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TO: Vermont Pension Investment Committee 

FROM: Beth Pearce, State Treasurer 

RE: ESG Focus Area Recommendations to VPIC 

DATE: September 24, 2019 

The Treasurer’s Office is requesting from the VPIC approval of the actions listed below. These 
recommendations are consistent with the VPIC’s Proxy Policies, the ESG five-point plan adopted 
by the VPIC in February 2017, and the VPIC ESG Policy adopted on June 27, 2017. Staff will 
report on the progress of these activities. 

ACTION ITEM #1 
Continue to be a signatory of the PRI to gain access to a sophisticated, global network of 
institutional investors working toward increasing shareholder value by engaging companies on 
Environmental, Social, and Governance (ESG) topic areas. PRI is a leader in corporate 
engagement and research in all three ESG issue areas, having the support of the United Nations 
Environment Programme Finance Initiative and United Nations Global Compact. The VPIC 
would be joining 63% (10 out of 16) of its investment managers, as well as several vendors, as an 
active member of PRI. Please see Attachment A of this report, which outlines the signatory 
commitment. Signatory status of PRI requires an annual membership fee based on assets under 
management. The 2020 fee will be approximately $3,009. 

ACTION ITEM #2 

Continue to be a member of the Council of Institutional Investors. This is an association 
primarily of pension funds and other employee benefit funds, foundation, and endowments that 
promotes the interests of US institutional investors. Its membership has an aggregate asset base 
of $4 trillion. This group also includes associate members that include non-US asset owners and 
asset managers. VPIC uses its membership position to stay current on corporate governance 
trends and issues, as well as leverage its voice in comment letters on pending legislation and 
regulation to advocate for the preservation of shareholder rights.  The cost of this membership is 
$5,000. 

ACTION ITEM #3 
Explore opportunities to lead on shareholder resolutions with the assistance of VPIC’s ESG and 
proxy voting consultant Segal Marco, focused on the following four advocacy topics. We remain 
cognitive of the VPIC workload and we will not take on excessive efforts, but we believe this is a 
part of our fiduciary duty. I have confirmed with Staff that they will leverage the resources and 
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time of the VPIC ESG and proxy voting consultant, Segal Marco, to help manage the time 
commitment required of this action item. 

1) Executive Compensation – Urge the Board of Directors to adopt a policy that when a 
financial performance metric is adjusted to evaluate performance for purposes of 
determining the amount of vesting of any senior executive compensation award, it 
provide an explanation of why the precise exclusion is warranted and that the Board 
reconcile adjusted GAAP accounting to GAAP accounting in the proxy statement. 
“Incentive Compensation” is compensation paid pursuant to short-term and long-term 
incentive compensation plans and programs. The policy should be implemented without 
violating any existing contractual obligation of the Company or terms of any 
compensation or benefit plan. 

2) Environment - To help investors understand a given company’s progress on mitigating 
deforestation globally, request the company disclose to investors by December 31, 2020, 
at reasonable expense and excluding proprietary information, metrics regarding its supply 
chain impacts on deforestation demonstrating any progress for reducing such impacts.  

3) Human Rights - Request that the Board of Directors prepare a report by September 2020, 
at reasonable expense and omitting proprietary information, on steps the company is 
taking to enhance board diversity beyond current levels, such as: 

i) Embedding a commitment to diversity inclusive of gender, race, ethnicity in 
governance documents;  

ii) Committing publicly to include women and people of color in each candidate pool 
for board and senior leadership seats;  

iii) Disclosing the racial, ethnic and gender composition of the board in annual proxy 
statements.  

We believe this report will foster Board accountability on this issue. 

4) Opioid Epidemic - Urge the Board of Directors to adopt a policy that when a financial 
performance metric is adjusted to exclude legal or compliance costs when evaluating 
performance for purposes of determining the amount or vesting of any senior executive 
compensation award, it provide an explanation of why the precise exclusion is warranted 
and a breakdown of the litigation costs. “Legal or compliance costs” are expenses or 
charges associated with any investigation, litigation or enforcement action related to drug 
distribution, including legal fees; amounts paid in fines; penalties or damages; and, 
amounts paid in connection with monitoring required by any settlement or judgment of 
claims of the kind described above. The policy should be implemented in a way that does 
not violate any existing contractual obligation of the Company or the terms of any 
compensation or benefit plan. 

