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Key Takeaways
Political rhetoric around the suitability of ESG *  Public pensions covering workers in Democratic- »  Public pensions in Republican-leaning states showed
investing has turned more heated, yet public pensions leaning states generally voted in favor of ESG the greatest year-over-year decline in key ESG
continue to show overwhelming support for ESG- resolutions more often than either split states or resolutions support, dropping 14 percentage points
driven shareholder resolutions. Public pensions’ 88% Republican-leaning ones. from 2021 to 2022.
rate of support for key ESG resolutions outpaced «  Still, Republican-leaning states’ 66% ESG resolution »  Support from Democratic-leaning state pensions for
general shareholders’ 56% rate. support was 10 percentage points more than general key ESG resolutions decreased by 1 percentage point.
» Pensions as a group even registered greater support shareholders’. «  Split state pensions’ ESG resolution support rate
than sustainable funds, whose driving purpose is to increased by 4 percentage points.
support ESG investing principles. Those funds have an
average rate of support of 74% for key ESG
resolutions.
Public Pensions Support ESG Resolutions Partisan Lines Influence Pension Votes Republican State Pensions’ Support of ESG Drops
100 100
% 88 %
50 50
_ 0 0
Public Pension Sustainable General Democratic Split State Republican 2021 2022

Plans Funds Shareholders State Pensions Pensions State Pensions

Source: Morningstar, state agencies, FiveThirtyEight.com. Data as of June 30, 2023.
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Public Pension Proxy-Voting Overview

In 2022, public pension plans backed key ESG resolutions more often than
general shareholders and even sustainable funds.



PUBLIC PENSION PROXY-VOTING OVERVIEW

Public Pensions Meet Few Key ESG Resolutions They Dislike

Public pensions continued demonstrating strong support
for ESG shareholder resolutions in the 2022 proxy season
compared with the 2021 season despite more heated
political rhetoric about the aims and efficacy of ESG
investing. Public pensions supported key ESG resolutions
88% of the time, much higher than general shareholders’
56%.

Continuing the prior year's trends, public pensions’
average rate of support is almost 15 percentage points
ahead of sustainable funds’ 74%'. These sustainable
funds’ investment strategies are largely designed around
sustainable-investing principles. While many public
pensions have ESG-related sympathies, our review of the
U.S. public pension space found no public plans claiming
ESG investing as their primary goal.

"Methodology Note: Morningstar's sustainable funds universe includes open-end and
exchange-traded funds that hold themselves out to be sustainable investments and center ESG
factors in their investment processes, as detailed in the prospectus. While many funds now
consider environmental, social, and governance criteria in the security-selection process, those

included in the sustainable funds universe make their commitment clear and prominent, usually

through binding guidelines.

Average Rate of Support for Key ESG Resolutions, by Group

100
%

0

Public Pension Plans Sustainable Funds General Shareholders

Source: Morningstar, state agencies. Data as of June 30, 2023.
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PUBLIC PENSION PROXY-VOTING OVERVIEW

Public Pension Plans” Support Nearly Double That of BlackRock’s and Vanguard's Sustainable Funds

Average Percentage of Votes in Favor of Key ESG Shareholder Resolutions for Sustainable Funds Of the top 10 asset managers by assets under
management for U.S. sustainable funds, the key ESG

Calvert resolution support rates of TIAA/Nuveen, BlackRock/
iShares, Dimensional, and Vanguard trail the typical

Parnassus sustainable fund and public pensions'.

Impax

Sustainable-investing stalwarts Calvert, Parnassus, and
Impax were the only asset-management firms in the top 10
to support all key ESG resolutions for the 2022 proxy-voting
season.

Brown Advisory
Invesco

Public Pension Plans
Amundi

Sustainable Funds
TIAA/ Nuveen
BlackRock/ iShares
Dimensional

Vanguard

0% 25 50 75 100

Source: Morningstar, state agencies. Data as of June 30, 2023.
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PUBLIC PENSION PROXY-VOTING OVERVIEW

Public Pensions Like Social- and Governance-Related Resolutions the Most

Average Rate of Support for Key ESG Resolutions, by Environmental, Social, Governance, and Multiple Themes Similar to 2021, public pensions tended to show lower
levels of support for environment-related resolutions.

