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Today’s Discussion

United States companies are facing
an ESG regulatory landscape that is
evolving both domestically and
globally.

Because this ESG topic Is so broad
and expansive, my presentation
today will focus on the "E" in ESG!



What is ESG?

There Is some confusion as to what ESG really means or what it
might represent to the public or environmental community.

ESG Is a slippery concept without widely accepted definitions,
criteria and/or metrics. ESG Is an expansive term that incorporates
broad categories of interest for investors and asset managers,

environmental issues, social issues, and governance Issu

esS.

Certain buzzwords such as Sustainable, Responsible, ESG, Climate,
Carbon, Green, Energy, Climate Change, Environmentally friendly,
Socially Responsible, Sustainable Natural Resource/Agriculture,
Greenhouse Gas Emission, Diversity, and Board and Employee

Engagement might represent some of the words used.



How does an How does an

organization organization
impact the impact individuals
environment? and communities?

How does an
organization
govern itself?




ESG & Sustainability:
Related but NOT Interchangeable

Sustainability

ESG Considerations




Under the 2015 Paris Agreement:

Countries pledged to keep global warming below
2 degrees Celsius

The reference period 1850-1900 to represent
pre-industrial temperature

With the ambition of limiting it to 1.5 degrees
Celsius — emissions need to be reduced by 45%
by 2030 and reach net zero by 2050.



The GHG Inventory Covers

Seven Direct Greenhouse Gases

1. Carbon dioxide (CO,)

2. Methane (CH,)

3. Nitrous oxide (N,O)

4. Hydrofluorocarbons (HFCs)
S. Perfluorocarbons (PFCs)
6. Sulphur hexafluoride (SF,)

/. Nitrogen trifluoride (NF;)
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ESG Alphabet Soup

Laws & regulations

Frameworks & standards

RD.A SECA SFDRA TCFEDA | B GRI SASEB
Ciorporate Sustainability Securities Exchange Sustainable Finance Tazk Force on International Sustainability Global Reporting Initiative Sustainability Accounting
Raporting Directive Commission (LS. Disclosure Regulation Chimate-related Standards Board Standards Board
[EL) (ELI} Financial Disclosures
Proposad rule -
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Scope 1,2, and 3 emissions
are optional.



Reporting Frameworks

1. Securities and Exchange Commission (SEC) proposed regulations “The Enhancement and

Standardization of Climate-Related Disclosures for Investors,” 87 Fed. Req. 21, 334 (April 11,
2022)

o Climate-related disclosures focus — registration statement/annual reports.
e Key issue — “materiality.”
2. Corporate Sustainability Reporting Directive (CSRD) European Union — December 16, 2022

e European Sustainability Reporting Standards (ESRS) by the European Financial Reporting
Advisory Group (EFRAG)

o All three topics — Environmental, Social and Governance are included.

® Key Issues: 1) Materiality; 2) Requirements for Scope 3 emissions; 3) Mechanisms for ESG
Disclosure; and 4) Auditing Reqguirements.

3. California Climate Corporate Data Accountabllity Act —SB 253. Begins in 2026, companies
with revenues of more than $1 billion that do business in California must disclose Scope 1 and

Scope 2 emissions. Scope 3 emissions reported in 2027. Requires the “Greenhouse Gas
Protocol Standards and Guidance”
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Corporate Climate Action Plans

1. You must get corporate buy-in!

2. Guide your business to net-zero by
20 ¢

3. Builld custom Climate Action Plans
that decrease GHG emissions
ACross your business and supply
chain.

4. Sustainabllity Officere



Chief Sustainability Officer: Job Description

A chief sustainability officer’s jolb description can vary from company to company, but here are
some common dufies and responsibilifies you would find on a job description:

e Develop and implement strategies to address the Three Pillars of Sustainability.
(1)Environment, (2) Society and the (3) Economy

o Facillitate sustainabllity projects by overseeing employee performance and provide clear
direction for the goals of sustainabllity projects.

e Research environmental sustainabllity issues or concerns and align them with stakeholder
iInterests.

e Ensure sustainabllity program processes and operations compliance with environmental,
governmental, and industrial regulations.

e Monitor, report, and evaluate effectiveness of sustainabllity program implementations.
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Chief Sustainability Officer: Job Description
(continued)

o Align proposals for sustainabillity projects with factors such as cost effectiveness, technical
feasibility, and infegration with other inifiatives.

e |dentity areas of inefficiency and unsustainable corporate practices.
e Connect with different channels of communication and media for marketing inifiatives.

