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ABSTRACT 

Environmental Management in Mdtinational OiI and Gas Exploration and 
Production Corporations in Latin America 

The development and implementation of strategic envirommen~ management within 
multinational oil and gas e x p 1 ~ m  and production (EBtP) ~~~~~om opera* in 
Latin American countries as well as in Latin American coun(ria themselves is not yet 
well addressed. Tbis Masters Degree Project W P )  identifies factors such as driving 
forces and barriers that affect the development and implementation of envlronmentd 
management policies and practices. It also i d e f i e s  ather factors such as the political, 
social, economic and cultural differences between developed and Lath American 
countries that potentially sect the process of developing and implementing strategic 
environmental management in this field 

A literature review and a critical e m a t i o n  of existing models and factors affecting the 
development and implementation of strategic environmental management in Latin 
American countries are used to develop a model for both multinational oil and gas EBtP 
corporations operating in Latin American countries and for Latin American countries 
themselves. This MDP ideut3es the main environmental management issues to be 
improved within Latin American countries as: environmental structure, environmental 
regulations, and human resources. It also identifies the main environmd management 
issues for multinational corporations as stakeholders, cultural differences, driving forces 
and barriers. 

The two models proposed in this MDP are subject to change since the fztors affecting 
the development and implementation of these models change over time- These models 
will also differ depending on the host country where they are to be applied 

Keywords: environmental mamagement, eavimnmentd mamagement tools, 
driving forces, barriers, Latin American countries, sustainable 
development, globalization, foreign direct investment. 
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Chapter 1: Introduction 

1.1 Background 

There is growing interest in the area of corporate environmentaL management since 
companies are begirming to realize that enviromentd issues need to be addressed for a 
number of reasons, including consumer pressure, potential cost savings, legislation and 
ethics (WeWmd,1998:9). Not only will this help companies to comply with 
environmeutaI regulations but it will also help to improve businesses' performance. 
Corporate environmental management practices are considerabIy stranger than tbey used 
to be, with more companies integrating enviromnd respomiiIities into their 
operations. Howevq d e s s  environmental concerns are integrated into corporations' 
profit focus, they will necessarily have secondcIass status (Frankel, 1998: 14). 

Cunent trends of globalization and the libaalizati-on of trade are facng companies 
around the world to compete with each other (Lemaire, 1995: I). The complex interaction 
among environmental management components plays an essential role within 
corporations' development and performance, requiring a good understanding of strategy 
as well as implemenktion of envircmmd policies. Kirkland and Thompson (1999, In 
E'ress) have identified eight main components in designing, implementing and operating 
an environmental management system (see figure No. 1). 

The international oil industry will need to raise production by over 40% by the year 2010 
in order to satisfy the growing world demand for energy. This will require an investment 
"totaling tens of billions of dollars". In 1994, Latin America and the Caribbean 
accounted for 12.8% of total world oil production. Between 1975 and 1994 the region's 
oil reserves quadrupled to 14% of the world total. Based on this data and on analyses of 
trends in foreign direct investment by the United States in the international oil industry, 
the Economic Commission for Latin America and the Caribbean (ECLAC) concIudes 
that, in the coming years, "a large increase in fmeign investment can be predicted in the 
oil and gas sector in Latin America** ( m e :  h t t p - J f ~ ~ ~ ~ . a l a c . c ~ e n ~ h / n e w s / C r o n i ~ g /  

kc96 154.htmI, Oct/10/98)- 

The emerging economies in Latin America are facing fimdamental changes not only with 
the implementation of new economic policies but also with the lnmsformation of their 
political, social and cultural patterns. Although there are many diffment politic trends, 



democracy has existed in these countries for many years, and therefore, the political 
si-on can be considered stable- Socially, there are still strong differences among 
social classes, but governments and internatid frnading o r ~ t i o o n s  have started to 
include social programs within their projects and invments Latin America is also a 
mixture of many cultures, with different languages, races, customs, and religions, that 
make the interaction and understanding between them and other countries more 
complex Current trends of globalization and technological advance are also making this 
interaction among dif5eren-t cultures mare dyn-c- 

Because of the complexity of the situation, corporations investing in Latin America will 
require a good understanding of all factom a f f i g  the various enviromnental 
management components if these are to be successfully implemented, This 
understimding will help to ensure not only good business performance, but long term 
profitability. 

1.2 Objectives 

The main objectives ofthis Masters Degree Roject are: 

a) to determine optimum environmental management guidelines for selected countn-es 
in Latin America and multinational oil and gas corporations operating in these 
countries. 

b) to determine requirements for environmentaL management imposed by governments 
in selected Latin American countrks. 

c )  to determine environmental management practices followed by multinational oil and 
gas corporations presently operating in Latin America countries. 

d) to make recommendations to improve environmental management practices in both 
multinational oil and gas corporations and Latin America governments. 

A case study involving the operations of one multinational petroleum producer was 
chosen based on the availability of Mormation in a selected country of Ltrtin America 
Canadian Petroleum Occidental Ltd, a Canadian multinational operatlag in Colombia 
provided me with informatian to carry out this case study. 



The methodology followed to develop this Masters Degree Project includes a Literature 
review, int-ews and questionnaires, prof-onid experience, analysis of data, 
intervention and change, and a case study- 

A comprehensive Iiterature review was carried out to gain insights and to obtain 
an undefsfmbg of envkcmmd management tools; enviromnmtaI Qiving 
forces; envir0ameuta.L barriers; the socia1, cultural political and economic 
situation in Latin America; and the behavior of multinational corporations. 

An initial review of the literature was done using CLAWS on-line system at the 
University of Calgary &TOE). This system was searched for the key words of 
environmental management, environmental strategies within corporations, 
enviromnental driving forces and -ers, multinational corpomtions, and Latin 
America. Momation related to these topics came primarily from textbooks, 
journals, periodicals, and MDPs produced within the Faculty of Enviromental 
Design 

To complement this 11&my research, additiouaL information sources were 
contacted. These included professional as-aticms (Society of Petroleum 
Engineers (SPE), The Society ofManagement Accountants of Canada (SMAC)); 
and regulatory agencies (Enviromental Protection Agency (EPA), Canadian 
Association of Petroleum Ptoducers (CAPP), The International Petroleum 
Industry Environmental Comemation Association (IPIECA)). Publications were 
also obtained directly fiom the United Nations Environment Program m), 
and from the Netherlands Oil L Gas Exploration and Reduction Association 
(NOGEPA), 

Information regarding environmentat regulatory issues and the hydrocarbon sector 
in selected Latin American countries was obtained during field research in 
September, 1997 and August, 1998. Valuable information and insights were also 
obtained fiom literature published by O W E  wtin America Energy 
Organization) and fkom books, joumak, and paw provided by Professor AI 



Lucas, in the Faculty of Law (UofC), by Lila Barrera, OLADE's consultattt and by 
Magdaleoa Muir, Professor at the Faculty of Continuing Education (UofC). 
Readings from the course EnvlromnentaL Law in Latin America, taught by 
Professor A1 Lucas at OLADE's headquartas in Quito, were also used. 

Internet searches were also utilized- eublished papers on selected topics were 
found at the home-pages of the United Nations Environmental Programme 
(UNEP), EPA, ECLAC, the World Bank, Me&-OML Monetary Fun& 
Organization for Economic Coopemtion and Development (OECD), and 
independent authors' publicatiom. A variety of books, papers, and journals were 
provided by Dr. Dixm Thompson fiom his personal coUection. 

13.2 Interviews and Questionnaires 

Key informants were selected based on their howledge and experience of 
Multinational cotporatiom and Latin America, These Individuals included 
researchers and practitioners ftom universities, multinational corpom-ons, Latin 
America government officials, InterttationaL organkitions and independent 
consultants- 

In order to gain an understanding of how multinationaL corporations are focusing 
the development and implementation of their enviromnental policies and 
practis, senior and middle environmd managers from three diffient 
multinational oil and gas corporations (Shell Canada Limited, TransCanada 
Pipeline, and Canadian Occidental Petroleum Limited) were interviewed Semi- 
structwed questionnaires were used to carry out these int-ews The conceptual 
framework was obtained by inte~ewing researchers at The UofC (Dr. Dixon 
Thompson, Dr. Hmie Wedenburg, Ms. Magdateria Me), the National 
Engineering University in Lima, Peni (Professor Victor Cataiio), the National 
University San Antbez de Mayolo W A S A M )  in Humb, Peni (Professor Edme 
Landeo, Vice-President), and the Escuela Politemica Superior del Litoral 
@SPOL), in Guayaqd, Ecuador (Dr. e e d o  E3miga). Bath Snfonnal and semi- 
structured intewiews were deveLoped as a result 

Key informants were interviewed to strengthen the knowledge base and to gain 
valuable insights about selected countries in Lath America. Topics covered 



include environmentaI management within govenmeuts and the e a l ,  poIitica1, 
cultural and economic situation of these countries. Key infmants included 
official government representatives, researchers, envIromneutaI managers h m  
multinational corporatims and common people. For example, Dr. Amilkar 
Acosta, a Colombian Senator, Dr. Mfkedo Barrigit (Escuela Politknica Superior 
del Litoral: ESPOL), Professor Ecbne Landeo (UNASAM), and three 
multinational oil and gas corporations managers (Canadian Petroleum in 
Colombia, Occidental Petroleum in Ecuador, and Shell Prospecting and 
Development in Per&). Informal and semi-structured quest iodes  were used to 
accomplish these objectives- 

The information obtained regarding multinational corporations and Latin Am&ca 
countries were used to develop the proposed environmental management model. 

1 3 3  Professional Experience 

My professional background working for a multinational oil and gas corporation 
for five years as reservoir, production and completion engineer, and dealing with 
people in Latin American countries in both government and private sectors 
provided me with guidelines to mange appointments and formulate 
questionnaires about envirmental management for tbe different stages of the oil 
and gas industry- My experience includes close communication with 
management level. 

1.3.4 Analysis of Data 

Since the majority of the data collected is qualitative (i-e. interviewsy description 
of human and ormzations acficfivities), the analysis was carried out 
using stmtegies recommended by Robson (19931377-384). For exampie, 
exploring data, chrono1ogies, and key events. The exploration of th is  data was 
carried out through a literature review. Chronologies and key events were used to 
develop the case study. Otber techniques such as feedback procedures with 

practitioners and researchers, professional experience, and knowledge gained in 
EVDS courses were used to develop models for environrmeatal management for 
both Latin America countries and multinational oil and gas corporations operating 
in the region. These models represent the conclusion of my research and they 



may be subject to a critique and finther comments. Since these models represent 
a dynamic process, they will vary over time, mainly indluenced by wofidwide 
trends and environmental policies being implemented within Latin America 
countries. 

1.35 Intervention and Change 

This methodology helps to assist in deciding on sane kind of  change. In the case 
of an existing system or practice, how might it be improved or made more 
&ec%ve? (Ro~1993:430)- Five of seven steps presented by Robson 
(1993437) were used to develop an enviroometttaI model for selected Latin 
America countries and MuItinaxii0na.l~ operatLog in these countries- These steps 
are: 

developing a need for change 
diagnosis of problem 
examination of alternatives goals and €onnulation of plans for action 
developmezrt of i n n ~ v ~ m s  based on plans for action 
generalizing and stabilizing the change 

This methodology was used to adapt current envi~onmental management models 
to the Latin American situation 

1.3.6 Case Study 

"The Case study is a strategy for doing research which involves an empirical 
investigation of a @cuIar contemporafy phenomenon within its real life context 
using multiple sources of evidence" (Robson, 19935). According to the diffient 
types of case studies identified by Robson (1993:L47), C will use Studies of 
organizations and institutions. 

Canadian Occidental Petroleum Limited (CanadianCky), a Canadian 
multinational with operations around the world, agreed to provide me with 
information for my research topic. CanadianOxy i s  currently operating in 
Colombia as Canadian Pmoleum Colombia Limited 



CanadianOq is in the exploration stage at three different ooil fields. Due to the 
current social and political situation in Colombia CanadianOxy is fscing an 
interesting h t i o n ,  where enviromentaI management is playing a key role with 
regard to its success in its investments. Full coopemtion in mate*aIs, intem-iews 
and access to its 11- was provided both in Calgary, where its headquarters is 
located, and In Bogota, Colombia 

1.4 Limitations of the Research 

The main hmikitions found ckng the development of this project were: 

a) Contactiug multimtiona1 oil and gas corporatious cmently operating in Latin 
America countries. Those who were contacted, mostly Canadian rnul~atiionds, are 
in exploration Therefore, only their m.onmertta1 management practices 
corresponding to *s stage of their omens were r e ~ - e ~ e d ;  

b) Interviews with government ofiiais. Although 1 went to selected c o d e s  in Latin 
AmeTh on two occasions, it was difficult to arrange appointments due to the short 
time C spent in these countries, and because they were extremely busy, and, 

c) Contacting people in the stakeholder group. Due to the limited time available not 
many people could be interviewed Their points of view were therefore obtained 
through a literature review. 

1.5 Document Overview 

This M I X  is divided into 7 chapters: 

Chapter 1: Desmbes the purpose, objectives and the dIffaent methodologies used to 
develop this MDP, as well as the limitations found during this process. 

Chapter 2: Presents the differeat enviromneutal management elements such as 
environmental management tools, environmental &ving fmces, and h m h x s  to 
environmental management, and descci'bes how these elements are a f f i g  the 
development and i m p l e m ~ * c m  of environmental policies and practices *thin 
multinational corporatioz~s in Latin American countries. 



Chapter 3: Addresses the nature and role ofmuIMonaL cotporatIons, and provides 
an overview of current globalization trends and foreign direct inve~bneLtS. This chapter 
also desm'bes strategic environmd management pwmtIy used by multinational 
corporations and a g e n d  ovewiew of muttinatimaI oil and gas EBtP corporations. 

Chapter 4: Provides an overview of the Latin America situation, including social, 
economic, political, and economic issues, and how the globalization has influenced the 
development of new economic policies oriented to trade ltberaliztiou as well as to open 
new markets to fmeign direct investments. This chapter also descnis current 

environmental management followed by seIected Latin American countries in the 
hydrocarbon sector- 

Chapter 5: Proposes an environmentaL management model for selected Latin 
American c o d e s  as well as for multin~onals investing in the hydrocarbon sector in 
these countries. These models are based on experience gained by some m u l ~ o n a l  
co~porations operahing in Latin America, current environmental practices followed by 
others, and trends in development ofenviromental, economic and social policies. 

Chapter 6: Presents a case study. D e m k  the envirmental policies and practices 
€allowed by CanadianOxy in both Canada and Colombia, a very sensitive euvironmental 
area in Latin America- 

Chapter 7: Provides conclusions and recommendations. 



Chapter 2: Environmental Management 

2.1 Introduction 

This chapter will define and d e s m i  enviromnentaL management and its interrelated 
elements: environmental management tools, emr-~omnemal Qiving forces and banierr to 
environmental management These three elements are dynamic since their degrees of 
applicabiliry and dmcement are c m d y  cbimging (i-e- international agreements, 
environmental regulations, voluntary compliance programmes, stakeholders involved). 
The dynamics and interaction among these elements must be well understood in order to 
address the issues associated with them- 

The risks of investment for oil and gas companies working in the exploration and 
production stages is high. For exampley 76% ofexptoration wells and 27% of production 
wells drilled in the U.S. in 199 1 were d q  holes (Peace IT and Robinson, l997Section B- 
34). A sound understanding and careful application of the environmental management 
elements are required in order to reduce other risks such as stakeholder pressures and 
concerns, international pressures, smal and economic instabiIityy etc. 

Latin America, a potential oil and gas source for the next century, is facing new social, 
political and economic challenges. Any company investing in these countries should 
carefully understand the dyamics and intenelation of environmeutaI management 
elements in or& to reduce investment risks and ensuring Iong-term prof5tabiiity- 

2.2 Definition 

Environmental Management can be defined in many ways. Two common definitions are: 

a) the setting, achieving of goals, assessing perfarmmce and providing feedback to 
protect the environment and conserve resources (Thompson, 1997~22 1). 

b) a systematic approach to &mentd care in all aspects of business 
(UNEP, 1995: I- 1). 

This MDP will deal with these two definitions as applied to mdtinatioal oil and gas 
corporations as well as to M n  American governments, including 



a) developing strategic enViroumentaaI behavior 
b) setting targets and goals 

C )  assesstng risks and setting priorities 
d) monitoring performance for necessary adjustments through assessing environmental 

indicators and feedback 

There are many ways to approach the implementation of environmental management [n 
o~der to o~ganize the dSierent emiromaenfal issues or factors a-ffechg the 
implementation of sound environmental management, these are grouped into the 
following elements: 

a) environmental management tools 
b) environmental driving forces 
c )  barriers to environmental management 

In order to gain a souud understanding of the elements that influence the process of 
setting corporate and govecnmentys environmental policies and practices, a detailed 
description of each of these is given below. 

2.3 Environmental Management Tools 

The use of sets of environmental management tools such as envlrmental impact 
assessment, risk assessment, and environmental au& allows institutions to anticipate 
and avoid problems in a proactive rather tban reactive way (Thompson,1997:246). In 
addition, when properly managed, these toots can provide companies with a competitive 
advantage by improving their public image, implementing cost savings programmes, and 
gaining new markets. The following sets of environmental management tools were 
identified in the litemme by reseatcbm, institubtubons and organizations, and are cmentIy 
being applied in decision making processes: 

Kirkland, L. and Thompson, D.: (Business Strutegy a d  the Emironmen: 
Voi 8.1999:ln Press). 

I .  list of driving forces 
2. listofbam~ers 



3. strategic enviromentaI pianning 
4. EnVi~OrnnenfaI programmes @oiicies, goals, objectives) 
5. euVironmenta1 management structure 
6. environmental policy statements 
7. environmental impact assessment 
8. environmental site assessment 
9. environmental audits 
1 0. product and technology assessment 
I I. life cycle assessment and life cycle costing 
12. enviromnd indicators and ~eporting 
13. risk management 
1 4. purchasing guidelines 
15. economic instruments 
16. accounting practices 
17. education and training 
1 8. ergonomics 
19. information management systems 
20. joint implementation 
2 1. the natural step 
22. ecological management 
23. Geographic Information Systems 

Welford, R: (Corporate EmironmertlaI Man~gement: Part 2,1998). 

I. environmental management systems 
2. envi~onmmtal policies 
3 environmental guidelines and charters 
4. a v i ~ m m t a l  auditing 
5. life cycle assessment 
6. environmental performance 
7. environmental reporting 

Eodge, R: @xvine.rs Re.spomres to SustuirurbIe Development: Project 
Implcations. 1998). 

1. social impact assessment 
2. environmental impact assessment 



3. pollution prevention 
4. environmental management systems 
5. life cycle analysis 
6. design for the enviroument 
7- hazard evaluation 
8. total cost assessment 
9. eco-eEciency 

Netherlaads Oil and Gas E&P Association (NOGEPA): (EizviromnentaI Care 
Systents Guide. 1990)- 

1. environmental policy statement 
2. environmental programme 
3. integration of environmental care system within the management system 

4. information, education and training 
5. process management measuremeuts and registration 
6. inspection 
7. internal and external reporting 
8. environmental audits 

Environmental Management Systems such as IS0 14000 (htematioual Standards 
Organization), BS 7750 (British Standards) , CSA 2750 (Canadian Staahds Authority) 
have identified their own sets of management tools (WeL€ord,1998:35-92). Some of these 
are currently being used by mdtinababmal oil and gas EBtP c o ~ o n s  as well as by 
Latin American countries to address environmental management policies and practices. 

Acco~ding to KPMG Env iranm~J  Senrices Inc. nwey m Canadian envirmentd 
management, in 1994 (KPMG, 1994), 69% of Canadian companies claimed to have an 
environmental management system in place, but only 3% of those companies had all of 
the vital components of an EMS. In 1996 WMG, 1996), a similar survey sbowed that 
64% of Canadian companies claimed to have an eavIromnentaI management system in 
piace, while only 1 5% had an EMS. 

An awareness of the use of their enviromedal management tools, the faces driving 
their development, and the barriers to implement action. highlighted the need to explore 
these tools in a new scenario and to formulate models for their successh1 development 



and application in Latin America Based on the author's five years of experience in the 
oil and gas industry, the ~~e review and case study reviewed for this MDP, the 
following elements are deemed to be most important for the oil and gas industry in Latin 
Amm-c;r: 

1. strategic enviromental planning 
2. -~omnental management structure 
3- environmental policy 
4. mvi~mental impact assessment 
5- environmental audit 
6. enviromnental reports 
7. environmental indicators 
8. product and technology assessments 
9. life cycle assessment 
10. life cycle costing 
12. new systems of accounting 
1 2. economic instruments 
t 3. education and training 
14. risk management 

In the following section, a brief description of each of the above environmental 
management tools is provided to dlustme their use by multinational coqmatims. 

2.31 Strategic Environmental Planning 

Strategies are the major longer-tem decisions about what a corntion, 
government, or institution wants to achieve and how this will be accomplished 
(Thornpson,1997229). Stmtegic Pllnming has to do with decisions early in the 
development of ptans, policies, and programmes, before specific projects, 
products, or actions are implemented (Thompsoa,1997:229). Due to their longer 
time horizons, strategic plans are made witb no certainty with the result that 
accurately forecasting what will happen tin into the W e  is difficult Strategic 
planning is ends-oriemted, establishing carporate ends witho-at focusing on the 
means. Finally, strategic plans involve major commitments of present and &re 
resources, and therefore, ,they tend to have an keversiiJe impact It is a proactive 
rather than a reactive process. 



At this point, it i s  useful to mention four examples of strategic environmental 
plans. Two of these were canied out by two multinational oil and gas 
cotporations starting to operate in Latin America, and two by Latin America 
governments: 

CanadianOxy in Colombia: environmental programmes are being 
implemented fiom the beginning of the exp~matkm phase. Social 
programmes and enviro~ental concerns are plaFng important roles within 
their decision making processes (CanadiaflPelroleum,l997) 

Shell Respecting and Development in Peru: public consultation has been 
canied out Environmental strategic plans were designed in order to 
safeguard their investment (Jones,1997:8q. 

The Colombian g o v m e n t  has signed a five year coqemtim project with 

the Canadian International Development Agency (CDA) to improve the 
country's environmental policies and practices for the mining and petroleum 
industries. This project, called the Cdu-CoIombia Project on Energy, 
Mines and Environment, is being carried out by the Canadian Energy 
Research institute (CERL). 

The Perwian government has signed a five year cooperation project with 
CIDA to improve the c o w ' s  emri~mental policies and practices in the 
hydrocarbon sector. This project, called the Peni PetroIeum Regulatory 
Assistance Project, is %ng carried out by the Canadian Institute far 
Petroleum Industry Development (CIPID)- 

2.3.2 Environmental Maaagement Stmcture 

An mvir~mmtal management structure is the organization of decision-making 
and the flow of infoxmation within a c m - o n  or institution. It is the formal 
and informal system for gathering and processing information, reporting, and 
making decisions. To be successful such a structure must be W y  integrated with 
the rest of the management structure and effectively linked to the external 
elements which affect the institution, For example, a corporate environmental 



strategy cannot be implemented succd1ly  unless top management supports its 
implementation and demonstrates a consistent commitment to the concept 
(Thompson, L997:230)9). There must also be open lines of communication between 
Health, Safety and Emkment (HSE) executives and senior management, 
middle management, and emp10yees (Epstein,l995:8). 

O r g a n j ~ - m s  can vary widely in botb their structure and the roles played by 
individuals within that structure, yet have equally effective eoviromnenta1 
management systems (Casc i~~  Woodside and MitcheU,1996118). Given that the 
environmentaI policies and practices fo1Iowed by a corporation play a key role in 
the dedsioo-making process for new investments, the acquis&im of new markets, 
and maintaining competitiveness, the environmental management structure and 
responsih'lity is very i m p o m  within rnul-tinatioaal oil and gas copmtions- 

tn order to avoid gaps appearing in a company's environmental management 
system, it is necessary to allocate a number of well-defined tasks, responsi'biIities 
and powers within the group. The mexe statement that the company ""will be 
responsible for enviromnentd matters" without any M e r  specification or 
reference will not do (KPMG,1993:8a)- 

2.3.3 Environmentai Policy 

The IS0 14001 defines an environmental policy as a "statement by the 
organization of its intern-ms and principles, in relation to its overall 
enviconmentaI performance which provides a framework for action and for the 
setting of its environmental objectives and targets* (Cascio, Woodside, and 
Mitche11,1996:99). The Canadian Standard Association (CS A) states that such a 
policy establishes an overall sense of direction and sets the parameters of action 
€or an organization- The respomibility for setting this policy rests with those with 
proprietary inte~est in the organization or their delegates (i-e. a board of 
directors). The CSA also states that the organization's management is 
responsible for implementing the policy md for providing input to its formulation 
and modification, According to the CSA, an environmental policy should include 
the following elemeats @pstein,f 99519): 

The Orgaaiution's Mbsion: the reason an orgmization exits, the societal 
need it fidfills, and its fundamental business focus 



The Ocganization's Vwioon: the state to which the organization aspires 
Core Values and Bcltds: part of the c u k e  and &caI positicm of the 

organization 
Stakeholder Requirements: refers to the expectations of shareholders, 
customers, lenders, regulators, policy makers, employees, consumers, 
commutlity, and emironmental groups 
Guiding Principles: serve to focus the actions of tbe organiZation and can 
provide an ethical position in areas of  importance to the organization and its 
stakeholders, 

KPMG suggest that an enviromenta1 policy statement has a dual purpose. First 
of all, in the company or aganidon &If, to clm-fjr tbe policy pursued and to 
ensure employee involvement Secondly, to demonstrate to third paaies how 
envi~menta l  matters ferrtrrre in the whole of the company's qemticms 
(KPMG,L993: la). Thompson (1997:23 1) states that envkomnenbi policies 
should be regularly ~aiewed,  updated, and re-endorsed by senior management 

2.3.4 Environmental Impact Assessment 

Environmental impact assessment (EIA) is defined by the Organjiation for 
Economic Cooperation and DeveIopment (OECD) as a process for examining, 
malyzing, and asss ing proposed activities in urder to minimize enviromental 
degradation and maximize the potentiat for environmentally sound and 
sustainable development (OECD,1995:20). The United Nations Environmental 
Frogramme (WNl?) defines ElA as a formal study process used to predict and 
mitigate the enviromental consequences of a proposed major development 
project 

The purpose of an EM, accordmg to The Conference Board ofcanada, is to: 

Support the goals of enviromnental prothan and sustainable development 
Integrate environmental protection and economic decision making at the 
earliest stages of planning 
Predict the environmentaL, social, e m d c  and cultural consequences of a 
proposed activity and to assess plans to mitigate any resuiting adverse impacts 



Involve the public, proponents and Government departments mi agencies in 

the review of pmposed activities 

An E3A is one of the otdest, most fully developed of the environmentaL 
management tools (J'hampsan2l997-B2)+ ETA is a mansgemeat tool for officials 
and managers who must make importaut deckions about development projects. 
While economic and engineering studies provide the basis for designing robust 
and economically viable projects, E M  is now seen as an equally important design 
tool, 

According to WEP, it is extremely risky to undertake, h c e ,  or approve a 
major project without first assessing its enviromnentd consequences. The 
following are the important principles, followed by UNEP, in managing an EIA: 

Focus on the main issues of the project 
Involve the appropriate persons or groups 

Link information to decisions about the project 
Resent clear options for the mitigation of impacts and €or sound 
emri~onmental management 
Provide information in a form usehl to the decision-makers 

In 199 1, the World Bank bas published (World Bank, 1991 :Volumes I, IT, and l3I) 
an Environmental Assessment Sourcebook divided into three volumes- These 
include: 
Volume I: Policies, Procedures and Cross-Sectoral hsues 
Volume I1: Sectoral Guidelines; an4 
Volume Guidelines for Environmental Assessment of Energy and Industry 

Projects 

This sourcebook is designed to &st those involved m environmental assessment, 
For example, by providing bonowing countries with Bank Policy on ETA and 
describing the parts of the project that are of particular concern to the Bank 
Particular emphasis is placed on those o-cms with major potential for 
negative environmental impacts such as new idkwtmcture, dams and highmys. 
It is the policy of the World Bank that all projects fimded by the Bank must meet 
the environmental requirements outlined in this sourcebook 



Environmental Audit as defined by the International Chamber of Commerce in 
1989, is a management tool comprising a systematic, documented, periodic and 
objective evaluation of bow well emirmental organhition, management 
systems, and equipment are pecfoming with the aim of helping to safeguard the 
mvironma~ Tbis evaluation is  undertaken through facilitating management 
control of enVomneata1 practices and by assessing compliance with company 
policies, which would include ~egulatory requirements (Tan and Hartog, I992:86). 

Oil & gas expIotation and production activities are subject to various local 
regulations and permits that limit their impact on the enviromnent. For example, 
regulations that limit the level of effluent discharges as well as air emissions and 
waste disposal (Tam md Hartog,1992:86). The Society of Management 
Accountants of Canada states that environmental audits are often conducted in 
response to broader pollution control legislatjon (Epstein,1995-20). An 
environmentat audit makes good sense for companies who want to organize their 
activities in order to identi* a d  minimize the environmental problems tbey face 
(Cotton and Cobb, 1994: 173)- 

The Society of Management Accountants of Canada has identified a number of 
emri~omental audits that vary with the type of business being audited, the reason 
for the audit, and the depth and breadth of the audit The environmental audit 
types idenrifjed include the following seven types (Epstein, 1995-22-24): 

1. Compliance Audit This is the most common environmental audit 
Enviromental laws urn impose joint and several liability, retroactive 
liability, and civil and criminal penalties for noncompliance. This audits 
includes a detailed, site-specific audit of current, past, and funne operations. 

2. EMS Audit This is a crucial component of any environmental audit 
Faxlsig on management systems can id* the undalying causes 
of non-compliance with environmental regulations. An environmental audit 
verifies the existence and use of appropriate on-site management systems to 
reduce the environmentat impact ofthe project or operation, 



3. Due Diligence Audit This audit assesses the envircmmenta1 risks and 
tiabilities of land or faciitzes before a real estate acquisition or business 
divestiture- These audits are impottmt because both sellers and buyers need 
to know the extent of any liability due to tmirmental amtamin~m. 

4. Treatment, Storage aad Disposal Facikty Audit: Current regulations often 
r e p - ~ e  iha hazardous material be tracked fim "cradle to gravem- Although 
companies that produce hazardous waste material may contract with other 
companies to store, treat, or &-spose of this material, c ~ - e s  are still liable 
for any environmenta1 damage that may be caused by the -ding* 
company- 

5- Pollution Preventios Audit: This audit is designed to avoid or minimize the 
creation of pollutants and waste at the source rather tbat at the "end of pipe". 
Pollution prevention can be identified throughout the production pmcess. 

