and socially friendly industrial devel opment

Regarding the role of children and youths (chapter 25) each country should: “combat human
rights abuses against young people, particularly young women and girls, and should consider
providing all youth with legal protection, skills, opportunities and the support necessary for them
to fulfil their personal, economic and social aspirations and potentials.
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Governments, according to their strategies, should take measures to (among others):

a) Establish procedures alowing for consultation and possible participation of youth of both
genders, by 1993, in decision-making processes with regard to the environment, involving
youth at the local, national and regional levels;

b) Ensure accessfor all youth to all types of education, wherever appropriate, providing
alternative learning structures, ensure that education reflects the economic and social needs
of youth and incorporates the concepts of environmental awareness and sustainable
development throughout the curricula; and expand vocational training, implementing
innovative methods aimed at increasing practical skills, such as environmental scouting;

c) Establish task forces that include youth and youth non-governmental organisations to
develop educationa and awareness programmes specifically targeted to the youth popul ation
on critical issues pertaining to youth. These task forces should use formal and non-formal
educational methods to reach a maximum audience. National and local media, non-
governmental organisations, businesses and other organisations should assist in these task
forces,

Regarding the role of indigenous people (chapter 26), Agenda 21 states that: “ Indigenous people
and their communities shall enjoy the full measure of human rights and fundamental freedoms
without hindrance or discrimination. Their ability to participate fully in sustainable development
practices on their lands has tended to be limited as a result of factors of an economic, social and
historical nature. In view of the interrelationship between the natural environment and its
sustainable development and the cultural, social, economic and physical well-being of
indigenous people, national and international efforts to implement environmentally sound and
sustai nable devel opment should recognise, accommodate, promote and strengthen the role of
indigenous people and their communities” (item 26.1).

Stakeholders

Agenda 21 strongly underlines the need to bring all relevant parties in a co-operation towards
sustainable development. Thisis the case for non-governmental organisations (chapter 27), the
local authorities (chapter 28) as well as employees and affected people in the community
(chapter 30):

e “Encourage and enable partnership and dialogue between local non-governmental
organisations and local authoritiesin activities aimed at sustainable development” (item
27.10).

e “By 1996, most local authoritiesin each country should have undertaken a consultative
process with their populations and achieved a consensus on "alocal Agenda 21" for the
community” (item 28.2).

o “All local authoritiesin each country should be encouraged to implement and monitor
programmes which aim at ensuring that women and youth are represented in decision-
making, planning and implementation processes’ (item 28.2).

e “Through consultation and consensus-building, local authorities would learn from
citizens and from local, civic, community, business and industrial organisations and
acquire the information needed for formulating the best strategies’ (item 28.3)

e “Business and industry, including transnational corporations, should ...... fostering
openness and dialogue with employees and the public” (item 30.26).

Page 67

Reference to part of this report which may lead to misinterpretation is not permissible.
6 May 2003, as/r-csr (1).doc



DET NORSKE VERITAS/ VESTLANDSFORSKNING

Report No: 2002-1072, rev. 1

TECHNICAL REPORT

Ethics

The ethical responsibility for business and industry is put forward in chapter 30. Here it is stated:
“Business and industry, including transnational corporations, should ensure responsible and
ethical management of products and processes from the point of view of health, safety and
environmental aspects. Towards this end, business and industry should increase self-regulation,
guided by appropriate codes, charters and initiatives integrated into all elements of business
planning and decision-making” (item 30.26).

Environment

There can be no doubt that safeguarding the environment is avital part of sustainable
development. Thiswas strongly put forward in the Brundtland Report, and the message is still
clear in Agenda 21. Thisistrue for every social actor, including business and industry: “Business
and industry, including transnational corporations, and their representative organisations should
be full participants in the implementation and evaluation of activities related to Agenda 21”

(item 30.1). Thisimpliesthat: “Business and industry, including transnational corporations,
should recognise environmental management as among the highest corporate priorities and as a
key determinant to sustainable development” (item 30.3).

Therole of the (multinational) corporationsand industry

Since the Brundtland Report there have been no questioning about the importance of business
and industry regarding the goal of achieving sustainable development. Both the Brundtland
Report and Agenda (as well as the work in UNCED since 1992) underlines thisrole. In our
opinion, however, there have been two important changes regarding the role of business and
industry between the 1987 Report and 1992 when Agenda 21 was presented.

First, it seems that the meaning of sustainable development for business and industry has been
narrowed between 1987 and 1992. In Our Common Future the challenges for business and
industry were connected to the whole spectre of aspects regarding sustainable development. This
includes responsibility both for the social and the environmental aspects of sustainable
development. In Agenda 21, chapter 30 “strengthening the role of business and industry”, the
main focus is on the environment. The key words are “ cleaner production”, efficient
production”, environmental management”, etc. “Business and industry, including transnational
corporations, should recognise environmental management as among the highest corporate
priorities and as a key determinant to sustainable development.