* Forge relationships with suppliers and other stakeholders and leverage these relationships
towards conducting successful sustainabillity projects.

e Manage corporate sustainabillity risk assessments.

e Foster an internal organizational culture based on sustainable business practices and ethics
while empowering employees with a positive social corporate climate.
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Environmental ( E )

Environmental ( E ) sustainability aims to improve
human welfare through the protection of natural
capital (e.g., land, air, water, minerals etc.)

Inifiatives and programs are defined
environmentally sustainable when they ensure
that the needs of the population are met without
the risk of compromising the needs of future
generations.

Harm reduction Is one-way businesses have
sought to minimize negative impacts on the
environment.

Adopting new technologies which use clean
energy, waste reduction, or more efficient
oroduction methods is even better, and more
companies are seeing the benefits.
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Overview Emission Categories

Q00O O©O

Scope 2 Scope 1
INDIRECT DIRECT

Scope 3 Scope 3
INDIRECT

" INDIRECT
N

Upstream activities Reporting company Downstream activities

Source <a href=httpsghgprotocolorgsitesdefaultfilesstandardsCorporate Value Chain Accounting Re
poring Standard 041613 2pdf target= blank rel=noreferrer
noopener>httpsghgprotocolorgsitesdefaultfilesstandardsCorporate Value Chain Accounting Re por-
ing Standard 041613 2pdf<a>
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Scope 1 — Direct Emissions

Scope 1 Emissions Include:

Direct emissions from the company’s owned or controlled sources.

« On-site energy like natural gas and fuel, refrigerants, and emissions from
combustion In owned or controlled bollers, and furnaces

« Emissions from fleet vehicles (e. g. cars, vans, trucks, helicopters for hospitals)

« Scope | emissions encompass process emissions that are released during
industrial processes, and on-site manufacturing (e.g., factory fumes,
chemicals)
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Scope 2 — Indirect Emissions from Purchased Energy

According to the Scope 2 emissions represent one of
the largest sources of accounting
for at least a third of It.

Scope 2 Emissions Include:

* |[ndirect from purchased or acquired
enerqgy, like electricity steam, heat, or cooling, generated offsite
and consumed by the reporting company.
electricity purchased from the utility company is genero’red
offsite, so they are considered indirect emissions.
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Scope 3 — Indirect Value Chain Emission

Scope 3 Includes:

» Allindirect emissions that occur in the value chain of a reporting company.

 To make a clear distinction between Scope 2 and Scope 3 categories, the US
Environmental Protection Agency (EPA) describes Scope 3 emissions as: “The result of
activities from assets hot owned or controlled by the reporting organization, but that
the organization indirectly impacts in its value chain.”

 Even though these emissions are out of the control of the reporting company, they can
represent the largest portion of Ifs greenhouse gas emissions inventory.
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Scope 3 — Indirect Value Chain Emission (continued)

The GHG Protocol divides the Scope 3 emissions intfo Upstream and Downstream
emissions.

encompass the indirect greenhouse gas emissions within a company's
value chain related to purchased or acquired goods (tangible products) and services
(Infangible products) and generated from cradle to gate.

INnclude the indirect greenhouse emissions within a company'’s
value chain related to sold goods and services and emitted after they leave the
company’'s ownership or conftrol.
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Environmental Product
Declaration

ENVIRONMENTAL PRODUCT DECLARATION
n accordance with IS0 14025 and EN 15804:2012+41:2013

The infent behind an Environmental Product Declaration (EPD) is o
encourage the use of materials and products that offer life cycle
InNformation and have socially and economically preferable impacts on our
planet.

COLD ROLLED STAINLESS STEEL
STENA STAL AB

EPD’'s are a form of life cycle assessment and are the standard way of
quantitying the impact of a product or system on the environment.

