Demonstrating the Value

of Corporate

Environmental, Health,
and Safety Services

Businesses are con-
stantly striving to
reduce costs in all
production and serv-
ice areas, and an
economic recession

of EH&S

typically necessitates

even more reduc-

tions. Environmen-

tal, health, and safety (EH&S) departments are
not immune to these cost-cutting pressures. How-
ever, many businesses are concerned that a
decrease in the EH&S budget wiil lead to a
decrease in performance.

A review of EH&S departments in the chemi-
cal manufactuiing industry reveals that some
companies are reducing the amount they spend
on FH&S while at the same time reducing regula-
tory violations, pollutant emissions, and safety
incidents. These companies are successfully sus-
taining their business while exhibiting a high
level of EH&S performance.

This article first discusses the state of the
EH&S economy, and then outlines some themes
common to “best in class” EH&S departments.
We then offer some ideas on developing an FH&S
value measurement program, including sample
questions that companies may find useful in
identifying opportunities for EH&S cost savings.
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Quantifying the costs and results

We also include
a case study illus-
trating one compa-
ny's approach to
reducing remedia-

tion costs.

State of the EH&S
Economy

With the currently struggling economy, sen-
ior management teams are locking for ways to
cut costs. Managers often view the high-dollar
and high-visibility expenses of EH&S depart-
ments as “profit drains” rather than investments.
For this reason, EH&S managers need to demon-
strate quantifiable value creation alternatives that
can be used to convince executives and share-
holders not only that EH&S investment is neces-
sary, but that it can also result in a good return on
investment.

The value of EH&S and remediation pro-
grams are sometimes thought to be too intangi-
ble to measure. Globally, all companies struggle
with this issue, and many are searching for ways
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if we do not provide more value than the cost of

our services to the company, we will be replaced
or downsized.

to quantify the value of such programs. All
companies find this a daunting task, whether
they are using the Six Sigma approach (adopted
by such notable companies as General Electric
and 3M), an International Organization for
Standardization certification program (such as
the 1SO 9000 and 14000 series), Edward Dem-
ing’s total quality management systems, or
another system.

The key is to take program results that are
intangible and make them tangible, so that the
value of each activity can be assessed. These tan-
gible terms will provide the information neces-
sary for EH&S managers to develop an action
plan for continuously increésing and demon-
strating value in the future, In some cases, if a
program or activity does not demonstrate quan-
tifiable value for the time, effort, and cost invest-
edl, the company will decide not to continue the
activity.

EH&S and remediation departments need to
identify various value drivers to demonstrate
their value to the corporation. Such drivers may
include lost revenue savings, value-added servic-
es, and business synergies. Putting EH&S issues
into business and financial terms makes it much
easier to demonstrate the value of corporate
EH&S programs. Demonstrating value in turn
results in long-term and win-win partnerships
with senior management that ultimately reduce
total transaction costs and increase profits.

EH&S and remediation departments also
must create innovative mechanisms to quantify
tangible and intangible issues and report them
as financial indicators. Reporting these indica-
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tors to senior management on a routine basis
will help EH&S and remediation programs to
obtain the resources, funding, and recognition
they need.

When senior management understands the
value of its EH&S and remediation programs,
opportunities are created for increased profitabil-
ity. This ultimately results in satisfied sharehold-
ers. One client partnership in which the authors
have participated for the last ten years has quan-
tified over 23 million dollars in savings.

“Best in Glass” Chemical Manufacturer
Successes

A review of publicly available annual reports
from a dozen companies—including companies
identified by the U.S. Environmental Protection
Agency (EPA) as some of the best at managing
environmental affairs—reveals two chemical
manufacturers that successfully demonstrate
business sustainability coupled with a high level
of EH&S performance: Dow and 3M. Both of
these firms show a decreasing trend in environ-
mental expenses, along with an increasing trend
in EH&S performance.

How do these companies reduce costs while
improving performance? They do it by broaden-
ing the scope of their EH&S programs. Dow has
developed “Waste Reduction Always Pays”
(WRAP), an internal recognition program that
rewards employees for environmental improve-
ment ideas (Verrico, 1999). 3M reports that its
annual air emissions have been reduced from 200
million pounds in 1990 to 24 million pounds in
2000. The majority {55 percent) of this reduction
was achieved through pollution prevention,
while the remaining 45 percent was achieved
through pollution control (3M, 2001).

