Investment Committee

California Public Employees’ Retirement System

Agenda Item 5b November 18, 2013

ITEM NAME: Adoption of Global Derivatives and Counterparty Risk Policy
and Repeal of Legacy Policies

PROGRAM: Total Fund
ITEM TYPE: Policy & Delegation — Action

RECOMMENDATION

Adopt the Global Derivatives and Counterparty Risk Policy (Policy) as shown in
Attachment 1 and repeal the legacy derivatives policies as shown in Attachments 2
and 3. The list of additional policies that will be updated through the administrative
change process, to reflect the repeal of the legacy derivatives policies and the
adoption of the new Policy, is provided as Attachment 4. The Wilshire Associates
consultant opinion letter is provided as Attachment 5.

EXECUTIVE SUMMARY

The Policy was presented to the Investment Committee (IC) for initial review on
October 14, 2013. The Policy includes one change based on feedback from the
initial review by the IC. In the Purpose section of the Policy, staff have included
reference to the recently adopted CalPERS Investment Beliefs Policy. Changes
made to the Policy based on the IC’s feedback are denoted with yellow highlighting in
Attachment 1.

Staff seeks approval of the Policy to ensure that CalPERS has effective operational,
risk management and compliance controls when using derivatives within the
investment process. Additionally, the new Policy consolidates and replaces two
legacy derivatives policies and requires adjustments to asset class policy language
where reference is made to the legacy derivatives policies or where the new Policy
language now supersedes existing language. Upon approval of the new Policy staff
will update any affected policies through the administrative change process.

STRATEGIC PLAN

This agenda item supports the CalPERS Strategic Plan goal to improve long-term
pension and health benefit sustainability. The adoption of a clear and unified Policy
will enhance CalPERS ability to achieve the System’s investment objectives.
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INVESTMENT BELIEFS
This agenda item supports the following CalPERS Investment Beliefs:

Investment Belief 9: Risk to CalPERS is multi-faceted and not fully captured
through measures such as volatility or tracking error
o CalPERS shall develop a broad set of investment and actuarial risk
measures and clear processes for managing risk

Investment Belief 10: Strong processes and teamwork and deep resources are
needed to achieve CalPERS goals and objectives.
e CalPERS will be best positioned for success if it:
o Has strong governance
o Operates with effective, clear processes

BACKGROUND

The purpose of the Derivatives Central Clearing and Processing Target Operating
Model initiative (Initiative) was to establish capabilities needed within the Investment
Office (INVO) to implement central clearing mandated by Dodd Frank and improve
policies and procedures associated with derivatives trading. As a part of the
Initiative, INVO formally established a Derivatives Committee comprised of senior
staff to provide ongoing oversight of derivatives and derivatives strategies.
Derivatives Committee members are selected based on their senior oversight
responsibilities and subject matter expertise with derivatives.

A specific responsibility outlined in the Derivatives Committee Charter is the

“creation, management, and maintenance of the Global Derivatives Policy
framework.” The development of the new Policy constitutes an important step in
establishing the Derivatives Committee as the owner of the derivatives policy
framework and creation of any new derivatives policies and procedures thereunder.
The new Policy was developed by Derivatives Committee members including
representation from Absolute Return Strategies, Global Equity, Global Fixed Income,
Investment Compliance and Operational Risk, Investment Servicing Division and Risk
Management.

ANALYSIS
The new Policy was designed from the outset to support the following goals:

1. Provide an overarching framework for how derivatives should be monitored and
managed within INVO.

2. Merge the existing Development of Derivatives Strategies and Derivatives —
External Money Managers policies into one policy inclusive of all means of
implementation (i.e., Internal Management, Externally Managed under
Investment Manager Agreements and Limited Liability Entity investments).

3. Provide for inclusion and oversight of the Affiliate Funds within the new Policy.
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4. Enhance and clarify responsibilities for a counterparty risk process that is
measured and managed jointly across asset classes and inclusive of external
manager exposures.

Remove procedural language contained in the existing derivatives policies.

Align the new Policy with regulatory requirements under the Dodd Frank Act.

The new Policy accomplishes these goals and sets a solid foundation to allow INVO
to adapt to any future derivatives regulations or changes in investment strategies.

