California Public Employees’ Retirement
System Total Fund Investment Policy

Effective Date

This policy is effective September 13, 2021 and supersedes the previous Total Fund Investment

Policy.
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Total Fund Investment Policy Overarching Statements

A. Introduction

The California Public Employees’ Retirement System (CalPERS) Total Fund Investment Policy
(Policy), adopted by the CalPERS Investment Committee (Committee), sets forth CalPERS’
investment beliefs and overarching investment purposes and objectives with respect to all its
investment programs.

The purpose of this Policy, and each of CalPERS’ other investment policies (collectively the
Policies), is to provide a framework for the management of CalPERS assets. The Policies outline
objectives, benchmarks, restrictions and responsibilities so that the Committee, staff,
consultants, managers, members, and beneficiaries, and all other CalPERS stakeholders, clearly
understand the objectives and policies of the CalPERS investment program. The Policies also
encourage effective communication, facilitate transparency and compliance, and provide a
framework for reporting back to the Committee, as appropriate.

The Policies set forth the guidelines that the Committee deems to be appropriate and prudent
in consideration of the needs of and legal requirements applicable to the CalPERS investment
program. The Policies provide criteria against which investment results will be measured and
serve as a review document to guide ongoing operations and oversight. The Policies are also
intended to ensure that the Committee is fulfilling its fiduciary responsibilities in the
management of CalPERS’ investments.

The Committee intends for the Policies to be dynamic documents and will review them from
time to time. Policies will be modified periodically to reflect the changing nature of CalPERS
assets and investment programs, benefit and structural changes, and economic conditions. This
Policy applies to all CalPERS investments and supersedes any contrary or inconsistent provisions
within asset-class and individual program policies.

B. Strategic Objective

The overall objective of the CalPERS investment program is to generate returns at an
appropriate level of risk to provide members and beneficiaries with benefits as required by law.
This will be accomplished through a carefully planned and executed long-term investment
program that efficiently and effectively allocates and manages the assets of CalPERS.

The Policies have been designed to allow CalPERS to achieve a long-term total return.
Accordingly, prudent risk-taking is appropriate within the context of overall diversification to
meet CalPERS’ long-term investment objectives. The assets of CalPERS will be broadly
diversified to minimize the effect of short-term losses within any investment program.
Consistent with California Constitution, Article XVI, section 17, all CalPERS investment activities,
and all investment transactions, shall be designed and executed solely in the interest of, and for
the exclusive purposes of, providing benefits to participants and their beneficiaries, minimizing
employer contributions thereto, and defraying reasonable expenses of administering the
system.
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C. Program Specific Investment Policies

In addition to this overarching Policy, there are other policies that focus on program-specific
aspects of the CalPERS investment program. It is intended that those policies be read in
conjunction with this Policy.

D. Responsibilities

Details regarding various levels of responsibility for all programs are provided in the following
appendices:

1. Reporting to the Committee
2. Investment Responsibilities

E. Performance Objectives
Specifically:

A. The assets of CalPERS will be invested with the objective of achieving a long-term rate of

return that meets or exceeds the CalPERS actuarial expected rate of return.

CalPERS will seek to maximize returns for the level of risk taken;

CalPERS will seek to achieve a return that exceeds the Policy Index; and

D. CalPERS will seek to invest its assets efficiently, bearing in mind the impact of
management and transaction costs on investment returns.

O w

Policy benchmarks are listed in Appendix 5.

F. Investment Constraints & Limitations

Details regarding various investment constraints and limitations are provided in Appendix 6 for
all Policy sections.

G. Glossary of CalPERS Specific Terms

Italicized terms appearing in the Policy are CalPERS specific in nature and are defined in the
CalPERS Specific Glossary of Terms.