Cammon Themes

The EH&S programs of Dow and 3M share sev-
eral common themes. Each of these companies:
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What is value and how do you measure it? How do
you quantify and report value and whom do you
report it to? What are the future value drivers?

* has publicly announced its EH&S goals,
pledge, and program, thereby demonstrating
its commitment;

* participates in an external review program in
which a third party evaluates the firm's pro-
gram and performance compared to external
and internal standards;

» has invested in training programs to ensure
that every member of its organization is
equipped with the tools and knowledge to
participate in the program; and

* audits itself to evaluate whether actual prac-
tices are consistent with EH&S goals.

Dow and 3M are honest in their approach
toward improvement. Although these compa-
nies demonstrate a high rate of success in many
areas, they also publicize their continuing chal-
lenges and track their progress in addressing
those challenges.

Additionally, both companies solicit input
from their employees and participate in volun-
tary initiatives such as Responsible Care®, the
U.S. Occupational Safety and Health Administra-
tion’s Voluntary Protection Program (VPP), and
IS0 14000,

Developing an EH&S Value Measurement
Program

Overview

An EH&S value measurement program quan-
tifies the benefits that an internal EH&S group
provides to its company. In addition, such a pro-
gram provides concrete insights regarding how to
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position an EH&S group to concentrate on con-
tinuous and quantifiable value drivers. The
rewards are alimost immeasurable when it comes
to making an EH&S or remediation group more
valuable to the corporation.

Several industrial companies and consulting
tirms have jointly developed programs to quanti-
fy EH&S value. Some companies have been
benchmarking EH&S costs and results for over 15
years in order to improve EH&S functional value,
identify and quantify lost revenue savings, reduce
violations and fines, and justify the value of the
EH&S group to all necessary stakeholders. These
companies understand the value drivers that
affect the business and financial aspects of man-
aging an EH&S group. They can demonstrate
value that far exceeds the cost of their programs’
continued existence.

Program Objectives

The objectives of an EH&S value measure-
ment program are to determine the value of
EH&S compliance and remediation activities, and
to quantify and report this value to all necessary
internal and external stakeholders. The process of
measuring value also identifies areas where addi-
tional value can be created in an EH&S program.

How Does the Program Work?

Companies can conduct an EH&S value meas-
urement program internally or have consultants
participate on various levels, ranging from facili-
tating discussions at corporate retreats and divi-
sion meetings to participating alt the way
through the reporting process. The steps in a typ-
ical program might include the following:

¢ The Director of EH&S generates a question-
naire to be answered by key stakeholders
within the company, the EH&S department,
and the project team in order to identify the
baseline of activities and costs that fall with-
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Whatever we measured last year needs to be re-

evaluated and upgraded, and the bar needs to be
raised.

in the EH&S group’s responsibility. Alterna-
tively, a qualified consultant can facilitate a
roundtable discussion or benchmarking ses-
sion with representatives from each stake-
holder group.

* The Director of EH&S, or the EH&S group
itself, quantifies the value of each activity and
presents this information to internal and
external stakeholders, The report may also
include recommendations to increase EH&S
functional value.

* The EH&S group develops an action plan to
increase value, and to demonstrate value con-
tinuously going forward.

Advantages

An EHE&S value measurement program offers a
cost- effective and risk-free opportunity for EH&S
managers to focus on the current and future
direction of their programs. It specifically demon-
strates and quantifies the value that EH&S groups
add to the organization’s bottom line. The key to
achieving a successtul EH&S value measurement
program is to assemble a team of experts and
stakeholders who can identify and quantify
EH&S value, and then implement value decisions
within the organization,

Cost and Savings

In most cases, the external costs of participat-
ing in and facilitating an EH&S value measure-
ment program range from $10,000 to $15,000 for
corporate reviews, plus $3,000 per facility for the
first five facilities and $2,000 for each facility
thereafter. For a 15-facility manufacturing com-
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pany, the total external cost thus would be
approximately $45,000 to $50,000.

