Investment Committee

. CalPERS Agenda ltem 6a

August 15, 2016

Item Name: Revision of Real Assets Policies — Second Reading
Program: Real Assets
Iltem Type: Action

Recommendation
Approve the revised Real Assets Program Investment Policy.

Executive Summary

The Real Assets Program Investment Policy (Policy) was presented to the Investment
Committee (Committee) for a first reading on June 13, 2016. The revised Policy includes the
following changes since the first reading to promote greater clarity:

¢ Non-substantive, clarifying edits were made to the Staff Authority Limits table in
Appendix 3, Investment Constraints/Limitations.

e Also in Appendix 3, more specificity was added to the section on Partner Relationship
Exposure limits as applied to investments with no external manager.

The above changes are denoted by track changes within Attachment 1. Staff seeks approval of
the Policy to align it with the Total Fund Investment Policy (Total Fund Policy) and to simplify the
Policy through the removal of procedures.

Strategic Plan

This agenda item supports the CalPERS Strategic Plan to improve long-term pension and health
benefit sustainability. The review of the revised policy will ensure that CalPERS is able to
effectively achieve its investment objectives through clear and current investment policy
documentation.

Investment Beliefs

This agenda item supports CalPERS Investment Belief 9, Risk to CalPERS is multi-faceted and
not fully captured through measures such as volatility or tracking error, and Belief 10, Strong
processes and teamwork and deep resources are needed to achieve CalPERS goals and
objectives.

Background

Investment policy development was identified as posing a medium compliance and operational
risk during Fiscal Year 2013-14, and as a result, the Investment Policy Revision Project (Project)
became a key Investment Office Roadmap Initiative for 2014-16. In March 2015, the Committee
approved the adoption of the Total Fund Policy as part of the plan to minimize complexity,



improve transparency, and strengthen processes, systems, governance, and controls. The next
phase of the Project was to align each individual program investment policy with the new
framework of the Total Fund Policy in furtherance of the Project’s objective of consolidation,
clarity, and standardization. The alignment of the Policy for Real Assets was deferred until the
Committee could review and approve the new strategic plan for Real Assets. With the approval of
the Real Assets strategic plan this past April, staff is bringing these proposed policy revisions
forward.

Analysis

Incorporating these revisions will continue the policy simplification process while aligning the
Policy with the Total Fund Policy, eliminating procedural or duplicative language, consolidating
CalPERS specific terms within the Glossary, and reducing operational risks by more clearly
defining the Committee’s desires and intentions with respect to staff’s role in implementing the
Policy.

Following the Committee’s approval of the Policy, Staff will require approximately 6-12 months
to update systems and processes in order to implement the new Strategic Plan and policy
changes. Reporting on policy compliance will be effective post implementation.

Budget and Fiscal Impacts
Not applicable.

Benefits and Risks

As noted above, approving the requested policy changes will minimize complexity, enhance the
transparency of investment processes and strategy, and strengthen processes, systems,
governance, and controls. Staff does not perceive any risks posed by the adoption of the
revised Policy. The risks of not approving this Policy include lack of clarity and direction to staff
as they implement the various investment programs, thereby increasing the risks of missed
opportunities and failure to comply with the Committee’s policy directives.

Attachments

Attachment 1 — Proposed Real Assets Program Policy

Attachment 2 — Current Real Assets Program Policy

Attachment 3 — Pension Consulting Alliance Opinion Letter — Real Estate
Attachment 4 — StepStone Group Opinion Letter — Infrastructure
Attachment 5 — Wilshire Associates Opinion Letter — Forestland

D. CalPERS
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Managing Investment Director
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Investment Director
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California Public Employees’ Retirement System
Investment Policy for
Real Assets (RA) Program

August 15, 2016
This policy is effective immediately upon adoption and supersedes all
previous real assets policies.

The California Public Employees’ Retirement System (CalPERS) Total
Fund Investment Policy, adopted by the CalPERS Investment
Committee (Committee), sets forth the CalPERS investment beliefs
and overarching investment purposes and objectives with respect to
its investment programs. The CalPERS Total Fund Investment Policy
specifically covers key areas of investment strategy, including
performance objectives, asset allocation strategies, benchmark
selection, investment risk management, and derivatives, leverage, and
divestment policies, among other elements that are applicable to all
asset classes and programs at CalPERS.

This document sets forth the investment policy (Policy) for the Real
Assets Program (Program). The design of this Policy ensures that
staff, investors, managers, consultants, and other participants
selected by CalPERS take prudent and careful action while managing
the Program. Additionally, use of this Policy assures sufficient
flexibility in managing investment risks and returns associated with
this Program.

This Policy should be read in conjunction with and is subject to
conditions contained within the CalPERS Total Fund Investment
Policy. Staff shall manage this Policy in compliance with all applicable
Investment Office policies.

The Program’s strategic objective is to provide stable and predictable
cash yield, diversification of equity risk, and inflation protection.

The benchmarks for the Program are specified in the Benchmarks
section of the Total Fund Investment Policy.

Details regarding various levels of responsibility for this Program are
provided in Appendix 1, Reporting to the Investment Committee, and
Appendix 2, Investment Responsibilities.



http://www.calpers.ca.gov/docs/total-fund-investment-policy.pdf
http://www.calpers.ca.gov/docs/total-fund-investment-policy.pdf
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California Public Employees’ Retirement System
Investment Policy for
Real Assets (RA) Program

Investment 1. Real Assets Program Allocations
Approaches & Program allocation targets and ranges are listed in the Total Fund
Parameters Investment Policy, Appendix 4.

2. Diversification and Limits
To mitigate risk, staff shall maintain an appropriate level of
diversification within the Program. Staff shall monitor the Program
for adherence to the key policy parameters specified in Appendix 3
to this Policy (Key Policy Parameters), inclusive of all risk
classifications, geographic guidelines, and leverage characteristics.
Ranges will be based on current net assets at fair market value.

3. Infrastructure Parameters
The Key Policy Parameters pertaining to risk and geographic
segments will apply to the Program’s infrastructure portfolio only when
the NAV for that portfolio exceeds $5.0 billion.

Investment See Appendix 3 for program investment constraints.
Constraints/

Limitations

Glossary of

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

Terms

Policy See Appendix 4 for historical details of the Committee’s adoption of, and
Document subsequent revisions to, this Policy.

History



http://www.calpers.ca.gov/docs/specific-glossary-terms.pdf
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California Public Employees’ Retirement System
Real Assets (RA) Program Policy Appendices

See the Total Fund Investment Policy appendices for overarching reporting
requirements and responsibilities for the Investment Committee, staff, General Pension
Consultant, and Private Asset Class Board Investment Consultant.

Appendix 1
Reporting to the Investment Committee

The following tables provide details regarding reporting to the Investment Committee:
¢ Investment Office staff
e General Pension Consultant

Investment Office Staff

Report Content Frequency

1. Staff shall provide an Annual Program Review that will include a No less than annually
program overview, investment review, and business review in
general conformance with the Annual Program Review Template.

2. Staff shall report concerns, problems, material changes, and all At the next
violations of the Policy. These reports shall include explanations of | Committee meeting,
any violations and appropriate recommendations for corrective or sooner if deemed
action. necessary

3. Staff shall maintain a Strategic Plan approved by the Committee At a minimum every
setting forth CalPERS’ long-term objectives for investment and five years

management of the Program. Changes to the Strategic Plan require
Committee approval.

General Pension Consultant

Report Content Frequency

1. The Consultant shall monitor, evaluate, and report on the No less than annually
performance of the Program relative to the benchmarks and this
Policy and other applicable CalPERS policies.



http://www.calpers.ca.gov/docs/total-fund-investment-policy.pdf
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California Public Employees’ Retirement System
Real Assets (RA) Program Policy Appendices

Appendix 2
Investment Responsibilities

The following tables provide details regarding investment related responsibilities for the:
¢ Investment Office staff
e General Pension Consultant
o Private Asset Class Board Investment Consultants
¢ Managers/Partners
As used in this Policy, the term “manager” refers to third-party managers under the
Program, and the term “partner” includes managing members of LLCs.

Investment Office Staff Responsibilities

1. All aspects of portfolio management including monitoring, trading, analyzing, evaluating
performance relative to the appropriate benchmark, and selecting and contracting with
managers/partners consistent with all applicable policies and procedures.

2. Develop and maintain investment procedures, program guidelines, and sub-program
guidelines.

3. Screen and evaluate investment proposals consistent with the Program’s constraints and
limitations in Appendix 3 and applicable investment policies and procedures.

4. Execute approved investment transactions, including negotiating investment agreements,
performing initial and ongoing due diligence, and closing transactions.

General Pension Consultant Responsibilities

1. Provide independent perspective and counsel to the Committee, to include routine
communication with the Investment Office staff and periodic reviews of processes and
procedures.

Private Asset Class Board Investment Consultants Responsibilities

1. The responsibilities of the board consultants for each portfolio (real estate, infrastructure,
and forestland), who report directly to the Committee, are specified in the “Private Asset
Class Board Investment Consultants” section of, and the reporting and responsibility
appendices to, the Total Fund Investment Policy.

Manager/Partner Responsibilities

1 Manage its allocated portion of the Program in accordance with (a) each manager/partner’s
contract or partnership/operating agreement with CalPERS and (b) applicable policies.

2 Communicate and cooperate with Investment Office staff and authorized third parties
regarding the management of its allocated portion of the Program.
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California Public Employees’ Retirement System
Real Assets (RA) Program Policy Appendices

Appendix 3
Investment Constraints/Limitations

Staff Authority Limits’
Net Asset Value (NAV) in billions

Real Estate Infrastructure Forestland

The Managing Investment Director % g % g % g

(MID) and Chief Investment Officer £ = g = & =

(CIO) limits apply to-a-partrer 2 8 Z 8 Z 8

relationship-per commitment-or-a-direct g 2 g 2 %’ z
frensecten. = = =

Managing Investment Director $3 $3 $1 $1 $1 $1

Chief Investment Officer $6 $6 $2 $2 $2 $2

Fiscal Year Limit applies to cumulative partrerrelationship-commitments-and-direct
transactions.

Fiscal Year Limit $10 $10 $3 $3 $3 $3

'All limits_(i) include additional commitments made for investments in existing assets and for
debt paydowns, and (ii) apply only to the amount committed or invested, excluding any

leverage.-Albborrowings-ofHeverage-are-excluded:

Key Policy Parameters

. Partner Relationship Exposure
The maximum Partner Relationship Exposure for the Program is 20%. Similarly, the

maximum exposure to outstanding investments with no External Manager is also
20%. For purposes of this Appendix 3,

a. “Partner Relationship Exposure” means, with reference to any given Partner
Relationship, the ratio of (ai) the NAV of assets under management with such
Partner Relationship, plus total unfunded commitments, to (bii) the total NAV
of the Program plus total unfunded commitments; and

b. “Partner Relationship” means, collectively, the total investment allocation with
any one manager or partner, or, in cases where the Program has investments
with multiple members of an affiliated group of managers and/or partners, the
investment allocation with that affiliated group.
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California Public Employees’ Retirement System
Real Assets (RA) Program Policy Appendices

2. Risk Classifications
The Program will be divided into three risk classifications: core, value add, and
opportunistic. Individual assets will be assigned to the appropriate risk classification.
The permitted NAV ranges for each classification within the Program and each
portfolio are as follows:

Classification Real Assets Real Estate Infrastructure Forestland
Core 75-100% 75-100% 60-100% 75-100%
Value Add 0-25% 0-25% 0-25% 0-25%
Opportunistic* 0-25% 0-25% 0-25% 0-25%

*Development or build-to-core assets within the opportunistic risk classification will

have a limit of 10% of the Program and each portfolio.

Geography

Staff will pursue a global real assets investment strategy, with emphasis in the

United States. The following NAV ranges will apply across the Program and each

portfolio:
Region Real Assets Real Estate | Infrastructure Forestland
United States 70-100% 75-100% 50-100% 50-100%
International o o o o
Developed Markets 0-30% 0-25% 0-50% 0-50%
International 0-15% 0-15% 0-15% 0-15%
Emerging Markets
International o o o o
Frontier Markets 0-5% 0-5% 0-5% 0-5%

International markets are defined as developed, emerging, and frontier, based
on the FTSE Global Equity Index series. In addition, staff, with input from its
external consultants, shall monitor concentrations by region, country, and
metropolitan area.