BUDGET AND FISCAL IMPACTS
Not Applicable

BENEFITS/RISKS

The new Policy is designed to reduce operational, compliance and regulatory risk by
establishing a consolidated governance and procedural framework for monitoring and
managing derivatives across INVO. The Policy formalizes the role and
responsibilities of the Derivatives Committee in providing oversight to the use of
derivatives across INVO. In addition, the Policy positions CalPERS to be in
alignment with Dodd Frank requirements and creates a process for evaluating and
elevating potential issues and matters that are likely to impact derivatives markets to
the Investment Strategy Group and Operating Committee.

If the Policy is not adopted, INVO staff would be required to continue with a status
quo derivatives governance framework that is fragmented and does not acknowledge
the current tempo of regulatory changes in the derivatives market.

ATTACHMENTS

Attachment 1 — Proposed Global Derivatives and Counterparty Risk Policy

Attachment 2 — Black-lined Development of Derivatives Strategies Policy

Attachment 3 — Black-lined Derivatives — External Money Managers Policy

Attachment 4 — List of additional policies to be updated through the administrative
change process

Attachment 5 — Wilshire Associates Opinion Letter
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ERIC BAGGESEN
Senior Investment Officer
Asset Allocation/Risk Management

JOSEPH A. DEAR
Chief Investment Officer
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CALIFORNIA PUBLIC EMPLOYEES’ RETIREMENT SYSTEM
STATEMENT OF INVESTMENT POLICY

FOR
GLOBAL DERIVATIVES AND COUNTERPARTY RISK

October14,2013November 18, 2013

This policy is effective immediately upon adoption and supersedes all previous
Derivatives policies.

PURPOSE

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

This document sets forth the investment policy (“Policy”) for Global Derivatives
and Counterparty Risk. The design of this Policy ensures that investors,
managers, consultants or other participants selected by CalPERS take prudent
and careful action while managing the Policy. Additionally, use of this Policy
assures sufficient flexibility in managing investment risk and returns associated
with this Policy.

The Policy is intended to provide a strategic framework for governance of the use
of derivatives and derivatives strategies by the CalPERS Investment Office
across both internally and externally managed portfolios. The policy is intended
to ensure that CalPERS has effective operational, risk management and
compliance controls when using derivatives within the investment process.

STRATEGIC OBJECTIVE

The strategic objective of this Policy is to outline the issues that must be
addressed for each derivatives strategy, whether internally or externally
managed, in regard to guidelines, development of procedures and operational
requirements.

POLICY SCOPE

A. Benefit Plans/Trusts Covered under the Policy

This Policy applies to the use of derivatives by CalPERS within the
following Defined Benefit, Health Care and Defined Contribution Benefit
Plans/Trusts:

Copyright © 2013 by CalPERS. Reproduction of any part of this manual is permissible if reproduction
contains notice of CalPERS copyright as follows: “Copyright © 2013 by CalPERS.”
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1. Public Employees’ Retirement Fund (“PERF”)

2. Legislators’ Retirement System (“LRS”)

3. Judges’ Retirement System | (“JRS I”)

4. Judges’ Retirement System Il (“JRS II”)

5. Long Term Care (“LTC”) Fund

6. Health Care Fund (“HCF”)

7. Contingency Reserve Fund (“CRF”)

8. California Employers’ Retiree Benefit Trust (“CERBT”) Fund

9. Supplemental Income Program Defined Contribution (“SIP DC”)
Funds

a. CalPERS 457

b. State Peace Officers’ and Firefighters Supplemental Plans
(“POFF”)

C. Supplemental Contribution Program (“SCP”)
d. Placer County 457/401K

B. All sections of this Policy shall apply to the use of derivatives by
Investment Staff (“Staff’) and external managers (“Managers”) operating
under Investment Management Agreements (IMAs).

C. The following shall apply to application of the Policy for investments
through Registered/Commingled Funds or private investments made
through Limited Liability Entities only:

1. Staff must exercise thorough due diligence in assessing the
scope of each Limited Liability Entity or Registered/Commingled
Fund Manager’s use of derivatives, their purpose, experience of
the fund Manager’s staff in managing these positions, inherent
leverage and the Manager’s systems, controls and operations
in determining appropriateness of these entities for CalPERS
investment.

