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https://www.calpers.ca.gov/page/about/organization/calpers-story/our-mission-vision#investment-beliefs
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Implementation Channels
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https://www.calpers.ca.gov/docs/board-agendas/201803/invest/item06b-01_a.pdf
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Partnership Examples

Fy
o r ICGN A
4 Ceres 3
International Corporate . .
Ceres Governance Network Vatican Dialogue:
- The Enerqy Transition

CalPERS: Board Member & Care for Our

: CalPERS: Co-Founder &
' Board Member Common Home
Climat
) g lpa
Climate Action 100+ Institutional Investors Institutional L|m|ted
Partners Associatio

CalPERS:
Active Member

Council of

/
/\

Human Capital

albERS: Convener CalPERS: Co-Founder, BT CalPERS: Co-Founder vianagement Coallfion
= ggrl:]r::ﬁt;g g:;?rrmg -:PRI & Board Member - & Board Candidate UN@ | CalPERS: Founding
Global Real Estate programme. | infiatve Member
UN Principles Sustainabilit
Responsible Investment Benchmark Net-Zero Asset

Owner Alliance

CalPERS: Co-Founder,
Infrastructure, Board
Member, Infrastructure
& Real Estate

CalPERS: Steering
Committee Member

/\
/\
\

CalPERS: Founding
Signatory

A\\\‘"///, CalPERS Investment Office


https://www.climateaction100.org/approach/how-we-work/
https://www.ceres.org/about-us
https://www.unpri.org/
https://www.cii.org/about
https://www.icgn.org/about
https://gresb.com/about/
https://ilpa.org/about/
https://www.humandevelopment.va/en/eventi/2019/la-transizione-energetica-e-la-cura-della-nostra-casa-comune.html
https://www.unepfi.org/net-zero-alliance/about/
https://www.hcmcoalition.org/about
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Strategic Priorities Focused on Risk and Return
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@ Research

Objective: Strengthen understanding of Environmental, Social and
Governance (ESG) factors relevant to risk and return specific to CalPERS’
investment strategy

 Validate — identify sustainability factors relevant to CalPERS’ investments
 Integrate — ensure relevant consideration across the Total Fund
* Educate — share insight and understanding to build investment team capacity

Key Performance Indicators (KPIs):

« Sustainable Investment Research Initiative (SIRI)
« Global Equity Strategies

» Water risk

A\\\\"//, CalPERS | ivestment office Sustainable Investment Research Initiatives (SIRI)



https://www.calpers.ca.gov/page/investments/sustainable-investments-program/esg-integration/siri-library
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@ Case Study:

CalPERS’ Investment Strategy on Climate Change: First
Response to the Taskforce on Climate-related Financial
Disclosure (TCFD)

TCFD report estimates Total Fund exposure to Climate Risk and
Opportunity

Carbon Footprint calculated for each asset class

Climate Value-at-Risk Analysis

Green Revenue Opportunities mapped

Physical Risks of Climate Change (P-ROCC) framework developed

A\\\\"//, CalPERS | imestment office CalPERS Investment Strategy on Climate Change: first response to the TCFD



https://www.calpers.ca.gov/docs/board-agendas/202006/invest/item08c-01_a.pdf
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) Data & Corporate Reporting

Objective: Initial voluntary corporate reporting including enhanced
disclosure of ESG considerations in periodic filings globally

« Current quality and quantity of relevant ESG reporting does not meet
investors’ needs

 Information must be standardized and assured
« Data and reporting should be integrated into company financials

KPIs
« Benchmark and track the progress of integrated reporting globally
« Mandatory standards adopted globally

A\\\\"///, CalPERS Investment Office
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@ Case Study:
Regulatory and Policy Advocacy

IFRS Advisory Council establishes International Sustainability Standards Board

SEC Investor Advisory Committee recommendation on Human Capital
Management disclosure

Commodities Futures Trading Commission Report Managing Climate Risk in
the U.S. Financial System

International example: Korean Financial Services Commission
Congressional Testimony:
* House Financial Services Subcommittee on Diversity and

« Subcommittee on Investor Protection, Entrepreneurship and
Capital Markets

. CalPERS | nesmentofice See all links in Appendix slide


https://www.sec.gov/spotlight/investor-advisory-committee-2012/human-capital-disclosure-recommendation.pdf
https://www.cftc.gov/sites/default/files/2020-09/9-9-20%20Report%20of%20the%20Subcommittee%20on%20Climate-Related%20Market%20Risk%20-%20Managing%20Climate%20Risk%20in%20the%20U.S.%20Financial%20System%20for%20posting.pdf

