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ABSTRACT

The changes in business environment such as technological expansion and
globalisation are reshaping the business landscape and have increased pressure to
companies to place greater emphasis on the emerging sustainability risks.
Sustainability risk management (SRM) is an extension to Enterprise Risk
Management (ERM) approach to manage the broad spectrum of risks arising from
sustainability issues such as climate change, resources depletion and natural
catastrophes with the aim to maximise environmental, social and economic
performances for corporate survival while preserving communities and the
environment. The purpose of this research is to examine the impact of sustainability
risk management (SRM) implementation and SRM key factors on the corporate
survival of environmentally sensitive listed companies in Malaysia. Further, the study
also determine the moderating effect of ERM level of implementation on the
relationship between SRM key factors and corporate survival relationship. The study
adopts a triangulation method, which is a combination of a survey and a case study. A
total of 53 survey responses are collected and four companies are interviewed. The
findings of the study revealed that only compliance has significant effect on the
corporate survival of environmentally sensitive listed companies. Findings also
confirmed that ERM level of implementation does not moderates the relationship
between SRM key factor of compliance and corporate survival. This study makes
several theoretical contributions and provides further insights about the extent of
sustainability risk integration into ERM practices in Malaysia. The findings of the
study showed that environmentally sensitive companies are in the early stages of
SRM implementation. In the context of current business environment, companies can
no longer spot the known risks but also keep watching and estimating the unknown
events that may have extreme impact on their businesses. The results of this study
offer valuable insight to environmentally sensitive companies, regulators, and
researchers to further understand the effects of SRM implementation on corporate
survival. The study recommends that sound risk culture, adequate risk management
tools and effective business continuity planning would be beneficial to
environmentally sensitive companies in responding to the emerging environmental
and social risks.

Keywords: sustainability, enterprise risk management (ERM), corporate survival, key
factors, environmentally sensitive companies



ABSTRAK

Perubahan dalam persekitaran perniagaan seperti pengembangan teknologi dan
globalisasi membentuk semula landskap perniagaan dan menambahkan tekanan ke
atas syarikat untuk menumpukan kepada kemunculan risiko kelestarian. Pengurusan
Risiko Kelestarian (SRM) adalah lanjutan daripada pendekatan Pengurusan Risiko
Perusahaan (ERM) untuk mengurus spektrum risiko yang meluas berpunca daripada
isu kelestarian seperti perubahan cuaca, kekurangan sumber dan bencana alam dengan
matlamat untuk memaksimumkan prestasi alam sekitar, sosial dan ekonomi untuk
kewujudan syarikat serta memelihara komuniti dan alam sekitar. Tujuan penyelidikan
ini adalah untuk mengkaji kesan pelaksanaan pengurusan risiko kelestarian (SRM)
dan faktor utama SRM ke atas kelangsungan korporat bagi syarikat tersenarai yang
peka terhadap persekitaran di Malaysia. Selanjutnya, kajian ini juga menentukan
kesan penyederhanaan tahap pelaksanaan ERM ke atas hubungan di antara faktor
utama SRM dan hubungan kelangsungan korporat. Kajian ini menggunakan kaedah
triangulasi, iaitu kombinasi di antara kaji selidik dan kajian kes. Sejumlah 53 maklum
balas kaji selidik dikumpulkan dan empat buah syarikat ditemu bual. Penemuan kajian
mendedahkan bahawa hanya pematuhan mempunyai kesan yang signifikan ke atas
kelangsungan korporat syarikat tersenarai yang peka terhadap alam sekitar.
Penemuan juga menetapkan tahap pelaksanaan ERM tidak menyederhanakan
hubungan antara faktor utama pematuhan SRM dan kelangsungan korporat. Kajian ini
menyumbang beberapa teori dan menyediakan pandangan lebih lanjut mengenai
sejauh mana integrasi risiko kelestarian ke dalam amalan ERM di Malaysia.
Penemuan kajian ini menunjukkan syarikat peka terhadap alam sekitar berada pada
peringkat awal pelaksanaan SRM. Dalam konteks persekitaran perniagaan terkini,
syarikat tidak boleh lagi hanya mengenal pasti risiko tetapi juga perlu terus memerhati
dan meramalkan perkara yang tidak dijangka yang mungkin mempunyai kesan yang
melampau terhadap perniagaan. Keputusan kajian ini menawarkan wawasan yang
bernilai kepada syarikat yang peka terhadap alam sekitar, pengawal selia, dan
penyelidik untuk terus memahami kesan pelaksanaan SRM terhadap kelangsungan
korporat. Kajian ini juga mencadangkan yang bahawa budaya risiko yang kukuh, alat
pengurusan risiko yang mencukupi dan perancangan kesinambungan perniagaan yang
berkesan akan memberikan manfaat kepada syarikat yang peka terhadap alam sekitar
dalam menganggapi risiko alam sekitar dan sosial yang sedang muncul.

