
Corporate Governance and the Safety Professional

The Holistic Approach to Managing Risk

Rakesh Maharaj - Hammonds

Management of risk is increasingly becoming both an opportunity and challenge for companies today. The Combined Code of Corporate Governance (The Combined Code), published initially in 1998, following the work of Cadbury, Greenbury and Hampel, establishes principles for corporate governance and risk management. Although many organisations and multinationals have attempted to actively manage business risk in the past, the absence of a widely accepted set of general principles resulted in a number of piecemeal approaches to managing business risk.

The Combined Code has since closed the gap between these piecemeal approaches and sustainable approaches to risk management by focussing on key principles for strategic decision makers, see attached appendix for the main principles identified. Whilst it is argued that the principles set out in the Combined Code are solely relevant to listed companies, many private companies, irrespective of size, could benefit from adopting relevant principles. In doing so many non-listed organisations would appreciate, and more importantly take control of high consequence business risks that might otherwise have been ignored.

The Turnbull Guidance, named after its author Nigel Turnbull, forms an integral whole with the Combined Code. It provides complementary guidance to Parts C2&3 of the Combined Code, namely Internal Control and Audit. The links with, and impact on, the work of health and safety practitioners arising from these documents will be discussed later in this paper.

Adoption of a holistic approach to risk management is fundamental to identifying such as regulatory, financial, operational, and security risks, it is these risks, if not adequately controlled, that have the potential to cripple a company.  Immediately post second world war health and safety risks were perceived either in terms of pure or negative risk, according to the IOSH publication entitled Business Risk Management
.  Whilst this understanding is restricted in its view it does provides us with some opportunity to benchmark organisational perception of health and safety risk in present day employment.  For example, those organisations that primarily take a reactive problem-solving approach to health and safety will generally have a perception that  health and safety issues are to be divorced from the real day to day business operations, and are thus subordinate in their demand on senior management time. The validity of such a perception is clearly open to question in view of the consequences of getting health and safety wrong, coupled with the direct and potentially long lasting impact on the company's corporate governance and growth aspirations. 

In spite of this relatively straightforward analysis organisations continue to perceive the control of their financial and operational risks to be the principal, and often sole constituents, of holistic risk management. The potential loss of corporate leadership following a significant Health and Safety incident appears to have slipped below their horizon of view.  There are significant numbers of UK based companies, with parent companies located overseas such as Old Mutual Insurance and Nedcor in South Africa, that still, to this day, consider this blinkered approach to corporate governance to be acceptable. This fact alone serves to highlight the almost negligible impact  of health and safety legislation and enforcement action in the UK has had on FTSE listed companies registered and operating in the UK.

Since the initial introduction of the Combined Code in 1998 and the Turnbull Report in 1999, the Health and Safety Executive (HSE) has released its Revitalising Health and Safety Strategy in 2000. This document has resulted in a number of direct and indirect impacts on health and safety compliance outcomes for UK businesses. For example, since 2000, in the event of a fatality, the police, and not the HSE, would undertake the lead role in the ensuing investigations.  In the case of accidents resulting in serious injury we will also find the police making an initial decision on whether or not to lead the investigations. The number of successful prosecutions of individuals and companies arising from health and safety offences has increased since 2000.  Of greatest concern, from the corporate stance, is the increasing number of directors and senior managers who have received custodial sentences (and disqualification) for significant departures from their statutory obligations.  Health and safety risks are one of the few risks areas within a company in which a single adverse event could have a devastating effect on the bottom line profitability of an organisation, permanently damage its reputation, or result in directors being disqualified or even potentially imprisoned. 

Health and safety and business management

From the arguments outlined above it can be readily discerned that health and safety can make a pivotal contribution to maintaining and enhancing the reputation of a company and ultimately profitability for its shareholders. The following HSE
 case studies reveal that companies benefit from good health and safety management:

The Cheese Company implemented a major initiative to tackle health and safety across its 10 sites. This helped to reduce accidents by 40% coupled with an increase in productivity of 25%. 