4. Public Securities
Public securities will not exceed 10% of the Program.

5. Leverage
Leverage limits are imposed at both the Program and the portfolio level. Leverage
limitations shall be measured on a loan-to-value (LTV) ratio and debt service
coverage ratio (DSCR) basis.

Leverage Real Assets Real Estate | Infrastructure Forestland
LTV 55% 50% 65% 40%
DSCR (minimum)
Total 1.40 1.50 1.25 1.25
Core N/A 2.00 N/A N/A
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California Public Employees’ Retirement System
Real Assets (RA) Program Policy Appendices

Appendix 4
Real Assets Program Policy Document History

Date Detail

2011-04-11 | Approved by the Policy Subcommittee

2011-05-16 | Adopted by the Investment Committee

2011-06-15 | Approved by the Policy Subcommittee

2011-08-15 | Adopted by the Investment Committee

2013-04-15 | Approved by the Investment Committee

2013-12-16 | Approved by the Investment Committee

2014-05-28 | Administrative changes to (1) align this policy with the Global Derivatives and
Counterparty Risk Policy, and (2) to standardize reporting frequencies to the
Investment Committee to “no less than annually”

2014-05-28 | Administrative changes to reflect the Policy Glossary of Terms Update Project
2016-02-16 | Approved by the Investment Committee

Added Attachment D, Investment Limits and Constraints, to incorporate
Investment Restructuring Project revisions

2016-08-15 | Approved by the Investment Committee

Reformatted to incorporate Investment Policy Revision Project revisions
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CALIFORNIA PUBLIC EMPLOYEES' RETIREMENT SYSTEM
STATEMENT OF INVESTMENT POLICY

FOR
REAL ASSETS

February 16, 2016

This policy is effective immediately upon adoption and supersedes all previous Real
Estate, Inflation-Linked Asset Class, and Real Assets policies.

PURPOSE

4
¢

I S")/Investment
0 e CalPERS
overarching

ment programs.

The California Public Employees’ Retirement Syst
Beliefs and Total Fund Statement of Investment Policy
Investment Committee (“Committee”), sets
investment purposes and objectives with respect t

This document sets forth the investme for the Real Assets

Program (“Program”), consisting of the
A. Attachment A — Real Esta

B. Attachment B — Infrastructure"R®cogram
C. Attachment C — Fore ram
D. Attachment D — Investment Limits and Constraints

The design of ures that investors, managers, consultants, and
other participants cted by CalPERS take prudent and careful action while

managing ,th rograp. Additionally, use of this policy assures sufficient
ing investment risks and returns associated with the Program.

th
its Atta

ittee has authority to waive any provision of this Policy, including
reflecting the component programs.

RA IC OBJECTIVE AND ROLE

A. The strategic objective of the Program is to provide long horizon income
return that is less sensitive to inflation risk.

B. The strategic role of the Program is to meet a real rate-of-return of 4
percent, after fees.
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[I. RESPONSIBILITIES

A. CalPERS Investment Staff (“Staff”) is responsible for the following:

1.

All aspects of portfolio management including monitoring,
analyzing, and evaluating performance relative to the appropriate
benchmark.

Reporting to the Committee no less than annually and more
frequently if needed about:

a. The performance of component progra p o the
respective benchmarks; and, ¢

b. Actual Program allocations com d targets and
ranges.

Monitoring the implemen ompliance with, the
O DNCE problems, substantial

Guidelines and Policies at the next
Committee meeting. All eveits deemed materially important will
immediately. These reports shall
include explana violations and appropriate

recommendatio rrective action.

B. The responsibi of Gomponent program Board consultants, who report

r

ee, are specified in the Role of Private Asset
vestment Consultants Policy.

ee, on the performance of the Program relative to the strategic

, component program benchmarks, and Policy.

or component programs that are managed by an External Manager

(“Manager”), the Manager is responsible for aspects of portfolio
management as set forth in each Manager’'s contract with CalPERS and
shall fulfill the following duties:

1.

Communicate with Staff as needed regarding investment strategy
and investment results.



VI.
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2. Monitor, analyze, and evaluate performance relative to the agreed
upon benchmark.

3. Cooperate fully with CalPERS Staff, Custodian, and component
program consultants concerning requests for information.

4. Specific responsibilities of each component program Manager are
detailed in the appropriate attachment.

BENCHMARK
The benchmarks for the component programs are specified i B arks
Policy. L 3

INVESTMENT APPROACHES AND PARAMETERS

A. Real Assets Program Allocations

a d in Table 1 below.
age of the market value of the

Program allocation targets and
Allocations are expressed as 2
CalPERS Total Fund.

Table 1: Program Allocatio

Component Range*
Real Estate 7.0% - 13.0%
Infrastructure 1.0% — 3.0%

1.0% 0.0% — 2.0%

Forestland

13.0% 8.0% — 18.0%

ra e detailed in the appropriate attachment.

C. transactions involving derivatives are governed by CalPERS Global
rivatives Strategies and Counterparty Risk Policy.

CALCULATIONS AND COMPUTATIONS

Specific descriptions of each component program calculations and computations
requirements are detailed in the appropriate attachment.
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VIl.  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.

Real Assets Program

Approved by the Policy Subcommittee April 11, 2011
Adopted by the Investment Committee May 16, 2011
Policy Effective July 1, 20

Revised by the Policy Subcommittee June 15, 2011

Approved by the Investment Committee

Approved by the Investment Committee

Approved by the Investment Committee R 2

Administrative changes to (1) align this policy with the Glob
Derivatives and Counterparty Risk Policy, and (2) to standardi
reporting frequencies to the Investment Committee to “no |
than annually”

Administrative changes to reflect the Policy Glos May 28, 2014
Update Project
Approved by the Investment Committee February 16, 2016

Added Attachment D — Investment Limits and Co aints

The following attachments were presiouslisindividual policies or component
programs of individual policies aregpowseonsolidated into the Real Assets
policy. The dates below reflect t evis history for each document.

Attachment A — Real

Approved b licgSubcommittee: April 17, 2009
Adopte eln ent Committee: June 15, 2009
Admi an due to adoption of Benchmark Policy: October 30, 2009
Appiov y the”Investment Committee: April 19, 2010
d he Investment Committee: April 15, 2013
ttachm Infrastructure
Formerig, Part of the Inflation Linked Asset Class (ILAC)

proved by the Policy Subcommittee: June 16, 2008

opted by the Investment Committee: August 18, 2008
Revised by the Policy Subcommittee: November 16, 2009
Approved by the Investment Committee: December 14, 2009
Revised by the Policy Subcommittee: April 19, 2010
Approved by the Investment Committee: May 17, 2010

Revised by the Policy Subcommittee June 15, 2011


https://www.calpers.ca.gov/docs/specific-glossary-terms.pdf
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Attachment C — Forestland

Formerly Timber Real Estate

Approved by the Policy Subcommittee:
Adopted by the Investment Committee:
Revised by the Policy Subcommittee:
Approved by the Investment Committee:
Revised by the Policy Subcommittee:
Approved by the Investment Committee:
Revised by the Policy Subcommittee:
Approved by the Investment Committee:

Name changed to Forestland Program
Revised by the Policy Subcommittee:
Approved by the Investment Committee:
Revised by the Policy Subcommittee:
Approved by the Investment Committee:

August 12, 1998
Sept 14, 1998

October 6, 2000
November 13, 2000
December 14, 2001
December 17, 2001
DecembeiglO, 2004
February 14, 2005

, 2010
17, 2010



Agenda Item 6a, Attachment 2, Page 6 of 60

Attachment A
REAL ESTATE PROGRAM
May 28, 2014
PURPOSE

This attachment to the Real Assets Policy sets forth the invest t policy
(“Policy”) for the Real Estate Investment Portfolio (“Portfolio”).

Il. STRATEGIC OBJECTIVE AND ROLE

R Assets Rolicy,
t lowing:

A. In addition to strategic objectives described
section Il., the Portfolio shall be managed, to ac

1. Provide a low correlation to equi overall CalPERS

Investment Portfolio;
2. Generate stable cash yie ily for CalPERS; and,

3. Provide a hedge against inflati

overall CalPERS Investment Portfolio is
high and the risk co equities is higher, the role of Real
Estate in the overall Investment Portfolio will be stable income
oriented, moder I ed, low risk, and low correlation with equities.
To fulfill this r te will have ownership risk in real properties
with stable ldsy The major driver will be income, of which the
majority wilkbe c d. Real Estate is also a partial inflation hedge.

B. As the equity allocation _in

A. ad responsibilities described in the Real Assets Policy, section
[EQStaffisS also responsible for the following:

1 Reporting to the Committee no less than annually, in the form of a
Program Review, the following items:

a. Policy Variance. Information comparing actual Portfolio
composition versus the Policy limits and ranges for Key
Policy Parameters. This section shall include:

(1) \Variances for each Key Policy Parameter;
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(2) Explanations of the variances and non-compliance, if
any; and,

(3)  When applicable, a summary update of the corrective
plan and timeline to return the Portfolio to compliance
with Policy.

Leverage. Information listing the:

(1) Amount and the type of leverage, includingSgecourse
and non-recourse amounts; and,

(2) Incremental changes to tige re€oursegand
recourse leverage amoun

Investment Activity. Information s anzing:

@ sideration;

(1) Investment pro

(2) Investment, ition, and Debt Financing
ment Transaction Amounts”) in
3) Transaction Amounts closed during the

an Update. Information outlining progress
entation items in the most recent Real Estate

créening, evaluating, and approving investment proposals that
eet al Estate Delegation Resolution authority (“Delegated
ority”) guidelines.

reening, evaluating, and recommending investment proposals
to the Committee that are beyond the scope of Staff’'s Delegated
Authority.

For approved transactions, negotiating investment agreements
and supervising the due diligence team in closing the investment.

In managing the Portfolio, Staff will work cooperatively with the
external resources it has retained as part of the spring-fed pool.
Their primary purpose shall be to serve as an extension of Staff.
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6. Pursuant to Delegated Authority, Staff shall maintain an
investment process including an internal Real Estate Investment
Committee (“REIC”). Each Investment Transaction Amount in
excess of a materiality threshold established in Delegated
Authority will require an independent due diligence engagement
providing a concurring prudent person opinion on the merits of
the transaction following a fiduciary standard of care. The
engagement is to be completed by one of the external resources
in the spring-fed pool.

B. The General Pension Consultant is responsible for:

Monitoring, evaluating, and reporting no less@tharilannually, t@ the

Committee, on the performance of the Portfoli@,reldtive“te, thefben ark
and Policy.

C. In addition to responsibilities described in ; ets Policy, section
lll., each manager and partner is sib |l aspects of portfolio
management as set forth in e age d partner's operating
agreement or contract with Cal

IV. PERFORMANCE OBJECTIVE AND BENC RK
A. The performance objective 0 Portfolio is to meet the two benchmarks.
B. The benchmarks f he | Estate Program are specified in the

Benchmarks Poli
V. INVESTMENT AP @AND PARAMETERS

A. Real e tfolio Allocation

The et@llocation range for the Portfolio is governed by the Real Assets
licy, tion V.
B. Approach

CalPERS shall provide capital to market leading real estate
investment managers globally, with an emphasis on the United
States. As an effective partner, CalPERS will be among the
preferred choices of investment capital. This approach shall be
pursued while maintaining the structures, systems, and processes
to ensure that CalPERS principal is preserved and strategic
objectives achieved.


http://www.calpers.ca.gov/jasper/investments/glossary/term-lookup.jsp?termID=904
http://www.calpers.ca.gov/jasper/investments/glossary/term-lookup.jsp?termID=899
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2. Top-down strategic assessments shall identify portfolio weightings
and identify the most attractive segments of the market for
investing. Based on these assessments, Staff shall proactively
seek the most attractive investment opportunities, while maintaining
appropriate diversification.

