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EXECUTIVE SUMMARY

Ervirormertal auditirg has the potertial to create
suhstartial berefits for the ervirormernt and regulatory
agencies.

These berefits deperd chiefly on the effectiveness of
programs adopted by private firms and the actions of
goverrment agencies in response to these programs.

Government agencies must act carefully so as to
stimulate envirormental auditing without thwarting its
effecrtiveness.,

Ar effective private auditirg program may be expected to
berefit tne envirormert by strengthernirg a firm's ability
to: idertify pronlems that exist, control iderntified
sroolems, and assure the results of control actiors.

The existerce of effective private auditing programs
may be expected to berefit goverrmert by erabling

more effective compliance oversight ard a reallocation
of resources to focus on the most serious ernvironmertal
problem areas.

The effectiveress of private auditirg programs deperds
or: management commitmert; the techrnical competence of
auditors; the rature (“what"), frequercy ("whern") and
location ("where") of audits; anrd the rumber and

types of firms adopting ervirormertal auditing programs.

Goverrment agencies interested in stimulatirng auditirg
programs face several important issues: (1) the extent

to which the goverrment will be involved in these

programs, if at all; (2) the extent to which the agency
will target its moritorirg, inspection and erforcement
resources in a manner complementary to the adoption of
envirormental auditing programs; (3) whether the agency will
establish mirnimum standards for environmental auditing
programs; ard (4) who should receive the information
provided by envirormental auditing programs.

Goverrmerit resporses to ervirormertal auditing may
include: rno actiorn, erncouragemert of auditirg,
creation of direct ircertives and marndatory auditirg.



BENEFITS OF ENVIRONMENTAL AUDITING PROGRAMS:
TO THE ENVIRONMENT AND GOVERNMENT

INTRCCUCTION

This report has two purposes. The £irst 1s to analyze the
types of benefits that can be expected to result frcm adoption of
environmental auditing programs. The second is to identify how
public agencies can influence the magnitude of these benefits Ly
their policies and actions.

An envircnmental auditing program is a program adopted by a
private <£irm, public agency, or other orcganizaticn £fecr the
purpose of overseeing and reviewing the £firm's efforts to iden-
tify and resrond to any detrimental impacts on the environment
the firm may be causing.* Many f£irms adepting auditing programs
do so sclely for the purpcse cf assuring that all appliicable
environmental. regulaticns are being complied with. Auditing
programs can also help the firm identify and control situations
that are not currently subject to regulation but may nevertheless

be creating potential environmental, public health or worker

health and safety risks.

Environmental auditing programs can create a number oF
different kinds of benefits. They can improVe} envircnmental
gquality and reZuce acdverse public health effects. They can save
money and other resources for the £f£irm acdcpting them. They can

reduce the monitoring, insvection, and eniorcement demands placed

Although the concept of environmental auditing is applicable
to any private or public organization, to simplify exposi-
tion this paper will use the term "firm" to refer to the
organization adopting such a progran.



on government agencies responsible for implementing environmental
or public health programs.

Environmental auditing programs generate these benefits to
the extent that their adoption results in firms' successfully
controlling environmental problems. As indicated in Figure I,
such success is the end result of a series of actions which
technically lie outside the responsibility of the environmental
auditing program, including: 1) identifying problems that exist;
2) undertaking a response %to eliminate cr sufficiently mitigate
problems that are identified; and 3) ensuring that this response
successfully eliminates the problems that have been identified.

The role of an environmental auditing program 1is tc oversee
all of these activities and ensure that they are undertaken
properly. Auditing generates bernefits to the extent that it
improves the cuality of these other activities -- that 1is, to the
extent that i1t increases the probebility of each of the activi-
ties being successful. The 1likelihood of an enviroﬂﬁental
auditing program accomplishing this goal depends very much upon
how the program is designed and implemented by the firm adopting
it. The gquality of the firm's program, in turn, can substan-
tially be influenced by the government agency respcnsible for
implementing environmental statutes. The primary question for
such agencies, then, 1is what type of actions can they take that
will stimulate firms to adopt the types of programs that are most

likely to generate the largest amount of benefits.
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Thus, as shcwn in Figure II, there are three links that have
to be hooked tcgether. The first is the actions of the govern-
ment agency. The second is how £f£irms respond to these actions.
And the third is the envircnmental and other bhenefits that result
from the firms' responses.

This report addresses each of these links. It begins by
identifving the types of benefits provided by environmental
gucitirg programs and how these benefits are generated by such
programs. It then analyzes the characteristics of the programs
that can be expected to generate significant benefits. Finally,
it analyzes how actions taken by government agencies can affect
the types of auditing programs Zfirms adopt, and, therefore, what
public actions will promote the most desirable program ch.racter-

istics.

IDENTIPYING THE BENEFITS

This report is concerned primarily with two types of bene-
fits that can result from the adoption of environmental auditing
programs. The £irst, characterized as benefits to the environ-
ment, 1is a combination of the benefits resulting from improve-
ments in environmental quality and reductions in public health

*

risk. The seccnd, termed benefits to government, 1s comprised

of the benefits resulting from the increased efficiency or

* The term "government" includes both Federal and state
environmental regulatory agencies.
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effectiveness that regulatory agencies may exrerience as a result
of firms adopting environmental auditing programs.*

There are other benefits ¢f environmental aucditing prcgrams
that the report does not address. For instance, private firms
adopting such programs may be able to obtain lower liability and
health insurance rates, may be able to save valuable resources
and therebv reduce production costs, or may be able to achieve
other improvements in prcducticn efficiency wnich will result in
reduced costs ané increased prcfits. None cof these benefits 1is
addresseé in this report. Nor is the possibility that environ-
mental auditing programs will improve the efficiency or effective-
ness of government agencies other than thcse involved in regulat-
ing environmental gquality or public health risks. For instance,
envircnmental auditing schemes could result in more efficient
generation of information that is required by other government
agencies such as the Securities and Exchange Commission or the
Occupational Safety and Health Administration.

The report also does not attempt to assess the total net
improvements to society resultirnrg frcm environmental auditing
programs. Such an assessment would require not only including
benefits the report dces not address, but alsoc evaluating whether
scme of the identified benefits are compensated for by increased
costs elsewhere. For instance, potential savings to government

regulatory agencies may be offset by increased coOsts to

* Since the goal of the cgovernment agency is usually to
achieve improvements in environmental quality or reducticns
in public health risk, the benefits to government can also
be considered to include the benefits to the environment.



organizations implementing environmental auditing programs. No
attempt has been made to identify the existence or extent of such
offsets, or to estimate the magnitude of the costs (to either
government or the firm) associated with establishing and imple-
menting environmental auditing schemes,

Finally, this report attempts only to identify the types of
benefits that result from auditing programs and does not attempt
to estimate their magnitude. There is yet too little information
available to be able to make even the crudest guantitative

estimates of magnitude.