H. Policy Document History

Historical details of the Committee’s adoption of and revisions to the Policy are provided in
Appendix 8.
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Total Fund Investment Policy Sections

L. Investment Beliefs

Purpose

This Policy requires that CalPERS develop and maintain a set of Investment Beliefs. Managing
the CalPERS investment program requires exercising judgment in the face of considerable
uncertainty. The Investment Beliefs provide a framework for exercising judgment and making
investment decisions. Investment Beliefs:

* Provide a basis for strategic management of the investment portfolio
e Inform organizational priorities

e Ensure alignment between the Committee and staff

* Guide development of CalPERS culture

Investment Beliefs also provide context for CalPERS actions. They reflect CalPERS values and
acknowledge CalPERS responsibility to sustain its ability to pay benefits for generations. The
Investment Beliefs also acknowledge the critical importance of a strong and durable economy
in achieving CalPERS’ objectives.

The Investment Beliefs are not a checklist to be applied by rote to every decision. They are a
guide for making judgmental decisions that often require balancing multiple, inter-related
decision factors.

The Investment Beliefs are included as Appendix 3.
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IL.

Asset Allocation Strategy

Purpose

Asset allocation involves establishing asset class allocation policy targets and ranges and

managing those asset class allocations within their policy ranges. CalPERS recognizes that over

90% of the variation in investment returns of a large, well diversified pool of assets can typically

be attributed to asset allocation decisions.

The performance objective is to achieve positive active asset allocation returns over rolling five-

year periods.

The Asset Allocation Program shall be managed with the following objectives:

A.

A rate of total return sufficient to meet or exceed the actuarial expected rate of return
within prudent levels of risk and liquidity;

Sufficient diversification to minimize the risk of significant loss in any single investment
and preserve capital to the extent possible;

Adherence to the asset class policy ranges approved by the Committee, with any
rebalancing being performed efficiently and prudently;

Adequate liquidity to meet cash needs; and

Positive returns through any active asset allocation decisions subject to policy ranges
and risk limits.

Investment Approaches & Parameters
Strategic

A.

Asset Class Targets and Ranges

See Appendix 4, Table 1, for asset class allocation targets and ranges. Asset allocation

targets and ranges for the Affiliate Funds are provided within the individual Statements

of Investment Policy for each fund.

Strategic Asset Allocation Process

Staff may recommend to the Committee changes in the policy asset allocation targets

and ranges.

Asset Class Criteria

A financial or real asset type shall be considered as an asset class if it has a risk, return,

and correlation profile sufficiently different from existing CalPERS asset classes, and if its

inclusion or exclusion materially affects the expected risk and return of the CalPERS total

return.

1. Criteria for consideration when evaluating an asset class shall include the following:
a. Strategic role of the asset class in the asset liability management (ALM)

framework based on fundamental characteristics and risk and return drivers.
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b. Sufficient size, liquidity, and cost efficiency to permit CalPERS to invest
meaningful amounts in that asset class, and have a material effect on CalPERS
return.

c. Availability of sufficient internal or external investment and technical expertise
to ensure prudent implementation of an investment in that asset class.

d. Presence of diversification, return enhancement, liquidity provision, or some
other readily identifiable attribute that is sufficiently different from other asset
classes and enhances CalPERS’ ability to achieve the strategic objectives outlined
above.

e. Acceptance by other large pension plan sponsors as a feasible and meaningful
asset class, or in the absence of such acceptance, academic support for its
inclusion.

f. Availability of sufficient data, history, or expertise to assess the feasibility and
benefit of the asset class to CalPERS, by means of a measurable investment
outcome. Further, the asset class must have a basis for developing expected
investment returns, risks, and correlations for the purposes of the financial
study.

2. An asset class may be approved for investment provided it meets the above criteria,
and the Committee has had the opportunity for sufficient education to enable it to
fulfill its fiduciary responsibility in giving such approval.

3. Once CalPERS approves a new asset class, the new program may only be
implemented in accordance with investment policies reviewed and approved by the
Committee for that asset class.

Implementation

A. Staff shall determine an asset allocation mix for each investment trust with targets and
ranges based on a periodic ALM review.