ACTION ITEM #4 
Adopt the following categories of shareholder engagement activities for the upcoming proxy 
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season and direct staff to pursue activities consistent with the guidelines outlined below, the 
existing VPIC proxy policies, and incorporating changing industry standards and best practices.  
Activities include coordinating with the VPIC ESG consultant and proxy vendor on VPIC proxy 
votes, co-filing on proxy resolutions, participating on calls with companies to engage on these 
issues directly, and writing letters of support for the various activities, again consistent with the 
VPIC proxy policy guidelines. Given that VPIC only meets monthly, if we sought individual 
approvals on each specific proxy activity, we would likely miss most opportunities to participate. 
Staff will prepare a summary report for the VPIC of all shareholder activities for their review at 
the end of the 2020 proxy season. 

 
1. Political Activities, Memberships and Expenditures  

Request:  

Resolutions generally request the disclosure of company political and lobbying activities, 
memberships in organizations that engage in political activities, and all related 
expenditures. Resolutions may request disclosure of company strategy driving political 
activities, and internal controls in place to manage political activities and expenditures.  

Outcome: 

Disclosure of companies’ participation and influence in public policymaking and the 
intended outcomes of such activities and expenditures. Disclosure of company’s internal 
management and controls of political activities and expenditures. Encourage lawful, 
responsible, and transparent engagement in policymaking.  

 
2. Ethical Labor Practices 

Request:  

The Treasurer’s office requests permission to participate in shareholder engagement on 
ethical labor practices through co-filing resolutions and sign-on letters addressing the 
following issues:  

• Companies monitor and report on legal and regulatory compliance related to non-
discrimination/equal employment opportunity, workplace health and safety, 
environmental issues, and labor policies and practices that affect long-term 
corporate performance.  

• Adoption of industry recognized standards ensuring sustainable wages and safe 
working conditions for employees and employees of suppliers.  

• Oversight and monitoring of supply chains to ensure suppliers do not use forced 
labor, child labor, or sweatshop labor, and otherwise comply with legal and 
regulatory guidance pertaining to non-discrimination, workplace health and safety, 
environmental issues, and labor policies and practices that affect long-term 
corporate performance.  
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Outcome:  

Companies monitor and report annually on compliance with relevant labor laws and 
regulation. Companies detail oversight of operations and supply chains to ensure 
compliance with relevant law and regulation.  

 
3. Defend Shareholder Rights 

Request:  

The Treasurer’s office requests the VPIC’s permission to work with institutional investor 
advocacy groups and peers to oppose legislation, rulemaking, or SEC legal bulletins that 
would weaken shareholder rights and the independence of proxy advisory firms.  

Outcome: 

Stop legislation, rulemaking, or SEC staff legal bulletins that would weaken shareholder 
rights and lend undue influence of corporations over proxy advisory firm 
recommendations.  

 
4. Sustainability 

Request:  

The Treasurer’s office would like to engage companies on sustainability issues through 
corporate engagement, co-filing opportunities, sign-on letters, and engagement 
campaigns. Topics include, but are not limited to, the following: 

• Measurement, tracking, and quantifying sustainability-related metrics which may 
include, but are not limited to, 1st, 2nd, and 3rd degree greenhouse gas emissions, 
energy efficiency, conservation of natural resources such as water, and other 
environmental and social impacts deemed relevant to company business by the 
board of directors.  

• Disclosure of financially relevant sustainability metrics using industry recognized 
guidelines such as the Task-Force on Climate-related Financial Disclosures’ 
(TCFD) Sector Specific Disclosure Recommendations or the Sustainability 
Accounting Standards Board sector specific guidelines.  

• Analysis and reporting on sustainability metrics, which may include conducting 
scenario analysis, energy expense assessment, and evaluation of business 
opportunity and resilience in changing market environments. 

• Seek commitments from US publicly traded electric power generators of zero net 
emissions by 2050. 

Outcome:  

Annual reporting on sustainability-related metrics, risks, and opportunities, which may 
include scenario analysis and planning, using financially relevant and industry recognized 
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metrics and guidelines.  

 
5. Mutual Fund Proxy Voting 

Request:  

Allow the Treasurer’s office staff to promote responsible proxy voting policies by mutual 
fund companies.   

Outcome: 

Mutual Fund companies will allow investors to review their proxy voting record on 
specific resolutions and will explain any incongruence on the company’s voting record 
and their public positions.  The Board of Directors will issue a report on proxy voting to 
shareholders. 

