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Publicly rated entities in Texas include...
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ESG in the Municipal Market | An Overview

‘ Investing
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Sustainability

* ESG investment
mandates

* Dedicated
exchange traded
funds (ETFs) and
indices

* Impact investing

How ESG factors
affect an issuer’s
credit rating
including disclosure
requirements

Credit Analysis
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ESG Principles Criteria | General Principles of ESG Factors & Ratings
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ESG--Environmental, social, and governance, Source: 3&F Global Ratings,
Copyright ® 2021 by Standard & Poor’s Financial Services LLC. All rights reserved.
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Governance
structure

Risk management,
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oversight

Transparency
and reporting

Other governance
factors

Principle One

Qur long-term issuer credit ratings do not have a pre-determined
time horizon,

Principle Two

The current and potential future influence of ESG credit factors
on creditworthiness can differ by industry, geography, and entity,

Principle Three

The direction of and visibility into ESG credit factors may
be uncertain and can change rapidly.

Principle Four

The influence of ESG credit factors may change over time,
which is reflected in the dynamic nature of our credit ratings,

Principle Five

Strong creditworthiness does not necessarily correlate
with strong ESG credentials and vice versa,




ESG In Credit Ratings | Materiality Is Key

The materiality of ESG factors varies by sector and region and may or may not be relevant in our rating analysis.

- ESG factors incorporate an entity's impact
from, and effect on the natural and social
environment and the quality of its
governance.

ESG credit - Not all ESG factors materially influence
creditworthiness.

- ESG credit factors are those ESG factors
that can materially influence the
creditworthiness of a rated entity and for
which we have sufficient visibility and
certainty to include in our rating analysis.

factors

ESG--Environmental, Social, and Governance. Source: S&P Global Ratings.
Copyright ©@ 2021 by Standard & Poor's Financial Services LLC, All rights reserved

Source: Environmental, Social, And Governance Principles In Credit Ratings, published Oct. 10, 2021
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General Principles | ESG Credit Factors Can Influence Credit Ratings

— Principle Four: Our credit ratings are dynamic

Visibility of Risks: Impact on Ratings

Visibility of risk

| |
Low High

L L
Mitigant to a specific risk Change in
rating
headroom
®

No irﬁpact E

Pressure from a specific risk*

*Both the pressure from the risk and the mitigants to the risk can change or stay the same over time. This chart shows how th e influence of a specific ESG risk — or opportunity— may change over time as visibility increases.
Source: S&P Global Ratings.
Copyright © 2021 by Standard & Poor’s Financial Services LLC. All rights reserved.
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Sector Specific Criteria | ESG Credit Risks Embedded In Analysis

Not-For-Profit Health Care Systems And Standalone Facilities

Economic
Fundamentals Sy

Industry Risk

Enterprise
Profile

Market Position ESG

Management &
Governance

Performance
Liquidity & Financial Application of I Legal
Financial Flexibility Profile [ overriding factors structure
Ratings caps
Holistic analysis
Additional criteria

Copyright @ 2022 by Standard & Poor's Financial Services LLC. All rights reserved.

Y |

Issuer
Cre::iit

Source: Through the ESG Lens 3.0: The Intersection of ESG Credit Factors and U.S. Public Finance Credit Factors, published March 2, 2022
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Credit risks identified in the
Enterprise Profile can affect the
Financial Profile. But good
governance and risk
management practices
underscore important mitigants
for credit rating stability.



Environmental | Materiality: Acute — For Now

N |

Climate transition risks
— Costs or benefits from transitioning to net-zero away from carbon-based energy supply

— Policy or regulatory changes related to managing carbon and curtail greenhouse gas emissions

Physical risks

- Acute {i.e. increased severity of extreme weather events such as hurricanes, flooding, wildfires,

and drought and their impact on water supply, economic or service areas, and facilities and/or
infrastructure)

Chronic (i.e., longer-term shifts in climate patterns including precipitation and temperature
that may result in chronic heat and cold waves and their impact on water supply, economic
or service areas, and facilities and/or infrastructure, as well as sea level rise)

- Matural disasters I:e.g.. earthguakes, tornados)

Natural capital
— Water scarcity or supply limitations that affect operations or an entity's economic base or
service area

- Biodiversity and land use related to development patterns in protected or preserved areas

