THE ADVISOR

Helping Manufacturers In Northwest Pennsylvania SUCCEED.

Issue 112 July 2023

ESG on the Horizon

Environmental. Social. Governance.

by Bob Zaruta, President/CEO, NWIRC

I've had several conversations in recent
weeks with Small Mid-sized Manufacturers
(SMMs) who are in the automotive supply
chain. There is a set of new challenges

on the horizon
for SMMs, or
opportunities
depending on
one’s perspective,
related to ESG -
Environmental
Social and
Governance.
Sustainability,
environmental
stewardship, and social responsibilities
have been critical topics discussed in
boardrooms of the largest corporations

for years. Today, as consumers and
shareholders demand even greater
corporate responsibility and accountability,
and as government
weighs in, those
discussions and the
ensuing strategies
and actions are
intensifying

and expanding.
Automotive
original equipment
manufacturers (OEM’s)

like GM, Ford, Chrysler, Honda, and others
are beginning to take steps to drive ESG
in their supply chains. While ESG is not
exclusive to the automotive sector, nor for
the matter exclusive to manufacturing, it
will be our focus for this article.
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So, what is ESG and what'’s driving it in
automotive. ESG is a framework used

to assess an organization’s business
practices and performance on various
sustainability and ethical issues. ESG also
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provides a way to measure business risk
and opportunities in those areas. Included
in the ‘environmental’ component are
waste, energy and water consumption,
pollution, direct and indirect greenhouse
gas emissions, depletion of natural
resources, deforestation, and climate
change. Included in the ‘social’ component
are employee relations and working
conditions, diversity, health, safety, local
communities, and conflict. Included in

the ‘governance’ component is board
diversity, executive compensation,
corruption, bribery, lobbying, donations,
and tax strategies.

As a major contributor to greenhouse
gas emissions and for its heavy
consumption of energy, the automotive
industry is under intense scrutiny. The
industry has responded with aggressive
targets to reduce emissions. The shift

to increasing production of electric
vehicles will certainly be
a major factor. But the
scrutiny and pressure
on the automotive
piants is also being
applied to their massive
and complex supply
chains. | listened to a
webinar recently where
a representative from
Ford Motor Company stated that ESG

is not mandatory at this time but was
just a level short of that from Ford’s
perspective.

Right now, Ford is highly encouraging
its suppliers to be proactive. So, what
does that look like for SMMs that are
in the automotive supply chain, or
perhaps looking to that sector for
future business? It means collecting
consumption data related to energy,
water, other natural resources, and
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What We've Learned So Far
from Culture Assessments

emissions. It means some estimating
initially, updating with actuals in

the future including real costs, and
entering all the data into a system
or software platform. Then, like the
OEM'’s themselves, it means setting
targets for reduced consumption
and emissions and developing an
action plan to achieve those targets.
Ford specifically referenced having
quarterly updates whereby the SMMs
would share their progress to them
(excluding any operational costs
savings). Companies would start
with scope or level 1 and move to
level 2 with some continuing to the
advanced level.

Complying with the demands of
OEMs and other larger customers

is not new for SMMs. In the 1990s
and early 2000, many SMMs became
certified to the International
Organization for Standardization.
First published in 1987, the ISO 9001
standard for Quality Management
System was revised in 2000, 2008,
and 2015. Similarly, ISO 14001:2015
Environmental Management System
standard came on the second scene
to help organizations operate

with sustainability, adhere to
environmental regulations, and
continuously improve processes.

Continued on Page 2
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Fast forward to more recent times and SMMs in the
Department of Defense (DoD) supply chain face the
challenges of Cybersecurity Maturity Model Certification
(CMMQCQ) published in January 2020 and revised in
November 2021. Similar to the multi-level of ESG, CMMC
Level 1 is a self-assessment containing 17 practices, Level 2
contains 110 cybersecurity controls of the NIST SP 800-171
requirements, and expert Level 3 for those suppliers that
handle the most confidential information requiring the
highest level of security.