6. Eaviroamental Liability A m d  Audit Ttds addresses the issues of 
"probably and estimabk? in determining environmenta1 liabilities to be 
accrwd fmfinwcial rWng 

7. Product Audit A number of some companies perform audits on specific 
products and their distniiutjon to determine whether more should be done to 
make these products envi'~:orunentaI firiendiy and to confirm that product and 
chemical ~ ~ c t i a n s  are met This audit also assesses packaging materials 
for their recyclability or recoverability- 

In the course of business transactions, fiom the sale of assets or shares, to the 
lease of a facility, euvi~onmental audits are increasingly being w d  by vendors, 
purchasers, landlords, tenants, lenders and mortgagees to identify, evaluate and 
docate envi~orrmental risks (Cotton and Cobb, 1994: 173). Far example: 

'4Environmental audit is a very important tool to be able to veri& that your 
policies, your management structure and all the components of your 
environmental management system are in place and are working ... 
enviromental audit i s  a business improving tool and due diligence insurer tool as 
well". (Gary J. Mann, Manager, EH&S, Wascana Energy- A subsidiary of 
Can*). 



There are three recognized stages to an ~~~~entaI audit (Bharga. and 
Welfor41998: 129-1 3 1)- They are: 

I. Pre-Audit 

a) Planning the audit scope, providing a brnework for setting goals and 
objectives, developing strategies and scheduling tbe audit process 

b) Selecting members of the audit team (this will consist of people chosen 
for their not only in emiromnental matters but also having 
knowtedge of the industry) 

c) Getting to know the industry and company to be audited. A usefid 
strategy is to use pre-survey questionnaires submitted to management 

d) Questionnaires may also be sent to a represeuhtive sample of the 
workforce asking about key issues such as communications, planning and 
worldng conditims 

2. Audit 

a) An inspection of records kept by the company 
b) The examination of inspection and maintenance programmes a d  the 

company's own policy on what to do in the event of spills and other 
accidents 

c) The examination of Lines of management and respoRSibiLity, competence 
of personnel, and systems of  authorization 

d) A confdentia1 interview of selected staff at all levels of operation with a 
view of couecting infixmation 

e) A physical inspection of the plant, working practices, office management 
systems, and surrounding areas 

3. Post-Audit 

a) Confirming that there is sufficient evidence on which to base and justify a 
set of findings, and evaluating the audit inf'iiation and observations 

b) Reporting the audit findings in written form and in discussion with the 
management of the audited company 

C) This will often result in the development of an action plan to address 
defjciencies 



Fig 2-2. Stages of an Environmental Audit 
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2.3.6 Environmental Reports 

Eduate - 
J 

Environmental reports are systematic, objective reports of the state of the 
environment, or an institution's or corporation's impact on the environment and 
consumption of resources. This type of report must show trends and be linked to 
goals and objectives. Thompson (1997244) states that environmeutal reports are 
critical in establishing baselines for the development or adjustment of policies, as 
well as establishing trends for environmentai impact assessments. 

I J 
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F d g s  
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Bepare 

action plan 

Internal and external environmental reporting procedures were identified by a 
review of existing literature as well as current government and industry practices. 
According to the Netherlands Oil and Gas EBtP Production Association 
(NOGEPA,1990:18), the purpose of internal reporting is to inform senior and 



middIe management of problems as well as progress in environmental plans. On 
the other hand. whereas external reporting provides the authorities and third 
paaies (neighborn, environmental orgaxhtiioos, etc-) with idtormation on the 
functioning of the Company's EMS. Even though standardized envirotrmental 
reporting procedures have yet to be established, numerous orpnizations have 
been working diligently to develop a format that would be useful to the ploducers 
of the reports and useful to the various users. According to NOG- internal 
and external reports should include the following points: 

Internal report 

Progress and results of the initiated actions 
The functioning of the enviromneatal management system 
Results of measurements and registrations 
Problem areas 
Incidentdaccidents 
Complaints 
Contacts with the authorities 

External report 

The Company's environmental policy statement 
The main features ofthe Company's environmental management systems 
The environmental programme and the implementation of activities 
An overview o f  existing permits and applications for new permits 
Description of the main features of the production process 
Developments within the Company relevant to the eavironmeat 
Internal information and training 
Important measurement and registration data concerning emissions to air, 
water and soil 
IncidenWaccidents 
Cmportant results and conclusions of internal inspections and audits 
@em-ew of complaints 
Contacts with the authorities 



2.3.7 Enviromtntal Indicators 

Environmental indicators are specific measurements of the quality of the 
environment, the stresses on it, or e f f i e n e s s  of steps taken to reduce those 
stresses. These indicators used in preparing environmental reports and assisting 
managers. For a broader picture of performance, hiaditors are collected to 
describe the state of the environment or to report on an organization's overall 
environmental performance (Thompson, 1997:242). 

Thompson concludes that the cbaractm-stic of good indicators and the 
requirements for corporate environmental reports should include the following 
factors: 

A discussion of the EMS 
Quantified performance data 
Results of environmental initiatives provided 
Inclusion of good news and bad news 
Complete reporting of fines, accidents, spillsy or excesses 
Published environmental policies 
Established targets 
Enviro~lental audit information 
Results of waste management programmes 
Inclusion of a prepaid comment card 
Information on community relations 
Ioformation on worker health and safety 
Description of research and development 
Issues clearly defined 

2.3.8 Product And Technology knsusmenb 

Product and technology assessment are efforts to predict and thea reduce the 
adverse environmentd, health, and safety impacts of products and technologies 
(Thompson,1997:239). Thompson states that concern about waste, recycling, 
reuse, and proper disposal is rapidly increasing as consumers and government 
demand lower-impact products. The Society of Uanagement Accomtants of 



Canada (SMAC) states that Design for the Environment (DtE) is emerging as the 
term descriiing the philosophy of integrating envirotuuentd coasiderations into 
the design process and it takes into cornideration (Epsteirg199529): 

The production process: raw materials use, energy consumption, pollution 
prevention, solid waste 

Designing for pollution prevention 
Designing for resource conservation 
Designing for disposal: l a n W  issues, incineration issues; 
Designing for non-disposal 

Thompson (1997240) has identified a numbers of a&vities that incorporate 
etements of product and technology assessment and set precedents. These 
include: 

Safety and emissions regulations for automobiles 
Health and safety requirements for children's toys, clothing, car seats, etc. 
Regulations governing drugs and food additives 
Regulations governing the scale and use of pesticides 

By designing corporate environmental strategies and policies that are oriented 
toward environmental planning rather than compliance, companies can 
substantially reduce environmental impacts through process and product designs. 
Companies are recognizing that, by focusing on process and product design rather 
than on pollution control and cleanup, they can significantly increase h e  
profitability (Epstein, 19955 1 ). 

The are important implications of product and technology assessment for oil and 
gas companies. For example, in order to reduce greenhouse gas emissions these 
companies are implementing the use of the "best practical technology" for 
minimizing emissions. In general, this process is based on technology which has 
already been identified, although perhaps not yet fully developed 
(Callaghan, l992:98-103)- 

New trends in corporate environmental management show that product 



recycling and takeback are cost-effitives and even profitables (online: 
~~cutt~~com/emn'busi/reports/pmdst~-htm, Od05198)- A number of countries are 
advancing this new techno10gy~ For example, the German Federal Government 
issued a Packaging Ordinance in June 1991. The main thrust ofthis regulation is 
the requirement that packaging must be taken back by its manufacturers or 
retailers and reintroduced into a material fecycting chain. Due to this regulation, 
recycling of packaging was increased dramatically in Germany. According to the 
Waste Age Magazine packaging consumption in the country declined by 500,000 
tomes between 1992 and 1992, 

2.3.9 Life Cycle Assessment 

Life cycle assessment KCA) is the evaluation of a particular material or activity 
from raw materials to 6nal disposal, other wise called the "cradle-to-grave7' 
approach (Mohin,1994:313). LCA addresses environmental problems and 
degradation at the source, it hies to prevent problems rather than create problems 
For remediation at some future time (Mohh,1994:313). According to SMAC, the 
primary objectives for most organizations in carrying out a LCA are: 

To provide as complete a picture as possible of the interactions of activities 
with the environment 
To contribute and to understanding the overall and interdependent nature of 
the environmental consequences of human activities 
To provide decision-makers with information that defines the environmental 
effects of these activities and identifies opportunities for environmental 
improvements 

Thompson states that the main difficulty in performing a LCA is the availability 
of appropriate data bases for the environmental stress associated with the use of 
various materials, processes, and recycling and disposal options. The literature 
has identified four steps to develop a LCA These are: 

1. Determining the Gaals and Scope: the first step is to identify which issues 
are pertinent to the perticular study product/activity, in each of its life-cycle 
stages, and to identi@ specific environmental vulnerabilities 



2. Inventory Analysb: the second step quantifies energy and caw material 
inputs and air, water and waste outputs associated with each phase in the 
product life-cycle from raw materiaIs acquisition to disposal 

3. Impact Assessment: this step characterizes the effects (e-g. ecological, 
health, economicy esthetic) and significance of the pollutants identified 
in an inventory analysis. This is usually accomplished by completing an 
assessment matrix in which relevant Impacts are qualified 

4. Improveanent AnaIysis: this final step evaluates the options for reducing the 
environmental impact of the producdactivity or process, considering its 
environmental vulnerabilities and strengths 

2.3.10 Lite Cycle Costing 

Life cycle costing (LCC) attempts to determine amortized capital cost and the 
operation and maintenance costs of efforts to reduce environmental damage to 
conserve resources, LCC is used to assess the cost effectiveness of 
opportunities identitied by LCA (Thompson, 1995322)- To successllly 
implement a corporate environmental strategy, decision-makers require precise 
information about the environmental costs of the company's products, processes, 
and activities (Epstein, 1996:4). 

Organizations define environmental costs depending on how they intend to use 
the informaton and the scale and scope of them. The U-S. Environmental 
Protection Agency (EPA) and the Global Environmental Management Initiative 
(GEMI) provide ~ e w o r k s  for identifLing environmental costs. There are four 
main costs identified by these groups. These are (Epstein,1996:5): 

1. Conveotional Company Costs: include costs typically recognized in 
investment analysis and appraisal such as capital equipment and raw materials 

2. Potentially Hidden CostP: result fiom activities undertaken to a) comply 
with environmental law (ie. regulatory costs), and b) go beyond compliance 
(i-e. voluntary programmes) 



3. Contingent Costs: are costs that may or may not be i n c d  in the fbtme, 
such as the cost of remedying and compensating for b e  accidental 
pollution 

4. Irnage/ReIatTomhip Costs: are costs incarred to &kt the subjective 
perception of stakeholders, such as the costs of annual enviromental reports 
and community relations activities 

The SMAC bas identified the following five tools and techniques that can help 
companies define the activities, processes, and products that cause envimnmeatai 
costs: 

allocation of environmental costs 
life-cycle assessment 
hierarchical cost analysis 
activity-based costing 
quantification and monetization of externalities and full environmental cost 
accounting 

2.3.1 1 Accounting Practices 

New systems of accounting attempt to take into consideration those factors of 
environmental liability or degradation and resource depletion which have 
hitherto been considered as externalities. Thompson (1997:245) states that new 
systems of accounting include three different but somewhat related aspects that 
are currently confused in terns and methodologies: 

Efforts to identi& and account for direct, internal environmental costs and 
liabilities under current accounting practices. Revenues and benefits must 
also be identified 

Efforts to identify all external, but ~oantifiable, environmental costs and to 
internalize them (full cost accounting) 



EEorts to replace the gross domestic product (GDP) with a more realistic 
measures of national economic well-being and progress by introducing 
measurements of enviromentd degradation and resource depletion 

Bennett and James (1997:113-127) have identified the following potential 
benefits of enviroamed management accounting 

Demonstrating the income statement and/or balance sheet impact of 
environmental-related activities 
Tdentifjrng cost reduction and other improvement opportunities 
Prioritizing environmental actions 
Guiding product pricing, mix and development decisions 

Enhancing customer value 
Future-proofing investment and other decisions with long-term consequences 
Assessing the ecoefficiency and/or sustainability ofa company's activities 

2.3.12 Economic Instruments 

Economic instruments are efforts to alter the prices of resources and of goals and 
services in the marketplace via some fonn of government action that will affect 
the cost of production andor ~ o ~ ~ o n  (Schmidheioy.l995:19)- These 
instruments include deposit-return systems, effluent and emission fees, tradable 
emission and effluent fees, disposal fees, and recycling credits, fee-bates, 
subsidies, grants and tax exemptions and credits, user pay pricing consumption 
taxes, etc (ThompsonJ997:244). The growing interest in the use of economic 
instruments comes from the following four needs: 

To provide continuous rewards and incentives for continuous improvements 

To use markets more effectively in achieving environmental objectives 
To find more cost-effective ways for both government and industry to achieve 
these same objectives 
To move fiom pollution control to pollution prevention 



23-13 Educatioa And Tm*dag 

Education and are instnnnents designed to secure expertise, motivation 
and commitment of all company employees. The UNEP (19953.6-1) states that 
an effective and ongoing education and training programmes are necessary for 
all levels of the enterprise as  it implements emironmental management systems. 

To gain new commitment to environmental management, the following criteria 
should be addressed: 

EmpIoyees need to be aware of the environmental issues that the enterprise is 
facing and how their actions can imuence the environmental perfiance of 
their enterprise 

Managers need to be aware of the importance of good environrneuta~ 
management and control 

Managers and employees with environmental responsibilities need to have a 
detailed technical knowledge to ensure that legal and business requirements 
and standards are met 

Because the tools are constantly being improved on the basis of the continuous 
improvement model, education and training prognunme for employees in 
corporations, government, and other institutions will be essential 
(Thompson,1997245). The benefits ofeducation and training can be quickly lost 
if employees feel that these programmes are carried out in a vacuum or that 
higher managers, at whatever level are not interested in their attempts to apply 
new found knowledge and understanding (UNEP, 1 9953 -6-7). NOGEPA (1 990) 
has identified the following subjects &at may be treated in order to enhance the 
knowledge, motivation and corn-tment of employees towards environmental 
care: 

The environmental policy and the importance of a sound environmental 

policy 
Introduction ofthe  company*^ environmental management system 
Internal standards, procedures and ~ c t i o n s  



Environmental 1egisIation 
Environmental problems in general 
Specific Company's environmental problems 
Technical and o r ~ t i o n a i  measures to prevent or minimize emissions 
Environmental care on the job 

2.3.14 Risk Management 

The concept of risk managemenf which is closely reIated to the Precautionary 
Principle. involves assessing an environmental risk or potentid environmental 
impact and making decisions based on that assessment (OECD,1995:17). Risk 
management systems are required to Infonn management about the company's 
EH&S risks, their relative importance, and how they are being managed A risk 
management system also ensures that the company has set priorities and allocated 
resources to quickly address the more serious risks (EpsteinJ995: 19). 

Risk management deals with hazards that threaten a community or population and 
the probability that the hazardous event will occur. Society is moving from a 
dominance of "old-typen risks imposed by nature, such as plagues, floods, and 
earthquakes, to "new-style" risks, which are "manufactured" through 
developments in science and technology. In today's society, environmental risks 
are among the top concerns voiced about the m e e  Companies are increasingly 
required to demonstrate that they conduct their business in an environmentally 
and socially responsible manner (Wilkiason, 1997:936). 

Every day, businesses make decisions that involve managing environmental risks. 
For example the selection of a new pipeline route. Risk decisions involve 
complex value-iaden judgments (e-g., determining an acceptable level of risk in 
terms of safety and how safe is "safe"). Although there are often sound scientific 
methods for assessing the risks and uncertainties of the individual elements 
required to make a decision, there is no scientific method for determining the 
right answer. Instead, all relevant factors concerning the levels of risks (impacts 
on public health and the environment) and the possible benefits (wealth and job 
creation and improved lifestyle) must be weighed and balanced within a semi- 
subjective process (W~illchson, 1997~937). =sk Management therefore includes 
the following six basic components: 



Risk identific&*on 
Risk analysis 
Risk control or mitigation 
Risk communication 
Risk perception 
Emergency response 

2.4 Environmental Driving Forces 

The implementation of environmental policies and practices within both Latin American 
countries and multinational oil and gas E&P corporations are being pushed by many 
environmental driving forces. The following gewral driving forces were identified in the 
literature review conducted for this research: 

Dixon Thompson: (Environmental Management, 1997) 

1. Environmental laws and enforcement 
2. Civil liabilities 
3. Banks and investors 
4. Employee concerns 
5. Customer requirements 
6. Innuance companies 
7- Stakeholders 
8. Environmental non-governmental organizations 
9. International standards 
10. Industry and institutional associations 

Thompson includes this list of driving forces as an environmental management tool due 
to its role in starting action, idendfLing benefits and designing EMS (1999: In Press). 

Kirkland, L. and Thompson D.: (Forces Driving Environmental Management 
in Oil and Gas Companies,l997). 

1. Liability (criminal and civil) 
2. Regulatory regimes (including voluntary) 



3. Industry and professional standards 
4. Financial requirements 
5. Accounting practices 
6. Corporate image 
7. Requirements by partners 
8. Cost effectiveness 

KPMG: (Canadian Environmental Management Survey, 1994, 1996). 

1. Compliance with regulations 
2. Board of Directors' Liability 
3. Employees 
4. Cost savings 
5. Customer requirements 
6. Insurers' requirements 

Thompson(*) and OLADE Stadeab: (Environmental Management course, 1998). 

(*): Professor Thompson teaches an Environmental Management course at 0LADE7s 
headquarters (Organization Latino Americana de Energla) in Quito, Ecuador within a 
cooperation project between OLADE and The U~versity of Calgary. During a class 
exercise in 1998, the graduate students in the course identified the following list of 
driving forces for Latin America: 

1. International agreements 
2. Balance of payment / currency exchange rate 
3. Markets 
4. Public opinion / awareness 
5. Foreign aid 
6.  Investors 
7. Regulation and enforcement 
8- Cost savings 
9, Environmental insurance markets In Latin America 
10. I S 0  14000 
1 1. Compliance 



12, fnternatioaal standards- 
13. The bank 
24. Civil liability 

The literature does not provide significantly information in identifying specific driving 
forces for the oil and gas industry in Latin America From the above sets of 
environmental driving forces and adding those ide6ified through interviews with 
industry and government representatives in selected countries in Latin America, the 
following are demonstrated to be! the most important for the oil and gas i n d w  in Latin 
America: 

I. Lending institutions 
2. Regulatory requirements 
3 - Insurance companies 
4. Demands of sustainable development 
5. Markets 
6. Stakeholders 
7. Voluntary environmental programmes 
8, Investors 
9. Environmental liability 
1 0. Environmental non-governmental organizations 
I I. Industry associations 
12. Public concerns 
13. International standards 
14. International agreements 

I will now provide with a brief description of  each of  the above environmental driving 
forces to understand why and how multinationals are implementing EMS. 

2.4.1 Leadbag Institutions 

International financial institutions and bankers know that under certain 
circumstances they may be held responsible by society through the legal systems 
for the environmental wrongs of their borrowers. For example, multilateral banks 
have came under fire from international eRVironrneata1 interest groups for fhdiag 
development projects resulting in the destruction of large areas of tropical forest 



in Brazil (Little,19%:2). To limit this risk lending institutions are now beginning 
to consider ecoefFciency in their lending decisions on the assumption that 
countries and companies with poor environmental performance pose a high 
financial risk (Schmidheiny and Z o n a q u i n , l 9 9 6 ~ ~  

The importance of multiIateral development banks (MDBs) has not gone 
unnoticed by the advocates of environmental protection. For instance, the 1987 
Bruntland Report underlined the need for development banks' paaicipation in the . 
implementation of sustainable development (Casas, 19933). For Latin American 
governments, external investment in strategic devdoprnemt programmes such as 
energy projects are critical due to the requirements of large amount of capital and 
the need to share the risks with others. This is particularly true in countries with 
high political risks. Lending institutions such as the World Bank, International 
Monetary Funds, and the Inter-American Development Ba* have established 
enviromental requirements for lending funds. Under these conditions, 
borrowing counties and companies will have to develop and implement 
environmental programmes within their projects. 

2.4.2 Regulatory Requirements 

Increasing numbers of environmental regulations (i-e. command and control) are 
forcing companies to change their practices. The risks of failing to comply with 
these regulations have taken on new meaning in countries where penalties are 
large and enforcement is effective. For example, large civil penalties are now 
common in North America and Europe. Penalties for environmental infiaction 
have even moved beyond civil litigation to criminal sanctions that affect 
directors, officers, and employees throughout the organization (Epstein, 1995:7). 

In Canada, oil & gas companies have to meet the requirements of the Canadian 
Environmental Protection Act (CEPA) and provincial regulations. In the United 
States, companies must comply with various environmental regulations, 
including the requirements of the Clean Air Act (CAA), the Clean Water Act 
(CWA), and the Resource Conservation and Recovery Act (RCRA), among 
others, 

The oil and gas industry in Latin America is being regulated by new government 
bodies created in the early 1990. For example: 



Ecuador established an environmental division within its Ministry of Energy 
and Mines, and placed the responsibility for environmental regulations of the 
petroIeum industry in the bands of that ofice (know as DDWMA) 
Gittle, 1996 2). 

Colombia and Venezueta have formed environmental ministries with broad 
respomibilities, including adminktmtion of environmental regulation of the 
petroleum industry (Little, 19962). 

Companies are now taking action to wmply with environmental regulations. In 
some countries such as Canada, professional bodies have developed guidelines to 
deal with regulations. For example, the Society of Management Accountants of 
Canada recommends five actions (Epste@1995:7-8). These are: ensuring top 
management commitment and support; developing a corporate environmental 
policy statement; preparing an ettviroamental action plan; creating an 
environmental management system; an4 establishing an enviromental audit 

programme 

2.4.3 Insurance Companies 

Insurers have already Mered direct financial damage fiom environmental 
problems. A well known example of this fact is that claims against general 
liability policies for damages from asbestos exposure and hazardous waste 
dumping in the United States have been estimated to cost the insurance industry 
$2 trillion (Schrnidheiny and Z o r r a q p i q l 9 9 6 ~ -  This experience is being 
used by insurers to require more environmental management to all activities, 
projects, and businesses that they are involved with. 

Due to the privatization of many state properties in Latin America countries, as 
well as deregulation and price hiralization, governments may find it necessary 
to hold an insurance policy that covers environmental liability. This would 
include insurance against exposures, direct and indirect damages or consequential 
losses in private and public sectors, especially in high-technology, environmental 
and services (Thompson and OLADE Students,l998). Under these conditions. 
companies and governments will require the implementation of strong 
environmental management practices in order to ensure projects- 



2-4-4 Demands of Sostainable Development 

h 1987, the World Commission on Environment and Development (the 
"Bnmdtland Commission") defined sustainable development as a process of 
change in which the exploitation of resources, the direction of investments, the 
orientation of technological developmeut, and iostitutiod change are all in 
harmony and enhance both current and fuhne potentid to meet human needs and 
aspirations (WCED, 1987:46). Development as such would thus meet the needs of 
the present without compromising the capacity of W e  generations to meet their 
ow0 needs (PSS, 1994114). 

This concept was presented in the World Commission's report, Our Common 
Future. This report identified several environmental trends that threaten to 
radically alter the planet, and many species upon it, including humans. 
Environmental deterioration identified in this report includes rapid loss of 
productive dry land that was being tmndonned into desec$ rapid loss of forest; 
global warming caused by increases in greenhouse gases; loss of the atmosphere's 
protective ozone shield due to industrial gases; ae4 the pollution of surtace water 
and ground water. 

The United Nations Coaference on Environment and Development, generally 
known as the Earth S d t ,  was heId in Rio de Janeiro in June of 1992 in 
response to OM Common Future. Five documents were signed at Rio that will be 
implemented in the years ahead and that d l  keep sustainable development in the 
center of international affairs. They are: the Treaty on Climate Change; the Treaty 
on Biodiversity; the Convention on Forest Rinciples (proposed); the Rio 
Declaration; and Agenda 21. Several nations have also initiated significant 
national sustainable development programme- Included among the more active 
nations in Agenda 21 implementation efforts are the Netherlands, Canada, and the 
United States- 

An increasing number of corporations are realizing that long-term economic 
growth is only possible if this growth is environmentally sustainable 
(Epsteh,1995:43). These companies also recognize that a competitive advantage 
can be achieve through a conscientious examination of processes and products. 



They also understand that reducing environmental impacts often increases long- 
term corporate profitability through higher production yields and improved 
product quality. 

Sustainable bushes  development requires corporatiow to operate in a differeut 
framework. In April 1991, 700 industrialists met at the Second World Industry 
Conference on Environmental Management These participants adopted 16 
principles as guidelines for creating sustainable corporati~ns~ Since this meeting, 
the top management of several h& companies, goveecnmnt organizationsf 
and industry associations have endorsed thae principles (Epstein,1995:43-50). 

2.4.5 Markets 

The global economy is undergoing a period of rapid transformation. 
Globalization and trade liberalization are increasingly causing foreign firms to 
compete with each other. In addition, since the early 1990's an increasing 
number of companies are investing in the emerging markets of Asia and Latin 
America For example, the Asia Pacific region and Pacific Latin America 

countries represent a market ofUSSS.5 trillion, with a combined population of 
almost 2 billior Thae emerging markets are also taking steps to increase their 
market access to foreign competition (Lemaire,1995:6). In order to succeed in 
this market, companies must implement sound environmental management if 
Latin American companies want to compete internationally and to gain new 
markets, they will have to comply with international market requirements such as 
the IS0 14000. Under these conditions, Latin American countries must 
encourage their companies to implement environmentaI management practices. 

2.4.6 Stakeholders 

In order to achieve success in their operations, multioational oil and gas 
companies must build solid relations with all their stakeholders. This can be 
accomplish in a number of ways. These include ensuring regular and open 
c o m ~ c a t i o n s  with stakeholders, and respectlag the public's right to participate 
in decision making where public interests are concerned Other pmven methods 
include striving to achieve the highest ethical relations with stakeholders and a 
fair distribution of benefits, and seeking partnerships oppormnities with 



recognized and respected local, national or international agencies for the delivery 
of projpnmes- The implane--on and s u d  development of policies and 
practices to achieve these goals quire a comprehensive environmental 
management system- 

The different stakeholder groups associated with the oil and gas in dust^^ can be 
divided into five groups (IPIECA,1995:8). These groups include the oil industry 
(employees and shareholders), governmeats (national, state, local, inter- 
governmental organizations, the UN system, bilateral agencies, development 
banks), host commd-es  people. employees, suppliers, customers, 
community activists, neighburs, local business, media), business partners 
(ventme partners, suppliers, contractors, customers, bankers, competitors, trade 
unions), non-governmental o r ~ t i o n s  (environmental groups, universities, 
research institutes), and industry associations. 

There is a recognition that MNCs clearly benefit from being responsive to the 
needs of key stakeholders and by practicing greater economic, social and 
environmental responsibility in developing countries (Loiddes and 
Khoury, 1996:2)- 

2.4.7 Voluntary Environmental Programmes 

Private codes of enviro~lental management practice have begun to emerge as a 
major force in corporate environmental programmes- Examples of these codes 
include the Chemical Manufacturers Association's (CMA) Responsible Care 
program, the Coalition for Environmentally Responsible Economies (CERES) 
principles, the International Chamber of Commerce's UCC) Business Charter for 
Swta-inabe Development, and the international eoviromeatal management 
standard, IS0 14000 @lash and Ehrenfeld,1996:16). There are a number of 
motivations that drive companies to sign on to a private code of environmental 
management practice (Nash and M e l d ,  1996~42-43): 

Companies have tended to attract the most attention Born regulators, 
environmental groups, and the news media As a result, (bey have been the 
most interested in distinguishing themselves as environmental leaders- 



For companies operating in many locations, these codes offer a way to ensure 
consistency across local, state, and even national jmisdictions. Finally, 
Compani-es with environmental problems may also feel a particular 
compulsion to become active in private codes because of their public image. 

Although many companies have adopted votuntary programmes, it seems that not 
all of them are convinced of their advantage- Terry Davig director of Resources 
For the Future (RFF's) Center for Risk Management, after conducting a study for 
the Global Environmental Management Initiative, concludes that programmes 
designed to convince business to reduce pollation voluntarily often bave not 
achieved much beyond good intentions. Davies also states that it is difFcult to 
create strong voluntary incentives for industry action without legislative change. 

2.4.8 Investors 

Investors are bq$n~ng to look at the environmental costs and potential 
environmental Iiabilities of companies and how these affect share performance 
(Schrnidheiny and ZorraquinXXIQ. Interest in environmental issues is growing 
due to the possibility of losses in investments as a result of poor environmental 
management These losses can come Corn two identified sources: environmental 
regulations and consumer behaviour. Eavironmental regulations are still under 
development in Latin America It is important for investors to h o w  what the 
fines, penalties, and possible civil and criminal liabilities are as well as cleanup 
costs (see next section). Consumer behavior r e f a  to the fact that consumers will 
prefer products which come from firms with good envfrotltneutal practices. 

2.4.9 Environmental Liability 

Environmental liability is one ofthe primary driving forces in the implementation 
of sound enviromentd policies and practices- Directors of companies, managers, 
and other professionals may be liable for the environmental performance of their 
company (Kirkland and Thompson,1997: 171)- The Alberta Environmental 
Protection and Enhancement Act (Sep.01.93) provides for an expansive liability 
net that may apply to a wide range of individuals. Such individuals may face 
potential liabilities m the form ofcIeau-up or preventative orders, tickets, fines 
and even jail terms. 