B. Following any action by the CalPERS Board of Administration (Board) having the
potential to result in substantial changes to the forecasted benefits, contributions,
premiums, or liabilities of a program, staff shall assess the potential impact and
recommend to the Committee as soon as practicable following the board action
whether the strategic asset allocation process for each program should be postponed
pending completion of such board action.

C. Asset class allocations shall be managed to seek compliance with existing policy ranges.
Allocations may temporarily deviate from policy ranges due to extreme market volatility
or to accommodate contributions, distributions, or other short-term cash needs. If an
asset class allocation exceeds the policy range, staff shall return the asset allocation to
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within its policy range in a timely manner, with the exact time period primarily
dependent on transaction costs and liquidity.

D. Accounts may be established and used to adjust asset class allocations within policy
ranges, or to return asset allocations that have exceeded a policy range to within the
policy range.

E. Overlay portfolios may be established to manage currency risk within the parameters
contained in Appendix 6.

F. Managers may be retained for Asset Allocation Program implementation subject to
policy asset allocation ranges and/or overlay portfolio constraints.

G. External Manager Investment Guidelines for the Asset Allocation Program:

1. Manager Selection

a. Managers retained in the Asset Allocation Program shall have recognized
expertise in active asset allocation.

b. The selected managers shall be registered or appropriately exempt from
registration, with the Securities and Exchange Commission (SEC) or an equivalent
regulatory body, in the case of a manager based outside of the United States.

c. Managers shall be selected in accordance with the applicable California laws and
regulations, and CalPERS policy.

2. Investment Manager Guidelines
Managers shall operate under guidelines that describe their specific investment
strategies, representative portfolio characteristics, permissible and non-permissible
activities, restrictions on the purchase of certain securities, benchmark, and
performance objectives.

Derivatives & Leverage

A. Strategies
Financial futures contracts, forward contracts, swaps, options, combinations of these
derivatives, exchange traded funds, and structured notes may be used in the Asset
Allocation Program for only the following purposes:
1. To adjust asset class allocations, within approved policy ranges;
2. To minimize the investment effect of average cash balances held in cash equivalents

accounts by overlaying with asset-class-specific derivatives.

B. Risks
Any use of derivatives to adjust asset class allocations shall comply with this Policy.

C. Leverage
In connection with any such use of derivatives, staff shall comply with the Investment
Leverage section of this Policy.

D. Exposure Limit
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Derivative exposure used in the Asset Allocation Program is limited to amounts that
maintain all asset class allocations within their approved ranges.

E. Collateral
Collateral for all derivatives used in the Asset Allocation Program shall consist of cash or

investment grade fixed income securities.

Total Fund Investment Policy
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I1I. Benchmarks

Purpose
Benchmarks establish target investment exposures and provide a relative measure to gauge
whether a particular investment strategy is meeting stated goals and objectives.

CalPERS’ benchmarks shall be established to manage portfolio risk and return characteristics.

Benchmark Oversight

Policy benchmarks shall be set by the Committee for each asset class within the PERF and
Affiliate Funds. Changes to the construction rules of any policy benchmark shall be reviewed
and approved by the relevant Board Consultant, with any modifications deemed material by the
Board Consultant requiring review and approval by the Committee. In preparation for any such
review, staff and the appropriate Board Consultant shall analyze the expected effect of the
benchmark modification on the total portfolio risk and return characteristics. See Appendix 5
for the current benchmarks as set by the Committee and additional methodology detail.

Total Fund Investment Policy

Page 10 of 98



IV.

Investment Risk Management

Purpose
Risk management is central to managing the assets of CalPERS and to achieving the strategic

objectives. A framework for investment risk management is established through (a) the

adoption of investment policies for total fund strategic asset allocation, (b) individual asset

classes and portfolios with appropriate benchmarks and (c) reasonable risk limits.