Sustainable Investment Strategic Plan 5 Year Progress Report ltem 7¢, page 10 of 28

Climate Change

Objective: Manage climate risk and opportunity through corporate engagement
 Climate change risk exacerbated by global warming
» Goal is to reduce emissions of our portfolio companies

« Engagement drives impact at Systemically Important Carbon Emitters
responsible for third largest source of greenhouse gas emissions

KPIs

« All 80 companies establish a carbon reduction target consistent with
Paris COP 21 later expanded to Climate Action 100+

« Measure and report reduction in carbon footprint
 Track financial performance of companies with reduction targets

A\\\"’,/’f CaIPERS Investment Office
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o Case Study

Climate Action 100+ Net Zero Company Benchmark

8 14

67 50

8 °
44 65 87

~—

Number of Focus Companies

13

2
100
114
11
7. 8. 9.

76
1. 2. 3. 4. 5. 10.
Net-zero Long-term Medium-term Short-term  Decarbonization Capital Climate Climate Just TCFD
by 2050 or GHG GHG GHG Strategy Allocation Policy Governance Transition Aligned
sooner Reduction Reduction Reduction Alignment Engagement Disclosure
ambition Target Target Target

. Yes, assessment criteria met

Assessment criteria partially met

. No, assessment criteria not met Not assessed

A\\\‘"///, CalPERS Investment Office

Climate Change-Climate Action 100+



https://www.climateaction100.org/
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o~ Climate Change: Case Study

ExxonMobil
August May October October August January May
2016 2017 2018 2018 2020 2021 2021
> > > > > >

Identified as CalPERS Exxon CalPERS CalPERS filed Exxon CalPERS
systemically co-filed climate published voted against Scope 3 disclosed ran proxy
important risk reporting its first directors emissions Scope 3 solicitation
emitter proposal sustainability overseeing disclosure emissions in support

passed with report climate risk proposal for the first of board

62% support time ever refreshment

at Exxon
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Diversity & Inclusion

Objective: Enhance Total Fund performance by increasing corporate
board diversity

« Extended our engagement more broadly in order to drive board quality

* Focus on Board independence, competence and diversity in line with
CalPERS’ Governance & Sustainability Principles

KPlIs:

 All public companies in which CalPERS invests have a dimension of
board diversity, focusing on S&P 500 company boards in the 5-year strategic
plan

 Track financial performance of companies with diverse boards

A\\\\"//, CalPERS | ivestment office Governance & Sustainability Principles



https://www.calpers.ca.gov/docs/forms-publications/governance-and-sustainability-principles.pdf
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Diversity & Inclusion: Impact

« All S&P 500 companies have a female director

* 65% of companies engaged since July 2017 have added at least one
diverse director

« Of active companies, 71% of those engaged have added a diverse director

Market-wide updates

Russell 3000 companies:

* 93% have at least one female director vs 78% in 2017
» 23% have board seats held by women vs 16% in 2017

* 59% of new independent directors at S&P 500 companies are women and
underrepresented minorities

A\\\\"///, CalPERS Investment Office
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. Board Diversity: Trends on Gender

40%

30%

20%

10%

0%

3.9%

. 0.6% 0.0%

23.5%

12.6%
7.7%

33.1% 32 59,

I 30.4%

35.3%

31.4%
23.9%

171%
15.8%

11.9%

9.5%
71%

3.7%

No female directors

One female director

Two female directors

. 2016 2018

Three female directors

| EE

Four female directors

More than four female
directors

A\\\"'///, CaIPERS Investment Office



Sustainable Investment Strategic Plan 5 Year Progress Report ltem 7¢, page 16 of 28

Diversity & Inclusion: Case Study

Lindsay Corporation

« July 2017: Identified as a company lacking board diversity
« July 2017: Requested engagement with the company’s board leadership
« 2018: Company added a female person of color to the board

* Diverse Director Datasourse (3D): Nominee part of the 3D director pipeline

A\\\\",/’/ CalPERS Investment Office


https://marketing.equilar.com/24-equilar-diversity-network
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@) Private Equity & Fee Profit Sharing
- Transparency

Objective: Industry adoption of the Institutional Limited Partners
Association (ILPA) framework for transparency of fees and profit sharing

KPlIs:

* 100% core private equity partnerships complete the ILPA fee reporting
template and provide profit sharing information

* Track and report industry ILPA adoption

A\\\\"///, CalPERS Investment Office
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@) Private Equity & Fee Profit Sharing
1 Transparency: Outcomes

* 100% CalPERS’ core private equity (PE) partnerships complete the ILPA
fee reporting template and provide profit sharing information

* 94% of PE partnerships reported utilizing ILPA fee template, representing
98% of PE portfolio’s NAV (as of Q3 2020)

A\\\"’//’f CalPERS Investment Office
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@ Manager Expectations

Objective: Ensure that 100% of investment decision making policies
and processes reflect relevant ESG considerations.