MEM (an electrical switchgear and wiring accessory manufacturer) found a positive approach to health and safety paid. In 1993 it reported it as 

· saving £6000 per year in sick pay costs; 

· adding £100,000 to the division's revenues from increased productivity following a reduction in working days lost because of accidents; 

· creating an efficiency benefit of £60,000 from reduced risks of Repetitive Strain Injuries; and 

· increasing the average piece rate performance by 6%. 

South West Water saved £2,546,000 by accident prevention measures alone between April 1992 and March 1998. 

In contrast, failing to manage health and safety could cost a company severely. From HSE sources again:

An employee had half a finger amputated. He was polishing a metal component when his glove became caught on a rotating machine spindle. He was off work for around 10 weeks. The company calculated the cost of the accident at just over £4000. This does not include any costs relating to the civil compensation claim (which is ongoing). 

A worker fell over a delivery ramp while walking in front of an office building. She injured her shoulder and was off work for two weeks. The company calculated the total cost of the accident to be £14 800. 

A farmer was changing the attachment on the back of a tractor. As he did this, his hand was crushed by it, causing severe injuries. Costs were incurred for 3 years following the accident. The net total cost to the family business was over £96 000. 

And in relation to Directors liability and company reputation:

A haulage company manager was imprisoned for manslaughter for four years after a man was killed in an accident caused by one of his drivers who had been working for 20 hours without proper rest breaks; 

A director of a small family firm received a 15-month suspended sentence when a labourer was crushed after stacks of timber fell onto him in the company’s yard. Ten other stacks were found to be inherently unstable with evidence of previous collapses; and

A company director was sentenced to 18 months’ imprisonment (released on appeal after five months) for failure to give proper training and warnings to two employees who were crushed by the kiln they were dismantling. 

Examples (iv) to (vi), demonstrate the costs business in financial terms for failing to control health and safety risks. However it is the latter items, (vii) to (ix), that bring to the fore the incalculable costs associated with personal loss of reputation, brand value and remediation measures which are critical to directors, in terms of personal liability; company reputation and ultimately their shareholders support. 

The fundamental problem for safety professionals is that they appreciate only too well the costs of poor health and safety management – but senior management largely does not, at least not prior to a major incident occurs.  A recent survey
 carried out by Greenstreet Berman on behalf of the HSE has shown that the primary motivators for companies to comply with health and safety law are in no specific order, 

(1) because they have a statutory duty to do so and 

(2) because of the potential loss of corporate credibility. 

The context of the credibility loss e.g. personal or company is unclear, what is obvious, however, is the absence of financial motivators in the minds of those making fundamental decisions concerning compliance with health and safety law.  Many managers who participated in the recent study therefore do not completely appreciate the financial loss (or gain) associated with the ineffective management of health and safety risks. This is further evidenced by the other results from the above-mentioned study. It indicated that only 12.5% of the 1,746 respondents comprising small, medium and large companies required a fully costed business plan to make health and safety improvements, effectively placing such matters outside the realm of strategic decision making.  It can be argued that health and safety provision is thus seen as a variable cost to a company, rather than capital expenditure with commensurate importance at Board level. 

The effectiveness of the Combined Code must therefore be questioned, it cannot be as effective as it is perceived if main Boards of companies fail to include the evaluation of health and safety risks in any Due Diligence exercise. Without the accurate knowledge of and strategic control of these risks then planning disaster recovery, insurance cover, a merger and/or acquisition or other corporate transaction cannot be undertaken rigorously! 

In the case of corporate acquisitions, by not identifying risks and liabilities that a potential target organisation 'owns' e.g. plant, equipment, hazardous operations and so on, the purchaser will eventually adopt the legal and financial burdens and compliance failures of the target company. Therefore, companies and in particular their Board of Directors must be in a position to appreciate the vital role of health and safety as a major component of holistic risk management. The responsibility for developing this appreciation is discussed elsewhere in the paper.