Second, there seems to have been a change in the roles between business and government. In
Our Common Future there was a strong emphasis on the regulatory role of the government.
There are, according to the Brundtland Report, limitations to the extent society can count on
voluntarily actions from the industry. It is not possible for business and industry to take on the
whole range of challenges related to sustainable development. There need to be strong national
and international regulations and economic incentives that can control the negative effects from
industry. In a document from UN Commission on Transnational Corporationsto the Preparatory
Committee for the UNCED, one of the conclusionsis: “It is clear that the effective
implementation of sustainable development cannot be accomplished by transnational
corporations alone. Even the most committed firms cannot operate sustainable unless, as a
minimum, Governments have in place a policy framework conductive to sustainable economic

and socia development”.!
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In Agenda 21 the tone was somewhat different. Self-regulation and voluntary agreements
seemed to be the new trend. “ Some enlightened |eaders of enterprises are already implementing
"responsible care" and product stewardship policies and programmes, fostering openness and
dialogue with employees and the public and carrying out environmental audits and assessments
of compliance. These leaders in business and industry, including transnational corporations, are
increasingly taking voluntary initiatives, promoting and implementing self-regul ations and
greater responsibilities in ensuring their activities have minimal impacts on human health and the
environment (Chapter 30, item 30.3). And thereis more: “A positive contribution of business
and industry, including transnational corporations, to sustainable development can increasingly
be achieved by using economic instruments such as free market mechanisms in which the prices
of goods and services should increasingly reflect the environmental costs of their input,
production, use, recycling and disposal subject to country-specific conditions’” (Chapter 30, item
30.3).

The World Business Council on Sustainable Development quickly adopts this view. In the report
The Business Case for Sustainable Development, they state: “ Sustainable Development called
for...greater use of market instruments and less of command-and control regulations (WBCSD
2001a)".

These two changes must not, of course, be looked upon as absolute and definitive processes. The
differences are one of emphasis. No one would argue that business and industry should have all
the responsibility for achieving a sustainable development. It will also be hard to find someone
who put the entire work on the Governments shoulders. There must be some sort of ajoint
venture. Our point is that there has been a change in the division of responsibility. It used to be
mainly the responsibility of the Governments (and UN). Now it is mainly a question of voluntary
agreement and self-regulation.

The same holds for the division between the different aspects of sustainable development. Since
1992 it istrue that business and industry have been focusing on environmental challenges. This
does not imply that they haven’t been occupied with the many dimensions of the “social part” of
sustainability. The main focus, however, have been on the environment.

Therelationship between Sustainable development and CSR

There are many different ways of looking at the relationship between on the on hand Corporate
Social Responsibility (CSR) and Sustainable Development on the other when it comes to the role
of business and industry. There isin our opinion, no major substantial differences between CSR
as we have described it in this report and sustainable development as it originally was presented
in Our Common Future. Or to put it another way: every aspects of CSR should already be
covered by sustainable development.

The major themes in sustainable devel opment are al so the main aspects of CSR. These themes
are:

concern for the natural environment
concern for labour (employees)
concern for human rights

concern for the wider community
stakeholder involvement
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Thisimplies that whether a company choose to take a corporate social responsibility or they go
on to fulfil the commitments derived from sustainable devel opment, there would be no
difference in practice. In both cases the company acts in the interest of the society, including
environmental protection, securing labour rights, communicating with stakeholders, acting in the
interest of the involved communities, and promoting human rights.

In aresearch report from Association of British Insurers (ABI 2001) concerning CSR they put is
thisway (and we strongly agree):

“Sustainability is another common term in this context. It is sometimes connected mainly with the
environment, but has com e to embrace social and economic issues as well, as embodied in the
concept of the ‘triple bottom line’" which brings together social environmental and economic
objectives. In this sense sustainability and social responsibility are broadly interchangeable.” (page
3)

There are, however, two nuances that are worth noting about the relationship between
sustainable development and CSR. First, as we already have touched upon, that sustainable
development is dependent on a strong involvement from the Governments, and that thisis not
the case for CSR. The socia responsibility for corporationsis mainly ajob for business and
industry themselves. Active regulations and large taxes have no place in this picture. Self-
regulation and voluntary initiatives are the key terms. Second, even if it isour opinion that CSR
and sustainable development mainly has the same implications for corporations, thisit not the
case for everyone. Making a sign of equality between CSR and the social dimension of

sustai nable devel opment, have many supporters. Referring to sustainable development as mainly
an “environmental thing”, also has strong defenders. Our view, however, isthat CSR and

sustai nable devel opment completely imply the same commitments and actions.

Notes for Appendix 4

! United Nations, Commission on Transnational Corporations: “ Transnational corporations and issues relating to the
environment, including the contribution of the commission and the United Nations Centre on Transnationa
Corporations to the work of the Preparatory Committee for the United Nations Conference on Environment and
Development”, Report of the Secretary-General, E/C.10/1001/3, 25 March 1991.
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