KPIs:
« All managers have policies and procedures for including ESG information
In decision making

» Asset classes establish and implement documented procedures for due
diligence, contracting, and monitoring activities

A\\\\"///, CalPERS Investment Office
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@ Manager Expectations: Global Equity

All proxy votes cast internally — 2021 highlights
 McDonalds
* Wells Fargo

 Johnson & Johnson

Wendy's

ExxonMobil Corporation

Berkshire Hathaway Inc.

Chevron Corporation
Phillips 66

D. CalPERS | oot ofic Global Equity Sustainable Investment Practices Guidelines


https://www.calpers.ca.gov/docs/global-equity-sustainable-investment-guidelines.pdf

Sustainable Investment Strategic Plan 5 Year Progress Report ltem 7c, page 21 of 28

@ Manager Expectations: Global
Fixed Income

CalPERS invests $425m Green / Sustainability Bonds
* Funds projects with environmental benefits
» Equivalent credit risk as conventional bonds of same issuer
» Green bond investments based on portfolio guidelines & relative value

Global Fixed Income has invested in green bonds to fund:
 Renewable power
* Energy efficiency & clean transportation
» Green buildings

A\\\\"//, CalPERS | ivestment office Global Fixed Income Sustainable Investment Practices Guidelines



https://www.calpers.ca.gov/docs/global-fixed-income-sustainable-investment-guidelines.pdf
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@ Manager Expectations: Private Equity

» Surveyed and determined 100% of external core managers have ESG
policies

* Included ESG considerations in CalPERS's side letter for new managers
* Included an ESG section in the Final Investment Recommendation

0
PurposeBuilt@/ |

BRANDS

METALLO (M)

THE FURNACE OF INNOVATION
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@ Manager Expectations: Real Assets

Separate Account contracts incorporate ESG requirements
100% Compliance with Responsible Contractor Program Policy

Benchmarking 85% of the portfolio through Global Real Estate
Sustainability Benchmark (GRESB)

Sustainable Investment Practice Guidelines incorporated into Real Assets
procedures manual

Responses to ESG questions included in manager evaluations

ESG integration in reporting, annual investment planning, third party
assessments, and Energy Optimization (EO) Initiative for Real Estate

« Over the past four years, 220 EO opportunities have been identified

A\\\\"//, CalPERS | ivestment office Real Assets Sustainable Investment Practices Guidelines



https://www.calpers.ca.gov/docs/real-assets-sustainable-investment-guidelines.pdf
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Next Steps

« Maintain focus on risk/return impact to support CalPERS’ investment objectives
» Requests for Information to inform next stage of work:
« Sustainable Investment Research Initiative Ill: Climate Change (PDF) and

« Sustainable Investment Research Initiative Ill: Human Capital Management

(PDF)
» Peer benchmarking through CEM and PRI Assessment

« Board and stakeholder input on lessons learned

A\\\\",/// CalPERS Investment Office


https://www.calpers.ca.gov/docs/siri-iii-rfi-climate-change-2020.pdf
https://www.calpers.ca.gov/docs/siri-iii-rfi-human-capital-management-2020.pdf
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Appendix

CalPERS Investment Beliefs

Sustainable Investment Strategic Plan

Sustainable Investment Research Initiatives (SIRI)

Leadership in Sustainable Investing — Physical Risk of Climate Change (P-ROCC) Framework
Commodities Futures Trading Commission Report Managing Climate Risk in the U.S. Financial System
CalPERS Investment Strategy on Climate Change: first response to the TCFD