Investment risk cannot be eliminated; therefore, CalPERS invests in a risk-aware manner in

order to generate returns required to pay promised benefits, subject to its risk tolerance. Risk-

aware investment management requires that CalPERS:

1.
2.

Clearly understand investment risks
Be adequately compensated for the risks taken

CalPERS investment risk management activities shall be managed so as to:

A.

Provide an integrated process for overall investment risk management at both the Total
Fund and asset class level;

Identify, measure, and communicate investment risks across the Total Fund and within
each asset class;

Monitor investment returns as well as risk to determine if risks taken are adequately
compensated; and

Ensure appropriate organizational independence of investment risk measurement
systems and functions from investment decision-making functions.

Investment Approaches & Parameters

A.

Investment Risk Management Framework

The CalPERS investment risk framework is expected to evolve over time in alighment
with industry best practices. The framework shall address the identification,
measurement, assessment, and ongoing monitoring of investment risk.

Active Risk Limits

A total fund active risk limit, expressed in terms of tracking error, shall be established to
define staff discretion to deviate from the Total Fund policy benchmarks i.e. intended
strategic investment exposures. The limit is specified in Appendix 6 of this document.
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V.  Global Derivatives and Counterparty Risk

Purpose

This section of the Policy is intended to provide a strategic framework for governance of the use

of derivatives and derivatives strategies by the CalPERS Investment Office across both internally

and externally managed portfolios. The Policy is intended to ensure that CalPERS has effective

operational, risk management, and compliance controls in place governing the use of

derivatives within the investment process.

This section outlines the issues that must be addressed for each derivatives strategy, whether

internally or externally managed, in regard to guidelines, development of procedures, and

operational requirements.

Policy Scope
A. Benefit Plans/Trusts Covered under the Policy

This section applies to the use of derivatives by CalPERS within all CalPERS trusts and

benefit plans.

B. This section shall apply to the use of derivatives by investment staff and external

managers operating under Investment Management Agreements (IMAs).

C. Limited liability entity or registered/commingled fund managers may be required to

provide information to staff on derivatives trading activities within each entity in order
for CalPERS to comply with applicable aggregation or position limit regulations and
reporting requirements.

Investment Approaches & Parameters
A. Derivatives subject to this section include, without limitation:

1.

©® N oA WN

Futures contracts

Options

Options on futures contracts

Forward contracts

Swap agreements

Security based swap agreements

Swap contracts with embedded options

Instruments or contracts intended to manage transaction or currency exchange risk
in purchasing, selling, or holding investments

Spot Foreign Exchange transactions with settlement date up to T+5 shall be exempt from this

section.
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Cash transactions, in any asset class, are not derivatives. Collateralized Mortgage Obligations
(CMOs) and convertible bonds and other investment instruments where the cash investment is
similar to the market and notional exposure, are likewise excluded from the definition of
derivative for purposes of this section.

B. Derivatives Application Permitted

Derivatives may be used to efficiently manage risk and return characteristics of the Public
Employees’ Retirement Fund (PERF)and/or individual sub-portfolios.

C. Derivatives Application Not Permitted

Derivatives may only be used to invest in asset classes that are consistent with this Policy
and the Asset Allocation Program asset categories, implementation strategies, and risk-
return characteristics.

Derivatives shall not be used to avoid or subvert existing delegated authorities or
investment policy limits.

D. Derivatives Control Procedures
Staff shall adopt documented control procedures that cover the following areas:

1. Accounting and performance measurement for derivatives
Risk Management — procedures for evaluating the use of derivatives and monitoring
market risk exposure, liquidity needs, and counterparty risk limits

3. Operational Risk — procedures that establish a process for evaluating operational
activities associated with derivatives to ensure the use of proper systems, controls,
staffing, and staff qualifications

4. Regulatory — procedures for ensuring adherence to any regulations in conjunction with
derivatives activities undertaken by CalPERS

Total Fund Investment Policy
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VL

Investment Leverage

Purpose
The purpose of this section is to set forth a framework for comprehensively identifying,

measuring, managing, and reporting various forms of leverage.

