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Cover Photo: Inset-Toledo Middle School
students gather at the edge of East Olalla
Creek to photo document the different
species of plants in the area as part of a
YSI “Who's Minding the Planet” grant.
The students will monitor and repair
the creek with the funds provided by the
grant. Inset photo courtesy of YSI and
outset photo courtesy of Scott Liddell and
morgueFile.
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Publisher’s Note

In 1969, Bob Beyster founded Science Applications International Corporation (SAIC)
with $20,000, one government contract and 3 employees. Owver the next 35 years, he
grew it into an $8 billion company with 43,000 employees. And he did it through a com-
mitment to entrepreneurial and participatory 100% employee ownership.

That story deserves your attention. It’s described in the interview with Bob Beyster
and the review of his book The SAIC Solution; see pp. 14-17. It’s also worth noting on p.
4 that the Beyster Institute is sponsoring the country’s first ESOP MBA courses at the
Rady School of Management at the University of California-San Diego.

Since Bob Beyster retired and was replaced by a CEO from a conventional com-
pany, SAIC has gone public. Is it possible for SAIC to serve two masters — employee
owners and Wall Street? Time will tell. The experience of companies like Ohio’s
Republic Engineered Steels doesn’t make us sanguine.

“I'm here to tell you the transaction from hell is done” said Sam Zell in announc-
ing that the leveraged ESOP purchase of the Chicago Tribune and related enterprises
described in our last issue was completed just before Christmas. It’s one of the larg-
est ESOP transactions in recent years. For more on how it may work out and the
furor in Congress that it has created, see p. 3.

Ower the last two years, the OEOC has looked at how ESOP companies can do
“social accounting” that takes into consideration the other impacts of employee own-
ership beyond the traditional corporate financial bottom line. “Minding the Plant”
in this issue (pp. 8-10) discusses sustainability reporting at employee-owned YSI in
Yellow Springs.

Hawe a look also at the work of Stow-Glen Retirement Village's “Commitment to
Conservation Committee” on p. 18. Sustainability in the workplace makes a differ-
ence, and employee-owner committees can have a real impact here.

Finally this issue features analysis of the latest ESOP Form 5500 files. Jackie Yates
has charted the performance of Network companies in Ohio against those of non-Net-
work companies on the basis of their IRS Form 5500 filings. “Does membership in
Ohio’s Employee-Owned Network pay?” asks the headline. The data say “yes.”

The ESOP Form 5500 data also provide our biennial account of Ohio Top 50
Employee Owned Companies as the centerfold of this issue. Where else do you get
a centerfold like this?

Corrections

In our listing of donors to our Friends of the Center campaign in last issue, we in-
advertently omitted Davin Gustafson (Silver) and William Dietrich (bronze). Our
apologies.
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Tribune Deal Closes: Company
to Become the Largest 100%
ESOP S-Corp

4/ T'm here to tell you the transaction
from hell is done ... As far as I'm
concerned, today is a brave new world.”
With those words, as reported in the
Chicago Tribune, billionaire Sam Zell
announced on December 20 that his $8.2
billion bid to buy the Tribune Company
and transform it into the largest 100%
ESOP-owned S corporation is complete.
Zell is stepping in as chairman and chief
executive of the company, replacing
Dennis FitzSimons, who resigned.

Zell promised sweeping changes in
the corporate culture at the company,
including a new, hand-picked board of
directors. While Zell indicated months
ago that he would not be involved in
running the day-to-day operations of
the company, his intention is to create
a more logical organizational structure
that will decentralize decision-making
and encourage innovation. He com-
mented, “...as long as it’s top down, you
can’t hold anybody accountable. And if
you hold people accountable, you pro-
duce results.”

Study after study of ESOP compa-
nies shows that an ESOP by itself does
not result in any improvement in corpo-
rate performance but that an ESOP com-
bined with an ownership culture results
in significant improvement in multiple
areas of performance. The develop-
ment of an ownership culture would
be a substantial change at the Tribune
Company.

Will Sam Zell seek to establish an
ownership culture? Interestingly, even
though press coverage of his announce-
ment of the closing of the deal focused
on Zell's organizational intentions and
actions, there was no mention of the
ESOP except for the tax advantages.
But Zell’s plans for decentralizing, free-
ing up decision-making, encouraging
innovation, giving people responsibility
and holding people accountable are con-
sistent with creating a culture in which
people take ownership of their jobs.

Sometimes, working for an ESOP
company can be difficult, because there
is spoken and unspoken pressure to
perform well from coworkers as well as
supervisors. Some people do not like
that pressure. Others take ownership of
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their jobs and concentrate on perform-
ing to the best of their ability, pleasing
their customers and having fun work-
ing with fellow employees who have
a similar attitude. Sam Zell’s comment
when meeting Tribune employees was,
“We're going to have some fun.”