3. To manage the level of risk and return in the Portfolio, assets shall
be categorized into risk classifications. Staff shall utilize investment
structures including Commingled Funds, Separate
(investment partnerships), Manager Contracts, Re
Operating Companies, and Downstream Joint V
preferred structure shall be Separate Accounts.
Portfolio shall be in large strategic relationghipsi Investinen

be made in public or private debt or equity pasiti or gther
real estate investments.

Strategic Planning

tte e maintained by Staff
oObjectives for investment and

: nt, approved Strategic Plan shall
be reviewed annually by Staff with ults of the review reported to the
Committee. There may bessi re revisions to the Strategic Plan
are required prior to the a | review. Changes to the Strategic Plan
require Committee a . shall develop and present a new
Strategic Plan at a im every five years to the Committee. The
CalPERS Real e ‘Cansultant (“Real Estate Consultant”) shall review
and comment.

that sets forth CalPERS Ilo

Risk ClassifiCati

jve ri anagement, the Portfolio shall be divided into three risk
s: Core, Value Add, and Opportunistic. Allocations to the
e made to achieve the strategic objectives and fulfill the role
ate in section II.

ff shall assign assets to one of the three risk classifications based on
asset’s overall risk profile after consultation with the Real Estate
onsultant. To the extent practical, individual assets shall be assigned to
the appropriate risk classification. Staff and the Real Estate Consultant
shall monitor quarterly the Portfolio’s actual weightings against the ranges
and targets.
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As investments in the Opportunistic and Value Add risk classifications
mature, their characteristics may migrate towards a more Core-like profile.
Staff and the Real Estate Consultant shall monitor the Portfolio for
instances when changes in the classification of investments are
warranted. Reclassification will be made by Staff after consultation with
the Real Estate Consultant and reported to the Committee.

1.

Core Risk Classification

The Core risk classification includes investments that
predictable current net income yield after debt ser
Core assets shall exhibit institutional qualities th

within their local and regional markets amg of figh g
and construction. Core assets shall iaclud@,investm ated
only in Developed Markets. Core asset N w leverage

and generally low risk/return profiles.

roperty types: Office,
Mixed use projects

debt ser
yea

reasonable time frame, typically one to three
ear nvestment may be required to develop, lease,
re lop, ovate the assets. Value Add assets may have
de leverage and moderate risk/return profiles.
hegValue Add risk classification shall include investments located
imarily in Developed Markets. Stabilized (Core like) private
ets in Emerging Markets shall be considered Value Add.

Opportunistic Risk Classification

The Opportunistic risk classification includes assets that have the
expectation to produce substantial capital appreciation and higher
yields. Current income may be low or non-existent during the
holding period of the asset. Opportunistic investments often exist
because of inefficiencies in real estate or capital markets. The
Opportunistic risk classification shall include investments with
assets located in Developed, Emerging, and Frontier Markets.
Investments in land shall be categorized as Opportunistic.
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Opportunistic investments may have high leverage and high
risk/return profiles.

E. Portfolio Structure

The overall Portfolio will be comprised of two sub-portfolios, the Strategic
and Legacy Portfolios. The Strategic Portfolio will be comprised of assets
that fit the Strategic Plan. The Legacy Portfolio will be comprised of
remaining assets and shall be managed to optimization.

The Strategic Portfolio will be comprised of three sub-portf the Base,
Domestic Tactical, and International Tactical Portfolios, e the
following allocation range limits:

Strategic Portfolio Allocation Range
Base 60 to 100%
Domestic Tactical 0 to 30%
International Tactical

1. Base Portfolio

The objective of the Base olio is generation of stable cash
flows within a lo rm hold Strategy and structure. The risk
profile will be C n profile Income. It will be comprised of
stabilized hi assets in high quality U.S. Primary Market
locations an alPERS Total Fund Portfolio in size.

2. Dome icalPortfolio

bje f the Domestic Tactical Portfolio is to have a focus

nt return which includes a blend of income and appreciation
mponents. Individual investments may have Core, Value Add,

a

Opportunistic risk profiles, but the Domestic Tactical Portfolio
a whole will have a risk profile with a target between Core and

alue Add. The return profile will be growth. It will be comprised
of stabilized, development, and repositioning/distressed situation
assets in the United States varying in size with market
opportunities.
3.

International Tactical Portfolio

The objective of the International Tactical Portfolio is total return
through growth in emerging markets. Individual investments may
have Core, Value Add, and Opportunistic risk profiles, but the
International Tactical Portfolio as a whole will have a risk profile
with a target between Value-Add and Opportunistic. The return
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profile will be income and growth. It will be comprised of
stabilized and development/repositioning ex-U.S. assets varying
in size with market opportunities.

F. Other Programs

To capitalize on trends in the real estate investment industry, the
Committee may from time to time approve other programs. Investments in
real estate assets made under these programs shall complyg with all
provisions of this Policy, including diversification limits and
requirements. To the extent these programs require
direction, such direction will be provided as an attach

Programs that required specific program palicy ach

previous policy or stood alone as separaté, p t | n
governed in full by this Policy include:

1. For Sale Residential and Land De % ogram — Existing
a

assets will be classified as Qppertu shall be managed to
optimization in the Legacy £ Y

2. California Urban Real Estated("CURE”) — Existing assets will be
classified as ValugyAdd or Oppertunistic in either the Strategic or
Legacy Portfolios shall managed according to the

characteristics of the pastfolio as classified; and,

3. Public Real ate ity Securities — the program may be
managed daiern or externally on a passive or active basis

subject t g parameters:

a. ﬁ ortfolio
( Under direction of the Real Estate Unit, the passive

portfolio may be managed internally by the Global
Equities Group.

< 0’ (2) Trading activity will result from the execution of

portfolio allocations made by the SIO-RA and will
occur as often as necessary to maintain the desired
positions of each security.

3) Passive portfolios will attempt to replicate the
characteristics and performance of the benchmark
index. A benchmark index may be a subset of a
market index after screening for sufficient liquidity as
expressed by market capitalization or other criteria.
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(4) The passive portfolio shall undergo reconstitution
periodically as appropriate to the type of index.

b. Active Portfolio

Real Estate Staff may select a group of external managers
for the active portfolio. Manager selection and allocations
shall be approved by the Senior Investment Officer, Real
Assets (“SIO-RA”) and Real Estate Consultant in '
with the CalPERS Contracting Procedures if a
Short selling_strategies shall only be allowed i
portfolio by external active managers aft pro
SIO-RA and Real Estate Consultaqt. Pgrformatce

will be suited to the strategy and geog#@aph andate.
C. Permissible Investments

st @ chosen benchmark

(1)  Securities tha

(2) re companies in partnership or
ith CalPERS in managing and
3) are not contained in the benchmark
ifidex b evertheless present a niche opportunity
ovide a complement to the Portfolio.
d. Stack Concentration

y security position which represents more than 5% of the
oUtstanding shares of that security shall be liquidated as
soon as it is cost effective to do so to avoid SEC reporting
requirements and liquidity constraints.

gricultural Land Real Estate Program — EXxisting assets will be
classified as Opportunistic and shall be managed to optimization in
the Legacy Portfolio.

G. Diversification and Limits

1.

The overall Portfolio shall maintain an appropriate level of
diversification to mitigate risk. Key Policy Parameters shall be
measured at the overall Portfolio level, inclusive of all risk
classifications, geographic guidelines, property types, and leverage
characteristics.
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Classification of investments with respect to the Key Policy
Parameters will be determined by Staff after consultation with the
Real Estate Consultant. Ranges shall be based on current Net
Assets at Fair Market Value. The following are Key Policy
Parameters (with additional Key Policy Parameters specified in
Section X):

a. Risk Classification (Core, Value Add, Opportunisti

The Portfolio shall have the following ranges:

Risk Classification
Core

Value Add
Opportunistic

b. Geographic Guideline

CalPERS shall pt
strategy, with empha
guidelines wll ,apply 3

The global
as follows for purposes of
ographic diversification of real estate
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Region Allocation Definition
Developed 75 -100% As defined by the
Markets FTSE Global Equity
Index Series.
“Developed
Markets” is
further
bifurcated into
US and Ex-US
markets.
US 85 - 100% EI_F giogs +
U r
0 -25% cation outside of
Ex-Ust market as defined
*investment in ove
any one Ex-US
country is
limited to 2
of the total
0-15% As defined by the
FTSE Global Equity
Index Series as

“Advanced Emerging”
or “Secondary
Emerging”

Frontier
Markets

0-5%

Countries not defined
by the FTSE Global
Equity Index Series as
“Developed”,
“Advanced Emerging”,
or “Secondary
Emerging”

In addition, Staff and the Real Estate Consultant shall
monitor concentrations by region, country, and metropolitan

area.
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C. Property Type

The Portfolio will have the following limits:

Limits
Office 45%
Industrial 45%
Retail 45%
Multifamily 45%
For Sale Residential and 10%

Land Development

Hotels
Mixed-Use
Other Property Types

d. Public Securities

Public Securities sh xceed 5% of the Portfolio.
H. Guidelines for Non-Devel Marketsdmvestments

1. CalPERS Emergi arkets Principles

rtners shall be guided by the CalPERS
rkets Principles for all real estate investments

ann basis to thie Committee.

2. ite tions Principles for Responsible Investment
r estments in Developed, Emerging, and Frontier Markets,
f shall make every effort to apply the United Nations Principles
Responsible Investments.

Frontier Market Investing

Frontier Market investing shall be allowed only if approved by the
Committee, with the following exception. Investments in individual
commingled funds which contain strategies for investing up to 10%
in Frontier Markets are permissible and are not required to be
approved by the Committee.
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Interim Portfolio Limits

In order for Staff to implement the Strategic Plan and optimize the Legacy
Portfolio during an anticipated five to seven year transition period to full
compliance with Policy, the Interim Portfolio Limits listed below will
supersede the respective long-term strategic limits detailed above during
the specified time periods.

Note: For illustration purposes, the “July 1, 2017 Forward” colu
tables below represent the applicable long-term strategic p '

The Strategic Portfolio shall have the follewin

interi

range limits:
Limits
Strategic July 1, 2011 to July 1, 2017
Portfolio June 30, Forward
Base Oto 60 to 100%
Domestic 0 to 100 0 to 60% 0 to 30%
Tactical
International 030% 0 to 25% 0 to 15%
Tactical
The overall rtfo shall have the following interim risk
classification ra limi
Interim Range Limits
July 1,2011to | July 1, 2015to July 1, 2017
June 30, 2015 June 30, 2017 Forward
20 - 100% 50 - 100% 75 to 100%
Add 0 - 50% 0 - 40% 0 to 25%
portunistic 0 - 60% 0 - 40% 0 to 25%

he overall Portfolio shall have the following interim geographic

range limits:
Interim Allocation Range Limits
_ July 1, 2011 to | July 1, 2015to July 1, 2017
Region June 30, 2015 | June 30, 2017 Forward

Developed US
Markets

60 to 100%

70 to 100%

85 to 100%
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The overall Portfolio shall have the following interim Property Type

4,
limits:
Interim Property Type Limits
July 1, 2011 to July 1, 2017
Property Type June 30, 2017 Forward
For Sale Residential and 15% 10%
Land Development
Other Property Types 15% 1
5. The overall Portfolio shall have the followin ublic
Securities limits:
Interim Alloca S
Public July 1, 2011 to | Jul July 1, 2017
Securities June 30, 2015 J Forward
Public Oto1 0 to 5%
Securities
6. The overall Portfolio shall h he following Loan-to-Value (“LTV")
limits:

Interim LTV Limits
2011to | July 1, 2015to July 1, 2017
, 2015 June 30, 2017 Forward
Portfolio | LTV | Portfolio | LTV | Portfolio
Limit Limit Limit Limit Limit
50% 50%
60% 60% 55% 50% 50%
65% 50%

erage Ratio (“DSCR”) minimum value limits:

rategic Portfolio shall have the following interim Debt Service

Interim DSCR Minimum Value Limits
Strategic July 1, 2011 to | July 1, 2015 to July 1, 2017
Portfolio June 30, 2015 | June 30, 2017 Forward
Total Portfolio n/a 1.00 1.50
Core 1.50 1.75 2.00

Staff shall report no less than annually to the Committee on actual
exposures compared to both the applicable interim limits as well as

strategic long-term limits in each category.
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J. Quiality Control

1.