On a practical level, safety conscious managers and directors are able to motivate employees of a company to improve the level of safety performance associated with their work. Many behavioural-based safety programmes instil within the workforce a need to consider the consequence of their actions prior to or whilst undertaking a task, the best programmes also encourage the sense that all members of the workforce are an interdependent team supporting the safety of each other member of the team. For these approaches to be successful, leadership and commitment from the highest echelons is required. A simple safety tour undertaken by company directors on a regular basis can demonstrate to all staff that safety is taken seriously. However, the motivators for company directors to undertake these safety tours are mostly reactive e.g. following an accident or major incident. Even then, the ability to sustain this routine programme is the real test of the company's commitment.  Unless company directors understand that health and safety is a significant component of corporate risk management environment, with a consequential need to face issues head-on is important, health and safety matters will continue to be dealt with on a piecemeal basis and corporate governance initiatives will continue to remain paper based exercises.

Key Principles of Corporate Governance 

The above discussion has briefly assessed the relationship between corporate governance and the principles of holistic risk management and also evaluated the role of health and safety management in the context of holistic risk management.  From this discussion it becomes clear that the role of a health and safety professional is pivotal in enabling a company to meet a number of its corporate governance objectives.

Much has been written about health and safety in the context of risk management. Authors such as Paul Reeve
 and Alan Waring
 have initially brought to the attention of the Safety Practitioner the impact of corporate governance on organisations in the context of the safety professional and risk management respectively. Although both authors make reference to the system of 'internal controls' required by Part C2 of the Combined Code, it is evident that the role of the safety practitioner extends further than this. Prior to exploring the role of the safety practitioner in further detail, it is important to understand relevant principles of the Combined Code that may be associated with health and safety.

The following extracts from the Combined Code
 are of particular importance to the Board and the Safety Practitioner

A.1
The Board:



Main Principle


Every company should be headed by an effective board, which is collectively 
responsible 
for the success of the company.


Supporting Principle


 "The board's role is to provide…prudent and effective controls which enables risk to be assessed 
and 
managed. The board should…ensure that the necessary financial and human resources are in 
place for the company to meet its objectives and review management performance. The board 
should…ensure that its obligation to its shareholders and others are understood and met."

A.5
Information and Professional Development:


Main Principle


The board should be supplied in a timely manner with information in a form and of quality 
appropriate to enable it to discharge its duties.


Supporting Principle


"Management has an obligation to provide such information but directors should seek clarification and 
amplification where necessary."

C.2
Internal Control:


Main Principle


The board should maintain a sound system of internal control to safeguard the 
shareholders' investment and company's assets.

C.3
Audit Committee and Auditors:


Main Principle


The board should establish formal and transparent arrangements for considering how 
they should apply the financial reporting and internal control principles and for 
maintaining an appropriate relationship with the company auditors.


Code Provisions:


C.3.2 The main role and responsibilities of the audit committee should be set out in 
written terms of reference and should include:

· review of the company's internal control and risk management systems;

· monitoring  and reviewing the effectiveness of the internal audit function; and

· ….identifying matters in respect of which it considers that action or improvement is needed and making recommendations as to the steps to be taken.

The role of the safety professional in context of these principles, outlined above, initiates a number of discussions.  IOSH, at its first Occupational Safety and Health (OSH) Research Workshop at Cardiff in June 2004
 focused on individual competence amongst other areas discussed. Delegates expressed the view that safety practitioners less able to make an impact in businesses that lack good OSH leadership, management and a competent workforce.  It was also expressed, however, that a true measure of OSH competence, was the ability of safety practitioners to act as agents of change.  In contrast to these positive views was revealed a stance that believed safety practitioners were less inclined to become involved in "office politics".  It followed from this that they were less able to exert any influence on the design of new processes and equipment. The author asserts that, if true, such inherent inertia could extend to significant failure in influencing risk management issues at the level of development of strategy and goals of a company and thus inhibit any preparation for operational effectiveness.  Where then does this leave the safety practitioner when it comes to advising or informing the board on its responsibilities regarding risk management strategies; designing and implementing board supported risk management strategies; being aware of shareholder and stakeholder expectations; developing and integrating a set of internal risk management controls with financial and other business risk controls and working with external auditors?

