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AGENDA 

A REGULAR MEETING OF THE CORPORATE GOVERNANCE COMMITTEE 

AND THE BOARD OF INVESTMENTS* 

LOS ANGELES COUNTY EMPLOYEES RETIREMENT ASSOCIATION 

300 N. LAKE AVENUE, SUITE 810, PASADENA, CALIFORNIA 91101 

8:00 A.M., WEDNESDAY, APRIL 12, 2023 

This meeting will be conducted by the Corporate Governance Committee and 
Board of Investments both in person and by teleconference under California 

Government Code Section 54953 (f). 

Any person may view the meeting in person at LACERA’s offices or online at 
https://LACERA.com/leadership/board-meetings 

The Committee may take action on any item on the agenda, and 
agenda items may be taken out of order. 

I. CALL TO ORDER

II. PROCEDURE FOR TELECONFERENCE MEETING ATTENDANCE
UNDER AB 2449, California Government Code Section 54953(f)

A. Just Cause
B. Action on Emergency Circumstance Requests
C. Statement of Persons Present at AB 2449 Teleconference Locations

III. APPROVAL OF MINUTES

A. Approval of the Minutes of the Corporate Governance Committee
Meeting of October 12, 2022

https://lacera.com/leadership/board-meetings
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IV. PUBLIC COMMENT
Members of the public may address the Committee orally and in writing. To 
provide Public Comment, you should visit 
https://LACERA.com/leadership/board-meetings and complete the request 
form by selecting whether you will provide oral or written comment from the 
options located under Options next to the Committee meeting.
If you select oral comment, we will contact you via email with information and 
instruction as to how to access the meeting as a speaker. You will have up to 
3 minutes to address the Committee. Oral comment request will be accepted 
up to the close of the Public Comment item on the agenda.
If you select written comment, please input your written public comment or 
documentation on the above link as soon as possible and up to the close of 
the meeting. Written comment will be made part of the official record of the 
meeting. If you would like to remain anonymous at the meeting without stating 
your name, please leave the name field blank in the request form. If you have 
any questions, you may email PublicComment@lacera.com.)

V. NON-CONSENT

A. Corporate Governance and Stewardship Principles Review 
Recommendation as submitted by Scott Zdrazil, Principal 
Investment Officer, and Dale Johnson, Investment Officer: That the 
Committee advance the revised Corporate Governance and 
Stewardship Principles for Board of Investments approval.
(Presentation) (Memo dated March 19, 2023)

VI. REPORT

A. Educational Guest Speakers: Developments in Human Capital 
Management Reporting
Jeff Higgins, Founder and Chief Executive Officer, Human Capital 
Management Institute
Dr. Colleen Honigsberg, Professor of Law, Stanford Law School 
Scott Zdrazil, Principal Investment Officer
(Presentation) (Memo dated March 30, 2023)

VII. ITEMS FOR STAFF REVIEW
(This item summarizes requests and suggestions by individual trustees 
during the meeting for consideration by staff. These requests and 
suggestions do not constitute approval or formal action by the Board, 
which can only be made separately by motion on an agendized item at a 
future meeting.)

mailto:PublicComment@lacera.com
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VIII. ITEMS FOR FUTURE AGENDAS 

(This item provides an opportunity for trustees to identify items to be 
included on a future agenda as permitted under the Board’s Regulations.) 

 
IX. GOOD OF THE ORDER   

(For information purposes only) 
 
X. ADJOURNMENT 
 
 
 
*The Board of Investments has adopted a policy permitting any member 
of the Board to attend a standing committee meeting open to the public. 
In the event five or more members of the Board of Investments (including 
members appointed to the Committee) are in attendance, the meeting 
shall constitute a joint meeting of the Committee and the Board of 
Investments. Members of the Board of Investments who are not members 
of the Committee may attend and participate in a meeting of a Committee 
but may not vote, make a motion, or second on any matter discussed at 
the meeting. The only action the Committee may take at the meeting is 
approval of a recommendation to take further action at a subsequent 
meeting of the Board. 
 
Documents subject to public disclosure that relate to an agenda item for 
an open session of the Board of Investments that are distributed to 
members of the Board of Investments less than 72 hours prior to the 
meeting will be available for public inspection at the time they are 
distributed to a majority of the Board of Investments Members at 
LACERA’s offices at 300 N. Lake Avenue, Suite 820, Pasadena, CA 91101, 
during normal business hours of 9:00 a.m. to 5:00 p.m. Monday through 
Friday. 
 
Requests for reasonable modification or accommodation of the 
telephone public access and Public Comments procedures stated in this 
agenda from individuals with disabilities, consistent with the Americans 
with Disabilities Act of 1990, may call the Board Offices at (626) 564-6000, 
Ext. 4401/4402 from 8:30 a.m. to 5:00 p.m. Monday through Friday or email 
PublicComment@lacera.com, but no later than 48 hours prior to the time 
the meeting is to commence. 
 



 

 
MINUTES OF THE REGULAR MEETING OF THE CORPORATE  

 
GOVERNANCE COMMITTEE AND THE BOARD OF INVESTMENTS* 

 
LOS ANGELES COUNTY EMPLOYEES RETIREMENT ASSOCIATION 

 
300 N. LAKE AVENUE, SUITE 810, PASADENA, CALIFORNIA  91101 

 
8:00 A.M., WEDNESDAY, OCTOBER 12, 2022 

 
This meeting was conducted by teleconference under California Government 

Code Section 54953(e). 
 
 

 
PRESENT:  Gina V. Sanchez, Chair 
 
   Keith Knox, Vice Chair 
 
   Elizabeth Greenwood 
 
   Herman Santos 
 
ABSENT:     David Green, Alternate 
 
 
MEMBERS AT LARGE: 
   
   Patrick Jones (Joined meeting at 8:03 a.m.) 
 
 

STAFF, ADVISORS, PARTICIPANTS: 
 

Jonathan Grabel, Chief Investment Officer 
 
Steven P. Rice, Chief Counsel  

 
Scott Zdrazil, Principal Investment Officer 

 
Dale Johnson, Investment Officer 
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I. CALL TO ORDER 
 

The meeting was called to order virtually by Chair Sanchez at 8:00 a.m. 
 
II. APPROVAL OF MINUTES  
 

A. Approval of the Minutes of the Regular Meeting of April 13, 2022 
 

Mr. Santos made a motion, Mr. Knox 
seconded, to approve the minutes of the 
regular meeting of April 13, 2022.The motion 
passed (roll call) with Mses. Sanchez, 
Greenwood and Messrs.  Knox, and Santos 
voting yes.  

 
III. PUBLIC COMMENT 
 

There were no requests from the public to speak. 
 

IV. NON-CONSENT 
 

A. Recommendation as submitted by Scott Zdrazil, Principal Investment 
Officer: That the Board advance a revised Corporate Governance 
Committee Charter to the Board of Investments for approval. 
(Memo dated September 2, 2022) 
 
Mr. Zdrazil provided a presentation and answered questions  

 
from the Board. 

 
Mr. Santos made a motion, Ms. Greenwood 
seconded, to advance the revised Corporate 
Governance Committee Charter to the Board 
of Investments for approval. The motion 
passed (roll call) with Mses. Sanchez, 
Greenwood and Messrs.  Knox, and Santos 
voting yes.  
 

 
 
 
 

 



October 12, 2022 
Page 3 
 
V. REPORTS 
 

A. Review of FY2022 Proxy Voting Results and Trends 
Scott Zdrazil, Principal Investment Officer 
Dale Johnson, Investment Officer 
(Memo dated September 30, 2022) 
 

Messrs. Zdrazil and Johnson provided a presentation and answered  
 

questions from the Board. 
 

B. Update and Review of Corporate Governance Engagement and 
Stewardship Initiatives 
Scott Zdrazil, Principal Investment Officer 
Dale Johnson, Investment Officer 

 (Memo dated September 30, 2022) 
 

Messrs. Zdrazil and Johnson provided a presentation and answered  
 
questions from the Board. 
 
 C. Update regarding Council of Institutional Investors Board Nomination 

Scott Zdrazil, Principal Investment Officer 
  (For Information Only) (Memo dated October 3, 2022) 
 

  This item was received and filed. 
 
VI. ITEMS FOR STAFF REVIEW 

 

There was nothing to report. 
 

VII. ITEMS FOR FUTURE AGENDAS  
 

There was nothing to report. 
 

VIII. GOOD OF THE ORDER 
(For information purposes only)  

  
There was nothing to report. 
 

IX. ADJOURNMENT 
 

There being no further business to come before the Committee, the 
 

meeting was adjourned at approximately at 9:02 a.m. 



 

 
 
March 19, 2023 
 
 
TO:  Trustees – Corporate Governance Committee 
  
FROM:  Scott Zdrazil  
   Principal Investment Officer 
 
  Dale Johnson  
  Investment Officer 
 
FOR:  April 12, 2023 Corporate Governance Committee Meeting 
  
SUBJECT: Corporate Governance and Stewardship Principles Review 
  

RECOMMENDATION 
 
Advance revised Corporate Governance and Stewardship Principles for Board of Investments 
approval. 
 

BACKGROUND 
 

Staff is proposing a revision to LACERA’s Corporate Governance and Stewardship Principles 
(Principles) to reduce LACERA’s guiding principle on how many corporate boards directors at 
portfolio companies should serve on. If approved, staff would apply the revised guidance when 
reviewing and casting proxy votes on corporate director nominees at LACERA’s portfolio 
companies. Attachment 1 provides additional background information and Attachment 2 is a 
redlined version of the language revision to the current Principles.  
 
Attachments 
 
Noted and Reviewed: 
 
 
___________________________ 
Jonathan Grabel 
Chief Investment Officer 

 

https://www.lacera.com/BoardResourcesWebSite/BoardOrientationPdf/policies/CorpGovPrinciples.pdf
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Recommendation and Overview

Recommendation
Advance revised Corporate Governance and Stewardship Principles (Principles) for Board of Investments approval  

Overview
Staff is recommending revising the Principles to reduce LACERA’s expectations for how many corporate boards 
directors at portfolio companies should serve on from 4 to 3 for all directors and from 3 to 2 boards for chief executive 
officers. LACERA may vote proxies against directors serving above the guidance, absent compelling rationales.