Climate Action 100+

CalPERS’ Governance & Sustainability Principles

9. Global Equity Sustainable Investment Practices Guidelines

10. Global Fixed Income Sustainable Investment Practices Guidelines

11. Real Assets Sustainable Investment Practices Guidelines

12. International Financial Reporting Standards Advisory Council

13. International Corporate Governance Network Disclosure and Transparency Committee
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https://www.calpers.ca.gov/page/about/organization/calpers-story/our-mission-vision#investment-beliefs
https://www.calpers.ca.gov/docs/board-agendas/201803/invest/item06b-01_a.pdf
https://www.calpers.ca.gov/page/investments/sustainable-investments-program/esg-integration/siri-library
https://www.wellington.com/uploads/2019/10/e01e2a4ed6fce336dce93f86f0af9883/physical-risks-of-climate-change_procc_framework.pdf
https://www.cftc.gov/sites/default/files/2020-09/9-9-20%20Report%20of%20the%20Subcommittee%20on%20Climate-Related%20Market%20Risk%20-%20Managing%20Climate%20Risk%20in%20the%20U.S.%20Financial%20System%20for%20posting.pdf
https://www.calpers.ca.gov/docs/board-agendas/202006/invest/item08c-01_a.pdf
https://www.climateaction100.org/
https://www.calpers.ca.gov/docs/forms-publications/governance-and-sustainability-principles.pdf
https://www.calpers.ca.gov/docs/global-equity-sustainable-investment-guidelines.pdf
https://www.calpers.ca.gov/docs/global-fixed-income-sustainable-investment-guidelines.pdf
https://www.calpers.ca.gov/docs/real-assets-sustainable-investment-guidelines.pdf
https://www.iasplus.com/en/resources/ifrsf/advisory/ifrs-advisory-council#:~:text=The%20IFRS%20Advisory%20Council%20provides%20a%20forum%20for,agenda%20decisions%20and%20pri%C2%ADor%C2%ADi%C2%ADties%20in%20the%20Board%27s%20work
https://www.icgn.org/committee
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AppendiXx (continued)

14.

15.
16.
17.
18.
19.
20.
21.

CalPERS’ Testimony before the House Financial Services, Subcommittees on Diversity & Inclusion and
Investor Protection, Entrepreneurship and Capital Markets

» https://financialservices.house.gov/uploadedfiles/hhrg-116-ba16-wstate-simspsona-20200714.pdf
» https://financialservices.house.gov/uploadedfiles/hhrg-117-ba13-bio-simpsona-20210318.pdf

» https://financialservices.house.qgov/uploadedfiles/hhrg-116-ba16-wstate-andrusj-20190710.pdf

» https://financialservices.house.qgov/uploadedfiles/hhrg-117-ba16-wstate-andrusj-20210225.pdf

SEC petition on ESG disclosures to develop a comprehensive framework

Financial Accounting Standards Advisory Council (FASAC)

SEC petition on disclosure of human capital management

SEC Investor Advisory Committee recommendation on Human Capital Management disclosure

Commodities Futures Trading Commission (CFTC) Managing Climate Risk in the US Financial System

Korea Financial Requlator Calls for Mandatory ESG Reporting for KOSPI-listed Firms, ESG Today

Reform of the Public Company Accounting Oversight Board

. CalPERS

Investment Office



https://financialservices.house.gov/uploadedfiles/hhrg-116-ba16-wstate-simspsona-20200714.pdf
https://financialservices.house.gov/uploadedfiles/hhrg-117-ba13-bio-simpsona-20210318.pdf
https://financialservices.house.gov/uploadedfiles/hhrg-116-ba16-wstate-andrusj-20190710.pdf
https://financialservices.house.gov/uploadedfiles/hhrg-117-ba16-wstate-andrusj-20210225.pdf
https://www.calpers.ca.gov/docs/legislative-regulatory-letters/sec-investors-petition-rulemaking-esg-disclosures-10-01-18.pdf
https://www.fasb.org/jsp/FASB/Page/SectionPage&cid=1218220137466
https://www.sec.gov/rules/petitions/2017/petn4-711.pdf
https://www.sec.gov/spotlight/investor-advisory-committee-2012/human-capital-disclosure-recommendation.pdf
https://www.cftc.gov/sites/default/files/2020-09/9-9-20%20Report%20of%20the%20Subcommittee%20on%20Climate-Related%20Market%20Risk%20-%20Managing%20Climate%20Risk%20in%20the%20U.S.%20Financial%20System%20for%20posting.pdf
https://www.esgtoday.com/korea-financial-regulator-calls-for-mandatory-esg-reporting-for-kospi-listed-firms/
https://corpgov.law.harvard.edu/2021/05/06/reform-of-the-public-company-accounting-oversight-board-pcaob/

Questions & Discussion
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