If ISO and CMMC are any indicators, ESG will evolve with
revisions and complexity including auditors to validate.
SMMs will respond as they always do with resiliency. Early
adopters will look to get a competitive advantage. In front
of the opportunity, amidst the uncertainty, NWIRC will be

a resource for SMMs. We are planning ESG roundtables, so
keep an eye out for those announcements. In the meantime,
should you have some questions, please feel free to reach
out to me at rzaruta@nwirc.org.

Culture Assessments:
What We've Learned, So Far

by Lisa Pustelak, NWIRC
Strategic Planning & Culture Development Specialist

NWIRC has conducted dozens and dozens of company
culture assessments for small- to medium-sized
manufacturing businesses in northwest and northcentral
PA. The labor shortage challenges led us to understand
quickly how critical it is for companies to ensure they have a
culture where people want to stay and to attract those they
need to bring onto the team.

Working with companies ranging from 7 to over 200
employees, we've interviewed well over 600 individuals
as part of the assessment process. Using an electronic
anonymous survey, one on one employee interviews,
and some additional observations within the company,
we analyzed and compiled the data in a manner that
guarantees confidentiality. Confidentiality is critical for
employees to feel comfortable speaking freely about the
organization. The result is an
in-depth report of the findings
along with recommendations
of what's working, what’s not
working, and suggestions on
how to fix what'’s broken or take
things to the next level.

We have learned a lot from
these assessments and have
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) Improve Communication
) Increase Accountability
() strengthen Leadership
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enjoyed witnessing the improvements implemented to
make these companies a better place to work. As with
anything, not everything works and certainly things don't
change overnight. To shift a culture — it takes commitment
to change, dedication to be better, and a genuine care for
the people.

Every company is different, they have different strengths
and opportunities, different levels of education, and of
course different processes and products. However, there
were several things these companies had in common.

1. They all did the assessment because they want to be
better.

2. Most had an idea of their opportunities, but weren't
sure where to start with improvements.

3. Almost all of them need to hire more people.
4. All have people doing jobs of multiple roles.
The strengths varied significantly:

+  Afew had strong leadership.

«  Some did a good job of recognition.

«  Most of them do a good job of treating mistakes as
learning opportunities.

«  Many had people that were loyal and take pride in their
work.

+  The majority of people interviewed like the work they
do.

Three areas for improvement came up consistently:

1. The need for improving communication came up for
100% of the companies. In some cases, the way things
are communicated is the problem, and in most cases, the
lack of information shared is the issue. While some wanted
information on the company itself, most of the lacking
information was related to job quality or performance.
They want information to do their job better! No matter
how small or large a company, better communication is
needed.

2. Increasing accountability came up for nearly all of the
companies assessed. For some, this was an issue before
COVID, but for many COVID threw the rules out the window
—"we just had to survive’, as some would say. But now it's
proving to be a challenge to get the
rules back in place and enforce them.
The lack of accountability has a direct
impact on morale. Companies that
scored low on the surveys in morale
also scored low on accountability.
Showing favoritism came up in several
of the companies as well. There is a

Continued on Page 3
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strong need to get back to setting clear expectations, sticking
to them, and ensuring the rules are the same for everyone.

3. Leadership needs strengthened or improved. This came
at all levels of leadership, some needing more improvement
than others. In most cases, the lack of leadership came from a
lack of training. This is the classic situation of someone being
good at a job so we promote them, but don't teach them how
to manage or lead people. We also saw some cases where
children or family members have taken over the business
either intentionally or situationally. They may have their

own strengths, but have never really led a group of people.
Additional leadership skills training was a recommendation on
the report-out many times.

When we do interviews during the culture assessments, some
assume we are only looking for the negatives, but that’s not
the case. It is just as important to understand what’s working.
If we don't keep a focus on our strengths, they won’t remain
strengths. Some of the companies we assessed had some
great strengths already and others have taken great lengths
to improve their culture. Some of the outcomes we've seen
include:

«  Creating a committee, including people from all
departments, to come up with ideas of how to better
engage the team.

