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Executive Summary

The California Student Sustainability Coalitias launche@ campaign to end California higher
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1 To change the way Californialleges and universitigavest their funds and endowments so
that holdings in coal companies are reduagceliminated and to encouragéhemto useany
remaining holdings as a way leverage companies into improving their practices
1 Toremovehurdles to increasing renewable energy development on California campuses,
includingthe limitations of existing incentivesontract regotiationswith utilities, contract
negotiations with reewable energy project developermst cetera

The Case Against-Coal

Coal is the dirtiest major fuel source in the nation. While coal is used for roughly half of the electricity
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major contributor to climate change, often considered the biggest environmental crisis today.

In addition to its effect on global climate, coal threatens human health and local ecosystems. Coal

mining is a very dangerous pro&sn, and common practices destroy both mining areas and

surrounding valleys and streams. ,$©m coal processing causes acid rain. Heavy metals can cause
developmental problems in children, birds and fish. Smokestack particulate matter can damage lung

tissue, leading to asthma, bronchitis and an increased likelihood of heart attacks and early death. One
estimate places the number of deaths from coallated illnesses at 13,200 per year; if thousands

more emergency room visits, treatments and lost dal#ork are included, the cost estimate for
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impacts are combined, the cost is more than double the retail price of coal electricity.

Coal is a poor investmenbhonly for ethical reasons, but also financial. The EPA is tightening
restrictions on S@and NQ emissions, whicimay result in the retirement of up to 50,000 MW of coal
plant capacity and $180 billion in compliance costs for those that remain opesatiRecentlythe
EPAhasalsorevoked permits for major mining operations due to their environmental damage.
California has set efficiency mandates on power purchases, driving coal from 21% of the total power
mix in 2003 to 7.7% in 2010. Disasterstileemine explosion that killed 29 miners in West Virginia

and the massive fly ash spill in Tennessee create huge amounts of negative pullialgition to

the tremendous human toll, these types of events can cost coal companies millions in fines, court

costs, cleanup, and lost operation time, possibly endiegibankrupt small or otherwise vulnerable
companies.

Campus investment Practices
The three California public higher education systems, the University of California, the California State

University, and the California Community Colleges, collectively@mobstantial amounts of money
and capital. Much of this is held sgstemwide and individuatampus endowments, which seek to



earn interest by investg in public equityr corporatestocks. Often, these endowments are directly
controlled by external fundhanagers rather than campus financial officers.

The (University of California

As of June 30, 2010, the UC Regents controlled $60.4 billion. $45.0 billion of this comes partially from
student fees, and goes towards various employee retirement futidskrgest of which is the

University of California Retirement PqQICRP)The UCRP is funded through University core funds,

12% of which are made up of student fees. In the 2BAD1 school yeaslong an estimated $45

million in student fees went into thel CRP.The General Endowment Pd@EPnakes up another

$6.6 billion and is made up of donor gifts to the UC Regents. The remaining funds are held in short
term pools with the expectation that they will either be transferred to other poolkept easily

accessible in case funds are needé&dch UC campus also maintains its own endowment, funded by
donor gifts. Older campuses like UCLA and Berkeley have the largest endowments, younger campuses
are much smaller.

The UCs focus on securing a higte of return on their investments. They accept a greater degree of
risk than the other campuses, though they help reduce the chance for failure by employing a full staff
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UC student fees contribute to what is called the core funds, which pay foampus activities such as
staff salaries and benefits. In the 202011 school year, $45 million of student fees went into the
UCRP. Some of this $45 million was theested in the coal industry.

The (California State University

CSU is a much more cautious investor than UC. It does not maintain its own retirement pool, but
instead contributes to CalPERS, a fund for California state emplolyett® 20162011 yeay CSU

employer and employee contributions to CalPERS totaled $618,765,900, paid out of a support budget of
nearly $4.4 billion. Student fees made up $1.6 billion, or 36% of total funds. Students therefore can be
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The central CSU office holds approximately $2.3 billion, all of which is required by law to be invested

either in governmenbacked fixed income securities like treasury bonds or in public furttls wi
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the State of California on behalf of CSU, and is invested in a similarly conservativieaglayz SU

campus also maintains its own endowment and #stewn investment policies.

