June 24, 2019
Henry T. Jones, President, CalPERS Board of Administration; and board members California Public
Employees’ Retirement System
Cc: Ben Meng, Chief Investment Officer
Beth Richtman, Managing Investment, Director for Sustainable Investments
Sharon Hendricks, Board Chair, CalSTRS Teachers’ Retirement Board; and board members California State
Teachers’ Retirement System
Cc: Christopher Ailman, Chief Investment Officer
Kirsty Jenkinson, Director of Corporate Governance
Grant Boyken, Public Affairs Executive Officer

Re: Reporting on climate-related financial risk, in compliance with SB 964
The Union of Concerned Scientists (UCS) is writing on behalf of our 75,000 supporters
across California in support of robust climate-related financial risk disclosure by CalPERS
and CalSTRS. UCS is a national science advocacy organization with an office in Oakland,
California, working to advance solutions for climate change, renewable energy, clean
transportation, and climate resilience in California, among other pressing issues. Our fossil
energy accountability campaign strives to hold the fossil fuel industry accountable to
emerging societal expectations for responsible action on climate change.
We have considered the language in California Senate Bill 964 and respectfully submit for
your consideration the following recommended guidelines for the disclosure of climate risks
related to the oil and gas industry. UCS’s recommendations complement those offered by
Fossil Free California and Environment California. We believe these proposals will
strengthen the CalPERS and CalSTRS investment portfolios, respond to the intent of the
legislature, and facilitate full disclosure of climate-related risks to the fund beneficiaries. As
the initial report is due by January 1, 2020, and to be repeated on a tri-annual schedule, the
first report will set an important benchmark in climate-related risks reporting for both
CalPERS and CalSTRS, as well as for other pension funds across the country considering
similar reports.
SB 964 requires CalPERS and CalSTRS to report on climate-related financial risks in general
and in specific, both by describing the "alignment of the fund with the Paris climate
agreement and California climate policy goals 1 and exposure of the fund to long-term risks".
In order to be in alignment with the Paris climate agreement's goal of keeping global
temperature increase well below 2 degrees Celsius (2°C) and striving to limit it to 1.5°C
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above pre-industrial levels, the fund should focus its identification and analysis of climaterelated risks on portfolio holdings in the energy sector. The findings of the Intergovernmental
Panel on Climate Change (IPCC) Special Report on Global Warming of 1.5°C 2 and the 4th
National Climate Assessment 3 underscore the urgent need to reduce emissions to net-zero by
mid-century—and burning fossil fuels for electricity, heat, and transportation is the largest
source of global warming emissions from human activities.
The energy sector, as defined by the Task Force on Climate-related Financial Disclosures
(TCFD) and encompassing the oil and gas, coal, and electric utility industries, is inextricably
linked to climate change and holdings in this sector deserve an in-depth examination to
accurately assess their climate-related risks. Scientists can now quantify 4 the global warming
emissions, global average temperature increase, and sea level rise attributable to the productrelated emissions of particular fossil fuel companies.
These industries face a unique mix of transition risks, such as regulatory risks, market risks,
and reputational risks, as well as physical risks to infrastructure due to sea level rise, higher
temperatures, and acute weather events. Climate change represents a greater risk than the
financial industry has seen before. The cost of climate disasters is rising exponentially as we
see more frequent and severe weather events, and potential changes in public perception hold
a reputational risk for companies involved in the energy sector. The rapid bankruptcy of
PG&E after two years of wildfires is a sobering example of this climate-related risk in
California.
Of the transition risks faced by this sector, the clearest financial risk to the funds will be from
the potential carbon bubble, similar to the housing bubble of 2008. CalPERS and CalSTRS
investments in the energy sector could have an outsized impact on the funds' bottom line in
the event of a rapid transition to a low-carbon economy. Legislative and regulatory action to
decarbonize the economy along with market gains by cheaper and cleaner sources of energy
could make investments in companies with high greenhouse gas emissions a high-risk
endeavor.
The fossil fuel industry is also deserving of scrutiny given its history of obscuring climaterelated risks from investors. The New York Attorney General sued ExxonMobil in 2018,