Modem environmental statutes are intended to force corporate oEcers to police 
the environmental activities of their company- In recent years, numerous 
corporate executives have been prosecuted for the environmental problems of 
their companies- This processes has resulted in numerous convictions and fines, 
as well as some jail terms. Individuals may also be required to pay pollution 
clean up costs out of their personal assets (ICDy1991 :I 1). In addition, the liability 
for remediation of contaminated sites is attached to current and previous owners, 
persons who produced or transported substances and caused the substances to be 
dealt with so that the site became contaminated, and any class of  persons 
designated as responsible by the regulations @ucas,1995:77). Two examples 
serve to illustrate the importance of these facts to oil & gas companies: 

In 1993 a $1.5 blllion class action lawsuit was filed in federal court in New York 
against Texaco, OK behalf of Ecuadorian indigenous and co10tlist residents who 
have been adversely affected by the company's Oriente operations. Texaco was 
accused of negligence, public and private nuisancey strict liability and trespass. 
The plaintiffs sued in New York because Texaco's corporate headquarters is 
there, and they allege that a substantial part of the company's harmful acts and 
omissions took place there (Kimerbg,19%:65). The suit, based on Common 
Law, was filed under the Alien Tort Victims Act which allows nofz-American 
citizens to file for damages caused by US. entities. The fact that the action was 
accepted should have a si@cant impact on industry behavior and risk assessing 
strategies (Thompson and OLADE Students,l998)- 

A section ofa mine tailings pond operated by a Canadian based mining company, 
Boliden Ltd, failed April 26, 1998 spilling waste soil containing toxic metals 
including zinc, lead, and cadmium along a 20 mile section of the Guadiamar 
River in Spain, contaminating the aqaifers feeding the Doaana wildlife reserve, 
and ruining 6,000 hectares of nearby fannIand The mining company and its 
insurance cornpauks clean up, restoration, and reparation costs will exceed an 
estimated $10 millioa In addition, the mine will 10s  several millions of doUars 
more in revenue from what it would have eamed if the mine bad remained open. 
It is  currently closed for an indefinite time while the tailings pond dam walls are 
repaired and reinforced 



Since the 19807s, the number and scope of environmental non-govemental 
organizations (ENGOs) has grown tremendously. There is growing awareness 
that these ENGOs are integral to world environmental politics. For example, 
foreign affiliates of Greenpeace grew fiom tive in 1979 to 24 in 1992, and 
affiliates of Friends of the Earth grew fiom 25 in 1981 to 51 in 1992 W c e n  and 
Finger, 1994). David Kaimowitz (1996:22) believes that ?he emergence of strong 
environmental movements in the deveIoped countries is partly due to the 
existence of imponant gmups m those countries with high enough incomes to 
concern themselves not only with day-today survival but also with the quality of 
life in a broader sense", 

As the NGOs movement has grown, some groups have mcreased their strength by 
combining forces. Coalitions have formed within several countries (e-g. Bolivia's 
League in Defense of the Environment, Guatemala's Conservation Federation) 
and across national borders (e-g. the Tropical Rain Forest Network for the 
Amazon region). NGOs have been extremely successful in generating a new 
politicat constituency for environmental protection and conservation. Throughout 
Latin American region, government agencies responsible for environmental 
management have been strengthened (Augsburger, 1992). 

NGOs such as Greenpeace, the Rainforest Action Network, and the Pesticide 
Actin Network have successll1y organized international campaigns to publicly 
pressure Latin American governments to take specific policy measures such as 
prohiiting the importation of toxic wastes and banned pesticides and taking steps 
to reduce deforestation and the extinction of plant and animal species 
O(aomowitz,199622). The major international NGOs either working directly in 
Latin America or financing the activities of local emriromental orgmkations are: 

Conservation International httpJfwww.conse~~ation~org~ 
The Nature Conservancy httpf/www. tnc.ord 
The International Union for 
the Consenmtioa of Nature 
and Natural Resources (nrCN) : http://www. iucnus. orgl 
The World Wildlife Fund ~ l , ~ ~ l ~ ~ w o r l d W r i d I I f e ~ o r g /  



Globally, petroleum companies contime to w into public opposition to projects 
md operistions, often stemming fiom initiatives by NGOs or local community 
groups. Such operations or projects can make or break companies- Cases in 
point include the Arctic National Wildlife Refuge, Point Arguello, Brent spar, 
Shell Nigeria, Uwc-laud's Myanmar-Thailand pipeline, and BP Colombia 
to name just a few of the more publicized indPstry efforts (WJ,1997:38). A 
number of ENGOs hwe became inamsingly sophisticated at using the Internet 
For example: 

Sierra Club httpr//wwwsierracf ub.org/ 
Friends of the Earth : htrp'I/www-XSqaU.nV-foeid 
Greenpeace httpYIwwwWWWgreenpeaceeorg/ 

Although ENGOs are increasingly acting cCagainstn business activities and 
pushing governments to take actions to pmtect the environment, new "directions" 
in the role of environmental organizations are also appearing- These new groups 
are realizing that in order to achieve their goals, they must work together with 
businesses, environmentalists, and governments. Vredenburg and Westley (1 99 1) 
have identified four forms of collaboration between business and 
environmentalists that fit this new trend These are: a) mulaparty roundtables, b) 
join ventures, c) strategic bridging and d) mediation BeneMs of these form of 
collaborations include tbat stakeholders can be identified and develop a commoa 
language; norms and values governing ongoing interaction can be established; 
and authority, responsibility, aod resources can be allocated 

2.4.11 Industry Associations 

Industry associations play a key role in ensuring that their members comply with 
somd environmental management practices. These groups have an established 
code of practices within their organizations for better environmental performancece 
Major Industq associations include the Chemicd Manufacturers Association 
(CMA): Responsible Care P r o m e  O m p r / / ~ c m a h q ~ w m / ) ;  the Canadian 
Association of Petroleum Producers (CAP) @ttpY/ www-capp.capp.cal); the 
International Chamber of Commerce (ICC): Sustainable Development Principles 
(httpd/wwwWWW iccwbo.org/). 



other assa5atr'ons are continuously publishing guidelines, researches, case 
studies and recommendations for better environmental practices, among these are 

. the Society of PetroIetm Engineers (SPE): S o d  of Petroleum Technology 
@ttpY//ww.spe.or&; the International Petroleum Industry Environmental 
Conservation Association WlECA) {hnpI/www-ipiecao*; The Society of 
Management Accolmtants of Canada (httpY/www-cma-camuh.org/); and the 
Organization for Economic Cooperation and Development (OECD): 
Environmental Principles and Concepts (httpd/www-oedorgl) 

2,4,12 h b l i c  Concerns 

The public is concerned about the state of the environment, confkd as to whom 
to believe, and disillusioned with governmental attempts at all levels to deal with 
the problems of pollution and ecological degradation (Worcester,1994:8-27)- In 
the 1980s, business became more aware of the growth in public concern over 
environmental issues- In his article entitle Environmental sustainability and 
business: Recognizing the oroblem and taking wsitive action (Williams and 
Haughton. 199438) Peter Roberts states that greater public concern arose from the 
growth of a common awareness that the uncontrofled growth of economic activity 
carries with it considerable direct and indirect implication for the environment 

Public concern has increased in great part due to two big industrial accidents. 
The ficst ittvoLved the release of methyl-isocyanate h m  the Union Carbide plant 
at Bhopal, India, which killed 3,000 people. The second in 1986 was when the 
nuclear power plant at Cherwbyl in the former USSR released large qyant&ies of 
radioactive material into the environment. This radioactive cloud passed 
throughout most western Europe, causing more than 10,000 deaths fmm 
radiation-induced cancers (Smith, 1 993:4,10). 

[n 1993, the Gallup Mernatio~l IostiMe, a manprofit education and research 
institute based in Princeton, New Jersey, USA published a m e y  entitled Health 
of the Planet- This survey was conducted in 24 majot nations around the wort4 
representing approximately 40 percent of the world's population, and was 
designed to assess eavicoumeatal and economic development concerns. The 
main findings were that people are very concerned about air pollution, water 



pollutiorl, corrtamiaated soil, loss of !species, loss of rain foresf @OM warming, 
and the loss of ozone regardless of the state of development or economies 
(Gallup7 1993). 

Adverse envirotlfneatal impacts occur at every stage of oil development The 
most acute impacts are caused primari&y by co-tion and deforestation 
(Kimerliog,19%:64). The general public is very concerned about these impacts. 
In Latin America, multinational oil and gas corporations have caused severe 
damage to the environment For example, Texaco in its Ecuadorian operations 
(Kimerling,l9%:65). New oi! and gas projects in Latin American codes 
are being developed In areas where companies have to deal with high 
environmental risks and strong concerns from the communities or indigenous 
peopie (065,1997:3 8)- 

2.4.13 International Standards 

International Standards and guidelines influeace the oil and gas activities in South 
America The World Bank, Inter-American Development Bank (ZDB), 
International Finance Corporation (IFC). Andean Development Corporation 
(ADC), and Overseas Private Investment Corporation (OPIC) have all issued 
forms of financial assistance to help advance certain petroleum activities in South 
America Each of these groups is committed to ensuring that the environmental 
assessment procedures set forth in a three-volume "Sourcebook? issued by the 
World Bank are followed beforp fimding is released (Little, 1996: 18)- 

2,4.14 International Agreements 

There are several types of benefits that countries can realize fmm active 
involvement in global environmental agreements malring (SussLind,1994:44): 
The first is bemg able to sbape international policy so that it responds to domestic 
priorities. A second benefit of participation is the chance to set a precedent or 
strike a deal that d be helpll later on Thirdly, aatioaal leaders can increase 
their domestic popularity by demonstrating leadenkip on the world stage. 
Finally, recent internatiod agreements have offerad financial compensation to 
developing countries- 



There are growing pressures, both at the international and domestic levels, For 
nations to sign new environmental agreements. Such pressures are the product of 
intense public campaigns by noe-governmental groups, international 
environmental organizatiom, multilateral leading agencies, and even national 
business organktioas that find global "harmonlzatioan of environmental 
regulations advantageous The number of  countries signing international 
environmental agreements has increasing significantly since the Rio Earth 
Summit in 1992 (Susskind,1994:45). 

Some of the most important International agreements are: 

Convention on Wetlands of International Importance especially as watdowl 
habitat (RAMSAR) (1971) 
Convention for the Protection of the World Cultural and Natural Heritage 
( 1972) 
Convention on International Trade in Endangered Species of Wild Fauna and 
Flora (CITES) (1973) 
Convention for the Prevention of Marine Pollution fiom Land-Ehsed Sources 
(1 974) 

United Nations Convention on the Law of the Sea (1982) 
World Charter for Nature (1 982) 
International Tropical Timber Agreement (1983) 
Vienna Convention for the Protection of the Ozone Layer (1985) 
Montreal Protocol on Substances that Deplete the Ozone Layer (as amended, 
1990) 
Basel Convention on the Control of Tmssbouudary Movement of Hazardous 
Wastes and their Disposal (1 989) 
Convention on Environmental Impact Assessment in a Transboundary 
Context (1 99 1 ) 

Rio Earth Submit (1992): Agenda 21. 

2.5 Barriers to Ertvironmentd Management 

The implementation of environmental policies and within both Latin American 
countries and multinational oil and gas EBtP corporations has been slowed by many 



barriers. The following barriers to the implementation of environmental managemeat 
policies and practices were identified in the literature: 

Thompson and OLADE Students: (Environmental Mmagemeut course.1998) 

1. Multiple stakeholder with multiple interests. 
2. Terrorism 
3. Markets 
4. Otherpriorities 
5. Complacency/satr*sfaction with c m  W-CS 
6. Lack of awareness 
7, Costs 
8. Lack of education, skins and knowtedge 
9. Codision on issues 
10. Conflicting economic interests 
1 1. Corporate / institutional culture 
12. Lack of recognition of  the need for aa EMS 
13. No one responsible 
14. Lack of technology, informaton and economic resources 
1 5. Role of interdisciplinary work 
16. Lack of political stability 
17, No enforcement 

Kirkland, L.: (MDP: Introducing EMS to Corporations, 1997) 

1. Avoidance of the unknown 
2. Distrust of or unfamiliarity with management 
3. Lack of concerns about environmental issues 
4. Lack of studies and explanations on how to implement an ems 
5. Lack of identification of specific environmental drivers a f f i n g  a company 
6. Assigning higher priority to issues other than envirotunenta1 performance 
7. Approaching environmental issues on a reactive rather than proactive basis 
8. Application of inappropriate solutions 
9. The ems not being compatible with the corporate culture 
10, Union resistance 
I 1. Lack o f  mechanisms for wmmunicatioa between practitioners 
12. The need for better tracking of environmental costs. 



Thompson has included the list of barriers to the implemeatation of environmentat 
management as an environmental management tool since this will help to identifjr 
sources of problems and set priorities (1999-%I ins). The &sting literature does not 
provide much in identifyiag barriers to the implementation of environmental 
management in the oil and gas industry in Latin America From the above sets of barriers 
and adding those identified through intemiews with industry and government 
representatives in selected countries in Latin America, the following e e c s  are 

identified as currently the most important for the oil and gas industry in Latin America: 

Lack of political and public awareness 
hadequate s k i s  and perso~el 
Corporatefinstitutional culture 
Lack of enforcement 
National priorities 
Lack of recognition of the need for an ems 
Avoidance of the unknown 
Multiple stakeholders with conflicting interests 

1 will now provide with a brief description of each of the above barriers in order to 
understand the dficulties faced by governments and corporations in their attempt to 
implement an EMS. 

2.5.1 Lack of Political and Pubtic Awareness 

Since publication of the Brundtland Report "Our Common Future" in 1987 and 
the Rio conference in 1992, environmental concern has become a global issue. 
However, in Latin American countries, environmental prutection policies are still 
in the early stages of development and implementation. For example, awareness 
about environmental practices is poor among people in both public and *ate 
sectors. A lack of awareness of environmental problems and of their effects on 
development leads political Ieaden focusing on immediate and highly visible 
problems. This results in short-term solutions, rather than focusing attention on, 
and dealing with more appropriate long-term solutions (Lampietti aod 
Subramanian,199536). The significant social a& economic (the other two 
elements addressed by swtahable development) problems in Latin American 
countries make it difficult to focus or properly address environmental protection 
issues, 



2.5.2 Inadequate S l d b  Aad Personnel 

The lack of training courses in environmental issues at all educational levels is a 
common problem in Latin American c o d e s -  [n recent years, however, a 
number of Latin American universities and institutions have begun to implement 
environmental programmes at undergraduate and graduate levels (e-g. National 
Engineering University-Peru in 1992, OLADE-Ecuador in 1996). Other 
universities are in the process of implementing such programmes (e-g- the 
National University of San Anhmez de May010 in Aacash-Peru in partnership 
with The University of CaIgary). -pietti and Sabramean (199536) have 
stated that "inadequate skills and personnel are an institutional problem in Latin 
American countries, it is often caused by insufficient incentives within the public 
sector. The availability of sufbiciently well q u a e d  sWT and the ability of the 
public service to remit, motivate, and retaii~ them are the main causesn- To deal 
with this problem, most multinational oil and gas corporations are sending experts 
from their headquarters to Latin America For example, Occidental-Pea and 
Amoco-Ecuador (065,1997:37-42). Other multinationals have hired local people 
for their environmental departments; sending them for training in their 
headquarters (e-g. Oxy-Pexfi), while others have hired local people with expertise 
from other companies such as Canadian Petroleum Ltd. Within government 
bodies, this lack of expertise is also well known, the result of this is that 
environmental departments in some countries (such as Colombia and P e d )  are 
being strengthened. 

225.3 Corporate / Institutional Culture 

Culture refers to the identifiable set of assumptions, social habits, and behavior 
traits that characterize a given group of people (Plas,1996:91). Corporate and 
institutional culture is also a barrier due to individuals either not changing their 
current practices or changing them slowly. Plas has stated that "many of our 
cultural attitudes and assumptions haven not been able to change as fast as the 
demands and possibilities, one of the biggest victims of this situation has been 
organizational leadership" (1996:W). 

An appropriate corporate culture is essential to ensure the support of strategic 
environmental management focusing on sustainable developmew and will likely 



require many managers to change their existing attmsdes (Odine btlplmdcdbushussl 

de~~cul~htm: 06108/98). For example, executives may f d  their sole ~ n s i i i l i t y  is 
to maximize the wealth of the enterprise's owners- As a df t6ese M M l s  

have difficulty understanding the sustahable development concept and accepting 
it as a legitimate business objective. Certain managers may not be used to 
identifjring the need for "nature conserving" practices and technologies (such as 
energy efficiency and waste recycling). Some managers may also never have 
explicitly considered the effect of their actions on any stakeholder group other 
than company sharehol&rs Yet others may resist changing the way in whkh 
their performance is m d  to one tbet rewads successfal mstahabIe 
development implementation Managers of multinational corporations may not 
think about reallocating certain business activities and redesigning their support 
programmes to ensure that these contribute positively to smtahbte development 
in poorer countries. Finally, some managers may not recognize the changes that 
need to be made to their promotion and reward systems- 

Tom Tietenberg (199630) has stated that "governments are not universally able 
to assure compliance with environmental laws. Latin American and Cari'bbean 
countries are no exception [n many countries appareutly tough environmental 
laws may be accompaaied by Me or no enforcement". The OECD (19939425) 
has identified five reasons why command-8tld-control regulations (eaforcement) 
do not work in developing countries. Firstly, environmental regulations in 
developing countries (like in the developed codes) stipulate terms of 
imprisonment and/or fines for non-compliance or violations. However, for 
cultural teasoas, many developing societies, most notable in Asia, are not given to 
litigation Secondly, it is virtually impossible to monitor hundreds of thousands 
of scatted small-scale operations, which individually generate little pollution 
but taken together account for the bulk of pollution in the country. Even if this 
monitory was technically possible, it makes w sense economically- Thirdly, 
there is a mismatch between high regulation, monitoring and enforcement costs 
and budgetary, manpower and sdmrsdmrnistratfve coastmins. Most developing 
countries are overly centralized with the control of this central government 
diminishing in proportion to the distance from the center. Fourthly, fines are set 
at levels that are too low to deter violators. Fifthly, there is a lack of expertise 



within government officials- Finally, ff aw of commanddnd-contml regulations is 
the rent-seeking behavior which they elicit h other words, violators find it in 
their interest to pay a firaction of the stipulated tine as a bnbe to the enforcement 
oficial who, being grossly underpaid, is often all too willing to accept it. 

From these six reasons it is obvious why enforcement does not work or at Least is 
not well addressed in developing countries. Only the first reason does not apply 
uniquely to Latin American countries. 

2-53 NationtI Priorities 

Latin American countries are facing such monumeatal social and economic 
problems that addressing environmental issues properly is extremely diffidt- 
For example, Colombia must deal with guerrilla and paramilitary movements. 
Recent conflict in 1995 between Ecuador and Peni resulted in these countries 
having to expend millions of dollar to purchase armaments. This expenditure in 
turn resulted in a reduction in social and economic programmes. Recent natural 
disasters such as "Fenomeno del Nifio" and hunicanes such as "Mitch" have also 
caused tremendous negative effects on the Latin American economy. Venezuela 
and Mexico have been adversely affected by the reduction in oil price since the 
economies of these two countries are highly dependent on oil production. 
Bolivia, Ecuador, and Perti also suffer fiom having large settled population in 
rural areas with less or sometimes no infhstmcture- 

In response to the problems mentioned above, Latin American countries ace 
forced to spend significant money. International financial institutions are 
providing economic resources for these purposes, mainly oriented to social 
programmes. In this case, it i s  understandable why environmental issues are not 
national priorities within Latin American countries. However, a number of these 
countries (such as Colombia and Perii) in cooperation with the government of 
Canada, have established or are in the processes of establishing sound 
environmental management in the energy and mining sector. 

2.5.6 Lack of Recognition of the Need for nu EMS 

Kirkland and Thompson (1999, In Press) have stated that unfamiliarity with EMS 
is a significant impediment to the ktduction of this method For example, 13 of 



32 companies sumeyed by Kirkland in 1997, had not heard of an EM!3 prior to 
being interviewed A survey of Can&-an companies carried out by KPMG in 
1996 reveals that 57% of 426 respondents did not have an EMS or deal with 
enviromental issues KZrkJand and Thompson (1999, In Press) also state that 
"the belief that current euvimm& practices within an organization are 
adequate may also be a barrier to EMS Introductio~~ Some managers may be very 
optimistic about their companies' environmental perKonmmce and believe that 
this performance need not to be improved uponw- A recent study out by 
Sharma and Vredenburg (1998) demonstrates that even cornpanr-es with an EMS 
in place can be classified as proactive and reactive companies depending on bow 
they approach their environmental strategies. 

Kirkland and Thompson (1999Jn Press) have identified five stages in dealing 
with the implementation of EMSs within MNCs, these are: a) anaware of EMS. 
b) aware and ignoring EMSs, c) postponing dealing with EMSs. d) starting EMS 
development, and e) using an EMS on a continuaf improvement basis- 

2.5.7 Avoidance of the Unknown 

There is a reluctance among companies to implement an M S .  An executive 
interviewed by Kirkland in 1997 expressed what seems to be a common feeling: 
^I don't want to be on the cutting edge - let somebody else make the mistakes 
first". EMS introduction is also assumed to be most difficult in orgmktions that 
have little prior knowledge about EMSs, environmental management, or 
management in general (Kirklaad and Thompson, 1999: In Press). 

The degree to which companies are implementing their environmental strategies 
depends on their capabilities for learning and itmvatioa. S h a m  and 
Vredenburg 1998 paper Proactive Cornrate Environmental Strategy and the 
Develo~ment of Comwtitivelv Valuable Ommiziti0~1 CaDabi[&ieS presents the 
following definitions and/or statements concerning capabilities for learning and 
innovation: 

Organizational Learning is defined as "the development of insights, 
knowledge, and associations between past actions, the effectiveness of those 
actions, and htme actio11~~" 



Changes in the business environment that motivate exploration of alternative 
organizational routines, technologies, environments, and objectives may lead 
to higher order 1-ag. 
Higher order leamiag involves the dweelopmeat of daferent interpretations of 
new and existing information, as a result of developing new understandings of 
surrounding event, 
While environmental change provides an opportunity for a firm to be the first 
mover, the iikelihood of a firm benefiting in a sustained manner fkom the first 
mover status will depend upon the development ofthese capabilities. 

Companies who are currently adopting environmental strategies are realizing the 
advantages ofthem. The following two hypotheses &se h m  the development of 
new capabilities and organizational change (Shanna and Vredenburg,1998:742- 
743): 

The greater the degree to which a company adopts proactive environmental 
responsiveness strategies, the greater the likelihood that firm-specific 
orgmktioaal capabilities will emerge. 

The greater the degree to which firm-specific organizational capabilities 
emerge within a company, the greater the likelihood of competitive benefits 
flowing fiom these capabilities. 

2.5.8 Multiple Stakeholders with Conflicting Intensb 

As previously identified, the oil and gas industry involves the participation of 
many stakeholders such as local land owners, community groups, environmental 
groups, regulators, suppliers, buyersr contractors and pmers. Many of these 
stakeholders do not see environmental issues in the same way. Yt is therefore 
important to identify those extema1 stakeholders and to design and implement an 
EMS that will handle those interests effectively and efficiently" (Kirkland and 
Thompson,1999:In Press). This situation is M e r  complicated by the fact that 
some Latin American countries, the stakeholders also involve g u e m i  and 
paramilitary groups that are actively present in areas where oil and gas companies 
are operating. 



Chapter 3: Mdtiaationnl Oil and Gas E&P Corporations 

3.1 Introduction 

This chapter provides a brief description of multinational corporations, their current 
trends (investment, globahation, policies), and how and why they are implementing 
environmental policies. The purpose of this is to pmvide a bework for the 
development of Chapta 5, which deals with the design and implementation of an 
environmental management r n d  for mdtioational oil and gas corporations operating in 
Latin America, 

Conhion exist regarding the terminology that should be used to descn'be a company 
with global opemtions. The terns multinational enterprise (MNE), multinationa1 
corporation (MNC) and transnational corporation (TNC) are usually used for this 
purpose. While the literature makes no distinction between MNE and TNC, TNC is 
defined as "a company that is headquartered in one country but controls productive 
facilities and sales outlets in other countries. Its operatiom involve flows of capital, 
goods, services, and managerial and technical personnel among its subsidiaries" (Berry, 
Conkling, and Ray,1997:4). However, a distinction exists between MNC aud TNC. 
According to Murray Boddin in his book The Myth of the Good Corporate Citizen 
(1998). the multinational corporation is characterized by its multiple national identities, 
established complete operations in the countries in which it does business (including 
production, marketing, financing, distri'brn-on a d  sales), and developing this largely with 
Local labor and locally recruited management The tmmmlional corporation exists when 
a corporation's operation are integrated "around vertically integrated supplier networks". 
Whereas the multinational corporation makes an effort to create a Local identity, the 
transnational is motivated to do just the opposite: to eliminate as much as possible any 
consideration of national identity or local corporate "c~enship". For the purpose of this 
MDP, the term multinational corporation is used to refer to oil and gas companies with 
operations abroad since new trends show a combination ofboth MNC and TNC concepts 
in defining their operations and strategies. 

Because of their control over world trade aad investment, M N C s  are major 
environmentaI actors AU types of businesses have direct e n v i r o m d  impacts as 
producers, managers, and distniutors of goods and services. These impacts include 
pollution generated by the chemical, iron and steel, W I e m ,  agriculture, and paper 



industries. According the United Nations Centre on Tramnational Corporations 
(UNCTC) in a publication Wed CImie C h g e  and 27VCs (1992) the major areas in 
which MNCs are involved and contniute significantly to global envimamentd problems 
are: 

a) Fossil fuel production: when fossil fkls are burned for energy production carbon 
dioxide is produced. Methane is released in the production ptocess by venting and 
flaring of natural gas at oil wells. MNCs produce more thaa 50 per cent of world 
fossil fiels- 

b) Transportation: transportation accounts more than 30% of global energy use, mainly 
due to fossil he1 co-g road vehicles, which are produced by MNCs. 

c )  Electricity generation: approximately one third of all fossil hels are consumed in the 
generation of  electricitycity Although electricity-generating plants are controUed by 
national enterprises, MNCs play ao important role in the design of generating 
equipment and plans. 

d) Roduc tion of energy-intensive metals: the production of aluminium, copper and steel 
accounts for at least seven per cent of total global commercial energy consumption- 

e) CFCs and other ozone-depleting chemicals: CFCs are anthropogenic chemicals that 
cause strsrtospfieric zone depletion and are greenhouse gases (GHG's). MNCs are the 
primary producers and intermediate consumers of CFCs and related compounds. 

€) Inorganic nitrogen fertilizer production: this contributes to greenhouse gas emissions 
by energy consumption in production, and by direct emissions of the greenhouse gas 
nitrous oxide during their use. 

MNC's are the principal actors changing the global economy due to their high volume of 
foreign direct investment (FDI) and increasing international trade. The numbers of MNCs 
are growing There are 7000 MNCs in 1969,24000 in 1994 and approximateIy 37000 in 
1997 around the world Most of these companies are headquartered in the world's 
richest nations. MNCs control approximately o w  third of all private sector assets and 
account for a quarter of the goods produced in the world's market economies- The 
hternatiod Labor Ofice estimates that MNCs employ approxkateIy 65 million people 
a staggering 3% of the world total. In the deve1oped world, this figure rises to 10% 
(Berry, Conkling and Ray, 1997~4). 

MNCs have developed their own organimtional form in order to compete eflicidy in 
the marketplace. The parent company usually is in the corntry of principaL ownership. 



A notable exception is Royal Dutch Shell which is 60% Dutch owned aud 40% British 
with headquarters in both The Hague and London (Shell Canada Limited: 1995 Annual 
Report, p.65). At the beginning1 MNCs headqyarters management and staff were natives 
of the home couatry bringing into &eIr home &ces talented people from their overseas 
operations from time to time. an MNC the headquarters company generally 
controls its worldwide operations, with the management group at home reqmnsiile for 
strategic planning (Berry, Coakiing and Ray, 19977)- 

The international integmtion of a MNC can be vertical or horizontal. For instance, in a 
manufacturing MNC which is vertically integrated a branch in one country sends 
partially mandactured subassemblies or intermediate products to another a66liate 
elsewhere for finther processing or for final assembly. Finished products then go to all 
affiliates for sale in their own national markets. In a horizontally integrated 
manufacturing MNC, each branch makes a particular lime of finished products, the choice 
depending on its comparative advantage, which are then shared these with all other units 
of the enterprise. 

3.2 Globaliution And Multinational Corporations 

Globalization is the result of advances in corn~~ll~cation technology, global political 
trends and global environmental concerns and involves social, cultural, economic, and 
enviromental factors. Dobbin (199818) concludes that while globahation ben& the 
top 15 to 20% of the world's populations and has produced thousands of millionaires and 
hundreds of billionaires, billions of people are cornp1etely excluded from this wealth. 
Because they are excluded, the lives of these people are profoundly affected by 
globalization. Statistics show that the top 200 MNCs have sales of 283% ofthe world's 
GDP, employing only 18.8 million people. This equates to less than threequarters of 1 
percent of the world's worHorce (2.6 billion). Ofthe 100 largest emnodes in the world 
(governments and corporations), 51 are now corporations. For instance, Wal-hbt, 
number twelve on the list, is larger than 161 countries. In other words, the company's 
gross revenue is greater than the total wealth, or gross domestic product, of any of these 
countries (Dobbin, 1 W8: 10). 

Foreign investment can be divided into public and private, with private 
investment firrther subdivided into poctfolio and direct investment, All of these 



forms of investment represent capital flow fkom one country ta another- 
However, not all capital flows are investments. For instance, foreign aid is a 
capital €low but does not $enen& payment of laterest, divideds or repaymeat of 
principal (Petroc~os,l989:6~ In portfiolio investment foreign investors are 
interested in the higher return of capital. [n this case, the capital moves lhom low- 
interest areas to higher-interest areas. Other factors influencing portfolio 
investment include: government decisions in lending countries, the level of 
import fiom lending countries, and the credit w o ~ e s s  of the debtor codes. 
Portfolio investment is not exclusively for private investors: international 
institutions and agencies also pdcipafe in this type of investment. Depending 
on the ability of the borrowing comtries, these institutions aud agencies provide 
them with flexible schedules for interest and amortiidion paymentseots 

Portfolio investment had been almost the exclusive instrument of foreign 
investment in the nineteenth century and certainly tbe predomjnant one up to the 
First World War, Even after the Second World War, this kincf of investment was 
negotiated for reconstruction and development However, foreign direct 
investment (FDt) has acquired significant important during the post-war period 
Thi-s type of investment invoIves production abroad by subsidiaries of parent 
companies or in combination with Local enterprise- The defining characteristic of 
direct investment is that it involves Foreign control of the subsidiary 
(Petrocbilos, 1989r6). 

