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Abstract

The product of environmental pollution on the stcis increasingly alarming. It is so disturbing
that nobody can claim to be undisturbed. This gadnesncern has now placed an obligation on
auditors and public managers who are seen to bkingofor some of these companies and are
also seen to standing for public interest. Theamothat the auditors are working for the public
becomes controversial and very challenging as tsemms to be no statutory environmental
guidance and protection for them. Auditors aretieftheir fate. This paper is consequently aimed
at x-raying the prevailing environmental challengsshey relate to auditors and how these can be
managed. As an unempirical research, existingglitees were reviewed. It was found that there
are currently no well-defined extant regulationgoidance backed with the full letter and spirit of
the laws in most jurisdictions that would give difen and place statutory obligation on the
auditors to effectively carry out their work. Thaper recommended that, legal framework should
be designed by law makers of various jurisdictiangl accountancy profession should urgently
standardize environmental auditing for the sakgl@bal wellbeing.

Key Words: Green Audit, Auditors, Environmental Sustainability

Introduction

The increasing concentration of greenhouse gaséiseiproduct of human activities

(Anyegwu, 2012). That global warming has startedpdoting negatively on the

environment is no longer news. Anyegwu (2012) olesrthat “climate change is

causing global warming. It is a significant andilag change in the statistical distribution
of weather patterns over periods ranging from desad millions of years”. This recent
realization of the activities of oil companies, litids (gas, water, and electricity),

manufacturing companies in many cases, waste marggecompanies, construction
companies, mining companies (Adeniji, 2008). Thises serious threat to human
existence and therefore calls for an action. Itrwn different stakeholders including
auditors to rise to the occasion. That brings thditar to another demanding field known
as green or environmental auditing.

Environmental auditing has become a valuable tnothe management and
monitoring of environmental and sustainable develept programmes. The information
generated from audit exercises provides importafibrination to many different
stakeholders. Although seen primarily as a toolcemmerce and industry, creative
application of environmental auditing techniquesn cemprove transparency and
communication in many areas of society where tieeeneed for greater understanding
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of environmental and ecosystem interactions. Thisrination document explains the
basic background to environmental auditing. ItHartincludes the basic requirements to
conduct environmental audits.

Environmental audit is designed to help organareti fulfill their managerial
commitment and control of environmental practicesmplying with environmental
regulations and company policies. As we have seevironmental aspects have various
impacts over the activity of the entity. It is fraitme foregoing that this paper is aimed at
highlighting the challenges the auditors face i@ émvironmental audit and suggesting
ways of arresting the constraints.

Literature Review

What is Green Auditing?

Environmental auditing seems to date back, formadlyaround the promulgation of the
US National Environmental Protection Act (NEPA) I969. Interest amongst US
regulators started with a draft report issued leyWs Environmental Protection Agency
which called for independent, certified third paeryvironmental “auditors” who would

visit plants, collect samples, perform analyses mqmbrt back results to government
authorities. The draft report never developed bdyandraft stage but it did result in
robust debate between government and the privaterséGreeno et al., 1987). Early
documentation on environmental auditing began fweapin the mid 1980s (Greeno et
al., 1987; Greeno et al., 1988) and managemenutiongfirms began to encourage their
clients to undertake environmental audits as a meéamuantifying their environmental

liabilities. It is interesting to note that diffag forms of environmental auditing have
been carried out by private firms in the USA asyeas the 1930’'s. SC Johnson, a
family-owned company, undertook social and ecollgeudits as a part of internal
management operations in the 1930’s but the infoomaand ideas were not widely

publicized.

The term “Green” according to Oxford Dictionary fiespect to this context) is
that that is “concerned with or supporting protectof the environment as a political
principle; a member or supporter of an environm&itagroup or party; make less
harmful to the environment”. Similarly, Webster'sniersal Dictionary & Thesaurus
sees the term as being “concerned with the consenvaf natural resources; a person
concerned with the future of the earth’s environtherhis points to the fact that green
audit is also known as environmental audit.