The Role of the Safety Professional in Corporate Governance

Vassie
, in her research involving a cohort of operational managers and safety professionals representing 82 companies, operational managers, asserts that in practice, most do not fully understand health and safety issues and the impact of such issues on their business. A further important finding of this study is the evidence of a gap in communication between safety professionals and operational managers.  She theorises that the solution for closing this gap was through the education and training of both disciplines. Although Vassies' arguments are valid her paper does not specifically extend to the involvement and role of operational managers in implementing principles of Corporate Governance. Hammonds' experience of working with a number of large multinationals is that Corporate Governance is still a boardroom issue. Senior decision makers view governance risks conceptually and fail to extend to operational teams the opportunity to evaluate how these risks may be ameliorated or controlled. Consequently, should documented business risks, become an issue for an organisation it is less likely to be met with an immediate control response at operational level. This is because control mechanisms are not effectively communicated and understood by the management hierarchy. Therefore, the understanding of Corporate Governance and business risk issues amongst operational managers is also questionable.

Conversely, the management of health and safety risks, in practice, is usually the responsibility of the Safety Practitioner. Whilst the scope of this paper does not extend to arguments for and against this assertion, by implication, the Safety Practitioner is usually considered by Boards to be the 'owner' of health and safety risks. The challenges now faced by Safety Practitioner in this predicament are twofold: 

(1) ensuring that the Board recognises these risks as bona fide business risk and 

(2) ensuring the inclusion of these risks and controls in the Corporate Governance Plans.

In order to fulfil the key challenges discussed earlier in this paper results in a line of argument emerging which suggests that safety professionals need to have an 'appreciation' of business issues in order to effectively assist their employers fulfil the relevant principles of the Combined Code. However, for the safety professional to add credence to the holistic risk management approach required by the Combined Code, expectations must be aligned. 

Directors should agree on the manner in which the company intends to discharge relevant principles of the Combined Code, and seek the advice of the safety practitioner in doing so. Understanding the potential role of the in-house safety practitioner, in relation to Corporate Governance is fundamental for any company director and board. The issue of awareness regarding the role of the Safety Practitioner in the context of Corporate Governance is therefore key. It could be mooted that the role of the Safety Practitioner is to increase the awareness of board members in respect of the importance of including health and safety risks in its Corporate Governance initiatives.

The HSE's Directing for Safety initiative has set the stage for this. It is imperative for companies listed on the LSE to nominate a Director for Safety at Board level in order to ensure not only legal compliance but also to assist the company maintain a competitive advantage. It is the Director for Safety whose responsibility could extend to alerting the Board's attention to health and safety and risk management in context of the Combined Code and measures that could be taken to integrate health and safety maters within its business and operational strategies.  Statements such as "Safety is the number one priority" disclose however a lack of comprehension concerning the holistic nature of true corporate governance. Companies who do not have the benefit of the appointment of a Director for Safety may find it more difficult to appreciate the potential role of the safety professional in corporate governance. 

The first step for these smaller less structured types of companies will need to be an increased education and awareness regarding holistic risk management.  This is the task that must be the first challenge for the practitioner. However, in order to face this challenge,  the safety practitioner must become fully versed with risk management techniques and particularly their application to business risk management as a whole. Moreover softer skills are also required. Being able to convince the board that the need to include health and safety in business risk management is important is not without its challenges, often approaches made by safety practitioners have relied on legislative specifics and enforcement to carry the argument, the governance approach needs to be able to argue a coherent business case for change. An approach, which would recognise such matters as, cost benefit analysis and social responsibility reporting.  Traditionally, senior managers and directors, as demonstrated in the Greenstreet Berman study; do not view health and safety management as an opportunity to achieve operational effectiveness. Consequently, safety managers advising company directors on strategic and operational risk are likely to be met with some resistance. Therefore, it has never been more important for the safety practitioner to understand business process and associated risk.