Kata kunci: kelestarian, pengurusan risiko perusahaan (ERM), kelangsungan
korporat, faktor utama, syarikat yang peka terhadap alam sekitar.
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CHAPTER 1

INTRODUCTION

1.1 Background of Study

Sustainability issues such as climate change, extreme weather events, natural
catastrophes and resource scarcity cause serious economic losses and affect the
world’s economy, society and environment (Pagell & Shevchenko, 2014). The advent
of new technological, environmental and social change is a cause of increased
concern about sustainability issues (Mazri, 2013). Subsequently, these issues become
a concern for a company in managing environmental and social risks which have so
far been ignored (Freise & Seuring, 2015). The past few years have seen catastrophic
events such as hurricane Sandy and Volkswagen emission scandals which have
exposed companies to greater environmental and social risks. Companies have yet
recognised the impact of sustainability issues on their supply chains and stakeholders
(Fink & Whelan, 2016). Furthermore, environmental and social risks have been
discovered as the greatest threat to companies in a survey conducted by the World

Economic Forum’s Global Risks in 2017.

Companies are facing more significant stakeholder pressure to operate more
responsible businesses due to sustainability issues, and these issues influence
corporate survival (Giannakis & Papadopoulos, 2016). This pressure has triggered
companies to take more initiative to address environmental and social risks (Garcés-
Ayerbe et al., 2012). Most have realised that the failure to address the environmental
and social risks have consequences on the stakeholder value and corporate reputation

(Dafikpaku, 2011). This is because stakeholders have placed their trusts on the
1
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Appendix A: Questionnaire

Dear Sir/Madam,

Questionnaire on the Practice of Sustainability Risk Management (SRM) among the
Malaysian Listed Companies.

Sustainability Risk Management (SRM) is an extension to Enterprise Risk Management
(ERM) program which manages the broad spectrum of unknown and emerging risks deriving
from sustainability issues with the purpose of achieving corporate survival. SRM
accommodate the environmental and social risks which seems to be unfamiliar in the ERM
due to the nature of these risks are multifaceted and outside the organisation’s control.

The main objective of this research is to examine to what extent the integration of
sustainability in the ERM having an impact on the corporate survival in the manufacturing
sector of public listed companies (PLCs) in Malaysia. The questionnaire should take less than
30 minutes to complete.

Confidentiality

All information will be treated as highly CONFIDENTIAL and used for academic purposes
only. The names of your organisations and participants will not be disclosed in any report.

Instruction for completion

Please complete the questionnaire. We hope that your response will reflect the actual practice
in your organisation.

Your cooperation is highly appreciated. Data collected through this questionnaire will provide
vital information on the practice of SRM in the publicly listed companies (PLCs). Thank you
in advance for your precious time and cooperation.
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SUSTAINABILITY RISK MANAGEMENT (SRM) PRACTICES

Please complete all the following questions. Please answer each question by ticking on the
appropriate boxes.

Part A: Company’s Background

1. Please indicate your industry

[ ] Manufacturing [ ] Other (Please specify)
[ ] Construction

[ ] Plantation

[ ]10Oiland Gas

2. Please indicate the total employees in your company

[ ]150-100 employees [ ]101-200 employees

[ 1201-300 employees [ 1301-400 employees

[ ]401-500 employees [ 1501 and above

Part B: Risk Management Practices

The purpose of this section is to identify the level of risk management / ERM practices in
your organisation. Please answer each question by ticking on the appropriate boxes.

1. When does your organisation implement risk management program?
[ ] Month [ ] Year

2. What is the status of implementation of risk management program in your
organisation?
[ ] Early stage of ERM implementation

[ ] Partially implemented ERM program across business segments.
[ ]1Fully implemented ERM program across organisation.

3. What were the motivations that lead the organisation to adopt the risk management /
SRM program? Please select your top five (5) priorities.

] Good business practice.

] Improve risk-based decision making

] Comply with regulatory.

] Technology advancement

] Comply with corporate governance standards
] Occurrence of unexpected risks events

] Corporate reputation

] Request by the Board of Directors (BOD)

] Operational effectiveness

= —
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[ ] Enhancing the shareholder value
[ ] Competition

[ ] Stakeholder pressure
[ ] Value-added function
[ ] Other (Please specify)

4. What are the potential barriers that your organisation facing in implementing the
SRM / risk management program?

Lack of tools in risk oversight

Lack of appropriate technology

Lack of sufficient resources

Lack of support from top management

] Lack of understanding of the major components of effective enterprise risk

[
[
[
[
[
approach
[
[
[
[

[ S S [y Sy S—

] Lack of risk management expertise

] Not perceived as a priority in the organisation
] Organisational culture

] Other (Please specify)

Part C: Sources of Environmental and Social Risk
The purpose of this section is to identify the sources of environmental and social risks. Please
answer each question by ticking on the appropriate boxes.

1. Which are the sources of environmental and social risks that represent the greatest
potential threats in your organization? Please select the top THREE (3) priorities.
[ ] Greenhouse gas emissions
[ ] Extreme weather events
[ ] Water crises
[ ] Climate change
[ ] Natural catastrophe
[ ] Natural resources depletion
[ ] Biodiversity loss
[ ] Pandemic
[ ] Food security
[ ] Other (Please specify)

Part D: Sustainability Risk Management (SRM) Key Factors
The purpose of this section is to examine the key factors that supports your SRM program
Please answer each question by ticking on the appropriate boxes.