FD[ has also acquired importance because it is accompanied by technology, 
managerial and technical skills and improved mafia-ng techniques. FDI is 
generally classified according to the foreign investor and to the host county 
From the point of view of the investor, the expansion of the finn into another 
country through the trausfer of capital, management, technoIogy or other 
knowledge can take the following forms: 

horizontal investmene involving the production a b r d  of the same line of 
products as at home 
vertical i n v m e n t  by moving abroad one or more stages in the firm's 
production process towards the sources of raw materials or forwards nearer 
the consumer through the acquiring of outlets 
eongbmerate diversification 



From the point of view ofthe host country, FDL can be divided into: 

import-sobstjtutioa: involves the production in the host country of those 
products that d to be imported 
export-increasing: represents the seeking of new sources of inputs, such as 
raw materials and the production of intermediate as well as final products 
government-i*ted investment occurs followiag s d e h i e  policy by the 
host country's government 

The trends of FDI show that in 1960 US. MNCs accounted for nearty half of the 
world total (47.1%) and nearly triple the holdings of British firms (1 8.3%), which 
ranked second Dutch and Swiss companies made up most of the remaining one- 
third (10.3% and 3.4% respectively). However, MNCs from other countries have 
recently emerged, shrinking the dollar share of U. S. MNCs to only a third of the 
world total in 1985 (35.1%). British MNCs still cling to second place (14.7%), 
but Japanese and Geman MNCs are close behind in third and folrah positions 
(1 1.7% and 8.4% respectively). New MNCs are also emerging fiom other new 
industriabed countries. W o f  the world's 50 Iargest amnufhctmkg companies 
and two-third on the leading MNCs are M in the United States. Next as a 
home for top firms is Japan, foUowed by Gennany and Britain. Certain small 
European countries are home to the headquarters of the largest MNCs such as 
NestM (Swiss), Phillips (Dutch), Unilever and Royal Dutch Shell @&h-British), 
ENI (Italy), and Volvo (Sweden) Perry, Conkling and Ray,1997:380). Many of 
the wor1d's leading MNCs receive half or more of total company sales from 
foreign atfiliates. Foreign sales also constitute a major part of total earnings of 
the leading petroleum multinationals (Be- Conkling and Ray,1997:38 I). FDC 
brings technology, management know-how and access to key export markets that 
are needed by developing countries. This investment bas important affects on 
economic growth, technology transfer, cummunity development and human 
resource development (Loizides and Woury,1996:1). FDI has become a central 
feature of the globalization process characterizing the world economy. The 
current boom in FDI flows underscores the increasing role played by MNCs in 
both developed and developing c o d e s .  This role has been fsciltatecl by the 
liberaLizatiotl of D I  policies that has taken place in many countries in recent 
years, as part of an overaU movement towards more open and market-fi-endly 
policies (UNCTD, 1997: 1). 



An increasing number of  corporations are convinced tbat no long-term economic growth 
is possldle d e s s  that growth is envimomentally sustainable. These corpomtions 
recognize that they require a belance between economics and envir-d 
(Epsteit1,1995:43). Corpocate leaders who ignore economic, politicalt or social changes 
will lead their companies toward fdure (Scbrmbrmdheiny,l995:I). Some firms have also 
discovered that enhanced envimnmentaf performance can lead to cost-savings, either in 
the short-term through improvements in their revenue position, or over the longer-haul 
through a change in company prome and market share (Robexts,1994:37). 

3-3- 1 Definition of Sustains ble Development 

In 1987, the World Commission on Environment and Development (the 
"Bnmdtland Commission1') d&ed sustainable development as a process of 
change in which the exploitation of resources, the direction of iavestments, the 
orientation of technological developmest, and institutional change are all in 
h o n y  and enbaace both current and fidure potential to meet human needs and 
aspirations WCED, 198T46). Sustainable Development is development that 
meets the needs of the present without compromising the capacity of b e  
generations to meet their own needs (IISS, 1994: 14). 

3.3.2 Initiatives Toward Sustainable Development Within Businesses 

Since environmental considerations are Wrely to be a source of proforwl changes 
in business practices (Wefford,1998:9), the implementation and integration of 
environmental strategies within management decisions are very important Those 
companies that achieve high standards of environmental pecformance win gain 
competitive advantage. ThTherefore, companies must seek to develop management 
strategies which will improve this performance. By incorporating this important 
environmental dimension into the decision making process of the firm, managers 
can seek to reduce wsts and exploit the o p p o ~ t i e s  offixed by increased public 
environmental concern witbin a dynamic marketplace (WeKord,l998:5). Based 
on these concepts, international hstitutiotls such as the hternatioaaI Chamber of 
Commerce and the Laternational IastiMe for Sustainable Development have 
developed principles for sustainable development 



The International Chamber of Commerce nCC) 

In April 1991, the ICC met at the Second World hdustry Conference on 
Environmental Management Those p e a t  adopted a set o f  L6 principles as 
guidelines for creating sustainable development corpo~-ms (see Appendix A). 
These principles S e c t  dl aspects of company operations, h m  investment 
planning and staff training to customer advice to research, from product 
development to d e t I n g  and from technology transfer to relations with 
suppliers Since this time the top management of several hundred companies, 
government organizations, d industry associatiions have endorsed these 
principIes (Epstein, 1995:44,50). 

The International Institute for Sustainable Develooment mSD) 

In 1994, the IISD published seven Principles for Trade and Sustainable 
Development ([[SD, 1994). These principles are designed to meet the need for a 
wider vision in the formulation of trade, environmemt and development policies 
based on a clear understandhg of how the three are related. These principles are: 

efficiency and cost internalization 
equity 
environmental integrity 
subsidiarity 
internationd coopemtion 
science and precaution 
openness 

3.3.3 Approaches to Sustainable Development 

The Association of South East Asian Nations (ASEAN) has recommended the 
following steps to approach sustainable development within business (Online: 

gopherlgoph~~aa.uao~7Of00fdmt7~L9%~o~~3OOen: Oa(2Of98). These steps encourage 
business to: 

promote the contribution business, commerce and industry can make to 

Nstaiaabie developma espcially through publicizing success stories. There 



is an important leadership role for companies that can show tbat 
environmental excellence pays 
press for better collective statements of business environmental goals, for 
example by securing a review and revision ofthe ICC Business Charter 
seek symbiotic partnerships with other companies, municipalities and pubIic 
utiilities whose wastes could be used as raw materials, or with whom joint 
ventures would enhance local envirotltnentaL conditions 
negotiate witb local and national governments the improvement of  incentives 
and o~rporhmities for sustainable devetopment, including through the 
construction of a "level playing field" 
press for local and central governments and other components of society 
themseIves to demonstrate environmental excellence, for example by keeping 
the environment clean 
enter into dialogues with those responsible for environmental education, to 
promote understanding among young people of the positive role the business 
sector is playing in creating environmentally responsible sustainable 
development 
join Responsible Care Programmes for particular sectors, working with Public 
Advisory Commlmmlttees linked to national trade associations or other collective 

groups 

The United Natioos Commission on Sustainable Development (UNCSD) has 
provided the following recommendations to business to promote sustainable 
development practices (Online: goph~J~gopher.~1~0rg70~00/esc/m 17/1998/98-20-e~ 

Oct/2U98): 

Companies can enable consumers to make more informed choices by 
providing reliable and accurate infiation on tbe impacts, Ewl where 
possible, conditions of production and qualities of products and services, 
through their marketing and advertising activities, environmental reporting 
and improved stakeholder dialogue. 

I n d w  and civil society should work with Governments to strengthen 
secondary, vocatioual and advanced education and to ensure that it meets the 
developmental needs of socie!t.y and the economy. This includes fair 
treatment of employees and constructive training programmes. 



Enviromentaliy oriented management should aim at both preventing 
e n v i r o m d  damage and encouraging &able use of natural resources 
through. 

Industry should act to improve its environmental performance through 
appropriate implementation of enviromnentd management systems. 

Large cocporations should apply best practice in their own h c h e s ,  both 
domestically and abroad, 

Chambers of commerce and business orgadkati011~ in developed and 
developing countries should be encouraged to coopemte in the W e r  of 
technology and in the developmeat of management tools and institutional 
frameworks for sustainable development- 

There is a growing trend among a variety of stakeholders to hofd industry 
accountabie and responsible for the enviromnental impact of its operatims 
and products throughout their entire Life cycle. The idustry and business 
sectors should respond positively to these demands by continuing to develop 
voluntary codes of conduct, charters and codes of practices. 

A recent report of the International Chamber of Commerce UCC) and tbe World 
Business Council for Sustainable Development (WBCSD) entide Corporate 
Management Tools for Sustainable Developenf (1998) states that the 
development and use of envin,nmeatal management tools are essential and show 
strong promise to integrate eaviroamental and sustaiaabe developmmt 
considerations into everyday bushess. The report also states that enviromemtaI 
management tools deployed within companies help business to make steady 
progress toward sustainable development. Finally, the report concludes that the 
concept of how to do business has been changing business is shifting fmm a 
disconnected and fktured view of environment and development issues to a 
integrated concept of business and susbiinable devetopmeut, which involves a 
t r ~ s ~ o o  fiom (online: http:fIwww.iccwbo.o~Co-ss'~ns/E~~nm~md~Ma~~ 

TooLhtmr Oct/18/98).: - 



seeing only costs and diEcuLties in the concept of sushhabIe development to 
seeing savings and opportunities 
end-of-pipe approaches to poUution to the use of cleawr, more efficient 
technology throughout the entire p'oduchchon system, and M e r I  to seeing 
sustainable development as  integral to business development 
hear, %rough-put" thinking and approaches to systems and -cling 
approaches 
seeing environmental and social issues as respo~lsz'bilities only for technical 
departments or experts to seeing these as company-wide responslbilibies 
a starting premise of confidentiality to one of openness and trampmucy 

3.3.4 Examples of Sustainable Dcvclopment Practices 

Some examples of how businesses are approaching their environmental strategies 
to meet sustainable development objectives are: 

Recvc ling W a c  hes 

Industries are moving toward recycling the materials in their products and thus 
Limiting the use of raw matm*als and of energy to convert those raw materials, 
Carl K Hahn Ekom VoLkswagen has stated: "Xt is one of the task  of our age that 
not only are the products of industry accepted and enjoyed, but the consequences 
of industrial production are kept under control- If we think of the €&me -a central 
point of the obligation to rising generations- we must adopt the cyclical processes 
on which the whole of Nature is based" (Schmidheiny, ,1995: 105). 

Social Concern 

Companies are developing positive relationships with s e v d  key players in the 
community, including national and local governments, employees and trade 
unions, suppliers, customers and non-pmfit community organiidons (Loizides 
and Khoury,1996:2). ''%I the Republic of Yemen, in the hterest of balancing local 
expectations and fostering a stab1e business operating environment, CanadanOxy 
implemented a Community Affairs Program. The company provides a modest 
budget as seed capital for local pmjects which are screened by a management 
committee that includes local community r-on" QPECAJ995-25)- 



Commitment to Sustainable Develoument 

A growing number of leading c m p - e s  axe adopting and publicly cumml-tting 
themselves to sustainab1e development strategies. Sustliaable devetopment is the 
fwus of Shell Canada Limited Its President and ChiefExecutive OfEcer, Mi, 
Charles W- Wilson, stateck "Sustainable development occupies an important 
place on the Caaadian and international agenda. Prof5tabiWy must be achieved 
without compromising environmental pecformance. I believe commercial 
success will be increasingly linked to environmental @ormance" (Shell Canada 
Ltd, 1996: 1)- 

3.4 Environmental Practices FoUowed By MNCs 

MNCs are operating in both developed and developing countries. Their envir-d 
policies and practices have been changing with time. In 1992, a United Nations' study 
regarding environmental practices foilowed by M K S  in developing countries stated: 
"MNCs activities in the developing countries have often involved working conditions and 
levels of environmental degradation which are seldom paralleled in OECD" 
(UNCTC,1992:25). This situation does not depend ody on MNCs' enviroamentaL 
practices, Thomas Andemon (1991) stated "the reason for environmental neglect in 
developing countries are likely to be found in imperfections in the intematioual capitat 
markets, lack of infiiation and govment  falmeZ). 

Another factor influencing the different environmental practices followed by a 
corporation within its operations around the world can be found in the phenomenon 
stated by Thomas Aadersson (1991) in the sense that "in the industrialized countries 
there bas been an unprecedented expansion of industrial output, and there is a growing 
appreciation of environmental quality; In contrast, in the developing countries littLe 
attention is paid to this matter, and environmental degradation is increasing in many 
places", Anderson follows by saying that "higher control costs in industrialized countries 
provide an incentive fm business to relocate pollution-intensive activities". 

ALthough most of them have implemented sound environmental practices, Miriam A L. 
Miller concludes that "wrporati~s stin depend on a wst-benefi analysis that 
marginalizes most envlronmentaL costs" (1995:37). This a.Eirmatioa is corroborated by 
an United Nationsr study: "In other areas, MNCs have merely adjusted their own 



standards of production downwards. They have made use of more lax environmental 
laws to produce more cheaply, creating more pollution than they would otherwise'' 
(UNCTC, 1992~26). 

It is clear that most MNCs have not Followed the same environmentid practices 
worldwide. However, some MNCs have adopted worldwide standards. For example, 
[BM and Allied Signal (Epstein,l995:LO)- More recently, Royal DutchlShetL Group 
have established a minimum environmental standard for all their operations worldwide 
(Royal Dutc h/S hell Group, 1997124). 

The tendency today is towards standardized environmd poIicies and pra&*ces around 
the world This new tendency is being driven by forces such as trade and international 
agreements, financiers (Banks), consumers, concems market place, stricter legislation 
and enforcemen& Liability and litigation, pucchasing guidelines, real estate transactions. 
and Codes of Practice (see Cbapter 2: driving forces). A report entitled integrating 
Business Methods Wilh E~~~ironrntmtal Mmgement. issued in June 1997 by Enterprise 
for the Environment (E4E) has identified the foUowing factors that motivate companies 
to seek excellence in Environmental, Health and Safety (EHS) performance (Online: 
http://www.csis.org/~sierpthtml: Nov/0 1/98}: 

a) economic belie€its resulting &om improved EBS pectonnaace. These benefits 
include cost savings, improved cycle time, and enhanced time-to-market 

b) corporate commitme~~ts and values. These range &om CEO Level leadership on 
M S  issues to longstanding corporate traditions and culture that emphasize a 
commitment to such kctors as quality processes or t c a ~ c y  

c)  reputation enbancement. In a globally competitive marketplace, brand name 
identity and other reputation factors are viewed as highly valuable differentiating 
facton. EHS issues can add to or subtract fiom reputation and, thus, have business 
implications 

d) regulatory requirements. Maintaining a strong compLiance record is stated as a 
starting point to do business. M S  and business excellence are not possible without a 
commitment to full compliance 



e)  the need to meet customer and stakeholder expectations. Larger institutionaL 
customers are viewed as having a growing Interest in the EHS pactices of those with 
whom they do business. For example, purchasing guideliws are becoming widely 
used by many institutiona.I customers 

f) the coatribution of EBS issues towards strategic differentiation of tk company- 
In industry sectors as diverse as micrwlectronics, petroleum, pulp and paper, and 
utilities, EHS performance and reputation is seen by business executives as shaping 
marketplace distinctiveness when other competition factors (e.g price product 
quality and perfiance) are relatively equal 

g) improved employee relations. The role of emp1oyees in fostering support and 
goodwill in the community is increasingly recognized as a business asset- Good 
e n v i r m d  performance is also viewed as an important factor in a company's 
ability to recruit new, youager employees 

As a response to these new factors such as global enviromnd concerns, globalization, 
and new markets that are affecting businesses, MNCs have been implementing 
environmental strategies by integrating them into their business decision making process. 
Their environmental strategies can be grouped as follows: 

a) establishing environmental departments with their o r g ~ o a s  
b) complying with regulations and going beyond those regulations 
C) strengthening relationships with their stakeholders 
d) establishing strategic partnerships 
e) using environmentaL management tools ta improve their environmentaL pecformance 
f) developing environmental policies and practices to help them to improve their 

business strategies 

tn summary, these six points repcesents current environmental management followed by 
multinational corporations- Examples ofthese stmteges are: 

a) Canadian Occidental Petroleum L t b  has established an EH&S department 
maintaining direct and open lines of communication between the CEO and this 
department For CanadianOxy îf mviromnental structure is not property designed 
you can get wrong people doing the wrong things in the wrong places with negative 
hpacts for the compky" (perroad c o d c a t i o ~  ($rry L EW&S Manager, ~unl21/98). 



b) Occidental Exploration & Production Co. currently operating in Ecuador is trying to 
foster dialogues with responslbe envirmmental groups as well as directly affected 
stakeholders in a project, inviting them to see for themseLves the pIans and projects 
(OGJ, I 9973 8)- 

c) ARCO in Ecuador, is trying to incorporate natives' self-sufficiency as part of its 
sustainable deveIopment helping them develop their own long-term, seK 
sustaining venhnes to minimize their dependence on ARCO operatiom and provide 
for generations to come (OGJ,1997:40). 

In general, in the oil and gas E2kP multinational cocporations envimtrmentd management 
can be represented by the following- Figure 3.1: 

Fig. 3.1 : Environmental Mimagemeat Structure 

Adapted from NOGEPA (1990) 

3.5 Multinational Oil And Gas E&P Corporations 

The oil and gas EgrP is defined by the Standard Industrial Classification (SIC) as follows 
(Pearce and RobhcmJ 997~34-1): "This industry is made up of estabhshments primarily 



engaged in o p t i n g  oil and gas field properties. Such activities include exploration for 
nwle petroleum and natural gas; Qilling, completion, and eqpipving wells; -on of 
separators, emulsion breakecs, desalting equipment; and all other activities incident to 
making oil and gas rnarketabie up to the point o f  shipment from the producing p r o m -  

These two authors have identified the trends that iue driving the oil and gas E&P 
industry, these are (1997,~e~tion 534): 

a) continuing price instability in the last two decades the oil and gas industry 
experienced high iiutatdity- After hovering near $3 a barrel for decades, it rose to a 
peak of over $30/bbl in early 1981. Msny fmors ;tffect price instability such as 
production level with OPEC countries and improvement of market information 
concerning petroleum stocks, production quotas, and world and industry events 

b) restructuring of natural gas market: matunti gas markets bave been improved, gas 
prices rose and LNG (Liquefied natural gas) moved to intemationaL markets 

c) increasing env ironmd regulatory requirements: environmental regulatory 
requirements for the hydrocarbon sector have been strengthened around the world 
More emr i ronmd regulatory laws and bodies bave appeared 

d) attractive international investment opportunities: political stability, privatization and 
new policies to foreign direct investmm have attracted investment in Southeast 
Asia, Afi-ica, South America, and areas of the Middle East 

e )  growing role of technology development: new technologies are dowing producers to 
increase their recovery Factor &om the reservoirs doing, resulting in more attractive 
production practices. Only the largest companies in the industry possess the 
technological sophistication and h c i a l  murces to apply advanced technologies 
successllly 



Chapter 4: Lath America 

4.1 Introduction 

The sociaI, economic, and political environment in Latin American countries provides a 
different mework in which muhiaationd oil and gas corporations must operate- 
Recent changes relating to these issues, that will influence in the way how multinatiomls 
do business, were identifed by Meratme review, interviews in Latin hex ican  countries 
and personal experience. These are: 

I .  transitions from dictatorships to demomitic governments 
2. structural reforms of petroleum markets (pcivatization) 
3. tendency to strengthen environmd management practices 
4. cultural differences affecting MNCs 
5. globalization 
6.  foreign direct investment 
7. economic changes affecting MNCs 

In order to have a better understanding of these changes, the following section wilL 
provide a very brief description of each of the points rnemtioned above. The Oil & Gas 
Journal (1997:37) states "Multinatiod petroleum companies in South America are 
gradually sculpting a new paradigm of how to operate in a rain forest with utmost r e p ~ d  
for its indigenous people and environmental resources7'- 

4.2 Latin America Situation 

The Latin American region is made up of South America, Mexico, Central America, and 
part of the Caribbean. Spanish and Portuguese colonies in Central and Soutb America 
became independent during the first half of the L9th century- Independent nations plus 
some colonies and other political units in Latin America have special ties with the United 
States, Great Britain, France, or The Netherlands- 

4.2.1 Transitions from Dictatorship to Democratic Governments 

Dictatorships have been common in Latin America They include the 
didatorships ofMae1 Leanidas TmjSlo Molina in the Dominican Republic fiom 



1930 to 1% 1. The Somoza dynasty in Nicaragua 6wn 1937 to 1979, Juan Peron 
in Argentina from 1946 to 1955. Alfkdo Str-er in Paraguay fim 1954 to 
1989, and Fidel Castro in Cuba from 1959 to the present Among the many earlier 
dictators were Po&o Diaz of Mexico fiom 1876 to 191 1 and Juan Vicente 
Gomez of Venezuela h m  1908 to 1935. 

Political instability continued into the 20th century, with revolutions occurring in 
Mexico in 191 1, Bolivia in 1952, Cuba in 1959, Chile in 1973, and Nicaragua in 
1979. In the late 1970s civil wm broke out in El Salvador between the right-wing 
mititacy and left-wing guerc'IIas; fighting coatinued into the 1990s. At the same 
time, Mexico, Costa Rica, Venezuela, and Colombia moved towa~d demomitic 
governments- Autocratic governments led by military regimes were commoa In 
elections in 1990, Nicaragua's Mam'*st Saodim'sta regime was replaced by a 
coalition government General Augusto h o c h e t  of Chile was the last of South 
America's miWq dictaton to be rplaced by a democratically elected president 
in 1990. 

In 1987 President Oscar Arias Sanchez of Costa Rica authored a regional peace 
plan that called for a cease-fire in Central America- In addition to Arias the 
agreement was signed by the presidents of Nicaragua, Guatemala, Honduras, and 
El Salvador. The five presidents met again in August 1989 to sign an accord to 
disband Nicaragua's contra rebels. The contras surrendered their anas to 
Nicaragua's new president, Violeta Barrios de Chamom, in June 1990. 

In the 1990s, Latin American countries have been carrying out democratic 
elections. In Penj., Alberta Fujimori was elected in 1990 and reelected in 1995, in 
Ecuador, Dm& Ball& was elected in 1W4 and Jamil Mahuad in 1998, in 
Colombia, Emesto Samper was elected in 1994 and An& Pastrana in 1998, [n 

Argentina, Raa AUbasin was elected in 1981 and Calos Menem in 1989. 
Elections were also carried out in Chile, Venezuela, Bolivia, Brasil, Uruguay and 
Paraguay (Onl'm: httpY/~-l~ergy.org/ladnam~dst~ry~htm: Sep/lu98). 

Dictatorial governments were in most cases associated with nationalization of 
multinational cmporations, ,in P 6  General Velasco in 1968 naticmalized the 
International Petroleum Company, in Cuba, Fidel Castro in 1959, natiooalized 
American companies. The was an increase in nationabtion from the late 1960s 



up to the late 1970s when the general trend was reversed (Andersoa,l991:15). It 
is widely believedthat internat id  capital flows may be impeded or distorted by 
the behavior of capital-importing countries (Andersun, 199 1:9 1). 

4.2.2 Structural Reforms of Petroleum Markets 

Tbe most recent changes have occurred in policy developmeat, oil markets have 
evolved s i g d i d y ,  and s t r u m  reforms ofpetroleum markets have become a 
critical compownt of macroeconomic Lii iza t ion  policies. The rote of the 
govefmnent in the petro1eum sector is being redethed, and markets are being 
deregulated (i-e. state interventions such as special. treatment of stated-owned oil 
companies, pri-ce controls, and restrictions on trade are being removed, and 
monopolies are being broken up). Itlcreasingly, the private sector is participating 
in more competitive petroleum markets. The following examples outlines recent 
changes in Latin America ( b n p Y ~ w o d d b a n k o t s / h t m ~ ~ e n ~ f a ~ o t d a ~ - h d :  
Octmf98): 

Price Liberalization in Honduras 

'The price liberalization taking place in Honduras, an oil-importing country close 
to a large oil market, provides -ghts into the typical stages of a deregulation 
process. After a 6rst phase in which procurement was opened to competition that 
hougtrt the closure of the Texaco refinery, the government introduced a price 
formula reflecting import parity values a d  generous margins for terminal and 
retail operators. Hence, in the last three years, investments in terminals have risen 
to US$30 million, and today this mall market (18,000 bmeIdday) has four 
importen. Honduras now hces the difficulties of establishing a minimal 
regulatory h e w o r k  and a skilled agency to move ahead toward fhll market 
deregulationy7. 

Refonn of the Petroleum Market in Chile 

"Chile provides an excellent example of the separation of policy and regulatory 
responsiiilities into different government agencies and of the elimination of 
barriers to competition Empresa Nacioaal Admhktradora del Petroleo (ENAP) 
continues to own all the redimzries and most of the common storage f d t i e s  but 



operates them on a comm-a1 basis- Since the mid -t970s, bamks to the 
downstream segment have been abolished, and fd - t i e s  have been nm by 
qualified operatofs with open access under nondlscrirninatocy rules". 

4.2.3 Tendency to Strengthen Enviro~mental Maugement Practices 

Latin American countries are in the process of implementing, strengthening 
and/or improving their environmd management practices- Colombia and Peru 
are two examples: they have signed a five year cooperation program with the 
Canadian Intmond Development Agency (CIDA) to improve their 
environmental management practices (strengthening institutions and 
environmental regutations) in the hydrocarbon sector. The procpss of 
strengthening envIronmenta1 management practices is being encouraged by 
international agreements such as Rio 92, Plan of Action for the Sustainable 
Development of the Americas and international institutions such as Wodd Bank 
and Xnter-American Development Bank 

tn 1993, the WorId Bank began to convert its Operatiortal Directives (ODs) into a 
new system of Operational Policies (OPs), Bank P r d e s  (BPS), and Good 
hctices (GPs). The current environmental and social statements are ( m e :  

http ~/~-esd.woridbankor~esd/env/envmat/vo12fP6flegdegaIhtm: Octl0 1/98); 

OD 4.0 1 Environmental Assessment (to be issued as OP/BP/GP 4.0 1) 
OP/BP/GP 4.02 Environmental Action PIms 
OP 4.09 Pest Management 
OP 4.07 Water Resources Management 
OD 4.20 Indigenous Peoples (to be issued as OP/BP/Ge 4.10) 
OD 4.30 Involuntary Resettlement (to be issued as OP/BP/GP 4.12) 
OP/GP 4.36 Forestcy 
OD 9.01 Procedures for [nvestment Operations under the Global Environment 
Facility (to be issued as OP/ BP 1020) 
OPBP 10.21 Investment Openations Financed by the Multilateral Fund of the 
Montreal Protocol 
OP/BP 4-04 Natural Habitats 
Operational Policy Note 11-03 Management of Cultural Property in Bank- 
Financed Rejects (to be issued as GP 4.1 1 Cultural Property) 



The Inter-American Development Bank has stated that t̂he new &vetopent 
model of "good govemancen emp- the role of the competitive markets, 
government responsi'fiility to manage the state, including eaviroumentd 
protection, and the importance of civii society @rivate rights and individual 
initiative). h the area of  environmental protection, the specific themes arising 
fiom the good governance model me economic incentives for environmental 
management, and citizen participation" (Wkte http-J/wtvw.iadb.org(MeveU .din? 

par--70: Oct/20/98). 

[n this context of growing strength of environmental management within Latin 
American countries, companies must be prepared- Little has stated that 
"companies and investors interested m pursuing petroleum ventures in south 
countries of Latin America, will need to do so with an understanding that 
growing environmental concerns and increased regulations have become critical 
factors @ i g  the fmiility of those ventures" He also added that "petroleum 
companies entering business ventures in South America need sufficient resources 
and flexiiility to satisfy the growing regulatory h e w o r k  within which they 
operate" (Little, 1996: 1). 

4.2.4 C1dtara1 Daftreaces Affecting MNCs 

The people of Latin America reflect a variety of ethnic heritages. Intermarriage 
among indigenous peopIe, whites, and blacks has created unique blends of culture 
in the region. Traditions inherited fiom indigenous peopIe, black slaves, and 
white immigrants have contributed to a rich regional culture. Music, arts, foods, 
religion, architectme, and language all reflect the contri'butions of American, 
African, and Eumpean heritage- 

Today, most of the people of Latin America speak Spanish or Portuguese, and a 
smaller number speak English, French, or Dutch Spanish is the officiat language 
of most Latin American nations, and Portuguese is the state tongue of Brazil, the 
largest country. Between 20 and 25 million indigenous people in Latin America 
continue to speak in their native tongues. The main language groups remaining 
today include the Quechua and Aymara of Ecuador, Peni and Bolivia, the 
Chiibcha of Colombia, the Mam and Quiche of Guatemala, the Nahuatl of central 
Mexico, and the MBya of the Yucatam Perii has recognized two official 
languages: Sm*sh and Qwchua 



Indigenous people a d  mix& indigenous and white populations tend to be 
concentrated in tropical highlaads of South Am&ca (where most oil opedons 
are 1ocated, such as in Ecuador, Colombia and Peni)% Central America, and 
Mexico. Large numbers of blacks live in northeastern Brad, and around the 
Canibean Southern South America serves as the homeland of European peoples 
who are primarily of Portuguese, Spanis& German or Italian origin. 

The differences m culture within Latin American population must to be taken into 
account by multinational c ~ ~ o n s  to design their strategic enviromnental 
management plan. Loizides and Khoury (1996q-4) stated that "a company needs 
to develop cross-cuIturaI sensitivity to be able to comm~cate e f f i ve ly  with its 
local partners and/or stakeholders, and that corporate responsi'bility policies 
should reflect not only local laws, but also local customs". It is also important '90 
respect local culture and preserve the core values that made the company 
successll elsewhere" they added 

The way in which companies operate and deal with 1oca.L communities in host 
Latin American codes will have great influence in their success. 'Developing 
a strong relationships with partners and government @es and commecahg 
in the language of the country are key factors to succeed Knowledge of a 
country's language will contniute to a stronger business relationship, bring 
foreign companies closer to both the customer and government officials and 
simplifjr the negotiation process. Learning the host country's language also 
demonstrates a level of commitment that may mean the difference between 
success and fdure" (Lemaire, 1 996: 3 1 ). 

4.2.5 Globalization 

The globalization trends and the reforms being taken by Latin America countries 
within the economic context assigns high priority to the h i o n  and/or 
privatization of public utilities to create new sa.gs/investment strategies based 
on the relatively more stabIe nature of income flows fiom energy activities. A 
study carried out by the Economic Commission for Latin America and the 
Cari'bbean (E~LAc), (Online: bnp-J/www/wwws1rc.~1/CeIade-Espfd~I905/ii/iibhtm: Sep/24/98) 

has shown that many countries, in response to globakation, have been taking 
actions such as: 



Liberalization and deregdation of the economy 
opening up ofnationai economies to f e g n  trade 
Lr~lization of domestic financial markets 
and downplaying of the role of the State, m-cdarly by privatizing public 
corporations, including utilities, and working towards balancing the budget 

Another study perfomred by the same organization (dine.- httpY/www.eclac.cV 

eoglish/sasicTnds/Linkages.~k 0ct/05/98), pointed out that the intemtionaI scenario 
has been presenting new chdenges and opportunities for Latin America for the 
following reasons: 

slower growth in the industrialized economies in comparison with previous 

decades 
stronger trends towards globalization and technological change 
realignment of the major markets, with many developing countries seeking to 
improve their linkages with international markets 
an impressive expansion of international capital mobility and the creation of 
mechanisms to hcilitate this expansion 

The effects of globalization in environmental management in Latin America is 
becoming an important issue, in both governments and industries* Products from 
Latin America are encountering C%aniers" to gain markets in developed countries. 
An study carried out by ECLAC in 1997 outlines the obstacles placed by the U.S. 
on trade. The study rnemtims c60bstaclesn such as standards, testing, labeling and 
certification, it says "exporting to the United States is a daunting task, it is 
estimated that more than 44,000 federal, state and local authorities edorce 
89,000 standards for products within their j~sdictiom. Phytosauitary regdations 
for fMt and vegetables "pose numerous difficulties" for the region's exports. 
Gaining access to the US. market is a cumbersome and costly process that can 
take years" (Online: httpYfwww.eclac-cVespanoV~cias/~0muru*C8dos/b~.h: 0ct/28/98). 