T

Staff Internal Procedures Manual

Staff shall maintain an internal procedure manual (“Manual”). The
Manual will provide guidance and mandatory steps for key
procedures, risk mitigation measures, and processes in the Global
Real Estate Unit. Annually, Staff and the Real Estate Consultant
shall review the Manual to ensure the Manual is consigtent with
sound business practices in the institutional investmentiindustry
and that the Real Estate Program is being manage dance
with the Manual. Substantive changes to the the
SIO-RA’s and Real Estate Consultant’s apgsoval

Due Diligence Process

J ) process for new
Investment Transaction AmQuis. pal Estate Delegation
reviews.

Process Monitoring

Staff shall maintai
processing, due dili

ports an@”systems to monitor transaction
, and approvals to ensure timely decision

making and an ve Ss.
Database
Staff gh aiftain information systems, including a relational

se, ide analysis of the Portfolio’s current composition.
tems will assist in maintaining the diversification of the

isk’Parameters

re specific risks associated with investments that shall be

nitored and mitigated. Each segment of the real estate market
tains uncertainties that are unique to it.  Staff shall manage and
onitor and the Real Estate Consultant shall monitor the following major

categories of uncertainties commensurate with the expected return as an
investment proposal is considered:

1.

Concentration Risk

Excessive concentration of the Portfolio in a particular vintage
year, geographic location, product type, or life cycle stage will
increase the volatility and risk of the Portfolio.
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2. Structural Risk

Generally, CalPERS accesses the real estate markets by providing
equity to partnerships. The terms and conditions of these
partnerships will have a material impact on the liquidity of CalPERS
capital.

3. Liquidity

Real estate is an illiquid asset class, particularly during iods of
tight credit markets. In addition, there can be illiquidityhat the
partnership levels of the investment vehicle.

4. Leverage
positive and negative changes in

Specific risk controls assogi
Section X.

rage are detailed in

5. Country Risk

estate markets and financial environments
ment risks. Currency exchange rates will
rnational investments may be subject
ing markets there will be a lack of reliable

Individual country r
will present unique_i

to taxation.
and consi
and de ta. Regulatory environments, legal systems,
and peli stems will vary by country and may change over

ti epatniation of capital is a risk in some countries.
6. %p nt Risk
velopment projects have entitlement risks which require

agement. Changes to the entitlement status of a parcel will
ave dramatic impact on the value of an investment. Generally, the
further along in the entitlement process, the lower the risk.
Development projects also have the potential for construction cost
overruns which can impact returns of the project.
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7. Hazardous Waste

Real estate may be contaminated by hazardous materials. The
cost of clean-up and other liabilities created by environmental laws
associated with contaminated real estate may have a significant
effect on investment returns. The risk may be addressed by
conducting appropriate investigations of potential hazardous
materials contaminations in the due diligence review of the real
estate to assess environmental risk and, if it exists and mitigation is
feasible, adopting appropriate risk mitigation measures.

8. Operating Risk

Real estate investments contain
component. Certain property types
operating component, such as Hotels.

VI. CALCULATIONS AND COMPUTATIONS

A.

VII. INVE

Real Estate Valuations

Real estate valuations shall be govermied by the Statement of Investment
Policy for Appraisal of Cal S Real EState Interests.

Performance Measure

A comprehensivemi

Portfolio shall 9
e

state Quarterly Performance Report for the
d by the Performance Monitoring Unit in
accordance gwi atement of Investment Policy for Appraisal of
CalPERS Real Et Interests. The Global Real Estate Unit shall be
respo e r reviewing and providing comments to Quarterly
Perfor ce orts.

ENRSTRUCTURES

invest capital for the Portfolio through a variety of legal structures,
Commingled Funds, Separate Accounts, Manager Contracts, Real
perating Companies, and Downstream Joint Ventures. Investment
ships in which CalPERS invests may be structured as partnerships,

limited liability companies, corporations, or trusts. CalPERS should be a limited
liability investor in order to limit any loss to the amount of the investment.
CalPERS should possess an appropriate level of control over management of the
investment partnership.
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A. Types of Structures

1. Commingled Fund Structures

a.

In a Commingled Fund, CalPERS is one of many investors
in an investment partnership managed by a general partner
or manager. Investor governance and control provisions for
Commingled Funds should reflect the proportion of capital

being supplied by CalPERS in relation to the capital of the
other investors.
Investments in closed end funds, open e ds, side
by side investments are allowed. ¢

e

b.
C. Commingled Fund structures shal u y under the
following conditions:
(1) The Commingle 5 access to a superior
managemen
(2) The Commingl@d™Fund provides access to a unique
investment strateg
2. Separate Account St res
a. A Sep unt is a form of investment partnership
betw PERS and a manager or partner. It creates a

-on-one relationship to invest capital for the
The manager or partner must undertake the
fidue duty to perform its responsibilities solely in the

must implement a strategy to align the investment interests
of CalPERS and the manager or partner in the Separate
Account consistent with the alignment of interest principles
as detailed in the Manual.

erest of CalPERS and must agree to use reasonable care
ang prudence in performing those responsibilities. Staff

Based on the criteria described in Section VIII.C of this
Policy, CalPERS may enter into Separate Accounts with any
of the following types of managers or partners:

(2) Developers;

(2)  Owner Operators;

(3) Real Estate Operating Companies;
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4) Investment Managers; and,
(5) Emerging Managers.

C. Governance and control provisions for CalPERS in Separate
Accounts should be adequate to protect the interests of
CalPERS considering the amount and term of the capital
commitment of CalPERS, the size and num of the
investments in the Separate Account, the durati
Separate Account, and CalPERS expeéni
relationship with the manager or partner, er or

partner may be given discretiongto ent
transactions as long as all 4tan with
applicable CalPERS Investm the
requirements of the Separate A r ent.

Manager Contracts

a. Manager Contract re contracts between CalPERS
and a manager to omplish a particular investment
strategy, sh@uld be u primarily for Public Real Estate

Securities in ents.

b. ust be structured to comply with
ing policies.
Real Es , Company Investments

ake strategic investments in private companies
ch¥@erive a substantial majority of revenues from real estate
jvities' Operating companies are a high risk/return investment
ill be classified as Opportunistic.

nstream Joint Ventures

a. A Downstream Joint Venture is an investment partnership
between a Commingled Fund or a Separate Account (or
CalPERS directly) and one or more third parties to invest as
co-owners in real estate. Downstream Joint Ventures
increase liquidity risk by increasing the inability of CalPERS
to dispose of its investment in a timely manner and add
credit risk of potential loss due to the default of the third
party Downstream Joint Venture partner.
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b. The governance rights of CalPERS (or its Separate Account) as
well as the right to receive distributions of income and profits
should be proportionate to the amount or value of the
contributions of the Downstream Joint Venture partners.
CalPERS (or its Separate Account) should have an exit strategy
(such as a buy/sell procedure in the Joint Venture agreement) to
permit liquidation of the investment.

Legal Structures

Investment partnership agreements will utilize, to the exte ctigable, a
legal structure which:
- o 4
1. Limits CalPERS financial exposuge; a

2. Minimizes tax, fee, and other liabilitie

Terms

Staff shall maintain, as part of
be included in investment partn
Alignment of Interest Principles.

C

@ al, a standardized list of terms to
p agreements consistent with the

VIIl.  INVESTMENT SELECTION

A.

Investment Authority

ars @hall be selected by CalPERS Staff or the
Committee to Delegated Authority. The Real Estate Delegation
Resolutio pecifi hen Committee approval of an Investment
Trans nYAmount is required.

Managers and

=

Invi e rocess

n has Delegated Authority, the following steps are required to be
C d prior to closing an Investment Transaction Amount:

SIO-RA. SIO-RA approval is required after review by the REIC;

2. Independent Due Diligence Concurring Opinion. For Investment
Transaction Amounts in excess of a materiality threshold
established in Delegated Authority, an independent due diligence
engagement is required to be performed. In such cases, a written
favorable concurring prudent person opinion on the merits of the
transaction, following a fiduciary standard of care, is required,;
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Policy Compliance Review. The Real Estate Consultant is
required to document the transaction complies with Policy and
Delegated Authority; and,

Legal Review. For Investment Transaction Amounts in excess of a
materiality threshold established in Delegated Authority, the Legal
Office is required to document the transaction complies with
Delegated Authority.

Investment Criteria

Prospective managers and partners and investments
for selection based upon, but not limited to, the followingcriterigk

10.

be ated

The suitability of the prospective investment s
Real Estate Strategic Plan.

The expected risks and
investment’s impact on the

The investment time hori
investments.

and potential exit strategies for

The quality, stability, | rity, and experience of the management
team.

The man am'’s track record.

The e Strategy of the proposed investment and its

anceWwith’ CalPERS policy and the management team's track
ecifically with respect to utilization of leverage.

ility and willingness of the organization to dedicate sufficient
ources and personnel to optimally manage CalPERS
stments.

The reasonableness of investment terms and conditions, including
provisions to align interests of the firm, the management team, and
CalPERS.

The amount of Co-investment by the firm and the management
team.

The profit sharing plan of the firm.
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11. The appropriateness of management controls and reporting
system.
12. The potential tax liabilities of the investment.

Investment Parameters

1. Subject to the provisions of Section VIII.D.7 below, CalPERS will
not participate in private real estate investment strategieg, that rer
on or result in eliminating rent-regulated housing units,
such units to market rate units, or raising rents a
levels as determined by the appropriate governin

2. This Section is intended to prevent the
or workforce households in rent regula
Section is not intended to prohibit i
create new, or redevelop eX|st|ng
|nclud|ng, without limitation

a. g units that are demolished as part
phoject are replaced with new rent-
b. siding in rent-regulated units who are

sult of such strategies receive relocation

tion shall not prohibit investment in existing low income
sing“ax credit or multi-family housing revenue bond financed

S with regulatory agreements that limit, among other things,
wable rent increases.

ent increases permitted by federal, state, or local law, regulation,
ordinance or agreement for rent-regulated properties shall be
deemed appropriate and consistent with this Policy.

5. This Section shall not prohibit lawful eviction for cause (e.qg., illegal
activity, tenant safety issues or non-payment of rent) or activities
that are necessary to carry out the creation of new or
redevelopment of existing rent-regulated housing units described in
Section VIII.D.2 above.
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6. If the Staff determines that an investment manager makes
investments that are materially inconsistent with this Section, Staff
will consider all reasonably available remedies and recommend to
the Committee such actions to address the violation in manner that
is consistent with the Committee’s fiduciary duty, including not
making any new investments with that manager.

7. Nothing in this Section shall require the Committee to take any
action that is inconsistent with the Committee’s fiduciary

MANAGER AND PARTNER MONITORING

Staff shall monitor and evaluate managers and partngss onflan ongoing JBasis

based on performance relative to stated objectives he@overin nts.
anization, the level of
naging organization

The financial strength of the investment managemen
client service given CalPERS, and changes withi
shall be evaluated. The continuity of persg
investments and overall staff turnover sha

LEVERAGE

associated with higher levels o erage shall be considered in establishing
acceptable rates of return.

A. Leverage Limitations
Leverage limit osed at the Portfolio and Risk Classification
levels. Levers itations shall be measured on a Loan-to-Value (“LTV")

overage Ratio (“DSCR”) basis.

LTV Portfolio
Limit Limit
50%

50% 50%
50%

The average leverage guidelines in the table above are applicable for
each category. Individual investments within a category may exceed the
guideline. The above limitations apply to all debt, excluding Public Real
Estate Securities, in total including recourse and non-recourse debt.
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The Strategic Portfolio will have a DSCR minimum value of 1.50 for the
total portfolio and 2.00 for the Core risk classification. The Value Add and
Opportunistic risk classifications will have no minimum DSCR.