1. Who has primary responsibility for managing risk management program in your
organisation?

[ ] Chief Executive Officer (CEO)

[ ] Chief Financial Officer (CFO)

[ ] Chief Risk Officer / Risk Manager.
[ ]Board of Directors (BOD)

[ ] Other, please specify
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2. These questions focus on the role of leadership that supports your SRM program. Please
rate each statement between 1 = Strongly Disagree, 2= Disagree, 3= Indifferent 4 =

Agree and 5 = Strongly Agree

Engagement with
internal and external
stakeholders in  risk
decision making

Board devotes sufficient
focus to the
sustainability related
risks and opportunities.

Board effective
oversight the
sustainability risk
identification and
mitigation.

Senior managers have
sufficient knowledge
and skills in managing
sustainability risks.

Senior management
team develop strategies
to respond to the
sustainability related
risks ad opportunities.

Senior management
team ensures the boards
responds to the
sustainability issues.

[ ]

[ ]

[ ]

[ ]

[ ]

[ ]

[ ]

[ ]

[ ]

[ ]

[ ]

[ ]

[ ]

[ ]

[ ]

[ ]

[ ]

[ ]

[ ]

[ ]

[ ]

[ ]

[ ]

[ ]

[ ]

[ ]

[ ]

[ ]

[ ]

3. These questions are pertaining to the organisational risk culture that supports your SRM
program. Please rate each statement between 1 = Strongly Disagree, 2= Disagree, 3=
Indifferent, 4 = Agree and 5 = Strongly Agree

1 2 3 4 5
Company consistently obtain
tone at the top regarding risk. [ ] [ ] [ ] [ ] [ ]
Employees understand and [ ] [ ] [ ] [ ] [ ]

accept that risk management is
a part of everyone’s role and
responsibility.
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Employees have sufficient
knowledge and skills to
manage risk.

Clearly articulate risk appetite
and  desirable  risk-taking
activities.

Company  considers  the
financial, environmental, and
social aspects in a risk
decision making.

The organization establishes
and  promotes  long-term
interests with a risk-focused
incentives.

[ ]

[ ]

[ ]

[ ]

[ ]

[ ]

[ ]

[ ]

[ ]

[ ]

[ ]

[ ]

[ ]

[ ]

[ ]

[ ]

[ ]

[ ]

[ ]

[ ]

These questions are pertaining to the risk governance that supports your SRM program.
Please rate each statement between 1 = Strongly Disagree, 2= Disagree, 3= Indifferent,

4 = Agree and 5 = Strongly Agree

Emerging risks identification
are embedded into the ERM
strategy

Emerging risks are
determined relevant to the
enterprise-wide objectives.

The interconnectedness
between emerging risks and
other risks are evaluated.

Involvement of employees
from all business units in the
company in identifying
emerging risks

Anticipating the implication
of emerging risks to the
business

Company embrace a strong
governance  practices in
managing emerging risks.

[ ]

[ ]

[ ]

[ ]

[ ]

[ ]

[ ]

[ ]

[ ]

[ ]

[ ]

[ ]

[ ]

[ ]

[ ]

[ ]

[ ]

[ ]

[ ]

[ ]

[ ]

[ ]

[ ]

[ ]

[ ]

[ ]

[ ]

[ ]

[ ]

[ ]
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5. These questions are pertaining to the compliance that supports your SRM program.
Please rate each statement between 1 = Strongly Disagree, 2= Disagree, 3= Indifferent,
4 = Agree and 5 = Strongly Agree

1 2 3 4 5
Compliance culture within the [ 1] [ ] [ ] [ ] []
organization is promoted.
The development of new [ ] [1] [ ] [ ] [ ]

products and markets comply
with the regulations and codes of
conduct.

Compliance policies and
procedures are well-developed [ ] [ ] [ ] [ ] [ ]
and articulated.

The personnel are well-educated [ ] [ ] [ ] [ ] [ ]
on the compliance matters.

Preventive measures and control [ ] [ ] [ ] [ ] [ ]
are carried out by the company.

Corrective measures and control [ ] [ ] [ ] [ ] [ ]
are carried out by the company.

Employee training program on [ ] [ ] [ ] [ ] [ ]
the environmental and social
procedures are conducted.

Part E: Impact of SRM Implementation on the Corporate Survival

The purpose of this section is to examine the impact of SRM implementation on the corporate
survival in your organisation. Please answer each question by ticking on the appropriate
boxes.

1. These questions deal with the extent to which you believe the risk management
program has an impact on the sustainability of the organisation. Please rate each
statement between 1 = Strongly Disagree, 2= Disagree, 3= Indifferent, 4 = Agree and
5 = Strongly Agree

1 2 3 4 5
Integrating  sustainability in [ 1] [ 1] [ ] [ ] [ ]
ERM program as a means of
generating long-term

shareholder returns.

Integrating  sustainability in
ERM program as a means of
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preserving corporate image. [ ] [ 1 [ ] [ ] []

Integrating  sustainability in [ ] [ ] [ ] [ ] [ ]
ERM program as means of
gaining competitive advantage.