Bernefits o the Invironment

As stated above, environmental aucditing programs will
provicde environmental benefits to the extent that they result in
the elimination of environmental and public health problems that
would otherwise have existed. Achieving these benefits 1is a
three step process. First, the problem (or potential pfbblem)
must be identified. Second, once the problem is identified, some
action must be taken to control it. And third, the action that
is taken must successfully control the problem. Without all
three of these steps being successful, there will be no benefits
to the environment or to public health. The central gquestion,
then, is to what extent does the environmental auditing program
affect the probability of success at each step?

Problem Identification. Environmental auditing programs can

substantially affect the probability of success in the first of

these steps -- the firm's efforts to identify problems that



exist. Some of these problems are associated with the release of
regulated pollutants or with other environmentally damaging
actions currently controlled by regulations. But some potential
problems will be associated with actions that are not yet regqu-
lated. It is unlikely that all potential problems would ever be
identified. The gquestion is to what extent an environmental
auditing program increases the probability of identifying a
problem if it does exist:

The responsibility for identifying potential problems
typically lies with the firm's environmental compliance assurance
program.* The responsibility of the auditing program is to
oversee and evaluate the compliance assurance program and ensure
that this function is being carried out as well as feasible.

If the environmental auditing program has no effect on the
probability of the compliance assurance efforts to identify a
prcblem -- for instance, if the compliance assurance program with
environmental auditing scheme is no better than the compliance
assurance program that would exist without the scheme -- then the
auditing program will produce indirect environmental benefits if
it allows the government agency to shift its inspection and
enforcement resources away from the particular firm adopting the
auditing program to another firm which would otherwise be less

closely checked.

* "Compliance assurance program" is defined here as a systema-
tic way to determine, achieve and maintain compliance with
environmental requlations and corporate environmental
policies. It should be noted a firm's environmental poli-
cies may go beyond existing regulations, to cover the full
range of environmental, public health and safetv problems
which its facilities may be causing.



If an auditing program is to generate direct environmental
benefits in this first step, it must improve the likelihood that
the compliance assurance program will identify a problem if it
exists. The extent to which the firm's compliance assurance
program is likely to identify potential problems depends upon a
number of factors. One is the number of potential problems that
are monitored for. A program that monitors for the wide range of
air pcllivtants, for instance, even though they have not yet been
regulated, is more likely to identify potential problems than one
that monitors for only the few that are already regulated. A
second factor is the depth and breadth of the compliance assur-
ance program. The number of facilities covered by the program,
as well as the kinds of activities covered (e.g., OSHA-related
health and safety activities, EPA air, water and hazardous waste
pregrams, etc.) will have a significant impact on the kinds and
numbers of problems identified. A third factor affecting the
likeiihood of identifying a problem is the technical competence
of the compliance assurance program staff. There are major
technical judgments involved in identifying and measuring the
seriousness of problems which may exist.

If it is to generate direct environmental benefits in this
first step, then, an environmental auditing program must result
in an improvement in the range of problems being monitored for,
the depth and breadth of the compliance assurance program, and
the quality of technical judgments.

The latter should be underscored as a potentially important
benefit of an environmental auditing program. If the audit team

enhances the firm's ability to make technical judgments on
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compliance problems, then a potentially significant advantage of

an environmental auditing program is that it can placé technical

judgments in the hands of individuals who have the most knowledge
on which to base them -- i.e., employees of the firm. A regula-
tory agency usually finds it very difficult to know enough about
a firm's operations to know precisely for what, when, and where
monitoring should occur. An enmployee of, or contractor to, the
£irm should be able to make better judgments on such guesticns
because that person will know more abcut the firm's particular
prcduction process, use of raw materials and other related
factors.

Acticn to Control the Problem, If the ccmpliance assurance

procranm identifies a potential problem, the next gquestion is what
is the probability +that acticn will be taken to control it. An
environmental auditing program will generate benefits to the
extent that it increases either the probability that apprcpriate
action will be taken or increases the speed with which such
action is taken. These benefits can be realized both for pro-
blems that would have been identified in the absence of an
envircnmental auditing program as well as those that are identi-
fied because of such a program.

In this second step, technical questions, such as those
associated with problem identification, are much less important
than organizational or administrative issues. Is the existence
of the potential problem promptly reported to someone who has the
authority to take action to control it? 1Is the firm committed to
take diligent action to control the problem? Can action be taken

quickly or does it require substantial review and approval?



The environmental auditing program may have its strongest
influence, and thus the easiest opportunity for generating
environmental benefits, 1in dimproving such orcganizaticnal andé
administrative responses. These influences c¢an occur toth

irectly and indirectly. The direct influences result from the
reporting and response system established for information provid-
ed by the audit itself., If these reports are circulated narrowly

or submitted only to employees who have insufficient authoritv to

take adequate action to ccrrect identified proklems, the aucditin

Q

program will generate few if any benefits in this step. However,
if the establishment and cperation cf the program results in an
improvement in the flow of infcrmation, identified problems are
more likely to be respcnéed to, resulting in the prcgram generat-
irg envircnmental benefits.

The aucditing program's more indirect -- but probably most
important iniluences -- result from the demonstraticn effect of
the audit's reporting system anéd from the auditing prééram's
oversight responsibilities.  The actual aucdit occurs only occa-
sicnally -- perhaps once a year. The largest benefits associated
with this seccond step are likely to occur if the auditing program
stimulates an improvement in the ongoing reporting and the speed
of the firm's respcnse to any problems that are identified 1in its
ongoing compliance assurance program. These improvements can
occur because responsible senior officials who want to avoid
being surprised by the audit reports when the audits are under-

taken, improve their own reporting and response system outside of

the auditing program as a cdefense against such surprises. The
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improvements can also occur if the audits themselves identify
improvements that can be made in the firm's normal reporting and
response system and the auditing program has the authority to see
that the required organizational and administrative changes are
made to accomplish the suggested improvements.

The first of these indirect influences -- which we call the
demonstration effect -- can also generate net environmental costs
if the auditing program 1is not implemented properly. If, fcr
instance, the audit reports are Jjust filed away and no acticn
taxen on them, this will demonstrate to plant managers that the
whcle environmental compliance assurance and responcse functicn 1s
not consicdered important by the firm's top executives, and the
plant managers rmay recuce their efforts to control environmental
prcblems as a result. It 1is unlikely that establishing an
environmental auditing program wculd have this perverse effect,
but it is possikle.

