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Introduction

While many organizations have learned that investing in safety, health and environmental (SH&E) practices is one of the best ways to protect workers and improve bottom line results, others have yet to realize SH&E’s full potential. Reduced injury and illness rates, increased productivity and profits and fewer workers’ compensation claims are just some of the benefits of a successful SH&E program.

However, for an SH&E program to be truly effective, it takes more than issuing workers hardhats and a safety manual each year. It takes strong and visible commitment from senior management as well as an SH&E department that knows how to demonstrate the value of SH&E in terms management will understand and appreciate.

Senior management will only invest in SH&E if they are well-convinced of its benefits.

Roles of Senior Management & SH&E Department

Before an organization can implement an SH&E program, the roles of senior management and the SH&E department must be clearly defined. 

Employee safety is management’s responsibility, not the SH&E department’s. The SH&E department may advise management on safety, but it should not “manage safety for management” (McKinnon 4). 

Above all, the SH&E department should serve as a champion for sound SH&E practices.

What Impedes SH&E Investment?

When organizations must cut costs, they usually eliminate their SH&E programs first (BLR 1). The following factors often attribute to this decision:

1. Management does not consistently commit to SH&E programs.

2. Management considers SH&E an expense and does not see the benefits of ongoing SH&E investment.

3. No communication or contact exists between management, the SH&E department and employees.

4. No metrics exist to measure and depict SH&E performance and value.

5. No standard terminology exists to explain SH&E performance. 

6. The SH&E department and the financial department have no common language to describe the value of SH&E or its effect on financial results. 

(BLR 1-3, McKinnon 4)

Organizations that eliminate their corporate SH&E programs in an effort to save money fail to see the long-term ramifications of their decision. Not only will they lose money, they will put the health and safety of their employees—their greatest resource—at risk.

Costs of Not Investing in SH&E

Choosing not to invest in SH&E can incur the following potential direct and indirect costs:

Direct Costs:
· Loss of life

· Medical, insurance and case management costs

· Legal fees

· Rehabilitation and fraud investigation costs

Indirect Costs:

· Decreased profits and production

· Time spent to repair damaged equipment and to investigate accidents

· OSHA penalties and fines

· Costs to train and compensate replacement employees

· Increased wages to attract and retain new employees

· Dependence on workers’ compensation, social security, welfare or other insurance programs to cover the costs of occupational injuries or illnesses

· Higher insurance premiums 

· Increased absenteeism and turnover rates

· Low employee morale

· Poor corporate reputation

· Low consumer and community confidence

· Administrative costs 

(ASSE news release, CoPS White Paper, Hansen)

The key to avoiding such costs is continued SH&E investment. When organizations make SH&E a priority, they can expect significant savings and lasting benefits.

Benefits of SH&E Investment

Many times, serious SH&E investment does not occur until an organization experiences one or several of the above-described costs. But once the investment is made, data and anecdotal evidence indicate that a multitude of benefits will follow. These can include but are not limited to:

· Lower healthcare, workers’ compensation, overhead and operating costs 

· Reduced injury and illness rates 

· Fewer lost workdays

· Increased productivity, profits and employee morale

· Better-quality products and services

· Improved employee attendance and return-to-work rates

· Lower turnover rates

· Improved compliance with state and federal safety regulations

· Positive corporate and community reputation 

Most business executives credit a safe and healthy workplace for exemplary financial performance, and they generally report a return on investment of $3 or more for every $1 invested in SH&E. Of those executives who consciously invest in SH&E, well over half consider their employees’ protection and well-being the primary benefit of SH&E investment (Hansen).

The U.S. Occupational Safety and Health Administration (OSHA) maintains that the benefits of a safe and healthy workplace also extend to employees’ personal lives. Employees of organizations with low injury and illness rates are often healthier, more likely to earn a steady income and more satisfied in their family relationships (OSHA JSHQ). 