South African Department of Environmental Affa@nsd Tourism (2004) defines
Environmental auditing as a process whereby an nirgion’'s environmental
performance is tested against its environmentdtigsl and objectives. These policies
and objectives need to be clearly defined and deoted. However, in practice, first
time environmental audits are often done less oigslly, because of the absence of
appropriate documentation at this stage. The temstded out includes: questioning;
studying documentation; policies; procedures; worktructions; manuals and other
materials that form a part of management systemsd; the observation of scenes,
processes and events. Evidence which supportsegite ¢arried out is also assembled.
When questions are answered verbally, the answess Ime supported by evidence in the
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form of references to work instructions, proceduraeanuals, sampling and monitoring
results. This evidence forms what is describedhdmadit trail” and consists of copies or
documents, photographs, references to sectionsooégures and manuals, and notes on
conversations and discussions. It should be passibtfollow an audit trail” afterwards
and track how the findings and recommendations faoraudit were arrived at.
Non-financial auditing (including environmentalditing, quality auditing and
Safety, Health and Environmental auditing) could/teeved as a methodical examination
(including tests, checks, and confirmation) of gares and practices with the view of
verifying whether they comply with internal polisie accepted practices and legal
requirements (Greeno et al., 1987). The Internati@namber of Commerce (ICC, 1991)
defines environmental auditing as:
...A management tool comprising a systematic, dasued, periodic and
objective evaluation of how well environmental argation, management and
equipment are performing with the aim of contribgtito safeguarding the
environment by: facilitating management control esfvironmental practices;
and assessing compliance with company policiesglwhiould include meeting
regulatory requirements...
Porter, Simon & Hatherly (2008) defined the concémtvironmental audit' as “a
systematic, documented, periodic and objective uatEn of an organization’s
environment management system (EMS) and enviroraheperformance, and
communication of the results of the process to diganization’s directors or senior
executives”. According to them, the aim of thigasi) establish the conformity of the
organization’s EMS with the criteria set by theediors or senior executives; ii) assess
compliance with the organization’s environmentalliggo and achievement of its
environmental objectives and targets; and iii)lfeate improvement in the organization’s
environmental performance. DEAT (2004) in Owusu énfpong (2012) also explains
environmental audit as “a systematic process thadtoe carefully planned, structured
and organised”. They further suggest that asptit of a long term process of evaluation
and checking disclosures, it needs to be a repeafaocess which can be readily
replicated by different teams of people in suchay that the results are comparable and
reflect change in both a quantifiable and qualléamanner. Welford and Strachan
(2005) see the concept to be more of “meeting fipegulatory requirement”. For
them, the concept of environmental auditing “cansi$ a regular, independent,
systematic, documented and objective evaluatidhefnvironmental performance of an
organization”. It should measure how well orgaria, management and equipment are
performing with the aim of helping management tiegaard the environment”.
ACCA (2010) believes that there may be a numbeaea$ons for concentrating
on environmental issues ranging from:
» Climate change and depletion of natural resourmeseen as requiring urgent action.
* It has been easier to reach a degree of politicssensus on what constitutes
environmental sustainability than on social susthility.
« It is easier to quantify changes in natural respuareailability than social sustainability
factors.
» The development of explicit financial incentivesdapenalties for environmental
factors (such as emissions caps and trading schemes
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As rightly noted by Porter, Simon & Hatherly (200&nvironment is the
surroundings in which an organization operatesjudiog air, water, land, natural
resources, flora, fauna, humans, and their introglships. According to them, any
change to the environment, impact positively oreadely, wholly or partially result from
an organization’s activities, products or servio®$.course, this is paramount as the
dangers arising from unhealthy environment leavehrto be desired. Authorities have
come to discover the need to safeguard living asth ¢he future generations. This calls
for sustainable existence. Sustainability as x-ddye Porter, Simon & Hatherly (2008) is
the concept of meeting the needs of the presergrggon without compromising the
ability of future generations to meet their own dmeThey stated further that, it
encompasses environmental, social and economiorgéactherefore, a sustainability
analysis entails revelation of the sustainabiligyfprmance of an organizational set up.