Worldwide, it is also clear that economic and political strategies of globalization 
are improving enviroxunenta3 management @ces (Bragd, Bridge, Hond and 
Jose, 1998:188), such as: 



globalization of investment leads to the tcmsfier of cleaner technologies and 
bestbestpractice management @ces as iirms invest in statedthe-art 
equipment at greenfield sites or in retrofitting and modemking existing plant 
market demand for bigh-value, nahwl products in the industrialkd 
economies can promote investment in organic or enviromentally sensitive 
production in the developing world 
the emergence of internatioaal environmental standards - such as the IS0 
14000 series, together with ~e~regulation through the adoption of vollmtary 
codes of corporate respmi'bility demeases the possibility of adopting 
difEerent standards of enviro~llental pdorance  fiom one part of the world 
to the next, 
the emergence of environmental conditions attached to credit and insurance, 
investor wncem about environmental and soclSOClaI liability and end-use 
consumer pressure is raising the threshold of acceptable enviromnenW 
performance wo~idwide. 
the globalization of environmental awareness and the professioualization of 
environmental advocacy has increased the iduence of stakeholdem, the range 
of interests they represent and the geographiical scale at which these interests 
are expressed Telecommunication technologies have made it imposs1iIe to 
hide poor performance and have confirmed the importance of pursuing a 

global stradegy of best practice- 

The effect of globalization will also affect Latin American countries' 
environmental practices, since their products will need to meet worldwide 
environmental standards and requirements. 

4.2.6 Foreign Investment 

At the beginning of the Mexican economic crisis early 1995, there was a high 
likelihood tbat flows of private foreign capital to Latin America would s&. 
The difficulty for Mexico was to meet its commitments on short-term debt 
instruments (amounting to just over USS30 billion). As  a dt, foreign capital 
did flow rapidly out of a number of Latin American countries in response to 
investors8 anxiety, and inflows of private capital to the region did virtuaIly dry up 
as investors grew more wary- However, multilateral qprizatiotls acted rapidly 
granting Mexiw compensatory capital to meet its short-term obligations. 



Latin American countries were able to move back into the htmmtional capital 
markets as of May 1995. It is important to note that capital flows into Latin 
America did not all react in the same way, only in Mexico did direct investment 
flows decrease in Chile, Ecuador, U~guay and El Salvador they 
dropped slightly and in Peru somewhat more sharply. In the remaining countries 
of Latin America, direct investment actually i n c r m  thus mamtamm . - -  

g the rate 
it had kept up since 1991. 

Studies performed by the IntemationaI Monetary Fund show that during the f 990s 
there bas been a h a t i c  shift in the geographical dlstniutlon of annual flows of 
FDL worldwide that bas brought about an increase in the developing countries' 
share- This change can be attn'buted to the gradual decline of investment in the 
industrialized countries between 1990 and 1994 and the explosive expansion in 
investment in developing commies. This greater relative dispersal of FDI flows 
within Latin America was a result of a strengthening of the position of Chile, 
Colombia and, above all, Peru. FDI trends in Bolivia and Ecuador had less 
impact on aggregate totals, but were highly sigaificant for the domestic 
economies of those countries. The principal change that bas come about with 
respect to the origin of the R ) L  in the region consists in its greater div&cation 
based on the following (Online: http-J~~eclaclaccI/~h/Coverpag~eSt,html: 

Nov/03/98): 

the emergence ofCanada as a source of FDt in some countries of the region; 
the relative weakening of the position of the United States as the colmtry of 
origin of FDI for a number ofcountries ofthe region; 
the increase in investment flows fiom the European Union and fiom new 
sources ofFDI within the region; and 
the declining importance of the geographic location of the host country as a 
competitive advantage- 

There have a h  been beenportant changes within the region with respect to the 
sectoral allocation of FDI. h the 1980s, a number of Latin American 
Governments changed their attitude to FDI, in many wmtries restrictions that 
weighed heavily on the oil and mining activities were removed, At the same 
time, the application of structural adjustment program Led to privatization of 
public utility companies. 



A I996 report of ECLAC on Foreign Imestmmt h Latin America And m e  
Caribbean (Ooline: bt tpYfwww.ecIacacc l / en~sh iCoverpag~~:  Nov/03/98) states that 
in recent years, foreign capital inflows into the region have continued to play an 
important role in programs to privatize public enterprisesses The role of foreign 
investment in the privatkafion of State -ses is not the same throughout the 
region. In Argentha, Bolivia, Cuba. Ecuador, Paam& Per& and Uruguay, 
foreign investors accounted for over 60% of total income from pivatkition 
between 1993 and 1995. On the other hand, in Chile, Colombia and Paraguay, the 
percentage varied between 40% and 60%, while in Bras Mexico, Nicaragua and 
VenezneIa, it was I e s s  than 40%- 

Trade liberalization, deregulation of economic activity, the privatization of 
public-sector production units and much more care11 management of the main 
macro-economic -gates are causing profound changes in the behavior of the 
Latin American economies. A more competitive climate is gradually spreading 
through the commes of the region as companies, markets and institutions adapt 
to a new micro- and macro-ecmomic scene (Online: Intp://www.ectac.cI/enfish/ 

CepaIReview/ao/ Changes. WI Ocvt 5/98). 

Foreign Investment in Latin America is also bringing sound practices of 
environmental management Corporations currently operating in Latin America 
are being encouraged by competitive forces, public concerns, ENGO'S, banks, 
and insurers to implement strategic environmental management (see Driving 
Forces, Chapter 2). 

4.2.7 Economic Changes Affecting MNCs 

Most of the nations of Latin America depend highly on income earned from 
exports. Until about L960, these countries relied on the export of products for 
most of their foreign income. During the 1970s and early 1980s, Mexico and 
Brazil made the most rapid strides toward industriabation, especially in the 
diversification of their export trade. Both nations have become exporters of 
automobiles, and Brazil now exports aluminum and iroa and steel products to the 
United States Since 1973, shlrp increases in the pice of petroleum have slowed 
economic progress in Latin America, particularly among the oil-poor nations. In 
the early 19805 the unstable price of petroleum, and a worldwide recessim 
created financial crises even In the oil-rich nations of Venezuela and Mexico. 



Over the centuries, income the export of a succession of agricultmd 
products has supported the economic deveIapment of Latin American nations. 
However, governments have become increasingly aware of the need to diversify 
exports and, where possible, to convert raw wmmmes into hisbed products. 
Mining is another important source of income for many nations- The export of 
copper fiom Chile, tin from Bolivia, and copper, zinc, and lead fiom Peru have 
made the southem Andes one of the world's richest sources of minerals. Mexico 
also produces these minerals, but the country is increasingly comerthg them into 
finished products. 

Manukturing has become one of the most -dly growing economic activities 
in Latin her ica ,  governments are urging that raw materials not be exported but 
be converted into hished products for sate abroad- This trend started in Mexico, 
but it has spread to Argentina, Chile, Venezuela, and other nations. Brazil and 
Mexico are the only Latin Amm-can nations that earn more from manufkcturing 
than from agricdture or mining. 

4.3 Latin America and Sustaiaabk Development 

The implementation of sustainable development programs is being encouraged by 
international agreements (e-g Agenda 21), international Mtutiom (e-g. United Nations, 
World Bank). 

4.3.1 Definition 

According a well recognized definition of sustaiiIe development ('Brundtland 
Comrntmrntssion", 1987) the first requirement for sustainability is the generation of 
goods and services (economic growth) for the population as a whole (social 
equity) and they must be managed to guarantee that the seeds of future 
generations are met The Program of Actlon adopted at the htermtiod 
Conference on Population and Development points out that in order to achieve 
sustainable development it is important that the re@*onship betweea populatioa, 
resources, tbe environment and deweIopment be properly managed. 



4.3.2 Approaches to Sustainable Development Practices 

After Rio 92, many international institutions, m - a t i o n s  and lending htitdons 
have been increasing and e n c o ~ g  comms and business around the world to 
implement sustainable development practices- Three examples of these are the 
Association of South East Asian Nations (MEAN), t&e United Nations: 
Commission on Sustainable Development WCSD), and countries of America as 
folIows: 

The Association of South East Asian Nations fASEAN) has provided the 
following rerrmmendations to govenrments to promote sustainable development 
practices within industries (Ontine: gop h a f  /g0p~unorg-70/OOfesc/cn 1711 996foi3.796- 

30.m: OC~/~O/%): 

adopt national strategies for suminable development; inciudhg national 
strategies to promate profjtabIe, sustainable business, prepared in dialogue 
with aU sectors of the community and back these by commitmeat at the 
highest level wead of Govermnent and Cabinet) 

promote round-table dialogues among industry and commerce and 
environmental and citizen groups, the scientific community and other major 
sectors so as to secure wide Public support for the --on& strategy 

adopt, on the basis of such dialogues, administrative measures and economic 
incentives that encourage corporate enviromedal excellence, while using 
and enforcing regulations where these are essential to deter the irresponsi'ble 
(including those engaged in a black market of banned substances) and 
avoiding perverse taxes that inhibit environmentd progress. Such insbuments 
and measures should be used consistently and the corporate sector should be 
sheltered against arbmary and short term changes in the operating 
environment 

in partnership with in-ona1 Mes including the World Business Council 
for Sustainable Development, facilitate the sharing of new and improved 
technologies with developing cormtries since the use of such technologies is 
likely to be essential for sustainable development at the global level 



* encourage the use of "alternative dispute resoIutionl* or other diaIogues as a 

co6t-effktive and wmtmctive way of resolving between business 
aod other sectors ofs0clSOClefy- 

The United Nations, Commission on Sustainable Development (UNCSD) 
provides the following recommendations to govem~~ents to promote sustainable 
development -ces within industries (0dh~1 gopba/gophr.u~0rg70/00fesc/cn17f 

1998/98-20-enr Oct/2U98): 

within a supportive Inmaatiod e n d m a  Gov-ents should create an 
enabling policy environment in order to encourage domestic private -se 
and economy-wide competitiveness through improvements in infirastruarne 
and educational, financial and legal imthutions; encourage research and 
developmeat; and f i d b  exports and the h ~ h t i o n  of domestic markets 

governments should wntiaue to promote the integration of enviromeutal and 
industrial policies, with emphasis on the preventive approach 

development strategies should encompass official development assistance and 
should include the effective use of all possible means of promoting 
sustainable development and the f m t i m  of private investment, trade, 
technology transfer, and  on of science and technology, tailored to the 
specific conditions and needs of each cowthy 

governments in developed countries should encourage foreign direct 
investment to assist developing co-es and economies in transition in their 
development in a way friendly to the m.ooment  and supportive of 
sustainable development 

there is a need for making existing subsidies more transparent in order to 
increase public awareness of their actual economic, social and environmental 
impacts, and for reforming or, where appropriate, removing them 

goveraments should encourage the impIemeritation of environmental 
management systems. kt order to widely dissembte enviroamental 
managemha concepts in small and medium-sized enfeqmh, especially in 



developiug countriess the imtrummts and methods of enviromd 
management have to be adapted to their qex5f5c capacities and nee& making 
them easier tu apply and less costly 

-a1 objectives should be an integral part of mshinabIe development, and 
the overriding social policy challenge for Government and industry is to 
promote the positive impacts of industrial activities on social development, 
while limiting or eliminating the negative impacts 

governments, where appropriate, shohopl cooperate with industry, trade unions 
and other concerned orphtions of civil society in expading, strengthening 
and ensuring the smtaimbility of social seclnity schemes 

attention should be given to studies that propose to improve the efficiency of 
resource use, including consideration of a teafold improvement ia resource 
productivity in industrialized countries in the long term and a possible 
fodold increase in resource productivity in industrialized countries in the 
next two or three decades 

the concept of ecoefficiency should not be a substitute for changes in the 
uasustaiaable lifestyles of consma,  and the pursuit of euxfficiency also 
requires enhanced efforts to assist deveIoping countries in their efforts to 
promote sustainable consumption and production patterns, by improving 
access to financial resources and envin,nmentaUy sound technologies 

governments should continue to encourage voluntary initiatives by Endustcy, in 
both the formal and informal sectors, including voluntary and eansparent 
codes of conduct, charters and codes of good practice, and the conclusion of 
voluntary agreements 

in order to strengthen domestic technological cqmbiiities, it is useful for 
Governments to develop a national science and technology strategy and to 
support capacity-building to promote partnerships with industry 

technology mmder and -*on and the development of human and 
institutional capacities to adapf absorb and disseminate technologies and to 



generate technical knowIedge and innovatiom are pert of the same process 
aod must be given e q d  kportance 

The States and Govenunents of the Americas convinced of the urgent need to 
advance toward -1e development by strengthening social awareness, with 
a broad vision that promotes public pPrticipatioa, integration, hemispheric 
coopaation, eqaitY, and social justice, with +a1 emphasis on women, children, 
and vulnerable groups, committed to implement the first Plan of Action for the 
Sustainable Development of the Americas, based on the principles of the 
Declaration of- Cnrt de la Siena, which are (summarized): 

eqyitabIe economic growth.- Implement effective and ongoing measures to 

ensure that the international economic and fhancid system supports the 
growth of local economies and their sustainable development with a view to 
establishing greater social justice for all people 

socl-al dimensi013s~- There is an urgent need to intensify efforts to reduce the 
poverty and marginalization which broadly affect the societies, and especially 
women and chitdren 

a hedthy environment- PIanaing and decision-making for sustainable 
development require understanding and integrating environmental 
considerations, as well as social and economic fktors 

public participation- Promote o p p o ~ e s  for the expression of ideas and 
the exchange of infomation and traditional knowledge on sllstaiaable 
development b-eetl groups, orpnizi!ious, business, and individuals, 
including indigenous people, as well as for their effective participation in the 
fortnufation, adoption, and execution of decisions that affect their lives 

the environment rmd transfer of technology-- Efforts to promote the transfer 
of, and access to, appropriate techaology should continue- [n addition, 
national scientific and technological capcities must be strengthened and 
complemented with international c-on 



financing-- The strong support of interaatod orgmhati~fls and iinm5aL 
Mans is important 

strengthening of the legal fbmewotk- Romote the progress in i n ~ o n a l  
law and the reform and mdembtion of national laws Develop national 
mechanisms for effective enforcement ofapplicable i n ~ ~ o d  and natiod 
laws and provisions. 

Lending ~ o m i  such as the World Bank have been involved in many 
sustainable development projects in Labin American w d e s  as win be seen 
next. 

4.3.3 Examples of Sustainable Development Practices 

Latin Amm-can projects m which the World Bank idwas involved with to address 
sustainable deve10pment issues: 

Kev StakehoIders Invoivement(*) 
Ecuadoc hdigenous and Mo-Ecuadorian Development Project Indigenous 
organizations were invited to be part of a ConsuItative Board for project 
preparation The project has been prepared in a highly participatory fashion, 
incorporating components tbaf among other things, would strengthen grassroofs 

social organizations, including their cultural heritage, and both improve their 
access to land, water, and invesbnent resources as well as the legal k e w o r k  of 
indigenous peoples rights. 

Addressing Social and MtutionaI Concerns(*) 
The Latin America and Canibean social team is developing a Regional Urban 
Peace Program with a focus on the reduction of violence and its effects on poor 
communities; and is &ping a new initiative called the Peasant Enterprise 
Zones to address nnal violence reduction in Colombia Under its Indigenous 
Peoples Development Wative, LCR will also be providing new Lending in 
Argentina, Bolivia, Guatemala, Mexico, and Penr 



Communi~-on for DeveIomnent 
Information and knowledge are essentid to improve the productivity of smaU 
Eumers in Latin America An FA0 regionat project fbauced by the Govenunent 
of Italy (July 1993-December 1996) has created national capacity in nnal 
connndcation in tbur countries (Bolivia, BraziI, Nic- and Chile) in 
addition to providing assistance to a number of ather couutries in the region 
(Mexico, Argentina, Costa Rica, Honduras, etc.) The main objective has been to 
train national staff in tbe production and use of communicadion methods and 
media to promote the participation and tmining of small i hners  and their 
fdes- In Chile and Mexi-ix computer technoIogy is being applied to estabIish 
information network to provide agricultrnal producers and farmer associations 
with essential data on crops, inputs, prices, markets, weather conditions, available 
social services, credit Eacilities, etc. to enable them to compete in the new market 
economy. 

The communication staff txained by the project works with groups of fanners, 
with the entire farm familes, including women and youth The multimedia 
approach reinforces lezmhg, especially among illiterate rural populatiom. The 
cost effectveness, *quality, and outreach of the tnining activities have 
substantively improvd in addition, the pmject has not been working only with 
government i&om but with all the stakeho1ders involved in nrrat 
devdopment AAer three years, the project has developed national capcity in 
four countries, and received requests and provided assistance to many more 
(Argentina, Costa Rica, Honduras, Mexico, etc.). The major beneficiaries are 
subsistence ikmers and their bil ies.  Government agencies, NGOs, 
municipalities and farmer associations now have communication systems, 
methodologies, aad tools to disseminate information and trandier kno\vIedge and 
skiils on a wide scale. ( h t t p d l ~ ~ ~ d  WOfidbank~~ion/~CASESO22shtm#A170,  
OctLW98). 

The concept and apptication of fllstainable development has become very 
important to Latin American co-es dealing with social, economic aod 
environmentaL problems- h this context, multinational copratious who plan to 
operate in Latin America will have to adjust their environment management 
practices to the same standards they exercise in developed countries, or even 
more, because they will have to take into consideration uther sensiile 



environmental issues such as operating in the rain foresf surrounding indigenous 
communities and sometimes being affected by g u d a s  a d  anned po&.icaf 
groups such as in the Colombian case- 

4.4 Environmental Management in Latin America 

Countries like Colombia and Peru are cmntiy in the process of improving their 
environmental management in the hydrmubn sector (i-e. strengthening kthtions, 
improving environmental laws). Other industries are being encurtraged by btenmionaf 
trade agreements to implement or improve environmental 

4.4.1 Envuoamental Management in the Hydrocarbon Sector 

An study carried out by the Inter-American Development Bank in 1991 shows 
that most Latin American countries are organized as centralist nations in which 
the legislative, executive and judicial powers are practiced by separate bodies. 
The presidential system is the most common Wrn in Latin America, the 
executive powers are administrated by tbe President of the Republic, who is 
responsible for m t i d  public administration, and therefore, the incorporation of 
environmental management into public administration is led by the President. 

Parallel to the centralized administdon system, there is a 1d system of 
government based on mmicipdities, which are independent institutions 
responsible for local interest and have their own acbiitistration Some countries 
have created intermediate bodies between central and municipal bodies in an 
attempt to decentraize the political and administrative system. There arp a few 
countries organized as federations (Argentina, Brad, Mexico and Venezuela), in 
these countries the central and municipal governments are also established, but a .  
additional federal government power is exercised 

Enviromental management is concentrated in centralized administrations and 
divided into specific sectors that are part of these administratious (i-e. ministries 
or departments of environment). The study also shows that -strati\re systems 
for environmentat management in Latin American countries are organized around 
three principles (Braiies, 199 1 50-55): 



a certain degree ofdecentraLintiou 
a certain d e p e  of -Sect-- and 
a certain degree ofpublic @cipation 

* .  - .  The degree of c m t d m t ~ o n  or decentdumon of envircmmd management is 
determined by the number and importance of the envimmeutal responsiibW-es 
that are to national and local govemxnents, and to intermediate bodt-es. 
The degree of sectordizatiou and !rans-sxtocahation of envin,nxnd 
management is determined to a the greater or lesser extent by which 
envinmmental respomibfies are divided among the d i fkmj t  govetnment 
M e s  at any given level. Public participation in axviron.m@ management is 
determined by the way in which citizens can share in a the governments' 
activities and decisions to protect the environment- 

Latin American countries have adopted a different perspective for addressing 
environmental management- The same study carried out by the Inter-American 
Bank (199 1) bas illustrated the different models adopted by these countries, these 
are: 

strengthening a preexisting judicial-administrative structure (i-e. a ministry of 
health or a ministry of agriculture) 
creating a special judicial-administrative structure (i-e. a ministry or an ad hoc 
environmental agency) 
establishing a coordinating body (i-e- an inter-ministerid committee) 
a combination of the Merent models (i-e. strengthening or establishing a 

j u d i c i d ~ ~ v e  stmctme, accompanied by the ccreation of an inter- 
ministerial committee) 

GeneraUy> environmental respotlsl'bilities in Latin American countries are divided 
into the following sectm: protection of renewable and nomenewabie nahwl 
resources, management of the urban&d environment, and environmental 
sanitation Cmtr01 over renewable and nonrenewable nanwl resources in general 
is entrusted to: 

ministries or depertments of agricultum, for activities related to land, wildlife, 
and continental waters 



ministries or departments of fisheries for activities related to fishery 
ministries or departments mining energy or fossil WS for activities related 
to the wbole process of these activities 

Management of the urbized environment is generally considered a local issue, 
and therefore the respomi'bilay of Local pvemmmts such as m m i c i ~ - e s .  
However there has been a trend to centraIize this respom'bility in ministries or 
departments of urban affairr. Environmental sanitation is still a responsibility of 
ministries or departments of public health =stries frequently bave 
subordinate bodies. It is also important to note that in many countries, the 
president of the republic has technical or achisory bodies that play a significant 
role in environmental managexnent 

The implementation of environmental management within govenuna and 
industries in Latin America is becoming more evident The incorporation of 
environmental management into government functions had begun with some 
measures taken by the centdkd administmtiom such as protection of certain 
n a d  resources and control of the negative environmental effects of certain 
activities. 

4.4.2 Environmental Regulations in the Hydrocarbon Sector 

Environmentid regulations in Latin American countries are characterized by 
overlapping authority and frequent regulatory changes (Little, 1996.3): 

* Overlapping Authority: in some codes, such as Brazil, Colombia, and 
Argentina, a combination of regional, state, and municipal agencies may have 
authority over enviroxxmental protection reqyirements that overlap with or add 
to the level of regulatory by federal environmental or energy agencies. In 
others, such as Ecuador, national ecological institutes have specif5c 
environmental regulatory authority in addition to that exercised by the 
principal environmental agency 

Frequent Regulatory Changes Turnovers in presidential admioistratious often 
redt  not only in a wrresponding change in those who hold key minim 
positions but also in changes in the structure ofministries 



The environmental laws and regulations in south countries of Latin America vary 
greatly by level of detail, reqyiremeuts for approval, and authorities 
Considering the application of these laws and mguhticms some common 
characteristics are @ittIe,I9%:4): 

not well defined m terms of what must be done to achieve compliance 
evolving m terms of how they are understood and applied by government 
officials 
sometimes appiied on the basis of a doubte standard, holding htcmatiottal 
industries to mare stringent --om and mme advanced en.-- 
management practices thanIocaI industries 
applicable across the spestmm of oil and gas activities, fiom exploration 
through refining transportation, and marketing 
generally less advanced for offshore that for on-shore operations 

enforced incoasistentIy 

Lucas (Coence,L998) bas identified three areas as "emerging issues'' in which 
Latin American w-es are putting specid attention for the development andor 
strengthening of their mvimnmmtal legal mework, these are: 

natural areas: parks reserves 
wide choose for ecoaomic instruments 
transparency in public participation 



Chapter 5: Environmental Management Model 

5.1 Introduction 

Much of the underlying philosophy for -on of environmental management in 
public and private m ~ - o n s  bas been derived fiom the concept of sustainable 
development (Mortemen,1998:24)- [n 1987, the Bnmdtland Report Our Common F-e 
identified the iutercomectiom between economic growth and the environment and 
suggested that in order to keep an economic growth, a better tnanagement of the earth's 
natrnal resources would be required. The principles of sustainable development 
(Appendix A) have been adopted by some governments and industn-es. The regulatory 
framework for environmental protection has responded equally, a shift fiom a reactive to 
a proactive approach to enviromental protection has emerged (Mortensen, 1998:26). 

The increasing requirement to improve the emironmental performance and to interne 
the environmental issues into management decisions, has resulted in the development 
and implementation of wide range of environmental management tools such as 
environmental audits, EM, and cost-benetit analysis, among others mentioned in Chapter 
2. The development of formal environmental management systems and standards are 
based on the experience of using these earlier techniques. Formal environmental 
management systems are based in the management structure of an orgmktion 
(Mortensen, 1998:28)- 

The development of green strategies is under continuous improvement: "there bas 
undoubtedly been tangiile progess in improving env i ronmd performance witbin 
mdhnational corporations" (Bragd, Bridge, H o e  and Jose, 1998: 180). At the same 
time, new driving forces and barrim to the developem and implementation of 
environmental management systems (use of selected set of environmental management 
tools) are appearing as a r e d  of the glob-on, and because companies are investing 
in more sensitive environmental areas. Bragd, Bridge, Hond, and Jose have stated that 
there is increasing evidence that the "scene" m which firms and ather orgmimtions play 
their "ad'  of greening, is channgig"(l998:l84). The scene comprises the organizational 
field in which the organization operates (i-e. its task environment, market and direct 
stakeholders). 

Governments and industries have been designing and improving their environmental 
management strategies. The following section will provide some ccguideline~n 



recommended by associations, researches- industries and i n m o d  institutions for the 
development and implementation of strategic environmental management 

To develop a model of environrnentd management for Latin American countries and for 
oil and gas mdtinatioaals operating within within America, I will consider the following 
steps: 

a) current guidelines for the development and impternerrtation of strategic 

envirmental management issued by intermtima1 M o r n ,  researchers, and 
i n d m  associations 

b) develop a model for the development and implementation of strategic endmental 
management within Latin American commies 

c) develop a model br the development and implementation of strategic envimnmentai 
managwent within multinational oil & gas corporations operating in Latin America 

The models must take into account the driving forces and barriers explained in Chapter 2, 
these are: 

Environmenhl Driving Forces: 

1. Lending Institutions 
2. Regulatory Requirements 
3. Insurance Companies 
4. Demands of Susrainable Development 
5. Markets 
6. Stakeholders 
7. Voluntary Environmental Programs 
8. Investors 
9. Environmental Liability 
10. Environmental Non-Governmental Organidom 
1 1. hciustry Associations 
12. Public Concerns 
1 3. International Standards 
14. Internatiod Agreements 



Barriers to Environmeatrt Mnnrgement 

Iack of political and public awareness 
inadequate skills and pemonnel 
corporate/iostitutimal cultme 
lack of enforcement 
national 
lack ofrecognition ofthe need for an EMS 
avoidance of the &own 
multiple stakeholders with conflicting inkrests 

5.2 Current Models for the Development & Impkmcntation Of 
Strategic Environmental Management 

I have found the following seven models in the literature for the development and 
implementation strategic environmental management, these models are: 

Model A: Enterprise for the Enviranaent F4E) 
Model B: Environmental Protection Agency @PA) 
Model C: The Society of Management Accountants of Canada 
Model D: The Global 5 0 0 ~ i A S E A J S  
Model E: Enterpn-se for the Environment @4E) 
Model F: L.R Jones & John EL Baldwin 
Model G: Thompson & Thompson / Kirkland 

5.2.1 Model A: Enterprise for the Environment (E4E) 

In February 1998, the E4E released its final report entitle 'The Environmental 
Protection System in Transition: Toward a More Desirable Future'' aimed at 
building a broad, bipartisan agreement on improving the USA's environmd 
protection system. The report provides with a set of elements representing the 
common vision of the E4E mcipauts and with steps to begin improving 
environmental protection system (Hausker,l998:30-36), these are: 



Vision 
maintain k c  standards o f e n . t u n d  protection, and effixtively and 
efficiently prevent and umtroI threats to human health and the mvkoment; 
ensure tbat all environm-l laws a d  reguktions are fairly and consistently 
enforced; 
distribute cost and benefits M y ,  accounting for impacts on both present and 
fimne generations, and address disproportiunate impaas on any group in 
society, -ally low-income individualsy people of color, and other 
disadvaatage groups; 
set and pursue clearenviromd goals d milestones for the d o n ,  states, 

localities, and mbes, a d  use understandable inQ'catm to measrne progress; 
adapt and adjust policies, strategies, and systems based on ercperience and 
new information; 
generate* disseminate7 and rely on the best-awaiIabLe scientific and economic 
idormiition; 
offer flexibility of means coupled with clarity ofrespotl~liility, accountability 
for performance, and transparency of results; 
rely on a broad set of policy tools including: 

economi*~ incentives that are aligned with environmental goals, reward 
superior enviromnentaI p e r f i o ~ c e t  and stimulate technological 
innovation; 

a incentives for changes in individual behavior, and 
a disclosure of consistent and accurate source-level performance 

information- 
* place authority, respotl~~'biti.~ and accountabiIity at the appropriate Level of 

government; 
promote high levels of enviromnentai stewardship and continuous 
improvement in & o m d  performance-, and 
create decision processes that rneaninglidly involve af ikkd stakeholders and 
engage all citizens in protecting the environment. 

Steps for Implementations 
set goals, milestones, and reassessment; 
create an infonr&on-rich envhamental protection system; 
change the existing regalatory system toward the E4E vision; 
provide incentives for O ~ O C I S  and individuals to act in certain ways; 



describe the role ofthe government and the public; 
d&ne envi~anmental stewardship as an approach to managing the company 
that reflects an intend set ofvalues that takes into account society's concern 
for the environment; 

5.2.2 Model B: Environmental ProttCtioa Agency @PA) 

The Envirorrmental Protection Agency, has recognized that most states within the 
United States stand as competent enviromeutal managers, but the agency also 
recognize that theze is a continuous improvement process Under this concept, 
the State Capacity Task Force was created to invigorate EPA aud state efforts to 
enhance enviromam management capacity- The following me the 
recommendations provided by the Task Force to strength environmental 
management in the United States (EPA,1993) 

Framework and Policy 
establish a new &mework and policy for stateEPA relations emphasizing 
flexiiiIity, a mutually supportive working relations, and s h a d  responsibility 
for success- 
initiate a review of the current policy statement to intent of issuing a new 
concise statement to reflect the new frslmework, 
restructure program oversight practices. 
issue a new policy statemem on grant oversight to clearly define EPA's 

responsibiIities for managing and accounting for public h d s .  