Internal costs are ongoing. Companies typi-
cally begin with one full-time equivalent
employee who initiates the process, usually for a
period of about three months. Internal costs are
then distributed among the groups involved and,
over time, become a continual part of doing
business, An EH&S value measurement program
generally requires very little time once it
becomes integrated into the company’s decision-
making process.

Cost savings that can be realized from an
EH&S value measurement program typically
range from $150,000 to over $1,000,000, depend-
ing on the size and structure of the company’s
EH&S or remediation program, the number of
facilities involved, and the corporate budgetary
amount allocated.

ldentifying Opportunities for EH&S Cost
Savings: Sample Questions

The following questions were developed to
help companies identify opportunities for EH&S
cost savings. Remember that every organization
needs to custom design its EH&S group to fit
within its overall company structure and culture.
For this feason, the questions and suggestions
noted below may not address the needs of all
companies. The purpose of these questions is
simply to help a company identify “low-hanging
fruit,” so that it can focus its efforts on initiatives
that will result in the most “bang for the buck.”

1. What are your EH&S and remediation budgets?
List the fop-ten activities with the highest cost.
List the top-ten areas where you allocate the
majority of your time—for example, EH&S staff
payroll and administrative costs, ongoing compli-
ance at the corporate and division levels, investi-
gation and remediation, off-site liability (eg.,
Superfund sites, stranded assets), worker’s com-
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pensation premiums, and merger and acquisition
due diligence.

Often, the activities that require the most
time and the biggest budget are those where the
most cost savings can be realized. In answering
this question, it is important to account for all
EH&S costs. Thus, the traditional definition of
FH&S may need to be broadened to include some
facitity operational costs, such as waste disposal.

Depending on the structure of the organiza-
tion’s EH&S program (centralized or decentral-
ized), EH&S costs within other programs may also
need to be identitied. For example, if a company
receives a notice of violation, the costs incurred
by senior management and the legal department
need to be considered, in addition to the costs
incurred by technical staft managing the site.

holders. Such organizations also publicize their
programs through public speaking engage-
ments, press releases, and shareholder informa-
tional updates.

4. How are EH&S and remediation services aligned
or structured to manage envirommental affairs
(i.e., are they centralized or decentralized; are they
organized by division, or by activities such as
remediation and compliance)? How are erviron-
mental decisions made in your company? Who
makes the final decision? What are the most
important factors in your decisions?

There are advantages and disadvantages to
every organizational
structure, Over the past
20 years, most compa-

Often, the activities that require the
most time and the higyest budget

This question is also important for bench-  nies have ridden the

marking success in reducing budgets.

2. How do you (EH&S Manager) quantify the value
of your EH&S and remediation staff and report
that value to senior management?

[n today’s cost-cutting environment, every
company wants to ensure that it is receiving high
value for the money it spends. Thus, it is crucial
for EH&S managers to formally quantify the
value of their staff on a regular basis. The same
budgets and EH&S performance parameters
should be evaluated to identify budget reductions
and improved EH&S performance.

3. How do you communicate vour commitment to
EH&S, sustainability, and social responsibility to
all stakeholders, including the public'and shate-
holders?

Best-in-class firms publish EH&S annual
reports demonstrating success in each of these
categories. Their reports go out to all share-
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pendulum from cen-
tralized to decentral-
ized, and back again.

are those where the most cost sav-

ings can be realized.

While there is no

absolute best organiza-

tional structure for all companies, all structures
need to make sure they have mechanisms for
commuricating changes, leveraging consultant
partnerships, and constantly looking for the next
wave of value drivers.

Although communication is important in all
circumstances, communicating changes may
require extra attention. For instance, changes to
a remediation system may need to be reflected in
the applicable air and water permits; a permit
decision may hinder remedial efforts. In addi-
tion, changes such as raw material substitutions
may impact pollutant emissions and waste gen-
eration. Before changes are made, the company
needs to follow a formal process that involves
key stakeholders.

All companies ate undergoing economic pres-
sures these days, including waste disposal con-
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You should strive to ensure that
every employee in your organization
develops value awareness.

tractors, equipment vendors, and environmental
consultants. By leveraging its buying power with
these agents, a company can consolidate partrer-
ships and reduce its overall transaction costs,
thereby reducing overhead expenses and increas-
ing profitability for both the company itself and
the consultant, contractor, or vendor. Additional-
ly, by partnering with suppliers, a company is
more apt to receive consistent service that meets
its needs at a lower price.