Waste and pollution
- Environmental considerations relative to sewer overflows; consent decrees stemming from
pollution issues

- Impact of environmental regulations relaled Lo waler or waslewaler

Extreme weather (ex.
Hurricanes, heat days)

Energy transition

GHG emissions

Water scarcity

Read more: Through the ESG Lens 3.0: The Intersection of ESG Credit Factors and U.S. Public Finance Credit Factors, published March 2, 2022
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Potential Credit Impact

Facility damage; unplanned
operating costs; demand
changes from population
displacement

Power utilities typically wrestle
with storage and reliability
when increasing reliance on
renewable power

Buildings contribute about 13%
to annual GHG emissions

Population and economic
development pressures



U.S. Faces Increasing Number of Large-Scale Climate Disasters

U.S. 2022 Billion Dollar Weather And Climate Disasters — 18 Totaling $165 billion in losses

@ DroughtHeat Wave &g Flooding () Hail @ Hurricane (g Severe Weather @) Tomado Outbreak ) Wildfire - Winter Storm/Cold Wave
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June 13

Kentucky and
Missouri Flooding
July 26-28

Westem/Central Drought @p——
and Heat Wave 2022

Southeastern

/ 0 * Torqaclr:: QOutbreak
Western Wildfires 1 April 4-6
Spring-Fal ® Hurricane Nicole
November 10-11
Severe Weather ° ® Hurricane lan

Southern and Central

_ September 28— 30
May 1-3 Southern Southern

f \ |w’ Texas Hail Storms Severe Weather Tornado Outbreak o —® Hurricane Fiona

February 21-22 April 11-13 March 30 September 17-18 ‘

Source: National Oceanic and Atmospheric Administration (NOAA).
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Social | Materiality: Short and Long-term

Health and safety
— Demand, revenue, or expense driven changes related to health and safety events that alter
social behaviors

— Emerging contaminants in water supply as well as lead and copper pipes that could affect
residents in the enterprise’s service area

Social capital
Dermographic and population trends that affect a government's services or demand for a
not-for-profit enterprise’s product or infrastructure

Income levels, income inequality, disparity in access to services by vulnerable groups

Affardability of services provided by an enterprise

Political unrest stemming from community or social issues

Human capital
— Operational pressures related to renumearation, recruitment or retention of an entity's
workforce

— Exposure to labor unrest or challenges and costs related to union nagotiations and
settlements

— Diversity and succession planning when it broadly affects a government or not-for-profit
enterprise

Pandemic

Demographics of service
area

Affordability

Labor

Read more: Through the ESG Lens 3.0: The Intersection of ESG Credit Factors and U.S. Public Finance Credit Factors, published March 2, 2022
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Potential Credit Impact

Pause on elective surgeries;
overwhelming demand during
surges

Changes in demand for certain
services; clinician recruitment
and retention challenges; payer
mix

Reimbursement pressure to

hospitals; increased bad debt
expense

Retirements and burn out;
agency labor; union
settlements

S&P Global Ratings 10



Social Credit Factors Led To Majority Of Rating Actions In 2021 and 2022

For healthcare entities, Human Capital credit risks were material in nine rating actions; Six were downgrades to non-investment grade

B Environmental Bl social B Governance

2022: 440 factors

Matural
capital

Climate
transition
rishk

Wasie and _
pollution Governance

Read more: ESG in Credit Ratings Newsletter— January edition, published January 18, 2023

S&P Global
Ratings

2021: 580 factors

Transparency
and reporting

®

Othar
armvirarnrmeantal

f
actars Gowvernance

struciure

11



Governance | Materiality: Important Mitigant or Risk

O Governance structure
—+— _ Electedor appoeinted board relationship with management

- Federal/state regulatory framework
- Key person succession planning

- State government support (or lack of support) for distressed entities, typically considered as
part of the Institutional Framewark score for municipalities and counties

{ Y Risk management, culture, and oversight
Q = Vulnerable financial management assessments when it stems from parvasive budgetary
imbalances or missaed dabt service payments

— Cyber security protocols or lack of preparation when results in operational or financial impacts

= Pension/OPEB plan governance related to legal flexibility to modify benefits, adherence to a
control framework that controls the liability funding scheduls

— Headline risk: self-inflictad corruption and mis-dealings, adverse publicity that results in
reputation risk or operational pressure