They further argue that environmental audit previdformation which can be
used in the control of environmental practices andassessing compliance with
organizational policies, which include meeting fetory requirements. Owusu and
Frimpong (2012) opine that environmental audit @ppeto have been driven by
management in meeting their regulatory requiremants perceived benefits gained by
various stakeholders of the entity. However, begafsts voluntary principle in nature
on the part of the auditor, the concept is valudthieappears not sufficient in fulfilling
the intended purposes”. Owusu and Frimpong (20&r2hér add that:

This is because corporate auditors are not undgroatigation to report to

stakeholders of the entities the impact of soaid environmental issues such as

health and safety of employees, global warmingdimlate change. Regulators

of the accountancy profession therefore have mogesmg issues to deal with

especially with the recent concerns of global wagnresulting from the

environmental related issues. It is therefore irtgrdrthat they set prescribed

and dedicated standards on social and environmissiaés for auditors when

conducting such audit. They must ensure that thenbas case aligned with

social and environmental auditing is properly regedl to ensure the fruitful

outcome of its implementation.

Reporting Environmental Issues and the Auditor's Diemma
Adeniji (2008) asserts that in an attempt for conigs to respond to the growing
importance of green issues, the annual reportatifes should contain the following:
« The company’s environmental policy and objectives
» The impact of the business on the environment
» The extent to which the company complies with exderequirements and
« Identity of director with environmental responsityil

Adeniji (2008) also believes that nearly all comiea which have operations
with possible environmental impact are now inclgdan environmental section in their
annual reports as referred to above and sometinseparate environmental document.
According to him, matters reported on include tb#ofving: Sustainability, Targets
achieved, Compliance with regulations, Emissiodubirial legacies and Obtaining ISO
14001. It is also worth noting that financial aceting is often criticized on the basis that
it ignores many of the social and environmentakmulities caused by the reporting
entities (Deegan &Unerman, 2011). They further #dd this criticism has questioned
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the sustainability of financial accounting for asisig in the disclosure of social and

environmental information. The following accordiig Deegan &Unerman (2011)

account for the inability of traditional financiatcounting to reflect fully the impact of

social and environmental impact of organizations:

 Financial accounting focus tends to be restrictestédkeholders with financial interest
in the entity, and the information is always fineth@nd this consequently exclude non
financial information of which social and environmt&l issues belong

* One of the cornerstones of financial accountingpésnotion of ‘financial materiality’
which has tended to preclude the reporting of $@cid environmental information

» Since entities normally discount liabilities regagl social and environmental costs,
the present value recognized in the book tends a&emrfuture expenditure less
significant in the present period

« As a result of ‘entity assumption’, if a transaatior event does not directly impact on
the entity, the transaction or event is to be igdofor accounting purposes, and this
consequently makes the externalities caused bytmegaentity to be ignored, thereby
meaning that performance measures (such as pitifitaaire incomplete.

» Financial accounting treatment of tradable pollutipermits as asset potentially
generate a rather strange outcome

« Definition of expenses by financial accounting amegorting typically exclude the
recognition of any impacts on resources that atecantrolled by the entity (such as
air, water etc in the environment) unless finestber cash flows result.

* For an item to be recorded for financial accounggposes it must be measurable
with reasonable accuracy. This creates measusabdincern for social and
environmental cost.

As a result of the above, a number of guidelime@ rules have been provided
to aid in the reporting of social and environmeigalies. These are, inter alia, as follows:
i) The Global Reporting Initiatives 2006; ii) PublEnvironmental Reporting Initiative
(USA) 1992, The PERI Guidelines; iii) Global Envirmental Management Initiative
(USA) 1994, Environmental Reporting in a Total QiyaManagement Framework; iv)
Institute of Chartered Accountants in England araléd/ (1996), Environmental Issues in
Financial Reporting.