Successiul Elimination of the Prcblem. The third step in

generating environmental benefits 1s the requirement that the
action taken in step 2 be successful in eliminating the problem
identified in step 1. An environmental auditing program will
generate environmental benefits to the extent that it increases
the probability that any responses the firm makes to control
identified problems will be successful. This step again involves
technical questions. Does the pollution control device work?
Does the clean up effort actually reduce risk? Did the produc-
tion cut-back achieve its goal? But there is also at least one
administrative question: 1is anyone checking to make sure the

controls are working?



The existence of an environmmental auditing program would not
be expected to have much effect on the technical adequacy of
efforts made to correct the prcblem unless adoption o©f the
prcgram is accompanied by an increase in the technical expertise
of the firm's environmental staff. However, even without improv-
ing the firm's technical capabilities, an auditing program can
deal with the administrative issue. Through oversight respcnsi-
bilities it can stimula+te managers to collect informaticn abocut
whether the action was successful or noct. If so, it could lead
to faster response in cases where the initial response was not
effective.

Thus envircnmental auditing has the potential for generating
environmental benefits by increasing the probability of success
at each of the three steps which must be taken to ccrrect
envircnmental prcblems. There is no informaticon available which
would indicate what the probability of success 1s in each of
these steps without an envircnmental auditing program, much less
how much change such a prcgram would produce in these probabili-
ties. However, it is hichly likely that the prcbabilities are
lowest in the first of these steps -- iderntifying potential
problems. If so, this is the step at which there is the greatest
potential for improvement and, therefcre, environmental benefits.
However, as indicated above, it appears that environmental
auditing can most easily generate benefits in the second step.
We will return to these conclusions later.

Other Benefits. The analysis to this point has deferred

discussing several important factors which can significantly
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affect the magnitude of the benefits provided by the environ-
mental auditing program. First, it has ignored the fact that
some potential environmental problems are more serious than
others. Any program which resulted in resources being focused on
less serious problems could result in a reduction in environmen-
tal benefits (even though this focusing increased the probability
that these less serious problems would be identified and that
action would be taken to correct them). Conversely, auditing
programs that focus greater resources on potentially more serious
problems could generate more environmental benefits even thouch
they had a smaller impact on improving the probability of success
in any or all of the three steps. To generate the most benefits,
the auditing program should be designed anéd implemented to focus

more of the firm's rescurces on the more serious problems.

The fact that there is a difference in the potential serious-
ness of environmental problems that a firm may create provides a
major potential advantage for envircnmental auditing over other
approaches which place more responsibility for identifying
preblems on traditional government inspections. It 1s often not
possible for government agencies to predict what the more serious
problems may be for any specific facility. However, individuals
intimately familiar with the particular materials and processes
used in that facility -- knowledge that the government agency
could almost never obtain -- should have a much better chance of
identifying these problems if they are also knowledgeable about
health and environmental effects. Under environmental auditing
programs, the people who have the most pertinent knowledge, are

the ones responsible for performing the task.
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auditing programs, the pecople who have the most pertinent know-
ledge, are the ones responsible for performing the task.

Seccnd, the analysis has so far been conducted only with
respect to how environmental auditing would generate benefits as
implemented in a single firm. The total benefits will depend not
only on how it is implemented within each firm, but also how many
firms adopt it. Clearly, the more £irms adopting programs which
generate the types of environmental benefits descriked akove, the
greater the tctal resulting environmental benefits will be.

The number of firms adopting adequate auditing programs is
important not onlv in terms of such direct benefits, but in terms
of indirect benefits as well, The more firms that adopt adeguate
auditing programs, the more regulatory agencies will be able to
focus their resources on other, unaudited problem areas. As
indicated below, these indirect benefits are a major pctential
source of environmental benefits that auditing programs can
generate.

Finally, the analysis has not recognized the existence of
"cross media" problems. Actions taken to avoid potential pro-
blems in air pollution, for instance, may only result in thecse
problems being transferred to another media - for instance water
or land. Again, an auditing program may be better able to
identify and take account of these cross media effects than
programs depending more on government inspectors. The govern-
ment's statutes, regulations, inspections, and enforcement

programs -- indeed the whole organization of the government
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programs -- are likely to be media specific, and therefore, tend
often to overlook cross media effects. An auditing program,
staffed by individuals accustomed to looking at the production
process as a unit without separating it into the different types
of problems that it may create, may be in a better position to
predict and respond to such cross media effects. Thus, one of
the benefits of an environmental auditing program may be that it
is more likely to avoid such problems.

In summary, 1t 1is clear that environmental auditing programs
can create significant benefits for the envircnment. Because
they place more responsibility at a decision level where the most
knowledge exists, gcod auditing programs should increase the
prcbability that potential problems are icdentified if they exist,
and should increase the probability that acticn will be taken to
correct problems once identified. They may also increase the
protability that the actions taken will be adeguate to control
identified problems. )

Effective environmental auditing programs can also focus
resources on the most potentially serious prcblems and may avoid
the generation of cross-media prcblems. In all these ways a well
designed environmental auditing program can benefit the environ-

ment and public health.

Benefits To Government

Government agencies responsible for controlling risks to the
environment or public health can also benefit from the adcpticn

of environmental auditing programs. All such agencies operate



under budget constraints =-- sometimes severely so -- which means
that they do not have the resources to carry out all the desir-
able oversight and enforcement activities. The adortion of
envircnmental auditing programs by firms can create substantial
benefits for government agencies by increasing the total amount
of effective compliance oversight which occurs with a given
amount of resources.

These beneZits can be reaiized in either of “wc ways. .First
adopticon of envircnmental aucditing precgrams by potential pollu-
ters can directly substitute for government £funds thereby reduc-
ing the agency's kudget. 1In +this case the primary tenefit would
be to the taxpaver. However, the agency would still be crerating
more efficiently than it was before because, with Ifewer rescur-
ces, there wculd be the same amcunt cf oversight and eniorcement
taking place.

Alternatively, regulatorvy agencies coculd reallccate their
limited resources, shifting them away frem £irms which- adcpt
environmental auditing programs to cther firms which have poten-
tial health ané environmental prcblems. In this case, agencies'
enforcement budgets would not be reduced; instead, agencies would
be achieving increased envircnmental and health protection with
the same 1level of rescurces. This again wculd improve the
agencies' efficiency, as well as improve the effectiveness with
which they control environmental and public health prcblems.

In most cases some combination of these two types of beneiits

would be realized.
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In summary, environmental auditing procrams can both
directly ancé indirectly increase the efficiency with which a
government agency identifies and ccrrects environrmental precblems.
They can also result in savings to taxpavers. Of course the
other benefits provided by environmental auditing’ prcgrams =--
benefits to the envircnment and benefits to private firms are
also benefits to society and, therefore, relevant to government

as well.