Leverage Structures

Interest rate structures may include fixed or variable/floating interest rates
and amortizing or non-amortizing structures. Lines of Credit secured by
the partnership or partnership assets are permissible. Hedging
utilized by partners to control interest rate risk may be used incl
not limited to interest rate swaps, interest rate caps, and . Rrudent
use of both fixed and variable/floating interest r
appropriate in a dynamic real estate portfolio. ¢

Leverage may be secured or unsecured and
Recourse debt is debt for which CalPERS ha

n-recourse.
obligation (direct or
lender. Debt that
may be recourse to a Separate Acce ingled Fund or a Joint

g g'will be treated as non-
recourse debt for the purpose of

Recourse Debt

1. Limitations
The total Re se t Allocated shall not exceed 10% of the
lower of the Net Asset Value or the target Net Asset Value

ation of Recourse Debt

of recourse debt incurred by CalPERS requires written
val by the SIO-RA (subject to discretion allowed by the Real
ateé Delegation Resolution).
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3. Types of Recourse Debt

Two types of recourse debt are allowed: Subscription Financing
and Credit Accommodation.

a.

Q\\’

Subscription Financing

Subscription financing is short term financing utilized by
Separate Accounts and commingled funds to solidate
and finance capital calls. The lender
subscription financing is a pledge from CalP nd the
capital calls. Subscription financing may, i
Portfolio subject to the following limitation

a Allocated

Q) The amount of Subscrip
' (o{0) itment cannot

secured by CalPERS
exceed CalPERS equi

(2) The Subscrig

(3)  The tgtal Subscripti
shall cluded in'the LTV limit calculation.

Credit A

modation generally refers to a guaranty
alPERS whereby CalPERS agrees to pay the

rtnership or limited liability company, and will be majority-

Cregditg. a
e
ligation of an entity, in the event the entity fails to pay
Q obligation. The entity will usually be a limited
0
guarantees will be evidenced by an extension of credit (e.g.,

ed by CalPERS. The debt obligation that CalPERS

loan, line of credit, or other form of credit facility) by a
financial institution to the entity. The benefit provided to
CalPERS is that the guaranty will tend to lower the
borrowing cost for the entity and should, in turn, enhance the
overall return to the real estate investment. Guarantees
become a contingent liability on the CalPERS overall
balance sheet and should be used only when they provide
economic benefit. Credit accommodation differs from credit
enhancement in that a credit accommodation does not
derive its rating from the CalPERS Credit Enhancement
Program (CEP) rating (either implied or explicitly). In
addition, Credit Accommodation is made for an entity in
which CalPERS has an existing, or proposed, ownership
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interest. Credit enhancement is the use of CalPERS balance
sheet, through the program rating, in which CalPERS has no
initial ownership interest and where CalPERS receives
explicit consideration for the enhancement.

(1) With the exception of transactions included in (2)
below, credit accommodations will not exceed 10
years from the closing of the investment.

(2) For affordable housing, workforce and
community development invest tions
financed in part with p@iblic Ssubsi
accommodations will not
closing of the investment.

(3) The total Credit Acco
shall be includ

Reporting
Staff will report on leverage and inc ntal changes in leverage as part

of their responsibilities out

0\\

in Sectiom Ill.
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Attachment B
INFRASTRUCTURE PROGRAM

May 28, 2014

PURPOSE

This attachment to the Real Assets Policy sets forth the investment policy

(“Policy”) for the Infrastructure Program (“Program”).

STRATEGIC OBJECTIVES AND ROLE

In addition to strategic objectives described in the Real Assets Policygsection 1.,
the Program shall be managed, to accomplish the fol

A.

A.

N

e, on a risk-adjusted
“P Benchmark”);

Preserve investment capital;

Generate stable investment return
basis, relative to the program be

Provide cash distributions, as a“pféminent component of investment

returns;

Provide long-term inflatio tion;
Diversify CalPERS i

Establish CalP, ion as a premier infrastructure investment
manager angi or @f choice within the investment community;

Practi espensible investment to support efficient operation of assets,
delivery@yof lity services, utilization of responsible labor and
practices and implementation of responsible environmental

enewal and expansion of infrastructure assets.
SIBILITIES

In addition to responsibilities described in the Real Assets Policy,
section Ill., Staff is also responsible for the following:

1. Reporting to the Committee no less than annually, in the form of a
Program Review, the following items:
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a. Policy Variance. Information comparing actual portfolio
composition versus the Policy limits and ranges for
Infrastructure Key Policy Parameters (detailed in
Section V.F.3, and Section X). This shall include:

1) Variances for each Infrastructure Key Policy
Parameter applied in accordance with the
requirements of Section V.F.3., related to Program

size;
2) Explanations of the variances and no nce, if
any; and,
. * |
3) When applicable, a sum ateyof the' corfective
plan and timeline to return I compliance
with the Policy;

b. Leverage. Informationisting t
1) Amount an of leverage; and,
2) Incremental cha to the leverage amounts.

C. Investment Activaty. Information summarizing:
1) an tus of investment proposals under review;
) Iny@stments and dispositions executed during the
lod.
2. ortingpto the Committee no less than annually, information

uthiming progress regarding implementation of the most recent
ructure Strategic Plan approved by the Committee.

creening, evaluating, and approving investment transactions that
meet Infrastructure Delegated Resolution Authority (“Delegated
Authority”) guidelines.

4. Screening, evaluating, and recommending investment transactions
to the Committee that are beyond the scope of Staff's Delegated
Authority.

5. Executing approved investment transactions, including negotiating

investment agreements, performing initial and ongoing due
diligence, and closing the transactions.
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6. Managing interest rate, currency and commodity risks associated
with individual transactions through application of hedge
transactions (“Hedge Transactions”), subject to Delegated
Authority.

7. Managing all aspects of the portfolio, including monitoring,
evaluating performance, reporting, daily administration and cash
flow management, and managing investor and g@vernance
initiatives including taking actions pursuant to investor righ

8. In managing this Program, Staff will work with

External Resources as needed or requiredgy

a frastructure
ose of making
rity.

9. Maintain and follow a documente
investment decision-making process

investment decisions pursuant to De
The General Pension Consultantd 0 onitoring, evaluating,
and reporting no less than annua 2 Committee, on the performance
of the portfolio relative to the Programi®Benchmark Policy.

Responsibilities of the ERS
consultant (“Infrastructur
Investment Policy for

Board's Infrastructure investment

ultant”) as outlined in the Statement of

ate Asset Class Board Investment

sset Class Consultants”) include strategy

and policy analy, mance monitoring and analysis, and providing
' mmittee.

In additi ponsibilities described in the Real Assets Policy,
Sectio h manager and partner is responsible for all aspects of
portfol anagement as set forth in each manager's and partner’s
ope g eement or contract with CalPERS.

FO OBJECTIVE AND BENCHMARK

intent of the Program is to provide stable long-term returns that meet

exceed the Program Benchmark while assuming suitable risk. To this

end, Staff will pursue investments expected to provide rates of return that
adequately compensate for underwritten investment risks.

The Benchmark for the Program is specified in the Benchmarks Policy.
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V. INVESTMENT APPROACHES AND PARAMETERS

A.

Infrastructure Portfolio Allocation

The asset allocation range for the Program is governed by the Real
Assets Policy, section V.

General Approach

1.

The Program shall seek to invest in opportunities within lic and
private infrastructure, including but not limited to,
energy, power, utilities, water, waste, n

communications and certain social infrasticturesproje
the Program objectives.

th

Staff shall review and manage investment: nt and prudent

ole using specific

identify attractive segme
these assessments, Staff
investment  opportunities,
diversification.

market for investing. Based on
proactively seek out attractive
ile  maintaining  appropriate

To manage the
be manage

nd return in the portfolio, assets shall
rdance with diversification parameters
specified Policy. The primary focus of investment shall
be to nificant private equity stakes; however,
inve also include public/listed debt, private debt,
erred or common equity or other equity positions
t with the Infrastructure Strategic Plan. Staff shall utilize a
e of investment structures (each defined in section VIL.),
ing Commingled Funds, Managed Co-investments, Direct Co-
stments, Separate Accounts and Direct Investments.

cture Program Strategy

ff shall develop and present for approval by the Committee an

nfrastructure Strategic Plan that sets forth CalPERS long-term objectives
and plans for investment and management of the Program (the
“Infrastructure Strategic Plan”). The Infrastructure Strategic Plan shall be
reviewed annually by Staff with results of the review reported to the
Committee, There may be situations where revisions to the Infrastructure
Strategic Plan are required prior to the annual review.
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Changes to the Infrastructure Strategic Plan require Committee approval.
Staff shall develop and present a new Infrastructure Strategic Plan at a
minimum every five years to the Committee. The CalPERS Infrastructure
Consultant (“Infrastructure Consultant”) shall review and provide its
comments regarding the Infrastructure Strategic Plan to the Committee.

Portfolio Structure
The Program will be managed as a single portfolio. Investmegts will be

acquired and disposed of consistent with the Infrastructure Strat@gic Plan
and overall strategic objective and role of the Program.

[ d into three
mepts”): Defensive;

egments shall be
e role of the Program.

Risk Classifications 2 3

For effective risk management, the portfolio s
Infrastructure investment risk segments (“Ri
Defensive Plus; and Extended. Allocations
made to achieve the strategic objecti

Staff shall assign risk classifica
on risk profile after consultation
and the Infrastructure

weightings against the
classification of individual inv
the profile of the inve
consultation with t

vestments at acquisition based
e Infrastructure Consultant. Staff
Il monitor the portfolio’s actual
es and Yargets. When changes in the
ents are warranted based on changes in
sification will be made by Staff after
cture Consultant and reported to the

Committee.

Classificati estihents as Defensive, Defensive Plus or Extended
will be b on ivestment-level analysis across pertinent risk/return
factors

Def iveimvestments — are of a lower risk nature and are consistent with:

tYand predictable return drivers; cash flows providing a
portion of the total return; and modest downside investment
. ch investments are characterized substantially by the following
ments:

Essential assets and services

2. GDP resilience; demand inelasticity; pricing certainty
3. Minimal competition; strong barriers to entry
4, Stable revenues and returns; rate-regulated, concession-based or

long-term contracted
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5. Low operating risk; allowed cost recovery
6. Long-term inflation protection
7. Strong credit quality off-takers or payers

8. Cash-generative investments

9. Long-lived tangible assets
10. Low obsolescence risk
_ L 2
11. Low/ no development risk
12. Low/ no currency risk

13. Low/ no sovereign risk

Defensive Plus Investments — ter return potential and greater
risk than Defensive investments. ensive Plus investments possess
significant defensive qualities, alth they generally feature greater
with some of the following elements:
competition; user patron gulation; contracts; construction; pricing;

; sovereign risk; currency risk and

growth.
Extended Inveg rry greater return potential and greater risk
than Defensi stments. Such investments are ‘risk-extended’ in
that they era ature significant risks associated with some of the
followi lements: competition; merchant business; growth; construction;
develo nt; hnology; operating costs; pricing, capital expenditure;

lue; commodity prices; legal/political/regulatory regime;
risk and currency risk. These investments may provide little or
ividend yields, and generally have less-predictable expected
nd the potential for zero or negative downside returns.

ersification and Limits

1. The overall portfolio shall maintain an appropriate level of
diversification to mitigate risk. Infrastructure Key Policy Parameters
shall be measured at the overall portfolio level, inclusive of all risk
classifications, geographic guidelines, and leverage characteristics.
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It is recognized that during the early investment period for the
Program, the portfolio may not include sufficient investment in order
to achieve diversification in line with the Infrastructure Key Policy
Parameters. Therefore, the requirement to meet the Infrastructure
Key Policy Parameters pertaining to Risk Segments and
Geographic Segments as outlined below will be applicable for the
Program only when the NAV exceeds $3.0 billion. Regardless of
portfolio size, investment allocations within the Risk Segments and
Geographic Segments are not to exceed, on a dollar gasis, the
upper ends of the Risk Segments and Geographic gments
ranges multiplied by the Program Allocation Target.

The following are Infrastructure Key Poligy Par@ameter
requirements addressed in Section X):

a. Risk Segments (Defensive; DefensiveiRIusiExtended)

Investment shall be dj ifie
the following range

Risk Segments within

Risk Classification Allocation Range
Defensive 25-75%
Defensive Pl 25-65%

Extended 0-10%

ents: CalPERS shall pursue a global
investment strategy, with emphasis in the

The following geographic diversification
apply across the portfolio:

egion Allocation Range
ited States 40-80%
Developed OECD ex US 20-50%
Less Developed 0-10%

Developed OECD includes OECD nations that are defined
as “Developed” by the FTSE Global Equity Index Series.