Strategr0c Planning and Integration Priorities 
establish a joint process with each state to identie and & h e  clear 
environmental goals and to systematidly integrate federal and state 

priorities. 
regional administrators should meet with states within their jurisdictions to 
discuss regional priorities and state priorities, and agree on integrated federal 
and state priorities. 
States  should be active participants in EPKs long-term planning process and 
be included in setting its agenda, 
EPA should devise mechanisms to include states in setting goals and 
developing planning guidance- 



EPA and states should issue periodic public reports detaiLing state and k d e d  
&mmenta! goals, objectives gad and discussion progress 
implement collaborative projects to pnwote co-rrmagement of 
geographic projects. 
vigorously promote operated efficiency in all state/EPA programs- 

Mechanisms to bMutbnll izr State Capacity 
estabiish a centraL contact to guide and monitor state caprrcity efforts. 
form an EPA steering committee on state capacity to advise and cons& on 
EPA matfe2.s that affect states, 
convene a derence of states with the new A b i n i ~ m  to review this 
report, 
strengthen the StateIEPA Operations Committee. 
consult other advisory groups, such as the Emi~onmentaI Financial Advisory 
Board (EFAB) and the National Advisory Council for Environmental Policy 
and Technology (NACEPT). 
initiate a dialogue to manage the environment, researching critical issues, and 
improvement managetnerrf of environmental programs. 
significantly expand the exchange of EPA and state employees, through both 
individual assignments and team efforts. 

Building State Capability and Mana~meat Inhtructure 
w EPA's planning and budget processes to incorporate state capability 
support as a key investment priority. 
ensure state represnbtion and consideration of stated needs and priodies- 
seek to obtain maximum delegation of national programs. 
exercise maximum flexiiility in negotiating grant-assisted work plans- 
encourage the use of innovative approaches to improve the efficiency and 
effi-veness of state envlronmd programs. 
energize EPA's mvln,nmentaL training fimction to provide learning 
experiences for federal, state, and local employees. 
invest in a stateEPA integrated data and information port6olio. 
continue to provide codtation and assistance on enviromnental 
managerneat needs, risk assessmmt, information system managemenf and 
TQM 



imprement programs to i m p v e  the scientific and tech-cal capability of state 
and local penomel. 

Environmental Fiance 
state and local govemmeats with environmental management respomibilities 
should d-cally assess and challenge the hding mecbambamsms used for each 
component oftheir capital and operating budgets. 
expand the existing multi-media enviromnental finance program to develop 
strategies and approaches to assist state and local governments in financing 
and canyiag out their ~ o ~ e n t a l  mandates- 

Grants Administration 
establish a S t a W A  Grants Steering Committee to emure continuous 
improvements in grants management processes. 
continue research on alternative grant mechanisms and advocate new 
authorities for multi-media grants. 
seek more efficient grant award and management process by improving the 
integration of state and federal planning cycles. 

Legislative Action 
legislative initiatives that would make state-capacity building a primary 
mission of the Agency. 
articulate the current Limits and opportunities under the Administrative 
Procedure Act (APA) for including states in the rule-making process, and 
propose specific Legislative changes to the APA that would address EPA and 
state needs, 
offer guidelines on how EPA can currently work with the states under the 
FederaI Advisory Committee Act (FACA)- 
when EPA's basic statutes are reauthorized, seek amendments that chi@ the 
roles and responsiiilities of the states and EPA 

5.2.3 Model C: The Society of Management Accountants of Canada 

The Society of Management Accountants of Canada has proposed the following 
steps to implement Corporate Environmental Strategy within a company 
(Epstein, 1995:4-6): 



finaging ReguMocy Comphnce 
Organjzaticms acknowIedge the fbanciaf implidom of emik~f~lentd matters; 
they realize the posslbe risks, such as litigation and cleanup costs, associated 
with current practices; steps recommended in this stage arc 

ensuring top management commitment and support 

developing a corporate envircmmental policy statement 
preparing an environmental action program 
creating an emironmental management system; and 
establishing an environmental audit program 

Achieving Competitive Advantage 
Organhtions move fiom a commitment to comply with legal cequkments to a 
realization that they can gain a campetithe advantage by using resources more 
efficientlx steps recommended in this stage are: 

developing strategy for externa.1 & o m d  reporting 
designing productdprocesses that take environmental impact into account 
and 
integrating enviromentai impact Information into managing decisions 

Completing Environmental Integration 
Organizations have fully integrated environmental components into corporate We. 
Environmental issues, Iarge and small, are part of everyone's day-tcAq decision 
making, they recognize that longterm economic growth must be environmentally 
sustainable; steps recommended in this stage are: 

integrating environmental impact into performance evaluation systems 

generating revenue through recycling and "waste" management 
introducing and marketing " e c ~ c i e n t "  products/~ces; and 
integrating the priuciples of sustainable development 

5.2-4 Model D= The Global SOO/UNEP/ASEAN 

The Global 500 Forum and Golden Hope Plantations Berhad in collaboration with 
the Ministry of Science, Technology and the Envircmment, Malaysia and the 
United Nations Environment Programme (UNEP) organistxi the 1st Global 500 
Forum International Codereace called Towards Coprate Emironmental 



ErceIIence - ChaZImges md Opporftmitr'es in Asia-Pace The wnfmnce was 
held in conjmctim with the M a t i o n  of South East Asian Nations (ASEAN) 
from 17th to 20th October- 1995 in Kuala Lumpm, Malaysia (~lllinc: 

g0ph~Jg0pkuaorg:7O/Oo/esc/~1l7/1996/ofU%-30mr M0/98)- They have 
cecommended the f01Iowhg steps to develop and apply corporate policy for 
environmental excellence: 

Developing a Corporate Policy for Environmental E x c e h c e  
set out for a Company its g d s  of ercvhmeatal exceUmce as an integral part 
ofthe wider cotporae and mission; 
demonstrate firm commitmeLlf to these goals, perhaps by pr-g ~ q m y  
"Agenda 2 1s"; 
emphasize that ecoefficieacy is being pursued because it is profitable 
therefore economic and enviromental targets do not conflict and must be 
pursued together, 
accept key *ding principles such as the precautionary principle, the polluter 
pays principle (which is a no-subsidy, non- . - g principle) and above 
all, the accountability principle: accountability to shareholders and 
stakeholders for what the Company does; 
adopt the goals ofthe ICC Business Charter, the UNEP Bankers' Charter and 
the ASEAN business principles - or even better ones; 
set down practical measures for achieving environmental excellence within 
the Company, and also define how the Company will relate to the wider 
wmuniy; 
be tramprent regarding how the Company wil l  work to achieve its ends. 

Applying Environmentally Advantageous Operating Procedures 
motivating the entire enterprise 
s secure the involvement and commitment of the Board of Directom and the 

CEO, supported by all senior management; 
=, involve expat advi-sers as an E h v i r o n m d  Advisory Group or even as 

"non-executive environmeataI directorsw; 
a involve dl levels of the Company in formulating and implementing the 

corporate environmentaL strategy- If the work force as a whole is able to 
make an input, it wil l  feel a sense of ownership, will understand the plan 
better, and will implement it more energetically; 



ensure that the Company's schemes cover the whole subject of 
M c i e n c y  and environmental excehce. 

adoptingbest Practice 
= adopt and impfement best practice for minimizing the waste of  energy and 

raw materials, for optimum recycling and avoiding polluting discharges to 
the environment and the extetnalization of costs- How this can be done In 
a variefy of entmses has been illustrated by numerous case studies 
presented to the Conference-, 

a adopt detailed measures including 
0 Iife cycle assessment of products; 

0 e n v i r o m d  impact assessment (even ifnot required by law); 
0 completion of a check list of quantifiable targets against which 

progress can be monitored, giving an ' % . m m n e n t a l  Performance 
Index"; 

0 rigorous monitoring of discharges to, and impacts on the environment; 
0 monitoring of compliance with the provisions of the ICC Business 

Charter or other codes ofpractices, and with the relevant goals set out 
in the corpoate enviromnentaI strategy; 

0 promotion of research and development that allow introduction of 
practices that M e r  enhance environmental excellence; 

0 enter into dialogue with contractors and suppliers to ensure that they 
also adopt high emironmental standards- 

Repodng and accounting 
= produce a corporate environmental report designed to i d o m  and enthuse 

employees, i n f i  local comm&ties, educate the public, answer critics, 
3 and satisfy stakeholders, 6uancial bthtions and others that the 

Compsny is fully committed to environmental excellence; 
= ensure that this report includes quantitative data on the Company's 

performance in achieving (or fajling to achieve) its set targets. 

3 monitor the level of co-ent to environmental excellence in the 
Company and the acceptability of its envjr~~~lexrtal reports and 
perfiotmance to the local community, coasumm and others. 



Independent certification and Promotion 
=> Seek independent validation of corporate action and certification to ensure 

that products and processes indeed meet high environmental standards. 
Assess corporate env i romd management of the Company against IS0 
14000 and its various component elements, and work towards compliance; 
d * s t  the aid of expert conshuts to criticize and help improve the 
Company's envir0~euta.I reports, and consider the potential value of eco- 
counsellors in identifyiag unsuspected oppommites for improved 
enviro~11ental pertiomumce; 

a invoke all major stakeholders in dialogues about the Company's role and 
performances, targeting in particular: 
0 IocaIcoIILrn~es; 
0 consumers; 

0 &onIndgroUps; 
0 ~ c i a i i ~ t u t i o n s ~  
make the Company's envin,amental pediormance a positive feature in its 
promotion and marketing and urge that it to be recognized as a "green 
investment' by financial institutions. Adopt ecdabelliag voluntariLy; it 
should be a selling point 

5.2.5 Model E: Enterprise for the Environment W E )  

During the past decade, privrate companies have found increased pressures to 
improve their business and environmental performance- Business pressures such 
as marketplace competition, expanded pressure for stakeholder return, 
technological change, and management practices emphasizing quality 
improvement and cost reduction- In improving their environmental performance, 
companies have responded to driving forces such as public expectations for 
environmental quality improvements, more direct stakeholder monitoring of 
environmental performance, changing corporate values, and efforts to integrate 
M S  with business management (E4E, 1997). The E4E provided with the 
following recommendations to develop and implement strategic environmmtal 
management (Wine: httpd/www-csirorg/e4e/ yosieqxbtml: ~ov/01/98) . 



Key Factors of Success for Creating Sound Environmental Mknagement 

Achieving a %mdaqless" character to business and environmental 
management systems so that such issues as the coprate vision and 
performance measures are more c-stdy managed across mkrent levels 
of lmmagementactoss business units- 
Developing sumcards for key business and emiromnd management 
system element Scorecards help management track perfonnuice results, and 
they also enable stakeholders as varied as financial analysts and commdties 
to ver@ such results m ways that can sustain a company's long-term 
reputation and credibility- 
Managing envhmmentaI issues to contn'bute more directly to value- 
generating 0-011s and strategies so tbat the value of environmental 
activities is more clearly detllomtmted to business colleagues, shareholders 
and customers, 
Enhancing the personal and professionais skills of managers and employees to 

improve environmental performance, while upgrading the management 
system- 

* Expanding the diversity of stakeholder viewpoints and perspectives 
considered by management in m a b g  business and environmental 
management decisions. 

Best Practices for Transferring Excellence in Business to Environmental 
Management 

Setting goals: corporations should set goals in order to achieve excellence in 
practicing enviromental management 
Performance measures: placing an economic value upon specific 
environmental fimctions such as compIiance, due diligence reviews, and 
product life cycle analysis, broadening the application of economic value to 
environmental -es- 
Creating a core process focus to integrate business and environmental 
management Companies are devising an mcreasing number of methods for 
integrating their business and environmentat activities including 
environmental staff review of business plans; improving business- 
environmental accountability pmcesses; and reducing business and 



environmental cost by -ping business passes-  
Wilding and ~~g core competencies- Companies committed to 
performance exceknce seek to enhance the ski l l  levels oftheir persome1 and 
continually leam about and apply practices tbat produce superior 
performance- ExampIe of  some leading applidolls include: developkg and 
retaining m e  expertise as a business team, business unit or corporate asset; 
and rotating business managers to direct enviromnental hctions. 
Managing behavior to improve business and environmental performance such 
as incentives programs that apply to individaal employees and ckuifjr the 
consequences of failing to achieve ensbmnental Ms. 
rnstitutmg~dbackprocesses. 

5.2.6 Model F: L. R. Jones & John 8. Baldwin 

L. R Jones & John K Baldwin (1994) proposed six steps to achieve Corporate 
Environmental Excellence, these are: 

develop program organization, staffing, and resources; 
develop an environmental policy with 111 participation of corporate 
management; 
accomplish an environmental audit; 
develop and implementation program including strong technical, legal, aod 
educational programs; 
monitor, evaluate, and adjust the p r o m  an4 
monitor trends and support simi1a.r interests. 

5.2.7 Model G: Thompson & Thompson / Kirklaad 

Thompson and Kirkland (1999-la Press) have i d d e d  eight components that 
should be masidered to develop, impIement and opende a strategic 
environmental management within MNCs, these are: 

The fist of  driving forces 
Theoretica1 or f o d  emrimmental Mimaganent systems and standards, 
such as IS0 14000 



current@ces 
environmental management tools 
sCi&cW 
bzuriers 
identi@ actors & participants 
-tecUttrne 

This eight components are linked and interact with each other in the process of 
designing, implementing d opaating an emiromtld management system 
(Fig 5-1)- 

Kirkland and Thompson (1999Jn Press) also provide with strategies to overcome 
barriers to the imp~ementatian of EMS, these are: 

identify the environmental driving forces affecting the oqpization 
educate, train and communicate 
align the EMS with the organization 
phase-in the introduction of the EMS 
encourage employee acceptance ofthe EMS 
identi@ recpired resowces 
strare resources 
identify innovators and early adapters 

5.3 Strategic Environmental Management Model for Latin America 
Countries 

The model design for the development and implementation of ~rrategic en.nmental 
management will be based not only in the use or modification of previous models, but 
also in the considdon of politicaL, social, cultural and economic issues. Developing a 
W g i c  environmental model for Latin Amexican w h e s  will be more an art that a 
science, considering the new scenarios which it will be applied L consider that there is 
not a single model that can be used for all Latin Amm-can c o d e s ,  but this model can 
be adapted and modified according to specific colmtry requirements. 

To develop and implement strategic enviromentaI management, Latin American 
countries should consider the following steps: 



a) commit country's laws with enuiroumental protection 
b) express their conmdmmt to intemat-d agreements 
c)  establish and define the mle ofthe environmental otganization within the country 
d) select a set of environmenW management tools 
e) understand the impomce of hosting r n u l ~ o n a ~  corporations 

5.3.1 Commit Country's Laws with Environmental Protection 

The environmd concern must come from the top Level of the government 
commitm& the mmthtion andlor legisfation. They should address protection 
and management of the envimnment as a priority and essential for achieving 
n a t i d  goals. The respomiility for environmental protection and management 
shouid be Ied by the Eksident and the Ministers. The Canadian ofM&nagement 
Accountants stated that 'Cthe responsibw for setting environrnemkf policy rest 
with those with proprietary interest in the organiidon or their delegates" 
(Epstein, 19969). 

Traditionallyt governments have used command-and-con~ol regulations to 
achieve enviromnental objectives (Schmidheiq,l995:19). Ahhough there is a 
growing perception that "cormmud-and-controol" regulations have begun to reach 
its limits as environmental protection strategy (Muir,l998:1), they may be 
complemented by economic instruments and by self-regutation (voluntary 
actions) for an optimal mix to achieve the objectives of sustainable development 
(Schmidheiny, 199529). I agree with Nuevos Horizontes (EVDS 702,1997:44) 
when they mention that environmental regulations, combined with the use of 
economic instruments and voluntary programs, can effectively contn ie  to 
environmental protection. 

In the case of developing environmentd regulations, some of the following 
principles to promote innovation, resource productivity, and competitiveness 
proposed by Porter and Linde must be considered (Porter and Linde, 1995: 224): 

focus on outcomes, not technologies 
enact strict rather than lax regulation 
regdate as close to the a d  llser as practical7 while encouraging 

solutions 



employphase-iawods 
usemarket incentives 
harmonize or converge regulations in associated fieids 
make the reguiatary process more stable and predictable 
require industry participation in setting standards h m  the beginning 
develop strong technical capsbilites among regdaton 
minimize the time and resources consumed in the regulatory pmcess itself 

5.3.2 Express Their Commitment to International Agrcemtnts 

Prior to design of any strategic enVin,mnenM model, Latin American codes 
should expess their commitment to iatematiomd agreements- These international 
agreements provides with principles, guidelines and/or minimum environmental 
standads (i-e- Rio 92, Declaration of Santa Cruz de Ia Sierra, IS0 &es 
guidelines) as baseline to start developing a new model. Iatemational agreements 
such as Rio 92 and Declaration of SIinta Cruz de la Sierra (httpJ/coorcLrds.org.bo/ 
cb/eng/fdec-en-hd) provide with principles under which Latin America 
countries should paform to achieve sustainable development objectives. 

5.3.3 Establish and Define the Role of the Environmental 
Organhation 

The environmd o m o n  and structure is crucial to develop and implement 
sound environm- policies and practices. A study carried out by Linle (1996) 
has identified "overlapping authority" in addressing enviroumentaf issues among 
Latin American countries. The environmentaI stmctue and jurisdictions must be 
clearly defined to avoid overlapping hctions and therefore, delay in the 
administration processes (i-e. providing permits). If the country is structured as 
centralized govemment (ie- Perti, Chile, Ecuador, Bolivia), or as federation 
government (i-e. Argentina, Brasil, Mexico) that environmental structure should 
be well defined among government bodies in all levels (ie- provincial, regional, 
local). In general, it must be considered to: 

establish and define the role and fimctions oftbe ministries 
establish enviromneataf bodies in the government stmctme 



establish a Unk among environmental bodies for coordination, cooperation 
and avoid jed&*on and d m h i ~ * o n  problems. 

5.3.4 Select a Set ofEnvironment.l Management Tools 

To develop an envirorrmd management system that allows the cormtry to 
establish an effective way to regulate, register, control, manage, communicate, 
and follow up, appr-ate enviromnd management tools s h d d  be selected. 
At 1- the following List oftools should be selected- 

environmental management structure 

strategic e n v i r o m d  planning 
enviromnentalimpactassessmeIIt 
envimnrnental audit 
enviromnM reports 
environmental indicators 
product and technology assessments 
economic instruments 
education and training 
risk management 

There are other tools that can help the countty to improve its environmental 
performance, such as: 

life cycle assessment 
life cycle costing 
new Systems ofaccounting 

The strategies identified by W a n d  and Thompson (1999, In Ress) should be 
considered to implement a strategic EMS. 

5-3-5 Understand the Importance of Hosting Muitfbational 
Corporations 

Multinational corporations play an important role in the economies of Latin 
American c o d e s  as was explained in chapter 4. Foreign direct investment in 



the oil and gas sector is important considering the amount of money required to 
do high risk investment in very sensitive &omentaI areas. Fur this reason, 
Latin American counties should establish, develop and maintain good 
relationships with multinatid cqmmtions. It means that Latia American 
countries should coasider MNCs as partners for the development and 
implementation of national programs taking into account that MNCs have 
expertise and technology- Shanaa, Vredenburg and Westley (1994) provided an 
example of how MNCs can support programs in the Third World Development, 
in this particular case, the MNC played the role of bridge between an 
international deveIupment fimding agency and the country to get fnnds and 
administered those hds. Keeping a good relationship with MNCs will also 
improve the country's image, and it will be an incentive for more investment. 

5.4 Strategic Environmental Management Model for Multinational 
Oil & Gas Corporations Opentiag in Latin American Countries 

The model design for the development and implementation of strategic environmental 
management within corporations m g  in Latin American will be based not only in 
the use or modification of previous modeIs7 but also in the consideration of political, 
social, cultural and economic issues. Driving forces and barriers to the implementation 
of environmental management systems must also be considered. f consider that each 
multinational will have to design a particular model, depending on the country in which 
it is operating. The following steps should be taken into account by multinational oil and 
gas corporations to develop and implement a strategic environmental management 

a) express commitment to host country regulations 
b) define the role of the environmental oqmkstion within the company 
c) select a set of environmental managemeat tools 
d) establish, develop and maintain good reIatiomhips with the stakehoIders 
e) act in a proactive way rather than a reactive way 

5.4.1 Express C o ~ e a t  ta Host Country's LawslCulturdNeeds 

Multinational cmpontticms should express their commitment to the host cormtry's 
laws, cultlne and needs. The environmental policy statement should be used for 
this pmpose, in which the compaay7s mlILlssion, vision, core values and befiefs, 



stakeholder requirements and guiding should also be addresd (see 
chapter 2). The company should make public its compliance with national 
regulations and kternatiod envin,nmenM agreemeuts. Even more, the company 
should develop and implement better environmental than host country's 
requirements- A paper issued by the Conference Board of Canada entided 
ccCorporate Responsibility in Developing Codes9' (Loizides and 
Khoury, 1996:4) states that ucorporate policies should reflect not only local laws, 
but also local customs". Compliance with natiunal laws and international 
ageemeats is a first step in developing a strategic edrotun- management 

. -  - 
The company should also develop a c r o s s c ~  seaWw@ to be able to 
communicate effectvely with its local partners and/or stakeholders (Loizides and 
Khoury,1996:4). The company should have to staE its o ~ c m s ,  up to the 
highest levels, with local empIoyees to ensure that the company's operations 
become pat of the coxmne-  Loizides and Woury state that "local employees 
are better able to help a company identity"- Another way to commit to host 
country's culture is by choosing a local partner* it is an e f f d v e  way of 
establishing a presence in a foreign country and Militates market access and 
cornmication with the c-. 

The company must also perform in a way to alleviate host country's needs. 
Loizides and Khoury (1996) have identified the following issues in which 
muI-tinationals codd help host countd-es: 

transfierring technical skills to locat people through human resource 
development in order to use the technology efficientIy 
establishing a mechanism to address long-term needs associated with 
dhstmcture7 education and health, and support community economic 
development projects in order to raise the company's profile with the public 

5.4.2 Define the Rok of the Environmental Organization Within the 
Company 

The eavirontllental organization within the company is important to approach an 
&cient strategic enviromnd management It must clear@ define the role of 
the Board of Directors* environmental senior and middle managers as well as 



persoftal in charge oftbe environmental at f f i r s  in the host coun&y- A key issue to 
succeed is to keep open lines of commdcation in the ofjpizatim from the 
bottom line (i.e. field operators) to top managers- A good system of 
~ o m m ~ c a t i o r ~  should be used for this w s e  (i-e. computers, faxes, e-mils, 
databases, telephone, teleconkences, pagers). 

Decision makers should have updated iaformatim to decide whethex is necessaiy 
to develop andor implement an action program- It is also important to establish 
an open Line of ~ m m ~ c a t i o n  among the stakeholders to know of any initiative 
coming h m  them that could benefit or hann the company. 

5.4.3 Select a Set of Euvironmentai Management Tools 

The selection of a set of e n v i r o n m d  management tools to be used in a Latin 
America courit~~ will depend on the degree of environmental performance the 
company wants to achieve. However, there are some tools that necessarily have 
to be used, such as: 

environmental management structure 

environmental policy 
strategic envimmerttal planning 
environmental impact assessment 
environmental reports 
environmental audit 
education and training 
risk management 

There are other tools that can help the company to improve its envirunmental 
performance, such as: 

envin>mentai indicators 
product and technology assessments 
life cycle assessment 
Mecycle costing 
new systems ofaccounting 
economic instrumenfs 



These tools provide the company with i n f d i o n  about how the envlromental 
can be improved (is. environmental audits and & ~ ~ r m e n t d  

indicators); infomation about how to reduce costs and maximize profits (i.e. life 
cycle assessment, life cycle costing, new systems of accounting)). 

The selection and use of environmental management tools should respond 
company's goals and objectives. The strategies identitied by KirWand and 
Thompson (I999:In Press) should be considered to implement a strategic EMS. 

5.4.4 Establish, Dcvclop and MSntaiit Good Relationships with the 
Stake holders 

A close communication with all the stakeholders is very importaut for the 
performance and -on of the company. The company should identif'y its 
stakeholders and set up an action plan to establish, develop and maintain good 
relationship with them. Depending on the co- in which the company is 
operating, the stakeholders may vary, generally, they can be grouped as: 

government organizations, generally regulatory bodies such as: 
= ministry or department of environment; 

ministry or department of energy-, and 
= regional, provincial, and local government organbations 

The company must provide regulatory agencies with information regarding its 
environmental practices such social prognuns and others that can improve its 
image and reputation 

non-government organizations, such as: 
3 non-governmentaI organizations; 

universities; and 
professional associ-atims. 

Working with non-governmental oqganhtions is a key issue to succeed NGOs 
can provide the company with human resources, knowledge about the corn, 
support to develop social program; enhance image, reputation, and 



tepresentatioq and they can even asistaut the company to dialogue with 
dangerous group such as guedlas and temrists that threaten a company's 
operations such as in Colombia 

community, probably the main d i v e  stakeholders, they are: 
wmmunities s m & g  operations- 

The way in which the cumpasy behave with and communicate with commm'ties 
surrounding the operation will Hect its performance- The company should show 
respect for local customs and should help to preserve them. The company also 
should provide with all  the i n f o ~ * o r t  requested for local people about ib 
operations. Informdon programs should be ikquedy carry out 

5.4.5 Act in a Proactive Way Rather Than a Reactive Way 

Acting or behaving in a proactive rather tban a reactive way will provide the 
company with many benefits. "'Proactive a~ those who exhibit a consistent 
pattern of enviromnental practices, across all dimensions relevant to their mnge 
of activities, not required to be undertaken in Wfillment of envimmental 
regulations or in response to isomorphic pressmes within the industry as standard 
business practices" (S harma and Vredeaburg, 1998:73 3)- 

Areas in which oil and gas companies are impIementing corporate enviromnd 
strategies, identified by Sharma and Vredenburg (1998), are: 

habitat p r e s e ~ ~ ~ o n  at exploration and drill sites 
environmental restoration of contaminated soil 
risk reduction of environmental accidents and wastes 
waste r e d ~ ~ o d r e u s e  at production and refining sites 

material use reduction and comewation 
use of a l t d v e  
energy conservation 
less environmentally damaging products 
stakeholder partnerships for environmental presenmtion 
public discIosure 
commitment to research and employee training for environmental 
presempljon 



S h a m  and Verdenburg (1998) bave also identified the foIlowing competitive 
benefits fiom acting as a proactive company 

lower costs ofpmcesSeSIinputdproducts 
innovations in processes@oducts/~g systems 
improved corporate --*on 
relationship with a wide range of stakeholders 



Chapter 6: Case Study - Canadian Petrokum Colombia Ltd 
A subsidiary ofCanadian OccidentaI Petdeum Ltd. 

The way companies do business is c t m g h g  environmental wncems are becoming 
essential parts of strategic management within corporari-ons. Richard WeKord (1998~9) 
has stated that "companies are beginning to realize that environmental issues need to be 
addressed for a number of reasons, including consumer pressure, potentid cost savings, 
legislation and ethicsm- Epstein in "hplemeuting Corporate E n v l n , n m d  Strategies" 
(1 995: 1) has stated tbt "-*ens are ~ e c o ~ ~ ~ g  the bedits to the commanity and 
to the Long-term corporate profitability of reducing their envirotltnental impact?'. 

Canadian Occidental Petroleum Ltd, more commonly known as -anOxy, has 
grown from a Canadian company to a multiuatiod copration with operations around 
the world In order to gain a competitive advantage, CadanOxy has adopted strategic 
management and environmental policies. The incorporation of environmental impacts 
into management decisions is part of these strategies. This case study descnhes how 
CanadianOxy is addressing strategic environmental management its primary focus is on 
its operations in Coiombia, a very sensitive &onmental area in Latin America 

The case study is divided into five parts. The first part provides a general bsckgound 
regarding research methods, CanadianOxy's corporate infomation, and its operations 
worldwide. The second part addresses CanadimOxy's strategic cqxmte management 
decisions and actions The third part focuses on the current corporate environmental 
strategies followed by CanadianOxy. The fourth descn'bes how CanadianOxy is 
addressing its environmental strategy in Colombia It is also an overview of the 
Colombia envlromnd management shution within the hydrocarbon sector, a d  
finally, the fiwl part provides comments. 

6.2 General Background 

6.2.1 Research Approach 

The case study was developed through interviews with senior enVin,mtal 
executives from chnadianOxy in their headquartm m Calsary and the main 
offices in BogotaColombia; htemiews with Colombian government officials; a 



literature review reganhg strategic environmental management and current 
global trends; lectures at the Fatuity ofIZnviramnd Design and at the Fad@ 
of Managem- University of CdwY and Imemet research They were 
analyzed to descri'be the cmrent strategic emironmental management followed by 
C d a n O x y -  

6.23 CanadimOry's Corporate Laformation 

CanadimOxy is a diversified energy and ch-caI company with its corporate 
headquarters in Calgaq* Albertr ~ ~ ~ O x y  is oqgmkd into three business 
segments (C&-anOxy* l9961Company Profile): 

Oil & Gas E&P: engaged in the exploration for and the development, 
p r u c l ~ ~ c m  and marketing of conventional crude oil, mtud gas and sulphur- 
Chemicals: engaged in man&Mgy marketing iusd distribution of industrial 
and specialty chemicals- 
Alternative Fuels: engaged in the pdwtion of synthetic crude oil Grom oil 
sands, and the exploration for and evaluation of minds, coal and oil d 
deposits. 