Making these assertion is potentially controversial.  Although empirical data regarding safety practitioner experiential training (formal or informal) is limited, it is generally accepted that the background of a significant number of safety professionals is largely technical/scientific. A survey carried out by Macmillan Davies Hodes
 in 2003 has shown that out of 897 respondents only 1.6%(14) safety professionals undertook an MBA, or other business management qualification. Whilst it is not suggested that other qualifications such as Masters and Doctoral Degrees in Health and Safety do not include business management modules, it is clearly apparent that formal health and safety entry level qualifications do not adequately equip the safety practitioner to understand business risk in holistic terms, thus enabling them to adequately encounter company directors on their own terms, cogently arguing for the need to integrate health and safety into its corporate governance programmes in a context of business development and performance.. The number of directors who often accuse safety professionals of not being able to speak their 'language' validates this view.

What next?

It is apparent from the complications relating to Corporate Governance and the Safety Practitioner that a complex situation exists. As with many other organisational problems, implementing simple solutions rarely solve these challenges. In terms of unravelling the complexities of Corporate Governance and its inclusion of health and safety risks, there are some initial issues that warrant consideration.

Roles:

Whilst some will argue that the responsibility for including health and safety in Corporate Governance programmes is that of the Board, or Directors within a company, others may not. There is also a view that this is a responsibility for Safety Practitioners. Without polarising the issue of responsibility, the fact remains that health and safety is an essential component of holistic risk management and is therefore subject to inclusion in risk registers and other components of the Corporate Governance process. To achieve this, there should be a marriage of perceptions regarding health and safety strategy and risk at a corporate level, and this must emanate from collaboration between the Safety Professional and the corporate entity. Of course, to effectively convey the appropriate message to the corporate entity, a degree of dexterity in and understanding of holistic business risk management is required on the part of the Safety Professional.

Know-how:

The Safety Professional by definition should be a competent person and as such be able to identify their limitations. Basic health and safety training does not prepare the health and safety professional to operate at a corporate level. This, however, should not dissuade the Safety Professional from developing and appreciation of organisational culture and development, business strategy and operations and holistic risk management. Moreover, the Safety Professional should approach organisational 'politics' without fear, in the belief that their motivations are driven by their alignment with relevant professional charters. Access to this know-how is straightforward. Professional organisations such as IOSH provide business risk management courses as part of their CPD programme. However, what courses such as these do not transfer is the skill and dexterity needed to equip the Safety Professional to overcome his often subordinate position within a typical organisational  structure.

Personal Characteristics:

Sophistication, charisma and diplomacy are personal characteristics that will equip the Safety Professional to gain maximum recognition from business leaders and strategists. Finding a balance between being able to state their case in a manner, which is sensitive to organisational culture, and to make a sufficiently strong case for the inclusion of health and safety in the holistic risk management process within the company is essential. Qualities to demonstrate this ability may take a longer time to develop for newly appointed Safety Practitioners.

Operational Integration:

Merely including health and safety risks in a risk register defeats the Corporate Governance process. The integration of measures and actions to mitigate these risks with operational procedures is a challenge that Safety Professionals are constantly faced with on a day-to-day basis. Appreciation of, and the ability to play a key role in any change management programme will to a great extent improve the level of operational integration by overcoming individual and collective inertia. However, the integration of corporate risk mitigation procedures into operations should present less of a challenge for Safety Professionals as the company's board or directors in this case drive the risk control message.

Conclusion

Corporate Governance in the context of holistic risk management is still a relatively new approach to dealing proactively with business risk at corporate level. The role that the Safety Practitioner in ensuring the inclusion of health and safety risk in such programmes will change as methods of implementing Corporate Governance evolves. Unfortunately, as no present mechanism to forecast the nature of this development exists, Safety Practitioners have to be constantly monitoring the opportunities that exist within their organisation to facilitate this integration.

However, basic lessons highlighted in this paper are valuable aids to the Safety Practitioner. By developing these competencies, their role at a corporate level will be recognised and welcomed. This will enable the Safety Practitioner to provide significant input to business and risk management strategies as well as secure investment in safety on the shop-floor.
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