Less Developed are all nations outside of the United States
and Developed OECD.

Staff will undertake hedging of non-USD currency exposure
where and to the extent it is deemed necessarily prudent
and feasible, and subject to Delegated Authority for Hedge
Transactions.
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c. Public Equity Securities

Public Equity Securities shall not exceed 10% of CalPERS
Infrastructure Program Allocation.

d. Other Concentration Limits

In order to limit concentration risks, investmentsgshall not
exceed the following limits:

Any single investment in a No more th
Commingled Fund com"tted pital
CemminpglediEund
Any commitment to a No
Commingled Fund, Separate | CalP

Account or other externally- ogra locCation
managed investment vehicle
) ore than 30% of
RS Infrastructure

Aggregate CalPERS
Program Allocation

commitment to Cop

No more than 10% of
CalPERS Infrastructure
Program Allocation

70% - 100% of CalPERS
Infrastructure Program
Allocation

tments 0% - 30% of CalPERS
Infrastructure Program
Allocation

IPERS Emerging Equity Markets Principles
Staff shall be guided by the CalPERS Emerging Equity Markets
Principles for all investments in such countries. Staff shall report
any such exposure on an annual basis to the Committee.

2. United Nations Principles for Responsible Investment

For investments in all markets, Staff shall be guided by the United
Nations Principles for Responsible Investments.



H. Quiality Control Processes \

1.
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Renewable Energy and Sustainability

CalPERS encourages the prudent use of sustainable development
methods and operational practices when reasonable and
economically feasible. Consideration shall be given to the use of
renewable energy technologies, recycled and renewable building
materials, air and water conservation technologies and practices,
and efficient waste, recycle and disposal technology andgpractices.
Consideration shall also be given to the envif@hmental
sustainability of investments including, but not limi nergy
efficiency, fuel economy, alternative energy, er and
distribution impacts. ¢

Staff shall maintain an internal pro
Manual will provide guidanceg

nanpal (“Manual”). The
s for key procedures,
associated with the
Investment Officer, Real Assets
(“SIO-RA”) and Infrastruct onsultant shall approve the initial
Manual. Annually, pStaff and™the Infrastructure Consultant shall
review the Manual nsure the*Manual is consistent with sound
the institutional investment industry.
Manual require the SIO-RA and

Infrastructure Program.

ke corrective action promptly.

eters

re are specific risks associated with investments that shall be
nsidered by Staff in its due diligence assessments, including but not

Imited to, the following:

1.

Financial Risk: Infrastructure investments may employ substantial
leverage (borrowing), which may result in significant financial risk.

Liquidity Risk: Infrastructure investments may lack liquidity and may
have time horizons greater than 10 years. Secondary markets for
such investments can be very limited.
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3. Capital Markets Risk: Capital markets experience volatility and
changes in these markets may have a significant impact on the cost
of financing infrastructure investments and overall transaction
execution.

4, Political and Public Risk: Infrastructure investments may be subject
to risks associated with political approval and public acceptance of

projects.
5. Labor Risk: Risks associated with public sector ureing, or
labor relations may affect investment opportunitie fra ture.
g
6. Regulatory Risk: Changes in regula lons Jmay “@ffect

investment returns.

7. Country Risk: Political, economi rency risks are
associated with investing in g

8. Governance Risk: Risk ise from mismanagement and
partner misalignment or fundamental governance and
ownership rights, protections anghremedies.

9. Valuation Risk: Ri e associated with failure by a general
partner or p i
methodology

10. Market eWinfrastructure market continues to develop
glob market opportunities can change depending on many
variables market supply and demand.

11. ironmental and Climate Risk: Long term investment returns may

e acted by risks and opportunities related to the environment
climate change.
. azardous Materials: Risks are associated with the use of
hazardous materials in facilities or business processes.
3. Counterparty Risk: Infrastructure investments may rely on the

financial strength of off-takers, hedge providers, suppliers, service
providers and constructors.



VI.

VII.
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CALCULATIONS AND COMPUTATIONS

Investors, managers, consultants and other participants selected by CalPERS
shall make all calculations and computations on a fair market value basis which
shall be recorded by CalPERS Custodian.

INVESTMENT STRUCTURES

public/listed equity and debt through a variety of investment struc luding
Commingled Funds, Managed and Direct Co-investments, S
and Direct Investments. CalPERS may invest in secujities {directlygor thteugh
partnerships, limited liability companies, limi
corporations, or trusts. CalPERS investments will be
liability and potential loss to the amount of CalPER
will employ both direct investment structure
Investments may be sourced directly or th

o)
3

rder to limit
. The Program
aged strategies.

A. Type of Structures

1.
an interest alongsi i rs in an investment partnership
managed by a generalfpartner or manager. Investments in closed

, and side by side investments are

included. Co Fund structures may be used where

plish strategic objectives outlined in Section Il.

appropria
2. [ ts
i en -investments may be directly or indirectly owned

Co- re investments alongside Commingled Fund
inv
naged. Whereas Managed Co-investments may be
agedpby a general partner or other external manager, Direct
odnvestments typically involve a greater degree of internal
nagement discretion and ownership control. Co-investments

be investments in the same security or a different class of
ecurity than the class held by the fund investment.

Q Direct investments are direct ownership interests in assets or
companies.
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4. Separate Accounts are investment agreements or forms of
investment partnership involving an external manager that target a
specified strategy, and where CalPERS and the external manager
are the only sources of investment capital for the Separate
Account. The external manager has management authority and
investment discretion subject to limits specified within the Separate
Account. And the manager undertakes a fiduciary duty to perform
its responsibilities solely in the interest of CalPERS.

Legal Structures

Program investments shall include appropriate ¢ an ights,
restrictions and protections. Investment partr@rshigl agregmentsy will
utilize, to the extent practicable, a legal structuge, w ropratel

1. Limits CalPERS financial exposure; and

2. Minimizes taxes, fees and ot iabi @

Required Terms

Staff shall maintain as part of the ual, a standard list of terms for

ments reflecting appropriate alignment of
be guided by such principles when
nt partnership agreements.

investment partnership a
interest principles. Staf

dispositions of individual investments may be
variety of opportunities and circumstances, such as
pture returns in excess of targeted returns, decisions by

hareholders, and investment strategy revisions resulting from
in “markets for infrastructure assets or changes in CalPERS
jectives.

or more).
trigger

strictions and Prohibitions

nvestment is prohibited in: 1) Tobacco Companies 2) any investment
prohibited by CalPERS Insider Trading Policy; and 3) any other
investment deemed prohibited via Committee decision.
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F. Public and Private Partnership Investments and Requirements
1. Domestic Public Private Partnerships

It is the intent of this policy that in evaluating those domestic Public
Private Partnerships (“PPPs”) in which CalPERS may invest, that
Staff, and where appropriate, the Committee will consider the
extent to which the sponsoring public entity and the investor(s)
share in the benefits and risks associated with the PPP.

society as a whole and are intended to serve seful
life. Recruiting and training a high quality w
with these assets may lead to lon
providing safe, reliable, efficient and high

2. Domestic Responsible Contractor Preference and

Domestic Public Sector Jobs

Responsible Contractor Preference

a. Staff shall secure writt greement from managers of any
investment le, for ich the Responsible Contractor

Program (“ plies, such that all contractors, investors,

or other participants shall adhere to

ent policy for the RCP, as amended from

tim ' y CalPERS, in its sole discretion.
b. ence: Staff shall give a strong preference to all
do i€ infrastructure investment vehicles that have

opted an internal policy regarding responsible contracting
istent with the CalPERS RCP subject to CalPERS
fiduciary duty.

Q This preference shall apply to any domestic infrastructure
investment vehicle for which the RCP is not applicable by its

terms other than to make a good faith effort to comply with
the spirit of the policy. This specifically applies to
investments including, but not limited to, commingled funds,
opportunity funds, mezzanine debt, and hybrid debt
investments.

d. If the manager of any domestic investment vehicle does not
agree to comply with Sections VII.F.2.a. or adopt an internal
policy regarding responsible contracting, and, if Staff deems
it appropriate based on all the circumstances, including the
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intent of this Policy as well as the investment merits of the
investment vehicle, Staff may recommend the potential
investment to the Committee and the Committee shall make
a determination whether or not to invest in such investment
vehicle.

e. Enforcement: In the event it is determined that during the life
of an investment vehicle there is a violation of the above
stated terms, Staff shall be precluded from
investment in a follow on fund with the investment
If Staff determines it appropriate, based on a ts and
circumstances, Staff may recommend th i

follow on fund to the Committe€y whi€h wi ine
whether to invest in the follow f sistent its
fiduciary duty. In addition, in sSH@ati e the RCP
applies by the terms of this | s of the RCP

including enforcement related oUtlg apply.

3. Domestic Public Sector J

a. CalPERS intends, Istent with Section 1l and with
CalPERS copstitutional"and statutory duties to act solely in
urpose of providing benefits to,
eir beneficiaries and to make sound and
ot to make investments that will result
CalPERS members. If CalPERS staff
de i it is in the best interest of CalPERS,

C ith CalPERS fiduciary responsibilities, to

er investment that would directly impact California

Q tor jobs, staff will present the investment to the

mmittee for consideration.

&Staff shall secure a written agreement from the managers of
any domestic investment vehicle (as described herein) that
states, substantially in all material respects, that in
circumstances where the investment vehicle is working with
a domestic state, local or municipal agency to establish
PPPs or to bid on public offers for the sale, lease or
management of public assets, the investment vehicle shall
make every good faith effort to recognize the important role
and contribution of public employees to the development and
operation of such assets. In particular, the investment
vehicle shall make every good faith effort to ensure that such
transactions have no more than a de minimis adverse impact
on existing employees. These efforts shall include working
directly with public employees, government officials, or
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collective bargaining groups, as appropriate, in order to take
such reasonable actions as may be within the investment
vehicle’s control to mitigate such potentially adverse effects.
Compliance with this requirement shall be a key
consideration by CalPERS when reviewing any future
investment opportunities with an investment manager.

C. Enforcement: In the event it is determined that during the life
of an investment vehicle there is a violation of ghe above

If Staff determines it appropriate, based
circumstances, Staff may recommefd th
follow on fund to the Commi
whether to invest in the follow o
fiduciary duty. The follow on fu
into the written agreement in

be¥equired to enter
above.

VIII. INVESTMENT SELECTION

A.

Investment Authority

Investments shall be sel

e by CalPERS Staff pursuant to Delegated
Authority, or otherwise with oval of the Committee. The Infrastructure
Delegation Resolution ies n Committee approval is required.

Investment Proc

The followi
investme

required to be completed prior to closing an

tment Officer (“CIO”) or SIO Approval. CIO or SIO-RA
val in accordance with Delegated Authority limits is required
r recommendation by the Infrastructure Investment Committee
guivalent process as detailed in the Manual:

Opinion from the Infrastructure Consultant. For investment
decisions exceeding Staff's Delegated Authority the Infrastructure
Consultant will provide an opinion on the transaction to the
Committee;
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3. Prudent Person Opinion. For investments in excess of a materiality
threshold established in the Policy for Private Asset Class
Consultants, an independent due diligence engagement is required
to be performed. In such cases, a written favorable concurring
Prudent Person Opinion in accordance with the requirements of the
Policy for Private Asset Class Consultants, is required;

4, Policy Compliance Review. The Infrastructure Consultant is
required to document the transaction complies with licy and
Delegated Authority; and,

5. Legal Review. For investments in excess of a
established in Delegated Authority, the Legal Qffice i

document the transaction complies with@elegatethAuthority.
Investment Criteria

P @ onsideration shall be

In choosing specific investments f
given, but not limited to the followi

1. Proposed investment strate

2. Expected risk and r attributes;
3. Potential diversi its;

4. Investme

5. Pote strategies and liquidity;
6. itOking costs and feasibility;

ax{gonsiderations;
er incremental costs;
Fee arrangements;
0. Co-investment by management firm or partner(s);
11. Potential conflicts of interest;

12. Governance and control;

13. Financial strength, reputation and alignment of Partners or co-
investors; and
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14.  Performance track record.
D. Investment Parameters

Staff shall consider any appropriate investment opportunity which it

believes has the potential to meet or exceed the Program’s performance

objectives. Investments shall generally fall within the categories defined

below.