B Public Pension Plans Average % Votes in Support General Shareholders Average % Votes in Support “No” votes from plans in Republican-leaning states like
100 Ohio and Texas on resolutions like one calling on oil and

gas company ConocoPhillips COP to set emission reduction
targets and retailer Dollar Tree DLTR to plan for a green
transition dragged down the environmental numbers. The
11 key resolutions that received 100% support among
pension plans in 2022 were all social-related proposals.

There were four “Multiple Theme” key resolutions in 2022
that crossed over between Environmental/Social and
Governance/Social goals (see Appendix 1). Similar to the
single-theme resolutions, the Environmental/Social
resolutions had lower levels of public pension support.

Environmental Social Governance Multiple Themes

Source: Morningstar, state agencies. Data as of June 30, 2023.
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PUBLIC PENSION PROXY-VOTING OVERVIEW

Public Pensions’ Support for Environmental Resolutions Trails Other Categories’

Broken down by subgroups, public
pension plans’ 79% support rate for
Other Environment resolutions was the
lowest among all subgroups.
Resolutions in this area include those
seeking a water management report from
Alphabet GOOG, which used 5.6 billion
gallons of water in 2022, and more-
sustainable packaging at Amazon.com
AMZN, Jack in the Box JACK, McDonald’s
MCD, and Tyson Foods TSN.

Public pensions’ support rate for
Climate Change resolutions was
stronger, though, at 88%. These
resolutions generally seek disclosure
around climate transition plans (such as at
AutoZone AZ0 and Dollar Tree DLTR) and
greenhouse gas emissions (at Charter
Communications CHTR and The Travelers
Companies’ TRV).

Average Rate of Support for Key ESG Resolutions, by ESG Subgroups

B Public Pension Plans Average % Votes in Support General Shareholders Average % Votes in Support

100
% 94
88
82
75
63

o 56

50 50
25
_0

Climate Change Other Civil Rights and Human Rights Workplace Equity ~ Political Influence  Multiple Themes
(E) Environment (E) Racial Equity (S) and Societal (S) and Activity (G)

Impacts (S)

Source: Morningstar, state agencies. Data as of June 30, 2023.
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PUBLIC PENSION PROXY-VOTING OVERVIEW

Public Pension Plan Support of Key Resolutions at Times Vastly Greater Than That of General Shareholders

Of the 102 key resolutions, average support from public pension plans was greater
than that of general shareholders--sometimes overwhelmingly so. The table below,
for example, shows the 11 key resolutions that garnered 100% support from the sampled
public pensions; every pension casting a vote on the matter voted “For.” More than half
of these resolutions received less than 50% support from general shareholders and

mostly centered around political influence and activity.

Only one key resolution--an environment-related vote to require Jack in the Box JACK
management to produce a report on sustainable packaging--saw a lower level of support
from public pensions compared with general shareholders. General shareholders
supported the resolution at a 95% rate, but public pensions’ 91% average support was

not far behind.

Key ESG Resolutions Receiving Unanimous Support From Public Pensions in the 2022 Proxy Season

Public General

Pensions Shareholders

Company Name Proposal Title Filed By Resolution Topic % For % For
Lyft Inc Lobbying Expenditures and Activities Teamsters General Fund Political Influence and Activity 100% 41%
Charter Communications Inc Political and Electioneering Expenditure Congruency Report Handlery Hotels, Inc Political Influence and Activity 100% 43%
FedEx Corp Alignment Between Co. Values and Electioneering Contributions Clean Yield Asset Management Political Influence and Activity 100% 43%
DISH Network Corp Disclosure Of Certain Political Contributions NY State Common Retirement Fund Political Influence and Activity 100% 46%
Flowers Foods Inc Political Contribution Disclosure Not disclosed in proxy Political Influence and Activity 100% 48%
XPO Logistics Inc Additional Disclosure of the Company's Political Activities SEIU Pension Plans Master Trust Political Influence and Activity 100% 49%
Berkshire Hathaway Inc Corporation's diversity, equity and inclusion efforts As You Sow Workplace Equity 100% 49%
Dollar General Corp Political Spending Disclosure John Chevedden Political Influence and Activity 100% 57%
The Walt Disney Co Pay Equity Report Anne Butterfield Workplace Equity 100% 60%
Charter Communications Inc EEO-1 Reports Calvert Research and Management Workplace Equity 100% 65%
Tesla Inc Annual Report on Diversity and Inclusion Efforts Calvert Research and Management Workplace Equity 100% 81%