CaliforniacCommunity Colleges

Like CSU, CCC does not maintain its own retirement fBoth CCC and its employees contribute to
CalSTRS, a fund for California teachéitsee CCC share of the contribution is paid out ofreeg
budget; the employee contribution comes out of staff and faculty salaries which are paid from the
same funds. In 201R011, student fees made up $365 million, or 6.2% of the general budget; this
figure is rising to 8.2% in 20PD12.



Foundation CCiS currently fundraising for a systewide Scholarship Endowment. Its goal is to
invest the $100 million fund in such a way that it can earn a 5% rate of return to support 5,000
scholarships per yeaiMany CCCalsomaintain their own endowments. Theirg much less
coordination across the system, so policies vary sharply between campuses.

InvestmentsiincCoal

Often in equity investing the contributions of one investor are pooled with countless others so that

each owns a percentage of a total fund. Thend is then used to purchase holdings in hundreds or
thousands of companies from all sectors of the economy, far more than a single investor could hold.

The UCs, for example, invest heavily in the Russell 3000 Index, which is a pooled fund thas contain
holdings in the top 3000 companies in the US by size. Through the Russell fund, the UCs own shares of
every major coal company in the US. The CSU and CCC retirement funds both invest in the Russell
3000 Index as well, so all systems own at least sdraeesof the coal industry. Other funds also have
holdings in select coal companies, but not in the majority in the sector.

To reduce campus support of the coal industry, students can advocate for several changes in

institutional policies(1) increased disdsure of investment holdings and investment practi¢gs,

increased student representation on investment committees, @)édditional development of

socially responsible investing (SRI) policies and practices. Other creative solutialgageposble
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IncreasingriRenewablerEnergy Use

Changing investment practices can help reduce campus support of the coal industry, but coal
companies can still profit as loag there is a market for coal power. Califoroidleges and
universitieshave shown great interest in reducing thdirect fossil fuel use, both by improving energy
efficiency and by installing esite renewable energy generators. While the state has deeslop
several incentive programs, various limitations and incentive caps have preveniteges and
universitiesfrom using as much esgite renewable power as they might like. The major issues are:
9 Existing California policies do not facilitate the saleeobwable energyroduced oncollege
and university camyses.
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projects that are 1 MW in size or smaller. Without the rebatstallingsolarfor on-campus
usecanbe prohibitively expensiver difficult to finance Further, ollege and university
campuses use huge amounts of power, and 1 MW will often meet less than 1% of demand at a
large university.
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bills, butthis only applies to installations smaller than 1 MW.
 Californi@2a KA 3K S didbstednghde® hotiimiplesientedLEAN Retallontracts
Programswhichstreamlinerenewable energy procuremettly predefining projecsites,
contract rates, anadontract terms

While many campuses have at least some solar panels, very few install more than THéW.

California Student Sustainability Coalition has partnered withQleanCoalition, anonprofit

organization that is aordinating theCLEAN California Campaig? Y SS&G D2 @SNY2NJ . NP gy Q
12,000 megawatts of clean local energy by 202@riplementing and expanding Clean Local Energy
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Accessible Now (CLEAN) Programs, which reith@veain barriers toncreasing produddn ofclean
local energy in CalifornisECLEANProgramsand CLEAN Retail Contracts Programg be able to help
with some of the limitations that campuses face when trying to increase their renewable energy
usage. Only 7.7% of California electricity cerfiem coal sowith just a little extra effort and a
slightly streamlined renewable energy policy, we can erase the need for coal energy in our state.

