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“Climate change isn't a distant threat. The health impacts of a changing climate can be
felt today in the form of increasing rates of asthma and other respiratory ailments, spread
of infectious diseases, heat stress, and injuries from severe weather events.”

— Kathy Gerwig, Kaiser Permanente environmental stewardship officer!

Ramé Hemstreet, vice president for operations and chief sustainable resource officer at Kaiser Permanente,
knew the ins and outs of the healthcare organization’s resource use better than anyone. He was happy
to spearhead the use of renewable energy in the healthcare system and was proud to be part of Kaiser
Permanente’s efforts to green its operations, an exercise lauded by many in the healthcare and business
communities. Over the past few years, the idea of renewable energy had been gaining traction as it aligned
with Kaiser Permanente’s goal of being a responsible healthcare leader. The fact that fighting climate change
could also lead to better community health made the prospect of an investment in renewables even more
appealing. However, exactly how Kaiser Permanente was going to achieve success in mitigating climate
change was still uncertain.

The drive toward renewables for Kaiser Permanente started serendipitously in 2006 when Jeff Keyak,
senior energy consultant, attended a High Performance Building Committee meeting. Toward the end of the
meeting, someone asked if a power purchasing agreement (PPA) for solar energy was an option to offload
from the capital cost of building operations. Though the committee had not at the time seriously considered
the option, Keyak had experience with PPAs, so the suggestion went to the right person.

Hemstreet and Keyak noted several necessary considerations: With Kaiser Permanente’s large operation,
where would renewables be launched or used? Given that projecting the escalating costs of commercial
electricity is more art than science, what was the true cost-benefit that renewables offered and how could
this be projected? What sort of PPA or leasing agreement should Kaiser Permanente commit to? How would
stakeholders receive the adoption of a new technology at such a scale at all levels?
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Hemstreet and Keyak worked tirelessly over the next few years with others at Kaiser Permanente to map
out the possible implications of these questions. Along with Don King of Facilities Operations, they worked
with Recurrent Energy to install a pilot of 11 megawatts of solar generation capacity.? They also joined forces
with Kathy Gerwig, vice president of employee safety, health and wellness, and environmental stewardship
to develop a policy to reduce absolute greenhouse gas (GHG) emissions by 30% below 2008 levels by 2020
and that would allow regional councils to implement further investments.

Hemstreet was able to take this initial pilot work and create the vision to develop it to scale with his
team. He marveled at how far Kaiser Permanente had come and had yet to go. Soon, he would present to the
executive board and board of directors on the success of renewables to seek their approval for their biggest
such investment yet — a 20-year renewable PPA. If there was anything that his time in the Navy had taught
Hemstreet, it was that he needed to be prepared for this meeting. It was time to get to work.

Industry Overview

Healthcare’s Role in the Economy

The healthcare industry and its associated costs had been growing at an accelerated rate in the U.S. for
the last fifty years. In its infancy, Henry Kaiser’s health insurance plan for his shipping business charged a
meager $18.25 per year in 1953.3 By 1960, healthcare costs rose to an annual $147 per person across the
U.S.% By 2014, this price skyrocketed to $9,523 a year and healthcare as an industry accounted for almost
18% of U.S. GDP; total spending was estimated at $3 trillion (see Appendix A for related data).> This
figure included medical expenses, pharmaceuticals, and insurance payments as well as the operations and
maintenance of medical buildings. In premiums alone, the largest 125 U.S. health insurers collected nearly
$744 billion in 2013.5 Furthermore, the U.S. spent more on healthcare annually than Japan, Germany, France,
China, the U.K., Italy, Canada, Brazil, Spain, and Australia combined.” If the American healthcare industry
were a country, it would be the sixth-largest economy on the planet.®

Healthcare’s Role in the Environment

The growth in healthcare spending (estimated at 4.9% per year in North America) was caused by
increasing pressure to deliver safe, quality care and to promote population health all while controlling costs
and reducing waste.® However, energy use by healthcare organizations increased 36% since 1995, a trend
that was likely to continue. The number of elderly people, for example, was expected to nearly triple to 2
billion by 2050. Increasingly expensive equipment became the norm to improve quality and delivery of care
while maintaining patient comfort.’® While energy use increased, energy costs were projected to rise 25%
between 2010 and 2015, putting increased financial pressure on the healthcare industry (see Exhibit 1)."