Transparency and reporting
- Adherence to reporting standards as identified in policies and practices

— Transparency of information provided to stakeholders related to key decision making

— Lack of statutory requiremeants for certain types of accounting standards that results in credit
weaakness or transparency concerns

M&A activity

Persistent budgetary
imbalances

Cybersecurity

Covenant violations

Key position turnover

Read more: Through the ESG Lens 3.0: The Intersection of ESG Credit Factors and U.S. Public Finance Credit Factors, published March 2, 2022
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Potential Credit Impact

Financial and debt impacts;
service diversification and
expansion; integration risks

Management preparation and
board support to pivot &
respond to risks

Prepare, respond, recover from
attacks or intrusions

Advance discussions for
waivers; financial forecasting
and planning to anticipate cash
flow weaknesses

Succession planning;
stabilization of operations and
priorities

S&P Global Ratings 12



How Management Teams Can Mitigate Risks

Social Governance

=

O o Reserves & Liquidity

00
Adaptative Building Materials Regular review of services to match 5
" | | demographics
" "]

. . . V) —
. Innovative techniques toward staffing V - . . ) .
7T Emergency Planning and recruitment; relationships with @ - Financial & Capital Planning
6 labor groups V =
~QP
Electricity Redundancy; Procurement General health and safety events and —1
Modifications & Facility Optimization how th.ese surges can affect regular 1 Prioritization & Execution
operations —]

Longer-term strategies likely to involve data/technology for care delivery redesign & efficiencies, clinical developments,

M&A and affiliations, and/or broader diversification.
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Examples | Excerpts from published credit reports
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Lonestar Health

Credit Overview

The rating reflects our view of Lonestar’s exceptional financial strength and operating flexibility, coupled with our view of the system's leading inpatient market share
in its growing and economically strong service area. Heading into 2022, the system weathered the COVID-19 pandemic well and finished fiscal 2021 with operating
performance soundly positive due to both strong volume and patient revenue recovery aided by management's demand reclamation initiatives and higher acuity
care, as well as the receipt of meaningful CARES Act provider relief funds. Specifically, the system generated an impressive operating margin of over 5% in 2021 (per
S&P Global Ratings calculation) which remains healthy even when excluding recognized CARES Act provider relief funds. Moreover, the robust fiscal 2021 results
include a very weak start to the year given the effects of Winter Storm Uri in February 2021, exemplifying the strength of Lonestar’s earnings recovery as the year
progressed.

Environmental, social, and governance

We view Lonestar’s large service area, with healthy demographic trends such as high population and employment growth, as a positive social capital aspect that
drives demand and underscores its operations. However, this is somewhat tempered by the core mission of health care facilities to protect the health and safety of
communities, which led to challenges for this sector when serving surges in COVID-19 patients while also maintaining clinical capacity for other emergent cases.
Furthermore, we believe this heightened health and safety risk for Lonestar and its peers will likely continue to present financial pressure and uncertainty in the near
term, particularly relative to margin pressure from certain indirect challenges and human capital social risks related to staffing shortages and higher labor costs.

Lonestar releases an annual social purpose report that shares certain organizational priorities and accomplishments, and trads specified metrics against
environmental, social, and governance goals over time, including charity care and community benefit costs, consumer survey swres and quality measures, and
environmental measures such as energy consumption, water consumption, and waste generated. We believe this transparency and reporting initiative is indicative of
the system's top-level management focus on these issues that provides visibility on standardized data points that can be tracked over time for key stakeholders.

S&P Global
Ratings



Texas County Hospital District

Credit Overview

The rating reflects the district's tax-supported operations and debt service, as well as its strong trend of performance improvement throughout the COVID-
19 pandemic, which has been sustained through fiscal 2022 (based on unaudited results), moderating as expected from one of the strongest years in the
district's history in 2021. Recent results were ahead of budget and reflect the district's maturing productivity and efficiency initiatives, as well as strong
volume growth from years of investment in physicians, service lines, and capacity. In addition, all major operating units of the district, including its health
plan, remain profitable per S&P Global Ratings, which is a marked contrast from performance ahead of the pandemic. In part due to its revenue diversity,
we anticipate sustained stable operations, which should generate adequate cash flow to support routine capital spending and debt service coverage.