By coupling a campaign for renewable energy with a campaign for investment reform, students can

attackthe coal industry from two sides, with each effort supporting and reinforcing the ofBer.
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our nation.
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Intreduction

California higher education systems as a whole are extremely committed to followingsiséai
practices in their campus operations, and have beationallyrecognized as some of the greenest
colleges and universities the country. Their commitments to reducing waste and improving energy
use should be highly commended, but there are atilas of weaknessr oversight, anghotential for
improvement. To maintain their reputations as environmentally conscious institutions, it is vital that
these issues be addressed immediately

This report is the result of collaboration between the CatifarStudent Sustainability Coalitiand the
UeanCoalitionand has been generously supported by the Wallace Global. Faredhave identified
significant incompatibilities between the stated environmental goals of the UCs, CSUs, and CCCs and
their practiees. Specifically, all three institutions invest millions of dollars in the coal industry, generally
regarded to be one of the most environmentally destructive industries todldych less visible to the
public than campus recycling bins or rooftop solang@ls, these investments are usimgtitution

fundst includingmillions instudent fees to supportand continueclimate pollution,public illnesss,

and ecosystem destructiorPart | of this report explains the effects the coal industry has had on the
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term investment value. Part Il describes havlleges and universitidsave invested their money and

why, and lists some of the major coal companies in witiely have holdings.

At the same time thatalleges and universitiesre supporting coal through their investment practices,

their overall relatively low rate of renewable energy use also helps contribute to coal profits. While coal
makesupasmallpott2y 2F [/ FEAF2NYAILI Q& (G2G1f St SOGNROAGEexT O
of Water and Power still relg great deabn coal to serve their customerthese campuses can

therefore be considered heavy coal useiManyschoolshave expressedhterest inexpanding their

renewable energy use as a way to lower their dependence on fossil fuels, but state policies have limited
installations. Part Il of this report explores renewable energy use on California campuses, the

difficulties campuses hawencountered, and potential ways to overcome these difficulti€keClean

Coalition has partnered with CSSC to help develop strategies that will imipaivielualO | Y LJdza Q

abilities to install and maintain larger renewable projects.
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in order to helpour schooldetter meet their environmentaission statementsWe have already

worked with the UC system to improve proxy voting policies and student repiasen on investment

committees. Changing investment practices will bringllege and universitfinances more in line with

overall sustainability goals, and increasing renewable energy use will reduce the need for fossil fuels.

These actions are necesy if California colleges and universities hope to maintain their reputations as
environmental leaders, and will help them be better positioned for futagleancements in the fight for

clean energy.



Part I: The Case\Against €oal

Globally coal is thenost widely used energy source for newly industrializing nations. In the US, coal
was firstused primarily to heatolonisthomesduring cold New England winteigjater came to power

the railroad systenin the 1830sthen fueled the earliegpower plarisin 1882" In the beginning,

increased access to electricity and transportation led to great advancements in discovery,
communication, and medicine, but pollution and waste also accumulated at alarming rates. After over
three hundred years of coal used more than a century of experience with laigmale electricity
generation, we are now more fully aware of the hidden costs of living in a-foeslbbased society. The
carbon dioxide that results from burning coal is a major contributor to climaaagd, while other

pollutants like sulfur dioxide, nitrogen oxide, particulate matter and heavy metals can also be a serious
detriment to human and ecological health.

As the negative impacts of coal increase, so does political and social pressurdrmutigy.
Progressively more affordable alternatives sastsolar, wind, and other types of clean aadewable
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strong and getting stronger, and all salailecision makersfrom investors to city planners to
politiciang must take these risks and costs into consideratidren determininghe best possible
outcomes both for their own interests and for society as a whole.

Impacts of thetCoalrindustry

Even wmder routine operation, both coal mining and electricity generation cause large amounts of
damage to the environment and to public health. Risks increase greatly in the event of a spill or
accident. Exploring these impacts helps reveal how coal, oftemsiered an extremely inexpensive

power source, is actually much more costly to society than it appears.