In a world dominated by division of labor,
EH&S staff often do not completely understand
facility operations,
while facility personnel
may not fully under-
stand EH&S. Facility

personnel need to
develop a working
knowledge of their

facility’s environmental permits and remediation
systems, and need to understand the major costs
associated with FH&S.

Familiarizing personnel with EH&S issues
can offer big benefits. As documented by best-
in-class companies, the most useful environ-

mental improvement ideas often come from
employees. For example, a 3M employee team
developed a process that allowed polyester pel-
lets to be reused in a film manufacturing
process, resulting in disposal cost savings of
$300,000 (3M, 2001).

5. Does your company have an EH&S policy in
place? Has an EH&S manual been prepared and
distributed?

It all starts here: Putting your commitment in
writing, and making it known that you are com-
mitted to EH&S performance, period.

6. Do you have the following business processes in
place: risk management, life-cycle management,

18 / Spring 2002/ Environmental Quality Management

data management, acquisition management, reg-
ulatory inferface, employee training?

These processes are the keys to consistent and
sustainable EH&S value identification and imple-
mentation. Integrating value awareness into each
of these processes will ensure that the company is
always considering value. Jack Welch and Gener-
al Electric did this with Six Sigma.

A good basketball coach helps each player
learn how to develop court awareness. A good
officer teaches each soldier how to be aware of his
or her surroundings. Similarly, vou should strive
to ensure that every employee in your organiza-
tion develops value awareness.

7. How many stranded assets {(non-used contaminat-
ed properties) does your company own? How are
these assets managed?

This question can help you develop a formal
process for managing risk and minimizing future
liabilities. Most EH&S departments do not play a
key role in managing their company’s stranded
assets. Rather, this task usually is handled by the
real estate department; EH&S typically gets
involved only when soil or groundwater contam-
ination is discovered at a former property during
construction activities, or when contamination is
reported by a neighbor. Investing up-front in a
plan for minimizing risks and liabilities associated
with your stranded assets can reduce overall costs.

8. During mergers and acquisitions, how is environ-
mental liability assessed?

Successtul companies develop a formal process
to manage risks and minimize future liabilities dur-
ing mergers and acquisitions. The most successful
companies involve EH&S departments, as well as
all other appropriate stakeholders, from the first
step in the merger or acquisition or process.
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9. In what form are consulting contracts typically
issued (e.g., fixed-cost or “time-and-materials not
to exceed”)? What process do you use for selecting
consultants or contractors to perform work at your
facilities?

The most successful companies have struc-
tured partner programs in place with a select few
consulting firms that know the company’s busi-
ness and have been fully integrated into the value
awareness program within the company. These
organizations create executive management
teams with their partner consultants’ participa-
tion. The partner consultants can usually bring
new ideas to the table as a result of their experi-
ence with other clients and other industries. Part-
nering is a key concept in value generation.

10. How mamny EH&S notices of violation (NOVs) did
you have in the last five years? How much of the
company’s EH&S budget is allocated to addressing
NOVs, fines, penalties, or consent orders related to
EH&S compliance matters? How many person-days
are spent responding to these matters? How many
corporate groups are imvolved in the responses?

The number of NOVs an organization has
received, and the fines associated with them, typ-
ically are easy to quantify, and should be consid-
ered part of the EH&S budget. EH&S investment
to reduce NOVs should be benchmarked based on
the number received and the costs incurred to
address them.

11. What are the most important environmental chal-
lenges your company is currently facing, and will
be facing in the upcoming year? What types of
future regulatory/voluntary driving fortes do you
expect to face in the next five years?

One of the most important aspects of imple-
menting continuous value awareness, and creat-
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ing ongoing value for the company, is the ability
to identify your future environmental chal-
lenges. With this knowledge, you can put
processes in place to avoid or minimize the
future learning curve.

Gase Study: Reducing Remediation Costs

This case study describes how a company
devised a program for reducing remediation
costs. It offers useful insights on how to get the
most value from your EH&S dollar.