Discussion Outline
1. Brief Background on the Principles ​ and LACERA’s Proxy Voting
2. Proposed Revision to Overboarding Policy
3. Market Trends and Research Insights
4. Estimated Impact of Proposed Revision on LACERA’s Proxy Voting Results
5. Summary
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LACERA votes proxies consistent with its Corporate Governance and Stewardship Principles
to support governance practices at portfolio companies that safeguard and enhance shareholder value

The Principles articulate LACERA’s views on five common corporate governance topics:
• Corporate board directors and practices to encourage director accountability to investors
• Investor rights and capital structure to promote integrity in financial markets
• Executive compensation practices to align executives’ interests with investors
• Performance reporting to avail transparent information about firm performance
• Environmental and social factors to prudently manage financially relevant operational risks

LACERA strives to maintain high, credible, and pragmatic standards in applying the Principles in a 
universal manner across markets

Staff regularly reviews the Principles to suggest revisions to ensure the Principles remain robust and 
address current topics

Staff is proposing revising the Principles related to excessive director commitments (“overboarding”)

Background on LACERA’s Principles and Proxy Voting

https://lacera.com/sites/default/files/assets/documents/general/CorpGovPrinciples_2021_03.pdf
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Investors rely on corporate board directors to
 Set the company’s strategic direction and exercise effective oversight
 Ensure that the firm is managed in the best interests of investors

LACERA’s Principles seek to ensure directors have adequate time to attend to their board 
commitments and therefore discourage serving on too many boards, also known as “overboarding”

 LACERA votes proxies against directors considered to be “overboarded”
 2nd most prevalent reason for voting against directors after lack of director independence
 Universal application of LACERA overboarding guidance to all holdings in all markets 

Staff proposes tightening LACERA guidance on “overboarded” directors:

LACERA’s Expectations of 
Corporate Directors

Investor Concern with 
“Overboarding”

Proposed Revision to 
LACERA’s Guidance on 

Overboarding

About Overboarding and Proposed Revision

Current Principles Guideline Proposed Revision
For all corporate directors: Maximum of 4 boards Maximum of 3 boards

For chief executive officers: Maximum of 3 boards Maximum of 2 boards

The proposed language in presented as redlined edits on page 7 of Attachment 2
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Market Trends and Context

Korn Ferry. “Are Board Directors Going Overboard?” 2014-2015 (page 15); PwC. “Directors take a conservative view on overboarding: PwC’s 2022 Annual Corporate Directors Survey; Spencer Stuart. “Getting back 
to normal on the number of board meetings” 2022 U.S. Spencer Stuart Board Index; Spencer Stuart. “Many boards limit additional board activity by directors and CEOs: 2022 U.S. Spencer Stuart Board Index

Increased 
Demands on 

Corporate 
Directors

• Expanding oversight of complex business risks (i.e., cybersecurity, supply chain, compliance, etc.)
• COVID-19 pandemic meant directors face multiple boards simultaneously navigating acute challenge

Increasing 
Average Time 

Commitment per 
Board Seat

• 250 hours spent on each board on average, up from 210 in last 15 years
• Over 8 board meetings per year at large companies

Companies 
Discourage 
Excessive 

Commitments

• 70% of boards limit number of other boards their directors serve on to avoid competing time demands
• Half of directors (48%) think directors should serve on no more than three public company boards
• 70% of directors think CEOs should serve on no more than two public company boards

Increased 
Investor 
Scrutiny

• International Corporate Governance Network limits to 3 boards, less for board and committee chairs
• Council of Institutional Investor limits all directors with full-time jobs to 2 boards (4 for others)
• ISS permits up to 5 boards for all directors and 3 for CEOs
• Glass Lewis permits up to 5 boards for all directors and 2 for CEOs 

https://www.kornferry.com/content/dam/kornferry/docs/article-migration/Briefings31_OTH_OnTheBoard_14-15.pdf
https://www.pwc.com/us/en/services/governance-insights-center/assets/pwc-2022-annual-corporate-directors-survey.pdf
https://www.spencerstuart.com/-/media/2022/october/ssbi2022/2022_us_spencerstuart_board_index_final.pdf
https://www.spencerstuart.com/-/media/2022/october/ssbi2022/2022_us_spencerstuart_board_index_final.pdf
https://www.spencerstuart.com/-/media/2022/october/ssbi2022/2022_us_spencerstuart_board_index_final.pdf
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 Higher total shareholder returns at firms without overboarded directors
• U.S. public companies without overboarded directors (defined as no more than 4 boards for all directors or 2 for CEOs) 

outperformed those with overboarded directors by 1.0-1.5% annually over 3 years and 2-4% annually over 5 years
• Firms with overboarded directors are more likely to have other problematic governance practices 

(i.e., low director independence and attendance record, unequal voting rights, low investor support on CEO pay votes)

 Positive stock price reactions when “overboarded” directors reduce the number of outside director commitments
• Share price movements at firms where directors reduce their director commitments at outside boards
• Significantly positive market reaction at companies when directors serve on no more than 3 boards

Research Finds Correlation with Firm Performance

Keren Bar-Hava, Feng Gu, and Baruch Lev. “Market Evidence on Investor Preference for Fewer Directorships.” Journal of Financial and Quantitative Analysis. May 2020 (pp. 931–954);
ISS. “Director Overboarding: Global Trends, Definitions, and Impact.” August 2019 (weblinks not available)
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Staff conducted backtesting to estimate the impact of the revision on LACERA’s director support levels:

 8% estimated decrease in LACERA support for director nominees globally (about 3,000 nominees)
• Director support may decrease from 60% in FY2022 to about 52%
• Overboarding most prevalent in the U.S. market, but also Canada, Hong Kong, and United Kingdom

 LACERA often opposes affected directors for other governance concerns outlined in LACERA’s Principles, i.e.:
• Lack of director independence (largest contributor to LACERA’s votes against director nominees)
• Lack of board diversity
• Poor governance structures such as multi-class share structures with unequal voting rights
• Poor director attendance

 Discouraging overboarding may prompt boards to cast a wide net for director talent, including diversity

Estimated Impact on LACERA Proxy Voting Statistics
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Staff is proposing revising language in LACERA’s Principles to reduce the number of corporate boards that LACERA considers 
corporate directors should serve on

The revised language aims to encourage that corporate directors have adequate time to serve investors’ interests in light of
increasing time demands and the complexities of corporate boards’ oversight responsibilities

The proposal would reduce current limits on board service, absent which LACERA may vote against nominees:
 All directors should generally serve on no more than three boards (down from currently four)
 CEOs should generally serve on no more than two boards (reduced from three)

The proposed language enables LACERA to assess if there may be a detrimental impact of opposing a director for a reason 
disclosed by the company (such as the director is serving as a financial expert and will transition off the board within a limited 
number of months once a new director begins)

Summary of Proposed Principles Revision



 
               
 
 
 
 
 
 
 
 
 
 
 
 
 
 

REDLINED VERSION FOR REVIEW

Stewardship 
Principles 

[Date pending upon Board approval]  March 2021 

Attachment 2 
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About LACERA 
The Los Angeles County Employees Retirement Association (“LACERA”) administers defined benefit retirement plans and 
other post-employment benefits for employees of Los Angeles County and certain other districts . 

 
The Los Angeles County Board of Supervisors established LACERA in 1937   
under the terms of California’s County Employees Retirement Law . LACERA 
is governed by the California Constitution (Article XVI, Section 17), the 
California County Employees Retirement Act of 1937, and the California 
Public Employees’ Pension Reform Act of 2013 . Today, LACERA serves over 
160,000 active and retired members . 

LACERA MISSION STATEMENT: 
 

 

We Produce, Protect, and Provide 
the Promised Benefits 

 

LACERA’s mission is to “produce, protect, and provide the promised benefits .” LACERA aims to fulfill its mission through 
prudent investment and conservation of plan assets, in accordance with the Investment Beliefs that frame its Investment Policy 
Statement and in consideration of actuarial analysis . 

 
LACERA’s Board of Investments is responsible for establishing LACERA’s investment policy and objectives, as well as exercising 
oversight of the investment management of the fund . 
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Statement of Purpose 
LACERA seeks to responsibly steward its investments in a manner that promotes and safeguards the economic interests of 
LACERA and its members, consistent with LACERA’s mission to “produce, protect, and provide the promised benefits .” LACERA 
believes that robust investor rights, strong corporate governance practices and policies at the firms in which it invests, and 
sound public policies governing financial markets help generate long-term economic performance . LACERA prudently 
exercises its rights as an investor to support corporate governance practices and financial market policies that promote 
sustainable, long-term value and enhance LACERA’s ability to fulfill its mission . 

 
The fundamental objective of LACERA’s Corporate Governance and Stewardship Principles (the “Principles”) is to safeguard and 
promote the economic interests of the trust . The Principles identify LACERA’s core principles of corporate governance and the 
key stewardship strategies LACERA pursues to advance them . They are intended to further the Investment Beliefs that frame 
LACERA’s Investment Policy Statement by articulating LACERA’s view on sound governance and broader environmental, social, 
and governance (also known as “ESG”) issues . 

 
LACERA seeks to exercise the legal rights it has as an investor and to steward its assets by applying these Principles . The 
Principles guide LACERA’s proxy votes, engagements with policymakers and portfolio companies, and collaboration with other 
institutional investors when it shares common objectives (such as actively participating in investor associations) . The Principles 
help inform LACERA’s investment process, including the evaluation and monitoring of portfolio investments, consistent with the 
rights and legal obligations of each asset . And the Principles outline the legal authority, roles, and responsibilities guiding 
LACERA’s application of the Principles and initiatives . 

 
In advocating practices in line with these Corporate Governance and Stewardship Principles, LACERA aims to maximize the 
long-term value of plan holdings . 
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Legal Authority 
The LACERA Board of Investments has “the sole and exclusive fiduciary responsibility over the assets of” the system, 
as provided by the California Constitution (Article XVI, Section 17(a)) . LACERA exercises its legal rights on corporate 
governance matters in furtherance of its fiduciary duty under Article XVI, Section 17 of the California Constitution, 
the County Employees Retirement Law of 1937 (CERL), and other governing laws, regulations, and case authority . The 
Board’s fiduciary duty has two components: 

 
A. Duty of Loyalty 

Under the duty of loyalty, Board members have the sole and exclusive responsibility to administer the 
system in a manner that will assure prompt delivery of benefits and related services to the participants and 
their beneficiaries . (Article XVI, Section 17(a) .) Board members shall discharge their duties with respect to the 
system solely in the interest of, and for the exclusive purposes of providing benefits to, participants and 
their beneficiaries, minimizing employer contributions thereto, and defraying reasonable expenses of 
administering the system . (CERL Section 31595(a) .) The Board’s duty to participants and their beneficiaries 
shall take precedence over any other duty . (Article XVI, Section 17(b) .) 

 
B. Duty of Prudence 

Under the duty of prudence, Board members shall discharge their duties with respect to the system with the 
care, skill, prudence, and diligence under the circumstances then prevailing that a prudent person acting in a 
like capacity and familiar with these matters would use in the conduct of an enterprise of a like character and 
with like aims . (Article XVI, Section 17(c); CERL Section 31595(b) .) “[T]he Board may, in its discretion, invest or 
delegate the authority to invest, the assets of the fund through the purchase, holding, or sale of any form or 
type of investment, financial instrument, or financial transaction when prudent in the informed opinion of 
the Board .” (CERL Section 31595 .) Further, the Board “[s]hall diversify the investments of the system so as to 
minimize risk of loss and to maximize the rate of return, unless under the circumstances it is clearly prudent 
not to do so .” (CERL Section 31595(c) .) 

 
The fiduciary obligations of prudence and loyalty to plan participants and beneficiaries compel and guide LACERA’s 
corporate governance activities and consideration of financially material environmental, social, and governance factors 
in its investment process . LACERA’s fiduciary duties extend to, but are not limited to, prudently managing its proxy votes, 
vigilantly monitoring and diligently mitigating risks to the value of its investments, and judiciously determining action in 
order to assist in the effective administration of the fund and promote the interest of members and their beneficiaries . 
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Stewardship Strategies 
LACERA’s corporate governance and stewardship efforts may include the following strategies: 

 
A. Proxy Voting 

 
Proxy votes are plan assets, have value, and should be managed in a manner consistent with fiduciary 
duty and LACERA’s interest in long-term value . LACERA exercises its voting rights for the exclusive benefit 
of LACERA’s members and votes proxies in accordance with its Corporate Governance and Stewardship 
Principles . 

 
LACERA seeks to vote all proxies for which it has proxy voting authority . LACERA coordinates with its 
custodian bank and investment service vendors to maximize its opportunities to responsibly cast proxy 
votes in line with its fiduciary duty, while recognizing that administrative requirements and practices in 
certain local markets may affect LACERA’s ability to cast proxy votes, such as delayed notification of proxies 
subsequent to vote deadlines and required powers of attorney in subcustodial chains . At meetings that 
require share blocking, LACERA evaluates the economic value of casting a proxy vote compared to the 
risk of limiting trading in the designated security and may opt to refrain from voting in order to preserve 
LACERA’s ability to act in its best economic interests . 

 
LACERA participates in securities lending to earn incremental income, per LACERA’s Securities Lending 
Program Policy . In securities lending, the legal rights accorded those shares, including proxy voting, are 
transferred to the borrower of the securities during the period that the securities are on loan . As a result, 
LACERA forfeits its right to vote proxies on loaned securities unless those shares have been recalled from 
the borrower no later than the share’s record date . 