Integrating  sustainability in [ ] [ ] [ ] [ ] [ ]
ERM program helps to improve

operational performance and

efficiency.

Integrating  sustainability in [ ] [ ] [ ] [ ] [ ]
ERM program as means of

satisfying the stakeholder’s

interest.

Integrating sustainability in an [ ] [ ] [ ] [ ] [ ]
ERM program as a means of

improving triple bottom line

(economic, environmental and

social) performance.

If there are any comments you would like to make regarding this survey, please do so in the
space provided below

Is your company willing to be the case study participant in this research?

| Yes
\ No

Part F: Personal and Company Background Information

NAME:

COMPANY’S NAME:
TELEPHONE:

FAX:

EMAIL:

DESIGNATION:
LENGTH OF SERVICES:

Thank you for taking the time to complete this questionnaire.

Your assistance in providing this information is very much appreciated
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Factor Analysis SRM Key Factors (Independent Variable)

Appendix B: Factor Analysis

Variable

Factor 1

Factor
2

Factor 3

Factor 4

Leadership

Board devotes sufficient focus to the
sustainability related risks and
opportunities.

Board effective oversight the
sustainability risk identification and
mitigation.

Senior managers have sufficient
knowledge and skills in managing
sustainability risks.

Senior management team develop
strategies to respond to the sustainability
related risks and opportunities.

Senior management team ensures the
boards responds to the sustainability
issues.

Engagement with internal and external

stakeholders in risk decision making

.806

872

742

.736

617

.616

Compliance

Compliance culture within the
organization is promoted.

Compliance policies and procedures are
well-developed and articulated.

The personnel are well-educated on the
compliance matters.

Preventive measures and control are
carried out by the company.

Corrective measures and control are
carried out by the company.

Employee training program on the
environmental and social procedures are
conducted.

.828

.710

.679

518

498

419

Organisational risk culture

Clearly articulate risk appetite and
desirable risk-taking activities.

Company consistently obtain tone at the
top regarding risk.

Employees understand and accept that
risk management is a part of everyone’s
role and responsibility

Company considers the financial,
environmental, and social aspects in a

725

.661

.657

.549

411
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risk decision making.

e Company establishes and promotes long-
term interests with a risk-focused
incentive.

Risk governance

e Emerging risks are determined relevant
to the enterprise-wide objectives.

e Involvement of employees from all
business units in the company in
identifying emerging risks

e Anticipating the implication of emerging
risks to the business

e Company embrace a strong governance
practices in managing emerging risks.

878

.566

.549

519

Eigenvalues

14.794

1.951

1.482

1.246

Cronbach alpha

0.867

0.870

0.881

0.893

KMO and Bartlett's Test

Kaiser-Meyer-Olkin Measure of .858
Sampling Adequacy.

Bartlett's Test | Approx. Chi-Square 1380.872
of Sphericity

df 351

Sig. .000

Factor Analysis Corporate Survival (Dependent Variable)

Variable

Factor 1

Factor
2

Corporate reputation
e Corporate image
e Competitive advantage.
e Operational performance and efficiency
e Shareholder return

811
878
752
.833

Stakeholder value
o Satisfying stakeholder’s interest.
e Improvement of triple bottom line
(economic, environmental and social)
performance.

822

844

Eigenvalues

3.656

1.314

Cronbach alpha

.886

.623
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KMO and Bartlett's Test

Kaiser-Meyer-Olkin Measure of 754
Sampling Adequacy.
Bartlett's Test | Approx. Chi-Square 1173.285
of Sphericity

df 378

Sig. .000
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Frequency

Appendix C: Diagnostic Test
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Regression Standardized Residual

Scatterplot
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Appendix D: Interview Protocol

Part 1: Company’s background, history and current risk management practices

1. What is the company’s main business or activities?

2. To what extent your ERM implementation in your organisation?

3.

4. What are the drivers and barriers for companies to move forward in

To what extent sustainability is integrated in your ERM program?

implementing the SRM program?

Part 2: SRM key factors

1.

ok w

7.

Does the top management devote sufficient focus on the sustainability issues
and risks that matter most to the stakeholders?

Does the top management support the alignment and integration of
sustainability into the risk management and corporate strategy in your
organisation?

Describe your corporate culture’s view of risk management.

How does your risk culture extend beyond your organization?

Does the board understand how these emerging risks could affect the
company’s risk profile?

How would management respond, and how quickly could they respond
towards the emerging risks across the enterprise?

Does your organisation comply with the relevant laws and regulations?

Part 3: Impact of SRM Adoption

1.

2.

What are the impacts of integrating sustainability in the ERM program on the
bottom line and company’s value?

Do you think that SRM implementation helps to increase the stakeholder value
and preserve corporate reputation of your company?
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Appendix E: Case Study Transcribe Data

Company A
ME: What is the company’s main business or activities?

HOD RM: We are one of Malaysia's leading corporations, involved in the automotive
manufacturing, assembly and distribution industry through its involvement in the
passenger car and four wheel drive.

ME: What is your job responsibility and tasks in your organisation?