Copyright © 2013 by CalPERS. Reproduction of any part of this manual is permissible if reproduction
contains notice of CalPERS copyright as follows: “Copyright © 2013 by CalPERS.”
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2. Staff shall evaluate periodically (no less than annually) for any
changes in the use of derivatives at each Limited Liability Entity
or  Registered/Commingled Fund to reaffrm the
appropriateness of these investments at inception.

3. Limited Liability Entity or Registered/Commingled Fund
managers may be required to provide information to Staff on
derivatives trading activities within each entity in order for
CalPERS to comply with applicable aggregation or position limit
regulations and reporting requirements.

IV. RESPONSIBILITIES

A. Staff is responsible for the following:
1. Monitor the implementation of and compliance with the Policy
including due diligence and oversight of derivatives activities by
External Managers, Limited Liability Entities, or

Registered/Commingled Fund vehicles.
2. Monitor derivatives and counterparty risk exposures.

3. Immediately report concerns, problems, material changes and all
violations of Guidelines and Policies at the next Committee
meeting, or sooner if deemed necessary. These reports shall
include explanations of the violations and appropriate
recommendations for corrective action.

4, Evaluate the use of derivatives across CalPERS to ensure the
appropriate investment risk controls are in place.

5. Develop internal guidelines and procedures for the use, control
and compliance of derivatives.

6. Provide input to the Derivatives and Counterparty Risk Committee
regarding the content and guidelines contained in the Policy and
the Investment Office Derivatives and Counterparty Risk
Procedures Manual.

7. Use derivative products in a prudent manner in line with
established policies, procedures and guidelines.

Copyright © 2013 by CalPERS. Reproduction of any part of this manual is permissible if reproduction
contains notice of CalPERS copyright as follows: “Copyright © 2013 by CalPERS.”
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VL.

The Investment Office Derivatives and Counterparty Risk Committee is
responsible for the following:

1. Act as a standing committee to provide oversight on the use of
derivatives and counterparty risk by CalPERS Investment Office
including the development and approval of the Investment Office
Derivatives and Counterparty Risk Procedures Manual.

2. Provide updates and guidance to the Operating Committee and

the Investment Strategy Group regarding policy issues and
matters that are likely to have a significant impact on derivatives
markets and the implementation of derivatives strategies within
the Investment Office.

The General Board Consultant (“Consultant”) is responsible for
monitoring, evaluating and reporting periodically to the Committee on the
performance of portfolios to ensure that any derivative use does not have
a long-term harmful effect on the portfolio.

The External Manager is responsible for all aspects of portfolio
management as set forth in each External Manager's IMA with CalPERS
and shall fulfill the following duties:

1. Operate under IMAs.

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

3. Cooperate fully with CalPERS Staff, Custodian and General Board
Consultant concerning requests for information.

PERFORMANCE OBJECTIVE AND BENCHMARK

Not Applicable.

INVESTMENT APPROACHES AND PARAMETERS

A.

Derivatives Terminology

A derivative is broadly defined as a financial instrument whose value,
usefulness and marketability, is derived from or linked to the value of an
underlying security, commodity, or index that represents either direct
ownership of an asset or the direct obligation of an issuer, otherwise
known as the cash market instrument.

Copyright © 2013 by CalPERS. Reproduction of any part of this manual is permissible if reproduction
contains notice of CalPERS copyright as follows: “Copyright © 2013 by CalPERS.”
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Generally, there are five main categories of derivatives identified by the
assets from which they are derived:

1.

2.

3.

4.

5.

Currency derivatives
Interest rate derivatives
Credit derivatives
Commodity derivatives

Equity derivatives

A derivative position can be expressed using a number of different
financial instruments, each of which has a unique regulatory, risk and
documentation context:

1.

2.

3.

4.

A futures contract
A cleared derivative
An over-the-counter (“OTC”) derivative

A hybrid instrument that embeds a derivative in a debt instrument

Derivatives under this Policy include, without limitation:

1.

2.