As a public safety net hospital with significant tax support and flexibility, we do not require the district to generate opemting margins and maintain
balance-sheet measures on par with those of private hospitals of the same rating. We do, however, expect the district to operate at a sustainable
operating baseline and have a sound liquidity cushion to mitigate the cyclicality of its cash position. We believe it has made considerable progress toward
this goal, creating some positive rating pressure.

Environmental, social, and governance

We consider the district's social risk to be an elevated risk within our credit rating analysis, given its relatively elevated Medicaid exposure and
supplemental funding, though its payer mix is more typical when compared with those of other safety net and pediatric providers. In addition, we consider
the district exposed to additional human capital risks tied to higher labor and salary pressures within the sector, though we believe management has
responded to this quite well and note many contract labor measures have improved to historical levels. We view health and safety risks tied to the COVID-
19 pandemic as easing but continue to monitor COVID-19 and its variants heading into the winter flu season.

S&P Global
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HealthTex

Credit Overview

The rating is based on our view of HealthTex’s expansive and growing market position, characterized by a diverse portfolio of access points and strong revenue and
earnings diversity, which has contributed to the system's healthy operating performance and robust cash flow amidst the COVID-19 pandemic and ensuing
inflationary pressures. Despite the added debt and recent investment market volatility that has pressured unrestricted reserves, the system's pro forma balance sheet
is in line with the current rating, particularly when considering the system’s comparatively larger size and scale compared with rating peers. We expect increased
investment in access points in key growth markets, but also more emphasis on capitaleffective expansions through joint ventures and partnerships. In addition, we
anticipate investments in access and growth will continue to include digital, home, and other consumer-centric investments.

We believe several factors drive the system's strong financial performance including healthy volumes and increased patient aauity above pre-pandemic levels, strong
results at its health plan and meaningful integration with its care network, execution of management's performance improvement strategies, and solid demographics
in its generally high-growth service areas. Profitability has remained robust despite tapering of CARES Act provider relief funds, and we expect sustained positive
results albeit likely softer than recent periods. We anticipate the industry's labor challenges will continue to affect HealthTex over the outlook period and generally
compress performance, but we believe the system is well-positioned to continue weathering this pressure and note significant progress has been made in key labor
measures over calendar 2022.

Environmental, social, and governance

We view HealthTex as having lower social capital risk within our credit rating analysis as the system operates in several markets with healthy demographic trends such
as population and employment growth; the system's markets typically outpace the state in terms of commercial insurance and population growth levels. That said,
these strengths are somewhat tempered by additional human capital risks tied to higher labor and salary pressures within the sector, though we believe management
has responded to this quite well. We view health and safety risks tied to the COVID-19 pandemic as easing but continue to monitor COVID-19 and its variants heading
into the winter flu season.

S&P Global
Ratings



GulfWell

Credit Overview

The rating reflects our view of GulfWell’s very strong enterprise profile, with a portfolio of well-placed inpatient facilities and access points across a growing metropolitan
statistical area (MSA). GulfWell’s highly regarded flagship is an academic medical center and is positioned as one of the state's premier health care institutions, with a
national reputation for clinical excellence in multiple tertiary and quaternary service lines. Financially, the system continues to weather challenges related to COVID-19
and the current inflationary environment exceptionally well, with sustained above budget performance through interim 2022 aided by its strong commercial payor mix.
GulfWell has also showcased its clinical and research strength throughout the pandemic, contributing to COVID-19-related testing, treatment, and vaccination efforts.

We anticipate GulfWell will retain healthy and positive operations over the outlook period, as its high demand and consumer preference in the region continue to support
exceptional volumes, most of which are already well above pre-pandemic levels, and drive the need for further capital expansion.

Environmental, social, and governance

GulfWell’s location near the Gulf Coast makes it susceptible to significant weather events, elevating our view of the system's environmental risk with our credit rating
analysis. The system began targeted investments to key facilities in 2001 to mitigate the risk of damage and business interruption from major storm events, including
regular facility inspections and investments in flood gates, retaining walls, and high-impact glass, and has managed recent storms, such as Hurricane Harvey in 2017, quite
well.