The Journal of the American Medical Association published a study that concluded that the healthcare
sector was responsible for over 8% of the country’s total emissions.*? These factors struck a unique dichotomy
within healthcare: These emissions and the sheer volume of waste produced by the healthcare industry
created decidedly negative impacts on human health and contributed to climate change.

Numerous studies have examined the extent climate change affects human health both in the context
of human lives and monetary investments. The World Health Organization estimated that anthropogenic
climate change claimed 150,000 lives annually due to increased weather variability, severe weather events,
and direct emissions. ** Estimated costs related to the top six climate change-related health impacts were
projected to total $14 billion per year, with almost all of that value attributed to premature deaths. ** The
direct economic impact on the healthcare system was estimated to be $740 million, with 760,000 additional
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interactions between patients and the healthcare system.® Climate change therefore places an enormous
burden on healthcare, creating a positive feedback loop of increased health needs and environmental impact.

Exhibit 1
Projections for Energy Use and Costs in the Healthcare Sector
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Source: Schneider Electric. “How to Improve Your Hospital’'s Financial Health.” 2011. Accessed 14 Jan. 2016. <http://www.schneider-electric.com/solutions/ww/en/
med/4662732/application/pdf/1312_1172-998-4483_gma_lowres.pdf>.

Company History

Kaiser Permanente: Humble Beginnings

Henry J. Kaiser began his career paving roads. Under the Federal Aid Road Act of 1916, he pioneered
government-funded projects in much of the then-undeveloped Pacific Northwest, eventually progressing
to major engineering projects including the Hoover Dam and infrastructure throughout California.’® These
projects culminated in billions of dollars of contracts that, particularly during a time of economic hardship
and shifting social policies, vaulted Kaiser into his career as an industrialist. Such opportunities culminated
in the formation of, among others, Kaiser Aluminum and Kaiser Steel. By 1940, with World War II going
on, Kaiser ran seven shipyards, ultimately producing nearly 1,500 ships for the U.S. maritime commission.?’
Under the changing social dynamic of the New Deal, Henry Kaiser realized that a healthy workforce was a
productive workforce. He also recognized the benefits of partnering with workers and unions to facilitate
progress with time-sensitive products. Accordingly, while working in the shipping industry, Henry Kaiser
established the first health maintenance organization (HMO) for his employees.*®

The organization started with a 12-bed desert field hospital with a single physician, Dr. Sidney Garfield,
with the sole purpose of treating sick and injured workers. With mounting hospital bills and increasing
difficulty in obtaining insurance payments, the administrators adopted a pre-payment method.?® Within
months, thousands of workers were enrolled.? Following the end of World War II in 1945, the shipping
workforce decreased from 90,000 to 13,000; only about 12 of the 75 members of the medical group remained,
ultimately leading to the decision to open the health plan to the public.?* Within ten years, total enrollment
extended to some 300,000 individuals.?? In 1953, the HMO formally became Kaiser Permanente, consolidating
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hospitals with a health plan and various medical groups formally into an integrated healthcare organization,
now on the path to paving a new road for American healthcare.

Kaiser Permanente in Current Times

In 2014 Kaiser Permanente held a 7.71% market share of the health insurance industry across the U.S.
(see Appendix B).* Kaiser Permanente served 10.1 million Americans with 7.8 million in California as of
July 2015.% Thirty-eight hospitals, 619 medical offices, over 60,000 physicians and nurses as well as 177,000
technical, administrative, and clerical employees were part of the integrated system.? Besides being a major
employer and market force, Kaiser Permanente was a critical leader in the healthcare industry.

Perhaps the most distinctive characteristic of the organization was that, unlike most other hospitals
that lost money when discharging patients, Kaiser Permanente saved money by serving as the insurer with
a prepaid model. While this ultimately controlled utilization in the long run, critics argued that the scheme
deprived patients of needed care and emphasized company profits. Others argued that the structure tended
to control customers by restricting which locations or physicians were available for patients.