Most experiences in this regard tend to relatéJnided States companies. The
United States of America (USA) has a strong “Comthand Control” legal structure.
The USA Environmental Protection Agency (EPA) arlbeo State authorities have a
strong monitoring and compliance function. Thisinscontrast to the South African
governance system where negotiation between atisorand companies to gain
consensus on legal compliance is preferred. SofribaADepartment of Environmental
Affairs and Tourism (2004) asserts that, in orderptotect the US companies from
potential prosecution resulting from the informatEmerging from audits, environmental
audits for US companies are normally conducted lyy tcompany’'s lawyers. The
information gained from the audits is regarded exgally privileged information and
cannot be released unless under a court orderrdimvéental audits in the US tend to
focus primarily upon the issue of legal compliareher than continuous improvement.
South Africa Department of Environmental Affairdahourism (2004) further adds that:
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The USEPA has begun to change its approach by esgiog companies to use

self audits as a means of “self-policing”. This n&elf-disclosure” approach is

an attempt by the authorities to encourage theection of problems at an early

stage. This avoids delays in disclosure through déégrosecution which often

ultimately results in serious environmental degtiatawhich is more difficult

and costly to remediate. If companies come forwaitth the results on self

audits and volunteer their non-compliance withdégion, they can get some of

their penalties reduced by as much as 75%. Thegamee of the 1ISO 14000

series on Environmental Management Systems hasltegsun many

international corporations seeking ISO 14001 dedifon for their national and

international subsidiaries. Thus, an increasing lmemof many South African
companies are becoming I1ISO 14001 certified andeireg audited annually by

local certification bodies.

Environmental issues may still be considered atikaly recent challenge for
auditors, regardless of the fact that environmemedponsibilities are undertaken
voluntarily or by law. There have been a serieseabons regarding the relevance of the
audit profession in carrying an efficient role \iithenvironmental audit. Certain
arguments claim that auditors may participate wirenmental audits with other experts,
such as: environmental specialists, engineersamgelrs. Nevertheless, the participation
of auditors in environmental auditing is still quitmited.

There are a number of obstacles that impact thigribation. The aspects that
limit auditors’ participation in environmental atids (Dixon et al, 2004 in Todea,
Stanciu and Joldo2011)) presented in Table Il

Table Ill: The aspects that limit auditors’ partici pation in environmental audit
| Obstacles, which limit auditors’ participation inronmental auditing ‘

v

v v
Factors related to auditors and the auditirfeactors related to the companies’ lack of demand
profession . for environmental Reporting

v

Accounting education Environmental data information
Ethical and social aspects in account|ngnvironmental indicators
education
Research in accounting and auditingnvironmental reporting
profession

The experience, skills and training of th&he need for independent verification
financial auditor

Professional guidance on environment&rofessional standards and principles | of

matters environmental
Auditors’ view towards involving in Limited public demand for environmental
environmental auditing reports
Nature of the demand for environmental
reporting.

oI 1

<«

Source: Robert Dixon, Gehan A. MousAnne D. Woodheadin Todea, Stanciu and Jo(@011)

~~.
106 [P\
\ !!S)I

=

»

| Research Centre for Management and Social Studies



INTERNATIONAL JOURNAL OF PUBLIC ADMINISTRATION AND  MANAGEMENT
RESEARCH (IJPAMR), VOLUME 2, NUMBER 1, OCTOBER, 2013.

Website: http://www.rcmss.com I SSN 2350-2231(Online) I SSN 2346-7215(Print)

Drivers and Motivations for Environmental Disclosures

Generally, disclosure of social and environmergaliés by business entities is mainly

non-mandatory (Spence & Gray, 2007 in Owusu anahpong, 2012). However, Porter,

Simon & Hatherly (2008) note that companies (or ponents thereof) with Eco-

Management and Audit Scheme (EMAS) accreditationbliphing environmental

information, and having the information verifieds not voluntary. Instead they are

required to publish, annually, an externally vedfienvironmental statement containing
prescribed information, with EMAS minimum requireméPorter, Simon & Hatherly,

2008) thus:

a) A clear and unambiguous description of the orgditimaegistering under emas and
a summary of its activities, products and services...

b) The environmental policy and a brief descriptiontls# environmental management
system of the organization;

c) A description of all the significant direct and irett environmental aspects which
result in significant environmental impacts of tirganization and an explanation of
the nature of the impacts as related to these &spec

d) A description of the environmental objectives aadjéts in relation to the significant
environmental aspects and impacts

e) A summary of the data available on the performasfcie organization against its
environmental objectives and targets with respaztds significant environmental
impacts. The summary may include figures on patimissions, waste generation,
consumption of raw material, energy and water, eoishe data should allow for
year-by-year comparison to assess the developméntthe environmental
performance of the organization;

f) Other factors regarding environmental performameguding performance against
legal provisions with respect to their significamyvironmental impacts;

g) The name and accreditation number of the envirotah&rrifier and the date of the
validation