The Climate Crisis
The US alone accounts for 18% c

The world has changed dramatically siacamallof number global fossil fuel emissions. Of
countries first sparked the Industrial RevolutioGlobal these emissions, 35% are from
populationhas grown from 1.65 billion in 1900 to 6.79 billion in * cog electricity generation or
20107 now collectively consuming 495.2 quadrillion Btu of industrial processes, meaning that

energy, which results in approximately 30 billion metric tons of = gog of global emissions come from
new carbon dioxide (CO2) entering the atmosphere anndally. s coafired power plants alone

o _ _ o This is not a&imple consequence ¢
Because of mssive increases in anthropogenic CO2 emissions = gegle: while coal accounts for

the concentration of carbon dioxide in the atmosphere has approximately half of US electricit
increased from a préndustrial level of around 280 ppho generation, it causes 81% of
392.4 ppm in July 2021 Scientists have conclusively electricity sector emissions.

determined that the high level of@ has caused the planet to

warm, and that the effect and related consequences will worsen

significantly in the coming decades if atmospheric CO2 continues tb'fi8eClimate change is
expected to lead to major shifts in conditions across the glotmyding increased drought in dry
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seasons, increased storm intensity and flooding in rainy seasons, sea level rise and coastal flooding,
ocean acidification, and loss of polar ice caps. These changes maylead to mass famines when

crops fail in tleir historic ranges, population displacement due to loss of coastal areas, spread of disease
vectors and invasive species, and stress on sensitive ecosy$teéhe. international community has
acknowledged the threat of climate change and recognizesréducing GHG emissions, especially CO2,
must be a high priority*

The US alone accounts for 18% of global fossil fuel emissions. Of these emissions, 35% are from coal
electricity generation or industrial processes, meaning that 6% of global emissioesfitamUS coal

fired power plants alone This is not a simple consequence of scale: while coal accounts for
approximately half of US electricity generation, it causes 81% of electricity sector emt3siwsis a

major contributor to climate change blatbecause of its widespread use and because of its extreme
inefficiency. The coal industry has therefore come under a gredtafgressure in recent years due to

its high GHG emissionand this pressure witinly intensify in the futuregeeChangingndustry
Regulationsbelow).

Public/Health Concerns

Though climate change is a very serious concern, it is far from the only impact that coal use has had on
the environment and on human waelfe. Pllutantssuch assulfur dioxide(SQ), nitrogen oxidgNQ,),
particulate matter and heavy metals like lead, mercury, and chronatempresent in mined coal and are
released into the air when coal is burn&dwhile regulations on the coal industry have greatly

decreased annual emissions over the last 30 yesmsGhanging Industry Regulatiornzlow), coal is

still positively correlated with poor health and early death.

Tablel. Emissions from coal electricity generation and effects (2008)

Pollutant Emissions (2008) Effects®

can cause respiratory illnesses and aggravate heart disease

Sulfur dioxide 7.6 million tons | . . .
increases number of emergency room visits, leads to acid rd

aggravates respiratory illnesses, increases number of

Nitrogen oxide | 2.8 million tons .
emergency room visits, leads to ozone format{smog)

Particulates 680474 tons | ©@N cause or aggravate respiratory illnesses and heart diseg
(PMys & PMyg) ’ increase chance for heart attacks and premature death

Heavy metals 1,464 tons can |mpact devglopment |_0h||dren, damage nervous system
andkidney function, contributes to cancer

All areas of the US are currently in compliance with&@ NQ, standards, though it is possible that

these standards will be strengthened in the near futias evidence suggests that serious health
complications ray still be possibl&. Current research, however, has focused heavily on particulate
emissions as small particle pollution is still a very serious health concern. The EPA estimates that 28% of
PM, s emissions come from electricity generation, fossil w@mihbustion, and other industrial

processeé,8 meanwhile several areas of the US, including major coal areas in Pennsylvania, West
Virginia, and Tennessee, do not meet the national standard for small particﬂﬁates.

The effect of small particulates on humaealth is well documente®. Compared to larger particles,

they are especially dangerous because they are small enough to evade the mechanisms that would
normally filter out such pollutants and caimerefore become lodged in lung tissue. Shtatm expesure
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may lead to cardiac effects, including heart attacks, while long term impacts include increased chance of
death from heart and lung diseases and carf¢ehn analysis of coal emissions and known effects
estimated that thousands of deaths, illnessesd dospital visits can be attributed to cealated

particulate pollution each year, and that the total cost of these impacts exceeds $100 billion:

Table2. National power plantrhpacts (201G

Health Impact Number of Cases Cost ($ millions)
Mortality 13,200 $96,300
Hospital Admissions 9,700 230
ER Visits for Asthma 12,300 5
Heart Attacks 20,400 2,230
Chronic Bronchitis 8,000 3,560
Asthma Attacks 217,600 11
Lost Work Days 1,627,800 150

These impacts are heavily concentrated in the east and Mijwé®ere coal production is greatest.