He will also be in charge of reducing
the Tribune’s huge $13 billion debt load,
saying, “... the chief operating office in
charge of debt reduction will be yours
truly.” Assets that have been named for
possible sale are the Chicago Cubs and
Wrigley Field. However, with its 100%
ESOP S corporation status, selling its as-
sets to reduce debt may be problematic
for the Tribune because any asset sales
in the first 10 years will trigger a built-in
gains tax. Earlier, analysts believed that
the tax would restrain Zell from selling
off assets. It now appears that asset sales
could be structured to push the official
transfer of ownership beyond the 10th
year, thereby avoiding the tax.

“There’s really extraordinary flexi-
bility based on other transactions we’ve
done where we had similar kinds of
tax issues. I don’t see any reason we
can’t do that here and we will,” Zell
said. Creative sales of assets that gener-
ate little operating cash but would sell
for large sums would help reduce the
current large debt load and reduce the
company’s risk of being unable to ulti-
mately pay off all the debt.

As reported in the Summer 2007
OAW, the Tribune transaction is ex-
ceedingly complex. However, if the
company is able to survive the years of
high debt, then the employees stand to
benefit by sharing in the success of the
company. The employees could do very
well ... and Sam Zell could do extremely
well. In that case, the Tribune’s “brave
new world” may turn out to be a slice of
heaven for all involved.

Proposed Synthetic Equity Tax
Threatens Future S-Corp ESOPs

harles Rangel (D-NY), Chairman of

the House Ways and Means Com-
mittee, has proposed a bill designed to
prevent more employee buyouts like
the Tribune Company deal developed
by investor Sam Zell. By placing pro-
hibitive tax rates on synthetic equity,
Section 3701 of HR 3970 would effec-
tively stop not only Zell-type deals but

might also block many other types of
ESOP S corporations that routinely in-
clude some kind of synthetic equity in
compensation packages for key man-
agement and board members.

Synthetic equity includes things like
stock options, stock appreciation rights,
phantom stock, and warrants. The Ran-
gel proposal would tax the holder of
any synthetic equity not only for the
gain realized when exercising the syn-
thetic equity but also on the portion of
S corporation income the holder would
have realized each year had they held
actual stock instead of synthetic equity.
Larry Goldberg, of the law firm of Shep-
pard, Mullin, Richter & Hampton LLP
in San Francisco, has calculated that the
effective federal tax rates could exceed
100% for holders of stock options, 70%
for stock appreciation rights, and 80%
for warrants. In addition, there would
be additional charges for interest on the
underpayment of taxes for prior years.
His analysis does not include any ad-
ditional state income taxes due. With
tax rates of that magnitude, companies
that desired to use such compensation
structures would not choose to become
S corporation ESOPs.

Rather than stopping only billion-
aires like Sam Zell from benefiting from
ESOP laws, this proposal would pun-
ish many existing ESOPs and serve as a
deterrent to new ESOPs. According to
Loren Rodgers, Director of Research for
the National Center for Employee Own-
ership (NCEO), 40% of all ESOPs are S
corporations and 15-20% of S corpora-
tion ESOPs offer some form of synthetic

Congressman Charles Rangel of New
York’s 15th Congressional District
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equity. Thus, this proposal would nega-
tively impact 550-750 existing ESOPs.
At present HR 3970 has no co-spon-
sors and will not pass “as is.” It is un-
likely that Congress will tackle a tax
overhaul bill during an election year,
and there are some who think that
Chairman Rangel has deliberately not
requested any co-sponsors so that no
representative running for re-election
has to take heat from this tax bill.
However, Michael Keeling, Presi-
dent of The ESOP Association, notes
that with projected tax revenue of only
$60 million, the bill won’'t get much
attention and could be easily added
to any new bill and slip into law. If
passed, it might serve as a deterrent
to the formation of new ESOPs, which
Keeling feels should be of concern to
everyone in the ESOP world. Keel-
ing encourages ESOP participants
and service providers to contact their
representatives and senators to voice
objection to the proposal. For more in-
formation, go to The ESOP Association
website, www.esopassociation.org.

UC-San Diego Offers First MBA
Course on ESOPs

bout a dozen MBA candidates

at the Rady School of Manage-
ment, University of California, San Di-
ego completed the country’s first MBA
course on employee ownership during
the Fall 2007 semester. The skills-based,
2-unit elective course (MGT 219 Topics
in Corporate Governance: Techniques
in Equity Compensation) was taught by
Anthony Mathews of the Beyster Insti-
tute, which is affiliated with Rady.