This case study focuses on the oil and gas segment Approximately 70% of the 
Company's 669 million shares are owned publicly. The remaining 30% are 
owned by Occidental Petroleum Corporation, a United States company 
h e a w e r e d  in Los Angeles, CalIfm*a CanadianOxy's shares are listed for 
trading on the Toronto Stock Excbange and the Mont~eal Stock Exchange in 
Canada, and the American Stock Exchange in the United Statw 
(CanadianOv, LW3:Company Pmfile). The main company's p w n  activities are 
(CanadianOxy, 1996:Company Prome): 

1971 Canadian Occidental Petroleum Ltd. is incopwed mder the laws of 
Canada. 

1972 CanadianOxy expands exploration activities to include the United States 

Gulf Coast offshore Texas and Louisiana. 
1978 Mikes initial oil and gas investments in Bolivia aad P e m  
1983 Aqyires Canada-Cities Ltd 



hochases interest in various oil and gas fields in the United States Gulf 
coast 
Adds North Sea oil and gas properties to the Company's assets- 
A w e s  a 25% intezwt in the Caister fie14 Block 44ma of the UK North 
S e a  Reduces its interest in the Athabasca Oil sands to 723% of the 
Syncrude project and 20% of the OSLO project 
Acquires significant gas rese~~es in the Okotob area of southern Alberta 
fkom Husky Oil Ltd 
Declares commercially on a portion ofthe Masila Block in the Republic 
of Yemen- 
haeases public ownership to 70% as a result ofthe sale of 12 million 
common shares by Occidental PetroIeum Corporation, 
Discovers six additional fields on the Masla Block in Yemen 
CanadianOxy Acquires 15 per cent interest in Ecuador: Block 15. 
Five blocks were acquired in the United Kingdom through a fann-in 
agreement with LASMO plc. 25 per cent interest in a shut-in Doig light 
oil pool in the Buick Creek area of north east British Columbia were also 
acquired 
C d - a n -  Acquires 40 per cent interest in an expIoration permit 
covering the Boqueron Block in the Upper Magddena Basin of Colombia 
Three blocks in the Putumayo Basin of Colombia were acquired, 
CanadianOxy Acquires 1 1 Gulf of Mexico Blocks and Wascana Energy 
hc. 
CanadianOxy Acquires new exploration blocks in Yemen 

6.2.3 CanadianOrg's Operations Worldwide 

The Oil & Gas E&P segment is divided into two divisions: Noah American and 
International divisions (CanadianOxy, 1996-Annual ReportS). 

North American division 

The North American division is involved in the exploration, development and 
production of crude oil and natural gas in the United States and Canada 

United States: -anOxyys oil and gas operations in the United States are 
administered by CXY Energy Inc. (CXY), a wholly-owned subsidiary. As of 



DecB 1/97, (SXY was producing from 36 pWoruts located on 28 f i  oBhore 
blocks, in the Gulf of Mexico, with a t d  of 234 cmde oil and natmal gas wells 
capable of production fcom these platforms. [n addition, CXY obtained 
production from 86 cmde oil and 43 nrmnal gas wells located onshore. CXY 
Energy's most significant property is Eugene Island, oBhore Louisiana, £iom 
which it r b e d  approximately 64 per cent of its production 
( C d a n O x y ,  1997-Iomz 10-K ArmuaL Report). 

Canada: In Canada. CmadhOxy operates through Wascana Energy Inc. a 
wholly-owned subsidiary. Wasma has ata&Lished four bushes  units: 
Willinston Basin, Heavy Oil, Shallow Gas, and Westem Oil and Gas. Wascma's 
activities are Iocated in Saskatchewan, Alberta, British Columbia, Manitoba and 
Newfoundland- In additian, M e s  extend into North Dakota and Montana in 
the northern United States. As of Decernber.3V97 Wascana holds varying 
interest in 4,541 crude oil and 2,133 natural gas wells and has access to 4.7 
miIlion (3 -4 million net) acres of developed land (-anOxy, 1997:Form 10- 
K Annual Report). 

Lnternational division 

The Internatioaal division includes operations in Yemen, the North Sea, Ecuador, 
Nigeria, Indonesia, Colmbia, Vietnam, and Austda, The Division operated 
under the name of Canadian Petroleum Intemational Limited 

Colombia: canadianOxy has a 40% interest in an exploration permit covering the 
Boqueron Block in the Upper Magdalena Basin of Colombia The Boquaon 
Block is operated by LASMO Inc. and comprises 242,000 acres- CamdianOxy 
has interests in three adjoining exploration blocks in the Plmrmayo Basin of 
southwest Colombia: the Tmyano Block, in which CmadianOxy holds a 50% 
interest in a joint venture with Empetrol (Colombia's national oil company), 
Paramo Este and Paramo Oeste Blocks, in which M - a n O x y  has a 100% 
interest in and is the operator. 

Ecuador. CanadianOxy holds an indirect 15% interest in Block 15 in the 
Ecuadorian Amazcm region in which 0ccidemta.l is the operator. Block 15 is 
divided into two areas: the Base Reduction Area @PA) and the Additional 



Production Area (MA). The Operator company is producing tbm five fields: 
Jivino, hdillana, lagma, Limmcocba, and Itaya As of DecemberBlf97, 32 
welts were compIeted of which 23 were tied into a central processing Wity in 
which the company owas an interest and 9 wells were tied into a third party 
operated h i l i t y  (C-anOxy, L 9 9 7 r  10-K A ~ u a l  Report$). 

Yemen: ~ a n O x y  has a 52% interest in and is operator of the Masila Block in 
Yemen. As of December 3 1, 1997, there were 78 cntde oil wells located in 13 
fields, with an average production of 189.6 thousands barreIs per day 
(Canadimoxy, l99750nn 104  Annual Report)- The IntemationaI Division's 
core production comes fiom the W a  Fields in Yemen 
(CanadianOxy, l996:Annual Report, p. 12). 

United Kingdom: In the North Sea southern gas bash, Ca~dianOxy holds a 7.90h 
interest in the Vulcatl field and a 1225% interest in the South Valiant field, These 
two fields comprise two of the four fields in the Conoco-operated "V' fields 
project CanadianOxy owns: 

30% interest in the Caister field located on Block 44/23 of the North Sea, 
which commenced production in November 1993. 
15% interest in the Caister-Murdoch Transportation System (CMS), a naturai 
gas pipeline jointly constructed by the owners of the Caister Field and the 
adjoining Mwdoch Field 
30 % interest in the Hmter Field also located on Block 4423- 

CanadianOxy has interest in seven exploration and appraisal blocks in the vicinity 
of the Caister Field As of Decernberf3 1/97, 18 wells were producing at V u l w  
5 wells were producing at South Valiant, and 6 wells at Caister 
(CanadianOxy, l997:Form 10-K Annual Re-5). 

Nip~e: In 1996, CmadianOxy entered into a risk service contract requiring it to 
provide services to explore, develop and operate Block OPL 75 a d  to fimd all of 
the costs in return for a service fee payable out of production fnnn the Block 
During 1997, CanadianOxy commenced development of the Ejdebe Field and 
started to produce on September 23, 1998 (Calgary Herald: 09/24/98). The 
Ejulebe Field is located off the cuast of Nigenena in water approxirmteIy 45 f a  
deep. 



Australia: Dming 1997, CanadianOxy acquired a 50% iatecest in Block WA-260- 
P on Australia's northwest sheE which is operated by BHP Petroleum Ltd The 
Block contains the B W o  Field discovery, which started to be developed in 
September 21,1998 (CanadianOxyr News Releases, 09/21/98) and is expected to 
come on-steam for late 1999. 

Indonesia: During 1997, C M e  acquired a 100% interest in the M&ma 
Block in southwest Sum- CanadianOxy has a 1Wh interest in the Seram 
Block off the north coast of the island of Scam. 40% Interest in the M m g i n  
Block, 47.5% interest in the Karang Besar Block and a lo0!% interest in the 
MTaratua Block 

Other Countries: CauadianOxy has &rest in other undeveloped acreage around 
the world During 1997 and early 1998, C&-m0xy either disposed of or 
relinquished its interests in Pakistan, Romania, Kazakstaa, Algeria and 
Venezuela, 

6.3 Corporate Strategic Management 

CmadianOxy has been addressing its wrpcmte stmtegy through the fornulation and 
implementation of strategic management and actions that coasider the 
following principles (CdanOxyy 1996-Annual Reports): 

Focus on Value Creation by: 
(a) maintaining high investment standards; 
@) accessing business opportunities that provide CanadianOxy with competitive 

advantage; and 
(c) developing and expanding its market niches. 

Enmre Near Term Vdue Growth by: 
(a) maximizing value ofwre producing asse?s; 
(b) acquiring new exploitation opportunities through acqyisitim and low risk 

exploration 

Explore for Longer Term VaIuc Growth by: 
(a) developing programs of high impaft ercpIodo~t 



In order to address how CanadiaaOxy is approaching its corporate sbrategk management, 
I will focus on the following issues: 

a) WorIdwide Operations 
b) Com@tiveness 
c) Core Competence 
d) EnviromdMmagernent 

63.1 Worldwide Operations 

Investing abroad has helped CanadimOxy to grow as a corpom~on One of the 
key factors to success in this Industry is to replace production with new resews. 
Through exploration CazmdianOxy has found new r m e s  abroad, especially in 
Yemen with the discovery of new fields in 1992- Currently CanadianOxy is 
working on an aggressive exploration progmn of new fields in Colombia, 
Vietnam, hdonesia, United Kingdom, Australia and Nigeria Investing in 
exploration is part of its long-term value growth objective- 

A competitive advantage tool that CanadianOxy uses is economies of scale. Its 
international high oil production rate (over 100 thousand bmels per day in 1996) 
makes Canadianoxy's international division one of the lowest cost producers in 
the industry (CanadianOxy, 1996 Annual Report, p. 14). 

Another strategic management decision of C d a a O x y  was to establish local 
and iStemati0na.l partners in host c o h e s .  CanadianOxy is sharing its risks and 
operations with Occidental Petroleum Co. in Ecuador and Yemen. CanadianOxy 
has signed a partnership with EcoPetrol (Colombian Nationat Oil & Gas 
Company) in Colombia to explore the MagciaLena and Pldumayo basins. 

The following statement (Gray and W@19913): ''The formation of 
collaborative alliances among orgmbtions is touted as a signilkant strategy that 
organizations can use to cope with the turbuiemce and complexity of their 
environments." can be used to describe CanadianOxy's decisions to adopt 
strategic partnerships. The environment includes sociai, cultural and political 
differences between developing countries and the developed world 



In order to succeed at,& "corporate respomlbili-ty policies shodd reflect not 
only local laws, but also local customs (Loin'des aod Khoury,1996:4). 
CanadianOxy has trained and hired people fmm host countries to run the 
subsidiary companyY By doing this, CmadianOxy is ensuring not only the 
preservation of I d  customs, but also respect and a good reputation in the host 
countries, 

The importance ofthis industry to developing countries' economies has helpxi 
CanadianOxy in its investment abroad- This fact is mentioned in the following 
statement (Loizides and Khoury, 1996: 1): 

'Toreign direct investment brings technology, management know-how, and 
access to export markets that are need by developing countries. This investment 
affects economy growth, employment creation, the environment, technology 
trader, community development and human resource development" 

6.3.2 Competitiveness 

Jay Barney (L99 1: 104) has state& "In an industcy where firms possess exactly the 
same resources, all of them can conceive and implement the same stmtegies. 
Because these fim all implement the same strategies, they all will improve their 
efficiency and effectiveness in the same way, and to the same extend In this kind 
of industry* it is not possible for firms to enjoy a sustained competitive 
advantage." 

CanadianOxy is competing with other bigger and more powerful companies 
within the oil & gas industry- CamhnOxy has been evolving h m  a national oil 
and gas E&P wqmation to a multimtionaI corporation with investments around 
the world it is difficult for CanadianOxy to sustain a competitive advantage 
considering that its potential competitofs have equal or greater resources. 
However, Lieberman & Montgomery in 1988 (Bameyy199 1: 104) said that the first 
fiim in an industry to implement a strategy can obtained a sustained competitive 
advantage over other firms, mote commoaly called "rst mover advantages''. 
Barney (1 991:104) stated that if competitive £inns are identical in the resources 
they control, it is not possible for any one fbn to obtain a competitive advantage 



£?om moving first He concludes by saying that to be have a tirst mover 
advantage, fhm in an industry must be heterogeneous in terms of the resources 
they control- 

CanadianOxy has been adopting the folfowing actions in Ofder to develop and 
maintain a campethive advantage: 

Implement strong strategic enVin,nmeataL management policies, setting clear 
principIes, values, goals and objectives (Attachment A: EH&S Policy). 
Establishment of strong relationships with stakeholders= improving image and 
reputation nationally and intematiomlIy. 
Optimization ofresources: physical capital resources, human capital resources 
and organizational capital resources (Bamey,l991:1OI). CmadianOxy is 
always in a continuous improvemeat pmcess in all aspects of its operatioas. 
Use technology within the corporation, tmh and hire qualified people, and 
maintain an efficient o-tiou structure. These are its key fkctots to 
success- 

Invest in exploration around the world to replace oil and gas production with 
new reserves- 
Develop the International Code of Ethics for Canadian Business (Attachment 
£3) which increased its image (example of 'first mover actvantage")- 
Develop a set of core competencies to be achieved by the company- 

6.3.3 Core Competence 

"Core competence is communication, involvement, and a deep commitment to 
working across organizational boundaries. It involves many leveIs of people and 
all functiom" (Rabalad and Hame1,1990:82). In order to be a recognized 
worldwide competitor in the energy business, CanadianOxy bas developed a set 
of core competence principles (CdanOxy: Core Competence principles, 
Od1997: Attachment C), these are: 

adaptabiIitylmmaging change: ability to embrace new technologies, meet 
emerging market demands, respond effkctively to changing conditions, apply 
continuous improvement techniques and create new business opporhmities; 



communications: ability to speak and write clearly and succinctly in a variety 
of settings and styles; ability to secure infinmation, listem effectively and get 
messages across that have the desired effect; 
global cultural sensitivity: ability to work successllly in international 
environments, by effectively h a d k g  cuitural, political and economic 
differences; 
initiative: think critically and act logically to evaiuate situations and generate 
required steps to ensme success; 
leadership: ability to achieve desired results by encouraging and supporting 
the contri'bdms of athers; possesion of knowledge; skill and 
experience to work eEive1y with others throughout the orgmhti011; 
teamwork: knowledge, shi, and ab- to work effktive1y with others to 
achieve optimal results; 
technidoperating skills: possession o f  appropn-ate technical and operational 
howledge, skills and experience to ensure performance at a high level of 
accomplishmen; 
total business understanding knowledge and expertise in formulating 
co-tive strategies and managing policies, practices, trends and 
information &ding the total business; and, 
integrity program: integrated Enviromentai, Health and Safety programs. 

Based on these principles, the following actions have been carried out nationally 
and internationally: 

The Yemen operations M&S training program was enhanced in 1997 by the 
implementation of severaI major idiatives (CanadimOxy,1997 EHBtS 
AnnuaI Report37): 
= Yemen Safety Mimagement Program (YSMP) trainihg was provided to 

' l ine  Mimgement"; 
3 a quarterly compliance reporting system was introduced for the YSMP; 
3 a comprehensive training program was developed to improve the training 

effectiveness and increase the percentage of employees trained; 
=s third party training expemSe was provided for defensive driving and rigid 

inflatable boat operation and p m e L  marine rescue; 
3 emergency response W s  and were conducted on a regular 

basis. 



Wascana Energy (a subsidiary of CamdanOqr) EHBtS persomel are active 
participmts in a nmaber of CAPP committees and programs which, in 
addition to -sting the company in staying abreast of current and emerging 
issues, save industry positions on various regulatory and public policy 
development Committees include: Safety, Envirommental Mimagement (ad 
Executive), Air Issues W-g Oroup, VoIuataxy Challenge Technical 
Commitkey Enviro~nental Research Advisory Cotnmittw, etc. 
(CanadinOxy,l997 EWkS Armual Reprt-37): 

6.34 Environmental Management 

The way in which CanadianOxy has been addressing its environmental 
management is described in details in the nexX part 

6.4 Corporate Strategic Envirome~~tal Management 

CanadianO~~ like many other multinational oil & gas corporations has been 
implaenting environmental shategies by integrating them into their business 
management processes. For Example, its environmental strategies can be grouped as 
foIlows: 

a) establishing envin,men-1 depstrtments 
b) complying with andfor exceeding envircmmW regulations 
c) strengthening relationships with stakeholders 
d) implementing environmerrtal management systems 
e) integrating the principles of sustainable development 

6.4.1 Establishing Enviroamental Dtputmcnb 

Environment management is integrated into the Emtrcmmentsl, Health & Safety 
department (EH&S). C&anOxy has the commitmeat and support of top 
executives and senior management to implement successfal corporate 
envirotullental stra&gies. The corporate EEEBtS Deprtment, headquartered in 
Calgary, consists of a vice-president and two regional managers who report to 
divisional programs, address policy issues and treads that af5ect the company as a 



whole, and are responsible for corporate due diligence and reporting- The WBtS 
organiaxtim also includes t6e Board of Directors and Senior Executive 
Committee- Divisional penomel report to senior management in the W a s m a  
Energy, Chemicals and IntemdionaI Divisions respectively and indirectly 
(fimctionally) to the Corporate EHBtS Department (Cd-anOxy,I997-_EH.S 
Annual Report 10)- 

This structure is consistent with the W s  statement "the respom'bility for 
setting the envircmmd policy typically rests with those with propri- 
interests in the organktion or their delegates (e-g, a board of  tors)" 
(Epste&I995:9) and with the ICC principles- The &orrmentaI structure within 
CanadianOxy is shown in attachments: D and E- 

6.4.2 Complying with and/or Exceeding EnvironmentaI Regulations 

CanadianOq operates in Canadian and International jrnisdictioas with various 
levels of government and regulatory agencies in each jurisdiction (CanadimOxy, 
1997:E?H&S Annual Reportl2)- CanadianOxy complies with all provincial and 
federal enviromemal regulations within Canada, and with host countries' 
environmental reguiations- 19% & 1997 EH&S Annual Reports provide a 
detailed description of Canac£imOxy's cmplismce with all regulati~ns~ 

c ' C ~ - a n O x y  strives to be a responsiile corporate citkem Laws as regulations 
never fully address the matter that a respomile corporation must address if it 
wishes to be 'kresponsible". Therefore, C d m O x y ' s  policies and programs 
are designed to meet or exceed regulatory requirements of  the host countries and 
the corporate requirement as deked by the organization" (~obson, personal 

c~m~~~unicatioc~ NOV/ 12/98)- CanadianOxy's environmental policies, updated in 
1998, were designed by considering the corporation's vision, mission, beliefs, 
values and principles. 

6.4.3 Strengthening Relationships with Stakeholders 

CanadianOxy, tbrough its commitment to environment, health and safety involves 
stakeholders including communities, public interest groups and governments in 
its decision malring process for issues that affect them in both national and 



international operations ( C h m ~ b n ~ ~ l 9 9 7  EH&S Re- Policy Statement). 
The corporate EH&S d-ent maintains a close relationship with stakeholders 
through participation in industry associatiom and other agencies such as 
(CanadianOxy, 1997EHBZS Annual Reportz54): 

the Canadian Association of Petroleum Producers (CAPP) Environmental 
Policy Group 
hternationai Petroleum Industry Environmental Comemation Association 

(rpECA) 
the Conference Board ofCanada 
Latin Ame~ca Energy Organintion @LADE) 
Alberta Enviromnental Law Centre 
Alberta Ecotmst FoundatJon 

Through th&e organimtions, CanadianOxy maintains good working reIationships 
with government d-ents and agencies; mcipates in public policy 
development; provides a balanced dialogue to the public and receives input 
regarding EH&S issues fiom external stakeholders- Examples of stakeholder 
involvement are (Canadia1101q~1997: ESIBtS Annual Reqmrt56): 
NE. C a l m  sour gas development: two open houses were held to discuss 
drilling plans for the area, one in Comich and the second in DelacourUT 
In Yemen, medical aid material was received fiom a Calgary-based aid 
agency, Partnership Society, in Febnrary and March, 1997 and distmiibuted to 
12 hospitals in the Masila Block 

Such initiatives are d e s c n i  by Michael E. Porter (1979:28) as one step of 
Formuiation of Strategy called Positioning the Company- Porter stated: "Strategy 
can be viewed as building defenses against the competitive forces or as finding 
positions in the industry where the forces are weakest". By working closely with 
its stakeholders, C&*anOxy has been improving its reputation and image both 
nationally and internationally. 

6.4.4 Implementing Enviroameabl Management Systems 

In order to address its ~ o n m e n t d  strategy, CanadianOxy has implemented an 
environmental management system stmctmd as follows (CdanOxy,L997: 
M&S Annual Report): 



management leademhip, commitment a d  accotrncability 
= Board of Directors and Senior Executives EH&S Committee 

EK&S Oqpnhtion 
3 EH&S Meetings 
= Formal Reporting 
= Legislation and Regulatory Compliance 
3 Audits, Assessment and hqectior~~ 
a Integration of EH&S into Decision-Makiog 

ProcessIntegrity 
a Risk Assessment, M&nagemmt and Communication 
-4 Policies, Standards and Procedures 
=> freventative Maintenance 

Communication 
Employee hvolvement and Training 
Community InvoIvement, Awareness and Assistance 

3 Responsiible Care 
Community Affairs Rogwns 

6.4.5 Integrating tht Principles of Sustainable Development 

Although C-an* has not published a sustaiaable development statement, 
its business activities value the concept of sustainable development (EH&S 
Policy). This can be seen in the following statement: c'Consistent with the key 
principles of sustainable development, CanadianOxy integrates environment, 
health and safety (MBtS) concerns into all aspects of business decision making" 
(Canadianoxy, 1996EHiQS Annual Report9)- 

The integration of-S concerns into its commitment can be seen clearly in the 
following statement 'We believe the fbture will r e w e  even greater invo~vement 
on the part of corporations to achieve economic development which is 
environmentally fiendly and ensures the health and safety of employees and the 
public" (CanadianOxy, 1996-4 Reportr4). 



CanadianOxy demonstmtes it commitment through a number of M-atives such 
as (The Calgary Srm: Sep/08/98): 

As a member of the Canadian M a t i o n  of  Petroleum Producers (CAW), 
CanadianOxy is a strong supporter of the Volunta~~ ChaLlenge Registry 
(VCR) that encourages industry to develop new ways of reducing greenhouse 
gas emissi01ls 
CanadianOxy took a lead role in developing an International Code of Ethics 
for Canadian Business which i s  strongly supported by the Canadian 
Govenunents 

C d a n O x y  is convinced that no long-term economic growth is possi.i.le unless 
it is ethical and environmentally sustainable, For this reasan, its environmental 
policies are oriented to achieve sustainable development within the corporation, 

6.5 Canadian Petroleum Ltd.: Colombia 

6.5.1 Colombian Overview 

Colombia is located over the eqyatorial line at the north-westeramost tip of the 
South American continent It has an area of 1'141 -748 sq. kms. and a population 
of approximately 36 million people. It is the fourth largest country in area in 
South America Colombia is composed of five large aaturaL regions: the Atlantic 
Coast, the Pacific Coast, the Orinoco River Basin (Orjnoquia), the Amazon River 
Basin (Amazonia) and the Andean Region It is bormd by the Caribbean Ocean to 
the north, VenezueLa and Brazil to the east, Peni and Ecuador to the south, the 
Pacific Ocean to the west, and Panama to the northwest (onliae: 

h t t p - I ~ ~ ~ ~ ~ . p r e i d e n c i a - g o v ~ ~ ~ ~ ~ ~ I o m b  LO. htm, Oa/~8/98)_ 

Hydrocarbon exploration started at the end of the last century with the drilling of 
the Tubara well in the Lower Uagdalena Valley basin. Between 1940 and 1960 
exploration work was carried out in the Uppa, Middie and Lower Magdalena 
Valleys and the C a t a m  basins which resulted in important discoveries. h the 
late 70s and early SOs, exploration work increased in the Merent sedimenta~~ 
basins, leading to the discoveries of Lisama, Peroles and Nutria m the Middle 
Magdalena Valley, the Chuchupa, Ballena and Riohacha gas fields in the Guajira, 



and Apiay, Baque&h a d  Caiio W o n  in the Llanos bask New reserves have 
increased production to an average of 652,000 BOPD in 1997. By 1998 
produm-on is expected to reach about 800,000 BOPD of which 50% will go to 
international markets (m: bapI l /www/wwweco~~mcd~~/opportunrtunhtm:  

wr8/98). 

The different explooratn campaigns have provided important infocmation on the 
geological provinces that are poteutiaUy oil-bearing. Exploration coverage in the 
country is very low (1 well per 660 Km2), as corn@ to mature countries such 
as the Uded States (1 wen per I2  hd?) and Canada (1 well per 92 km2). This 
means that only 30% of the sedimentary areas have reasonable geological 
knowledge, while the remaining 70% are either poorly known or unexplmed 
Eighteen sedimentary basins have been identified covering over 840,300 Km2 on- 
shore and 196,150 km2 offshore (Oniine: httpdhww-ecopetroLcornco/~dro/ 

hydroc-htm, W18198)- 

Colombia has a relatively long history of democratically elected government 
Violent conflict, however, based on regional, factional and personal rivalries, has 
a long history in Colombia During late May, 1997 the National Liktion Amy 
(ELN) instigated a series of sabotage attacks on the construction and driiling sites 
associated with the Cupiagua field in the Llanos Basin, After 1992, the 
govemment increased its use of the military to protect the oil industry's 
production kilities (Yo&ton,1997:5,8)- Considering this scenario, combined 
with an increased activity of environmental NGOs in the area (OGJ,97:38) and 
increased public and communities concerned about petroleum activities in the 
min forest, the develapmemt of strategic environmentd management programs are 
cruciai to success- 

6.5.2 Environmental Management in Colombia 

Since L972 Colombia has had established enviromnd regulations. However, 
the government's control of mviromnental pollution has been very limited_ The 
NationaI Population and Environmental Council wes created in 1973 as an 
advisory body to the government on poplllaticm, natud resources and the 
environment. For many years the control of environmental damage was managed 



at the rnm-cipl level though laws and government regulations concerning air 
and water pollution and solid waste management. in 1991 a new constitution was 
established prioritizing e n v i m n m d  ptectioa 

In 1993 a new law was approved (Law 99 of 1993) establishing national 
environmental goals a d  creating the EnvimmentaI Ministry (Latorce~1997:LOo) 
with broad respons'biMies3 inc1uding administration of d o n m e n t a l  regulm-om 
applying to the petroieum industry in coordination with the Minisrry ofMines and 
Energy (Little,l9%2)- Colombia's regulatory fhmework has been characterized 
by compl t 'w  ovec1apping jununsdictions of fkderal, regional, and Local 
authorities. In addition to the federal ministries and regional autonomous 
authorities, municipalities have certain regulatory responsi'bilities and powers. 
The oil and gas industry fitlls under various jmisdictio~ls as outlined in the 
following table: 
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On August 3, 1994, through Decree 1753, Colombia implemented a 
comprehensive environmental review program encompassing petroleum 
exploration, development, transportation, refining and petrochemical activities. 
This decree included the requirements for obtaining an enviromental license as 
well as the infomation required in an enviromedal impact assessment The new 
government established on August 7, 1994 implemented a development plan 
called Toward Sustainable Human Deve10pment", which had an important 
chapter dealing with mviroamentaI goals aad actions to be taken, In 1995, 
Colombia's Resident declared that the enviromentai approval process for 
energy-related projects would be made less t i m e c o d g .  This action was 
taken due to the length of time r q d  to obtain an environmental approval: on 
average, 11 months (Littlq19%:13). Some important laws, decrees, and 
regulations include: 
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Decree 2811,1974: Natural Resources and Envirotnmd Code 
Law 9,1979: Statute for Regulation of Air Quality, Water Quality, and Waste 
Management 
Decree 002,1982: Air Pohtion 
Decree 2104,1983: Solid and Hiwardous Waste Mimagement 
Decree 1594,198Q: Water Pollution 

6.5.3 Canadian Petroleum Colombia Limited 

As was mentioned, Candan0xy is operating in Colombia as Canadim 
Petroleum Colombia Limited ( C d m  Petroleum). Canadim Petroleum is now 
actively conducting expioration in the Putumayo Basin, and has identSed one 
prospect for drilIing in 1999 (Attachment F), (CanadianOxy,l997~orm 10-K 
Anmlal Report). 

To address its strategic environmental management program, Canadian Petroleum 
has established the following &om: 

establishment ofenvironmen~ departments 
compliance with and exceedance of emironmental regulations 
strengthening of relationships with stakeholders 
implementation of &omentd management systems 

Establishment of Environmental DemrtmenfS 

Canadian Petroleum has established a small environmental department because 
its operations are just starting in Colombia Two experienced and qualified 
Colombian people were bred to deal with current environmental issues such as 
regulatory compliance and stakeholder relatiomhips. These two people have 
ftequent and open h e s  of w f l ~ l ~ c a t i o n  with C d a n O x y ' s  headquarters in 
Calgary- Considering the complicated overlapping jurisdictions of fkdad, 
regional, and local authorities, this initiative is described by Lemaire as 'Wring 
skilled local workers who are Miliar with the culture and the bureaucratic 
procedures is key to foreign business success" @emaire,1996:12). 

Com~liance with and Exceedance of Environmental Remrlatiom 
Canadian PetroIemn has complied with ail environmental legislation and 
regulations. The main difficulty found by Caaadian Petroleum is the delay in 



getting permits for operations. This problem was -0usly addressed by Little 
(Little,1996:13). To deal with this problem, the Colombian govenrmemt has 
signed a 5-year moperation project with the Canadian Mematid  Development 
Agency to strengthen the m o m n e n t ,  Miws and Energy ministries and be more 
efficient, An EHBtSICommunity AfErs Strategic Planning Framework was 
developed by Canadian Petroleum, in which states its CO-ent to "meet or 
exceed existing regulations". 

Strenptheninpr Relm-onships with Stakeholders 
Canadian Petroleum Ltd has been devetoping a ciose relationship with its 
Colombian stakeholders, including indigenous conrm-es surrounding the 
Putumayo Basin To deal with this issue, Canadian Petroleum Ltd has 
established a strategic partnership with a NGO called R e d e m  This NGO is 
working dl across Colombia to maintain peace. Through this NGO, Canadian 
Petroleum Ltd keeps open communication with local communities in the 
Puttmayo area M i a n  Petroleum Ltd has also established a partnership with 
Dasalud (governmentaI health authority) for the identitication of malaria and has 
jointly established referral stations (persod 00mm~catiotr -1 Sierra, Canadian 

Petroleum ~ t b ,  Comrrrrmity Affairg 1uV29/98). This initiative is d e m i  by Lamarie as 
"other important facf~rs to consider whea working cross culturally include 
development of strong partnerships, harmony with partners and government 
agencies, and flexi'bility" Waire7 1996:ll). 