The akove discussicn has briefly outlined the ways in which
bDenerfits <o the environment anc benefits to the government can

result £rcm the adopticon of environmental auditing preograms oy

L

crivate firms and other polluters. I+ woulé aprear that these

f

tenefitcs are pcotentially cuite large. The two types of kenefits
are also strengly interrelated. Taking the benefits to govern-
ment solely in terms of reduced budgets will 1limit the béﬁefits
to the envircnment. If the benefits to government are taken
primarily in terms of the agency making more effective use of
oversight and enforcement resources, the benefits to the environ-
ment can be very significant. Thus the magnitude of the benerits
to the environment are very much dependent upon the magnitude of
the beneiits to the government and the form which these benefits
take. These interactions are important in determining appro-
priate policies for achieving such potential benefits as de-

scribed in the last section of this paper.
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The discussion has also indicated that the magnitude (or
even existence) of the benefits is very much dependent upon what
types of programs the £irms adogpt, and whc is respcnsible for
implementing them. This is the sublect of the following secticn

of the analysis.

PRIVATE PRCGRAMS AND PURLIC BENEFITS

The previcus section repeatedly emphasized the potential for
environmental auditing prcgrams to gererate significant benefits
-- 1if they are implemented prcperly by the firm. Good prcgrams

implemented in a prcper way can prcvide very large benefits.

Pocor pregrams may prcvide very small benefits, or, in extrenm

v

cases, may even result in & net reduc<ticn in envircnmental ancd
health protection. Thus, the cuestion of how the firm irplements
the program takes on major importance.

There are £four major characteristics cf an environmental
auditing program which determine the extent to which auditlng is
likely to generate benefits to the environment. The £irst of
these is how seriously the £firm implements the program. The
second is the technical gquality of the prcgram. The third is
what is audited, when and where. And the fourth is how many and
what types of firms adcpt envirormental auditing programs. Each

of these characteristics is discussed below.

Commitment. A prerequisite for having a good environmental

auditing program is a firm's commitment to make it a good pro-
gram. A strong commitment is demonstrated in several ways. One
is by having a sernior officer of the firm responsible for the

prcgram.
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It should be a person who has the authority to take gquick action
to solve any prcblems that are identified, and who can properly
interpret the information provided. Ancther demenstration 1is
given by who receives the information the program produces and
the usefulness of this informaticn. If technical reports are
only macde orally or, if written, are cnly circulated narrcwly,
the program is 1likely to have limited impact on the firm's
decision making process. However, if interpretations of %the data
are submitted gquickly to hignh ranking officers the impact 1is
likely to be much greater. A third cemonstraticn of the firm's
commitment is the incentives anc backing it provides to the
zuditors anc to cther perscnnel wno respond rapidly and eZiective-
ly to audit reports.

The firm's commitment in turn, depends upon how it perceives
the benefits ané costs associated with a good envirconmental
auditing prcgram. If the firm's senior officers perceive the
program as producing net benefits, then the program will orobably
be taken seriously. However, if the program is perceived primar-
ily as producing problems -- for instance, more rapid enforcement
actions or an increased chance that successful liability suits
will be filed -- the firm is unlikely to adopt the program in th
first place, or, if it does, implement it in such a way that it
is largely inerffective. Ultimately, perhaps, the firm's commit-
ment to the environmental auditing program will depend upon how
serious it is about complying with environmental regulaticns and

avoiding potential health and environmental problems.



Technical Qualitv. The second characteristic of an effec-

ive prcgram (at least with respect to the first and third sters
described in the previous section of this paper) is 1its technical
guality. Effectively identifying and responding to rpotential
environmental and ptblic health procblems requires a high degree

of technical skill. Prcperly auditing the firm's normal problem

b
(o))

entification and respcnse programs reguires at least as rnuch
technical skill as is required for these programs themselves.
For instance, auditors must be familiar with prcper mcnitoring

anc analysis procedures.

A firm that assigns relatively untrained employees to the
auditing program when thev are not busy with their primary
responsibilities, is unlikely to have an effective program. 1If£,
cn the other hand, a firm creates a staff of highly qualified
peorle cdedicated solely to the auditing program, and devotes
adeguate resources to providing the necessary analvtical capabil-
ity, it is likely to have a more effective program. If adequate
expertise cannot be collected in the environmental auditing
staff, they should at least have ready access to people who do
have the required knowledge, and mechanisms should exist for
ensuring that the information they require gets to them exvedi-

tiocusly.

What, when and Where. A good environmental auditing program

requires substantial insight into the basic technical functioning
of the plant's processes by the staff conducting the prcgram.
The auditors also‘need to have a good kncwledge of how health ard
environmental effects are created, and of industrial chemistry,

biolcgy, chemical engineering and industrial processes.



Cuestions of what, where, and when obviously involve substantial
judgment on the part of this staff. If they have the competence
to make technical and analytical judgments preperly, then, as
indicated in the previcus section, the auditing program will have
substantially greater potential to generate environmental bene-
fits than other approaches which depend more on government
inspectcers.

But knowing whz% to do is one thing, and having the motiva-
tion to do it correctly is another. Thus, the staff must also
have the proper incentives. They must perceive a gocd grogram as
generating net benefits for them personally. Otherwise, the
informaticn that wouléd allow them to implement a successiul
program can be used just as easily to ensure that the firms are
auditing for the wrong prcblem at the wrong place at the wrenc
tire.

Nurker anéd Tvres c¢f Adeopting Firms. The £inal factor

determining the magnitude of benefits generated by environmental

auéiting programs is how many firms and what types of firms adopt
them. Cbviously, if very few firms adcpt aucditing prcgrams, the
total benefits will be limited. Similarly, the benefits will be
limited if the only firms adopting auditing prcgrams are those
unlikely to produce serious environmental impacts or risks to
public health. The greatest benefits will be achieved if high
quality programs are adopted by firms most 1likely to create
potential problems, either because of their size or the type of

operations in which they are involved.



Thus, in order to create the largest amount Of benefits o
the environment as well as to government, regulatory agencies
should consider stimulating widespread adcption of environmental
auditing programs by those firms most likely to create potential
risks to the environment or public health and ensure that firms
that do adopt the programs 1) have a strong commitment to carry-
ing them out properly, 2) provide their staff with the prcper
incentives to answer the questions of what, when and where ia a
manner most likely to identify pctential problems, ané 3) have a
high quality of technical expertise involved in the program.