- Investments in making the facilities better — one company
paved a large parking lot. It's amazing how many times
parking lots come up as one of the needed improvements!

«  Several companies have implemented regular team
meetings to help improve the communication.

«  Pay structures have also been reviewed and improved.

While these things may seem simple and insignificant to some,
they were in direct response to what employees were asking
for. It's the little things that make a big impact!

The culture of your company can dictate whether your people
stay or whether you have a revolving door of people coming
and going. Employees want to be treated well. They want to
feel appreciated and valued. Leaders need to communicate
clear expectations and hold everyone accountable to
accomplish goals. Communication and accountability are
leadership skills. Regardless of the size of the company, the
culture is a direct reflection of the leadership.

Lean Together Networking

The Lean Together Gathering held last month was a great
opportunity for companies to come together, network, and
hear about experiences with 2 second lean. Many business
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cards were exchanged, along with great food and playing a fun
game of 'lean lingo bingo’ Thanks to all who participated.
We look forward to doing it again soon!

NWIRC Podcast Debut

NWIRC’s audio podcast, ‘Recipes for Manufacturing Success
in Northern PA’launches July 3 with the very first episode
featuring SEPCO-Erie. Be sure to listen |

as co-hosts, Bob Zaruta and Robin
Keller (of NWIRC) talk with

SEPCO President, Dan Ignasiak, about
his ‘secret sauce’for running a
successful company. An episode

later in July will showcase Associated
Spring with Division Manager, Betsy
Jacobs.

Dan Ignasiak with

Be sure to subscribe wherever you
Bob Zaruta

get your podcasts for alerts of new
episodes being released on the first
and third Monday of each month.
Podcast episodes include
conversation with northwest and
northcentral manufacturing leaders
and doers, and is sure to entertain and
provide some valuable takeaways.
You can also find the episodes on our
website at: nwirc.org/podcast. Listen
anytime!
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Arriving in your mailbox soon!
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» YOUR STRATEGIC BUSINESS ADVISORS

If you have questions, or would like to speak with the team at NWIRC about services, please contact
one of our Strategic Business Advisors (SBA) covering 13 counties of northwest and north central PA:

Tom Weible Lisa Dach Andrew Idzik
814.590.5202 724.931.0728 814.217.6068
1 COLLEGE PLACE HERMITAGE, PA 8425 PEACH STREET
Building Swift 256 Idach@nwirc.org ERIE, PA 16509
DuBOIS, PA 15801 aidzik@nwirc.org

tweible@nwirc.org
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» UPCOMING EVENTS

Resolving Workplace Creating a Culture of Effective Coaching Skills Coaching for Performance
Conflict Accountability August 23: Coudersport Enhancement
August 2: Frie August 22: Meadville Effective coaching helps August 29: Hermitage
Companies today are continually  Learn the language of people think for themselves, A single employee with
working towards ramping up accountability (it should be suggest‘ solutions versus chronic performance problems
productivity, improving positive, not negative!) and how ~ complain abgu‘t.problems‘, and can dominate a leader’s
quality, shortening cycle times, to set expectations SM.ARRTER. take responsibility for their time and drag d

) - . : ) L . g down the
and reducing costs. Such Participants will receive the book, actions. This interactive ductivity and |
pressures can cause people with  Winning with Accountability, session will provide a structure ~ PrOcUctivity and moraie
different personalities, by Henry J. Evans for additional to get you started on a path of of ?n entire gr,°”'.°’ T.hls courée
communication styles, priorities,  learning and application. effective coaching, a model to builds leaders’skills in handling
and values to have differences. do skill transfer that sticks,and  chronic performance problems.
Leaders learn to leverage two activities to practice what you
intervention tactics: coaching learn.

and mediating.

For more information or to register for training, visit www.nwirc.org