Advantages and Disadvantages of Environmental Auditg

Given this, management of business entities wheitakie an onerous responsibility and
reporting on information pertaining to the orgatimas social and environmental
performance do so clearly for special interest famda purpose (Owusu and Frimpong,
2012). The question that normally arises in respégiros and cons of green audit is on
the need for environmental reporting when it idl stoluntary in most of the place.
According to Porter, Simon & Hatherly (2008), givémat, at least in the UK at the
present time, most internal environmental auditirapd external reporting and
verification, is undertaken voluntarily, the questiarises as to why companies pursue
these activities eight advantages and three disgalyas have been provided by Porter,
Simon &Hatherly (2008) as shown in Table I.

From another perspective, some researchers bdliaventities are encouraged
by some issues even in the absence of compulsion.irfstance, the drivers and
motivations by management from five specific areaayed thus:

According to Campbell (2009) as cited by Owusu #&nmpong (2012) many
customers especially in product markets make detisi patronize product and services

.
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of manufacturers based on ethical performance ef dhtity and the impact of its
activities on environment. For example, some comsgnwould decline to buy from
companies with unfavourable ethical reputationssoAlpotential employees may use
ethical performance as a criterion in their ch@tgotential employer. It is also possible
that specialized entities may incur environmentaigations as a direct result of their
core business (e.g. extractive industries, chenmeaiufacturers and waste management
companies). For such organizations, compliance &iitfironmental laws and regulations
becomes more central to their business actividg®QA, 2009 in Owusu & Frimpong,
2012).

Some entities are affected by market issues ssidom@mpliance of products with
environmental legislation and customer perceptibrervironmental friendliness. For
instance, according to UNEP (2000) as Owusu & Fomgp (2012), many
chlorofluorocarbons (CFCs) have been widely usedredidgerants, propellants and
solvents. Chlorofluorocarbons have been one ofithin causes of the depletion of the
ozone layer. For this reason, production of suaghpmunds has been phased out by the
Montreal Protocol because of their contributionhte depletion of the ozone layer.

Where companies publish credible environmental sodal reports which are
properly audited and certified by an auditor, it@mages investors to gain trust in the
company. For instance, Campbell (2009) in OwusuF8mpong (2012) argues that, an
increasing number of investors are using socialemdronmental performance as a key
criterion for their investment decisions. He furthposits that “while this has been a
factor in ethical funds since they first appeanmedhe early 1980s, ethical concern has
become more ‘mainstream’ in recent years”. Henodertial investors enhance their
investment decision making in an entity based @uds of corporate, social and
environmental report.

Owusu & Frimpong (2012) in a social and environtakaudit has a potential to
act as a useful risk management tool for assessomgpliance with social and
environmental legislations. Through such an awtitentity has a potential in avoiding
risk of prosecution and fines resulting from potalribreaches of environmental laws and
regulations.

Table I: Advantages and Disadvantages of Environmeal Audit

Advantages Disadvantages

i. Avoidance (or minimization) of i. Resources required developing,
environment-related liabilities implementing and maintaining an

ii. More efficient operating processes (i.e., environmental auditing programme.
cost-savings) ii. Disruption caused when facilities are

iii. Reduced insurance premium audited

iv. Improved managerial decisions resulting|iihn ~ Adverse consequences of audits
enhanced financial and environmental uncovering breaches of environmental
performance legal regulatory requirements

v. Improved environmental management and
enhanced environmental protection

vi. Improved risk management

vii. Satisfaction of customer requirements 4
enhanced customer relations

viii. Enhanced corporate image or reputation

Source: Porter, Simon & Hatherly (2008)
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Financial Audit Vs Environmental Audit

Financial auditing and environmental auditing haweilar structures. The assessment of
control systems is essential in both systems. $hports the argument that auditors
trained traditionally to assess financial statemenay play a key role in environmental

audit. In this audit, the audit plan should idgntifie objectives and the auditing scope,
what procedures will be applied, who will conduw audit and when the procedures will
be performed. The conclusion that may be drawn lerthat there are differences

between environmental auditing and the auditin§r@ncial statements. One difference
regards the need that environmental auditors havehé support of the managers before
beginning the audit, and that goals and objectblesnild be defined and an action plan
should be designed and implemented.