 
B. Corporate Engagement 

 
LACERA advocates its Investment Beliefs, Corporate Governance and Stewardship Principles, and mission 
through dialogue and engagement strategies with portfolio companies and external asset managers, 
which may include exercising legal rights associated with LACERA’s investments, such as sponsoring 
shareowner resolutions . 

 
C. Public Policy 

 
LACERA represents its interests to policymakers, such as legislators, regulatory agencies, and standards- 
setting agencies, in line with its Corporate Governance and Stewardship Principles . 

 
D. Investor Collaboration 

 
LACERA collaborates with other public pension funds, asset owners and asset managers, both informally 
and formally through investor associations such as the Council of Institutional Investors, in order to 
enhance LACERA’s ability to achieve its objectives and advance its Corporate Governance and Stewardship 
Principles . 
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Principles 
The Corporate Governance and Stewardship Principles are organized into five sections . Each section addresses common 
corporate governance, proxy voting, and broader environmental, social, and governance (“ESG”) issues relevant 
to LACERA’s investment portfolio and investment partners . The five sections address issues pertaining to boards of 
directors, investor rights and capital structure, executive compensation and incentives, performance reporting, and 
environmental and social factors . 

 
The Corporate Governance and Stewardship Principles are guided by five core concepts that collectively provide a 
framework by which LACERA aims to promote sustainable investment returns and responsible stewardship of fund 
assets: 

 
Accountability: Governance structures and practices should be designed to promote accountability to the 
investors who provide the firm with capital . This extends to both board directors overseeing portfolio companies 
on investors’ behalf, and external managers entrusted with LACERA’s capital . Accountability helps to ensure that 
investments are managed in the best interests of investors . 

 
Integrity: Integrity and trust are the cornerstone of financial markets and essential for economic stability . Core 
investor rights and protections are crucial to promoting integrity in financial markets . 

 
Aligned Interests: Compensation and incentives should align the interests of the managers of capital and 
the investors who provide capital . This extends to senior executives at portfolio companies and external asset 
managers managing capital on LACERA’s behalf . 

 
Transparency: Firms should provide investors with clear, comprehensive, and timely disclosures about 
fundamental elements of the firm’s business, financial activities, and performance . 

 
Prudence: Firms should prudently identify, assess, and manage environmental and social factors that may 
impact the firm’s ability to generate sustainable economic value . 

 
Fiduciary duty guides LACERA’s Corporate Governance and Stewardship Principles . LACERA recognizes that sound 
governance balances the rights of investors providing a firm with capital with the role and responsibility of portfolio 
company boards to direct and manage the firm . 

 
LACERA recognizes that the application of the Principles may vary depending on the specific terms, constraints, and 
nature of LACERA’s investments in different asset classes . In public markets where LACERA retains voting authority to 
vote in line with these Principles, LACERA evaluates the financial impact of each issue presented on corporate proxies and 
votes proxies for the exclusive benefit of plan participants and beneficiaries in all instances . LACERA may oppose overly 
prescriptive or unduly burdensome measures proposed on corporate proxies, or resolutions that may otherwise restrict a 
firm’s board of directors from acting in the best economic interests of investors . 

 
LACERA also recognizes that the laws, regulations, and customs guiding corporate governance practices vary by market . 
LACERA seeks to apply its Corporate Governance and Stewardship Principles in a universal and consistent manner, while 
observing and taking into consideration — as applicable and appropriate — local laws, regulations, and customs . 
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I. Directors 
The board of directors drives the strategic direction and oversight of the firm and its management . LACERA relies 
upon the directors of portfolio companies to exercise effective oversight and ensure that the firm is managed in 
the best interests of investors . Directors should understand the firm’s long-term business strategy as well as risks 
that may impact the firm’s value, and demonstrate a record of sound stewardship and performance . LACERA 
advocates policies and practices that encourage directors to be accountable to investors . Accountability ensures 
that a firm’s operations and reporting are managed in the best interests of investors . 

 
A. Independent Oversight 

 
1. Board Independence: At least two-thirds of the board should be composed of independent directors 

in order to oversee management on behalf of investors, promote accountability to investors, and avoid 
potential conflicts of interest . 

 
An independent director is defined as someone who has no material affiliation to the company, its chief 
executive officer, chairperson, or other executive officers, other than the board seat . 

 
Materiality is defined as any financial, personal, or other relationship that a reasonable person might 
conclude could potentially influence one’s objectivity in a manner that would have a meaningful impact on 
the individual’s ability to satisfy requisite fiduciary standards on behalf of investors . Directors may not be 
considered independent if they, or a family member, are or have been an employee of the company (or 
a subsidiary or affiliate thereof) in the last five years; have a 20 percent or greater economic interest in the 
company; are or have been part of an interlocking director relationship with the CEO; receive direct 
payments for professional services unrelated to their service as a director in excess of $10,000 per year; or 
engage in any related party transaction in excess of $10,000 per year . 

 
2. Board Leadership: The board should be chaired by an independent director . 

 
3. Board Committees: Each board should establish an audit committee, a nominating and governance 

committee, and a compensation committee, each composed exclusively of independent directors . 
 

Deference generally should be afforded to boards in determining appropriate oversight structures, such as 
the establishment and role of additional board committees . LACERA may support proposals to appoint an 
additional board committee in limited circumstances where a firm’s performance, oversight structures, and 
peer comparisons demonstrate that inadequate board consideration and focus has been accorded to a 
compelling issue related to firm value . 

 
LACERA may oppose or withhold support from non-independent board nominees or key board leadership 
positions where the board or key committees lack adequate independence . 
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B. Board Quality and Composition 
 

1. Composition: The board should be composed of highly talented individuals who are best positioned to 
oversee the company’s strategy for creating and sustaining value . Boards should give consideration to 
ensuring that directors collectively possess a diverse set of relevant skills, competencies, and attributes to 
exercise oversight on investors’ behalf, including expertise, geographic familiarity, and professional 
backgrounds relevant to the company’s strategic objectives . The board should strive for a suitable mix 
of tenures to ensure both institutional familiarity and fresh perspectives on the board, as a firm’s market 
environment and business strategies evolve . 

 
The board should establish and disclose policies and processes for ensuring that it identifies and 
nominates suitable directors from a wide pool of candidates relevant to its business strategy, inclusive 
of including, but not limited to, diverse gender, racial, and ethnic backgrounds, gender identities, sexual 
orientations, and disability status . A diverse and inclusive board is better positioned to effectively 
deliberate and oversee business strategy in investors’ interests . 

 
Firms should disclose how the board defines and reflects a relevant and diverse mix of skills and 
backgrounds in its composition . In assessing board composition, LACERA generally expects to see a 
compelling link between requisite skill sets and a firm’s corporate strategy and a credible track record of 
inclusivity, consistent with the diverse attributes and backgrounds defined above . 

 
2. Board Size: The board should define and disclose in governance documents an appropriate size or 

range of directors that ensures the board is composed of adequately diverse viewpoints and experience to 
effectively oversee the firm’s business strategy, while not being so large as to diminish the board’s 
operational effectiveness . Modifications to governing documents defining board size and structure 
should be submitted for investor approval and not be proposed for the purpose of impeding a change in 
firm control . 

 
3. Excessive Commitments: Directors should have adequate time to dedicate to their board service, fulfill 

their responsibilities, and represent investors’ interests. Accordingly, directors and companies should 
generally limit board service to no more than three public company boards for each director, absent a 
clearly disclosed and compelling rationale. directors should not serve on more than four public company 
boards. Currently serving chief executive officers In consideration of the time demands on chief executive 
officers, they should generally not serve on more than twothree public boards (including any directorship 
of the company where they concurrently serve as CEOtheir own).  

 
4. Tenure and Age Restrictions: LACERA does not support arbitrary restrictions on director qualifications, 

such as tenure limits or mandatory retirement ages . Such limitations may impede a firm from benefiting 
from the expertise of an otherwise highly qualified director . 

 
C. Director Selection and Elections 

 
1. Annual Elections: Each director should be elected annually . Directors should not be elected by classes, or 

to “staggered” terms . 
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2. Vote Standard for Director Elections: Director nominees in uncontested elections should be elected by a 
majority of votes cast . In contested director elections, a plurality of votes should determine the election . 
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3. Universal Proxy Card: In the event of a contested director election, investors should have the right to 
select and vote for individual director nominees on a consolidated, or “universal,” proxy ballot, regardless 
of whether the director nominee is put forward by management or a dissident investor . 

 
4. Cumulative Voting: LACERA supports cumulative voting in director elections, in compliance with 

California Government Code Section 6900 . 1 

 
5. Proxy Access: Long-term investors who have held a significant ownership interest for a reasonable amount 

of time should have the right to nominate alternative directors for consideration on a firm’s proxy, otherwise 
known as “proxy access .” Proxy access procedures should have sound safeguards in place to ensure an 
orderly nominating process and prevent proxy access from being used to effectuate a change in control . 

 
6. Ability to Remove Directors: Investors should have the right to remove directors with or without cause, in 

order to allow investors to take action when a director is not serving investors’ best interests . 
 

D. Board Roles and Responsibilities 
 

1. Governance Guidance: The board should develop, adopt, disclose, and periodically review clearly 
defined governance guidelines that govern the board’s operations . 

 
2. Resources: The board should have adequate resources and access to information to enable it to execute 

its responsibilities and duties . Directors should be provided information in advance of meetings . Directors 
should have full access to senior management and information concerning the firm’s operations . 
Directors should be familiar with a firm’s operations independent of the chief executive officer and 
senior management . Directors should have the authority and adequate budget to hire outside experts, 
if necessary . 

 
3. Independent Proceedings: Directors should work with the chief executive officer to establish board 

agendas . Independent directors should meet at least annually without management or non-independent 
directors’ participation . 

 
4. Board Communication and Engagement: Firms should establish reasonable policies that permit 

effective communication between investors and directors regarding business strategy and corporate 
governance matters . 

 
5. Management Succession Planning: The board should conduct a regular evaluation of the chief executive 

officer and plan for business continuity, including establishing and disclosing a succession plan for the 
chief executive officer and key senior executives . 

 
1 Section 6900 . Cumulative Voting . “Government Body .” Whenever any government body is a shareholder of any corporation, and a resolution is 
before the shareholders which will permit or authorize cumulative voting for directors, such government body shall vote its shares to permit or 
authorize cumulative voting . As used in this section, the term “government body” means the state, and any office, department, division, bureau, 
board, commission or agency thereof, and all counties, cities, districts, public authorities, public agencies and other political subdivisions or public 
corporations in the state . 
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6. Board Self-Evaluation and Refreshment: Boards should adopt and disclose a process for regular, 
rigorous, and earnest self-assessment and evaluation . The evaluation process should be conducted under 
the direction of independent directors and ensure candor, confidentiality, trust, and effective interaction 
among directors . Board self-evaluation should be tailored to meet the firm’s and board’s strategic 
objectives and requirements . In order to promote long-term planning aligned with business needs, the 
board’s self-evaluation process should assess the board’s size and operational effectiveness, identify 
emerging business risks and relevant skills gaps among its composition, and prudently anticipate and 
proactively plan for board vacancies and refreshment . It should appraise the alignment and adequacy of 
director education and development, as well as the delineation of management and board powers, while 
positioning the board to efficaciously exercise oversight in investors’ interests . 

 
7. Charitable and Political Contributions: Corporate charitable contributions may accrue direct and indirect 

benefits to a firm and its investors, including goodwill in communities in which it operates and favorable tax 
treatment . Charitable contributions should not be directed, eliminated, or otherwise restricted by investors . 

 
The board should monitor, assess, and approve all charitable and political contributions (including trade 
association contributions) made by the firm . Political and charitable contributions should be consistent 
with the interests of the firm and its investors . The board should clearly define and approve the terms 
and conditions by which corporate assets may be provided to charitable and political activities, including 
developing and publicly disclosing guidelines for the approval of such contributions . The board should 
disclose on an annual basis the amounts and recipients of all monetary and non-monetary contributions 
made by the firm during the previous fiscal year, including any expenditures earmarked for political or 
charitable activities that were provided to or through a third party . 