The course teaches the tools and
techniques available under current law
and practice for implementing employee
ownership and corporate equity incen-
tive plans as a compensation and moti-
vation vehicle for employees as well as
a tax and cost effective vehicle for assist-
ing in business succession and capital
expansion, creating equity participation
plans, equity sharing techniques, best
practices to maximize results and future
trends.

Class topics include ESOPs, qualified
and non-qualified plans, performance-
based equity, synthetic equity, securi-
ties and accounting concerns of equity
sharing, legal implications, business
succession, corporate finance, ESOP fi-
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nancing, benefits and risks of equity as
a compensation vehicle and shareholder
concerns. Mathews has many years of
experience with ESOPs and building an
ownership culture and recently retired
as a VP and Senior Consultant with
Principal Financial Group, served as a
consultant to hundreds of ESOP compa-
nies, and is a frequent speaker and au-
thor on employee ownership.

Caution from IRS: More Than
20% Layoff May Trigger ESOP
Vesting Costs

he IRS has issued a ruling that if a

company has a reduction in force re-
sulting in more than a 20% reduction in
retirement plan participants, then there
will be a presumption that a partial ter-
mination of the ESOP has occurred.

When an ESOP is considered to be
partially terminated, all participants
who had their employment terminated
because of the layoff automatically be-
come 100% vested in their ESOP ben-
efits. This could significantly raise the
cost of laying off personnel.

If a company chooses to lay off em-
ployees because it is not doing well, IRS
Revenue Ruling 2007-43 paradoxically
serves to punish it further. It will be re-
quired to pay 100% of each terminated
participant’s ESOP benefits instead of
paying only the fractional percents set
forth in the ESOP vesting schedule, hit-
ting the company with large cash de-
mands when they can least afford it.

Because of this ruling, ESOP compa-
nies have added incentive to be aware
of their ESOP Plan provisions for ben-
efit distributions and their impact on
the companies’ ability to plan for and
manage their ESOP repurchase obliga-
tion. ESOP companies that could be hit
with layoffs - which would include, po-
tentially, every ESOP - should consider
adopting a policy of delaying the com-
mencement of ESOP benefit payouts.

Currently, federal law allows a 6-
year maximum delay for participants
who terminate employment for reasons
other than death, disability or retire-
ment. Such a delay would protect a
company from being hit with a large
ESOP repurchase obligation at a time of
financial weakness.

At a minimum, an ESOP company
contemplating a layoff should consider

the additional costs imposed by this IRS
ruling.

State Treasurer Cordray Expands
Ohio’s Linked Deposit Program
for Small Businesses

wo important changes to Ohio’s

Small Business Linked Deposit Pro-
gram were announced by Richard Cor-
dray, Ohio Treasurer (and five-time un-
defeated champion on the Jeopardy TV
show) when he spoke to the Ohio/Ken-
tucky Chapter of the ESOP Association
last October 3 in Columbus. The pro-
gram, which began almost 25 years ago,
allows the treasurer to use up to 12% of
Ohio’s investment portfolio, about $500
million, for the purpose of preserving or
creating jobs for Ohioans.

Treasurer Cordray has made two
changes that should benefit the state’s
small businesses. He has increased the
maximum loan amount from $250,000
to $400,000 and he has changed the
requirement for jobs retained or cre-
ated from one job for each $25,000
requested to one job for each $50,000
requested.

The program, which effectively

Ohio Treasurer Richard Cordray speaks at
the meeting of the Ohio/Kentucky Chapter
of the ESOP Association. (photo cour-
tesy of the Ohio/Kentucky Chapter of The
ESOP Association).
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subsidizes the interest rate on small
business loans by 3% for a period of
two years, is open to Ohio businesses
with fewer than 150 workers. There
are essentially no spending restric-
tions on the loan as long as it creates
or retains jobs.

Said Treasurer Cordray, “Every
ESOP loan should have a linked deposit
attached to it.”

Employee Ownership News

To be eligible, a business must em-
ploy less than 150. The majority of them
must be Ohio residents. The company
must be organized for profit, have of-
fices in Ohio, and operate facilities only
in Ohio. Companies apply for the loans
through a lending institution that is a
state depository. Once the lender and
the Ohio Treasurer approve the loan,

CD for the amount requested at that
lending institution. The rate reduction
is passed along to the small business for
a term of two years.

Learn more about the program by vis-
iting Ohio Treasurer Richard Cordray’s
website at http://www.ohiotreasurer.
org/ or by calling the State Treasurer’s
office toll-free at 1-800-228-1102. oaw

the Treasurer will place a reduced-rate

“Black Monday” Remembered

t was standing room only at the Youngstown Historical Center of Industry and Labor (above) for the
30th anniversary of “Black Monday” on September 19.