The dilemma <facing regulatory agencies is how to achieve
these gcals most effectively. In many cases there may be an
apparent trade off amcng different goals. For instance, the
higher the quality demanced of individual programs, the fewer
f£irms are likely to acdopt them. Are we better off having very
high cuality programs adcpted by a smaller number of firms or
having a generally 1lcwer guality program acdopted by a .iarger
number of firms? Is there a way to avoid this dilemma? Can
public agencies provide incentives that will stimulate all £firms
to adopt the highest guality program that is consistent with

their resources and needs?

PUBLIC POLICIES AND PRIVATE PROGRAMS

The first 1link in the chain generating benefits to the
environment and government ccnsists of the actions taken by the
regulatory agency. This secticn explores potential respcnses

that government agencies might make to private sector environmen=-
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tal auditing programs. The gcal o

-

any response should ke to
stimulate the adcption of good environmental auditing programs by
as many firms creating potential risks as possible. It may not
be possible to stimulate all firms tc adopt programé having all
the desirable characteristics. But the more closely this cocal is
achieved, the greater the benefits will be to the envircnment and
to the agency itself.

In addition, the agency can take some actions that mav

[o})

irectly generate benefits. Fcr instance, a decisicn to £focus
the agency's cwn monitcoring, inspection and enforcement resources
on high risk firms that have not acoptecd high quality environmen-
tal aucditing gregrams shceculé result in increased benefits to the
envircnment.

There are Zfour basic peclicy i1issues <that the regulatory
agency faces with respect to environmental auditing programs.
The first is the extent to which the government will be  involved
in these programs, if at all. The seccnd is the extent toﬁwhich
the agency will tarcget its mcnitering, inspecticn, and enicrce-
ment resources in a manner ccmplementary <to the adcpticn of
environmental auditing programs. The third is whether the agency
will establish minimum standards for environmental auditing
programs. And the fourth, is who should receive the information

previded by environmental auditing programs.

Mocde of Government Involvement

The most Lasic issue relates to the mode of government

involvement in the environmental auditing programs. This can run



-25=~

anywhere frcm no involvement, to requiring all firms to adcpt an
auditing program meeting minimum standards. A policy of no
involvement wculcé mean that the government would not be inwvoclved
in any way with the adcption of environmental auditing programs
by private firms and would not modify its behavior in response to
these pregrams. This 1s essentially the situation that existed
before the government became interested in envircnrmental audit-
ing. Scme firms had aacrcted environmental auditing precrams, but
the existence o these programs was cften unknown to the regula-
tory agency, ané that acency, even if it knew about the programs,
dié nct formally medify its kehavior in respense to them.

A seccné mode of gecvernment involvement weculd be fcr the
agency to er.ccurage private firms to acdopt envircnmentai auditing
crograms withcut formally offering any incentives for them to do
so. Government encouragement cculd take the fcrm of 1) favcrable
gublicity (conferences, publications, references and sgeeches);
2) technical assistance (advising £irms on how they can esigblish
programs, providing advice and technigues for dealing with
specific environmental prcblems, etc.); or 3) research and
analysis on environmental auditing programs, how they operate
most effectively, and what beneifiits they can achieve for firms.
Such government support may well stimulate those firms which are
likely to adopt environmental auditing programs to do so and to
improve the cuality of the programs adopted. However, a fimm's
decision to adopt an environmental auditing program under this

mode of government involvement would depend solely on how it

perceived *he benefits of such a program to it.
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A somewhat more aggressive mode of government involvement
would be for the agency to provide some direct incentives for
firms to adcpt environmental auditing programs. Such incentives
might inclucde policies 1) reducing inspection and enforcement
activities directed at Iirms adopting such programs; 2) using the
agency's enforcement discretion to suspend action against self-
reported instances of non-compliance for €irms adecpting environ-
mental auditing programs (if the firm is demonstrating good faith
efforts to correct the problems); 3) giving such firms first

priority in applicaticns for discharge permits and other licenses

and permits that the agency must issue; 4) recucing other repcrt-
ing burdens fcr the firm; and £) recducing the amount involveéd In

financial settlements associated with consent decrees or subse-
guent civil or criminal actions. Incdivicdual regulatcry agencies
may be able to think cf other incentives they cculd offer to
stimulate £irms to adcpt such programs. Unéer this mode cf
involvement the £irm's decision to acopt an envircnmental ;udi:—
ing program would still be voluntary, but the benefits to it of
such adcption would be increased. Thus, more £firms would be
expected to adopt aucditing prcgrams than if there were more
limited government involvement.

The fourth mode of government involvement would be for the
regulatcry agency to regquire some or all firms to adcpt environ-
rental auditing programs. A decision about which £irms would be

regquired to adopt such programs micht be based upcn their produc-

tion activity, size, or locaticn.



The agency may also have the option of adcpting several
modes of involvement simultaneously. For instance, it could
roviding incen-

require auditing prcgrams by scme firms while

€

He

tives or technical assistance for cther firms. Thus, there are a
wide range of alternative mcdes of involvement. The cuestion is
which of these modes is most likely to result in the greatest
benefits to the environment anéd to the government agency.

In informal interviews with firms conducted in asscciation
with this report, a verv strong preference was indicated for very
limited government involvement. These interviews only included
larger £firms that had already acopted environmental auditing
programs. They were very concerneéd accut the possibility of
regulatcry agencies beccming mere inveolved in these prcgrams
because they £felt 1) the prcgrams were, Zfor the most parst,

operating very well already, and 2) government involverment could

-

édo little to improve them. The seccnd mccde of involvement --
providing technical infcrmation about such prcgrams - was
usually ccnsidered acceptable and possibly even useful, but the
only possibly useful incentives that some firms identified were a
reduction or elimination of government inspections.

However, this respcnse does not take into account what
should be done about the firms that have not adopted environ-
mental auditing programs. If these programs have the potential
to generate large environmental benefits (as argued above), then
there is presumably a public interest in having them adopted as

widely as possible. The cuestion for regulatory agencies thus

becomes whether and hcw can they stimulate more extensive adop-



tion of auditing programs withcut diminishing the benefits being

generated by those prcgrams that are already in place.

Comrlementarv Tarcetina

Regulatory agencies are unlikely ever to have suificient
enforcement resources to ensure that all regulated firms are in
compliance all the time. These agencies, therefcre, have to
allocatz or "target" their monitoring, inspecticn, and eniorce-
ment resources in some manner. The policy gquesticn 1s whether
this targeting scheme should be modified to take into accocunt the
existence of environmental auditing prcocgrams. There are several

éifferent ways in which these modifications may take place, and
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» will partially determine the macrnitude
o the benefits resul:ting £frcem the adoption of envircnmental
auditing procgrams.