 
8. Indemnification: Directors may be provided reasonable and limited protections, including indemnification 

and limited personal liability for damages resulting from violating duty of care, where the director is 
found to have acted in good faith and in a manner the director believed to be in the best interests of the 
firm . Reasonable limitations may ensure the board is positioned to recruit qualified directors . 

 
E. Board Performance and Effectiveness 

 
1. Performance Evaluation: The board’s performance, and that of individual directors, should be assessed 

within the context of the board’s suitability for and track record of serving and protecting investors’ 
interests . LACERA may withhold support or oppose individual directors, members of a board committee, or 
the entire board where the track record demonstrates directors’ failure to serve investors’ best interests . 
Director and board performance is evaluated in consideration of the following factors: 

 
1.1. Stewardship and Risk Oversight: Directors should demonstrate a sound track record of stewardship 

and risk oversight, including avoiding any material failures of governance, risk oversight, or fiduciary 
responsibilities at the company . Risk is broadly understood to encompass financial, reputational, and 
operational risks relevant to a firm’s ability to generate sustainable financial returns . Material risks may 
include, but are not limited to, internal controls related to legal compliance, cyber security, and data 
privacy, as well as broader risks addressed throughout these Corporate Governance and Stewardship 
Principles, such as risks associated with accounting practices, climate change, and human capital 
management . 
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1.2. Effective Oversight of Management: Directors should conduct effective oversight of management, 
including avoiding any failure to replace management as appropriate . 

 
1.3. Attendance: Each director should attend at least 75 percent of scheduled board meetings each year, 

including attendance at assigned committees, absent a compelling, clearly disclosed justification . 
 

1.4. Board Service: Directors’ track records and performance on other boards may be considered in 
evaluating director nominees . In particular, a director’s failure to effectively exercise oversight on 
other boards or any egregious actions that raise substantial doubt about the director’s ability to 
fulfill a director’s obligations and serve the best interests of investors may prompt opposition to the 
director’s nomination . 

 
1.5. Ethics: Directors should demonstrate the utmost integrity and be free of any criminal wrongdoing, 

breaches of fiduciary responsibilities, or questionable transactions with conflicts of interest . 
 

1.6. Transparency in Reporting: Financial reports and material disclosures should be published in a 
satisfactorily diligent and timely manner . 

 
1.7. Investor Responsiveness: Directors should demonstrate accountability and responsiveness to investors . 

Directors should not unilaterally amend a firm’s governing documents in a manner that materially 
diminishes investor rights or otherwise adversely impacts investors without seeking investor approval . 
Directors should not adopt a poison pill or make a material change to an existing poison pill without 
submitting the plan for investor approval within the following 12 months . Directors should take reasonable 
steps to implement resolutions approved within the previous 12 months by a majority of investors, within 
the confines of legal and regulatory constraints . Directors should respond to tender offers where a majority 
of shares have been tendered . There should be no record of abuse against minority investor interests . 

 
2. Committee Performance: Each committee should demonstrably fulfill its core duties and the specific 

responsibilities outlined in its committee charter . LACERA may oppose the committee chair or incumbent 
directors who have served on committees that have failed to perform their duties in investors’ best interests . 
In cases where governance provisions, such as staggered board elections, impede LACERA from holding 
designated directors accountable, LACERA may oppose board leadership or other incumbent directors . 

 
Audit Committee members should ensure that non-audit fees are not excessive, no adverse opinion 
has been rendered on the company’s audited financial statements, and the firm has not entered into an 
inappropriate indemnification agreement that limits legal recourse against the external auditor . 

 
Nominating and Governance Committee members should establish sound governance practices, 
reasonable and timely responsiveness to investors on governance concerns, and effective board 
nomination, evaluation, and refreshment practices . 

 
Compensation Committee members should demonstrate a clear and proven track record of aligning 
executive pay with the firm’s strategic objectives and performance, refrain from permitting problematic 
pay practices, ensure clear disclosures of all key components of pay plan design and practices, and exhibit 
reasonable and timely responsiveness to investors . 
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3. Contested Director Elections: In assessing director nominees in contested elections, LACERA may 
consider all relevant factors to identify and support the nominees best suited to enhance sustainable 
firm value and serve investors’ economic interests . Consideration may be given to the long-term financial 
performance of the firm, its governance profile, and management’s track record; nominees’ proposed 
strategies for value creation; the qualifications and suitability of director nominees, including their 
alignment with LACERA’s governance principles; and the dissidents’ ownership stake and history of 
generating sustainable returns at other firms . 

 
LACERA may support requests to reimburse dissident nominees for reasonable, incurred expenses when 
dissident nominees have presented a compelling case and support for their nomination is warranted . 
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II. Investor Rights and Capital Structure 
Integrity and trust are the cornerstones of capital markets and essential for economic stability . Core investor 
rights ensure fair and equitable treatment of investors and help instill investor confidence, thereby facilitating 
capital formation and economic stability . 

 
LACERA supports core rights and protections at portfolio companies and within financial market policies in 
order to safeguard its investments and foster a stable investment climate within the broader financial markets 
in which it invests . Financial rules and regulations should promote fair, orderly, and competitive markets and 
provide for investor protections . Investor rights extend to key decisions that may fundamentally impact or 
modify a firm’s capital structure, such as share issuances, restructuring, and mergers and acquisitions . 

 
A. Investor Rights 

 
1. Rights Proportionate to Economic Interest: Investors should have voting rights proportionate to their 

economic interests . Multiclass ownership structures may entrench certain investors and management, 
insulating them from acting in the interests of all investors . LACERA therefore supports the principle of 
“one share, one vote .” 

 
2. Voting Requirements and Procedures: Investors should have the right to act on fundamental corporate 

matters by a simple majority of votes cast . Fundamental matters may include, but are not limited to, 
amending a firm’s governing documents (such as its charter or bylaws) and effecting corporate 
transactions, such as a merger or acquisition . 

 
2.1 Simple Majority Voting: Companies should not adopt supermajority voting requirements except 

when such provisions may protect outside or minority investors from unilateral action being taken by 
an entity (or entities) with controlling interest or significant insider ownership . 

 
2.2 Voting Procedures: Voting and tabulation of matters put before investors by proxy or otherwise 

should be guided by transparent procedures, consistent application of rules, and fairness for all 
eligible voters . Votes should be counted by an independent tabulator and kept confidential . Voting 
results should be promptly disclosed once tabulation has been finalized . 

 
2.3 Bundled Voting: Investors should be able to review and cast votes on unrelated matters as separate 

and distinct ballot items . Disparate matters should not be presented for investor consideration as a 
“bundled” voting item . LACERA may oppose bundled proposals that combine supportable voting 
items with matters that LACERA opposes . 

 
2.4 Broker Non-Votes: Uninstructed broker votes and abstentions should be counted for quorum 

purposes only . 
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3. Annual Meetings 
 

3.1 Quorum Requirements: Quorum requirements should promote that a broad range of investors are 
represented at meetings . Quorum requirements should not be unduly low, in either absolute terms 
or relative to the economic interest of a controlling investor or significant investor, in order to protect 
investors from unrepresentative action being conducted . 

 
3.2 Technology: Investors should have the right to attend an annual meeting of a firm in person . Any use of 

technology, such as audiocasts or webcasts, should expand and enhance, and not restrict or otherwise 
impede, investors’ ability to participate in an annual meeting, and should afford opportunities for 
meeting participation equal to those afforded investors attending the meeting in person . 

 
3.3 Resolutions: Investors with a reasonable ownership interest in a firm should have the right to put 

forward a resolution for investors’ consideration and vote at the firm’s annual meeting . 
 

3.4 Advance Notice Requirements: Investors should be able to submit items for formal consideration at 
an annual meeting, such as proposals or director nominees, as close to the meeting date as reasonably 
possible and within the broadest timeframe possible, recognizing the need to allow sufficient notice for 
company, regulatory, and investor review . 

 
3.5 Transaction of Other Business: LACERA generally opposes requests for advance approval by proxy 

of undisclosed business items that may come before an investor meeting for consideration . 
 

4. Special Meetings: Investors should be able to call a special meeting to take action on certain matters that 
may occur between regularly scheduled annual meetings . The right to call a special meeting should require 
aggregating a minimum of 10 percent ownership interest and be subject to reasonable terms and conditions . 

 
5. Action by Written Consent: Investors should have the right to act by written consent on key governance 

matters under reasonable terms and conditions . 
 

6. Access to Research: Investors should have access to competitive, timely, and independent market, 
investment, and proxy research services of their choosing . Market regulation should support and not 
impede a competitive market of service providers . 

 
7. Ownership Disclosure: Significant ownership interests above 5 percent should be disclosed . 

 
8. Incorporation: A firm’s country or state of incorporation may significantly impact the firm’s financial 

health, competitive position, governance profile, and the legal rights afforded to investors, as defined 
by the jurisdiction of incorporation . When selecting a jurisdiction for incorporation (such as in relation 
to a merger or acquisition or a proposed reincorporation), firms should give due consideration to 
competitively positioning the firm for financial success while also ensuring sound governance practices 
and strong legal rights and protections for investors . LACERA may oppose proposals for reincorporation 
where the business and financial rationale for reincorporation do not outweigh the detrimental impact 
of a reincorporation on investor rights and governance provisions . 
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9. Litigation Rights: Robust and viable litigation rights enable investors to protect firm value, deter misconduct, 
and seek recourse in the event of egregious corporate malfeasance or fraud . Corporations should not curtail 
or otherwise diminish investors’ prospective legal recourse through governance provisions, such as exclusive 
forum designations for legal disputes, mandatory arbitration clauses, or “fee-shifting” provisions by which 
an investor who unsuccessfully brings legal action must bear the entirety of the corporation’s legal costs . 

 
B. Capital Structure 

 
Finding the optimal mix of equity, long-term debt, and short-term financing is critical to driving economic 
returns . A firm’s capital structure should support the generation of long-term, sustainable returns . The board 
should determine and drive a firm’s capital structure, in coordination with senior management . Capital structure 
should coordinate and balance multiple factors, including the firm’s business profile, strategy, and opportunities 
for growth; access to and cost of capital; and capital distributions such as the firm’s dividend policy . 

 
Investors should be able to vote on matters that may fundamentally modify or impact a firm’s capital structure, 
such as common share issuances, and mergers and acquisitions . 

 
1. Share Issuances and Authorizations: Share issuances enable firms to raise funds for financing purposes . 

 
1.1 Authorization of Common Shares Issuance: Requests to authorize capital or approve share issuances 

should specify the quantity of shares for which approval is sought . Requests should be evaluated upon 
careful consideration of the individual details and merits of each request and according to LACERA’s 
economic interests . Firms should present a compelling purpose for the share issuance, demonstrate a 
track record of responsibly using authorized shares in investors’ interests, and provide for rights 
and restrictions attached to proposed equity that are aligned with investors’ interests . In evaluating 
requests, the availability of preemptive rights and any risks of authorizing the share issuance, including 
the dilutive impact of the request, may also be considered . Capital authorization terms should not 
facilitate an anti-takeover device or otherwise adversely impact investors’ interests . 

 
1.2 Preemptive Rights: Preemptive rights provide current investors the right to maintain a proportionate 

interest in a firm by exercising a right to purchase shares proportionate to what they already own in any 
new issuances of equity . Requests to create or abolish preemptive rights should consider the size of 
the firm, the characteristics of its investor base, and the liquidity of its equity to ensure that preemptive 
rights may be pragmatically exercised and do not impose an onerous restriction on capital raising . 