Source: Morningstar, state agencies. Data as of June 30, 2023.
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Public Pension Voting by Political Party

Party politics play a pronounced role in proxy voting.



PUBLIC PENSION VOTING BY POLITICAL PARTY

Support for ESG Resolutions Crossed Party Lines, Though Politics Made Their Mark

While public pensions demonstrated Average Rate of Support for Key ESG Resolutions, by Group
strong support for key ESG shareholder

resolutions, notable deviations among 100
individual plans strongly correlated with %
the partisan lean of a public pension

plan’s home state.

Democratic-leaning states’ 97% rate of 5
support approached near unanimity. Plans

based in more politically divided split

states had an 89% support rate that was

still ahead of that of sustainable funds. 50

Republican-leaning states’ public

pension plans’ key resolution support

rate was a much lower 66%, but that —
was still 10 percentage points greater
than general shareholders’ support.

o

Public Pension Sustainable Democratic Split State Republican General
Plans Funds State Pensions Pensions State Pensions Shareholders

Source: Morningstar, state agencies, FiveThirtyEight.com. Data as of June 30, 2023.
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PUBLIC PENSION VOTING BY POLITICAL PARTY

Public Pensions Show Partisan Influences in Key ESG Resolutions

Individual Public Pension Plan-Level Votes Against Key ESG Resolutions, by Partisan Lean (Excluding Ohio Teachers Plan')

@ Democratic-Leaning States ~ @ Split States @ Republican-Leaning States

California State Teachers’
Retirement System

ESG Votes % Against

Massachusetts Pension
Reserves Investment Mgmt

® o8¢0 o
40 30 20

+Democratic

Source: Morningstar, state agencies, FiveThirtyEight.com.
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The political lean of a given public
pension’s home state strongly correlates
with its likeliness to support or reject ESG
shareholder resolutions: Plans in
Democratic-leaning states voted “No”
the least often, Republican-leaning
pensions were more likely to vote “No,"
and pensions in more-divided, split
states fell in the middle.

1 For readability and scale, this chart omits the State Teachers
Retirement System of Ohio, which has a relatively modest partisan
lean score of R+12.1 and voted against key ESG resolutions 71% of
the time.

See Important Disclosures at the end of this report
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PUBLIC PENSION VOTING BY POLITICAL PARTY

Support for ESG Resolutions Dropped Most Noticeably in Republican-Leaning States

Average Percentage of Votes in Favor of Key ESG Shareholder Resolutions, 2021-22

2021 Average Support M 2022 Average Support

100
%
90

. - 80

75
63
56
50
5
0
Public Pension Sustainable Demacratic Split State Republican General

Plans Funds State Pensions Pensions State Pensions Shareholders

Source: Morningstar, state agencies, FiveThirtyEight.com. Data as of June 30, 2023.

Support for key ESG shareholder
resolutions dropped in 2022 compared
with 2021.

Republican state pension plans showed
the largest year-over-year decline in
support, dropping almost 15 percentage
points from 2021 to 2022.

This downward trend parallels similar
results in sustainable funds, where
support fell by 13 percentage points
compared with the previous year. The
support of key ESG resolutions at some of
the world’s largest asset managers, such
as BlackRock and Vanguard, dropped by
double-digit percentage points.

Although most peer groups were less
supportive of key ESG resolutions in 2022
versus 2021, public pension plans of all
stripes remained more supportive than
general shareholders.

See Important Disclosures at the end of this report.
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PUBLIC PENSION VOTING BY POLITICAL PARTY

Partisan Proxy-Voting Divides Seen Across the Board, and Especially in Environmental Ballot [tems

Public pensions based in Republican-
leaning states show uniformly lower levels
of support across environmental, social,
and governance resolutions compared
with pensions based in Democratic-
leaning or split states.