Examples of Savings from SH&E Investment

Studies suggest a link between SH&E investment and savings, and numerous industry examples support this theory:

· An SH&E Director for an environmental services company saved $8 for each $1 spent on an SH&E program 

· Thanks to SH&E investment, a coal mining company’s workers’ compensation rate is $1.28 per $100 in payroll, as opposed to its competitor’s rate of $13.78 

· A fall protection program reduced an employer’s accident costs by 96% 

· A forklift manufacturing operation used an OSHA consultation program to reduce losses from $70,000 to $7,000 per year

· Participation in OSHA’s Voluntary Protection Program (VPP) saved a company $930,000 per year and reduced its lost-time injuries 

· Participation in OSHA’s Safety and Health Achievement Recognition Program (SHARP) reduced a company’s lost workday incidence rate from 28.5 to 8.3 and reduced its insurance claims from $50,000 to $4,000 

· An improved SH&E program reduced a company’s workers’ compensation costs by $2.4 million over a two-year period 

· A manufacturer used a state consultation program to reduce its workers’ compensation modification rate from 1.7 to .999 and in turn saved $61,000 on its workers’ compensation insurance premiums 

In addition, OSHA’s Office of Regulatory Analysis has estimated that organizations that invest in SH&E can reduce their injury and illness rates by 20% or more and earn between $4-$6 for every $1 invested (CoPS White Paper).

How to Establish Effective SH&E Programs

Federal programs, business strategies and safety and health management system standards can help organizations incorporate an effective SH&E program into their business practices. A combination of these available tools usually yields the best results.

Federal Programs

OSHA’s Voluntary Protection Program (VPP) recognizes safety and health program excellence and assists organizations in meeting the objectives of the OSH Act of 1970. Any organization or industry can make use of the VPP program, which is based on the following seven elements:

1. Management leadership and employee involvement.

2. Worksite analysis.

3. Hazard prevention and control.

4. Safety and health training.

5. Documentation review.

6. Concurrence of bargaining agent.

7. Accident experience.

Participation in VPP is voluntary, and it requires all employees to be mindful of workplace safety. The injury and illness rates of organizations that completely commit to VPP are typically below the industry average. 

VPP is divided into the following three categories:

1. Star—This highly selective designation applies to organizations with successful and comprehensive safety and health management systems. 

2. Merit—This designation applies to organizations that wish to improve their already satisfactory safety and health management systems to Star level. 

3. Star Demonstration—This designation gives organizations with Star-quality safety and health protection the opportunity to achieve Star eligibility and performance requirements. 

In general, VPP participants have lower lost workday rates and better productivity, product quality and employee morale. Even organizations that decide not to participate in VPP can use its elements to improve their own SH&E programs (CoPS White Paper, Jervis & Collins).

Business Strategies

To supplement their participation in a federal program like the VPP, many organizations integrate known business strategies into their SH&E practices. 

Two common strategies used to measure SH&E performance are the Baldrige Framework and the Safety Perception Survey.

Baldrige Framework

Named for Malcolm Baldrige, U.S. Secretary of Commerce from 1981-1987, the Baldrige Framework helps organizations manage their processes and achieve SH&E excellence based on:

1. Leadership.

2. Strategic planning.

3. Customer and market focus.

4. Measurement, analysis and knowledge management.

5. Human resources focus.

6. Process management.

7. Business results.

Business executives nationwide regularly employ the Baldrige Framework to identify gaps in SH&E performance and to determine which processes are essential to continuous SH&E improvement (Rancour).

Safety Perception Survey

A Safety Perception Survey evaluates hourly employees’ opinion of their organization’s SH&E program. Senior management can then use this feedback to gauge how effective their SH&E program really is. 

The survey asks yes/no questions and groups them into 20 categories. Results of a Safety Perception Survey, as opposed to those of a benchmarking survey, can provide senior management with a clearer and more accurate representation of their SH&E program (Petersen).

Global Reporting Initiative (GRI) Guidelines 

Organizations frequently use GRI’s Sustainability Reporting Guidelines to report on the economic, environmental and social aspects of their products and services. These guidelines:

· Offer direction in the preparation of sustainability reports

· Help organizations portray their economic, environmental and social performance in a balanced manner

· Promote comparability of sustainability reports

· Support benchmarking and assessment of sustainability performance

· Facilitate stakeholder engagement

Using these guidelines to report on business activities may also highlight areas in an organization’s SH&E program that call for enhancement or improvement.