 
1.3 Preferred Shares Authorization: Preferred shares, which provide distinct features such as fixed 

dividend payments or seniority of claims relative to common shares, may be supportable when 
the purpose of such issuance is in connection with a proposed transaction appearing on the same 
ballot that merits support . Otherwise, requests for authorization are evaluated in consideration of the 
request’s stated purpose, the firm’s past use of authorized preferred shares, and an assessment of the 
risk of authorizing the share issuance, including the dilutive impact of the request, and should not 
create or increase shares that carry superior voting rights to common shares . Any conversion rights 
should define reasonable conversion ratios and not result in excessive dilution of common shares . 
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1.4 Blank Check Preferred Shares: Firms generally should not create classes of shares providing the board 
with broad discretion to define voting, conversion, dividend distribution, and other rights, absent a 
compelling rationale and clearly stated restrictions in line with investors’ interests . The voting rights of 
unissued shares should be presented for investor approval and not be subject to board discretion . 

 
1.5 Blank Check Preferred Share Placements: Investor approval should be required for the placement of 

preferred shares with any person or group for other than general corporate purposes to enable 
investor review of the business purpose, prospective impact on dilution and voting positions, and any 
adverse impact on existing investors . 

 
1.6 Reverse Stock Split: Reverse stock splits, by which multiple shares are exchanged for a lesser amount 

to increase share price, generally should be accompanied by a proportionate reduction in authorized 
shares . 

 
2. Debt Issuance and Borrowing Powers: Debt issuances and restructuring, amendments to a firm’s 

aggregate limit on the board’s ability to borrow money, and other debt-related items should serve a 
compelling and clearly articulated business purpose, be in line with and supportive of generating 
sustainable and viable financial returns, and take into reasonable consideration any detrimental impact on 
existing investors . LACERA evaluates debt-related proposals upon careful consideration of the individual 
terms and merits of the request . 

 
3. Capital Allocation and Income Distributions: A firm should allocate capital, including distribution of 

income through dividends or share repurchases, in a disciplined and balanced manner that supports the 
generation of long-term value . 

 
3.1 Allocation of Income: Firms should provide adequate justification when seeking investor approval 

for the allocation of income when the payout ratio appears unbalanced or unsustainable (either 
inordinately low, such as below 30 percent, or excessive, given the firm’s financial position) . 

 
3.2 Stock (Scrip) Dividend Policy: Firms may provide investors the option to receive dividend payments 

in the form of common equity in lieu of cash . Such provisions enable a firm to retain cash and may 
strengthen the position and commitment of long-term investors . In all circumstances, firms should 
provide a cash option, absent a compelling justification that such an option may be harmful to investors . 

 
3.3 Share Repurchase Programs: Open market share repurchase plans should enable investors to 

participate on equal terms and support balanced and disciplined capital allocation . Requests to 
authorize share repurchases should have a defined and limited duration, incorporate clear and 
reasonable terms and conditions, and generally not exceed 10 percent for market repurchases within 
any single authority, absent a compelling rationale in line with investors’ interests and market practice . 

 
4. Mergers, Acquisitions, and Other Corporate Restructuring: Mergers and corporate restructuring 

(including spin-offs, leveraged buyouts, and reorganizations) have major financial implications for 
investors . 
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4.1 Evaluation: LACERA carefully examines all relevant facts and circumstances of each proposal to determine 
whether the proposal, in its entirety, is in LACERA’s best interests . Assessment of each proposed transaction 
takes into account multiple factors .The valuation should be reasonable . Market reaction may be considered . 
The strategic rationale and expected benefits should be sensible, with any projected synergies or financial 
impact reasonably achievable . Management should have a favorable track record of successful integration 
of acquisitions or business combinations . The negotiation and deal process should be fair and equitable . 
There should be no conflicts of interest, such as factors enabling insiders to disproportionately benefit 
from the proposed transaction . The resulting entity should observe sound corporate governance practices . 
The risks of not completing the transaction or corporate restructuring may be considered . Sufficient 
information should be provided to enable investors to make an informed decision . 

 
4.2 Appraisal Rights: Investors should be afforded appraisal rights by which they may seek a judicial 

review of the terms of certain corporate transactions in order to determine fair market value . 
 

5. Anti-Takeover Measures: Investors should be afforded the reasonable opportunity to deliberate and 
decide on the merits of takeover bids and acquisitions . Practices and provisions, including corporate 
bylaws, charters, laws, and statutes, that may impede or deter a corporate transaction that is otherwise in 
investors’ interests, may take a variety of forms and generally should be submitted for investor review and 
approval . 

 
5.1 Poison Pills: The board should not enact or amend a poison pill without investor approval . LACERA 

generally supports the redemption of existing poison pills, except in unique circumstances where 
a carefully designed, short-term plan may enable a firm to negotiate more favorable terms with a 
potential bidder . Such plans should require a minimum 20 percent ownership threshold to trigger, 
provide for limited and reasonable duration, exclude provisions by which only continuing directors 
may remove the pill, and otherwise provide adequate investor protections so that the plan will not 
unduly impede a bid that is otherwise in investors’ interests . 

 
5.2 Net Operating Loss (NOL) Protective Amendments: Protective amendments with the stated 

purpose of preserving a company’s net operating losses for a tax benefit, such as under the terms 
of Section 382 of the Internal Revenue Code, should balance the anticipated benefit to investors 
of preserving the tax value and the risk of potential abuse of such provisions as an anti-takeover 
measure . Because NOL protective amendments may serve as a poison pill, the board should submit 
related items for investor review and approval . Such provisions should only be used under limited, 
clearly justified circumstances and include adequate protections, such as an appropriate ownership 
threshold and clearly defined and reasonable duration limits . 

 
5.3 Greenmail: Greenmail, by which a firm repurchases shares of a potential acquirer at an above-market 

price to deter a takeover, should be prohibited . 
 

5.4 Other Anti-Takeover Measures: LACERA generally opposes provisions that impose onerous restrictions 
or impediments on prospectively beneficial takeover bids, taking into account the specific terms and 
circumstances of such provisions to determine the provision’s alignment with LACERA’s economic interests . 
LACERA supports firms opting out of related anti-takeover laws and statutes, where legally permitted . 
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Fair price provisions that require an investor seeking to purchase control of a firm to pay a defined fair 
price should not impose onerous requirements that may deter a competitive bid from being considered 
by investors . 

 
Firms should opt out of control share acquisition statutes that void the voting rights of an investor 
surpassing certain ownership thresholds; control share cash-out provisions requiring an investor 
above a specified ownership threshold to purchase shares from remaining investors at the highest 
acquiring price if remaining investors exercise their right to sell their shares; and freeze-out provisions 
requiring an investor who meets a defined ownership threshold to wait a specified period of time 
before gaining control of the firm . 

 
Disgorgement provisions, by which an investor who acquires ownership interest above a specified 
threshold must pay the firm any profits realized from the sale of the firm’s equity purchased within a 
defined time period prior to exceeding the defined ownership threshold, should be avoided . 

 
Firms should not provide designated investors (such as the government of a related, formerly state- 
owned enterprise) “golden shares” that provide for exceptional veto power or voting rights regarding 
specific corporate proposals . 

 
6. Related-Party Transactions: Investors should have the right to approve significant related-party 

transactions . Investor approval helps to protect investors against self-dealing . Firms should provide clear 
information regarding such transactions — including all fees, a compelling rationale for the service or 
services provided, and the assessment of independent directors and an independent financial advisor of the 
transactions — in order to permit an informed assessment of prospective conflicts of interest . 
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III. Compensation and Incentives 
Compensation and incentives should align the interests of senior executives and investors . Executive 
compensation and incentives serve a critical role in recruiting, motivating, and retaining talent . Pay plan design, 
structure, and goals should be fundamentally derived from and relevant to a firm’s core business objectives and 
collectively promote sustainable value creation . Accordingly, pay and incentives should incentivize and reward 
executives for the achievement of outstanding performance, while encompassing prudent risk mitigation and 
taking care to avoid excessive risks that may be detrimental to the firm’s long-term financial returns . 

 
Boards should determine core components of executive pay design, including target pay levels and incentives . 
Boards oversee compensation paid to senior executives, award bonuses, and establish incentive plans that 
may include equity and performance-based grants and awards . The board may also review and approve 
supplemental compensation plans for firm employees, including employee equity and retirement plans . 

 
Firms should provide investors with transparent, clear, and comprehensive disclosure of senior executives’ 
total compensation package . This includes disclosure of salary, short and long-term incentive compensation, 
and all benefits and perquisites . Selected performance metrics and targets upon which compensation is 
contingent should be provided in a plain and clear format . 

 
A. Advisory Vote on Executive Compensation 

 
Executive compensation design and practices should be submitted for investor review and non-binding 
approval on an annual basis (also known as “say on pay”) . Advisory votes should consider the firm’s pay 
design and practices as a whole, taking into account the alignment of executive pay with long-term 
firm performance, the absence of significant problematic pay practices and excessive risk in targets and 
reward incentives, and the clarity of the firm’s pay disclosures . 

 
B. Compensation Plan Design 

 
Executive compensation and practices should link pay to firm performance . Compensation should be 
commensurate with the firm’s long-term performance, appropriately aligned with firms with which the firm 
competes for executive talent (such as industry peers and firms of comparable size and profile), and 
properly consider the firm’s long-term outlook for generating sustainable returns . 

 
1. Performance Criteria: Incentive compensation should incorporate clearly defined, rigorous, and 

disclosed performance criteria upon which incentive pay is contingent . Performance metrics, targets, 
and hurdles should be consistent with and promote the firm’s strategy for generating sustainable value, 
including key financial and operating objectives, and effective management of relevant business risks . 

 
2. Peer Benchmarking: Peer groups used to benchmark compensation should be clearly disclosed and 

relevant to the firm’s business profile and size . 
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3. Compensation Consultants: Compensation consultants providing strategy, design, and implementation 
services related to executive compensation to the board’s compensation committees should be at the 
exclusive hire and service of the committee, unquestionably independent, and clearly disclosed . 

 
4. Equity Ownership, Retention, and Holding Requirements: Equityownershipamongseniorexecutives may 

strengthen the alignment of interests between executives and investors and promote prudent risk 
mitigation, and should be encouraged . Equity ownership guidelines providing that executives should 
maintain reasonable equity in the firm, requirements for executives to retain a meaningful portion of 
equity acquired through compensation plans, and equity grant holding requirements should strike 
an appropriate balance to promote equity ownership while avoiding overly restrictive or onerous 
provisions that may undermine talent motivation and retention to the detriment of investors’ interests . 

 
5. Prearranged Trading Plans: Prearranged trading plans, as provided under Securities and Exchange 

Commission Rule 10b5-1, define parameters for executives’ predetermined securities transactions 
in advance of an executive becoming aware of material non-public information regarding the firm’s 
securities and are intended to mitigate the risks of insider trading . The adoption, amendment, or 
termination of prearranged trading plans for senior executives should be governed by the board, 
promptly disclosed, and provide for timely disclosure of transactions made pursuant to the plan’s 
provisions . 

 
6. Hedging and Speculative Transactions: Senior executives should be prohibited from engaging in 

derivative or speculative transactions involving equity of the firm, including hedging, holding equity in a 
margin account, or pledging equity as collateral for a loan . 

 
7. Internal Pay Disparity: Executive compensation should be considered in the context of how a firm 

compensates its employees, including in relation to industry peers . Firms should disclose the ratio of the 
chief executive officer’s total pay to that of the average firm employee . 

 
8. Restrictions: Executive pay should not be subject to arbitrary restrictions or limitations on the 

magnitude or form of compensation, such as linking executive pay to average employee compensation . 
Arbitrary limits and restrictions may undermine a firm’s ability to attract and retain competent talent 
and create a competitive disadvantage for the firm . 

 
9. Recoupment Policies: Firms should adopt and disclose rigorous policies defining the terms and 

conditions by which incentive compensation may be recouped, in order to align pay with performance, 
promote accurate financial reporting, and deter misconduct . Robust clawback policies should 
enable the board to review and recoup senior executive incentive compensation in the event that 
compensation was calculated using inaccurate financial reports, or in the event of fraud or misconduct . 
Application of the recoupment policy should be reasonably disclosed . 