Futures contracts

Options

Options on futures contracts

Forward contracts

Swap agreements

Security based swap agreements

Swap contracts with embedded options

Instruments or contracts intended to manage transaction or

currency exchange risk in purchasing, selling or holding
investments.

Copyright © 2013 by CalPERS. Reproduction of any part of this manual is permissible if reproduction
contains notice of CalPERS copyright as follows: “Copyright © 2013 by CalPERS.”
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Spot Foreign Exchange transactions with settlement date up to T+5 shall
be exempt from this Policy.

Cash transactions in any asset class are not derivatives. Derivatives, as
defined in this Policy, shall not be construed to include a broad range of
securities, such as Collateralized Mortgage Obligations (CMOs) and
convertible bonds.

B. Derivatives Application Permitted

Derivatives may be used to efficiently manage the Total Fund portfolio or
individual sub portfolios risk and return characteristics.

C. Derivatives Application Not Permitted
Derivative applications may only be used to invest in asset classes that
are consistent with CalPERS Total Fund Statement of Investment Policy
and Asset Allocation Strategy Policy asset categories, implementation
strategies, and risk-return characteristics.

D. Derivatives Control Procedures

Staff shall adopt documented control procedures that cover the following

areas:

1. Accounting and Performance measurement for derivatives.

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

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

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

E. Derivatives Risk Limitations

Staff should reference the Investment Office Derivatives and Counterparty
Risk Procedures Manual, Asset Allocation Strategy Policy, Leverage
Policy and asset class investment policies for additional limitations specific
to their portfolios inclusive of cash and derivatives instruments.

Copyright © 2013 by CalPERS. Reproduction of any part of this manual is permissible if reproduction
contains notice of CalPERS copyright as follows: “Copyright © 2013 by CalPERS.”
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Managers should reference their IMA including Investment Guidelines for
risk limitations specific to their portfolio or to the asset class or trust for
which they are managing investments.
VII. CALCULATIONS AND COMPUTATIONS
Not Applicable
VII. GLOSSARY OF TERMS

There are no Master Glossary of Terms contained in this Policy.

Adopted by the Investment Committee November 18, 2013

Copyright © 2013 by CalPERS. Reproduction of any part of this manual is permissible if reproduction
contains notice of CalPERS copyright as follows: “Copyright © 2013 by CalPERS.”
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http://www.calpers.ca.gov/jasper/investments/glossary/term-lookup.jsp?termID=642
http://www.calpers.ca.gov/jasper/investments/glossary/term-lookup.jsp?termID=378
http://www.calpers.ca.gov/jasper/investments/glossary/term-lookup.jsp?termID=376
http://www.calpers.ca.gov/jasper/investments/glossary/term-lookup.jsp?termID=426
http://www.calpers.ca.gov/jasper/investments/glossary/term-lookup.jsp?termID=422
http://www.calpers.ca.gov/jasper/investments/glossary/term-lookup.jsp?termID=397
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LIST OF ADDITIONAL POLICIES TO BE UPDATED THROUGH ADMINISTRATIVE PROCESS

POLICY SECTION LANGUAGE ADJUSTMENT
Statement of Investment Policy for Attachment A (Commodities Strike section D.1.
Inflation Assets Program), Section D. 1., and

Section E.2.

Statement of Investment Policy for Attachment B (Inflation Linked Strike paragraph under Section V.A.
Inflation Assets Bond Program), Section V.A.,
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POLICY

SECTION

LANGUAGE ADJUSTMENT

Statement of Investment Policy for
Barclays Aggregate Program

Section VI.A. and VI.C.

Adjust first paragraph under section VI.A. to the following:

All transactions involving derivatives and leverage are governed by CalPERS
Statement of Investment Policy for Bevelopment-of Derivatives-Strategies Global
Derivatives and Counterparty Risk (“Derivatives and Counterparty Risk Policy”). In
addition to the restrictions defined in the Derivatives and Counterparty Risk Policy,
the following conditions apply:

Strike section VI.C.

Statement of Investment Policy for
Currency Overlay Program

Attachment B (Externally
Managed Currency Overlay
Program), Section IIl.B.2.a

Insert the following in place of the language under Section III.B.2.a:

Statement of Investment Policy for Global Derivatives and Counterparty Risk; and,

Statement of Investment Policy for
Currency Overlay Program

Attachment B (Externally
Managed Currency Overlay
Program), Section IV.B.