We view GulfWell’s social risk as a lower risk factor within our credit rating analysis as the system operates in a large market with healthy growth trends, consistently
capturing a strong commercially-insured patient base given the system's clinical offerings and methodical portfolio buildout. We view the system's exposure to the health
and safety risks from the COVID-19 pandemic to be more neutral within our analysis, though the entire sector is exposed to additional human capital risks including
through indirect pressures such as elevated labor and inflationary costs.

GulfWell’s governance risks are also a lower risk factor supported by the organization's long track record of exceptional financial strength, which it has maintained through
conservative financial practices and disciplined execution of numerous forward-looking strategic initiatives.

S&P Global
Ratings 18




Questions?

S&P Global
Ratings

19



Copyright © 2023 by Standard & Poor’s Financial Services LLC. All rights reserved.

No content (including ratings, credit-related analyses and data, valuations, model, software or other application or output therefrom) or any part thereof (Content) may be modified, reverse engineered, reproduced or distributed in any form by any means, or stored in
a database or retrieval system, without the prior written permission of Standard & Poor's Financial Services LLC or its affiliates (collectively, S&P). The Content shall not be used for any unlawful or unauthorized purposes. S&P and any third-party providers, as well as
their directors, officers, shareholders, employees or agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or availability of the Content. S&P Parties are not responsible for any errors or omissions (negligent or otherwise), regardless
of the cause, for the results obtained from the use of the Content, or for the security or maintenance of any data input by the user. The Content is provided on an "as is" basis. S&P PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT
NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT'S FUNCTIONING WILL BE UNINTERRUPTED, OR THAT THE CONTENT WILL
OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses
(including, without limitation, lost income or lost profits and opportunity costs or losses caused by negligence) in connection with any use of the Content even if advised of the possibility of such damages.

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and not statements of fact. S&P's opinions, analyses, and rating acknowledgment decisions (described below) are not
recommendations to purchase, hold, or sell any securities or to make any investment decisions, and do not address the suitability of any security. S&P assumes no obligation to update the Content following publication in any form or format. The Content should not be
relied on and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or clients when making investment and other business decisions. S&P does not act as a fiduciary or an investment advisor except where
registered as such. While S&P has obtained information from sources it believes to be reliable, S&P does not perform an audit and undertakes no duty of due diligence or independent verification of any information it receives. Rating-related publications may be
published for a variety of reasons that are not necessarily dependent on action by rating committees, including, but not limited to, the publication of a periodic update on a credit rating and related analyses.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain regulatory purposes, S&P reserves the right to assign, withdraw, or suspend such acknowledgement at any time and in its
sole discretion. S&P Parties disclaim any duty whatsoever arising out of the assignment, withdrawal, or suspension of an acknowledgment as well as any liability for any damage alleged to have been suffered on account thereof.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective activities. As a result, certain business units of S&P may have information that is not available to other S&P business
units. S&P has established policies and procedures to maintain the confidentiality of certain nonpublic information received in connection with each analytical process.

S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors. S&P reserves the right to disseminate its opinions and analyses. S&P's public ratings and analyses are made available on its Web
sites, (free of charge) and (subscription) and may be distributed through other means, including via S&P publications and third-party redistributors. Additional information about our ratings fees is available at
Australia: S&P Global Ratings Australia Pty Ltd holds Australian financial services license number 337565 under the Corporations Act 2001. S&P Global Ratings' credit ratings and related research are not intended for and must not be distributed to any person in

Australia other than a wholesale client (as defined in Chapter 7 of the Corporations Act).

STANDARD & POOR'S, S&P and RATINGSDIRECT are registered trademarks of Standard & Poor's Financial Services LLC.

spglobal.com/ratings

20


http://www.spglobal.com/ratings
http://www.ratingsdirect.com/
http://www.spglobal.com/ratings/usratingsfees

	Slide 1: HFMA Lone Star Chapter Winter Conference ESG: Know the Symptoms
	Slide 2: Publicly rated entities in Texas include…
	Slide 3
	Slide 4: ESG Principles Criteria | General Principles of ESG Factors & Ratings
	Slide 5
	Slide 6: General Principles | ESG Credit Factors Can Influence Credit Ratings
	Slide 7
	Slide 8
	Slide 9
	Slide 10
	Slide 11
	Slide 12
	Slide 13
	Slide 14
	Slide 15
	Slide 16
	Slide 17
	Slide 18
	Slide 19
	Slide 20