Monday, September 19th in 1977, the Lykes conglomerate announced the shutdown of the
Youngstown Sheet and Tube Campbell Works, which employed 5,500. The community organized
against the steel shutdowns led by the Ecumenical Coalition of religious leaders, local unions, and
concerned community members.

“If the company won’t run it, why don’t we buy and run it ourselves?” asked Gerald Dickey (panel-
ist on right), then an officer at the Steelworkers” Brier Hill local. Dickey is credited with being the first
to suggest employee ownership as an alternative to the shutdowns. The proposal for an employee- and
community-owned steel corporation became the goal of the Ecumenical Coalition. Had it succeeded,
Youngstown might still have a viable steel industry.

While the Ecumenical Coalition’s employee ownership efforts ultimately failed, it educated Ohio

and the nation on the potential of employee ownership.

Youngstown attorney Staughton Lynd (left) represented the steelworker locals in their case against the
subsequent U. S. Steel shutdowns of the Ohio Works and the McDonald Works.
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Leading EDGE Awards Honor
ESOP Firms for Performance

ompanies with ESOPs in Northeast

Ohio are a tiny percentage of all firms
in the region, but they were well represent-
ed among those honored in 2007 by The
Entrepreneurs EDGE (Economic Develop-
ment through Growth & Entrepreneur-
ship), a year old non-profit organization
focusing on promoting economic develop-
ment and entrepreneurial start-ups.

EDGE helps “mid-market” companies
with up to $500M in sales grow by offer-
ing a variety of services including training,
brainstorming, and networking events.

Its Leading EDGE Award honored 101
Northeast Ohio companies that create val-
ue for themselves, their employees, and the
region. The award places special emphasis
on companies that bring dollars into the
region by selling substantial product and
services outside the area. Also considered
are earnings, total employee compensation
in the region, value of purchasing from lo-
cal vendors, philanthropic activities, and
innovative initiatives. The winning firms
typically add value to their communities,
and that value grows over time.

Nine employee-owned companies
were among the list of 101 honorees.

The 2007 winners that currently have
an ESOP are (in alphabetical order):

Fairmont Minerals - Chardon
Plasticolors, Inc. - Ashtabula

Prentke Romich Company - Wooster
Radix Wire Company - Euclid

The Chilcote Company - Cleveland
The Davey Tree Expert Company - Kent
The Garland Company - Cleveland
Voss Industries, Inc. - Cleveland

W. P. Hickman Systems, Inc. - Solon

Oswald Companies, which has had
an ESOP since 1985 and employs approxi-
mately 400, is a participating partner in the
Leading EDGE awards program.

Feedback from some of the award
winners indicates that having an ESOP
can contribute to a culture that plays
a part in the performance that EDGE
is looking for. Jeff Crago, Director of
Human Resources at Plasticolors Inc.
says, “Employee ownership is criti-
cal to all positive developments in the
company, including the Leading Edge
Award.” Plasticolors, an ESOP since
1988 and a leading supplier of pigment
and chemical dispersions to the paint,
coatings, caulk, sealants and thermo-
set plastics industries, is located in

Ohio ESOP News

Ashtabula and has approximately 150
participants.

Numerous researchers have found that
properly implemented employee owner-
ship contributes to company growth and
builds shareholder wealth.

Information about EDGE is available
on the website: www.edgef.org

ODJFS Awards OEOC a New Con-
tract to Help Ohio Retain Jobs

he Ohio Department of Job & Fam-

ily Services (ODJFS) has awarded the
Ohio Employee Ownership Center at Kent
State (OEOC) a new two-year contract as
part of the state’s new emphasis on retain-
ing Ohio jobs.

There are two parts of the program.
In the core effort, the ODJFS has extended
its contract with the OEOC to administer
the Prefeasibility Study Grant Program for
the State Of Ohio. As an important part
of Ohio’s job retention toolkit, the pro-
gram makes monies available for layoff
aversion strategies such as prefeasibility
studies of avoiding plant closure or mass
layoff through an option for a company or
group, including the workers, to purchase
the facility and continue it in operation.
Such studies may also be utilized to assist
existing employee-owned companies that
are faced with the threat of job loss. The
OEOC has been administering the pro-
gram since 1997.

Saving jobs expands the local labor
market and the local economy while
saving Ohio many thousands of dol-
lars by reducing the need for unem-
ployment compensation payments and
other social services.

To be eligible for a grant, there has to
be a threat of job loss or shutdown. The
size of a prefeasibility study grant is typi-
cally in the $10,000 to $25,000 range, but
larger grants are possible when there is
particular justification. The application
process is relatively simple. The first step
is to contact the Ohio Employee Owner-
ship Center, 113 McGilvrey Hall, Kent
State University, Kent, OH 44242. Phone
330-672-3028. Fax 330-672-4063. E-mail
oeoc@kent.edu.

