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Just Burning
Fossil Fuels
Has Created A

H ed |th CI’ISIS e 98.6 percent of children living in an oil

production zone exceeded the safe limits for
the cancer-causing heavy metal cadmium in
their blood.

—

e 350,000 Americans
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What Is ESG?

A taxonomy that categorizes non-
financial factors that impact an
organization's long-term
performance

Salient Features
These are common characteristics of ESG programs

» Assessment of corporate activities based on impact
on company operations and financial results

* Recognition that the adoption of ESG measures
drives commercial success

* Involves examining existing programs through the
lens of long-term value creation

* Significant focus on the management of ESG risks
and opportunities

» Key component of board's oversight responsibilities

GOVERNANCE

Board composition, including
diversity and refreshment

Board and committee structure and
responsibility

Board assessment

Shareholder engagement and access
Robustness of disclosures

Quality of board oversight

Executive compensation and
leadership
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Institutional Investor and Proxy Advisor
Pressure

Institutional investors and proxy advisors are focused on board oversight of ESG given the
impact on long-term value, with increasing expectations for performance and disclosure

Vanguard

1SS >

“If a situation arises in which the board has failed to effectively
identify, monitor, and ensure management of material risks and
business practices under its purview based on committee
responsibilities, a fund will generally vote against the relevant
committee chair. These risks may include material social and
environmental risks, inclusive of climate change.” (2022 U.S. Proxy
Voting Policy)

Considers "demonstrably poor risk oversight of environmental and
social issues" among the governance failures that may justify
recommending a vote against individual directors, committee
members or the entire board (2022 U.S. Proxy Voting Guidelines)

57
b

 GLASS LEWIS

“With regard to material ESG risk factors, or where the company has
failed to provide shareholders with adequate disclosure to conclude
appropriate strategic consideration is given to these factors by the
board, we may vote against directors of the responsible committee,
or the most relevant director.” (2022 U.S. Proxy Voting Guidelines)

"In situations where we believe that a company has not properly
managed or mitigated material environmental or social risks to the
detriment of shareholder value, or when such mismanagement has
threatened shareholder value, Glass Lewis may recommend that
shareholders vote against the members of the board who are
responsible for oversight of environmental and social risks. In the
absence of explicit board oversight of environmental and social
issues, Glass Lewis may recommend that shareholders vote against
members of the audit committee. In making these determinations,
Glass Lewis will carefully review the situation, its effect on
shareholder value, as well as any corrective action or other response
made by the company." (2022 U.S. Policy Guidelines)
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Third-Party ESG Ratings and Rankings

* ESG ratings are third-party assessments of a company’s approach to sustainability, which are issued by third-party ESG
ratings organizations.
* An ESG rating provides an overall score, grade, or ranking based on an assessment in one of three areas:
*  The quality and/or quantity of a company’s ESG disclosures
. Company performance against ESG criteria
. Company exposure to ESG risk

* The primary audience for ESG scores are investors, who use them across their investing and voting activities. In
addition, these ratings will often be reviewed and discussed at the board level.

REFINITIV

S&P Global ESG Scores
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SEC Proposed Climate Rule

The SEC proposed climate rule (the "Proposed Climate Rule") would require extensive disclosures regarding climate-
related oversight, risk assessment, greenhouse gas ("GHG") emissions, and targets and goals.

The Proposed Climate
Rule would require a
company to describe the
board's oversight of
climate-related risks,
including the processes by
which the board discusses
climate-related risks, how
the board is informed
about climate-related
risks, and how the board
sets climate-related
targets or goals.

The Proposed Climate
Rule would establish new
disclosure requirements

and expectations
regarding the role of
management in a
company's climate-
related programs and
initiatives.

The Proposed Climate
Rule would require a
company to disclose

climate-related risks that
are reasonably likely to
have a material impact on
the company, including
on its business or
consolidated financial
statements.

The Proposed Climate
Rule would require the
disclosure of GHG
emissions both
disaggregated by
constituent greenhouse
gases and in the
aggregate, and in
absolute and intensity
terms.

The Proposed Climate
Rule provides that if a
company has publicly
identified climate-related
targets or goals, it must
disclose information
relating to scope, time
horizon, interim targets,
progress, and use of
carbon offsets or RECs.

Board Oversight Management Oversight Climate Risk Assessment M Targets & Goals Cllgi:‘t:le‘;lsi::::ed

The extensive climate-
related disclosures
contemplated by the
Proposed Climate Rule
would require a company
to adopt incremental
governance measures to
ensure that ESG
disclosures are vetted and
aligned.
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SEC Proposed Cybersecurity Rule

The SEC's proposed rule requires disclosure of:
* Material cybersecurity incidents on Form 8-K:

* Timing tied to determination that the incident is material, to be made as soon as "reasonably practicable"
* Includes reporting of certain third-party incidents
* No law enforcement exception

» Updates to incidents, and incidents that are material in the aggregate, in 10-Qs/10-Ks

* Proxy disclosure of policies and procedures to identify
and manage cybersecurity risks; cybersecurity's
role in strategy, financial planning and capital
allocation; board oversight process and any
directors with cybersecurity expertise;
management’s roles, expertise and processes

Reevaluate cybersecurity disclosure controls and procedures and board and
management governance systems.
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SEC Proposed Human Capital Management Rule

* On Sept 21, 2022, the SEC Investor Advisory Committee met to discuss several
topics, including the proposed human capital management rule, which will
replace the existing human capital management rule:

* In 2020, the SEC adopted principles-based disclosure mandate to
report on “any human capital measures or objectives that the
registrant focuses on in managing the business”;

» Panelists noted that most companies are not providing much in the
way of human capital metrics, and that most of the reporting was in
corporate social responsibility reports, which are not audited or
standardized;

» Panelists identified a few human capital metrics as most important,
which could appear in the proposed rule: (i) Wages, (ii) Hours, (iii)
Equity/diversity, (iv) Turnover and (v) Investments in training;

* The proposed cybersecurity and climate change rules suggest that the proposed
human capital management rule could also require disclosing human capital
risks and oversight of risk at both the board and management level.
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Customer ESG Requirements

* Increasingly common for large customers with significant leverage to impose burdensome ESG requirements that can be the

single most important driver of an organization's ESG program

* Requirements can be used by customers to advance their own ESG strategies/goals

* Types of requirements:

ESG questionnaires
ESG certifications in RFPs or vendor agreements
ESG representations or covenants in vendor agreements

* Topics addressed may include:

Climate Change and GHG emissions

Environmental sustainability

Diversity, equity and inclusion

Specific human rights issues (e.g., forced labor, minerals sourcing)

Adoption of or adherence to ESG policies or codes (e.g., RBA Code of Conduct)
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Customer Scope 3 GHG Emissions Targets

243 U.S. companies have set a near-term SBTi target . SCIENCE
that includes Scope 3 GHG emissions, and an additional BASED
270 U.S. companies have committed to setting an SBTi " TARGETS

target within 24 months.
DRIVING AMBITIOUS CORPORATE CLIMATE ACTION

¥ Biogen

llumina  {elmonsfohmmon
@Pﬁzer
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Customer ESG Flow Downs

73 of the top 100 companies in the Fortune 500 have flowed

down ESG requirements to suppliers within a supplier code of FO rtu ne 500
conduct or through other supplier policies or statements.

gvﬂvmenqgoﬂmmn Fed @:_(‘J% 0:0 MERCK Y t=sL~

U UnitedHealthcare ~ Alphabet  4CVS pharmacy f-f{ziCignﬂ AlG| @ soemwve
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10 ESG Principles

for the Healthcare Sector
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10 ESG Principles for the Healthcare Sector

1  The"S" is paramount

a N

O Organizations in the healthcare sector should
emphasize their social purpose and their impacts
on stakeholders.

" )

2  Share your positive impact

(J  ESG is not just about risk — it includes finding
and communicating opportunities.

(J  Healthcare organizations have a powerful ESG

story to tell.
K J Invitae 2022 ESG Report — Healthcare for Humanity
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10 ESG Principles for the Healthcare Sector

3

Put access and affordability
on the agenda

-~

Healthcare organizations should be ready to
address access and affordability as core ESG
topics.

~

)

S

Patient safety is a core ESG topic

ESG is leading to more disclosure and scrutiny of
patient safety, with safety data informing third-
party ESG assessments.

~

/

HEALTH CARE DELIVERY

Sustainability Accounting Standard

Accounting Metrics
Access for Low Income Patients

HC-DY-240a.1. Discussion of strategy to manage the mix of patient
insurance status

HC-DY-240a.2. Amount of Medicare Disproportionate Share Hospital
(DHS) adjustment payments received

Quality of Care and Patient Satisfaction

HC-DY-250a.1. Average Hospital Value-Based Purchasing Total
Performance Score and domain score, across all facilities

HC-DY-250a.2. Number of Serious Reportable Events (SREs) as defined by
the National Quality Forum (NQF)

HC-DY-250a.3. Hospital-Acquired Condition (HAC) Score per hospital

HC-DY-250a.4. Excess readmission ratio per hospital
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10 ESG Principles for the Healthcare Sector

5 Success requires proper governance

a N

0 ESG needs to be embedded in key governance
bodies, with buy-in and alignment from across
management.

- /

Business ethics is a top
governance priority

a N

(1 Core ESG topics include ethical interactions with
health care professionals, responsible marketing,

and fraud prevention.
\ J ESG governance structure, Becton Dickinson
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10 ESG Principles for the Healthcare Sector

7  Don't forget the "E" in ESG

a N

O Healthcare organizations need to meet
stakeholder expectations on environmental
issues including energy and waste management.

N /

Climate change is a priority
for everyone

: N

J  Health care accounts for 8.5% of U.S. greenhouse

gas emissions, with an increasing level of
expected regulation on climate change.

" )
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10 ESG Principles for the Healthcare Sector

9 Cybersecurity is a growing ESG issue

( N

O Cyber attacks against healthcare organizations
reached an all-time high in 2021, and are a core
ESG challenge

- /

10 Stay on top of new and
emerging ESG issues

( N

L] Organizations should track ESG issues as they
become increasingly important over time to the

business and external stakeholders

" )
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CONTACT INFORMATION

Name  lcompany e

Alan Bond BLX Group LLC

Hayden Goudy Orrick, Herrington & Sutcliffe LLP
Robyn Helmlinger Orrick, Herrington & Sutcliffe LLP
Ramé Hemstreet Kaiser Permanente

Neal Hogan Healthcare Climate ActionWorks
Giji John Orrick, Herrington & Sutcliffe LLP

Craig Stepien NextEra Energy, Inc.

abond@blxgroup.com
hgoudy@orrick.com
rhelmlinger@orrick.com
h.rame.hemstreet@kp.org
neal.hogan@climateactionworks.com
gjohn@orrick.com

craig.stepien@nexteraenergy.com
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