The integrated healthcare organization included a medical group, hospitals, and a health insurance arm.
Kaiser Permanente was a not-for-profit and patient-oriented organization. With its not-for-profit status,
Kaiser Permanente avoided the fiduciary responsibility to shareholders common among for-profit hospitals
and, likewise, remained tax-exempt. This status demanded Internal Revenue Service reporting of community
benefits, losses from Medicaid patients, and the provision of charity care.?’

For-profit hospitals in California tended to dedicate an average of 1.4% of total operating income to
community benefit, whereas not-for-profit hospitals dedicated a slightly higher average, 1.9%. ® Kaiser
Permanente went well beyond that value through the application of a charitable program entitled Direct
Community Benefit Investment (DCBI), which served communities through partnerships and initiatives as
well as clinics and even public hospitals. DCBI ultimately dedicated some 3.9% of operating revenue in 2014
to community benefit, a figure more than doubling the California averages.?

Environmental Regulation

Energy Policy Act of 2005 and ITC Extensions

The Energy Policy Act of 2005 established the first federal investment tax credit (ITC) for renewables.
30 This ITC was an income tax reduction for an organization that financed the installation of a project; in
the 2005 act, the tax reduction was worth 30% of the cost for residential and commercial installations from
January 1, 2006, to December 31, 2007.3* Though the initial ITC was to expire before Kaiser Permanente
considered renewable installations in 2008, the credit was extended to the end of 2008 with the Tax Relief
and Health Care Act of 2006, and then subsequently extended another eight years with the Emergency
Economic Stabilization Act of 2008.3? The ITC extension to 2016 did not apply to wind energy,** and ITCs
were limited to on-site renewable energy installations. There was an equal incentive for companies (in terms
of the ITC) to buy renewable energy produced off-site. These production tax credits (PTCs) were provided as
a rebate per kilowatt-hour of power purchased and were also worth 30%,3* as long as construction began
before 2020.%

Renewable wind energy saw ITCs and PTCs in constant flux between 1992 and 2014, with the credits
expiring six times and six extensions, often even a year after expiration.*® This created a boom-bust cycle
in the wind industry, with industry growth suppressed in years without the credits (see Exhibit 2).*” The
extension of the solar ITC and PTC to 2016 ensured an eight-year stable phase for the solar industry. This
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stability encouraged the installation of on-site or purchase of off-site solar as opposed to wind since there
would be a guarantee of tax credits for eight years starting in 2008.

Exhibit 2
PTC Expiration and Extension Impacts on U.S.-Installed Wind Capacity

Impact of Production Tax Credit Expiration and Extension on
U.8. Annual Installed Wind Capacity
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Source: Union of Concerned Scientists. “Production Tax Credit for Renewable Energy.” Accessed 1 Dec. 2015. <http://www.ucsusa.org/clean_energy/smart-energy-solutions/
increase-renewables/production-tax-credit-for.html#.V(22Sd-rTPA>.

California’s Greenhouse Gas Reduction Steps

The California legislature had been a domestic leader in combating climate change. The Oakland-based
Kaiser Permanente had over 75% of its members living in California as of 2015, and so California’s climate
legislation could have a huge impact on the company. Some of the state’s first steps to combat climate
change came with Executive Order (EQ) S-3-05, which aimed to bring 2010 greenhouse gas levels to 2000
levels, 2020 emissions to 1990 levels, and 2050 emissions to 80% less than 1990 levels.** EO S-3-05 also
established a Climate Actions Team and created avenues to enable these reductions.“® The EO was closely
followed by legislation with the same goals: In 2006, Assembly Bill (AB) 32 was introduced to cut statewide
emissions to 1990 levels by 2020, reducing emissions by about 30%.%

AB 32 included market-based compliance mechanisms that encouraged the creation of a cap-and-trade
program in California.“? Such a program went into effect January 1, 2013.% The cap-and-trade program was
also made possible by AB 1803, also passed in 2006, which codified a greenhouse gas (GHG) law,“ allowing
companies like Kaiser Permanente to see their impact and the impact of their industry as a whole.