Strike Section VI.B. of Attachment B
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POLICY

SECTION

LANGUAGE ADJUSTMENT

Statement of Investment Policy for
Currency Overlay Program

Attachment C (Internally
Managed Passive Currency
Overlay Program), Section
I1.B.7.a, and Section IlI.B.

Insert the following in place of the language under Section I1.B.7 .a:

Statement of Investment Policy for Global Derivatives and Counterparty Risk; and,

Strike Section II1.B. of Attachment C

Statement of Investment Policy for
Currency Overlay Program

Attachment D (Internally
Managed Active Currency
Overlay Program) Section III.B.




Agenda Item 5b, Attachment 4, Page 4 of 14

POLICY

SECTION

LANGUAGE ADJUSTMENT

Statement of Investment Policy for Low
Duration Fixed Income Program

Attachment A1 (High Quality

Libor Program), Section 11.D.3.,
Section IV., and Section IV.C.

Strike and insert the following in Section 11.D.3. of Attachment A1:

3. Repurchase Agreements and Tri-Party Repurchase Agreements (repos and tri-
party repos) collateralized at 102% by debt obligations of the U.S. Government or its
agencies (this does not include mortgage-backed securities). Repurchase
agreements and Tri-Party Repurchase agreements collateralized at 105% by A3/A-
or higher rated corporate debt or AAA structured securities or commercial paper with
a minimum A1/P1 rating. Repurchase agreements and Tri-Party Repurchase
agreements collateralized at 105% by common stock of companies included in one
of the following indices: Nasdaq composite, Russell 3000, or the S&P 500. Individual
common stock concentration is limited to 5% per issuer. Repurchase agreements
and Tri-Party Repurchase agreements must be marked- to market da|Iy Repurehase

rated—at—least—M%FL’I— Mortgage backed securmes are proh|b|ted CoIIateraI for Tri-
party repurchase agreements must be a minimum of $1 million in size. Guidelines for
Eligible Repo Counterparties can be found in-Attachment-A3 in the Statement of
Investment Policy for Global Derivatives and Counterparty Risk.

Adjust first paragraph Section IV. to the following:

All transactions involving derivatives and leverage are governed by CalPERS

Statement of Investment Policy for Bevelopment-of Derivatives-Strategies Global

Derivatives and Counterparty Risk. In addition to the restrictions defined in the
Derivatives Policy, the following conditions apply specifically to the HQL Program.

Strike Section IV.C.
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POLICY

SECTION

LANGUAGE ADJUSTMENT

Statement of Investment Policy for Low
Duration Fixed Income Program

Attachment A2 (Short Duration
Program), Section 11.D.3. ,
Section IV., and Section IV.C.

Strike and insert the following in Section 11.D.3. of Attachment A1:

3. Repurchase Agreements and Tri-Party Repurchase Agreements (repos and tri-
party repos) collateralized at 102% by debt obligations of the U.S. Government or its
agencies (this does not include mortgage-backed securities). Repurchase
agreements and Tri-Party Repurchase agreements collateralized at 105% by A3/A-
or higher rated corporate debt or AAA structured securities or commercial paper with
a minimum A1/P1 rating. Repurchase agreements and Tri-Party Repurchase
agreements collateralized at 105% by common stock of companies included in one
of the following indices: Nasdaq composite, Russell 3000, or the S&P 500. Individual
common stock concentration is limited to 5% per issuer. Repurchase agreements
and Tri-Party Repurchase agreements must be marked- to market da|Iy Repurehase

rated—at—least—M%FL’I— Mortgage backed securmes are proh|b|ted CoIIateraI for Tri-
party repurchase agreements must be a minimum of $1 million in size.

Guidelines for Eligible Repo Counterparties can be found in-Attachment-A3 in the
Statement of Investment Policy for Global Derivatives and Counterparty Risk.