HOD RM: Part and parcel of my task is to develop the in-house framework on risk
management. In the beginning of the year, we have management meeting where
management talk about the target of the year and risk management plan. As a risk
owner, | should be alert on the activities that have risk impacts to the company. In
fact, a support to the risk owner on the risk identification, action plan implementation
and accomplishment of control effectiveness is essential in the risk management
practices

ME: When you implement your ERM program and what is your current status of
ERM implementation?

HOD RM: ERM has been implemented quite some time in our company. We have
started implement ERM in 2002 and our ERM was fully implemented here across the
organisation. Our risk management framework processes itself will be based on 3
years business plans. In this case, we take methodologies from 1ISO 31000 as well as
COSO framewaork and we also look from best practices, Bursa requirements and from
Basel as well. When we have all these methodologies we integrate it into our
framework.

ME: Can you explain more about your ERM practices?

HOD RM: We have external consultant with us in consolidating and revamping the
whole risk management program. We cannot work on its own and need to work with
the external consultant together. Once we do the framework, the framework need to
be approved at the board level and we cannot simply change and we need to make
sure that the framework that we produced is correct and satisfy the management.
Before we go to the board we need to have the buy in and the approval from the
senior management then can go to the board. For example as simple as this, we have
our target and for us to be able to achieve our target this is what we need to do. From
the things that we need to do, we need to see what are the hurdles or what are the
difficulties could occur that can hamper us from achieving our target. So that is the
risk management process where we identify the risk, mitigate the risk and transfer the
risk and so on so forth. We have our own procedures and guidelines to support our
risk management plan, and we formally assigned functions across the organisation to
manage all types of risks. We do conduct an active discussion on the keys risk areas to
be evaluated and the controls in place to mitigate or manage risks.
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ME: How do you assess and identify risks in your organisation especially on non-
quantifiable risk and emerging risks?

HOD RM: Many risks factors need to be focused on including general economic and
business conditions, competition and the impact of new laws and regulations affecting
our organisation. Risk change all the time and we have our own risk register and risk
map to ensure effective monitoring and managing the risks in place.

ME: Do you integrate sustainability in your risk management program? What
motivated your company to implement it?

HOD RM: We are in the process of integrating sustainability into our ERM. By the
end of this year, we can see the outcome. Partly we did because we want to comply
the corporate governance standards and listing requirements. We have to make sure
that our company follow the corporate governance requirement and we almost there
since. Besides, we need to support our stakeholder’s interest and maintain our
branding since now a lot competitors coming in.

ME: What are the barriers that might be remain for you to implement and integrate
sustainability in your risk management program?

HOD RM: If you ask me whether emerging risks process as parts of it, we are not
really thoroughly assessed and discussed on the emerging risks. We faced difficulties
in assessing risks of unexpected events due to inadequate risk information and tools

ME: 1. Does the top management devote sufficient focus on the sustainability issues
and risks that matter most to the stakeholders? What | mean is your current leadership
(effort) in your organisation to integrate sustainability into ERM process?

HOD RM: Management need to assure that all the risk owner understand their risks
and keep updated the risk management standing through our Q-radar system
quarterly. A sound risk management is important to be exist in our business to sustain.
We can see that the failure of few organisations is due to the lacking of buy-in from
senior management. Therefore, there is a need to push up to get the buy-in from the
senior management. Once the buy-in was achieved, we would be able to demonstrate
the best practices of risk management in addition to develop a strong risk culture in
our organisation. Without the support from the board and senior management, a risk
management program cannot sustain because you need teams. We need to give
training to our teams to make sure they understand the risks

ME: How about risk culture across your organisation?

HOD RM: Risk culture is fundamental of any changes in risk management program.
Definitely, it takes time for us to promote risk culture properly. We have training
program including continuous risk management workshop and literacy risk programs
to enhance understanding of our employees at all level on managing a wide-ranging
risks to our employees. In term of risk awareness, so far | would say that not all but at
least we are there to ensure that our employees at all level know the core concept of
risk management.

ME: How would management respond, and how quickly could they respond towards
the emerging risks across the enterprise?
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HOD RM: Emerging risks are risk that we don’t know yet and perhaps quantitative
and qualitative measures is needed to assess this kind of risks. To some extent, we
cannot predict the unexpected events as environment changed so fast. Our teams and
business units are still struggle to evaluate and place appropriate control to manage
these risks. Probably a more sophisticated risk measurements need to be develop by
companies to anticipate these kind of risks.

ME: Does your company consider your compliance as part of the risk management
process?

HOD RM: As an automobile manufacturer, we have a responsibility to ensure that our
product met the product quality and safety requirement in accordance with rules and
regulation. We need to consider major environmental and safety requirement mainly
because they are related to other risks such as reputation risk.

ME: What is the impact of implementing SRM in your organisation?

HOD RM: Previously, before the year 2000, the economic condition was very good,
however beyond the year 2000; a lot of competitors came in. It is a challenge to the
enterprise to be able to sustain with the increased risk and complexity. Sustainability
is part of the business strategy to maintain our branding. Of course, we need to sustain
our customers in the long-run. Because previous, one to two players now, a lot
competitors coming. In Malaysia, we have also other car producers. In Malaysia
population not all have purchasing power. Within that minority group, a very small
purchasing power. We want to sustain, first is our base customers.
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Company B
ME: What is the company’s main business or activities?