California’s Renewable Portfolio Standards

Although EO S-3-05 and AB 32 were created to combat emissions, they did not directly promote the
growth of renewable energy development. The first renewable portfolio standard (RPS) in California was
passed in 2002 and called for 20% of energy to be renewable by 2017. The 2005 Energy Action Plan set a
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goal for 33% of California’s energy to come from renewable sources by 2020.¢ To enforce the RPS, utilities
sold renewable energy credits (REC) to certify that a given unit of energy came from renewables. On-site
renewable production under the RPS could also be classified as RECs.“” These RECs could either be sold with
green energy or individually; RECs were essentially a way to “demonstrate greenness.”® Companies could
claim to have used renewable energy only if they owned the REC that accompanied it. Thus an important
cost consideration for the company could have been whether it wanted to retain RECs as a part of PPAs and
reduce its carbon footprint, or whether it wanted to sell its RECs.

California’s Building Regulations

Part of AB 32’s emissions reduction plan called for retrofitting existing buildings to be more energy
efficient as well as creating green building standards codes.” The retrofit plans were passed in October
2009, and new building codes were adopted three months later.>* Though these building aspects were not
codified into law until after Kaiser Permanente started purchasing renewables in 2008, they were forthcoming
since the passage of AB 32. “Greening” buildings could be a viable option for hospitals if they wished to
work sustainability into their core competencies.

Sustainability within Kaiser Permanente

The history of environmental stewardship at Kaiser Permanente could be traced to the 1970s when
its first Ecology Committee started at its medical center in Santa Clara, California.> The Environmental
Stewardship Council was the overarching governance group for sustainability and fell within Kaiser
Permanente’s Community Benefit department. The council worked under three priority areas: sustainable
purchasing, sustainable operations, and sustainable buildings.>

Kaiser Permanente’s work in sustainable buildings began in earnest in 2006 with the establishment
of the High Performance Building Committee.> Greening its buildings would both bring the company to
compliance with AB 32’s new building standards and incorporate sustainability into its business model.
Kaiser Permanente also became a key player in moving the industry toward greener buildings with the
establishment of Green Guide for Health Care.”® The collaboration between the Green Guide and Kaiser
Permanente established building standards that met both health and environmental codes.>®

To work on making operations and purchasing more sustainable, Kaiser Permanente began to monitor
and publicly report GHG emissions.”” It was the first among U.S. healthcare organizations to do so. The
effort began in 2005 and was limited to its operations in California.® By 2010, Kaiser Permanente’s GHG
inventory encompassed Scope I (direct) emissions and Scope II (indirect) emissions from purchased energy
for all eight of Kaiser Permanente’s regions.>® The 2010 emissions report included data from 859 locations
and showed that Kaiser Permanente was responsible for 859,000 metric tons of C02 equivalent and its annual
use of 1.5 billion kilowatt-hours of electricity contributed to 66% of those emissions. Scope III emissions,
or other indirect emissions from activities such as supply chain, transportation in vehicles not owned or
controlled by the reporting entity, and waste disposal,®® were yet to be included in the GHG reporting.®
Scope III emissions could be significant, especially from pharmaceuticals procurement. The National Health
Service of the United Kingdom found that its pharmaceuticals use was the single greatest contributor to the
health system’s GHG emissions.®? Kaiser Permanente quickly realized that its efforts to green its operations
were helpful, yet incremental. With a fast-growing national membership and facilities footprint, a bolder,
game-changing renewable energy strategy was needed.
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Future Demand

President Obama signed the Affordable Care Act (ACA) into law in March 2010, and the legislation
focused on provisions to expand health insurance coverage, control costs, and improve the healthcare
delivery system.®® By making insurance more affordable, the ACA was projected to decrease the number of
uninsured from 47 million in 2009% to 26 million by 2020.% This meant that demand for high-quality health
services was going to increase for organizations such as Kaiser Permanente. Policy analysts projected the
increase in new hospital construction nationally to cost $44 billion in 2014 to meet this demand.% With this
forecast increase in business, big and bold strategies were necessary to meet Kaiser Permanente’s absolute
30% reduction goal.®’

Goal Setting

A 2012 corporate goal to reduce absolute GHG emissions by 30% below 2008 levels by 2020 was
motivated by a desire to improve the health of the people in the communities served by Kaiser Permanente.
This was not a relative goal; it was not tied to emissions per square foot. Rather, it measured absolute
emissions in 2020 against 2008 despite the continued growth of the company. This goal was supported by
four strategies:

1. Design efficiency into new buildings (e.g. LEED Gold in Oregon, carbon neutral small hospital
design competition).

2. Integrate conservation practices into existing buildings (could contribute to half of GHG
reductions).

3. Develop on-site renewables and sustainable energy sources.

4. Purchase off-site renewable energy and renewable energy credits (RECs).

Construction of a 122-bed hospital near Portland, Ore., was planned to be Kaiser Permanente’s first
LEED Gold-certified hospital in 2013. Implementing projects to reduce demand for energy was estimated to
be able to contribute to at least 30% of the GHG reduction target.®® Demand reduction initiatives targeted
Kaiser Permanente’s 1,300 fleet vehicles, anesthesia gases used in operating rooms, lighting, and HVAC.”
During 2010-2012, Kaiser Permanente installed 11 megawatts of solar across a dozen facilities in California.”
Around the same time, the organization purchased Green-e Energy RECs comprising wind. Kaiser Permanente’s
REC purchases were able to offset 100% of electricity use in its Maryland and Washington, D.C., facilities in
2012 and 2013.7

Implementation Plan

To meet its publicized goal, Kaiser Permanente sent a request for proposals to potential power project
developers and selected NextEra Energy Resources to be its exclusive developer for off-site energy’® and NRG
Renew to provide on-site solar energy.

Off-site Solar and Wind Energy

Kaiser Permanente negotiated a 20-year PPA to purchase 110 megawatts of solar and 43 megawatts
of wind from NextEra’s solar plants and wind farms in California. The agreement allowed NextEra to build
and operate the renewable energy projects on behalf of Kaiser Permanente, with the plants expected to be
operational in 2016.74
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On-site Solar

The deal with NRG Renew, a wholly owned subsidiary of NRG Energy Inc., the country’s largest independent
power producer, would install 70 megawatts of on-site solar at over 100 Kaiser Permanente locations. Most
of the arrays were to be placed on Kaiser Permanente’s parking structures, totaling to 20,000 parking spaces.
This agreement was expected to offset 6%-8% of Kaiser Permanente’s energy demand throughout California.”
The agreement stipulated that NRG would finance, build, and operate the solar equipment and distribute
the power back to the health system at a fixed cost over the 20-year contract.”® Once the projects were
completed, Kaiser Permanente’s total installed on-site solar capacity would place it among the top three
on-site commercial solar portfolios among all U.S. health and beauty companies.”

Financial Analysis

A PPA is an alternative to direct ownership of renewable power that eliminates the upfront capital cost
of construction and the need for deep in-house expertise. PPAs are financial hedges against increases in the
price of energy and are large-scale solutions.”® Yet implementing a PPA can be a challenging undertaking
because of the accounting and operational difficulties. Under PPAs, the energy provider owns, installs, and
operates the renewable energy systems. For project developers, PPAs provide a predictable income stream,
which is what financiers and banks consider the key to the low cost of capital and preferred financing
arrangements; the availability of investment tax credits (ITCs) is also critical in this consideration. When
Kaiser Permanente promised to buy the electricity, the project could be built with low-cost financing and
deliver electricity at or below non-renewable power prices. Essentially, Kaiser Permanente would pay a fixed
price for renewables and would receive renewable energy.

Kaiser Permanente’s yearly energy bill was $210-220 million, while overall operating expenses totaled
$54 billion in 2014.7 Energy consumption accounted for only 0.4% of its operating cost and the PPA would
cost only $25 million per year, a fraction of Kaiser Permanente’s total energy bill. A financial analysis
done by Goldman Sachs determined that there was an 80% chance the company would actually see some
financial benefit from the PPA, and if not, in the “worst case scenario, it's not going to bankrupt [Kaiser
Permanente]... it’s decimal dust in the larger scheme of cost structure,”® according to Hemstreet.

Future of Kaiser Permanente

Joining other Industries

“Hospitals are beginning to connect the dots between climate change, human health,
and their own emissions. We'll be moving more aggressively into renewable energy and
lowering carbon emissions. It will transform healthcare construction as we know it.”