Challenge

Between fiscal years 1992 and 1993, the
amount the company spent to manage its reme-
diation program doubled. Senior management
wanted an explanation,
This prompted a round-
table discussion among
the company's EH&S
group and its three
partner
they brainstormed and
identified the challenges associated with manag-
ing remediation projects.

The challenges identified included lack of
communication among project managers,
inconsistent technical approaches, varying (and
sometimes duplicative) regulatory drivers, vary-

consultants;

ing political considerations, lack of closure
strategies, and remediation dollar expenses that
were not predictable or consistent from year to
year. As a result of the brainstorm session, the
company formed an executive committee, invit-
ing one representative from each partner con-
sulting firm to work with them in addressing
these challenges.

Solution

The brainstorm session identified more than a
dozen potential value-creation projects geared
toward reducing the remediation budget and

Partnering is a key concept in value

generation.

Environmental Quality Management / Spring 2002 / 19



allowing for predictable and consistent remedia-
tion costs from year to year. From this list, the
company identified three major milestones that
would need to be completed before the beginning
of each fiscal year in order to improve communi-
cations (knowledge sharing) among project man-
agers, create consistent technical approaches,
streamline regulatory process requirements,
ensure a focus on the most important political
considerations, and close projects faster and
cheaper.
The first involved creating a project remedia-
tion plan for each site with predicted expendi-
tures of more than
$100,000 each vyear.

sultant working on the project, and conduct a
“mini” peer review. This review was intended to
gather feedback based on the completion of cer-
tain milestones within the plan, and aimed to
ensure that the project was proceeding in the
right direction.

Results

By implementing these steps, the company
has been able to cut its remediation expenditures
in half. It has also provided consistent remedia-
tion cost predictions for the past eight years; this
has not only created a remediation budget that
senior management and shareholders can rely on
each year, it has also provided the necessaty back-

By implementing these steps, the
company has heen able to cut its
remediation expenditures in half.

The company adopted
a consistent report for-

up for Securities and Exchange Commission
(SEC) reporting requirements.

miat, with specific infor- The program has created a quantifiable

mation requirements
addressing the most
critical remediation project drivers.

The second element was establishment of a
project budget. This budget was reported to sen-
lor management and tracked throughout the
year,

The third element was peer review of all reme-
diation projects. Peer review was divided into two
programs. The first involved a week-long pro-
gram in which project managers (along with part-
ner consultants) presented the contents of every
remediation plan to the entire group, and dis-
cussed relevant components of each plan, includ-
ing annual budgets. Constructive feedback was
abundant at these sessions. Based on this feed-
back, remediation plans were revised and then
presented to senior management and to the com-
pany’s insurance provider.

The second peer-re\'.’iew program was an infor-
mal process aimed at reviewing challenging proj-
ects during the year. At critical points throughout
the year, the project manager would assemble
remediation team members, along with the con-
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return on investment, saved the company mil-
lions of dollars, created consistent communica-
tion among all stakeholders, streamlined reme-
diation, combined or changed regulatory
approaches, addressed the company’s most crit-
icai political concerns, and achieved faster and
more efficient project closures. The program
has also won numerous awards, both internally
and externally.
Key outcomes of the program include:

» satisfied shareholders,

* higher and more consistent company profits,

* improved budget allocations,

¢ Dbetter regulatory relationships,

* satisfied partner consultants,

* an improved reputation for EH&S within the
organization, and

+ safisfied employees.

Conclusion

EH&S departments are under increasing
pressure to demonstrate the value of their serv-
ices to company executives and shareholders.
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Sustaining a successful business and exhibiting
a high level of EH&S performance requires long-
term commitment.

In order to reduce the amount spent on
EH&S, while at the same time achieving decreas-
es in regulatory violations, emissions, and safety
incidents, EH&S managers must quantify the
costs and results of their departments’ activities.
This often requires them to explain intangible
activities in tangible terms.

Once these tangible terms are defined, EH&S
departments can measure the value of their servic-

es, and identify which activities should be contin-
ued and which should be terminated. Additionally,
these tangible terms provide the information nec-
essary for EH&S managers to develop action plans
that will help them to both increase value and
demonstrate value continuously going forward.
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