 
6. Opioid Accountability  

Request:  

The Treasurer’s office requests to continue to engage on the issue of opioid and 
prescription drug accountability through membership in the Investors for Opioid 
Accountability (IOA). There is no cost associated with membership in IOA. Engagements 
on opioid accountability may include co-filing resolutions and signing on to letters 
requesting that manufacturers, distributors, and retailers of opioids and goods and 
services related to the treatment of opioid addiction address financial, legal, and/or 
reputational risks related to the opioid crisis. This may include disclosure of activities that 
might mitigate or exacerbate the opioid crisis or otherwise result in reputational risk or 
benefit to the company. Current members alongside VPIC of the IOA, include CalSTRS, 
Connecticut State Treasurer’s Office, and the NYS Common Retirement Fund. A two 
year summary report can be found here: 
https://www.iccr.org/sites/default/files/page_attachments/ioa_two_year_summary_report.
pdf 

Outcome:  

Opioid manufacturers, distributors, and retailers, and companies providing goods and 
services related to the treatment of opioid addiction, address the financial, legal, and/or 
reputational risks presented by the opioid crisis.   

 
7. Say-on-Pay 

Request:  

Join the Say-on-Pay Working Group, lead by Maureen O’Brien of Segal Marco (also 
VPIC’s ESG consultant) and Brandon Rees of AFL-CIO. 

Outcome: 
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Be a counterweight to the exponential growth of CEO pay in the US. This group will 
work to prepare shareholder proposals and send letters to the S&P 500 companies 
requesting Board Members review their approach to CEO compensation to ensure it also 
enriches shareholders and the work force to support sustainable growth at the company. 

 
8. Board Diversity 

Request:  

Join the Northeast Investors’ Diversity Initiative (NIDI), lead by the State of Connecticut 
Office of the Treasurer and the Connecticut Retirement Plans & Trust Funds, to focus on 
small to mid-cap companies with a large presence in the Northeast that lack Board 
diversity. This group will send letters to 20 regional companies in FY 2020 that have 
fewer than two women or no directors self-identifying as a member of a minority group. 

Outcome: 

Increase the adoption of the Rooney Rule by regional companies to bring diversity to 
corporate boards of directors. The Rooney Rule is a National Football League (NFL) 
policy, which requires league teams to interview minority candidates for head coaching 
and senior football operations openings. It has had a positive impact on diversity in the 
head operational positions in the NFL since its implementation. For example, there have 
been eighteen minority head coaches since the Rooney Rule went into effect in 2003. 
Prior to that only seven had been employed by the NFL since 1920. 
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Attachment A: Principles for Responsible Investment 

 

The six Principles for Responsible Investment are a voluntary and aspirational set of investment 
principles that offer a menu of possible actions for incorporating ESG issues into investment 
practice. 

The Principles were developed by investors, for investors. In implementing them, signatories 
contribute to developing a more sustainable global financial system.  

Signatories’ commitment: 

“As institutional investors, we have a duty to act in the best long-term interests of our 
beneficiaries. In this fiduciary role, we believe that environmental, social, and corporate 
governance (ESG) issues can affect the performance of investment portfolios (to varying degrees 
across companies, sectors, regions, asset classes and through time). 

We also recognise that applying these Principles may better align investors with broader 
objectives of society. Therefore, where consistent with our fiduciary responsibilities, we commit 
to the following: 

• Principle 1: We will incorporate ESG issues into investment analysis and decision-
making processes. 

• Principle 2: We will be active owners and incorporate ESG issues into our ownership 
policies and practices. 

• Principle 3: We will seek appropriate disclosure on ESG issues by the entities in which 
we invest. 

• Principle 4: We will promote acceptance and implementation of the Principles within the 
investment industry. 

• Principle 5: We will work together to enhance our effectiveness in implementing the 
Principles. 

• Principle 6: We will each report on our activities and progress towards implementing the 
Principles. 

The Principles for Responsible Investment were developed by an international group of 
institutional investors reflecting the increasing relevance of environmental, social and corporate 
governance issues to investment practices. The process was convened by the United Nations 
Secretary-General. 

In signing the Principles, we as investors publicly commit to adopt and implement them, where 
consistent with our fiduciary responsibilities. We also commit to evaluate the effectiveness and 
improve the content of the Principles over time. We believe this will improve our ability to meet 
commitments to beneficiaries as well as better align our investment activities with the broader 
interests of society. 

We encourage other investors to adopt the Principles.” 