This section is intended to place limits on and set standards for the use of leverage that

reasonably balances investment flexibility with risk management.

This section is also intended to result in greater consistency across investment units, and in

greater ability of the Committee to direct policies concerning leverage.

Investment Approaches & Parameters

A.
B.

Use of leverage is prohibited unless expressly permitted in this section.

A capital commitment does not represent leverage or direct debt as these are
considered contingent liabilities.

The use of currency derivatives for hedging or risk management purposes does not
count as leverage.

Total Fund Leverage Parameters
Leverage will be managed and monitored at the Total Fund level against the following

parameters:
1. Aggregate leverage where staff exercise direct control of the exposure will not exceed
20% of the Total Fund.

2. Leverage will be considered to be directly controlled where internal staff:

a. have authority over external manager or Limited Partnership application of
leverage exposure, or

b. directly control the application of leverage through staff-managed portfolios.

3. The criteria below outline what will be included in, or excluded from, the calculation of

aggregate leverage exposure:
a. Exposure will be included in the aggregate leverage calculation where staff
directly control the application of leverage or leverage is recourse in nature:

i. Derivative strategies including notional leverage applied to public market
exposure and in accordance with the risk parameters established by the
asset allocation ranges of this Policy

ii. Collateralized funding including securities lending activities, pledges,
repurchase and reverse repurchase agreements, and other synthetic
funding mechanisms

iii. Directly controlled embedded leverage within the Total Fund’s Private
Market asset classes or limited partnerships including debt applied to
Real Assets

Total Fund Investment Policy
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iv. Subscription financing in Private Equity or other recourse debt exposure
b. Exposure will not be included in the aggregate leverage calculation for
embedded leverage within Private Markets or limited partnerships where
irrevocable authority has been given to a third party to invest on CalPERS’ behalf
and the leverage is non-recourse in nature.
4. Leverage exposure will be reported using the following framework:
a. Leverage will be aggregated using the following calculation formula:
Gross Notional Exposure — Cash Equivalents
NAV

Staff will maintain guidelines for calculating and aggregating leverage including

the definition of cash equivalents, and

b. Calculation of the aggregate leverage exposure for monitoring purposes will be
on a relative basis vs. SAA policy benchmarks (including any leverage already
applied within the benchmark).

5. Inthe event of a breach of the aggregate leverage limit due to a market dislocation staff
will evaluate all exposures and develop a plan for moving aggregate leverage exposure
towards guideline parameters within 90 days.
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VII. Divestment

Purpose

This section sets forth CalPERS policy for responding to external or internal initiatives to cause
CalPERS to sell investments or refrain from making additional investments (Divesting) for the
purpose of achieving certain goals that do not appear to be primarily investment-related, such
as promoting social justice (Divestment Initiatives). Typically, Divestment Initiatives focus on
companies that do business in a specified country, are engaged in a specified industry, or in
specific practices deemed undesirable by federal and state law (e.g., human rights violations)
(Targeted Companies).

CalPERS’ investment in a company does not necessarily signify that it approves of the
company’s policies, products, or actions. CalPERS, nevertheless, wants companies in which it
invests to meet high corporate governance, ethical, and social standards of conduct. The
Committee believes that this generally will promote superior long-term investment
performance.

The Board and its Staff have fiduciary duties of loyalty and prudence, pursuant to the California
Constitution, Article XVI, Section 17, and Government Code (GC) Section 20151, to invest “with
the care, skill, prudence, and diligence under the circumstances then prevailing that a prudent
person acting in a like capacity and familiar with those matters would use in the conduct of an
enterprise of a like character and with like aims.” (GC Section 20151(c).). The Board and Staff
also have a fiduciary responsibility under the California Constitution to “diversify the
investments of the system so as to minimize the risk of loss and to maximize the rate of return,
unless under the circumstances it is clearly not prudent to do so.” (Cal. Const., Art XVI, Sec. 17,
subdiv. (d).).