 
10. Perquisites: Firms should refrain from providing executives with extraordinary or excessive perquisites 

that are not linked to firm performance, incongruent with prevailing best practices, and unjustified to 
adequately attract and retain executive talent . Corporate assets should not be unduly expended on 
personal expenses that are unrelated to an executive’s employment and that extend beyond those 
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widely offered to a firm’s employees . Firms should avoid, or otherwise adequately and cogently justify, 
paying an executive’s personal income tax obligations (including excise tax gross-up’s), personal use of 
corporate aircraft, and extensive personal and home security payments . 

 
C. Equity Plans 

 
Equity plans should motivate plan participants to focus on long-term firm value and returns, encourage 
equity ownership, and advance the principle of aligning employee interests with those of investors . 

 
Firms should submit equity plans for investor approval . Equity plans should be reviewed taking into 
account plan features, impact on equity dilution, and prospects to align pay with performance . 

 
1. Performance-Based: Equity plans should define robust and appropriate performance requirements 

by which equity may be granted that are aligned with and justifiable by the firm’s business strategy and 
strategic objectives . Such provisions may include terms and performance criteria permitting a plan to 
qualify for favorable tax treatment . 

 
2. Track Record: The firm should demonstrate a history of responsibly linking equity awards to 

performance and avoiding grants of excessive awards . 
 

3. Impact: The total cost and potential dilution of the plan should be reasonable . 
 

4. Repricing: Equity granted under the terms of the plan, such as share options and stock appreciation 
rights, should not be repriced without investor approval, as repricing may sever the link between pay 
and performance . Requests to reprice underwater options should clearly define and compellingly justify 
the rationale and intent, timing, defined participants, and terms, such as a value-for-value exchange, 
exercise price, and vesting requirements . 

 
D. Employee Equity Programs 

 
1. Employee Stock Purchase Plans: Employee stock purchase plans encourage firm employees to acquire 

an ownership stake in the firms for which they work by providing employees the right to purchase the 
firm’s equity at a set price within a certain period of time . Employee stock purchase plans should define 
reasonable terms, such as designating exercise prices at no lower than 85 percent of fair market value, 
fixing a justifiable offering period, and limiting voting power dilution to less than 10 percent . 

 
2. Employee Stock Ownership Plans: Employee stock ownership plans (ESOPs) enable employees to 

accumulate firm equity . ESOPs should balance encouraging employee equity ownership while avoiding 
harm to existing investors . Shares allocated to ESOPs should not be excessive (generally no more than 5 
percent of outstanding shares) . 



CORPORATE GOVERNANCE AND STEWARDSHIP PRINCIPLES 

PAGE 22 

 

 

 

E. Severance and Retirement Arrangements 
 

Severance payments to executives in the event of an employment termination, separation, or change in 
firm control should be justifiable by the executive’s performance, serve the long-term interests of the firm 
and its investors, and not be excessive . 

 
1. Parachutes: Firms should submit for investor approval arrangements to provide executives with 

extraordinary severance payments in certain circumstances, such as a change in firm control . Extraordinary 
payments may be assessed in relation to market and peer practice and should not exceed payments greater 
than three times base salary and bonus . Severance payments should not be so attractive as to influence 
merger agreements that may not be in the best interests of investors and should have triggering mechanisms 
beyond the control of senior executives . Any payments in the event of a change in control should be“double 
triggered,” i .e ., contingent upon both an actual change in control and an employment separation related to 
the change-in-control event . Unvested equity should not accelerate upon the change in control . Payments 
should not trigger, and firms should not commit to paying, executives’ excise taxes (“gross ups”) . A change in 
control should not be contingent upon investor approval of executives’ severance payments . 

 
2. Supplemental Executive Retirement Plans: Retirement plans that provide extraordinary retirement 

benefits exclusive to executives should be presented for investor approval and avoid excessive payouts, 
such as excluding all incentive or bonus pay from covered compensation calculations . 

 
3. Golden Coffins: Firms should refrain from providing extraordinary compensation upon an executive’s death . 

Firms should submit for investor approval agreements and policies that oblige the firm to make payments or 
awards following the death of a senior executive, including unearned salary or bonuses, accelerated vesting 
or continuation in force of unvested equity grants, and other extraordinary payments or awards . 

 
F. Director Compensation 

 
Firms should disclose the philosophy and process used for determining compensation paid to directors 
serving on the board and the value of all elements of director compensation . 

 
1. Structure and Design of Director Compensation: Directors may be compensated in both cash and 

equity . Fees and compensation paid to directors should be appropriate relevant to market norms, 
the firm’s industry, and its financial performance . Equity should not constitute the entirety of director 
compensation, as this may undermine directors’ incentive to monitor and exercise oversight of long- 
term risks to firm value . 

 
2. Equity Ownership: Equity ownership by directors promotes the alignment of directors’ interests 

with those of investors . Firms should adopt and disclose equity ownership guidelines to encourage 
directors to acquire and hold a meaningful amount of equity in the firm . Equity ownership should 
not, however, be a qualification for board service, as such restrictions may impede otherwise highly 
qualified individuals from serving as directors . 

 
3. Retirement Benefits: Retirement benefits for director service are improper, as such benefits may 

impede objectivity and sever the alignment of interest between directors and investors . 
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IV. Performance Reporting 
Financial markets work most efficiently when investors have timely, reliable, and comparable information 
about material aspects of a firm’s performance . Transparency of a firm’s key financial and operating 
performance is critical for investors to assess the firm’s financial viability and prospects . Independent 
verification of a firm’s financial disclosures promotes investor confidence . 

 
LACERA supports clear and comprehensive disclosure of relevant financial and operating performance 
indicators (including environmental, social, and governance matters) that may provide valuable information 
for investors to assess a firm’s prospects for delivering sustainable value . 

 
A. Financial Reports 

 
Financial statements and auditor reports are essential in evaluating a firm’s performance . Financial reports 
should present clear, reliable, and comprehensive data and information . A firm’s overall performance 
reporting framework should conform with, and place primary prominence on, established accounting 
standards . Additional reporting measures that do not adhere to generally accepted accounting principles 
(either GAAP or International Financial Reporting Standards/ IFRS, depending on the reporting market) 
should be clearly explained and justified, and should supplement, as opposed to replace or otherwise 
obfuscate, performance reporting that is consistent with established accounting standards . 

 
When presenting financial reports for investor review, there should be no unresolved concerns about the 
accounts presented or audit procedures, inadequate disclosures, or unresponsiveness regarding investor or 
regulatory questions on specific items . 

 
B. Fiscal Term 

 
Firms should define an appropriate fiscal term . The fiscal term should not be altered for the purpose of 
postponing an annual meeting . 

 
C. Auditors 

 
Firms should ensure independent, high-quality, and timely provision of audited financial statements by a 
clearly disclosed external auditing firm . 

 
1. Ratification: Auditors should be clearly disclosed and presented to investors for ratification . LACERA 

takes into consideration the following factors when evaluating auditor ratification: 
 

1.1. Independence: The external auditor should be objective and free of conflicts of interest in 
providing auditing services . Accordingly, non-audit fees paid to an external auditor should not be 
excessive . Specifically, non-audit fees should not exceed the total of audit and audit-related (such 
as permissible tax) fees, and the auditing firm should have no financial interest or association with 
the company . 
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1.2. Quality: There should be no question as to the accuracy of the external auditor’s opinion, the 
financial report’s indication of the company’s financial position, and the accurate application 
of established accounting standards . There should be no aggressive accounting practices or 
significant audit-related issues at the company, such as a history of restated financial results or 
material weaknesses in internal controls . 

 
1.3. Timeliness: There should be no unjustified delays in the publication of audited financial statements . 

 
2. Rotation: Requests to rotate auditors should be evaluated in consideration of the audit firm’s tenure, 

any proposed length of rotation, the presence of significant audit-related issues at the company, the 
extent to which the company periodically assesses audit pricing and quality, and the robustness of the 
audit committee’s functions, such as the presence of financial experts and how often the committee 
meets . 

 
3. Indemnification: To avoid any impairment of the external auditor’s objectivity and independence, 

companies should not enter into engagement letters that indemnify or otherwise limit the external 
auditor’s liability . 
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V. Environmental and Social Factors 
Environmental and social factors — such as management of human capital, access to natural resources, and 
environmental risks — may shape and impact a firm’s ability to generate and sustain value . Firms should 
identify and prudently manage social and environmental factors relevant to the firm’s business strategy, 
industry, and geographic markets . Social and environmental factors may present opportunities to drive value or 
risks to a firm’s strategic objectives . 

 
Firms should ensure diligent board oversight and provide reasonable disclosures of relevant environmental 
and social factors and how they are managed . Reporting enables investors to make informed investment 
decisions when evaluating companies and the long-term viability and sustainability of their business practices . 

 
In addition to identifying, evaluating, and mitigating the risks presented by social and environmental factors, 
firms should carefully consider the impact of their business activities . Promotion, adoption, and effective 
implementation of guidelines for the responsible conduct of business and business relationships are consistent 
with the fiduciary responsibility of protecting long-term investment interests . 

 
A. Social Factors 

 
1. Human Capital Management: Effective management of human capital — including the development, 

incentives, and retention of the firm’s workforce — is key to accomplishing a firm’s strategic objectives . 
Companies should identify, ensure board oversight, and disclose information about significant human 
capital value drivers that are related to the firm’s ability to create and protect firm value . Central to 
effective human capital management is the assurance of equal employment opportunity, including non- 
bias in compensation and employment terms, and a workplace free of harassment in all forms . 

 
2. Human Rights Risk: Firms should mitigate the risks of human rights abuses in global operations and 

supply chains by adopting robust human rights policies and ensuring effective internal controls to 
monitor compliance with stated human rights standards . 

 
B. Environmental Factors 

 
1. Natural Resource Stewardship: Firms should give consideration to efficient, sustainable use and 

stewardship of natural resources, such as energy and water, to enhance operational efficiency and 
safeguard firm value from the risks of resource scarcity . 

 
2. Environmental Risk: Firms should ensure reasonable oversight mechanisms and mitigation of 

environmental risks, such as hazardous waste disposal and pollution, to mitigate prospective legal, 
regulatory, and operational risks to firm value . 

 
3. Climate Risk: Climate change may present financial, operational, and regulatory risks to a firm’s ability to 

generate sustainable value, as well as to the broader economy . Firms should assess and disclose material 
climate-related risks and sufficient, non-proprietary information to enable investors to prudently and 
adequately evaluate the prospective impact of climate risk on firm value . 
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Responsibilities and Delegations 
A. The Board of Investments: 

 
(i.) Approves and promulgates policies addressing environmental, social, and governance issues, such as 

corporate governance and proxy voting matters and including but not limited to the Corporate Governance 
and Stewardship Principles, as recommended by the Corporate Governance Committee of the Board . 

 
(ii.) Receives periodic reports concerning the program’s progress and priorities from the Corporate 

Governance Committee . 
 

(iii.) Approves LACERA representatives for nomination to governing bodies of the corporate governance 
associations to which LACERA is affiliated, as recommended by the Corporate Governance Committee . 

 
(iv.) Approves procedures to comply with legislated or other mandated divestment or investment exclusions, 

such as LACERA’s Guidelines for Evaluating ESG-Related Divestments (Appendix), as developed and 
recommended by the Corporate Governance Committee . 

 
B. The Corporate Governance Committee of the Board of Investments: 

 
(i.) Recommends the Corporate Governance and Stewardship Principles and other items concerning 

environmental, social, and governance matters to the Board of Investments for consideration and 
approval . 

 
(ii.) Exercises oversight and monitoring of the corporate governance program, including reviewing program 

priorities and progress . 
 

(iii.) Reviews reports regarding proxy voting results and trends and develops recommendations for Board 
approval for any policy recommendations, as appropriate . 

 
(iv.) Reviews and ensures alignment of strategic initiatives with the Corporate Governance and Stewardship Principles . 