The second part of the new contract
allows the OEOC to expand its success-
ful Business Succession Planning Program
from Northeast Ohio to the other regions
in the state. Closely held businesses, often
family owned, are rightfully regarded as
the backbone of the American economy
and generate most of the new jobs in the

country. Unfortunately, only about 15%
of family businesses make it to the sec-
ond generation and only 5% make it to
the third, according to a 2004 study by the
Small Business Administration. This fail-
ure to plan for business succession is the
#1 preventable cause of job loss.

In Northeast Ohio, the OEOC has been
running a succession planning outreach
program since 1996. Partnering with the
Greater Cleveland Partnership, the Coun-
cil of Smaller Enterprises and the Greater
Akron Chamber, the program has reached
hundreds of companies and helped them
explore their options. The new contract
with the ODJFS will allow the program to
expand to smaller cities like Youngstown
and Steubenville in Northeast Ohio in the
first year of the contract; in year two, the
program will expand to Cincinnati, Day-
ton and Columbus. Eventually, the pro-
gram is expected to reach into Northwest
Ohio and Southeast Ohio.

The succession planning program will
also develop webinars, distance learning
courses, and special programs for eco-
nomic development professionals.

The new contract enables the OEOC
to provide more services to help retain
jobs in Ohio. For more information
on the business succession planning
program, contact Chris Cooper or Jay
Simecek at the OEOC.

Transitions

Ithough Ohio Network companies

are only half as likely to terminate
their plans as non-network members (see
p. 11), a number have recently done just
that. Here are thumbnail sketches of three
Ohio ESOP firms and a fourth with Ohio
operations that have recently sold to out-
siders—including, in one case, another
ESOP.

Employees and KPS Capital Partners
bought Blue Ridge Paper—including its
Olmstead Falls, OH, plant—from Cham-
pion Paper in 1999 when Champion di-
vested a paper mill and extruding plant
in North Carolina and related converting
plants that turned the paperboard into
milk and juice cartons. Some, perhaps
all, of the facilities would have been shut
without the employee purchase. The
company’s 2000 employees received 40%
of the ownership in return for wage reduc-
tions. In July 2007, KPS and the employees
sold the company to New Zealand’s Rank
Group, which owns other packaging busi-
nesses in the US, including what used to be
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International Paper’s packaging division.
Leo Gerard, president of the United Steel-
workers, which represents the employees,
congratulated members for “creating a
new and successful company out of assets
many industry experts said should close.”
The average ESOP employee received
about $20,000 for his or her stock.

Sims-Lohman Cabinet Company, a
100% ESOP firm in Cincinnati, was recent-
ly purchased by Moellering Industries, a
lumber products supplier to builders in the
Ohio, Indiana and Kentucky region. Sims-
Lohman, which designs custom kitchen
cabinets and countertops for builders and
contractors, saw the merger as a good
growth opportunity for its business. The
ESOP is being terminated, but the firm’s
24 employees supported the opportunity
to become a wholly-owned subsidiary of
Moellering. They bring new talents, skills
and experience to the larger parent com-
pany and, in turn, have kept their jobs
and gained increased financial support
for growth in their operations, including a
new 3,000 sq. ft. showroom.

The 280 employee-owners of a Cincin-
nati-based ESOP-owned engineering firm,
H. C. Nutting, also supported their Janu-
ary 2007 merger with Terracon, a larger
ESOP-owned engineering firm based in
Kansas City. H.C. Nutting, one of the re-
gion’s largest engineering and consulting
firms, is now a division of Terracon. The
HCN employees kept their jobs and most
of the ESOP participants rolled their ESOP
accounts into Terracon’s ESOP. The merg-
er provides HCN with a national reach.

Marine Mechanical Corporation, a
Cleveland-based 250-employee ESOP
firm, was acquired by BWX Technologies,
a division of McDermott International,
based in Houston. Marine Mechanical de-
signs, manufactures and tests components
for the U.S. Navy. MMC was 100% ESOP-
owned by its white collar employees (the
union had opted out) since 1997.

New OEOC Staff Members

"I‘Wo very qualified staff members joined
the OEOC this fall. Jim Anderson and
Jay Simecek will support expanded ser-
vices to retain and create jobs in the state
of Ohio as mandated by the Center’s new
contract with the Ohio Department of Jobs
and Family Services (see related story)

Jim Anderson

Jim Anderson joined the OEOC staff
on November 1, 2007 as a Program Coor-
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dinator. He brings over 15 years of experi-
ence with ESOPs to the group. During the
early years of the ESOP at Republic Engi-
neered Steel (RESI), he played a key mana-
gerial role in the development of ESOP
training for employees at the Canton, Ohio
company. From 1994 to 1996, Jim served as
general manager and president of the Bar
Group at RESI. He was a member of the
board of directors from 1989 to 1996.