These fiduciary obligations generally preclude CalPERS from sacrificing investment performance
for the purpose of achieving goals that do not directly relate to CalPERS operations or benefits.
Divesting appears to almost invariably harm investment performance, such as by causing
transaction costs (e.g., the cost of selling assets and reinvesting the proceeds) and
compromising investment strategies.

In addition, there appears to be considerable evidence that Divesting is an ineffective strategy
for achieving social or political goals, since the usual consequence is often a mere transfer of
ownership of divested assets from one investor to another. Investors that divest lose their
ability as shareowners to influence the company to act responsibly.

This Policy, therefore, generally prohibits Divesting in response to Divestment Initiatives, but
permits CalPERS to use constructive engagement, where consistent with fiduciary duties, to
help Divestment Initiatives achieve their goals.

Total Fund Investment Policy
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Approaches & Parameters
A. CalPERS’ Preferred Approach is Engagement
As reflected by CalPERS Investment Belief 3, CalPERS uses the following prioritization
framework in considering whether to engage on issues raised by stakeholders:
J Principles and Policy — to what extent is the issue supported by CalPERS
Investment Beliefs, Governance and Sustainability Principles, or other
Investment Policy?

J Materiality — does the issue have the potential for an impact on portfolio risk
or return?
J Definition and Likelihood of Success — is success likely, in that CalPERS action

will influence an outcome that can be measured? Can we partner with others
to achieve success or would someone else be more suited to carry the issue?

] Capacity — does CalPERS have the expertise, resources, and standing to
influence an outcome?

Consistent with the foregoing, CalPERS will undertake constructive engagement in
support of Divestment Initiatives to the extent the Committee determines to be
appropriate or as required by law, but CalPERS will not sell investments in Targeted
Companies or refrain from investing in them in response to Divestment Initiatives
except as follows:

1. CalPERS will sell Targeted Company investments or refrain from making them to
the extent investment in the Targeted Company is imprudent and inconsistent
with fiduciary duties. CalPERS recognizes that the prudence of an investment
may depend on its purpose.

2. To the extent required by law and consistent with fiduciary duties, CalPERS will
comply with federal and constitutional California state laws that require
Divesting.

B. Divestment Review

The following processes will be used to ensure that prior divestment decisions remain

supportive of the prudent stewardship of the System’s assets consistent with the

Committee’s fiduciary obligations:

1. The Board’s General Pension Consultant will monitor and provide reports to the
Committee on the estimated performance and risk impacts of all then in-force
divestments for the affected portfolios. (See Appendix 1.)

2. For so long as any divestments remain in effect for any of the portfolios, staff shall
conduct a review of all such in-force divestments at least every five years, to include
an economic analysis of the projected impact on the risk-return profile of the
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affected portfolios, and present such analysis to the Committee for a determination
whether continuation of the divestments is consistent with fiduciary duties.
C. Notice and Voting Protocol
For each divestment included in a regularly scheduled review as described above,
continuation of the divestment will require an affirmative roll-call vote of the
Committee.

In addition, any determination by the Committee that a divestment activity required

pursuant to state legislative mandate would be, or, in the case of an in-force

divestment, has become, inconsistent with the Committee’s fiduciary duties, such that

divestment is precluded or reinvestment is required, will include:

1. A presentation and discussion of relevant findings in open session at a properly
noticed meeting of the Committee.

2. Aroll-call vote of the Committee.
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VIII.  Liquidity Program

Purpose
The purpose of the Liquidity Program is to provide high liquidity to fund the day-to-day liquidity
requirements of the Total Fund.

Investment Approaches & Parameters

All investment programs shall have specific written guidelines. The guidelines shall outline the
investment approaches, permissible and restricted activities, and a performance objective that
is commensurate with the program’s purpose.