 
(v.) Provides periodic reports on the program to the Board of Investments . 

 
(vi.) Delegates authority to the Committee Chair to determine LACERA’s action on time-sensitive, investment- 

or financial market-related legislative or regulatory matters that are not adequately addressed in the 
Corporate Governance and Stewardship Principles or joint investor engagements affiliated with investor 
associations to which LACERA has formally affiliated . 

 
(vii.) Recommends for Board of Investment approval, LACERA representatives for nomination to governing 

bodies of the corporate governance associations to which LACERA is affiliated . In event the Committee is 
not scheduled to meet or lacks adequate time to recommend a nomination to the Board prior to a formal 
deadline, the Committee delegates authority to the Committee Chair to recommend consideration of 
the nomination by the Board . 
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(viii.) Recommends for Board of Investment approval, time-permitting, LACERA’s votes in support or 
opposition of candidates listed on a formal member ballot and nominated to a governing board of an 
investor association to which LACERA has formally affiliated . In event the Committee is not scheduled to 
meet or lacks adequate time to agendize under the Brown Act an informed recommendation to the Board 
for vote determinations prior to a formal deadline, the Committee delegates authority to the 
Committee Chair to recommend consideration by the Board, time-permitting, of the votes in support 
or opposition of board candidates . In time-sensitive circumstances where vote deadlines do not permit 
such vote considerations by the Committee or the Board, the Committee delegates authority to the 
Committee Chair to consult with staff per Section V(C)(vi .) below on votes . 

 
C. Staff 

 
(i.) Develops and recommends Corporate Governance and Stewardship Principles and related policies for 

review and consideration by the Corporate Governance Committee . 
 

(ii.) Executes proxy votes in adherence to the Corporate Governance and Stewardship Principles . Staff consults 
with and seeks the input of the Chief Investment Officer and Chief Counsel, when applicable, to apply the 
Corporate Governance and Stewardship Principles, and the spirit thereof, to unique or new proxy voting 
items in their best judgment and interpretation of the Corporate Governance and Stewardship 
Principles . Staff recalls shares of loaned securities when doing so is in LACERA’s economic interests, such 
as at portfolio companies where LACERA has sponsored a shareowner proposal . 

 
(iii.) Communicates and represents the Corporate Governance and Stewardship Principles in dialogues and 

communication with portfolio companies, external asset managers and investment partners, other 
investors and stakeholders, related conferences, and other interested parties . 

 
(iv.) Presents any strategic plans for engagement to the Corporate Governance Committee, per the 

Committee’s review and oversight, to promote alignment with Board-approved Corporate Governance and 
Stewardship Principles . In the event of time-sensitive strategic initiatives, staff consults with the Chair 
of the Committee, who determines action or recommends consideration of the matter by the 
Committee or Board, time-permitting . 

 
(v.) Represents the Corporate Governance and Stewardship Principles in written communication to legislators 

and regulatory agencies, in consultation with the Chief Executive Officer, Chief Investment Officer, and 
Chief Counsel . Staff may participate in joint investor written communications that are organized as part 
of formal investor associations to which LACERA has formally affiliated . In event that a time-sensitive, 
investment- or financial market policy-related legislative or regulatory matter arises that is not adequately 
considered by the Corporate Governance and Stewardship Principles or being addressed by an investor 
association to which LACERA is affiliated, staff consults with the Chair of the Committee, who determines 
whether to approve action or recommend consideration of the matter by the Board, time-permitting . 
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(vi.) Represents LACERA and its Corporate Governance and Stewardship Principles at investor associations, 
including managing membership surveys, business meeting votes (other than selecting which 
candidates to a governing board to support or oppose), and other operational interactions, in adherence 
to the Corporate Governance and Stewardship Principles and the spirit thereof, in its best judgment 
and interpretation . In event that a time-sensitive vote arises on a unique item or an issue that is not 
adequately considered by the Corporate Governance and Stewardship Principles, as well as for governance- 
related investor associations’ formal business meeting ballot items pertaining to support or opposition 
of candidates to a governing board, and time constraints prohibit such items from being presented to 
the Committee or Board for consideration, staff may determine a vote in consultation with the Chair of 
the Committee . 

 
 
 

Policy Review and Reaffirmation 
LACERA reviews and reaffirms this Policy at least every three years in order to ensure its alignment with LACERA’s 
mission and objectives and in light of evolving market practices on corporate governance; environmental, social, and 
governance (“ESG”); and responsible investment matters . 
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APPENDIX: Guidelines for Evaluating Prospective ESG-Related Divestments 
 

As stated in LACERA’s Investment Beliefs, “LACERA operates in a global financial marketplace, and as such, LACERA 
believes that in order to diversify its risk broadly, it is vital that LACERA possess a global perspective . Diversification 
across different risk factors is necessary for risk reduction .” 

 
As a diversified, global investor, LACERA may periodically review its public markets investment exposures to certain 
issues arising from environmental, social, or governance concerns . It is generally the preference of LACERA, in order to 
promote diversification and minimize risk, to engage rather than divest investment holdings concerning risks to long- 
term value . However, in order to address prospective divestment issues and identify LACERA’s exposure to exogenous 
risks related to environmental, social, or governance issues and not addressed elsewhere in the Investment Policy 
Statement, the following formal process has been adopted: 

 
1 . The issue will be directed to Committee for further direction to Staff . 

 
2 . If the Committee decides to review the issue, Staff will assess the potential economic and reputational 

impact of the issue on LACERA . 
a . Does the issue violate LACERA’s Corporate Governance and Stewardship Principles? 
b . Determine criteria for identification of investment(s) . 
c . Preliminary identification of the investment . 
d . Preliminary estimate on size of the investment . 
e . Seriousness of the issue/violation and whether it impacts the economics of the investment(s) . 
f . Consultation with LACERA’s Chief Executive Officer, Chief Investment Officer, and legal counsel . 

 
3 . Staff will report its findings on the potential economic and reputational impact of the issue on LACERA to 
the Committee . 

 
4 . The Committee may forward the issue and potential economic and reputational impact on LACERA to the 
Board of Investments (Board) for further direction . 

 
5 . If the Board directs staff to continue the analysis, staff will calculate the anticipated resources involved in 
analyzing the issue including, but not limited to: 

a . Estimate of staff hours required for research and analysis . 
b . Estimate of the resource impact on current staff initiatives and projects (for example the delay in an 

RFP search) . 
c . Estimate of cost to obtain information (e .g .: company list) from external service provider . 

 
6 . Staff will report back to the Committee with its resource requirements analysis . 

 
7 . Committee may make recommendation to the Board to pursue additional analysis . 

 
8 . Upon receiving direction from the Board, Staff will contract with external data provider to identify 
investment(s) impacted by the issue . 
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9 . Staff will identify investment exposures within the separate accounts of the public markets asset classes 
(equities, fixed income and commodities) . 

 
10 . Staff will contact external investment managers to solicit feedback from portfolio managers on reasoning 

for the investment and potential return and risk trade-off of economic substitution . 
 

11 . Staff will present findings to the Board and any recommendation(s) as necessary . If further action is 
warranted, such as engagement with companies, staff’s report to the Board will include the following: 
a . An estimate of additional staff hours needed to execute engagement . 
b . An estimate of the impact of diverting resources from current staff initiatives and projects (for example 
the delay in an RFP search) . 
c . Cost of retaining external resources (3rd party consultant) to assist in the engagement process . 
d . Feedback from portfolio managers on their investment in the company . 
e . Discussion of criteria and terms for company engagement . 

 
12 . If further action, such as engagement, is recommended and approved by the Board, staff will seek to 

engage with companies on the issue . Letters will be written to the company’s executive management 
and their boards requesting responses within 60 days . 

 
13 . If company response is determined to be insufficient, staff will assess the need to place the company on 

an economic substitution list2 and present recommendation(s) to the Board for approval . Included in the 
recommendation(s) will be the following: 
a . Updated company exposure within separate accounts of public markets asset classes . 
b . Annual cost to procure company list . 
c . Criteria by which company will be removed from the economic substitution list . 

 
14 . Staff will continuously monitor company status relative to criteria for removal from the economic 

substitution list . Once criteria have been met, staff will recommend removal of the company to the Board . 
 

15 . Staff will provide an economic substitution list update to the Board annually which will include the 
following: 
a . All companies currently on the list . 
b . Issue for which the company was placed on the list . 
c . Investment exposure within separate accounts of public markets asset classes . 
d . Current status of mitigating factors . 

 
 

2 Companies on the list will be covered by the following investment guideline policy language: “Investment managers should refrain from 
purchasing securities on the economic substitution list when the same investment goals concerning risk, return, and diversification can be 
achieved through the purchase of another security .” 



CORPORATE GOVERNANCE AND STEWARDSHIP PRINCIPLES 

PAGE 31 

 

 

 
 

Document History 
 

Revised March 10, 2021 
Consolidated and restated October 14, 2020 
Revised March 13, 2019 
Consolidated and reorganized February 14, 2018 
Revised August 9, 2017 
Revised October 12, 2016 
Revised November 19, 2014 
Revised April 10, 2013 
Revised April 22, 2009 
Revised April 27, 2005 
Revised May 26, 2004 
Revised August 13, 2003 
Revised June 11, 2003 
Original adopted March 12, 2003 



 

 

 

 
March 30, 2023 
 
 
TO:  Trustees – Corporate Governance Committee 
  
FROM:  Scott Zdrazil 
   Principal Investment Officer 
  
FOR:  April 12, 2023, Corporate Governance Committee Meeting 
 
SUBJECT: Educational Guest Speakers: Developments in Human Capital Management 

Reporting  
 
 
LACERA will host two educational speakers at the April Committee to discuss market and 
regulatory developments related to how public companies provide investors with information 
about their human capital management practices and the implications for investment analysis.  
 

▪ Jeff Higgins, Founder and Chief Executive Officer, Human Capital Management Institute, 

and Adjunct Professor of Data Sciences and Operations, USC Marshall School of 

Business 

▪ Colleen Honigsberg, Professor of Law, Stanford Law School, and a member of the United 

States Securities and Exchange Commission Investor Advisory Committee 

The session is intended to provide Trustees with insights on how investors may gain meaningful 
insights on portfolio companies’ human capital metrics that can inform investment decisions. The 
Securities and Exchange Commission (SEC) has announced that it may propose new disclosure 
requirements for market comment this year. LACERA provided a formal comment letter to the 
SEC in 2019 related to human capital reporting requirements, as previously reported to Trustees.  
 
The presentation will include the opportunity for questions and discussion. 
 
Please find three attachments: 

1) Overview deck, including LACERA’s policy positions on human capital, regulatory 

developments, related initiatives, and speaker biographies 

2) Jeff Higgins presentation 

3) Colleen Honigsberg presentation 

Attachments 
 
Noted and Reviewed: 
 
_________________________________ 
Jonathan Grabel 
Chief Investment Officer 
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Presentations and Guest Speakers Overview

1. Brief background
 LACERA’s corporate governance policies related to human capital
 Recent regulatory developments of disclosure requirements
 Related LACERA stewardship strategies

2. Guest speakers
Jeff Higgins, Founder and CEO, Human Capital Management Institute
Dr. Colleen Honigsberg, Professor, Stanford Law School
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LACERA’s Corporate Governance and Stewardship Principles (Principles) outline fund positions on corporate 
governance practices at portfolio companies that LACERA believes safeguard and enhance financial value

 Principles recognize that employees and talent management are key to financial success 
“Effective management of human capital – including the development, incentives, and retention of the 
firm’s workforce – is key to accomplishing a firm’s strategic objectives.”