Lean Manufacturing

Lean manufacturing concentrates on production costs, product quality and delivery and employee involvement to eliminate waste. Organizations that actively practice lean manufacturing have better control of their SH&E program.

Balanced Organizational Scorecard

A balanced organizational scorecard is a management and measurement system that illustrates an organization’s vision and strategy based on the following five factors:

· Mission

· Guiding principles

· Vision

· Organization’s progress

· Targets

An organization can then measure its progress against the targets. The scorecard can especially help organizations determine the financial value of an SH&E program.

Six Sigma

Six Sigma is a methodology, as well as a measure of performance and quality, that finds unacceptable variability in an operation and strives to eliminate defects. The five elements of the Six Sigma methodology are:

· Define

· Measure

· Analyze

· Improve

· Control

Six Sigma has helped many organizations identify and remove variables that negatively impact their injury and accident rates (BLR 6-9).

Safety & Health Management System Standard

The foundation of a good SH&E program normally begins with a recognized safety and health management system standard such as Z10. Compliance with this standard can lead to optimum safety performance.

The standard “Occupational Health and Safety Management Systems” (ANSI/AIHA Z10-2005) helps organizations integrate occupational health and safety (OHS) management into their overall business practices. Its principles apply to organizations of all types and sizes, and it is compatible with relevant OHS, environmental and quality management standards and with OHS management approaches that are commonly used in the United States.

The Z10 standard outlines an OHS management system cycle to show continuous improvement based on the concept of “Plan-Do-Check-Act.” This cycle includes:

· An initial planning process

· Implementation of the management system

· A process to check the performance of these activities and to take proper corrective actions

· A management review of the system for suitability, adequacy and effectiveness against the policy and standard

Repeating this cycle results in ongoing OHS improvements and reduced hazards and risks. Use of this standard can also improve productivity, financial performance and employee satisfaction (Cappello).

The Z10 standard emphasizes the fact that for SH&E to succeed, it must be a part of the entire business structure.


How Senior Management Can Become Better SH&E Leaders 
Once senior management understands the value of investing in an SH&E program, they must fully commit to its continued improvement. They should not view SH&E as a reactive quick-fix to maintain compliance with regulations but rather as a fundamental component of their long-term business plan  (Behm, Veltri & Kleinsorge 22). 

However, even when organizations try to weave SH&E into their operations, they often fall short due to a lack of leadership among senior management. Fortunately, senior management can take several steps to become better SH&E leaders.


Learn from Others
To see how their SH&E leadership abilities compare to those of other organizations, senior management should look to those with low injury and accident rates. These organizations:

· Are committed to task-specific safety training

· Hold worker SH&E orientations and daily pre-work meetings

· Supplement training with pre-planned Job Safety Analyses (JSAs) and Standard Operating Procedures (SOPs)

· Have flexible SH&E programs that can adapt to unplanned events

· Communicate openly with Chief Financial Officers (CFOs) and partner with accountants

· Understand employees’ needs

· Clearly describe SH&E objectives to employees

· Consider SH&E an operational strategy

· Use metrics to measure and evaluate SH&E performance

· Analyze industrial products and processes before they are implemented into the workplace

· Identify and monitor workplace hazards

· Investigate all incidents

(Abrams 3, Conference Board 5, 9, Hansen, Petersen)

Leaders learn by example, and today, with so many organizations scoring high marks for SH&E, it is easy for SH&E leaders to find inspiration.

Get Involved

If senior management wants to become better SH&E leaders, they should actively participate in their organization’s SH&E operations and not isolate themselves from employees (McKinnon 5). Senior management should:

1. Listen to all employee concerns before providing direction and give employees choice.

2. Openly share information with employees.

3. Involve middle management and supervision in SH&E activities.

4. Question and understand SH&E checks, inspections and controls.

5. Maintain contact with employees outside of the office.

(Conference Board 5, Geller, McKinnon 6)

When senior management makes a clear and concerted effort to engage in SH&E at all levels of the organization, employees will be more inclined to believe in the SH&E program and adhere to its policies. Involvement also adds to senior management’s credibility and raises employees’ confidence in their abilities.