1. Infrastructure Sectors

CalPERS shall consider investment opp@stunities witigin, bdt not
limited to, the following infrastructure s rs
a. Transportation (roads, bridg tUhne mass transit,

parking, airports, seaports, rai

b. Energy (oil, natura
distribution);

C. Power (transmission, “@distribution, generation, including
renewables);
d. Water ( or transportation, distribution, treatment
n

I ipelines, storage, and

and w. watek, collection, transportation, treatment and
pro '

uni€ations (towers and networks)

cial Infrastructure (building facilities such as health,

e.
Ke ation, justice, military); and,
0 Other infrastructure investments that are aligned with

CalPERS strategic objectives.
MANAGER AND PARTNER MONITORING

all monitor and evaluate managers and partners on an ongoing basis
based on performance relative to stated objectives of the governing documents.
The financial strength of the investment management organization, the level of
client service given CalPERS and changes within the managing organization
shall be evaluated. The continuity of personnel assigned to CalPERS
investments and overall staff turnover shall be reviewed.
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X.  LEVERAGE

A.

Use of Leverage

Leverage is permissible in the Program to enhance investment returns.
Infrastructure assets are able to attract and service significant debt levels
due to stable cash flows and stable asset values. The Program shall be
managed in a way that ensures that use of leverage is both appropriate
and accretive to investment returns. Where use of leverage is agpropriate,
Staff will consider the credit rating (if any) and applicable credit [
determine efficient levels of leverage for the investment.

Permitted Leverage 2 3

1. The Program will be permitted to carry rage, u 65% of the
market value of the Program’s assets.

2. New Direct equity investme @lexceeding 65% of the
market value of the assets @ pusiness or investment

interest (“Enterprise Va EV”") must have the following
characteristics unless othe@ e approved by the Investment

Committee:
a. Minimum credit lity of BBB- or Baa3 or equivalent;
b. Defensivié or D sive Plus risk classification.

tments must have the following characteristics

unle efwise approved by the Investment Committee:
fensive or Defensive Plus risk classification.
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Attachment C
FORESTLAND PROGRAM
May 28, 2014

PURPOSE

This attachment to the Real Assets Policy sets forth the investment policy
(“Policy”) for the Forestland Program (“Program”).

STRATEGIC OBJECTIVE

In addition to strategic objectives described in the Re Igs et
the Forestland Program shall be managed to accomplish th

A. Preserve investment capital.

1. Provide, at a minimum, mode
with the generatio
total returns; and,

RESPONSI TIE

In additio onsibilities described in the Real Assets Policy, section lll.,
Staff igyalso ible for reporting to the Committee no less than annually in
r a Pragram Review.

PERFORMANCE OBJECTIVE AND BENCHMARK
he Portfolio shall be managed to achieve the following long-term objectives, net

A. The performance objective of the Program is to meet or exceed the
benchmark.

B. The benchmark for the Program is specified in the Benchmarks Policy.
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V. INVESTMENT APPROACHES AND PARAMETERS

A.

Asset Allocation

The asset allocation range for the Program is governed by the Real
Assets Policy, section V.

From time to time, the actual allocation may fall out of the ranges
prescribed by the Policy. In these instances, adjustments to cerrect the
actual percentage in order for it to comply with the Policy allocatign range
shall be implemented on an opportunistic basis over a r able time
frame (within a three-year period with CIO approval a
one year), and with full consideration given to pgeserving th
returns to CalPERS. Staff will report no {dess g¢hafRjannually the
Committee any time that the actual forestland invest t outside the
allocation range.

Sustainability Considerations

Maximizing the economic bene @ PERS IS the primary objective of
the Portfolio. The managementS@ifeach investment shall incorporate
sound principles for envirgnmental pagement and social responsibility
with full consideration of i ts on biod@iversity, water and air quality, soll
conservation and local unities especially indigenous groups.
Respecting the desire d enhance environmental quality and
the social and econ
shall strive to use
commercially a

d highest forest management standards
ally feasible while meeting or exceeding the

performanc vellTo this end, investment opportunities involving
forests t : hieved independent environmental or forest
certific be sought. For assets not yet certified to such a standard,

anagers of the properties will be encouraged to seek
and commit to a fixed time table for its realization. In such
iligence procedures will include benchmarking management
against an international or national standard for forest
ent appropriate for the region in which the asset is located.

n-conventional Forestland Investments

Investments in emerging product markets for forestlands involving non-
traditional sources of revenue such as carbon sequestration and the
production of feed stock for bio-fuels from both woody (e.g. traditional
timber species, bamboo) and non-woody (e.g. switchgrass) vegetation are
permitted. These investments will be subjected to the same performance
requirements as traditional forestland investments and will be scrutinized
rigorously prior to committing funds and monitored closely to ensure
acceptable performance.
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Investment Objectives and Criteria

Implementation of this Program shall comply at all times with the
applicable CalPERS investment policies.

1. Investment quality

a. Forestland tracts shall be comparable in quality to #hose held
by other institutional investors or the forest productSi
to enhance an exit strategy. The following p
be used as a guide when relevant to asse mp
investment grade forestland assetsgfor p@ssiblegnclu

the Portfolio:
1. Soils — soil structure and ferti h be as good or

better on average than industrial tracts.
2. Rainfall — al e and distribution of
rainfall should. bedsSimilar to that for observed on

nearby industrialdracts.

Stock — the forést should be fully stocked with
vigorous Ithy trees and species that are matched
S no backlog of unplanted land.

ic stock — for plantations, the provenance of

ted trees should be appropriate for the sites

an have shown good growth and form
racteristics.

& Silvicultural practices — the silvicultural prescriptions
applied by the current owner and proposed by the
candidate investment manager/property manager
should be proven as appropriate for the species,
sites, and target markets. There should be verifiable

evidence that the prescriptions have been
implemented as planned.

6. Fire threat/protection — the threat of fire should be
low and proven protection capacity should exist for
the asset and neighboring lands.

7. Biotic risks — there should be little or no evidence or
history of problems with insect, or fungal, pathogens
or harmful animals.
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8. Abiotic risks — there should be little or no evidence
or history of problems from wind throw, flooding, snow
press, and other abiotic risks.

9. Diverse competitive markets — the forest should be
located in proximity (economically viable) to diverse
and competitive markets for the full range of products
expected to be generated by the forest.

10. Well-developed transportation ne the
private and public transportation n k rail,
and waterways) should be well r@ andiwell
maintained as warranted.

11. Labor — there should \ence of labor

shortages or labor or manufacturing
phases releva

€ @ should have secure, defensible

idence of outstanding land claims,
is to buy the land or use some
of contfactual arrangement (lease, joint
venture license).

12.

1
(environmental, silvicultural, protected
S

3 Mabilit
@ axation, other) liabilities associated with the
pr

erty.
ication

hegRortfolio shall be appropriately diversified to reduce risk. The
tfolio shall be managed to maintain a degree of diversification
regard to geography, forest cover and revenue sources

a.

cluding emerging product markets.
Diversification by Geography

The Portfolio shall include investments in a variety of
jurisdictions. Investments in both domestic and international
markets are permitted with the relative proportion of each
type at a given time to be determined based on prevailing
market conditions. Regional diversification within a
particular country shall also be considered when such
diversification contributes measurably to risk mitigation.
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b. Diversification by Forest Cover

The Portfolio shall include assets that are diversified with
respect to forest cover including a variety of species in both
the softwood and hardwood species groups. Diversification
can also be enhanced by investments in non-traditional
woody and non-woody species. Diversification by forest
cover shall be consistent with the Portfolio requirgments for
financial performance and risk mitigation.

C. Diversification by Revenue Source
one soufrce of

. pulpwood,
dominates the

The Portfolio shall be diversifie
revenue (bio-fuel, carbon
sawtimber, specialty hardwood
Portfolio.

2in ts in forestland assets
ents when necessary to ensure
by geography, forest cover and
ents to diversification in the
implemented on an opportunistic basis over
a reasonable e frame (normally within a three-year
period), ith le consideration given to preserving
the inv ent rs to CalPERS.

The SIO-RA will rew
regularly and ordefe
satisfactory diversifiCe
revenue soprces. Adjt
Portfolio sha

Investm

In entSyi e Portfolio shall have a range of sizes to both
a liquidity of the Portfolio and enable participation in larger
ortunities  while  maintaining  significant  control  over
C

ement. An individual investment shall be one or more
s of forestland with unity of title, use, and contiguity. Non-

Investment Holding Period/Dispositions

%iguous parcels of land may be considered an individual
vestment if there is unity of operation.

The target holding period for forestland assets shall generally be for
long-term investment (10 years or more). However, disposition of
individual investments may be triggered by an opportunity to
capture a return in excess of the targeted return, or by a revised
investment strategy resulting from changes in markets for forest
products or changes in CalPERS financial objectives.
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Leverage

The Program normal loan-to-value ratio is limited to 40%. The
loan-to-value ratio limit may be extended to 50% for up to three
years with Chief Investment Officer approval and up to one year
with SIO-RA approval in order to permit a gradual decline in debt
on acquisitions and to maintain a flexible and optimal harvesting
scheduled. Staff will report no less than annually to the Committee
on the loan-to-value ratio any time that the leverage exceeds 40%.

harvesting activities.

Investment Manager and Property Managegment

a. The investment manager shall be
operating management plans,
and on-site supervision
Individual assets mus

developing
s and budgets,
restland holding.

e investMent manager, by firms with an
ce in the local forestland markets and

re prudent and economically practical, revenue sources
from non-timber resources such as hunting, fishing,
gathering, and recreation shall be permitted. A full
investigation of the legal liabilities associated with both
destructive and non-destructive use of non-timber forest
resources, whether for fees or not, shall be completed prior
to permitting such use.
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1. Contractual Arrangements

Equity ownership of forestland assets is the preferred method of
investment. However, other contractual arrangements such as
long-term lease, joint venture, and forest licenses are permitted. All
types of contractual arrangements shall include exclusive
ownership or use rights for the land, timber and non-timber
resources, water, sequestered carbon, and minerals whenever
possible.

8. Prohibited Investments
The purchase of land for the primary purgese @f commercialiland

development and speculation shall be hilgi vegstments' that
involve forced labor, the illegal or harmful “ase child labor,
violation of community or indigenous_pe s"egal or usufruct

rights, or violation of laws or regulati aming to threatened or
endangered species are prohi

Risk Management

The Portfolio will employ,strict risk agement procedures during the
pre-investment due dilig investment monitoring, and exit due
diligence stages of inve The purpose of these risk management
exercises is to identif e of risks to the investment, rank the
risks according to p act on the investment and then rigorously
test the proponest ctions and responses to questioning relating to
the identified ri their logic and analyses are sound.

Due dilig pri mmitting funds shall involve a rigorous review and
confir on'@lthe financial, legal and operational aspects of the proposed
invest t. lified, experienced and independent advisors shall be
d erform the required reviews and verifications of proponent
n and projections. The experience of a chosen advisor shall be
e for the type of production systems (e.g. timber, carbon
q ation) that contribute to revenue generation from the forest.

estment monitoring programs shall be established for each Forestland
Asset specifying the scope, frequency and degree of rigor for the periodic
reviews. For investments dependent on emerging product markets,
monitoring shall be more frequent and more rigorous than with traditional
forestland investments.

Due diligence at the exit stage of the investment shall involve a rigorous
review and confirmation of the financial aspects of the proposed sale.