alleging that the company misled investors about the risks that climate change regulations
posed to its business. Major fossil fuel companies that UCS has examined5 lack robust
disclosure of climate-related risks and an increasing number of other large asset owners and
money managers have shown concern about this issue.
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Additionally, the fossil fuel industry is facing numerous lawsuits from California cities and
counties seeking to recover the costs of climate damages and preparedness. Sea level rise is a
critical issue for beachfront housing and infrastructure. 6 The risks to California property and
tax base throughout the coastal regions due to sea level rise 7 is a significant and urgent issue
that will have financial ramifications throughout the state. Major fossil fuel companies have
also been named as defendants in a lawsuit filed by the Pacific Coast Federation of
Fishermen's Associations seeking to hold them accountable for damage to the Dungeness
crab fishery due to rising ocean temperatures.
The prospect that major fossil fuel companies will be held responsible for climate damages is
a financial risk, and these companies also face serious reputational risks for knowingly
misleading 8 the public about the climate risks of their products for decades. A newly released
nationally representative survey 9 conducted by Yale University’s Program on Climate
Change Communications (YPCCC) and supported by UCS found that a majority of US
residents—and nearly two-thirds of Californians—think fossil fuel companies should pay for
some portion of global warming damages. The poll also found that more than seven in ten
Californians distrust fossil fuel companies.
With these numerous and varied climate-related risks in mind, UCS puts forward the
following disclosure recommendations.
For each company in the energy sector, please disclose the following risks in line with TCFD
recommendations. 10
Transition Risks – Policy & Legal
Estimated annual emissions, including from the end use of its products (Scope 3), following
the methodology in the Carbon Majors Database 11 or other cited source
Anticipated reserves and resources at risk of not being profitably produced from the existing
company portfolio and from future exploration in the event of global, federal, or state climate
regulation in line with the Paris climate agreement's global temperature goal
Exposure to climate-related litigation, including liability lawsuits
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Status of company disclosure in line with the TCFD recommendations, particularly the
inclusion of climate-related financial risks in financial filings.
Transition Risks – Technology
Anticipated reliance on carbon dioxide removal technologies, also known as negative
emissions technologies, and company financial investment in research and development for
said technologies
Investments in low-carbon technology research and development as a proportion of overall
research and development spending and future budget allocations
Transition Risks – Market
Holdings as of reporting date, showing book value, market value, and the funds' holdings as a
percentage of company ownership
The funds' shareholder engagement activities in 2019, including descriptions of resolutions,
sponsored, resolutions supported, acceptance or rejection of resolutions, and non-proxy
engagements
Transition Risks – Reputation
Annual company expenditures on climate-related lobbying at the federal and California state
levels
Company affiliation with, leadership positions in, and climate policy alignment with trade
associations and other industry groups, such as American Legislative Exchange Council,
American Petroleum Institute, National Association of Manufacturers, US Chamber of
Commerce, and Western States Petroleum Association
Physical Risks
Acute and chronic physical risks posed by climate change to company operations and
physical infrastructure, including the ability of projects to deliver services in the face of
climate change 12
Climate resilience assessments of new and existing company infrastructure, including social
equity metrics and life-cycle cost assessments for surrounding communities.

We offer this approach and outline in the expectation that CalPERS's and CalSTRS's
reporting in response to SB 964 will provide a model for other funds and institutional
investors confronting the reality of climate-related financial risks. The adoption of a robust
reporting protocol, particularly in regards to the energy sector, will strengthen the funds'
portfolio and provide companies with clear incentives to report adequately in this space.
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Sincerely,

Nicole Pinko,
Corporate Analyst and Engagement Specialist
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Western States Director
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