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Sustainable Development

» What is 1t?

“* Why is it important?

» Effective ways for approaching it?
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What Is Sustainable Development?

Sustainable Development (SD)
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Development that meets the needs of the present
without compromising the ability of future
generations to meet their own needs.

- 1987 UN Brundtland Commission

“Triple Bottom Line”:

1. Economics (company & community)

2. Social responsibility (employees & community)
3. Environmental responsibility



Trends Supporting Movement
Toward Sustainable Development
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Value Of SD To A Corporation

Risk management

Corporate reputation, (trust, credibility)

a. Brand strength (customers)

b. Recruiting/staff retention (employees)

c. Attracting capital (SRI) (investors)

d. Support for expansion, free trade (communities)
Innovation/growth (disruptive technologies, ability
to adapt)

Proactive compliance, diminished need for
regulation

Business control

Productivity/”eco-efficiency” (waste, safety = $)



Baxter’s 2005 EHS Strateqic Vision And Goals:
Become a Sustainability Leader in EHS For Business Advantage
And Global Citizenship, Achieving The Following Goals:

Goal Base Year 2005 Savings
1. Reduce air toxic emissions 80%01 1996 $ 1 million
2. Reduce hazardous and regulated 3590t 1996 $ 4 million
waste generation
3. Reduce nonhazardous waste 35%01 1996 $ 15 million
generation
4. Reduce energy use (and assoc. 30%o1 1996 $ 30 million
Greenhouse Gases)
5. Reduce packaging materials 20%o1 1995 $ 25 million
6. Reduce employee work-related 609062 1996
lost-work-day-case rate $ 25 million
7. Reduce rate for all employee 50%062 1999

work-related injuries and illnesses

TOTAL $100 million

1 Per-unit basis
2 Cases per 200,000 work hours (100 FTE)
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Definition Of Terms Of Terms

Income: Actual moneys received in report year.

Savings: Reduction in actual cost between report
year and prior year. An increase in actual
cost Is negative savings.

Cost Avoidance: Additional costs other than the report
year'’s savings that were not incurred but would have been
iIncurred if the waste reduction activity had not taken

place. In calculating savings and cost avoidance for

waste reduction activities, it is assumed that production

and distribution activity grew at the rate of increase of cost

of goods sold adjusted for inflation and inventory changes,

and that waste quantities would have risen at those same rates
In the absence of waste reduction initiatives.
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Conceptual Depiction of Cost
Avoidance And Savings Terminology
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Baxter Environmental Financial
Statement

Environmental Costs of Basic Program

2002 2001 2000
($mil) ($Smil)  ($mil)

Corporate Environmental — General & Shared Multidiv. costs 0.9 0.8 0.7
Auditors’ and Attorneys’ Fees 0.4 0.3 0.4
Corp. Environmental and Energy— Engineering 0.7 0.5 0.5
Corporate Environmental — Information Technology 0.6 0.3 0.3
Division/Regional/Facility Env. Professionals and Programs 5.0 5.2 6.0
Packaging Professionals and Programs for Packaging Reductions 1.3 1.1 0.4
Pollution Controls-Operations and Maintenance 3.0 2.6 3.9
Pollution Controls-Depreciation 0.9 1.0 1.0

Total Costs Of Basic Program ~13 ~12 13
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Baxter Environmental Financial

Statement
Remediation, Waste And Other Response Costs
2002 2001 2000
(% mil.) ($Emil)  ($mil)
Attorneys’ Fees for Cleanup Claims, NOVs 0.5 0.1 0.1
Settlements of Government Claims 0.0 0.0 0.0
Waste Disposal 8.3 8.5 7.3
Environmental Taxes for Packaging 0.6 1.0 1.1
Remediation/Cleanup — On-site 0.5 0.5 1.1
Remediation/Cleanup — Off-site 0.0 0.0 0.1

Total Remediation, Waste And
Other Response Costs ~10 ~10 ~10

+ Total Costs of Basic Program ~13 ~12 —~13

Total Environmental Costs ~23 ~22 =23
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Baxter Environmental Financial
Statement