Heavy metals come from a variety of sources, including coal procééditany act as carcinogens,

reduce kidney function and cause developmental damage. Furthermore, because they can accumulate
in tissues and up thibod chain, metals may reach dangerous levels within the body even when the
concentration in the local environment is fairly low. Half of anthropogenic mercury emissions in the US
come from burning coal. Enough of this mercury has accumulated in cgypess of fish that they are
considered unsafe for pregnant women; certain predator bird populations have also been negatively
affected®*

While coalburning power plants have a well documented negative effect on public health, coal mining
also poses a thad to workers and those living near mining areas. In addition to the risk of tragic mine
disasters, proximity to coal mining has been significantly correlated with increased levels of
cardiopulmonary disease, lung disease, cardiovascular disease, digfreddddney disease, even after
controlling for age, sex, and various lifestyle factr3ogether, coal mining and coal electricity
generation contribute to the deaths of thousands of people every year, and leave many more with
chronic, debilitating coditions.

Coal is dangerous enough during routine activities, but there is also the potential for accidents and spills
that can release large amounts of toxnaterial In December 200&n earthen dike failed and dumped

5.4 million cubic yards of fly astom the TVA Kingston Fossil Fuel Plant into the Emory Rivemtually
spreading 300 acres beyond the dike site. 3pi#t coveredand and residential areasith heavymetal
enriched sludgedamaging property and possibly exposing local residentsitgerous carcinogerfS.
Cleanups expected to cost $2a8illion, including $686,000 in annual maintenance for 30 years

following the spil?’

Ecosystemrimpacts
Coal consumption can lead to global climate impacts and regional health impacts; it caarabaged
local ecosystemsBoth coal mining and coal electricity generation have major ecological effects.

Surface miningxposes iron sulfide to air and water, whichnsform it into sulfuric acidAcid mine
drainagerefers to the sulfuric acid producdsy mining activity draining into surface and groundwater
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sources where it can leach heavy metals and cause high mortality to fish and other aquatic species,
degrade vegetation, and make water unfit for human consumptfon.

Mountaintop removal is a particatly destructive technique for miningpal Hillsides are cleacut of
vegetation and the top layer of rock is loosened with explosives so that the underground coal can be
accessed. Excess rock and other material is pushed into the neighboringwhdey it frequently

buries streams. On hillsides, complete removal of surface vegetation destroys habitats; destruction of
topsoil ensures that recovery is extremely slow if not impossiliiesalleysfill destroys headwaters and
therefore impacts entirelownstream watershedsSulfuric acid weathers rocks and increases the

presence of heavy metals in waterways, exposing birds and fish to concentrations high enough to cause
reproductive failure. According 8ciencepermitting requirements and mitigatimeasuresave not
beensufficient to prevent significant impacgtand new permits should not be granted unless new

methods can be scientifically shown to avoid serious environmental dafiage.

Coal generation plants, well known for their contribution tolzal climate change, also hawedl
ecosystem impacts. The S@leased in processing causes acid rain, which slows forest growth and
damages or kills vegetatighand increases the acidity of sensitive aquatic habitats beyond what
resident species madye able to tolerate’! Plants also use billions of gallons of water to generate steam
for their turbines. A typical 500 MW coal plant is capable of powering a city of 140,000 feopte,

uses enough water to support a city of 250,000 pedplen manycases, water is pulled out of nearby
lakes and streams along withillions of fish, and is returned warmer than when it left.