Adjust first paragraph Section IV. to the following:

All transactions involving derivatives and leverage are governed by CalPERS

Statement of Investment Policy for Bevelopment-of Derivatives-Strategies Global

Derivatives and Counterparty Risk. In addition to the restrictions defined in the
Derivatives Policy, the following conditions apply specifically to the HQL Program.

Strike Section IV.C.
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POLICY

SECTION

LANGUAGE ADJUSTMENT

Statement of Investment Policy for Low
Duration Fixed Income Program

Attachment A3 (Limited Liquidity
Enhanced Return Program),
Section V. and Section IV.C.

Adjust first paragraph Section IV. to the following:

All transactions involving derivatives and leverage are governed by CalPERS
Statement of Investment Policy for Bevelopment-of Derivatives-Strategies Global
Derivatives Strategies and Counterparty Risk. In addition to the restrictions defined
in the Derivatives Policy, the following conditions apply specifically to the HQL
Program.

Strike Section IV.C.
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POLICY SECTION LANGUAGE ADJUSTMENT
Statement of Investment Policy for Low | Attachment A4 (Eligible Repo Strike the entire A4 Attachment:
Duration Fixed Income Program Counterparties)
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POLICY

SECTION

LANGUAGE ADJUSTMENT

Statement of Investment Policy for
Global Fixed Income Program

Attachment A (Dollar
Denominated Fixed Income
Program), Section Ill.A. and
Section III.C.

Adjust the first paragraph in Section Ill.A. to the following:

All transactions involving derivatives and leverage are governed by CalPERS

Statement of Investment Policy for Develeament—ef Deﬂ-va%wes—s#ategws—elc

(eeHeeWely—Derawes—Pehetes—)— Global Derlvatlves and Counterparty Risk. In
addition to the restrictions defined in the Global Derivatives -Pelicies- and
Counterparty Risk Policy, the following conditions apply:

Strike Section I11.C.
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POLICY

SECTION

LANGUAGE ADJUSTMENT

Statement of Investment Policy for
Global Fixed Income Program

Attachment B (International
Fixed Income Program), Section
lll. and Section III.B.

Adjust the first paragraph in Section lll. to the following:

All transactions involving derivatives managed by both internal and external
managers are governed by CalPERS Statement of Investment Policy for-Berivatives
~External-Money-Managers Global Derivatives and Counterparty Risk, except that
leverage and shorting will be permitted in accordance with this Policy as outlined in
Sections I, B and C.

Strike Section 111.B.
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POLICY

SECTION

LANGUAGE ADJUSTMENT

Statement of Investment Policy for the
Liquidity Program

Attachment A (US Treasury 2-10
Year Program), Section IV. and
Section IV.C.

Adjust the first paragraph in Section V. to the following:

All transactions involving derivatives and leverage are governed by CalPERS

Statement of Investment Policy for Bevelopment-of Derivatives-Strategies Global

Derivatives and Counterparty Risk. In addition to the restrictions defined in the
Derivatives Policy, the following conditions apply specifically to the UST Program.

Strike Section IV.C.

Statement of Investment Policy For
Global Equity

Section V.B.2.

Adjust the language in V.B.2. to the following:

2. Investment Opportunity Set — The primary universe of allowable investment assets
within Global Equity shall be publicly traded global equity securities and derivatives
thereof as described in the Statement of Investment Policy for Global Derivatives
and Counterparty Risk Derivatives-Peolicy. Any potential investment involving assets
identified as being primarily associated with another CalPERS asset class shall only
be undertaken upon:
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POLICY

SECTION

LANGUAGE ADJUSTMENT

Statement of Investment Policy for
Asset Allocation Strategy

Section VII.C.3.a.-e. and VIl .4.

Strike a.-e. under Section VII.C.3. and adjust the first sentence under section 3.

3. Counterparty risk.
Counterparty risk shall be managed by-adherence-to-thefollowing in accordance

with the Statement of Investment Policy for Global Derivatives and Counterparty
Risk.
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POLICY

SECTION

LANGUAGE ADJUSTMENT

Statement of Investment Policy for the
Opportunistic Program

Section VI.C.3.a.-e. and Section
VI.C.4.

Strike a.-e. under Section VI.C.3. and adjust the first sentence under section 3.