— A leading architect #

The year 2014 brought 17% growth in green energy investments to a total of $270 billion. Undeterred by
a sharp drop in crude oil prices, this sudden increase reversed the investment dip of the past two years and
was mainly driven by investments in solar and wind energy. Technology costs, particularly in solar, had fallen
sharply during the intervening period.®2 Corporate PPAs announced in 2015 were equivalent to about 10%
of all new non-residential wind and solar generation forecast to come online in 2016.% In consideration of
joining Apple, Google, and Walmart in the clean energy-purchasing spree, Kaiser Permanente could become
a leader in the healthcare industry with strong commitments to PPAs (see Exhibit 3).8
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Exhibit 3
PPA Investments by Institution (2008-2015)
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Benefits for Kaiser Permanente

“Pursuing clean energy opportunities is not only the right thing to do for our communities,
it makes good business sense.”

— Ramé Hemstreet, vice president for operations and chief
sustainable resource officer, Kaiser Permanente®

Renewable energy investment would facilitate Kaiser Permanente’s GHG emissions reduction goal by
2017, three years ahead of schedule. Additionally, it protected the organization from the risk of energy-price
escalation by locking in costs for 20 years. Renewables also diversify energy portfolios and support health
care providers’ core mission of improving health.® Planning to purchase enough renewable energy to provide
half of the electricity it used at its California hospitals and health care facilities, the company expected to
save between $5 million and $15 million over the course of long-term PPAs it made.*”

Benefits for Healthcare Industry

“There is a direct link between healing the individual and healing this planet. We will not
have healthy individuals, healthy families, and healthy communities if we do not have
clean air, clean water and healthy soil. ... It is our core business to minimally impact the
environment and to provide an optimum health[y] and safe environment for our workers
and our patients.”

— Lloyd Dean, president and CEO of Catholic Healthcare West®
9
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Renewable energy investments can reduce physical fuel consumption, then reduce risks of being exposed
to fossil fuel price volatility. Margins from lowering healthcare utility expenses could be reinvested into more
sustainable and patient-centric projects. According to the U.S. Department of Energy, reduced greenhouse
gas emissions could save more than $20 billion annually in U.S. health care costs through lowering the
incidence of cancer, liver, and kidney disease, and reproductive problems.?

Partnerships

Sustainability in Healthcare

Health Care Without Harm (HCWH) is a grassroots coalition established in 1996 that seeks to address
the healthcare industry’s environmental footprint. HCWH's founder, Gary Cohen, stressed the responsibility
and opportunities within healthcare to integrate sustainability and shift markets: “Healthcare is one of
the few industries that has the economic clout, the scientific expertise, the public credibility, and, perhaps
most important, the motivations and mission to ‘do no harm’ and to change practices that may cause
harm.” By 2015, the coalition grew into a movement that spanned healthcare organizations in 50 countries.
The coalition was at the forefront of many successful campaigns, including the virtual elimination of
medical waste incineration and mercury use in medical devices.® Kaiser Permanente was one of the original
organizations in the coalition.

Practice Greenhealth

The history of Practice Greenhealth can be traced back to June 1998 when the American Hospital
Association and the U.S. Environmental Protection Agency signed a landmark agreement to advance pollution
prevention efforts in healthcare facilities. The agreement became the foundation of the Hospital for a
Healthy Environment (H2E) program. Its main goals included virtual elimination of mercury waste, reduction
of the healthcare sector’s total waste volume, chemical waste minimization, and a variety of educational
and information-sharing activities focused on pollution prevention and toxics minimization. In January
2008, H2E was reorganized and renamed Practice Greenhealth. The organization remained committed to the
integration of sustainability principles and practices as a means to better protect the health of patients,
staff, the communities served, and the environment.**

Practice Greenhealth helped hospitals reduce energy consumption. Practice Greenhealth introduced the
Healthcare Renewable Energy Initiative (HREI) in a partnership with Citigroup, an initiative that offered
transparent and flexible financing options to facilitate the greening of health systems.®

The HREI involved two phases:

1. An independent engineering firm would conduct a thorough analysis of the potential feasibility
of renewable energy alternatives for the health system, based on an analysis of the physical
plant and existing energy use patterns.®?