Staff shall rely on short- or long-term ratings from authorized nationally recognized statistical
rating organizations (NRSROs). Staff shall maintain and annually update internal ratings for
securities that are not rated by any authorized NRSROs.

Additional Information
Additional information specific to the management of the Liquidity Program is available in the
following Appendices:

o 1 — Reporting to the Investment Committee
. 2 — Investment Responsibilities
o 6 — Investment Constraints and Limitations
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[X.  Low Duration Fixed Income Program

Purpose

The purpose of the Low Duration Fixed Income (LDFI) Program is to diversify CalPERS
investment programs and enhance CalPERS returns, while dampening overall risk of CalPERS
investment programs.

Investment Approaches & Parameters
The LDFI Program is managed through the Low Liquidity Enhanced Return (LLER) Program.

All investment programs shall have specific written guidelines. The guidelines shall outline the
investment approaches, permissible and restricted activities, and a performance objective that
is commensurate with the program’s purpose.

Staff shall rely on short- or long-term ratings from authorized nationally recognized statistical
rating organizations (NRSROs). Staff shall maintain and annually update internal ratings for
securities that are not rated by any authorized NRSROs.

Additional Information
Additional information specific to the management of the LDFI Program is available in the
following Appendices:

. 1 — Reporting to the Investment Committee
J 2 — Investment Responsibilities
o 6 — Investment Constraints and Limitations
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X.  Opportunistic Program

Purpose

The Opportunistic Program enables greater investment in assets perceived to be substantially
undervalued, and this section specifies guidelines to manage the concurrent risks. The program
also permits the establishment of innovative portfolios.

Performance Objective & Benchmark
The performance objective is to outperform the program benchmark over rolling three-year
periods, net of all program costs and fees.

Investment Approaches & Parameters
A. Investment Guidelines

Program investments may be managed internally, or by external managers, or by a

combination of internal and external managers.

1. Manager Selection
The selected managers shall be registered, or appropriately exempt from
registration, with the SEC.

2. Investment Manager Guidelines
Manager guidelines shall not conflict with any CalPERS investment policy.
Implementation of this Program shall comply at all times with the manager
guidelines and all CalPERS investment policies.
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XI.  Securities Lending

Purpose

The Securities Lending Program is comprised of three functions: (1) lending both equity and
fixed income securities to borrowers, (2) reinvesting the collateral posted by borrowers and (3)
facilitating short-term liquidity needs of the Total Fund, through the use of leverage, subject to
the limits and constraints of the Liquidity Program. The program will be operated in a manner
that maintains sufficient liquidity for the program and to adhere to the CalPERS Governance &
Sustainability Principles.

Investment Approaches & Parameters

All investment programs shall have specific written guidelines. The guidelines shall outline the
investment approaches, permissible and restricted activities, and a performance objective that
is commensurate with the program’s purpose.
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XII.  Terminated Agency Pool

Purpose
This section governs the management of the assets supporting the Terminated Agency Pool
Program (TAP Program).

Investment Approaches & Parameters
A. The TAP Program shall be managed to closely match assets to the projected future
benefit payments and to minimize the likelihood of the program becoming
underfunded. Following the periodic recalculation of TAP Program liabilities by the

CalPERS Actuarial Office, a segmented asset allocation process shall be utilized as

follows:

1. Animmunization segment intended to:

a. Closely match, to the extent practicable, the cash flows of the assets to the
forecasted benefit payment cash flows across a range of inflation scenarios;

b. Invest a portion of the program assets in such a way as to ensure that cash flows
beyond 30 years can be met across a range of inflation scenarios;

c. Provide sufficient liquidity for two years of forecasted benefit payment cash
flows;

2. A surplus segment consisting of TAP Program assets in excess of those needed for
the “immunization” segment described above, to be invested consistent with the
asset allocation utilized for the PERF.

