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ESG (Environmental, Social and Governance) Update 

The District Board requested that the Retirement Board's consideration of ESG investing (also known as 
"social investing") be placed on the Joint Meeting agenda. This memo will summarize the discussions the 
Retirement Board has had on ESG investing, both before and after the District Board's request, and highlight 
some of the issues the Retirement Board is addressing in its discussion of ESG. The Retirement Board will be 
happy to answer any questions the District Board has at the Joint Meeting. 

ESG is a complex topic with many areas that should be addressed before any decisions are made. 

Even though no definition of ESG will be agreed upon by all investors and professionals, the following one 
provided by Carolyn Smith of NEPC (the Retirement Board's investment consultant) is a good one: 

Impact investing or socially responsible investing can be defined as any investment focus that has a goal beyond financial 
return. Many of the goals fall under broad categories covering Environmental, Social and Governance (ESG) issues. ESG 
investing is based on the premise that companies incorporating sound ESG policies may achieve reputational benefits and 
potential financial outperformance. Responsible investing takes on many different forms ranging from the elimination of 
one type of stock (i.e., no tobacco, fossil fuel) to sustainable investing (i.e, investing in companies that are addressing 
environmental issues). ESG analysis isn't simply a screening approach that restricts the investable universe, but also uses 
positive screens to identify companies with the best ESG characteristics. ESG investing approaches may also involve active 
proxy voting, company engagement and public policy work. 

On several occasions over the last decade, the Retirement Board has discussed various aspects of"Impact 
Investing", Socially Responsible fuvesting, or ESG investing. These discussions did not lead to any 
Retirement Board action and the discussion never lasted more than a couple of meetings. At the April 2016 
Board meeting, Chair Lewis requested that we place "Impact fuvesting" or ESG on the May agenda. Since 
that meeting, the Board has discussed ESG at each of its monthly meetings. 

In discussing ESG investing the Retirement Board is aware that it needs to keep in mind its fiduciary duties 
and be mindful of Proposition 162 which states in part: 

The members of the retirement board of a public pension or retirement system shall discharge their 
duties with respect to the system 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. A retirement board's duty to its 
participants and their beneficiaries shall take precedence over any other duty. 
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Below you will find a very brief summary of the issues pertaining to ESG that have been discussed at our 
Board meetings since May. 

May Meeting: We held a high level lengthy discussion on ESG and Impact Investing. 

June Meeting: Brief discussion on ESG. Board requested that NEPC provide additional information at the 
July meeting pertaining to how our investment managers utilize ESG. 

July Meeting: Discussed report prepared by NEPC on how our investment managers use or don't use ESG. 

August Meeting: Briefly discussed a new NEPC memo on ESG. Discussed staffing issues and how they 
impact the ESG decision-making process. The Board instructed Hugo to write a memo summarizing the 
recent Retirement Board discussions on ESG. 

September Meeting: Discussed with PIMCO, one of our fixed income investment managers, their use of 
ESG factors in their investment process. 

The Retirement Board is in the process of discussing the following issues pertaining to ESG ( other issues will 
also need to be addressed): 

• How much Board and staff time should be devoted to researching and discussing ESG investing? The 
staffing issue is a key concern at the moment given recent turnover in the department. 

• Since the Board has only two separately managed accounts (Dodge & Cox and SANDS) how would 
an ESG policy be implemented with our other managers? Would an ESG policy only impact our 
separate account managers or could a policy address other managers? 

• What ESG issues would the Board want to focus on (tobacco, corporate governance, labor issues, 
fossil fuels, guns)? 

• What form of ESG investing would a Board policy include? For example, would the policy 
incorporate one or more of the following: 1) divestment of certain types of stocks; 2) incorporation of 
positive screening for ESG factors either at the stock or manager selection level; 3) inclusion of 
corporate governance activities such as proxy voting, company engagement and/or public policy 
work? 

• The ESG policy would need the votes of at least three Board members. What policy could a majority 
of the Board agree on? 

• As a small fund, how much impact can our decisions have, and would the time and energy the Board 
spends on ESG be better spent on other investment issues? 

The issues pertaining to how the Retirement Board will deal with ESG are complex and will require a good 
deal of Retirement Board discussion. Additional input will need to be solicited from the Retirement Board's 
attorney, investment consultant, and staff before any major decisions are made. 
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