ARM: Our company is incorporated on 7 February 1995 and listed in the Main Board
of Bursa Malaysia on 2 February 1996. Our main businesses are property and
township development, construction, road building and maintenance, quarry.

ME: What is your job responsibility and tasks in your organisation?

ARM: Actually I am newly joined, so far | need to identify & assess risks, implement
& monitor action plans and report to risk manager on event of any risks. Our company
just developed their own ERM framework and started to implement it by end of this
year

ME: When you implement your ERM program and what is your current status of
ERM implementation?

ARM: Beforehand, our company manage risk, according to project basis. Every new
project gone through on risk assessment since the management getting concerned on
risk associated with the project only in avoiding any losses in the future. For now, |
admitted that our company objectives are not closely linked with the risk management
plan since we are not incorporating risk management into day to day operation. In the
meantime, we don’t have any framework and risk appetite and after this once we
initiated a framework, we will implement a daily update on risk. | admitted that the
company objectives for now are not fully linked with the risk management and
strategy. We are not incorporate into day to day operation since we are partially
implemented risk management.

ME: Can you explain more about your ERM practices?

ARM: This time around, we initiate a risk management framework and now we in the
middle of engaging with the risk management consultant to construct our risk
management framework and all risk appetite. Our policy and guidelines for a new
framework adopted from 1S031000

ME: How do you assess and identify risks in your organisation especially on non-
quantifiable risk and emerging risks?

HOD RM: So far, we don’t have the risk appetite and after this we will have daily
update on risk.

ME: Do you integrate sustainability in your risk management program? What
motivated your company to implement it?

HOD RM: No, we don’t integrate sustainability as we are at the early stage of ERM
implementation.

ME: Does your company consider your compliance as part of the risk management
process?

HOD RM: As a construction developer, we need to comply with rules and regulation
provided by the Department of Safety and Health (DOSH).This was done to avoid
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risk of non-compliance which might lead to prolonged of project schedule. There was
an issue previously when one of our projects got delayed due to the complaints by the
residents living around the project site. Due to that, our company is now getting aware
with those kinds of non-compliance risks since it had a greater effect on our
reputation
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Company C
ME: What is the company’s main business or activities?

HOD RM: Our company is the world’s largest Crude Palm Oil (CPO) producer and
the second largest Malaysian palm oil refiner. We are listed on the Malaysia Stock
Exchange since June 2012, our focus spans three core business sectors: plantation,
sugar and logistics. We have operations in more than 10 countries across Asia, North
America and Europe.

ME: What is your job responsibility and tasks in your organisation?

HOD RM: Part and parcel of my task is | need to ensure that adequate attention and
oversight related to all types of risks in our company and reported to the top
management. Don’t underestimate anybody’s role. Everybody is important in the
organisation regardless of its position. Everybody contributes to the risk management
and it is a more balance structured. Everyone in the organisation should know about
risk of each other because it is interdependent at end of the day. Every employee is
part and integral to our group risk management.

ME: When you implement your ERM program and what is your current status of
ERM implementation?

HOD RM: ERM was fully implemented here across the organisation and we have
started to implement it in 2008. Risk management is an important priority in our
organisation and therefore integration between risks and objectives was important for
us to ensure that our company’s targets are achievable and realism. We applied the
best practice ERM frameworks which are ISO 31000 and COSO across our
organisation. ERM process is within our company’s business plan. We have many
subsidiaries and so far almost 80 percent to 90 percent of our subsidiaries had
completed the ERM process.

ME: Can you explain more about your ERM practices?

HOD RM: ERM is a bigger picture and the tool commonly that I used is risk register.
Risk register contains a lot of data. The first thing that | want to know is the profit
before tax (PBT). Because the current and future PBT are all reflected in our business
plan. The business plan that we are trying to achieve in the meantime that is we are
targeting 100 billion sales by 2020. Currently we are now reaching the 20 billion
sales. Therefore, we need to ensure our target is achievable

ME: How do you assess and identify risks in your organisation especially on non-
quantifiable risk and emerging risks such as adverse climate pattern?

HOD RM: Plantation industry is very unique by itself. There is one of the risks that
we cannot control which is weather. The current EI-Nino issue we had presented to
the board, but so far the effect of EI Nino was not so bad since now lots of rain. It is
quite common to us and that we have our proper procedure to look into this as well as
our business continuity plan. You can never manage the weather. The risk is the
weather, but the strategy you can never manage the weather, however, the strategy is
to manage the impact. When it was hot, of course we faced water crises; therefore, |
need to ensure that there is water. | cannot put strategy to manage the weather since
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the weather is a God creation and is beyond human control. In our company, we must
make a major strategic plan risk projection in managing these types of risks to ensure
better decision.

ME: Do you integrate sustainability in your risk management program? What
motivated your company to implement it?