The activities that are being canied out within these communities, in close 
cooperatiion with its strategic partnerships, are guided by the two broad planning 
frameworks developed by Canadian Petroleum: 

Environmental, Health and Safii/Commudy Affairs Strategic Planning 
Framework 
Indigenous Communities Strategic Planning Framework 

Chad du Toit ((hnadim Petroleum Ltd, Exploration V i M d e n t ,  Novn7/98: ernail 

communication) has stated that CcChadian Petroleum Ltd will not hand out gifts, but 
will help people to help themselves in the areas of om operations. ExampIes 
include a fkm to preserve traditional plants, co-sponsoriog of the malaria 
pro- and purchasing of water pipes to be installed by the communities 
themselves. We put a lot of emphasis on i M c a t i o n  of traditional cultures and 
land use7', 



Im~lement~on of Environmental hkwement Systems 
Canadian PetroIemn, as a subsidiary of CaaadianOxy, will implement an 
environmental management system based on its parent's EEE&S policy once 
production starts. Until now, the main actions adopted by Canadian Petroleum 
were to: 

establish an environmental department 
work actively with c o m m d e s  
comply with environmental legislation and regulations 
establish strategic enviromental partnerships 
report enviromental is- to the kdquarters in Calgary 

6.6 Comments 

a) CanadianOy is a Canadian oil and gas E&P corporation that has been emerging on 
the international scene, 

b) CanadianOxy is working on global environmental concems such as greenhouse gas 
reduction, waste management and technolo= traasfer. 

c) According to its actions and approaches, CanadianOxy can be considered a pro-active 
company in the impiementation of strategic environmental management decisions 
and actions. 

d) CanadianOq is applying the concepts of strategic alliances, core competence, 
rnahtahhg competitive advantage, and very responsive to factors &&hg the oil 
and gas E&P industry- 

e) Top management commitment and support of Environmental, Health & Safety 
programs is playing a main role in the implementation of its policies. 

f) Future strategic environmental management actions will determine its success in its 
investment abroad and will be key factors to achieve its sustainable development 
goals. 



Chapter 7: Conclnsiolls and Recommendations 

The main objectives oP this MDP were: a) to develop an environmental management 
model for m ~ a t i o n a l  oil and gas exploration and production (W) ~ 0 ~ 0 1 1 ~  

operating in Latin America, and b) to develop aa enviromeataL management model for 
Latin American countries themselves. Other minor objectives included: 

c) To determine requirements for environmed management imposed by governments 
in selected Latin American countries, 

d) To determine environmeaal managemeat practices followed by multinatioaal oil and 
gas corporations presently operating in Latin America c o d e s .  

c)  To make recommendations to improve envirome~1taL management practices in both 
multinational oil and gas corporations aad Latin America goveraments. 

To achieve these objectives a literature review, key infocmant intern-ews and a case shdy 
were carried ouf during which seven models for the development and implementation of 
environmental management were d y z d  Searches on the [nternet were extensively 
used to get recent research done by international organhtions and institutions such as 
the United Nations, the World Bank, and the Inter-American Development Bank and 
ENGO'S, Information obtained from these resomces, in conjunction with the seven 
analyzed models, allowed the development of an euvkoamentd management model for 
both Latin American countries and multlnatiooal oil and gas corporatioas operating 
within this region A case study was carried out to analyze the models developed. 
Canadian Petroleum Ltd, a subsidiary of C d a n  Occidental Petroleum Ltd, operating 
in a sensitive environment in Colombia was chosen as  the case study. 

7.2 Environmental Management Model 

The environmental management model is a set of and r e c o m e n ~ o n s  
oriented towards those individuals respomble for setting designiag and applying 
strategic environmd management within governments and corprations. Two 
environmental management models wem developed, one for rnulthatioaal oil and gas 
corporations operating in Latin American counfnunfnes and other for Latin American 
countries themselves. The seven models reviewed during the analysis process were 



integrated with iafomtion obtained from the research process and adapted to the social, 
ctdtmal, political and economic situation m Latin American countries. The models 
developed has five compooents each, these are: 

Model for Lsrtin America Countries 

a) commit country's Iaws with environmental protection 
b) express their commitment to International agreements 
C) establish and define the role of tbe environmeutal organiPlt*on within the country 
d) select a set of e~onmeatal management tools 
e) understand the m c e  afhostlng   ti national corpomtions 

Model for Muldnational Oil & Gas Cormrations 

a) express commitment to host country regulations 
b) define the role of the euvironmental o-zation within the company 
c) select a set of enviromnental management tools 
d) establish, develop and maimain good relationships with the stakeholders 
e) act in a proactive way rather than a reactive way 

The models are described in section 5.3 and 5.4 respectively. 

73 Conclusions and Recommendations 

The following conclusions and recomendatiom have been developed f3om this 
research: 

7.31 Concbsiolls & Rceomaendatioas Related to the Lmpkmentation and 
Strengthening of Eaviroomental Muagemeat in Lath American 
Countries 

1: Implementation and Strengthening Process 
Latin American countries are still in the early stages of implementation and/or 
strengthening their capability/capacity for envir01~1ental management. The way 
in which they are approaching this objective varies fiom c o u w  to country. 
Comes like Chile, Co'Iombia and Peru have signed --on projects with 
Canada to achieve th is  objechve- Others such as Ecuador are getting funds from 
the World Bank for the same puqose- International and regional agreements 



such as Rio 92, Worid Trade Agreeme and the Declaration of Santa Fe de la 
Sierra on environment, trade and sustainable development are also encouraging 
Latin American c o d e s  to implement environmental strategies- 

Latin American c o d e s  should strongly encourage their universities to establish 
cooperation program and/or projects in environmental issues with universities 
fiom developed countries which have experienced human resources. Till now, 
only a few universities in Latin America have established such cooperation 
programs, mainly due to initiatives taken by universities fiom developed 
countries. Latin American countries shouId q t t  these initiatives coosidecing 
that this kind of programs and or projects will help them to prepare b a n  
resources to deal with environmental Issues- 

2: Environmental Organizations nithi. Government Stracture 
As a result of increasing globaL environmental awareness, Latin American 
countries have been experi-encing changes within their government structure and 
organization, envirotmenal bodies at different Levels are being created; 
environmemal legislation and regulations have appeared- However, overlap in 
jurisdiction and regulations oa natural resources are commoa causes of 
inefficiency or delays of approval which are major concerns for energy based 
multinational corporations- 

The design and implementation of environmental bodies within government 
organizational structures should avoid overlapping functions and jurisctictional 
problems. Most Latin American wunme~ are facing these problems a d  they 
should be properly addressed These problems have resulted in delays to granting 
environmental pennits and licenses, which is a barrier to foreign investment 

3: Experiences Wed from Meloped Countria 
Latin American countries have benefited from experiences gained by developed 
countries such as the United States, Canada, Netherlands, United Kingdom, 
Germany and others. Although the implementation andor strengthening of 
environmental management within diffaent levels of government or--ons 
are st i l l  in the early stages, most of them are being led or supe~sed by 
experienced people and organizations fiom developed countries. It is also noted 
that although broad environmental regulations have been issued by most Latin 



American counmes, they are weakly enfod The main reason is the lack of 
experienced people within government emironmental bodies. Penalties are not 
strong enough to encourage corporations to impIement sound environmental 
practices- 

Latin American coutries should not expend too much time and money 
e x p e r i m e g  with traditional models of enviromnexrtal management, they 
should consider experiences gained by developed co~meses  The need to expend 
a lot of money in command and control regulations and personal to make them 
work should be catef3.L~ considered- Regulations should be designed to be more 
flexible and oriented towinds stshinable development practices. I agree with 
Nuevos Horizoates (1997:44) when they mention that a %ey to achieve 
sustainable development is setting a policy mix that is flexie enough to 
accommodate the dynamic relationship between technology and the emironment 
yet firm enough to ensure environmental objectives are met". 

4: Growing Environmental Awarenes 
Environmental awareness in Latin American countries is growing among 
governments and the population not only because of the need for environmental 
protection itse1.f: but also to meet the environmental requirements of lending 
institutions and international markets environmental requirements- Now 
governmental organizations are playing a key role in encouraging Latin American 
countries to realize tbe need for better environmental practices. Till now, it 
appears that Latin American countries are behaving m a reactive way, just trying 
to comply with international requirements and pressures. Even behaving in this 
way, Latin American countries are far away from developed countries' 
environmental initiatives such as the implementation of take-back legislation, 
recycling and packaging. 

Considering the lack of economic and haman resources in Latin American 
countries it is recommended that they should at Least implement or incorporate 
similar initiatives to developed countries. Latin American couutries should also 
understand tbat investing in environmental issues (ie. implementation of sound 
environmental management among govezmaent bodies) wiU provide the country 
with economic benefits if right envlroamental policies and practices are 
implementd 



5: Sochl, Eanomk Cultaral and PoRiticr1 Issues 
Although significant advances have been made by Latin Arneg- countries to 
improve enviroamental protection since 1992, there are still many problems to be 
solved Social, economic, poverty, and centralktion prob1ems are probably the 
main to addressing enviro~lental issues properly. LaLatin American 
countries have focused their attention in solving these problems rather than 
addressing environmental coucerns- 

Multinational corporations should consider within their -al programs teaching 
indigenous and other rural communities how to Iive without dependlag on the 
MNC itself. People from these c o m ~ e s  should be conscious that the MNC 
will not be there forever. Corporations should build Iocd expertise in order to 
achieve self su€ficiencycy If the company success in this area not only win they 
improve their image and reputation among communities and nations but also will 
help to alleviate social and economic problems among the population. 

6: Partnership Development 
To deal with enviroamerctal issues Latin American countn-es have established 
partnerships with other countries, intematiouaI institutions, fimding iastitutions, 
etc. to help them develop, implement and strengthen their policies andfor 
institutions, 

Latin American countries should consider MNCs as strategic partners to achieve 
their sustainable development g d s  since they have expertise that can support 
and/or provide recommendatioos for some projects. C agree with Shanna, 
Vredenburg and Westley (1994) when they state that corporations, with their 
greater adaptability, interpenetration, and understanding of the host country's 
economic and social structures, may be better positioned, as compared to 
international experts used by intenwtioaaL lending institutions to handle the issues 
surrounding the & i e  use of development funds. 

7: Environmeatal Management Tools 
Latin American countries should at least consider developing and implementing 
the following envkomental management tools: 

Environmental management structure 

Strategic environmental planaing 



Eaviroame~tal impact assessment 
Environmental audit 
Environmental reports 
Environmental indicators 
Product and technology assessments 
Economic instnments 

Education and training 
Risk management 

173.2 Conclaioms & Recommoadations Related to the Cmpkmeatation and 
Strengthening of  Enviroaaental Management in MNCs operating in 
Latin American Countries 

1: Sensitive Areas 
Worldwide exploration for oil and gas is being driven into more remote and 
environmentally sensitive areas as mox traditional areas become depleted of 
hydrocarbons. Oil and gas projects in Ecuador, Colombia and Peru are being 
developed in the amazon, where most protected areas, indigenous w-unities, 
and non-governmental organization activities are located 

MNCs' stmtegic environmental management currently applied in other countries 
will have to be modified and/or adapted to Latin American context. 
Multinational corporations should develop a better understanding of Latin 
American countries' cultures to e f f i e l y  approach strategic environmental 
management Differences m language, customs, and religion must be considered 
in order to avoid problems and delays in starting projects- 

2: New Stakeholders 
Unusual stakeholders are also affecting oil and gas multinatiods activities- 
Guerrilla and ~~ groups have created uncertainty for investment in 
countries such as Colombia and P ~ N  Strategic environmental management 
within MNCs has to consider these factors to prevent action being taken against 
their operations. 



Mdthational corporatioos should establish strategic partnerships with Latin 
American organkations in order to develop e n k o n m d  programs, these 
organizations must be selected according to their reputation and ccedibility 
Organizations may involve universities, ENOGs, and professional as-ations. 

3: Minimum Standards 
MNCs have realized the need to implement sound envkoumental practices in host 
countries and establish minimum environmental standards within their operations 
worldwide- Advances in c o d d o n  technology (ie. publications on the 
Intemet) end the increased integration of the gtobal economy have influenced in 
these decisions- A bad emriro~lental performance of the company in mca or 
Asia could affect their opedons m Latin America Under these circumstances, 
rnultioatiooals, specially those who were & i e d  by their bad environmeutal 
performance are now establishing minimum environmental standards- 

Mu~tinatiods should orient their enviromental practices to c o o s i d e ~ g  
minimum environmental practices worldwide. This action will improve their 
reputation and image since they will be considered a responsible and proactive 
company for complying and exceeding environmental requirements of host 
counmes. Those minimum international enviromnd practices should also 
involve voluutiuy programs, MNCs must be aware ofthe advantage obtained by 
acting in a proactive way. 

4: IS01- / Environmental Management Systems 
The implementation of EMSs is varying from company to company- As identified 
by a survey of Canadian companies in 1996 by KPMG, 57% of 426 respondents 
did not have an EMS and dealt with environmeutd issues on an as-needed basis- 
Kirklaud and Thompson (1999,h Press) have classified into five stages the degree 
of implementation of EMSs within companies. In Latin American CO-es the 
use of EMSs are still in the early stages since there are not enough enforcement 
compared with developed countries. 

Companies should reaIize the competitive advantage to have implemented 
ifthey are not fdar with them should adopt or take as guidelines 1S014000 for 
the development or implementation of their environmental strategies- There are 



references in the Literature about ISO14000, one of the most valuable in 
order to learn andhor change informatid--ace about IS014000 is a 
discussion list on the Latemet, the address is iso L4000@~-orgrg 

Eoviromnetrtal management systems developed and implemented by 
rnd~tionafs will have to be translated and adapted to the prevdhg situation in 
L a h  American c o d e s .  Strategic environmemtal management should consider 
the effects ofnatud disasters such as hurricanes and Fenomeno del Niiio- These 
natural disasters are significantly H i g  many oil and gas operations by 
destroying installations, specWy in the coast ofPeru. - 

Companies should at least consider developing and implementing the following 
environmental managemeat tools within their EMSs: 

EnvironmerrtaI management structure 

Environmental policy 
Strategic environmental plarmillg 
Environmental impact assessment 
Environmentalreports 
Environmental audit 
Educationandtraining 
Risk management 

5: Driving Forces / Barriers 
As it was previously described in Chapter 2, there are many driving forces and 
barriers & i g  the implementation of environment. management practices 
within multinational operating in Latin American couatries, some of them, are 
even more stronger than in developed countries, such as the action of ENGOs to 
protect the amazon and rmaVindigenous commdes. Some companies had 
difficulties operating in such sensitive areas (i-e. Texau, in Ecuador7 BP in 
Colombia, OXY in Colombia and Ecuador). 

h order to eosure the success of their operations in Latin American c o d e s ,  
m ~ o n a l s  should consider recommendations provided by Kirkland and 
Thompson (1999Jn Press) to overcome these barriers and for Sharma and 
Vredenbmg (1998) to become a proactive company. It is also important to 
understand, respect and preserve Latin American dtures, customs and 



languages Hiriog and training Local people will provide the company with 
human resources to deal with these 1 0 4  envitomnental issues and/or 
bureaucmtic procedures. 

Most mdtinahods who claim to have in place sound environmental 
management systems are focusing on the development of short-term social 
programs trying to akxiate or solve current problems without conside~g 
poteutial fatrrre &ects. Example of this situation can be seen especialIy in the 
mining sector, multinationals are buying lands fiom naal and indigenous people 
at prices that sometimes are considered ridiculous. People who sell their lands, 
u s d y  spend their money very fast without saving or investing for the hture- In 
the short-term, multinationals are providing this people with economic resources 
and generating some lcind of economic flow or fictitious economic prosperity 
among these people. In the mediam and long terms they are c r h g  potential 
negative effects since these people no longer possess their land and wiu soon 
spend their money- 

Multinationals that necessarily will have to buy lands h m  indigenous and rural 
c o m m d e s  should provide them with orientation and training on how to invest 
their money. Social programs should be oriented to the Long term benefits such as 
teaching people how to live relying upon themselves and without depending on 
m c s .  

7.4 Suggestions for Further Research 

Based on the results of this MDP, the following topics are suggested for M e r  research. 
Each of these topics are broad aed complex outside of the scope of this MDP. At the 
same time, they are important m designing and implementing strategic environmd 
management 

1: Social Issues 
It is recommended that more research on social issues and how they must be 
environmental managed by rndthstiod corporations be carried ont hhhinational 
petroleum companies working in Latin America are involved in operations in sensitive 



areas surrounding or close to native aed rural couunuaides. The growing concern of 
ENGOs, Memational Financial IndWionsJ public, and internatonal pressllres regarding 
petroleum activities and their impads on the c o m m d e s  arise from a need for better 
understanding of social impacts and how these impacts should be addressed in order to 
achieve sustainable development goals. 

2: Partnership DeveJopment 
More research is recommended refating to how Latin American countries and MNCs 
should develop strategic partnerships to approach sostainable development goals- Lately, 
proactive corporatiom have focused their environmental strategies to W b s h  strategic 
partnership to develop projects andlor improve their image. In Latin America, the 
economic, sociaL cultural and political context will involve new stakeholders other than 
those identified in developed countries Examples of new stakeholders are guerrillas, 
paramilitary, and narcotics tdfickers- Research should be performed to idetltifjr the 
group of stakeholdas in the hydrocarbon sector for both Latin American countries and 
corporations, and selm Grom this group, strategic partnerships to deal with issues 
affkding the performance of governments andlor corporations. 

3: Organization Structures 
More research is recommended on environmental organization structures within both 
Latin American countries and corporations to have a better understanding of their role 
and approach The way in which Latin American countries are introducing 
environmental organizations within government bodies is lacking in effectiveness and is 
still very confusing, not only because environmental issues are a relatively aew topic but 
also because there is not enough expertise andlor experience among govefmnerrt officials 
to address environmental management The design and implementation ofthe process of 
environmental organization within Latin American cormtries needs a better 
understanding of governments stmdms. 

4: Corporate Culture 
There are still many companies working in a reactive way. It is recommended that more 
research be performed in order to understand corporate a h r e  and the means of 
changing their thinking. Recent studies have shown that them are companies that believe 
that they are workkg in a proactive way, however, their policies and programs do not 
show this. Research shouid also facus on providing minimum rapimuents for theu 
being considered as a proactive c o w ,  and to demonstrate the advantages of behaving 
in a proactive way. 
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APPENDIX A 

The International Chamber of Commerce 
Business Charter on Sustainable Development 

1. Corporate Prion'& To recognize environmental management as among the hightest 
corporate priorities and as a key detecminent to sustainable developmenf to establish 
policies, programs and practices for conducting operations in an e n - o n m W y  
so~md manner. 

2. Iiztewated M m u ~ e m e n ~  To integrate these policies, pmgmms and practices m y  into 
each business as an essential element of management in dl its fimctions- 

3. Process of fmarovemenc To conrinue to improve corporate policies, programs and 
environmental performance, taking into account technical developments, scientific 
understanding consumer needs and community exptxbtions7 with leg@ regulations 
as a starting point; and to apply the same environmental criteria internationally. 

4. Emplovee Education: To educate, train and motivate employees in an 
environmentally responsii1e manner. 

5. Prior Assessmenir To assess environmental impacts before stamng a new activity or 
product and More decom-ssioning a facility or leaving a site. 

6.  Producrs andServices: To develop and provide products or services that have no 
undue environmeutal impact and are safe in their intended we, that are a c i e n t  in 
their consumption of energy and natural resources, and that can be recycled, reused, 
or disposed of safety- 

7. Consumer Abice: To advise, and where relevant educate, customers, disttr'butors, 
and the public in the safe use, transporti~6on, storage and disposal of products 
provided; and to apply similar considerations to the production of se~ces -  

8. Fuczlilies and Owrattom: To develop, design and operate facilities and conduct 
activities taking iato wmideration the etFcient use of energy and materials, the 
sustainable rrse of renewable resources, the nhimktion of actverse enviromnental 
impact and waste generation, and the safe responsible disposal ofwastes. 



9- Research: To conduct or support research on the envlronmencal impacts of raw 
materials, procfucts, processes, emission and wastes asmchted with the entq-se and 
on the means ofmhimkbg such adverse imjm~&- 

10. Prec~ionmv A~prouch: To modi& the m 8 ~ 1 u f ~ ~  marketing or use of products 
or services or the conduct ofacdvities, consistent with scientific and technical 
understanding, to prevent serious or irreversiife environmental degradation- 

1 1. Contractors and S U D P ~ :  To v o t e  the adoption of these principles by 
contractors acting on behalfof the enterprise and, where appropiate, re-g 
improvements in their practices to make them consistent with those ofthe enterprise; 
and to encourage the wider adoption of these principles by suppIiersers 

12. Emer~enw Preredess:  To develop and maintah, where significant bezards exists, 
emergency preparedness plans in conjunction with the emergency -ces, relevant 
authorities and the local community, recognizing potential transbomdaty impacts. 

13. Transfer of Teclaol- To contriie to the trader of enviromnentally m d  
technology and management methods throughout the industri-a1 and public sectors- 

14. Contributina to the Common Efort: To contribute to the development of public 
policy and to business, governmental and intergovernmental programs and 
educational initiatives that will enhance environmental awareness and protection. 

15. Openness to Concern: To foster opemess and dialogue with employees and the 
public, anticipating and respondiiag to their concerns about the potential hazards and 
impacts of operations, products7 wastes or services, including those of tramboundary 
or global significance- 

16. Com~liance and Reporting: To measure environmental pecfomce; to conduct 
regular environmental audits and assessment of compliance with company 
requirements, legal reqyirerneuts and these principles; and periodically to provide 
appropriate information to the Board of Directors, shareholders, employees, the 
authorities and the public_ 



ATTACEMENTS 



CANADIAN OCCIDENTAL PETROLEUM LTD. 

Canadian Occidental PctroIeurn Ltd. s a Corporation is committed to environmcntat protection and the health and 
safety of its peopte, contractors and the public- 

Provide Ictdenhfp, coordination and supporr with respect EO cnvimnmcnt, heaIth and safety manasernrnt in all operations 
and administrative func:ions and undcnake the appropriate Gut diligence consistenr 11-ith CanadianOsy sharcholders' best 
inrerest 

1% beiiclu rltac 
BELIEFS 

lfanascmenr and staKcornmitrncrnt to EHGS is essential ExceIIence in the pdormancc of our snt-lronmentaI_ health 
to ensuring a safe and environmentaH> acctptabIt and safec). responsibiIit.ks adds vaIue- and is critical to our 
operating environment- business, 
 safe^ shall be uppermost in the minds of all persome1 at PubIic perception and attitudes are a vaIuabIe component to 
faciiities ~vhich tve opemre the stlccessful management of our business. 
.%I[ personnel have aresponsibilir?. to perform theirjobs The enlknment and the economy can co-eesis~ 
in a safe and en\-ironmentalIy acceptable manner- * Communitl.. consuImrion is the preferred mechanism to 

resolve EH&S issues of concern to the public- 

I f2  I-ahre: 
VALUES 

Our people are our most important asset and rve ~siI1 not The health weIfare and s a f q  of our people, contractors and 
compromise our  safe^- ssrandards to achie~e other the pubIic. 
corporate goals- @ The concepr of "sunainab1e development," a balance of 
The experience and profcssionaIi~rn of our pcopIe- en\uonment cconom>- and social responsibility, 
The commiunent leadership and accounrabi1i~- of d l  The commimcnt of our people to a sak operating cn\ironmen 
personnel for EHGrS performance, and protection of cnviranmenraf qualiv- 
On-going and open diaIogue t\-ith our m k t h o l d ~ -  Prompt, opzn, frank and complete communication on EH&S 

issues. 

PrnTCLPLES 
I f  2 11-ili: 

Maintain high standards of emrironment, health and safety AppIy science-based assessment and cost-benefit analysis 
performance consistent with the weiI being of society. to EH&S decision-making. 
Meet or exceed regulator). compliance, Recognize and renard environment, heaIth and safety 
Strive to meet industry codes, guidelines and practices. excellence. 
Proactit-ely participate in rhe formulation of public Smve to optimize the safety of all work sites by hiring only 
pol icy- contractors who have superior safety performance and 
Inre-erare enrironmen~ health and safety planning and managment systems, 
management into our day-to-day activities and define Adopt a "Pollution Prevention" approach to project.pIanning 
individual rwponsibilitics. authorin. and accountability and strive tougrds the reduction of emissions and wastes- 

* Ensure that emergency response capabiIity is in place * Strive to prevent injury to people and damage to equipment, 
and periodically tested for at1 company operations and material and the environment, 
facilities. Inform stakeholders o f  our EH%S performance- 

* Establish measurable performance targets and assess, Address stakeholder concerns when examining r i s k  
document repon and continuously improve our 
cntvironment, health and safety performance. 

Rand! Gossen 
Division Vice President 
Environment, Health and Safety 

Mctor J, Zaleschu k 
President br Chief Executive 
Omcer 



INTERNATION~AL CODE' OF ETHICS 
- - --- - k-. 

FOR CALV~ADIAN BUSINESS 
b 

C d a n  business has a gfobal presence that is recognized by cu sakehold& as economicclIy rewording to ali 
parties. acknow!ebged cs being emicalIy. SOC* and envbpnrnecltciiy respansibfe. we!cOmed by the 
communities in Wit!! we operats. cnd that fcdlitctes economic. h u m  iesouce cnb communiV development 
within o stable opercting environment. 

W e  believe that: &* 
- -J 4 -..> z-=-ft>*- z;-*.:-, ., 

w e  can make a dffmmce within our sphus of influer.ce [~urstc;~clde6j; ::me+- - , =: . :: . - = -- . - .. . 

business should toke G leadership role through estabIis5ment of sfiicci ousi~ess principles: 

nctioric! governments hove the prerqctive to condtict %Gr own ~cvemment and legci affairs in 
accorcancewith fbeir sovereign rights: 

a11 governments should comply with international trecties cnd omer agreements that they hove committed 
to. including thearecs of human ahts  and social justice; 
while reflecting cuhrot div- and differences. we should do business throughout ?he worfd consistent with 
me way we do buSness in Canaea: 
the busicess sector should show ethicd !ecdershio: 

w e  ccn fccilitote the cchievement oiweam ser;ero;cn cnb a fcir sita*.g of economic Senefits; 

ocr princic!eswill assist in improvin~ relcticns -?:reen %t;eCaccc~ri cnc! r-roGGov2rnments; 

open. honest cnd ;ransparent rdctionships c:e criticcf :o ocrsuc~ess: 
loccl communities need to be involved in decision-mckin~ for issues that a5133 mem: 
rnuWckehcldsr processes need to be initicted to seekeffective sotutions; 

confrontation sbouk! be tempered by diplomccy: 

wealth maximum-on for all stakehoiders will be enhanced by resolurion of outstanding human rights cnd 
social justice-mes: and 
doing business with other countries is good for Canada and vice versa- 

t 

We value: 

human rights and socia( justice; 

weotth maxjmization for all stakeholders; 
operation of a free market economy; 

public accountability by governments: 
business environment which mir ies  against bribery and conupcon; 

equality of opportunity: 
a defined code of ethics and business practice: 
protection of environmental quality and sound envirorvnental stewardship; 

community benefits: 

good relotionships with a11 stakeholders; ond 
stability and continuous improvement within our operating environment. 



Corporate topability entomposses tha core tompelen(ias, te~hnologier and 
buslnesr processes tho1 creots tom etjtlve advoniaye and directly cnobie 

orgonllathnd ond d~is!onal , Irettgia to trtcnd. 

ADAPTABllllY JMlrHAGING CHANGE 

Ithnriri~ 
(OIININI\ IP IIIIII o ~ ~ i v c t ~  c l g ~ ~ ~  m MI onOdng poten ol Lddp ond (Ld ocquiDion om1 nppknlw~ 

* WCIIII~H\/\IJ~II\ IIC~ dm\ lo m(wy(1\11 vdw aYd wol l  nos ond u~ lha lulu18 
@ ~~llll\/lll~ll~\ q v ~ I l y  W~WI h d h ~  INW p d k l l l \ / l l ~ l l ~ I r ~ o (  

GlOOAL CULTURAL S€NSII IVlf  Y 
/+III~II, III i1u4 vntt i \ ld l f  111 11111 IIIIIII~~,II~ CIIVIIIIIIIIKIII\, hf rilci~lvdy h1~11111ij ~UIIUIIII, \dl111111 111111 CI~IIIIIII~N IIJII IVII*I;~ 

INIIIAIIVE 
I~+~II\\ tlllrdly ~II+II c m l i  kr(~11Cv 111 ~ y ~ l h ~ l l r l  MIII(IIIUII\ 111111 IJI'IICIII~~!\ IP(UIC~I \!vI~\ III EII~IIIF \UIIF\\ 

lth~vrort 
kudr'l J( IJPIII~II~WI IIIIINI~~ 117 IUIIIIIWOUJ~ IIII(YP~I~ (u~lm\ ~ o ( @ \ w \  
A lg lo  ~ltwrutnc wkw\ III l ~ j w ~ r l ~ u l  IIUHHICI 

laic\ lllqrulrrlln IIJ, ulwl  MI^ IIIQ ~tn~h~wga d unlnrlub~l I m h  
Ihnl.Bql\ Irl,ta\ IIIUI ~ l u n l  crbller\wuj 
\d\ rpclln, r ~ l e ~ ~ l ~ l ~ r j  yurt\ ntrl Illrclt III c ~ l e n l l  l l n r l~  

Cthavlorr 
Ucn~o11\110at ltClico\ cunqttlnla n 11njbt1 orn IIMI~IIIU 11111 ~~IIIWIJIIIIIP\ IIHI\ICI~ CI 1111 IIIIIICIII 

0 Ihe\ IUII~II~ ~nl~nvknjy, Iuurlrulrlr. I l ~ d r  111111 YI~WIIUIIIVII \~I~III\ CIIDIIILI~ 
r (~II~IIuuII~ O ~ I ~ U I I ~ ~  Iww IUIIIII~III l11usIc11p IIIIII IIIII\ 

Alcclrcc or1 n l ~ l k r  \ p e t r ~ l ~ ~ t d  IIKIWI~II~)~: III~ IIIIII~~IC\ IUIIFIIC\ IIIYI It,llulcr 101 IIII~~IIIC I~OIIIIIIIJ\ 
* hl l lon\ l lda c~lrtllvu (11ukk.111 rdrnhj lllnlllm\ 



1 
C 

t 
0 C 

I 
% "3 ~j 

m - z  - 0 , s  - .- a s s  - L )  - 
o 8 ra.5 g Q  g E = = z c  3, 

o c t n  = Q z =  
X 

I 
00 . , dgg  
> J E r ~  m g  

% &  E 
O O %  8 

Zl 0" 
s - 

T 
1 



CORPORATE PLANNING CXY CHEMICALS FINANCE OIL AND GAS ; AFFAIRS ENVIRONMENT 
OPERATIONS 

VICE PRESIDENT GENERAL COUNSEL 
FINANCIAL OAlCER AND SECRETARY 

Tom Sugalski 