Republican-leaning plans show
especially low support for
environmental-based ballot items.
While these pensions still supported
almost half of environment-related
proposals, the 47% support rate was
more than 10 percentage points lower
than that of general shareholders. On
social and governance-related matters, in
contrast, their levels of support were
higher than general shareholders’.

Average Rate of Support for Key ESG Resolutions, by Political Lean

B Democratic States M Split States M Republican States General Shareholders

100
%

‘ o

Environmental Social Governance Multiple Themes

Source: Morningstar, state agencies, FiveThirtyEight.com. Data as of June 30, 2023.
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Appendix 1: 2022 Proxy Season Overview

Analyzing the trends and topics of 2022's key ESG shareholder resolutions.



APPENDIX 1: 2022 PROXY SEASON OVERVIEW

ESG Shareholder-Led Proposals Spiked in 2022 Proxy Season

The number of ESG shareholder resolutions rose to a
new record in 2022.

ESG Shareholder Resolutions, 2015-22 Proxy Seasons

M ESG Resolutions (#) == Average Support (%)
300 40

Forty ESG shareholder proposals passed with majority
support in 2022, representing less than 15% of the
total that came to a vote. In 2021 and 2020, 36 and 22
resolutions passed with majority support, respectively.
225 In November 2021, the U.S. Securities and Exchange
Commission broadened the definition of permissible
shareholder resolutions that address “significant social
policy issues.” This drove never-before-seen numbers of
proposals on ballots, but it also contributed to a lower
average level of support for such proposals.

In many cases, asset managers that voted against more
ESG proposals in 2022 explained that they did so because
they found the resolutions to be “overly prescriptive.”

Morningstar’s Proxy-Voting Insights: 2022 in Review
covers these industry trends, plus the changing voting
2015 2016 2017 2018 2019 2020 2021 2022 habits of the industry’s largest asset managers.

yoddng 9

# of Resolutions

| o

Source: Morningstar. Data as of June 30, 2023.
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APPENDIX 1: 2022 PROXY SEASON OVERVIEW

Social Issues Dominated Ballots in 2022

Breakdown of Themes Addressed by Key Shareholder Resolutions

Environmental
0 Climate Change
© Other Environment

Social
0 Civil Rights and Racial Equity

0 Workplace Equity
0O Human Rights and Societal Impacts

Governance
O Political Influence and Activity

© Multiple Themes

Source: Morningstar. Data as of June 30, 2023.

%
14.7
6.9

15.7
14.7
15.7

284

3.9

In 2022, 102 key ESG shareholder resolutions came to
ballots.

Although environmental resolutions have generated plenty
of headlines (such as seeking a net-zero strategy from
Exxon Mobil), social proposals make up the plurality of
key resolutions. They include topics such as civil rights &
racial equity and workplace equity.

Morningstar defines key resolutions as those that
address ESG topics and gain more than 40% support
from independent shareholders. This focus on
independent shareholders is key: It excludes the influence
of insider shareholder votes to better approximate broad
market sentiment. Qur key resolution methodology also
strips out much of the increased volume of resolutions that
many institutional shareholders see as too prescriptive.

These adjustments remove noise from the data and give us
a better view into the issues on which plans are prepared
to take a stand.

See Important Disclosures at the end of this report.
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APPENDIX 1: 2022 PROXY SEASON OVERVIEW

The Art and Science of E, S, and G (and Multiple Themes)

2022 Key Resolutions by E and S

Resolution Type

%

O Environment 2157

O Social 74.51

O Multiple Themes 3.92
Source: Morningstar. Data as of June 30, 2023.
2022 Key Resolutions by E, S, and G

Resolution Type %

O Environment 2157

0 Social 46.08

O Governance 28.43

O Multiple Themes 392

Source: Morningstar. Data as of June 30, 2023.