I the environmental auditing programs adcpted by private
firms are at least as good as the monitoring and enfof&ement
efforts that the regulatory agency is able to implement, the
greatest increase in environmental benefits would result frem the
agency shifting its inspection and enforcement resources away
from firms that have adcpted auditing programs. With this
approach, there should, at the least, be no reduction in environ-
mental benefits frem the firms adopting the programs and an
increase in benefits from non-auditing firms that would have more
of the government's resources focused on them.

However, alternative forms of complementary targeting are

possible. One alternative would have the regulatory agency



analyze the results of environmental auditing prcgrams (assuming
that they were to receive selected dJdata generated by these
programs) to determine whether there is an identifiable group of
firms -- for instance, firms in a particular industry, cf a
particular size, using a particular process, or cof a parcticular
zge =-- that seem to have a higher rate of non-ccmpliance than
others. The reculatory agency could then focus its enfiorcement
rescurces cn thcse particular types of firxms that have the
hichest prcobacility of non-compliance or are most likely to
create sericus health or envirocnmental risks. In this form cf
targeting, the high risk firms might all be <treated ecually
regarcless of whether or not they have envircnmental aucliting
programs. Cr enicrcement resources mnight be fccused on those
irms in <he high risk category that have not adcpted environ-
mental auditing programs.

One form of targeting that would appear to rrcduce very
limited envircnmental benefits (and perhaps even net eﬁ&iron-
mental costs) woulé ke to focus the agency's inspection and
enforcement resources on those firms that have adcpted environ-
mental auditing programs. An agency might adept such a targeting
scheme to ensure that those firms are not cheating 1in their
programs, because those firms are producing meore data that can be
used to determine whether they are in compliance, or under the
assumption that the firms would not adopt an environmental
auditing program unless they have problems. Although one can
hypothesize cases in which such targeting could gererate bene-

fits, this is unlikely to occur under normal circumstances.
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Ccmplementary targeting is probably the easiest of the <fcur
policy decisions to implement. The agency has almast complete
discretion on how it uses its inspecticn and eniorcement re-
sources as lcng as the scheme is cbjective. Moreover, ccmple-
mentary targeting is also the means by which the agency can most
directly generate benefits.

There is, of course, some risk in complementary targeting.
If the agency employed an efficient tarceting scheme before the

adortion c¢f the programs, and if the programs do not achieve at

th

least <he same prchbability of success at all three steps of the

prcblem identificaticn-respcnse process as existed prior to their

adopticn, then tarceting insgecticn and ericrcement rescurces

ot
O

awav from the adcpting firms cculd result in increased costs
the envircnment. Such a situaticon may be unlikely, but it
indicates +that net benefits resulting Irom complementary target-
ing will, of course, depend upon the gquality cf the environmental
auditing programs firms adcpt as well as on the type oI taf;eting
the agency acdcpts.

The firms ccntacted in association with this study strengly
preferred the tarcgeting scheme that shifted inspection ancd
enforcement resources away Srom those firms adcpting envircnmen-
tal auditing schemes. This is not surprising because all of the
firms interviewed have already adopteé auditing schemes. The
respondents also suggested that any targeting scheme that shifted
more attention to firms adopting auditing programs would be
counter productive. At best, such targeting would generate no

environmental benefits. At worst, it could generate significant
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envircnmental costs by discouraging £irms from adepting auditing
programs at all. Even if firms did not abolish their prcgrams

LB
-

altogether with such a targeting scheme they would prcbably 1
them to only the specific reguirements cf their discharge per-
mits, eliminating cre of the major opportunities for such audit-
ing programs to generate sicnificant environmental benefits.

However, ¢the €firms and the regulatory agencies face a

(=

édilemma with respect to complementary targeting. In order Zor
the regulatcry agency to ke certain that the preferred form of
ccmplementary targeting will procuce net envircnmental beneflits,
it must be assured that the adcpted aucditing prcgrams are at
least as likely to icdentify ané successfully respond to envircn-
rmental prcblems as would be the case in the absence oI tre
crograms. This could imply that the government agency would neec
to know something abcut the guality of the pregrams. But th

firms prefer that the agency not get involved at all. "

questicn is whether there is some way oI responding té this
gilemma which will satisfy both the needs of the government and

the desires of the firms, and which will not result in a

reduction in the number of programs adopted or their cquality.

Minimum Standards

The third policy variable involves the question of whether
the federal government would attempt to 1impose any minimunm
standards for acceptable envirconmental au iting pregrams. There
are three basic types of standards that the agency could impose.

One relates to the technical aspects of the program. The second



relates to the qualifications o©of the individuals who are
responsible for the program. The third relates to the procecdures
and prccesses followed in carrying out the pregram.

Minimum technical standards would relz:-e primarily to the
methods used in the firm's cecmpliance assurance program, not to
the auditing program per se. They might also relate to the
questicns of when, where and what auditing will be dcne. Regula-
tory agencies Zfrequently issue rules or guidelines definirc the
technical aspects of monitoring and analytical programs. The:

may also, though often with less effectiveness, issue rules or

v

guidelines specifying hcw, what, where and when monitoring and

The second type oI minimum standard relates to the guesticn
of who cdoes both the ccmpliance assurance and the auditing. This
type of standard could take the form of minimum gqualifications
for the responsible individuals. For instance, most states
require any construction drawings to be approved by a licensed
engineer or architect. Such a professicnal, in order to be
licensed, has to satisfy minimal education requirements as well
as pass a qualifying examination. A regulatory agency or cutside
organization could license environmental auditors in a similar
manner. In the previous section it was indicated that, in order
to generate the greatest amount of benefits, the environmental
auditing staff would have to have a substantial diversity of
technical backgrcund and access to large amounts of infcrmaticn.
It was also sugagested that many firms may not be able to affcrd

to allocate so much expertise to such a program. However, anv



gaps could be filled by ccnsultants and other personnel assicned
to the program on a part time basis. Thus, the qualifications
would not necessarily apply exclusively to the individuals in the

program, but would include the expertise available to the program

as well.
nct emploved by the firm conduct, or alternatively, certify the
results of the auditing prcgram. This is the ccncect cof the

"third party" auditor, and could be adcrted either in associaticn
with or inderendently of the minimum gqualifications recuirement.
The aprroach of a third party auditcr 1s used in <£inancial
auditing to prctect the interests of +those who depend upcn thre
aud.t to kncw the true financial condition cf a firm.
r cut the monlitoring
pregram, it could be reguired to at least certiiy that tRhe
auditing was concducted properly znd that the resulting data have
teen interrreted and presented accurately. The third party
auditor could also be reguired to interpret the inicrmaticn, for

instance, to specify whether the firm is or is not in ccmpliance

th

with the ccndizicns of its permit.