HOD RM: We have a Malaysian Code of Corporate Governance (MCCG) and Bursa
Malaysia listing requirement that we need to comply and totally all of these supported
our risk management program. Besides, sustainability provides a long-term balance of
financial, environmental and social for enriching our company values. We engaged
with our key stakeholders in addressing environmental and social issues because we
need to make sure that every risks arising from our business activities does not affect
our goals and stakeholder’s interest. In other words, our company did this for good
business practices.

ME: Can you explain more on your effort in integrating sustainability in your
organisation?

HOD RM: Sustainability is a broad concept and mainly not focusing on the
environmental and social aspects only. It’s all about transforming risk into
opportunities for the sustainability of an organisation. Our risk management, | would
say that we are not focusing on internal environment but also external environments
that affect our business sustainability. We need to take a look on the external risk as
well instead of internal risk because external risks had greatest impact on our survival.

ME: What are the barriers that might be remain for you to implement and integrate
sustainability in your risk management program?

HOD RM: Less attention was given on the unknown risks especially by the board. |
would argue that when unknown risks were not given priority in our organisation, this
would probably resulted a lack of interdependencies between unknown risks and other
types of risks and hence will affect the value of the company.

ME: 1. Does the top management devote sufficient focus on the sustainability issues
and risks that matter most to the stakeholders? What | mean is your current leadership
(effort) in your organisation to integrate sustainability into ERM process?

HOD RM: To make progress on sustainability integration here, we need to engage
people and combine our efforts. Leadership is key to achieving effective risk
management for long-term survival. Therefore, a strong awareness and in-depth
knowledge at the management and board level is critical. The board should be
responsible for all risk management activities. After all what we have done were
sought after by the investors to see the sustainability of our organisation. The level of
buy in for companies listed under Bursa is mandated because for every year end we
would need to incorporate in the Annual Audited Accounts the following Statement of
Risk Management and Internal Control. Furthermore, we engaged with our key
stakeholders in addressing environmental and social issues because we need to make
sure that every risks arising from our business activities does not affect our goals and
stakeholder’s interest.
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ME: How about risk culture across your organisation?

HOD RM: | think the key is awareness. Everybody contributes to the risk
management and it is a more balance structured. Everyone in the organisation should
know about risk of each other because it is interdependent at end of the day. Every
employee is part and integral to our group risk management. This requires an
understanding of our people at all division to mitigate the sustainability risks, so we
do conduct more risk management training courses to enhance the knowledge on
sustainability risks among the employees. Previously our risk culture is extremely
strong. | would say before the year of 2008, our risk management culture was very
strong. However, due to the corruption, we faced a greater reputational risk which
leads our share price dropped and we were losing a lot in fact. Pursuing high ethical
conduct was important for us to build a good corporate reputation. Many factors had
actually influenced and one of that was the unethical behaviour and low integrity due
to corruption. What was happened actually portray the culture of the organisation
itself since risk management is part of the culture. Towards the ends, it will affect the
business sustainability and threatening the corporate survival. | would argue that if
you can remove the politician out of the top management, this will never be happened.

ME: How would management respond, and how quickly could they respond towards
the emerging risks across the enterprise?

HOD RM: Two way communications between management and the board is
important in risk management process. Our management and the Board could not
ignore the importance of risk management. Annually Risk Management Department
will provide its year plan and it shall be approved at the Board Governance Risk
Management. Risk management creates an opportunity, strategy and more focus. Risk
management formed the governance. A strong awareness and in-depth knowledge at
management and board level is critical. The board should be responsible for all risk
management activities. Emerging risks means something which is new and it can be
measured. In risk, you know this is a bell curve. Here is what we called tail risk. Here
I cannot anticipate/ predict this to be happening. Given an example of emerging risk is
Lahad Datu standoff. Believe it or not, one of the risk management committee (RMC)
actually predicts this to be happened, but management had not taken seriously on this
matter because they assumed that this will not be happened.

ME: Does your company consider your compliance as part of the risk management
process?

HOD RM: All regulation has to be followed and complied such as effluent discharge,
carbon emission. We are not directly involved, but our subsidiaries involved to ensure
that our business operations complying all rules and regulations. We ensure that our
policy and standard of procedures (SOP) were revised every quarterly and this were
conducted by the committee that take a look over the policy and SOP in our company.
We also need to undertake a comprehensive update and review of its materiality
assessment on the sustainability risks and opportunities in accordance with the Global
Reporting Initiative.

ME: What is the impact of implementing SRM in your organisation?
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HOD RM: Sustainability provides a long-term balance of financial, environmental
and social for enriching our company values. When we do the right things, of course
it would add value to our reputation. After all what we have done is sought after by
the investors to see the sustainability of our organisation. That one creates the
business sustainability. Risk management is very tough and broad. This need to be
done to see businesses are run in the long-term and whether objectives are achieved
and to add value for our company.
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Company D
ME: What is the company’s main business or activities?

HOD RM: Our company was incorporated in Malaysia on 6th August 1973 under the
Companies Act, 1965, as a private limited company. We are listed on the Malaysia
Stock Exchange since 1992. Our main activity is in the cultivation and production of
oil palm. We dedicated and committed to provide oil palm plantation advisory and
management services to all of its estates.