Categorizing shareholder resolutions into environmental, social, and governance groups often involves a degree of
judgment and experience. Indeed, the individual nature of each resolution meant that four of 102 key shareholder
resolutions in 2022's proxy season fell into “Multiple Themes.” This included, for example, Ingles Markets" [IMKTA
proposal to disclose its progress to move to cage-free eggs, which crosses environmental and social considerations.
The below four resolutions were included in the “Multiple Themes” category:

» Ingles Markets IMKTA, Disclose Progress on Cage-Free Eggs (Environmental and Social)

»  Papa John's International PZZA, ESG Disclosure Related to Pork Housing (Environmental and Social)
» Tesla ISLA, Board Committee on Human Capital Management (Social and Governance)

» Tradeweb Markets T\W, Adopt a Policy on Board Diversity (Social and Governance)

The notion of “governance” can also result in varying opinions, particularly when it comes to shareholder resolutions
about the disclosure of companies’ political and lobbying efforts. There are arguments to be made that these could
be grouped under either social or governance. The top graphic shows the breakout of key resolutions using the
former, while the bottom graphic shows the latter.

For the purposes of this study, we characterized the 29 Political Influence and Activity key resolutions as governance
resolutions rather than social in order to make the results more comparable with prior years' results.

See Important Disclosures at the end of this report
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Appendix 2: Methodology & Disclosures



APPENDIX 2: METHODOLOGY

Public Pension Voting Profile, by Partisan Lean

We sorted pension plans based on their home state’s FiveThirtyEight 2022 Partisan Lean Score, designating Democratic-leaning states as those with scores at or above D+10,
Republican-leaning states as those at or above R+10, and split states with scores below D+10 or below R+10. Democratic-leaning states were more likely to make their proxy-voting
results freely available, accounting for their greater representation in the sample set and the increased importance of parsing vote results by partisan lean.

2022 Public Pension Votes, Sorted by Partisan Lean

Votes: 538 Partisan Votes: 538 Partisan
State Plan Name For Against Abstain Lean Score  State Plan Name For Against Abstain Lean Score
Democratic-Leaning States Split States
MA Massachusetts Pension Reserves Investment Mgmt 98 1 0 D+32.7 - NM New Mexico Educational Retirement Board 93 3 0 D+7.2 I
VT Vermont State Retirement System 88 0 0 D+278 . co Colorado Public Employees Retirement Association 84 16 1 D+6.8 I
MD Maryland State Retirement and Pension System 94 4 0 D+26.3 . ME Maine Public Employees Retirement System 74 12 4 D+4.4 I
CA California Public Employees' Retirement System 94 1 1 D+25.7 . MN Minnesota State Board of Investment 96 0 0 D+2.0 i
CA California State Teachers' Retirement System 85 12 1 D+25.7 . NH New Hampshire Retirement System 1 0 75 D+0.6 I
CA University of California Retirement Plan 99 0 0 D+25.7 . PA Pennsylvania Public School Employees' Retirement Sys 76 20 0 R+3.0 |
Rl Employees' Retirement System of Rhode Island 100 0 0 D+237 (B Wi State of Wisconsin Investment Board 95 3 0 R+38 |
NY New York City Employees' Retirement System 100 2 0 D+199 B FL Florida Retirement System 78 23 0 R+74 |
NY New York State Common Retirement Fund 99 0 0 D+199 N Republican-Leaning States
NY New York State Teachers' Retirement System 96 3 0 D+199 B OH Ohio Public Employees Retirement System 65 13 0 R+12.1 |
WA Washington State Investment Board 86 14 2 D+124 B OH State Teachers Retirement System of Ohio 28 67 0 R+12.1 1
CT Connecticut Retirement Plans and Trust Funds 88 0 0 D+121 l X Employees Retirement System of Texas 48 27 0 R+129 1
NJ New Jersey Division of Investment 98 0 0 0+113 i X Teacher Retirement System of Texas 83 15 2 R+129 |
OR Oregon Public Employees Retirement System 99 1 2 D+106 I NE Nebraska Investment Council 46 23 9 R+24.8 .
ND North Dakota State Investment Board 61 9 T R+37.1 »m

Source: Morningstar, state agencies, FiveThirtyEight.com. Data as of June 30, 2023.
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