2. If the engineering assessment indicated feasibility, Citi would work with the hospital to assess,
finance, and implement the most cost-effective structure to purchase green energy. In most
cases, the most cost-effective structure to achieve these goals was a PPA. *

Citi — A Leader in Renewable Energy Investment

Citi was ranked the No. 1 underwriter for not-for-profit hospitals and health systems. Citi took concrete
steps to address and mitigate climate change by investing $50 billion over 10 years into sustainable
development investments and produced equity research related to climate issues. Citi planned to lend,
invest, and facilitate deals worth $100 billion by 2025 to support projects that would fight climate change
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and protect the environment. It expected the effort to lead to deals that support renewable power, energy
efficiency, and sustainable transportation opportunities.®

Goldman Sachs - Bet on Being Green

Over the last decade, Goldman Sachs, one of Wall Street’s most profitable firms, financed $65 billion
in clean energy around the world, structured over $14 billion in weather-related catastrophe bonds, and
invested $3.3 billion in green operational investments with over 50% of its global office portfolio going
green-building certified.®® Goldman Sachs was at the forefront of innovative green finance, including the
first rated solar securitization, the first U.S. YieldCo listing, the first century green bond, and the first
green market securitization.”” In 2012, Goldman Sachs extended its longstanding commitment to support
renewable energy by establishing a global target of $40 billion in financing and co-investments toward clean
technology over the coming decade. A quarter of this amount was to go to distributed-generation renewables
like solar in the U.S. through 2021.°® Goldman Sachs provided Kaiser Permanente the financial analysis it
needed to go forward with its PPA.

Hospital Energy Alliance

Founded in 2009, the Hospital Energy Alliance (HEA) connected its members with an experienced
network of hospital energy experts, providing them with the information, tools, training, and resources to
help make their buildings more efficient. Since its launch, HEA grew to include over 57 members representing
over a half billion square feet of space, accounting for about 28% of the sector. Through HEA, these
healthcare organizations focused on energy efficiency as a win-win solution to improve facilities, reduce
environmental impacts, and save limited hospital resources, resources that could be redirected to hire staff,
purchase medical equipment, and improve patient experience.*

Other Movers in the Industry

One of Kaiser Permanente’s smaller peers in the HCWH community was Gundersen Health System in
Wisconsin.'® After a six-year journey, the not-for-profit health network became the first hospital to offset
all of its fossil fuel use with locally sourced renewable energy in late 2014, even generating a small surplus
of green energy. Gundersen incorporated biomass, wind, and geothermal in a $2-million capital investment
that reduced its energy costs by $1.2 million annually and made it energy-independent. Much of the energy
savings came from reduced consumption, and the organization encouraged other healthcare providers to
follow suit.*®

Moving Forward

Hemstreet read the news releases of Gundersen’s success in achieving energy independence and he
pondered Kaiser Permanente’s next steps in sustainability. Environmental stewardship had long been a part
of the company’s vision, but now with climate change threatening the very health of its patients, fitting
sustainability into its core competencies was clearly vital. No doubt the company had come a long way since
renewables were first proposed in that serendipitous meeting in 2006, with a pledge to cut its GHG emission
by 30% of 2008 levels by 2020, and renewables already installed on-site.

How could the vice president for operations and chief sustainable resource officer convince the executive
team and board of directors to further their commitments in renewable energy? How long would the window
of opportunity to claim investment tax credits and other incentives last given the political environment?
What kind of contingencies should Kaiser Permanente prepare for if federal incentives disappear? How
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financially attractive is it to adopt renewables on a large scale? Should this be the only decision criterion?
How should sustainability fit into the core competencies of a healthcare company like Kaiser Permanente?
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Appendices

Appendix A
United States Healthcare Spending
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Health-care spending—already rising rapidly—will be
one-fifth of the U.S. economy in nine years. Per-person
spending will nearly double. Half of that money will
come from public programs like Medicare
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Source: Time Magazine. “5 Truths About Health Care in America.” 14 Dec. 2008. Accessed 11 Mar. 2016.
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Appendix B
Top 25 Health Insurance Companies by Market Share
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Source: National Association of Insurance Commissioners (NAIC). “2014 Market Share Reports.” 2015. Accessed 8 Jan. 2016.

<http://www.naic.org/documents/prod_serv_statistical_msr_hb.pdf>.
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