Income, Savings And Cost Avoidance

2002 2001 2000
Air Toxics Cost Reductions 0.0 0.0 0.1
Hazardous Waste - Disposal Cost Reductions (0.2) (0.2) 0.2
Hazardous Waste-Material Cost Reductions (1.2) (0.5) 1.0
Nonhazardous Waste-Disposal Cost Reductions 0.6 (0.6) 0.0
Nonhazardous Waste-Material Cost Reductions 4.0 (2.5) 3.9
Recycling Income 2.1 1.8 3.5
Energy Conservation-Cost Savings 4.3 2.7 2.8
Packaging Cost Reductions 2.9 2.5 1.3
Water Conservation Cost Savings 0.2 0.1 0.1
TOTAL ENVIRONMENTAL SAVINGS ~13 ~3 —~13

As A Percentage Of The Costs Of Basic Program 100%0 25% 100%
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Estimated Environmental Savings
Worldwide

2002 2001 2000
($ mil.) ($mil.) ($mil.)

Total Report-Year Environmental Savings ~ 13 ~3 ~13

Cost Avoidance In Report Year From Efforts
Initiated In The Six Years Prior To Report Year —=52 ~57 —~61

Total Income, Savings And Cost Avoidance
In Report Year ~65 ~60 ~74
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Examples Of Undetermined Costs

Environmentally driven materials research. (Offset
by increased sales, etc.)

Capital costs of modifying processes other than
adding pollution controls. (Offset by increased
production efficiencies, etc.)

Costs of substitutes for hazardous materials.
(Relatively minor)

Time spent by non-environmental employees on
environmental activities.

Lost sales from environmental issues.



Examples Of Undetermined Savings

e Reduction in liability exposure from tank removals,
waste site evaluations, etc.

e Reduced administrative costs
e Increased goodwill, sales and employee morale

e Avoidance of costs for environmental problems that
did not occur
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Some Issues

Changes In divisions, faclilities, processes
Burden of data collection and review
Return on investment: Who gets credit?

Credibility of numbers
a. Accuracy, reliability of source
b. Measurement vs estimates

Termination of cumulative benefit

Scope of “environmental”
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1.

Tips For Getting Started

Identify parameters, method of determination,
source of data

Phase-in over time

Continuously improve reliability, clarity, credibility
Be transparent about assumptions, methodologies
Be conservative about estimates

Periodically weigh burden vs benefit



Suggested Approach to SD

(Baxter Model)
o Team approach (Virtual SD Organization)

- Members: Business Practices, Communications,
Community Relations, Corporate Governance,

EHS, Employee Relations, Purchasing & Supplier
Management, Foundation

- Duties:
- Reporting
- Board presentation
- Planning and driving progress
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Suggested Approach to SD

Sustainability Report
- Purpose:
e Internal agent for change
e External credibility

- CERES/GRI (EHS ® SD)



S

’Bringing SD To Life With Reporting:
Running on 4 Legs
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True View Honesty Credibility Path for Improvement
Stakeholder Transparency Verification Quality Process

Engagement (Measurement, etc.)

sion)



Suggested Approach to SD

-- The Continuous Improvement Process

Collect Data to
Measure Performance \

Implement

Plan Identify Strengths
And Gaps

/

Report Data

Plan/Goals
for
Addressing

\ Solicit Stakeholder

Feedback
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Driving SD With A

Balanced Scorecard

Balanced Scorecard Objectives

SD Triple Employee Customer/ Investor/ External
Bottom Line: Product Financial Community/
Citizenship
Economics X X
Environment X X X
Social X X
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Some Key Reference Organizations
Reporting: GRI, CERES, Shell, Other Companies
Engagement: Shell, CERES
Energy, GHGs: J&J, Pew Center, Chicago Climate Ex.

Safety: J&J, DuPont

General Programs: Conference Board,
ORC, Chicago Benchmarking Group
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Some SD/EHS Results at Baxter

$150 mil. savings from environmentally beneficial
activities since 1991

Cut air toxics 98% since 1988

Reduced waste and packaging by 1/3 per unit since
1989

Chopped lost-time accident rate in half since 2000
Reduced energy 20% per unit since 1996

Dow Jones SD Index: Tops in Medical Industry in
2003

330 external EHS awards 1990-2002



2.
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Key Messages

Important global trends will increasingly affect the way we do
business.

Ignoring these trends will impede our ability to compete.

Addressing these trends through Sustainable Development

(SD) will make us a stronger, more competitive company.

* Protects us from risk, reputational challenges and
inefficiencies that can destroy shareholder value.

The best way to incorporate SD into business is:

* [nternally, through a continuous-improvement process
Integrated into business processes.

e Externally,through open communications and dialogue on
SD with key stakeholders.