VI.
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CALCULATIONS AND COMPUTATIONS

All calculations and computations shall be on a fair market value basis unless
otherwise noted. Market value, as defined by the Uniform Standards of
Professional Appraisal Practice (USPAP) of the Appraisal Foundation, shall be
incorporated when reporting fair market value for accounting purposes. The
standards of the forest industry in appraising forestlands shall be followed where
there are differences between USPAP and forest industry practices.
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REAL ASSETS

Attachment D

INVESTMENT LIMITS AND CONSTRAINTS

Table 1
Real Estate Portfolio
($Billion)
New Investments or Existing Investments in the
Staff Authority Limits* VSt Legacy
Dispositions
The Managing Investment Director
or the Chief Investment Officer may _
commit the lesser of the indicated o g S
percent of the policy target amount S S = -% = = 2
or indicated dollar amount per o Qo | 8 é’_ =
Relationship® 2 £ el LR @€
m QO | £+ O <
. . 5% | 2.5% | 2.5% 10% | 2.5%
Managing Investment Director $15 | $0.75 | $0 $0.75 | $2.5 | $0.75
0 0 0 0
Chief Investment Officer ig /; ;1/05 3;L357/°5 ;1/05
Annual Limit? 25% 30% | 30% | 20%
$7 $7 $7 $5
e 2
Infr tu rtfolio
illio
vestments or -
Staff Authority Limits* Dispositions Existing Investments
The Managing Investmen % 2 |e2o9 % 2o 2
Director or the Chief Investmen - s |285 |8Sg =
. . c S5 C c o
Officer may commit the | r of a 25 © E |28 acy = S Go,| £
the indicated percent a |O5S I lgzggiscsg| <
policy target amo@int* o 2 |g5B & ES8sEE8gE| S
indicate @ 2 |TEE E 158290890 B
Relatiofiship ‘% ug Lo <« C 22vgl230g| &
o a |[MEE| 2 E |@dz&g=Slazs=| B
. . 10% 10% 10% 10% 10% 15% 10%
Managi entDirector | ¢05 | $0.5 | $0.5 $0.5 | $05 | $0.75 | $0.5
Chief Investment Officer 20% 20% 10% 20% 10% 30% 20%
$1 $1 $0.5 $1 $0.5 $1.5 $1
Annual Limit® 40% 40% 10% | 50% | 30% 30% 30%
$2 $2 $0.5 | $2.5 | $1.5 $1.5 $1.5
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Table 3
Forestland Portfolio
($Billion)
. Existing Investments
Staff Authority Limits 1)
i)
c

The Managing Investment Director or the Chief £ 2 - -
Investment Officer may commit the lesser of the g'g o % 22 2
indicated percent of the policy target amount* or £ % S A S 'g S
indicated dollar amount per Relationship® = A o 9 2 @ o o
v _ > £ (TR 0 E
Z o £< Z i <
. . 10% 10% %
Managing Investment Director $0.25 | $0.2 o5

0 0 0
Chief Investment Officer 20% 20% 20%
$0.5
.3 40%
Annual Limit $1

G

For Strategic Portfolios witf ctual Relationships:

Portfolio m Relationship Exposure Limit’
Base Core 25%
Domestic Tactical 15%
International Tactical 10%
Legacy 10%
Total Portfolio 25%

Footnotes for Tables 1, 2, 3, a

1 See Policy Portfolio T t unts located in the Total Fund Investment Policy, Appendix 4, Asset
Allocation Targets es

2 “Debt Financing Ma " refers to the authority to retire early, dispose of, renew, or extend an

3 “Annual Limit” réfers 10 the ratio of (a) the individual total actual annual Investment Amounts,
nts, or Debt Financing Amounts, as the case may be, to (b) the respective RA

Policy Ta mount, the Infrastructure Program Policy Target Amount, or the Forestland Program
Policy Target Amount, as the case may be.


https://www.calpers.ca.gov/docs/total-fund-investment-policy.pdf
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4 Limits and constraints apply to the investment types and portfolios as follows:

Investment Type Portfolio
Public Securities Domestic Tactical, Legacy, Public Infrastructure
Private Investment Vehicles Domestic Tactical, Legacy, Forestland, Infrastructure:
Public, Private, Direct
Private Securities Domestic Tactical, Legacy, Infrastructure: Public, Direct

Managers Retained through a | Base, Domestic Tactical, International Tactical, Legacy,
Contractual Arrangement Forestland, Infrastructure: Private, Direct

5 All Investment Amounts in the RA Policy Component Program for real esta
maximum relationship exposure limits. Relationship exposure is the f@tio of{{a) a Rélati ip’s net
assets at FMV plus unfunded commitments to (b) the total real estate 0 nefassets’at FMV
plus the total real estate portfolio’s unfunded commitments.

ith ct to allocation and
ent Vehicles, Private Securities, and

The following conditions apply to Tables 1, 2, and
investment decisions for Public Securities, Private
managers retained through a contractual arrangement:

a. For the CIO or MID-Real Assets to proce ith a debt financing, disposition, or New
Investment, a review by the Real Ass ve t Review Committee is required.

b. For the CIO or MID-Real Assets to p h a debt financing, disposition, or New
Investment in an RA Policy C nt®rogram, the respective Board Component Program
Investment Consultant mu enit that the transaction complies with Policy and
delegated authority.

c. Forthe CIO or MID- | As to proceed with a debt financing, disposition, or New
Investment in an icy COmponent Program in an amount greater than $50 million, an
independent c@jengagement resulting in a concurring Prudent Person Opinion on
the mes ion following a Fiduciary Standard of Care is required from a

vestment Pool Consultant (other than the respective Board

ram Investment Consultant) for the applicable RA Policy Component

nally, whenever a Prudent Person Opinion is required, the CIO or MID-Real

transaction complies with delegated authority.
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d. The CIO or MID-Real Assets may request an independent due diligence engagement and
Prudent Person Opinion for a debt financing, disposition, or New Investment less than or
equal to $50 million from a Component Program Investment Pool Consultant (other than the
respective Board Component Program Investment Consultant) for the applicable RA Policy
Component Program; however, in such cases, neither an engagement nor a concurring
Prudent Person Opinion is required for the CIO or MID-Real Assets to proceed. If the CIO or
MID-Real Assets requests a Prudent Person Opinion pursuant to this paragraph, the CIO or
MID-Real Assets may also request an opinion from the CalPERS Legal Office documenting
that the transaction complies with delegated authority, provided, however, that such an
opinion is not required for the CIO or MID-Real Assets to proceed.

e. New Debt Financing Amounts or leverage levels committed in conjunction
commitment of an Investment Amount to a Relationship are not subje el
described in the tables above, but are subject to the applicable {@verage sectibns o

Attachments A-C.
% ings set forth in the
P16:

Certain Defined Terms

As used in this Attachment D, the following terms sha e
investment delegation of authority in existence as g ry

Board Component Program Investment Consultant
Component Program Investment Pool Conspltant
Debt Financing Amount

Disposition Amount

Fiduciary Standard of Care

Forestland Program Policy Target Am
Infrastructure Program Policy Tar

Investment Amount

New Investments

Private Investment Vehicl
Prudent Person Opinio

RA Policy Compone ams
Real Estate Program Pa@lic rget Amount

Relatlonshlo
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Date: August, 2016

To: Members of the Investment Committee
California Public Employees’ Retirement System

From: Pension Consulting Alliance, LLC (PCA)

RE: Real Assets Investment Policy Revision — Second Reading

The proposed revisions to the Real Assets Program Investment Policy were presented to
the Investment Committee in June 2016. PCA provided a detailed review of the
proposed policy revisions at the first reading, noting our observations and concerns,
which have not changed.

PCA, acting as the Board Consultant for Real Estate, has reviewed the additional
proposed revisions to the Investment Policy for Real Assets made since the first reading.
PCA finds that the small number of subsequent revisions to the draft policy, displayed in
the redlined version, do not represent additional material changes.

It is PCA’s opinion that (a) the policy revision is positive and consistent with Investment
Beliefs 5, 9 and 10, and follows the Investment Committee’s direction and its April
approval of the updated 2016 Real Asset Strategic Plan.

PCA is available to discuss further or answer questions, as needed.



BEUING
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Memo

To: Members of the Investment Committee
California Public Employees’ Retirement System

From: StepStone Group

Date: August 15, 2016

Subject: Revision of Real Assets Investment Policy (Second

Reading) — Infrastructure Program

In its role as Private Asset Class Board Investment Consultant for the Infrastructure Program, StepStone was asked
to review the revised Real Assets Program Policy (“Policy”). The proposed Policy revisions are part of a broader
initiative of aligning the investment policies of each individual program with the new framework of the Total Fund
Policy.

The revised Real Assets Investment Policy was presented to the Investment Committee for a first reading on June
13, 2016. StepStone submitted an opinion letter to the Investment Committee outlining the key changes to the
Infrastructure Program resulting from the proposed revisions to the Policy. At that time, the Investment
Committee did not have any questions for staff or StepStone.

Staff has submitted a revised Policy to the Investment Committee for a second reading. StepStone has reviewed
these revisions and we confirm that only clarifying changes were made to the draft of the Policy presented to the
Investment Committee for a first reading. Specifically, language in Appendix 3 of the Policy (“Investment
Constraints/Limitations”) was amended to clarify that both Staff Authority Limits and the 20% maximum exposure
limitation under Key Policy Parameters apply to all commitments, including those made with external partners and
as direct investments.

StepStone welcomes the opportunity to answer any questions of the Investment Committee.

HONG KONG  LONDON NEW YORK PERTH SANDIEGO SAN FRANCISCO SAOPAULO SEOUL SYDNEY TOKYO
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Andrew Junkin, CFA, CAIA
President, Wilshire Consulting

July 12, 2016

Mr. Henry Jones

Chair of the Investment Committee

California Public Employees’ Retirement System
400 Q Street

Sacramento, CA 95814

Re: Real Asset Program Policy
Dear Mr. Jones:

You requested Wilshire’s opinion with respect to the proposed revisions to the second reading
of the Investment Policy for the Real Assets (RA) Program Policy (the “Policy”). Wilshire serves
the Investment Committee as the General Pension Consultant and the Forestland Consultant.

Overview and Recommendation

As we noted at the first reading in June, CalPERS Staff has worked to revamp the investment
policies across the organization. The project’s goal has been to streamline and simplify the
policies in order to make them more effective governance tools, which is in line with CalPERS’
overarching goals and Investment Beliefs.

Part of the streamlining process includes removing from the Investment Committee (IC)-
approved investment policies certain language that is more operational, and relocating it in to
IPPGs (Investment Policies, Procedures and Guidelines), which function as internal
management guidelines for Staff. Wilshire has been and will continue to be involved in vetting
the transfer of language from the previous versions of IC-approved policies to new/proposed
IC-approved policies and IPPGs. While not provided to the IC, Wilshire has reviewed a marked
up version of the current policy that highlights which portions have been moved into the
proposed policy and which are being moved into the IPPG for RA.

We note that many of the substantive changes (diversification limits, leverage limits,
delegated authority limits) in the proposed RA investment policy were taken from the
Strategic Plan that the Investment Committee approved in April.

As we previously noted, the current policy includes a target return of CPI plus 4% as a Strategic
Objective. While vetting the proposed policy with Staff, Wilshire recommended that this be
removed as one of the goals of the policy review project is to remove such “aspirational”
Wilshire Associates

370 Interlocken Boulevard Suite 620 Broomfield, CO 80021 TEL 303.626.7444 FAX303.466.1537
www.wilshire.com
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language. While a net, real return of 4% is a laudable goal as part of the strategic role of the
RA Program, this type of very specific target return is not contained within any other
program’s approved investment policy. The specificity of this return goal could come into
conflict with the other strategic roles targeted by CalPERS - stable income, inflation
protection, and acting as a diversifier for equity risk. Staff agreed that the language was
aspirational and removed it from the proposed policy.

Wilshire also notes that the proposed RA policy does not include specific reporting
requirements from the Real Estate, Infrastructure, and Forestland consultants. This seems odd
when viewed in a vacuum. However, these are laid out clearly in the Total Fund Investment
Policy Statement.

With respect to the Forestland-specific Staff Authority Limits, the dollar amounts have
increased from the current policy. Wilshire believes the proposed amounts provide
sufficient flexibility for investment actions without sacrificing IC input on major decisions.
Wilshire recommends the IC approve these new higher limits.

This is the second reading of this policy. The IC has reviewed this during the June IC meeting
and comments from PCA, Stepstone, and Wilshire. Wilshire recommends that the
Investment Committee approve the proposed policy.

Should you require anything further or have any questions, please do not hesitate to contact
us.

Best regards,

Wilshire Associates
370 Interlocken Boulevard Suite 620 Broomfield, CO 80021 TEL 303.626.7444 FAX303.466.1537
www.wilshire.com