From 1999-2006, Jim was first execu-
tive vice president and then for six years
president of Republic Storage Systems
Company, an ESOP company. He also
served as chairman of the board of di-
rectors and initiated the creation of the
board’s audit committee and compensa-
tion committee. Over his career, he has
participated in several board member
succession activities as well as selections
of outside board members.

Jim has served on the advisory board
for the OEOC and co-chaired the executive
committee. He also co-chaired the Stark
County Labor Management Commit-
tee from 1999 to 2004. He remains active
on several non-profit boards in the Stark
County Area.

Jim brings a strong working knowl-
edge of the business world, especially as
it relates to employee-owned companies
and what it takes to get a deal done. At the
OEOC, Jim will be working on job reten-
tion, particularly with the automotive in-
dustry in Ohio, with Turn Around Ohio
grantee companies, with various founda-
tions on employee-ownership projects,
and other Center activities. Having been
the CEO of an employee-owned company,
Jim is available to consult with ESOP com-
pany CEOs on issues ranging
from board member selection to
labor-managementrelations. He
says, “I am excited to be a part
of the OEOC and hope to con-
tribute to the development and
growth of employee ownership
as a realistic option for business
success and job retention.”

Jay Simecek

Another ESOP veteran join-
ing the OEOC is Jay Simecek.
Prior to joining the OEOC staff,
Jay enjoyed a varied career
spanning 25 years in executive
positions, most of which were
spent leading an ESOP compa-
ny. A valuable addition to the
OEOC will be his direct, practi-

ESOP and managing change to a culture
of participation, accountability, and own-
ership. Jay has served as President of the
Ohio Chapter of The ESOP Association,
member of the Executive Committee of
the State and Regional Chapter Council,
and member of the Association’s Strategic
Planning Committee. He has authored ar-
ticles, designed education materials, and
conducted training on employee owner
leadership issues.

Jay’s career has exposed him to a va-
riety of business models, including fast
growth mid-size companies, large multi-
nationals, successful family owned firms,
and small entrepreneurial start-ups. Jay
first encountered employee ownership
when he developed a succession plan for
a privately held, family-owned firm. As
Vice-President and General Manager, he
led its buyout and transition to an ESOP.
More recently, as president of a start-up
in the safety/security industry, Jay gained
the experience of building a company from
the ground up.

Utilizing his hands-on experience
with leading an organization into
employee ownership, he will provide
basic technical direction for those con-
sidering an ESOP for the first time. As
such, Jay’s focus is expanding the Cen-
ter's Succession Planning programs,
creating new ESOPs, and training em-
ployee owners. While success from a
business perspective is satisfying and
necessary for sustainability, in Jay’s
words “the real passion is sharing the
challenges and rewards of a business
with the people who both work for
and own a company.” oaw

cal experience in transitioning Jim Anderson (1) and Jay Simecek (r), the OEOC’s newest
a family-owned company to an  staff members, in the Center library.



Minding the Planet
Sustainability Reporting at YSI

Lisa Abel, YSI, Incorporated and Karen Thomas, OEOC

Editor’s note: “Minding the Planet” is the second article in OaW's series on Great Workplaces, featuring exceptional practices such as triple
bottom line reporting, where companies report on their social and environmental impact, as well as financial performance. The triple bottom line
offers a way to identify, measure, and direct a firm’s non-economic impact on stakeholders in local communities or worldwide through its busi-
ness culture, policies and practices. The Great Workplaces series began with “Employee Ownership Measures up with Social Accounting,” in the

Winter 2007-2008 issue.

SI's mission of “minding the planet” reflects a deep con-
cern for the environment as well as the company’s vision

of itself as a global business building an ecologically sus-
tainable habitat. Ecological sustainability is a philosophy woven
into YSI's products, culture and vision.

YSI began in 1948 as Yellow Springs Instruments, a partner-
ship between two engineers, a chemist at Antioch College, and
Dr. Leland Clark, inventor of the process for measuring dissolved
oxygen in liquids that enabled open-heart surgery. The company
specialized in the design and building of specialized instruments
based on precision sensor technology for temperature and bio-
medical applications.

One of YSI's co-founders, Hardy Trolander, believed in the
social and community benefits of economically viable and mean-
ingful work. In 1983 he sold his share of the company to employ-
ees through an ESOP. At the same time, YSI's new CEO, Malte
vonMatthiessen, encouraged the development of an ownership
culture and involved employee-owners in management through
cross-functional, self-directed teams.