ME: What is your job responsibility and tasks in your organisation?

HOD IA: As you can see here, we have lack of staff to fully implement the risk
management programme. There is only one staff out there helping me in preparing all
documentations related to risk management activities. Here, | need to perform duties
under a multi-tasking environment. | was also in charge of handling the security
matters; in fact if anything happened at the estate and mills, I also need to be there to
resolve the problem arose.

ME: When you implement your ERM program and what is your current status of
ERM implementation?

HOD IA: We had ERM in our organisation for quite a long time, however we have
limited resources (people, time and money) to fully implement the risk management
program across our organisation. Our ERM framework has not been revisited
periodically. We had engaged in ERM program in October 2002 as consulted by
KPMG Malaysia at that time and our risk management framework was adopted from
ISO 31000. I would say that our ERM was partially adopted and hence further
improvement would be sought after to effectively implement ERM in our company

ME: How do you assess and identify risks in your organisation especially on non-
quantifiable risk and emerging risks?

HOD IA: We do not have a real formal process to respond to risks. When it comes to
risks, I will routinely assess risk but normally risks that we are prioritised are usually
the same. For instance, these are for example 10 risks that are prioritised in our
organisation such as movement CPO prices, risk related to foreign workers, outbreaks
of oil palm plantation diseases, damage from pests, regulatory changes and others. We
also faced risks from adverse climate conditions, as well as downturns in the global
economies. Extreme weather change had likely affected our production level so far
and with oil prices dropped recently also had affected the price of crude palm oil to be
dropped.

ME: Do you integrate sustainability in your risk management program? What
motivated your company to implement it?

HOD 1A: In our board meeting previously, the board of directors (BOD) had
requested me to focus on sustainability risk and opportunities. Definitely, compliance
towards MCCG is the key driver | think. We do implement and in the process to
integrate sustainability because first of course we need to comply with new MCCG
2012, part of that because we need to comply with EU policy to penetrate the global
market and lastly to create value for our stakeholders. Well, to penetrate the European
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Union (EU) market, we are required to develop sustainability guideline, strategy and
policy to meet their certification and standards. Otherwise, the penalties will be
imposed if we cannot satisfy the essential requirements

ME: Can you explain more on your effort in integrating sustainability in your
organisation?

HOD IA: We are now focusing on the sustainability efforts to manage associated risks
as well as seizing the opportunities. We had just started to conduct a social and
environmental impact assessment. We are bounded to meet the regulatory
requirement in minimising environmental and social impact in order for us to get a
certification by the International Sustainability and Carbon Association (ISCC) to
penetrate the European Union (EU) market.

ME: What are the barriers that might be remain for you to implement and integrate
sustainability in your risk management program?

HOD IA: | would say that unsupportive cultures are the biggest impediment for
sustainability integration into ERM. This is because our management does not aware
that they are actually integrated in the risk management system. They just pass their
responsibility to me, whereas risk management is everybody's responsibility.
Typically, people on the production site wanted to reach their production target only
and they are not aware of risks.

ME: 1. Does the top management devote sufficient focus on the sustainability issues
and risks that matter most to the stakeholders? What | mean is your current leadership
(effort) in your organisation to integrate sustainability into ERM process?

HOD IA: In our board meeting, our board have been very supportive towards the
sustainability issues. Yes, like | mentioned before, our board have mandated our
senior management to demonstrate the responsibility towards sustainability issues for
getting the International Sustainability and Carbon Certification (ISCC).

ME: How about risk culture across your organisation?

HOD IA: What I can say is it’s extremely lack of risk culture in our company. The
communication regarding risk is really ineffective because the level of awareness on
risk at the employee level was very low. It's very difficult to promote risk culture
within our company since here risk management is my responsibility. In fact,
everybody here does not understand what constitutes a risk

ME: How would management respond, and how quickly could they respond towards
the emerging risks across the enterprise?

HOD IA: Ultimately here, we focus on those risks that can be quantified. This is
because our board of directors (BOD) basically difficult to have a look at the
emerging risks and non-quantifiable risk. However, | certainly monitored on emerging
risks that had greatest impact on our profitability such as extreme weather change and
CPO pricing level. Extreme weather change had likely affected our production level
so far and with oil prices dropped recently also had affected the price of crude palm
oil to be dropped
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ME: Does your company consider your compliance as part of the risk management
process?

HOD IA: All the standard of procedures (SOP) our company actually embedded in
the risk management system. We are very strict regarding the standards and policies
related to environmental and social aspects. We have a clear policy and SOP on
selection of chemicals, zero burning policy, GHG emission, and etc. All the
compliance matters we need to fulfil, because otherwise regulators will impose us
penalties for non-compliance activities.

ME: What is the impact of implementing SRM in your organisation?

HOD IA: We do integrate sustainability to penetrate our product to be marketed
worldwide and of course we can sustain our business more in future as sustainability
help to improve and increase operational efficiency of our businesses. We are
bounded to meet the regulatory requirement in minimising environmental and social
impact in order for us to get a certification by the International Sustainability and
Carbon Association (ISCC) to penetrate the European Union (EU) market.
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