A third type of minimum standard relates to the procedures
and processes followed in carrying out the auéiting program.
These might be recuirements regarding to whcm the auditors
report, who has to see and sign off cn the audit report, whether
the report has to be formally respcended to, and other such
Frocess issues. Such process reguirements are often adcpted in

regulations to ensure that responsible officials are infcrmed of

and accept responsibility for specified activities or assertions
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that the firm is making. They are most often adopted when it is
not feasible to specify minimum tecknical standar.s, when the
issue is a matter of judgment rather tharn fact, as an efiort to
reinforce other standards, to ensure that any problems are dealt
with guickly, or just to ensure that the issue 1s not shunted
into meaningless information ccllection and reporting processes
outside the firm's decision making hierarchy.

In general, ths concept of setting minimum standards would
only apply in the more active modes of government involvement --
t+hat is, when the regulatory agency reguires that auditing
rrograms be adcpted or provides incentives for the adoption cf
such prcgrams. The problem of establishing minimum standards 1is
that they often discourage firms £from doing better than the
minimum. The minimum may become the maximum standard. Such
standards must be implemented very sensitively to ensure that all
firms are at least as good as the minimum but do not discourage

firms from attempting to do beter than the minimum.

The £firms interviewed 1in associaticn with this study
indicated some acceptance of the idea oI the regulatory agency
impesing minimum  standards. They indicated that they almost

always adcpt technical standards issued by such agencies. They

th

also incicated a reguirement that a senior executive o0f the fimm

be reguired to sign off on audit reports would prcbably be
acceptable. However, they were mere resistant to perscnnel
standards and more cdetailed process standards, Most of the

perscrnnel involved in both the monitoring and auditing programs

have not had any special training, rather being trained "on the
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jeb". The respondents indicated that this type of training was,
in their judgment, certainly adequate and perhaps pfeferable to
formal training.

The respondents also incdicated that detailecd ©process
recuirements would be gquite inappropriate because there is no orne
organization that will work best for every firm because the firms
themselves are crganized differently. Hcwever, at least one cf
the respondents dicd indicate that his firm's current prcgram was
guite infcrmal ancd might benefit from being rmere fcrmally organ-
ized., °*

The message frcm these respcnses could be that the govern-
ment should imzcse no reguirements on hew the programs are
crganized, but ccoculd Impose reguirements that: 1) there be some
formal corganizaticn, anc 2) that an executive of the firm be part
of this organizaticn and be recguired to sign off on the audic
repcrts. These stancdards might prcvicde the ccmpromise  soluticn
to the gquesticnn raised at the conclusion of the secti:n cn

ccmplementary targeting.

Informaticn Provided

The last policy variable a government agency can affect is
the question of whether, what and when informaticn collected in
the environmental auditing process will be reported to the
regulatory agency or be made available to the public.

The first question is whether the firm should release any of
the information collected. If so, what information? The general

choices here are (1) all data collected will be reported, (2) no
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data collected will be reported, (3) summaries or interpretations
of data collected will be precvided, (4) only infcrmaticn cn
processes anc activities will ke reported, or (5) only instances
of noncompliance and ccrrection schedules will be reportecd.

It may be more efficient to reduce the reporting burden ard
to improve the government's ability to use data, by reguiring
only summary repcrts. Perhaps it would be even more efficient %o
reguire that interpretaticns of the data rathef than the da:a
themselves or even summaries of the data be prcocvicded. when

dealing with such "factual" cuestions as whether or not a Iirm is

y

in compliance with its permit, such interpretative inicrmation

S

can be as terse and simple as a "ves" or "no". However, cthe
greater the amount of interpretation that takes place in grepas-
ing the repcrt and the terser the repcrt, the more difficult it
will be fcr the government agency to verify its accuracy.

The seccnd pclicy cuesticn cn information reporting is when
shculd the information be reported. The ncrmal requiremént'is
that it be reported pericdically -- frcm once a week to cnce a
year. The agency here is Zfaced with a trade-off between inire-
guent repcrting resulting in any problems not being identified
early, and not having the rescurces to be able to interpret and
berefit from reports that are made too frequently. Thus the
agency will often ccrmpromise by reducing the frecuency of reports
to a level where the information can be adequately assimilated,
realizing that there may be a delay in identifying non-ccmpliance

problems.



An alternative is the "fire alarm" -- only requiring reports
when a problem has been identified or some other criterion has
been met. For instance, the reguirement could be that there
would only be reports to the regulatory agency when a situaticn
of non-compliance has been discovered. However, this reguires
the agency to somehow be assured that the absence of reports does
not reflect a failure to collect the information or a failure to
report cases of non-compliance that have been discovered. It
cculd be very cdifficult for the agency to ckttain the assurance
without reviewing all of the data itsel:.

There are other policies a reculatory agency can adcgt with
respect to informaticn reporting. It could, for instance, conly
reguire that records of the information be retained by the Iirm,
available fcr inspection by the agency, and not that the
informaticn be recorted to anycne. Or, i+t could reguire that

y certain f£irms provide informaticn, fcr Instance, those Zfirms

[

on
trhat are mcst likely to create envircnmental or public Eealth
prcblems or those firms best akle to aficord a reporting burden,
or selected firms that are fcr scme reason ccnsidered representa;
tive.

The acdoption o©of any of these policies is likely to have a

w0

ignificant impact on the type of auditing program that private
firms adcpt. Some repcrting reguirements could clearly stimulate
the firm to reduce the gquality of the environmental auditing
program. For instance, a requirement that all information
gathered be reported to newspapers or envircrmental grcups would

sericusly inhibit such programs.
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The firms that were interviewed for this study indicated
substantial sensitivity about the release of auditing informaticn
outside the f£irm. This concern seemed to aprly both to the costs
of any such reporting and to what would be dcne with the informa-
tion 1f it were repcorted. There was less concern about the
prcblem of summarizing and interpreting the data, £for this
already takes place when the audit repcrts are submitted to

senior f£irm officials. (This, cf course, would not necessarily

h

be the case for smaller firms.) It is prcbably fair to surmarize

rt

the resgcnses as saying that the less informaticn provided to the

regulatcry agency the better, and the most desirable type ci

]
0
a}
it

would be none. In scme cases the resgoncdent actuallv

epo
indicated +hat continued government inspecticns wculd be prefer-
able tc reguiring that audit reports be submitted to government.

Hcwever, the gcvernment agency probably reguires some Iorm

of reporting if there is to be any ccmplementary targeting or

cen ©of environmental

[ =8

ircentives offered to induce the acdeot
auciting programs. It appears reascnable that any reporting
requirements be limized to items specified by regulation and
contained in discharge permits. It also seems to be in both the
goverrment's and the firm's interests to keep these reports short
and infreguent =-- an annual statement that the firm is in full
compliance might be the most desirable for both, if the govern-
ment could be assured that these were accurate and based upon
adequate information. The annual report cculd be supplemented by

a fire alarm report if discharges exceed permit requirements by

perhaps more than {ifty percent.
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However, there is still the problem of hcw the gcovernment
cbtains the assurances it needs. Twe pessible solutions are 1)

the type of third p

[+

rey audit that is required £for financial
repcrts, and 2) the regulatory agency periodically auditing the

audicers.