Today YSI is a global company that focuses mainly on en-
vironmental monitoring and testing. Headquartered in Yellow
Springs, Ohio, it is 30% ESOP-owned, with 278 employees and
16 locations worldwide. The firm designs and manufactures en-
vironmental monitoring instruments, such as sensor instrumen-
tation and real-time monitoring systems for professionals who
measure, monitor and protect natural resources and aquatic life
including water quality, level and flow in oceans, coasts, estuar-
ies, groundwater, surface water and aquaculture. Their products
include instruments, software and data collection platforms.

A Commitment to Environmental Sustainability

YSI's environmental efforts began when vonMatthiessen
communicated a vision of ecological sustainability for the com-
pany and asked employee owners to get involved. Sustainability,
in an ecological sense, is the ability of a living system to support
all of its diverse forms of life through a closed loop that uses what
it has over and over again. In a business environment, sustain-
ability means creating products, processes, and services that do
the same.

As a first step, vonMatthiessen brought employee-owners
together to form an ecological footprint team. The team started
with two projects that were sure to succeed - recycling and sav-
ing on electricity usage. Building on these initial successes, YSI
established ambitious five-year sustainability goals. The goals in-
volved soil remediation, decreasing energy use in YSI's products,
collecting and improving greenhouse gas emissions data, and re-
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lating climate and global change issues to YSI's business plans.

In 2001 YSI was made intensely aware of the importance of
environmental stewardship within the community when con-
tamination was found in the soils, groundwater and wells at
and around their company headquarters. The problem had de-
veloped from solvents disposed of in the driveway gravel many
years earlier. The company decided to be open about the situa-
tion. It organized community meetings, provided fact sheets, and
created a library of information about the project on the compa-
ny website. In lieu of some penalties, YSI funded a community
group that contracted with technical advisors on the contamina-
tion project, so that citizens could better understand and partici-
pate in investigation and remedjiation plans.

Since 2005, YSI has focused its R&D on water quality and
environmental monitoring applications to address a number
of worldwide environmental challenges: increasing scarcity of
natural resources; major natural disasters; global climate change;
and, monitoring systems in water, air and on land.

Management support is a key to implementing YSI's envi-
ronmental sustainability plan. Company managers’ responsibili-
ties to the plan include these objectives:

* Establish targets that consider environmental aspects as
integral to business decision making

* Develop employee knowledge and understanding of
environmental issues related to job functions

* Promote conservation of resources

* Strive to reduce the generation of waste in operations

* Communicate with customers about ecological sustain-
ability issues

* Consider principles of ecological sustainability in the
design of new products

YSI's Sustainability Reporting

Since 2002, YSI has published annual sustainability reports
to identify, quantify and communicate their economic, environ-
mental and social performance. “We recognize there is a need to
measure the success of our company by more than the valuation
of inventory, equipment and the number of products sold,” wrote
Rick Omlor, YSI's current President and CEO, in the company’s
2004 Sustainability Report.

Sustainability reporting is an important part of YSI's com-
mitment to find ways to conserve resources and to communicate
these efforts to employees and the larger community of stake-
holders. YSI believes that the company should be accountable to
its stakeholders, and sustainability reporting helps to build ac-
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countability. It provides employees an effective opportunity to
tell their story; it is a way to show they are making improvements;
and it is an opportunity to take credit for doing good. Sustainabil-
ity reporting makes sense in an employee-owned firm because it
gives all stakeholders transparent information.

Sustainability reporting also promotes organizational learn-
ing. Much learning takes place as people throughout the com-
pany are contacted to provide data for the report. Reporting
provides YSI's Board of Directors and others with an increased
awareness of potential liabilities. Environmental and other li-
abilities are important because the board needs to be concerned

... sustainability reporting offers a
competitive advantage.

about the future. Companies today must be concerned about
such questions as the future costs of carbon emissions when car-
bon dioxide is regulated.

Finally, sustainability reporting offers a competitive advan-
tage. When the competition does not report, reporting sets a com-
pany apart with customers and employees. Customers can also
take into consideration an organization’s report when deciding
where to place their business.

YSI's sustainability report is associated with two organiza-
tions for peer learning and mentoring support: Ceres and the
Global Reporting Initiative (GRI). Ceres, an international or-

ganization striving to make industry more environmentally
conscious, helps companies get started with sustainability re-
porting. YSI commits to Ceres’ ten principles of environmental
accountability and submits the company’s report to Ceres for
peer review. The GRI developed a baseline of indicators for
sustainability and social impact reporting that is widely recog-
nized as the current international standard. YSI writes its annual
sustainability report in accordance with the GRI sustainability
reporting guidelines.