3. Counterparty risk.
Counterparty risk shall be managed by-adherence-to-thefollowing in accordance

with the Statement of Investment Policy for Global Derivatives and Counterparty
Risk.




Agenda Item 5b, Attachment 4, Page 13 of 14

POLICY

SECTION

LANGUAGE ADJUSTMENT

Statement of Investment Policy for
Securities Lending

Attachment A, Section I.C.1.

Adjust the language under section I.C.1. to the following:

1. All borrowers must be compliant with the counterparty guidelines in the
Statement of Investment Policy for Global Derivatives Strategies and
Counterparty risk and meet certain other financial criteria as determined by
CalPERS.

Statement of Investment Policy for
Securities Lending

Attachment B, Section A.2.a.

Adjust the language under section A.2.a. to the following:

a. Repurchase agreements and Tri-Party Repurchase agreements must be
compliant with the counterparty guidelines in the Statement of Investment
Policy for Global Derivatives Strategies and Counterparty Risk and meet
certain other financial criteria as determined by CalPERS at the time of
purchase.
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POLICY

SECTION

LANGUAGE ADJUSTMENT

10.

11.

12.

13.

14.

15.

Statement of Investment Policy for
Real Assets

Statement of Investment Policy For
Private Equity

Statement of Investment Policy for
Absolute Return Strategies
Statement of Investment Policy for

Multi-Asset Class Partners Program

Statement of Investment Policy for
The California Employers Retiree
Benefit Trust Fund

Statement of Investment Policy for
The Legislators’ Retirement System
(LRS) Fund

Statement of Investment Policy for
The Long Term Care (LTC) Fund
Statement of Investment Policy for
The Judges Retirement System |l
(JRS 1) Fund

Statement of Investment Policy for
the Supplemental Income Plans,
CalPERS Target Retirement Date,
and POFF Funds

Statement of Investment Policy for
Terminated Agency Pool
Statement of Investment Policy for
Public Employees’ Health Care
Fund

Statement of Investment Policy for
Supplemental Income Plans
Statement of Investment Policy for
Developmental Investment Fund
Statement of Investment Policy for
Corporate Governance Program
Statement of Investment Policy for
Emerging Equity Markets Principles

Section TBD

In the appropriate area within each Policy listed to the left insert the following
language:

All transactions involving derivatives are governed by CalPERS Statement of
Investment Policy for Global Derivatives Strategies and Counterparty Risk.




Agenda Item 5b, Attachment 5, Page 1 of 2

Michael C. Schlachter, CFA
Managing Director & Principal

October 24, 2013

Mr. Henry Jones

Chair, Investment Committee

California Public Employees’ Retirement System
400 Q Street

Sacramento, CA 95814

Re: Global Derivatives and Counterparty Risk Policy
Dear Mr. Jones,

You requested our comments regarding the new Global Derivatives and Counterparty Risk
Policy.

Recommendation

Since the changes requested by the Investment Committee during the first reading at the
October Investment Committee meeting were incorporated into this document, Wilshire
recommends that the Investment Committee approve these policy changes.

Discussion

The new policy prepared by Staff replaces and consolidates the current derivatives and
counterparty policies. We have reviewed all of the new policies and the policies that they
replace and have spoken to several members of Staff regarding this new policy.

A good deal of procedural language has been removed, such as specifics about things like
counterparty ratings and limits. While those types of items have previously been decided by
the board, the governance changes made over the past few years have delegated this to the
Staff and the new policy has therefore eliminated all of these specifics. Going forward, a Staff
committee will determine all risk limits instead of the Investment Committee.

In light of these procedural changes and the decreased role of the Investment Committee in
overseeing changes to derivative and counterparty risks, we recommend that the Investment
Committee continue to require Staff to periodically report on any changes made to

Wilshire Associates
370 Interlocken Boulevard Suite 620 Broomfield, CO 80021 TEL 303.626.7444 FAX303.466.1537
www.wilshire.com
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counterparty and derivative risk limits and the aggregate levels of counterparty risk. Over the
last several quarters, these reports have become less of a focus of the Investment Committee.
Given these changes in the policy, we suggest that reviewing these risk reports should be of
greater interest to the Investment Committee.

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