 

Take Responsibility

To become SH&E leaders, senior management must take responsibility for their actions. Should an incident occur, it is important for managers to first hold themselves accountable before they hold others accountable (Carrillo). This accountability must be present throughout the organization.

Managers can feel uncomfortable questioning their own role in an incident or holding employees accountable. Yet managers and employees alike frequently cite lack of accountability as an obstacle to SH&E success (Carrillo). 

By taking responsibility for their actions and knowing when to hold others accountable, senior management can better establish trusting relationships with employees (Carrillo, Geller).

Give Employees Ownership of SH&E

A significant segment of the workforce wishes to be more involved in SH&E decisions (Petersen). This indicates an opportunity for senior management to give employees ownership of their SH&E program. Taking employees’ decisions and needs into consideration when designing or updating an SH&E program increases employee motivation and self-esteem and makes them feel that they are vital to the safety culture (Geller). 

Recognize Employees for Their SH&E Achievements

Not only do many organizations neglect to recognize employees for working safely, they ignore them when they work unsafely (Petersen). True SH&E leaders know when to administer praise and discipline. They take appropriate measures when SH&E procedures are disobeyed, and they give individual recognition when deserved, which empowers employees and builds trust (Geller).

Why Senior Management is Not Always Convinced of the Benefits of SH&E Investment

For senior management to believe in the benefits of SH&E investment, SH&E professionals must be able to express these benefits in business and financial terms (Behm, Veltri & Kleinsorge 22). Oftentimes, senior management does not buy in to SH&E because they do not see how it can save on losses or provide financial return (Cecich).

How SH&E Professionals Can Best Communicate with Senior Management

It can be difficult for SH&E professionals to justify SH&E investment to senior management because the projected benefits and savings cannot always be quantified (Cecich). But SH&E professionals can use several models and methods to make their case.

Business Models & Financial Methods

To measure, analyze and illustrate the benefits of SH&E investment, SH&E professionals can also use the Baldrige framework or other models such as cost-benefit analysis, cost of quality (COQ) or cost of safety (COS) (Behm, Veltri & Kleinsorge 22-23, McKinnon 5).

The COQ model addresses prevention, detection and internal and external failures to evaluate SH&E costs, while the COS model looks at trends in total SH&E costs. Using these models to track and analyze costs can help senior management visualize the financial benefits of SH&E and designate funds for its implementation (Behm, Veltri & Kleinsorge 22-23).

The payback method, net present value method and internal rate of return method are other tools SH&E professionals can use to show senior management how SH&E affects their bottom line. 

The payback method determines how long it will take to receive a return on SH&E investment and assumes no major variables. This method can underscore the importance of investing in SH&E before a loss occurs, but since the value of a dollar constantly changes, the payback method may not be helpful in estimating long-term investments (Adams).

The net present value method discounts future cash flows to determine if the return on SH&E investment will be greater than or equal to the cost of financing the investment. Through this method, SH&E professionals can demonstrate to senior management whether or not a particular SH&E investment will be worthwhile in the long run (Adams).

The internal rate of return method determines SH&E investment based on senior management’s required rate of return. While this method must also take the changing value of a dollar into account, it can help senior management decide how and where to best allocate funds (Adams).

SH&E professionals should remember that these methods are not flawless. However, they can assist SH&E professionals in relating the value of SH&E investment to senior management in financial terms.  

Motivation

One of the most common barriers between senior management and SH&E investment is lack of motivation. Some organizations assume that as long as their workers’ compensation costs and injury and illness rates decline annually and are below average, they do not have to invest in SH&E (LaBelle). To motivate senior management, SH&E professionals must show them that it is their responsibility to continually protect employees’ safety and health (Abrams 5).