B. Program Structure/Parameters
The CalPERS Custodian may employ a unitized fund structure to maintain separate and
distinct historical records and to produce individual net asset values of all investments.
C. Rebalancing

The Investment Office and Actuarial Office shall collaborate to monitor the funded

status of the TAP Program and to rebalance the recommended portfolio as the

forecasted benefit payment cash flows are updated.

D. Restrictions, Prohibitions, and Authorized Securities
Authorized securities for the “immunization” and surplus segments are included in
Appendix 6 of this Policy.
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XIIL

Plan Level and Asset Class Transition Portfolios

Purpose
The purpose of this section of the Policy is to ensure that CalPERS staff takes prudent and

careful action while performing transitions, and to establish appropriate controls and approvals

governing transitions. Plan level and asset class transitions shall separate the cost and

performance impacts on investment programs or asset classes related to cash or security

movements and transactions not associated with the on-going investment management of

affected portfolios. Transitions activity can be implemented using transition portfolios or an

allocation costs capture system (ACCS).

A. A plan level transition may be established for any asset class for the purpose of

achieving asset allocation or Total Fund related investment objectives. Plan level
transition portfolio usage may be initiated by the Committee or by the Chief Investment
Officer or designated staff operating within their respective delegated authorities. All
transaction costs and investment performance for these portfolios flows directly to the
Total Fund, outside an individual asset class.

Plan level transition portfolios may only be used for one or more of the following
purposes:

1. Rebalance of asset classes to achieve asset allocation objectives

2. Raise or invest cash at the Total Fund level

3. Trade to effectuate Total Fund investment objectives

An asset class transition portfolio may be established within any asset class for the
purpose of achieving asset-class-specific objectives. The Managing Investment Director
(MID) from the specific asset class may initiate the use of an asset class transition
portfolio after notification to the Chief Operating Investment Officer and Investment
Servicing Division staff. This notification shall include a summary of the intended activity
and the expected duration of the activity. All transaction costs and investment
performance associated with the use of the asset class transition portfolio will flow to
the asset class level.

Asset class transition portfolios may only be used for one or more of the following
purposes:

1. To terminate and fund external asset managers within the asset class;

2. To rebalance strategies and investment managers within an asset class; or

3. Toraise or invest cash within the asset class.

Asset class transitions may be accomplished through the use of designated asset class
transitions portfolios or through the use of ACCS.

C. Transition portfolios shall be subjected to oversight in order to:
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1. Establish a control structure to ensure and validate that transition portfolio
transactions are executed as intended; and,

2. Confirm that the transition portfolios are used for a permitted purpose and in the
manner set forth by this and other related policies.

Investment Approaches & Parameters
All assets within the transition portfolios shall be held by the CalPERS Custodian and all

transactions shall follow CalPERS’ established execution and settlement procedures.
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XIV. Role of Private Asset Class Board Investment Consultants

The roles of the Private Asset Class Board Investment Consultants are detailed in Appendix 2,
Investment Responsibilities.
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XV.  Governance and Sustainability Strategy

Purpose
The CalPERS Governance and Sustainability Strategy (Strategy) shall be managed to accomplish
the following objectives:

A. Support the achievement of sustainable (including environmental, social, and
governance factors), long-term target risk-adjusted returns for the Total Fund.

B. Contribute to sustainable investment, advocacy, and engagement decision making
across the Total Fund.

Approach & Parameters

The Strategy will be implemented through four channels, supported, where applicable, by the
use of strategic partnerships, consultants, and data providers to advance CalPERS’ investment
and policy objectives. The four channels are:

. Research

. Integration

o Engagement

o Advocacy
Research

The Sustainable Investments Program will support asset-class integration of relevant
environmental, social, and governance (ESG) topics into investment decision-making by
exploring, monitoring, understanding, and communicating new research and information on
ESG topics arising from academia, industry, and from Investment Office staff. Research will
focus on:

e High value risks and opportunities for the PERF

e Implications and developments regard