PRICEWATERHOUSE(COPERS

Changing Approaches to Management Systems

CEAA Annual Conference
Vancouver, BC
October 14, 2004




Presentation Outline

dCurrent Auditing Landscape
Corporate Governance Changes
dimpact on EHS Auditing and Auditors




New Economy - Trends

E-Business Globalization

Stakeholder World Knowledge Economy




Current Auditing Landscape

Influence of Stakeholder World

AdCERES, WBCSD, UN Global
Compact

dNon-financial performance
measures

dBook value/market value gap

dValue of reputation and brand

CEAA Conference 2004
November 2, 2004 PricewaterhouseCoopers LLP




Current Auditing Landscape

Top Ten Reasons Respondents Have Adopted Sustainable
Business Practices*

Enhanced reputation
Competitive advantage
Cost savings

Industry trends
CEO/Board commitment
Customer demand
SRI demand

Top line growth

Shareholder demand

Access to capital
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*Source: PwC Sustainability Survey Report (August 2002)
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Current Auditing Landscape

Top Five Reasons Respondents Have Not Adopted Sustainable
Business Practices*

No clear business case

82

Lack of key stakeholder interest

Lack of senior management
commitment

Difficult to measure

Lack of legal requirement

o
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*Source: PwC Sustainability Survey Report (August 2002)
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The PwC Sustainable Business Model

Governance

Vision, purpose,
values, managemen!

structures, behaviours,
culture

Processes Reputation
With stakeholders:

cuar:t!:?sllnm investors, regulators,
ivities, emplo
valie clisin s
~ partners, society




Governance Changes

Role of Regulatory Changes and Voluntary Initiatives

dSarbanes-Oxley (SOX) Act (2002)

dBIll 198/Ontario Securities Act
(2004)

Global Reporting Initiative (GRI)
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Sarbanes-Oxley Act (2002)




Governance Changes

Sarbanes-Oxley Section 302

Requires quarterly and annual
certification by CEO and CFO
regarding
» Completeness and accuracy of
financial reports
» Nature and effectiveness of
Internal controls supporting
iInformation reported

Deficiencies and any fraud in
Internal controls have been disclosed

dChanges in internal control
frameworks
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Governance Changes

Sarbanes-Oxley Section 404

Requires an annual report by
management regarding internal controls
and procedures for financial reporting

LAttestation required as to accuracy of
report by financial auditor

dWhat will external auditor expect to see?

Are there business risks to different
levels of assurance for $3$$ reported in
» Financial statements
» Financial disclosures
» External disclosures
» Internal reports?
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Governance Changes

Bill 198/Ontario Securities Act (2004)

Broadens Ontario Securities
Commission (OSC) powers
dPenalties for non-compliance and
fraud increased
Regulators directed to develop
rules to enhance investor confidence
» M| 52-109 requires CEO and CFO
certification process (as for SOX
302)
» Ml 52-110 Audit Committee rule
» MI 52-108 Auditor Oversight rule
(CPAB)
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Governance Changes

Global Reporting Initiative (GRI)

dSustainabllity reporting guidelines
dVoluntary, consensus-based
dLinkage to globalization trend

dCorporate governance initiatives
» Cadbury/Turnbull (UK)
» King Report (S Africa)
» Brazilian Stock Exchange
» OECD Guidelines
» World Bank Governance Forum
» SOX/BIll 198
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Governance Changes

GRI - Corporate Governance

dOverview of governance
structure
dOverarching business policies

dManagement systems
dStakeholder engagement
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Governance Changes

Sustainability Governance - Definition

“The processes and structure used to
direct and manage the corporation’s
sustainability policy and goals with the
objectives of preserving and
enhancing shareholder value”
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Governance Changes

GRI - Corporate Governance

dOverview of governance
structure
dOverarching business policies

dManagement systems
dStakeholder engagement
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Governance Changes

Environmental Considerations in Financial Statements

Reserves for environmental remediation
liabilities (contaminated sites, etc.)
» Completeness of costs
» Discounting
» Capital/operating expense
classification

dOther environmental liabilities (fines,
litigation, etc.)

Potential recoveries (insurance, other
Responsible Parties)

LAsset retirement obligations — ponds,
lagoons, asbestos, etc.

dEnvironmental guarantees
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Impact on EHS Auditing and Auditors

Enron Fallout — Governance in the Spotlight

dBroader scope of
management systems
UEnterprise risk management
(ERM)/COSO

dintegrated management
systems
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Impact on EHS Auditing and Auditors

Closer Linkage — Financial and Operational (EHS) Functions

dAlignment of performance

objectives with strategy

dImpact of internal and

external events

dFeedback to strategic —
planning and objectives setting l A -
dRisk assessment/response g | .
Qinformation and —
communications

..
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Growth in ISO 9001 Registrations — North America*

*Source: The ISO Survey of ISO 9001:2000 and ISO 14001 Certificates (2003)



Growth in 1ISO 14001 Registrations — North America*
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*Source: The ISO Survey of ISO 9001:2000 and ISO 14001 Certificates (2003)




Impact on EHS Auditing and Auditors

Shift in Emphasis to Support Financial Reporting
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dKnowledge of internal financial and **.
operational controls
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Key Take-Homes

dinfluence of external stakeholders/reputation
dFinancial controls impacting EHS management systems
Systems integration
Shift in emphasis to governance elements of management
systems




Dr. Andy Gillam, PGeo, CEA
PwC Vancouver
Sustainable Business Solutions

Tel: 604 806 7078
Fax: 604 806 7806
Email: andy.gillam@ca.pwc.com
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Questions
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