In addition to listing the many benefits of SH&E investment, SH&E professionals can highlight to senior management that ongoing investment will improve compliance with federal and state regulations as well as with the Sarbanes-Oxley Act of 2002, thereby reducing the risk of lawsuits and fines. They should also present any employee SH&E concerns or outside experts’ SH&E recommendations to help senior management see their SH&E operations from a different perspective (Abrams 3-4).

Motivating senior management to invest in SH&E can be easy if SH&E professionals know what points to get across.

Plan Ahead

Before approaching senior management about any potential SH&E investment, SH&E professionals should prepare a plan that outlines their objectives. The plan should:

1. Consider the organization’s business focus.

2. Anticipate senior management’s questions.

3. Use business models and financial methods to justify the costs.

4. Identify SH&E performance gaps and offer solutions.

5. Include supporting evidence that is based on fact. SH&E professionals can work with other organizations, workers’ compensation representatives or financial analysts to gather this information.  

(DeRose, Nowak 7-8)

Overall, SH&E professionals should be able to:

1. Present the actual costs of injuries and accidents and offer ways to manage these costs.

2. Track and manage incident costs.

3. Encourage design, equipment or process improvements.

4. Develop financial models to calculate projected costs.

5. Demonstrate how their department enhances the organization. 

(LaBelle)

Professional Perspectives on SH&E Investment

Seasoned SH&E professionals view SH&E investment as a way by which organizations can gain leverage in a globally competitive environment. 

Mark Hansen, Senior Safety Representative, Environmental, Health and Safety for Hunt Oil Company, believes that SH&E investment “can be used in every phase of product and service delivery to market.” “SH&E investment can be used to defray product and service costs while also producing a safer and more environmentally ‘green’ product or service. For example, Wal-Mart recently declared that it will reduce power consumption by 30%. Recycling programs and the like can accomplish the same result. Globally, SH&E is ostensibly a value that can be leveraged and integrated into a company’s mission, vision and objectives. It can be part of the way business is conducted, and it can save and make money for the company,” says Hansen.

Brad Giles, Corporate Vice President, Environmental, Safety, Health and Security for Washington Group International, attests that SH&E investment helps his organization stay globally competitive. “SH&E performance is a leading indicator for total management capabilities. If a company can manage its safety process, it can manage the remainder of its business (quality, cost and schedule). SH&E is a differentiator when being evaluated for new work. Our clients have become increasingly sophisticated in their evaluations. We are in the contracting business, and we need to demonstrate our proficiencies to potential and repeat clients. Our SH&E program and capabilities prequalify us to pursue more work,” he says.

Michael Behm, Assistant Professor in East Carolina University’s Department of Technology Systems–Occupational Safety, says that companies must first determine SH&E costs before competing in a global market. According to Behm, “Companies must calculate the costs associated with SH&E, which include the potential losses associated with short- and long-term failures. This is not easy—it requires a dedicated effort to understand these costs. SH&E investment must then be strategic and targeted at controlling these costs, risks and contingent liabilities. Companies can use SH&E investment as leverage by understanding its effects to manage these costs and also its effect on employee morale, productivity, quality and other business measures. Companies can then use these quantitative measures in Corporate Sustainability Reports or other similar reports,” says Behm.

These professionals also recognize new ways in which SH&E investment can help lower organizations’ costs. For example, Giles has seen a connection between SH&E investment and work planning and execution. “SH&E investment can help supervisors and employees make better decisions when it comes to work planning and execution. By properly planning work activities, accidents and incidents can be avoided, thus improving productivity. Should something occur, through case management, they can reduce the impact of injuries and minimize losses,” he elaborates.

Hansen asserts that the extent to which SH&E investment reduces a company’s costs “depends on how the company is driven.” “Is the company revenue-driven or brand-driven? If the company is revenue-driven, then the goal is to integrate SH&E so that immediate revenue gains can be accomplished by extracting a price premium for the product. If the company is brand-driven, then the goal is to integrate SH&E so that it increases market share by enhancing customer brand awareness, consideration and preference,” Hansen explains.

