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Environmental risks, generally, refer to the
exposure to liability for infringement of
environmental obligations or damage or harm
to the environment with resultant negative
consequences on human health and the
environment. “Environmentally dirty
businesses” by extension soil their reputation
and risk becoming international pariahs. 

Types of Environmental Risks?
 
Diverse business entities may be exposed to
different risks depending on the nature of
their operations. Five general types of
environmental risks can however be identified. 

First, in a dynamic business environment,
environmental compliance risks might arise for
instance where a business operates without
requisite permits or licenses and thereby fails
to fulfill legal requirements. 

Secondly, the nature of business activities can
give rise to suits for compensation in respect
of environmental damage arising from
businesses’ operations. A typical case in point
is where an Ecuadorian court in 2011 awarded
Plaintiffs $9.5 billion against Chevron for
environmental effects of oil drilling, compelling
chevron to fold up its operations in Ecuador. 

Third, risks of environmental malfeasance
might lead to business shutdown or hefty
penalties. 
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In 2017 for example, Volkswagen admitted
cheating on its emission test resulting in a
penalty of $4.3 billion then described as “the
largest ever levied by the United States
government against an automaker”. 

Fourth, are risks that may arise from
environmental non-disclosure and fifth, are
climate change-related risks that compel
businesses to adapt to a changing regulatory
environment. 
 
What Implications Arise from Risks?

Environmental risks generally carry real and
potential repercussions. These risks carry an
added economic cost in the form of clean-up
legal fees and fines from regulator-imposed
penalties or legal action, and the potential
closure of a business. Directors may also face
criminal charges and imprisonment due to
unethical environmental practices. 

Legal  Framework

In Kenya, the laws that govern environmental
risks are mainly the Constitution, the
Environmental Management and Co-
ordination Act (EMCA) and its regulations;
and other environment-related sector-specific
laws, such as the Energy Act; Climate Change
Act; Water Act; or the Petroleum Act among
others. 
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A comprehensive risk assessment is the
outcome of an environmental audit that
focuses on exposing some of the
environmental risks that may emanate
from the operations of a business.

Environmental laws in Kenya stipulate
compliance requirements and other
elements of environmental risks discussed
above. These include mandatory
environmental impact assessment studies,
environmental auditing and monitoring,
and licensing.

Addressing environmental risks also forms
part of the environmental management
system contemplated under ISO 14001:15.
Businesses looking to be certified as
sustainable and compliant with
international standards, have to adhere to
the protocols set out in ISO 14001:15

Why Manage Environmental Risks?

It is important to control, reduce and
manage environmental risks, in order to
minimize and eliminate legal exposure,
financial ruin, reputational risks and
potential negative effects on human health
and the environment. Closely observing a
businesses’ environmental obligations and
duties has a positive spill-over impact on
the general health of the environment.
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In the age of accelerated environmental
awareness, a business that effectively
manages its environmental risks improves
its public image in society in a way that
often translates to increased profitability
through patronage by environmentally
aware consumers.

How to Manage Environmental Risks

In managing environmental risk, a business
can employ the following chronological
steps:

a)    Identification of the Risk

The starting point is to examine and study
the day-to-day activities and standards
employed in operating the business vis a vis
extant regulations and other legal
requirements. An asymmetry would reveal
the source and travel path of potential risks
before such risks crystalize. 

The second step is to note the activities or
operations that have the potential to pose
risks or generate hazards or other sources
of pollution and waste.

The third step involves identifying extended
and related risks. For instance, whereas
illegal dumping of prohibited pollutants
poses an environmental risk, it may be
accompanied by reputational risk. 
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A business can then map out its unique
risks and develop a comprehensive
checklist taking into consideration the
above information.

b) Risk Assessment and Evaluation

Assessment involves determining the
gravity of the risk, i.e. whether it is low,
medium or high. Afterwards, the business
undertakes to evaluate the likelihood of
those risks causing harm, and the
consequences that could arise from that
harm.

The goal of assessing risks is to
effectively understand, prevent and
control them.

A business can gauge the likelihood of
harm by studying the past patterns of the
business or other businesses that operate
in a similar manner; the controls already
in place to curb them; the frequent
occurrence of the hazard; and the
conduct of the staff and other
stakeholders in the wake of such hazards.
To this end, benchmarking against
industry best practices will be extremely
useful. A good assessment of
environmental risk should consider the
impacts of a business on the three pillars
of sustainability: people, planet and profit.

c) Implementation of Measures

This is best done through an approach that
combines both preventive and mitigating
controls. They are espoused below in the
order of their effectiveness.

First, eliminate the source of the hazard
and its associated risks altogether. Second,
substitute the source of the hazard with a
safer option, therefore, reducing the risk.
Third, employ secondary containment
strategies such as setting internal limits and
corresponding alarm systems to manage
the risk. Fourth, put in place administrative
controls, although this is often encumbered
by enforcement challenges. 

Administrative measures refer to the rules
and behaviors that employees and
stakeholders must adhere to in connection
with the business. 

Finally, the business can develop a register
containing the risks and measures adopted
to address them. This will be instrumental
in understanding the risks and its impacts,
decision-making, and incorporating new
controls. Implementation may also involve
identification and acquisition of the
necessary permits and licenses required for
operating the business. 
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Training and sensitising employees
and stakeholders on environmental
risks;
Conducting inspection and audits of
the measures put in place to address
the risks;
Consulting with stakeholders on the
effective ways of avoiding
environmental risks;
Undertaking information-gathering
and research to improve or change
already existing measures; and
Imposing responsibility and
accountability systems in the
business.

d)    Monitoring and Evaluation

An implementation model developed to
manage environmental risk must be
reviewed, studied and updated regularly.
It has to be improved to be more
effective and to reflect the changes in
environmental laws, obligations and
safeguards. Monitoring and evaluation
may be undertaken through:

1.

2.

3.

4.

5.
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