“We've met many companies through Ceres that are begin-
ning to share information about their environmental and social
performance,” Danielle Dumont, YSI's Communications Man-
ager, explained. “It’s a proactive decision for some companies to
begin reporting. For others, it's a reactive decision because they
fear a lawsuit if they don’t share information. But whatever the
reason, once companies start reporting they buy into it because
they learn so much about their company in the process.”

Getting Reporting Started

YSI suggests the following steps to get started on a sustain-
ability report: identify reporting as a priority for the organiza-
tion; determine the scope of reporting; select the most relevant
indicators; find the data; report and distribute to stakeholders;
and finally, seek feedback.

Determine the scope
Consider the concerns of your organization in terms of risks
and opportunities. Determine who your company’s stakehold-

YSI returned one acre of its campus to native Ohio prairie to promote land conservation and provide a natural habitat for wildflowers, grasses, birds,
and insects. Members of the EcoFootprint team stand in the blooming prairie: Laura St. Pierre, Susan Miller, Elisabeth DeForest, Diane Estridge,

Amya Mulvaney, and Lisa Abel. (photo courtesy of YSI)
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YSI's Employee of the Year is Rigor Ma (right), applications specialist in China. Ma works with ate -
customers in Asia to design and install environmental monitoring systems that fit their particu- and communication expertise to make the re-

lar needs, such as protecting a drinking water reservoir. (photo courtesy of YSI)

ers are, your company’s level of engagement with each set of
stakeholders, what your stakeholders are concerned about, and
how you want to involve them with your reporting. Once you
have a sense of why you are reporting, consider how much de-
tail to report and how you want your stakeholders to respond
to the report.

Select relevant indicators

YSI reviews indicators listed in the GRI to determine what
to track, including material use, recycled material use, waste
management, energy use, company-wide carbon dioxide emis-
sions, and water use. The company also tracks customer service
measures of on-time delivery, repair turnaround time, warranty
failures, customer service calls and customer feedback. Social re-
sponsibility indicators include employment benefits; health and
safety; diversity and opportunity; disciplinary practices; security
practices; product responsibility, customer health and safety; cus-
tomer service; advertising, and privacy. Other indicators include
YSI's policies on bribery, corruption, political lobbying, and anti-
competitive behavior, as well as indigenous rights regarding the
customs and cultures in their worldwide locations.

Developing relevant measures can be a challenge. When mea-
suring your firm’s economic performance, for example, do you
simply compare your company’s pay to the local living wage? Or
do you also consider the financial impacts of all the other labor
practices of your firm, as well as your company’s contributions to
global warming and local biodiversity?

An example of a relevant indicator of human capital devel-
opment is YSI's measure for training. YSI spent $1,332 per US.
employee for training in 2004, and compared their investment to

an average of $900 for benchmarked companies
with fewer than 499 employees (this annual, na-
tional statistic is available through the American
Society of Training and Development).

Find the data

It's often much easier to provide your compa-
ny’s mission, policies and goals than to provide
evidence of what the company actually does. YSI
includes an organization profile that describes
the governance structure and each facility. The
company uses the GRI’s Facility Reporting Tool
to collect data for each of their facilities world-
wide, and each of YSI's facilities has a person
responsible for gathering appropriate data and
forwarding it to the employee who puts the en-
tire report together.

Start reporting
Assemble a team of people with scientific

port a living document. Prioritize the infor-

mation. In trying to be thorough, YSI ended

up with 60 pages for their first report. Present
most information in graphs that are easy to understand and
show year-to-year progress.

Distribute to stakeholders

YSI displays the Sustainability Report on its website;
mails it to shareholders, key customers and members of the
local community; and distributes the report at trade shows
and conferences.

Seek feedback

YSI encourages feedback. A detachable comment card is en-
closed ineachreport. A few people have sent back comments. YSI
also presents the report to a local environmental activist group
in Yellow Springs. They have not found comparable interested
groups in other communities where they have a facility.

YSI was recognized for its 2003 Sustainability Report by Ceres
and the Association of Chartered Certified Accountants (ACCA)
with the award for Best Small and Medium Enterprise Sustain-
ability Reporting in the international competition.

Lisa Abel is the Director of Quality and Corporate Responsibility
at YSI Inc. Karen Thomas is the Coordinator of Ohio’s Employee-
Owned Network. Special thanks to the Nathan Cummings Founda-
tion, and the Ohio Labor-Management Cooperation program, Ohio
Department of Development, for the funding that made this study
possible. For more on sustainability in Network companies, see the
Stow-Glen story on pg.