“For example, if the company is revenue-driven:

1. A chemical company that develops paint additives that are less toxic and optimized for low emissions.

2. An agricultural company that develops herbicides, which are less toxic to humans and promote conservation tillage, thus reducing energy costs.

For example, if the company is brand-driven:

1. A green label enhances the brand.

2. Oil companies including third-party stakeholders in decision making.

These are just a few examples among many,” says Hansen.

Behm feels that SH&E investment can cut company costs “by demonstrating the quantitative and data-based effects of SH&E investment on off-the-job injuries and costs and its effects on employee morale, productivity, quality and other business measures.” “We need data-based, quantitative research in this area,” he adds.

Giles and Hansen have each witnessed the positive influence SH&E investment has had within their organizations. Notes Giles, “The last five years have been the most profitable for Washington Group International, and coincidentally, we have had the best SH&E performance. Our supervisors are more involved in the SH&E decision-making process, and employees have been instrumental in the planning process. Through those activities, we have reduced injuries and workers’ compensation costs by 80%. These improvements in SH&E performance have made us more productive and profitable. We are recognized as an industry leader in SH&E by employees, clients, competitors and regulators.”

Hansen credits SH&E investment for making Hunt Oil Company a “better corporate citizen with a reputation for a safe and healthful work environment, coupled with a strong social environmental responsibility.”

Many SH&E professionals would like to see these changes take place within their own organizations, but what steps should they take before approaching senior management about SH&E investment?

Kathy Seabrook, President of Global Solutions, Inc./Global Solutions International Limited (UK), advises SH&E professionals to work with their senior leadership to manage workplace safety and health risk as a “ business risk.” “Managing safety and health as a business risk is the essential message all SH&E professionals should communicate to senior leadership. SH&E professionals should not confuse the word ‘risk’ with insurance and the concept of risk transfer. Senior leadership understands the concept of ‘risk’ in terms of financial and reputational risk. This is the language of business leadership,” she says.  

Seabrook also recommends that SH&E professionals understand their role in the business process before discussing SH&E investment with senior management. “The role of the SH&E professional is to provide senior leadership with information on how significant workplace safety and health risks impact the organization’s financial health and risk to its shareholders. Their role also includes the identification, communication and management of these risks, and keeping senior leadership apprised on the status of all potential and existing workplace safety and health risks that could significantly impact the organization. 

The impact of the Sarbanes-Oxley Act of 2002, the rise in the number of Annual Corporate Sustainability and Corporate Social Responsibility reports to shareholders published and the increasing trend in supply chain safety and health management demonstrate that business leadership recognizes the ‘value’ of managing workplace safety and health both domestically and globally.  

If your leadership sees the SH&E professional as part of the business team and charged with identifying and managing workplace business risks, no further ‘sale’ of the value of SH&E investment will be required,” she concludes.

Giles stresses that SH&E professionals “need to understand their business, its structure, the economics and how they are impacted.” “They must determine where they can demonstrate an economic cost benefit to the company. It is important to understand and address the short-term gaining successes before addressing the long-term issues,” he says.

Hansen lists five key steps for SH&E professionals to follow. According to Hansen, SH&E professionals should:

“1. Find out what metrics the CEO considers important and relevant.

2. Sit down with the CFO and quantify/calculate the value of the safety program (e.g., cents per share of stock) based on the CEO’s favored metrics.

3. Integrate these metrics with the company Mission, Vision and Objectives.

4. Present these metrics to the CEO to demonstrate your value to the company and how you integrate with the company’s goals.

5. Communicate regularly.”

Behm maintains that “the SH&E profession needs data-based, quantitative evidence or else senior management will continue to nod their head in agreement but ignore the real potential because other functions make a clear business case. The individual needs to take cost accounting courses, stop citing OSHA codes to senior executives and begin to make the link between SH&E investment and return on investment.” 

Conclusion

Implementing and maintaining an effective SH&E program does not come without challenges. SH&E performance and compliance must be sustained once injury and illness rates are reduced, and for an SH&E program to work, senior management, the SH&E department and employees must all be fully engaged. 

But when both senior management and SH&E professionals commit to SH&E investment, its long-term benefits are immeasurable.
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