ENVIRONMENTAL PRODUCT DECLARATION —EPD@J

EPD’s include the product’s life cycle assessment, from the raw material
extraction to its disposal, so we can measure a product’s environmental
Impact.

PROGRAMME INFORMATION

Programme:

An EPD Is created in accordance with the International Standard SO
14025 and EN 15804 guidelines.

They are developed based on life cycle assessments following ISO 14040
(Environmental management - Life cycle assessment - Principles and
framework) and ISO 14044 (Environmental management - Life cycle
assessment - Requirements and guidelines), which describe the process for [See example handouf
doing a life cycle assessment.

Generally, Environmental Product Declarations are valid for up to 5 years.

STENA AB °
Phane- 010-44500 00

all: infostenastal se ﬂ,‘B STENA STAL
www.stenastal se
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Greenhouse Gas Calculators

There are numerous Consulting Companies who have software which
might be helpful to utilize In keeping frack of your Scope 1, 2 and 3 GHG

emissions.

Some Examples:

EPA has one for free.
hitps://www.epda.gov/climateleadership/simplified-ghg-emissions-calculator

Greenhouse Gas Accounting Software | Tango (fangoanalyfics.com)
hitps://watchwire.ai/emissions-calculation-tracking/
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Clark Hill

Greenwashing

Term to describe the “devious
factics” companies use to
appear more environmentally
responsible than they are.

The public and regulators will
compare your statfements to your
corporafte actions.

Be prepared to back it up!




Offset Carbon Emissions

-~ Final thought . ..

Purchase carbon offsetfs from
verifled projects for emissions you
cannot yet mitigate fo achieve
net zero carpon.

Carbon cycle

H 2
y



How to Measure Success?

1. Choose what you wish to

2. Report what you measure - Common Reporting Frameworks:
e Global Reporting Initiative (GRI)
e Sustainability Accounting Standards Board (SASB)
* Make a custom report.

3. Should you get o

what you measure and set a new goadl.



Example 1

Construction Industry

Contractors developing programs to calculate Scope
|, 2 and 3 emissions as required for federal contracts
and the Federal Acquisition Regulations (FAR).

FAR Compliance Officers will scrutinize and approve
BID packages.

The Associated General Contractors of America
(AGC) has a "Climate Change Working Group.”



Example 2

Banking Industry

Banks will be evaluating existing loan porifolios for “climate-related risk management”™ and
will likely scrutinize future loan applications for climate disclosures and climate risk.

Environmental Bankers Association (EBA) is developing an “Environmental Risk Manager
Certfificate” program to provide training in environmental risk decisions for commercial real

estate.
Course 1 Course 2
Banking Risk-Mitigant
Essentials for the  Analysis,
Environmental Introduction and
Risk Manager Tools

Course 3

Advanced Risk-

Mitigant
Analysis

Course 5

Environmental,
Social, and
Governance
Risks in
Commercial
Banking

Course 6 Certificate

m
Communication o pass lo
and Program

"Jive
Management ificate

Risk
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Example 3

Major Oil/Energy Companies

These entities are developing separate business units and
research programs to compete in solar, wind, hydrogen
fuels, carbon capture technology, and battery technology
to diversity the business.

They also are investing significant resources o limit and
capture fugitive GHG emissions from fraditional oil and gas
operations.
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Examples of Legal Clark Hill Service Offerings

Net Zero /

Carbon Footprint Responsible Green
Reduction Supply Chains Contracting
Strategies

ESG /
Sustainability
Policies

Governance
Frameworks




Examples of Legal Clark Hill Service Offerings

Cybersecurity, Diversity,

Data Intellectual Equity & Reglpll)zﬂ[gry & ANY OTHERS
Protection & Property: Inclusion A dvocgc TO ADD?

Privacy Services Y

Greenwashing




Jerry D. Worsham I1

Clark Hill, PLC
3200 N. Central Avenue
Suite 1600
Phoenix, AZ 85012
(602) 440-4808
jworsham@clarkhill.com
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(3) Clark Hill

Thank You

Legal Disclaimer

The views and opinions expressed in this material represent the view of the authors and not
necessarily the official view of Clark Hill PLC. Nothing in this presentation constitutes
professional legal advice nor is it intfended 1o be a substitute for professional legal advice.
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