 Companies should report relevant human capital-related KPIs to inform investment analysis
“Companies should identify, ensure board oversight, and disclose information about significant human 
capital value drivers related to the firm’s ability to create and protect firm value”

 Principles and policies also address inclusive and equitable workplace practices, human rights 
standards, and responsible contracting

LACERA applies the Principles through stewardship strategies, including:
 Proxy voting
 Select dialogues with portfolio companies
 Policy advocacy, including formal comments to the Securities and Exchange Commission (SEC)

Key LACERA Stewardship Principles on Human Capital

https://lacera.com/sites/default/files/assets/documents/general/CorpGovPrinciples_2021_03.pdf
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Recent and Anticipated Regulatory Developments

1.https://www.sec.gov/rules/petitions/2017/petn4-711.pdf
2.https://sec.gov/spotlight/investor-advisory-committee-2012/iac032819-investor-as-owner-subcommittee-recommendation.pdf
3.https://www.federalregister.gov/documents/2020/10/08/2020-19182/modernization-of-regulation-s-k-items-101-103-and-105

 Historically, SEC regulations have only required public companies to disclose number of employees 
Despite the common refrain from companies that, “employees are our most valuable asset,” required public company 
regulations limited to one metric

 Investors and academics have urged the SEC to enhance human capital disclosures in recent years

 SEC introduced a “principles-based” disclosure requirement in 2020 and has announced it may propose more rules this year

Investor coalition 
submits request to 
SEC to require 
public companies to 
disclose human 
capital metrics1

July 2017

SEC Investor 
Advisory 
Committee 
recommends the 
SEC expand 
human capital 
reporting 
requirements2

March 2019

SEC proposes 
human capital 
reporting 
requirements for 
public comment

August 2019

SEC approves new 
guidance requiring 
companies to disclose 
human capital 
resources “to the 
extent material” but 
does not require 
specific metrics beyond 
number of employees3

August 2020
Group of law and 
accounting 
professors, including 
former SEC 
commissioners, 
submits request to 
SEC to expand 
human capital 
reporting metrics4

SEC announces 
regulatory 
priorities for 2023, 
which include 
proposing 
additional human 
capital reporting 
requirements5

June 2022 January 2023

4. https://www.sec.gov/rules/petitions/2022/petn4-787.pdf
5. https://www.reginfo.gov/public/do/eAgendaViewRule?pubId=202210&RIN=3235-AM88

https://www.sec.gov/rules/petitions/2017/petn4-711.pdf
https://sec.gov/spotlight/investor-advisory-committee-2012/iac032819-investor-as-owner-subcommittee-recommendation.pdf
https://www.federalregister.gov/documents/2020/10/08/2020-19182/modernization-of-regulation-s-k-items-101-103-and-105
https://www.sec.gov/rules/petitions/2022/petn4-787.pdf
https://www.reginfo.gov/public/do/eAgendaViewRule?pubId=202210&RIN=3235-AM88
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Related LACERA Stewardship Strategies 

Recent and ongoing LACERA strategies to support meaningful human capital reporting

Support proxy proposals requesting key human capital metrics, i.e., EEO-1 diversity information

Member of Investor Advisory Group to the International Financial Reporting Standards (IFRS) 
International Sustainability Standards Board (formerly SASB Standards) to encourage industry-
specific corporate reporting across 77 industries, including human capital 

Submitted 2019 SEC comment letter1 to support improved human capital reporting, including
- Select number of core metrics (such as turnover, employee composition (full vs part time); and 

metrics to inform analysis of return on investment)
- Guidance to facilitate reporting consistent with industry-informed frameworks, such SASB

LACERA is monitoring SEC actions for any additional proposed reporting requirements

1. https://lacera.com/sites/default/files/assets/documents/general/lacera_letter_to_sec.pdf

https://lacera.com/sites/default/files/assets/documents/general/lacera_letter_to_sec.pdf
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Founder and Chief Executive Officer, Human Capital Management Institute
Adjunct Professor of Data Sciences and Operations, USC Marshall School of Business

Jeff is a global thought leader with 25 years combined workforce planning, analytics and finance experience 
supporting Fortune™ 500 companies. Jeff has helped organizations around the world quantify the return-on-
investments (ROI) of workforce decisions and realize cost-saving opportunities of up to $1.0 billion USD. Jeff is 
both a former senior human resource executive and former chief finance officer and a regular speaker at human 
resource events.

Previously, Mr. Higgins worked in finance at Johnson & Johnson, Colgate Palmolive, Klune Industries and was a 
senior HR leader at Countrywide Financial, IndyMac Bank, and Inform, a leading analytics software company. 
Jeff is on the Society for Human Resource Management (SHRM) Global Standards Committee on human 
capital, the Center for Talent Reporting board, and a founding member of PwC Saratoga Institute advisory 
council.

Speaker Biography: Jeff Higgins



7LOS ANGELES COUNTY EMPLOYEES RETIREMENT ASSOCIATION 7

Professor of Law and Bernard Bergreen Faculty Scholar, Stanford Law School

Colleen Honigsberg is a Professor of Law at Stanford Law School, where her research is focused on the empirical 
study of corporate and securities law. Her recent papers have examined gaps in the regulatory environment for 
financial advisors, carbon accounting, human capital accounting, and the incentive structure for auditors. Her 
research has been featured in major mainstream publications such as the Economist, the Wall Street Journal, and 
the New York Times, and her scholarship has been published in leading academic journals such as the Journal of 
Financial Economics, the Journal of Law & Economics, the Stanford Law Review, and the Journal of Accounting 
Research. She currently sits on the Securities and Exchange Commission’s Investor Advisory Committee.

Prior to joining the faculty in 2016, Professor Honigsberg received her Ph.D. from Columbia Business School 
and her J.D. from Columbia Law School. She has expertise in accounting and previously worked as a Certified 
Public Accountant for PricewaterhouseCoopers Advisory Services and for Compass Lexecon. In addition, 
she previously served as a Senior Economic Research Fellow with the Public Company Accounting Oversight 
Board.

Education & Professional Certifications
•Columbia Business School, Ph.D., 2016
•New York Bar Admission. 2012.
•Columbia Law School, J.D., 2011
•Certified Public Accountant. California, 2006
•University of California, Los Angeles, B.S., 2005

Speaker Biography: Dr. Colleen Honigsberg



Jeff Higgins
Founder & CEO, Human Capital Management Institute

©  Human Capital Management Institute
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The Rise of Intangible Assets has Changed how Value is Created 
90% of today’s S&P 500’s market value are made up of intangible assets 

1975 1985 1995 2005 2015 2020

100%

75%

50%

25%

0%

Tangible Assets 
• Easy to value
• Deep, efficient secondary 

markets

Intangible Assets
• Difficult to value
• Thin & inefficient secondary markets
• Categories of intangible assets:
• Intellectual Property
• B2B rights
• Brand
• Hard intangibles
• Data
• Public rights
• Non-revenue rights
• Relationships

• IBM
• Exxon Mobil
• Procter & Gamble
• GE
• 3M

• IBM
• Exxon Mobil
• GE
• Schlumberger
• Chevron

• GE
• Exxon Mobil
• Coca-Cola
• Attria
• Walmart

• GE
• Exxon Mobil
• Microsoft
• Citigroup
• Walmart

• Apple
• Alphabet
• Exxon Mobil
• Berkshire Hathaway
• Microsoft

• Apple
• Microsoft
• Alphabet
• Amazon
• Facebook

5 largest global companies by market cap:

17%

83%
68%

32%

32%

68%

20%

80%

16%

84%

10%

90%

Tangible vs. Intangible Assets for S&P 500 Companies* (1975 - 2020)

*Source: Ocean Tomo Intangible Asset Market Value Study (2021) 1
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Workforce Remains a Top 3 Greatest Concern of CEO’s Post Pandemic

2



• Where is the company’s greatest talent risk? 

• Does the company build, buy or rent talent? 

• Are leaders effectively managing human capital? 

• Can the firm attract, motivate, reward and retain the workforce it needs?

Why corporate reporting on human capital? 
Investors need insight into talent risk

3



10 Key Metrics Useful for Investment Analysis 

4

1. Employee Headcount broken down by employee type; full time, part-
time and contingent workforce (EEO-1)

2. Total Workforce Cost (includes part-time and contingent workforce)

3. Human Capital ROI, Return on workforce investment

4. Employee Turnover Rate 

5. Employee Voluntary Turnover Rate

6. Internal Hire Rate

7. Employee Engagement Rate (i.e. how is our culture)? 

8. Workforce diversity broken down by employee type

9. Total Development and Training Costs

10. Management Span of Control
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Enhancing Human Capital Disclosures

Colleen Honigsberg, Professor of Law, Stanford Law School
Member, SEC’s Investor Advisory Committee

April 12, 2023

Attachment 3
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• Income Statement. On the income statement, labor costs are bundled 
into several different expenses rather than presented separately.

• Balance Sheet. Employees are not assets under accounting rules, so they 
are not reported on the asset side of the balance sheet. And labor costs are 
only reflected as liabilities when they have yet to be paid.

• Statement of Cash Flows. As with the income statement, labor costs are 
bundled into different accounts rather than presented separately.

None of the financial statements, nor the notes to the financial 
statements, are required to provide total labor costs. 

Accounting for Workforce Costs

Only around 15% of U.S. firms disclose something as basic as 
compensation or labor costs.
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• First, there has been significant growth in so-called human-capital firms 
in the 21st century. An increasing proportion of public companies derive 
much of their value from intangible assets, including human capital. For 
example, healthcare and information technology (industries which rely 
heavily on human capital), jointly account for more than 33% of the 
market capitalization of the S&P 500.
– Yet, only about 15% of firms even disclose information as basic as total 

labor costs.

• Second, an increasing number of public companies report a loss for 
accounting purposes, making analysis of firms’ operational costs—the 
most significant of which is likely to be labor—more important than ever 
to understanding firm value.

Prompt action on labor cost disclosures is necessary due to two 
market trends.

Two Key Trends
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The number of firms reporting net losses has increased 
significantly over the past 60 years. Market capitalization of these 
“loss firms” ranged from 5-17% over the period from 1998 to 2020. 

Percent of U.S. Public Issuers Reporting a Net Loss
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40%
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SEC Rulemaking
Professor Shivaram Rajgopal, an Accounting Professor at Columbia Business School, and I 
are co-chairs of the Working Group on Human Capital Accounting Disclosure. Along with the 
faculty below, we submitted a request for the SEC to revisit human capital disclosures. 

• Ralph Richard Banks, Jackson Eli Reynolds Professor of Law at Stanford Law School;
• Paul Brest, Former Dean and Professor Emeritus at Stanford Law School;
• John C. Coates IV, John F. Cogan, Jr. Professor of Law and Economics at Harvard Law 

School and former General Counsel and Acting Director of the SEC’s Division of 
Corporation Finance;

• Gerald Davis, Gilbert and Ruth Whitaker Professor of Business Administration at the 
University of Michigan Ross School of Business; 

• Joseph A. Grundfest, William A. Franke Professor of Law and Business at Stanford 
Law School and former SEC Commissioner; 

• Robert J. Jackson, Jr., Pierrepont Family Professor of Law at New York University 
School of Law and former SEC Commissioner;

• Ethan Rouen, Assistant Professor of Business Administration and Faculty Co-Chair, 
Impact-Weighted Accounts Project at Harvard Business School; and

• Daniel Taylor, Arthur Andersen Professor of Accounting at The Wharton School of the 
University of Pennsylvania and Director of the Wharton Forensic Analytics Lab.
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Proposed Reforms

• First, managers should be required to disclose what portion of workforce 
costs they believe to be an investment in the firm’s future growth. 

– Investors need to determine what portion of cash outflows should be considered 
“investment costs” (investment in the firm’s future growth and productivity), 
and what portion of cash outflows should be considered “maintenance costs” 
(costs that merely allow the firm to maintain its current level of productivity).

• Second, workforce costs should be treated in the same way research and 
development costs are: expensed but disclosed. Our proposal calls for 
workforce total compensation costs, including training costs, turnover, and 
equity compensation, broken down by type of employee.

• Finally, the income statement should be disaggregated to give investors 
more insight into workforce costs.
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