SUMMARY aND CCNCLUSICNS

Environmental programs have the potential to creats sulstan-
tial benefits for the environment and for regulatory agenc:ies.
mhe extent to which such berneifits are actually realized derencds
primarily upon the tyres oI precgrams adopted by private Iirms,
ané what ac+tions thne agency itselZ takes in response to the
existence of these programs. The tyres of programs the Iirms
adept are in turn likely to be strongl: influenced by government
gclicy decisicns. There is a limited number £ policy checices
that regulatorvy acencies can make to stimulate the adcpticn ci
gcod programs by private firms. These policy choices have-to ke
made very carefully, for the wrong choice couldé not cnly elimi-
nate many of the benefits, but in scme cases cculd result in the
situation being worse than 1if the government had acdopted no
policy at all.

The first policy relates to the mode of government involve-
ment. Even with no government involvement, some firms have
adopted environmental auditing programs and these may be generat-
ing important environmental benefits. However, there are no
benefits to government, and the benefits to the environment are

clearly limited by the number of firms adopting adeguate
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programs. It is likely that government encouragement of auditing
programs would result in more firms adopting them and, therefcre,
an inciease in the total envircnmental benefits they provice.
However, the regulatory agency needs to be very cautiocus abocut
increasing the amount cf involvement keyond simple encouragement.

Offering incentives for the adoption of auditing pregrams
should further increase the number of f£irms adcpting them as long
as the incéntives are not coupled with onercus regulatory and
reporting requirements. Such requirements may well create larger
disincentives than any incentives that the agency could offer.
On the other hand, without such standards, some incerntives (such
as eliminating government inspections) could result in programs
being established which result in less compliance than would
occur in the absence of the programs.

The government could, of course, Go the whcle route ana

reguire all £firms %to acdopt such programs. However, there may

-

well be a tracde off between the number of £firms adepting the
procrams and the gquality of the programs that are adcpted.
Mandatory audi<ting may result in many £firms 3just going through
the motions and others reducing the gquality of their programs
down to the minimum standards of the government. The extent to
which this happens is likely to depend on what policy choices the
regulatory agency makes with respect to the cther policy cgtions
it has.

Perhaps the most important of these are 1) the colicy on
minimum standards and 2) the information policy. I£ the auditing

pregram is going to be an integral part of the Tregulatory
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program, as would be the case under mandatory auditing, or if the
regulatory agency is to prcvide real incentives for the adcptiocn
of such programs, then it must establish some sort of minimum
standards for these programs. The challenge is to establish
standards which are not inhibiting. Technical standards can be
inkibiting if they are placed too high and if the acdoption of the
program is voluntary. However, they have to be high enough to
ensure that the program has at least as 1likely a chance to
identify pctential problems as the agency wculd have had in the

absernce oI the prcogram. Ctherwise, the agency cannot tarcet its

-

enicrcement rescurces in a ccmolementary manner, therepy realiz-

Hh

ing the berefits o the envircnmental auditing program. Techni-
cal standards may also create problems if they are not appro-
priate in all cases. Frequently the best technical means of
monitoring an analysis is one tailored to a specific situation
being addressed. A regulatory agency is often not adeguately
equipped to specify such tailoreé technical standardés.

Similarly, nminimum personnel qualification stancdarcds are
likely to be inhibiting if thev significantly increase the firm's
operating costs. The reguirement of the third party auditor may
also be inhibiting in some cases, particularly where the £irm is
concerned about the confidentiélity of preprietary information.
Some sort of perscnnel qualifications may be reasonable, but the
guestion of whether third party auditing is apprcrriate is a very

difficult guestion. Adorting the third party concept should

increase the confidence of the regulatory agency that the prcgram



is being ccnducted adeguately, kut may also create costs Gty
disccuraging firms from accpting prcgrams. It also raises
additicnal cuesticns about the gualifications and ccmpetence of
third party auvditors.

Perhaps a policy opticn which has the greatest possibility
for inhibiting the adecpticn of such programs, however, 1is that
regarcing informatiocn. Thg more the firm has to make public the
informaticn provided bty the program, the more hesitant the firn
will be to adcpt such a program. On the other hand, the recula-
torvy acency needs tC have scme access to the infcrmaticn to ke
sure that the prcgram is being implemented prorerly anc that the
irm is in ccmpliance with its envircnmental recuirements.
Perhaps <he most reasorable compromise in this case is Icr the
resulatcory agency tC require pericdic summary reports on whether

the firm is cr is not in compliance with applicable recuirements.

these reguirements wculd not be reported to the government. Suca
a policy weuld allow the f£irm to monitor all pctential prcblems
without +the fear that discovering new problems would result 1in
increased enforcement efforts directed at the company.

Finally, the government agency must cdetermine how it shoulc
target its enforcement resources 1n resgcnse to the adcpticen of
environmental auditing programs. Two fcrms of targeting weculd
seem to produce the greatest benefits. Cne 1s, of course, to
target enfcrcement resources away from firms that have imple-
mented acceptable programs. Again, to be confident that this

targeting will produce benefits the public agency must be con-
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fident that the firm's auditing program 1is at least as good as
the inspection and enforcement that would be conducted by the

public agency in the absence of the program. Given the resource
levels available to most regulatory agencies, this is a relative=-

ly low threshold.

The regulatory agency could also explore ways of using the
information provided by envircnmental auditing programs to target
its own inspection and enforcement resourcs: more efliciently.
Acain, however, it is necessary that this information be collect-
ed in such a way as to nct inhibit the f£irms frcm implementin
thelr own programs.

Finally, the extent to which all <these policies will In-
crease the GLenefits of environmental auditing programs will
cepend con how rmuch the regulatory agency knows abcut the prcblems
it is trving to deal with. If the agency is coniident that it iIn
fact krcws the answers to all the cuesticns involved in esta-

lishing an environmental auditing pregram -- what £irms shculd

audit, where they should audit, when they should audit, what
equipment ané analytical methods they shculd use and how the
information should ke interpreted -- then a more aggressive
government involvement will produce greater benefits. However,
regulatcry agencies rarely have such extensive and precise
knowledge. In this case the agency may well create greater
benefits by backing off and stimulating the f£irm, which prcbably
has the best ideas about what potential problems it 1s causing,

to adcpt the best program it can afford.
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