One major issue is the problems with the procedoreenvironmental impact
assessments of proposed industrial projects. Ciyreindustries select and hire the
consultants who prepare the report needed forahear This system creates an obvious
conflict of interest: the consultant, who is paig the project proponent, has every
incentive to deliver a report that is favourablehte industry.

External auditors more loyal to the firms undeusay than to the public interest
are an old problem and not limited to the environtaksphere. In the US, the Enron
scandal of 2001 exposed financial auditors whoera blind eye to firms’ dubious
accounting practices. Seven years later, the atagencies helped bring about the
financial crisis by giving top marks to their clishlousy offerings.
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Table Il: Comparative Analysis between the stagesfdhe Environmental Audit

Standard financial audit

Environmental audit

Client Evaluate the background of the client armsoms| Select and Pre-audit
for the audit
Acceptancg Communicate with previous auditor schedule factiity activities
Determine need for the other professionals Audit
Prepare client proposal Select audit team
Obtain engagement letter Members
Select staff to perform the audit
Planning Obtain company and industry backgroum@bntact facility Activities
information
the audit Investigate legal information and pladitw on-site
Perform initial analytical procedures Identifydamnderstand
Perform procedures to obtain an understanding Management
internal control
Based on the evidence, assess risk and| sahtrol system
materiality
Understand internal control and assess the risk| sse#s management
Develop an overall audit plan and program corgystem
Gather audit
Testing Test of controls Evidence
And Conduct substantive test of transactions
Evidence Analytical procedures
Test details of balances
Obtain management representation letter
Accumulate final evidence and search for
unrecorded liabilities
Evaluation | Review for contingent liabilities Evataaudit findings Post audit
And Perform overall review Report findings to aittas
Reporting Perform procedures to identify subseqeeahts Facility

Review financial statements and other ref
material

Perform wrap-up procedures

Prepare maters of attention for partners

Report to the board of directors

Prepare audit report

desue draft report

Issue final report
Actilam p
preparation and
Implementation
Follow-up action

Plan

Source: P. De Moor, De Beeldelgnance(2005)in Todea, StancilJatdg (2011)

Conclusion
The general conclusion from the study is that emritental and social auditing has been
embraced considerably over recent years. The corqggears to have been driven by
management in meeting their regulatory requiremants perceived benefits gained by
various stakeholders of the entity (Owusu & Frimga2012). This is however not taking

its full force as a result of the voluntarinesstioé system. This is because corporate
auditors are not under any obligation to repost&keholders of the entities the impact of
social and environmental issues such as healtrsafedy of employees, global warming

~~.
_ 110 [P\
\ !!S)I

=

| Research Centre for Management and Social Studies




INTERNATIONAL JOURNAL OF PUBLIC ADMINISTRATION AND  MANAGEMENT
RESEARCH (IJPAMR), VOLUME 2, NUMBER 1, OCTOBER, 2013.

Website: http://www.rcmss.com I SSN 2350-2231(Online) I SSN 2346-7215(Print)

and climate change. Owusu & Frimpong (2012) hawgyssted that regulators of the
accountancy profession therefore have more pressings to deal with especially with
the recent concerns of global warming resultingnfithe environmental related issues. It
is therefore important that they set prescribed dedicated standards on social and
environmental issues for auditors when conductirdhsaudit. They must ensure that the
business case aligned with social and environmentdlting is properly regulated to
ensure the fruitful outcome of its implementation.

Government should use every opportunity to raigaip, government, industry,
foundation, and university awareness by openly eshing the urgent need to move
toward an environmentally sustainable future. Simgm/ernment cannot shoulder
everything, community and nongovernmental orgaitinat should assist in finding
solutions to environmental problems.
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