TheTotal Costs of Coal

Epstein et al. (2011) conducted a lifecycle analysis of the Appalachian coal industry, taking intésthe cos
from climate forcing, ecological damage, and public health. The study found that externalities cost the
public and the environment between $175.2 and $523.3 billion (best guess $345.3 billion) every year, or
9.36 to 26.89 cents/kWh (best guess 17.84tstkWh)>* In 2008 (the year studyosts were adjusted

to match), the average US electricity price was 8.98 cents/R¥eaning that if these externalities

were incorporated, the price of electricity could easily triple. Epstein further notes thaticenidirect

and difficult to measure costs could not be included, so the ttammagesnay be still higherThis helps

show that coal costs society significantly more than it benefits, and that coal industry profits come with
a high degree of climate damaghuman iliness and death, and ecological destruction.

Changing industry: Regulations

When coal was first used by colonists, railroads, or early industrialists, resources were abundant and
populations were low. Many years later, however, the industry ¢n@wn large enough to have a
noticeable impact on the environment and on public healthd countless scientific studies have
formally documented its effectsClimate changbas emerged as a serious crisith coalas achief

culprit. Major nationalégislation such as the Clean Air Antl Clean Water Attas put heavy pressure

on the industry, and more recent renewable energy standards and GHG emission rules are further
restricting coal useThis sectia will outline several newules and regulatios and explain how they are

02t t SOUAPSt & NBRdAzZOAYy3I (GKS O2Ft AYRdAzZAGNEQA LINBTAGLI

Public/Pressure-and:National Legislation
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The first phase of coal production, mining, is facing pressure both because ofatst iompthe local
environment and because of concern over worker safépal River Mountairleasedby mining

company Massey Enerdyecame a highly visible symbol in the fight against mountaintop rermamal
wasfeatured onnational news organizationsé CNN°® and the New York Timé5.In response to
pressure, the EPA vowed to review new permits for mountaintop removal in 2009, and urged the Army
Corp of Engineers to reject two projects under the Clean Water Act unless impacts to water supplies
were subgantially lessened® In 2011 the EPAinalizedits guidance for mountaintop coal minirig.

The new regulations reemphasized the neeektsure that mining operations did not exceed
scientifically determined effluent limits and that waterways were notrdeigd or destroyed. The
importance of seeking out less environmentally destructive alternatives and of ensuring that minority
communities were not disproportionally impacted wdsahighlighted. With the new rules in platte
EPA vetoed the permit fadhe largest mountaintop removal permit at the Spruce Mine in West Virginia,
stating that the mine would have unacceptable impacts on water, wildlife, and recreation“4reas.

Mining safety is also coming under increased pressifeer hundreds of documeset violations,

Massey Energy (the same company criticized for running mountaintop removal operations at Coal River
Mountain) agreed to shut down its Freedom Mine in Kentucky to avoid facing the strictest enforcement
tools available to the US Labor Departmé&" Massey Energy also owned and supervised the Upper Big
Branch coal mine, where an explosion in 2010 killed 29 miners in the worst mining disaster in 40 years.
Each of the 29 families was offered a $3 million settlement by the com{34my,former empoyees are

still facing prison sentences for lyitg government official@about the safety of the minand a coalition

has submitted a petition to the state of Delaware asking that the company have its corporate charter
revoked.¢ KS O2 I f Y % seduiirdafctyywiatmng avdaeady major legal liabilities; these
liabilities will undoubtedly increase with every new accident.

Though there is a great deal of variations between source locations, coal is inherently a dirty, impure
fuel. Coal poweplants have already been subject to extensive EPA programs to r&djchQ, and
particulate matter, and it is very possible that standards will be further tightéfedeeting new

regulations means that plants must install updated technologies to cagallutants before they are
released, or must seek out cleaner sources of fuel. Either strategy has the potential to increase costs for
the coal industry.Bven when emissions aaptured however,they do not go away. Exhaust like fly

ash may be resicted by the Clean Air Act, but onsequesteredtan still pose a hazard and a liability.

As discussed earlier, the 2008 TVA fly ash spill resulted in billions of dollars in damage and drew national
attention to coal risks Every additional spill bringsith it the threat of negative publicity, fines, federal

and state investigations, and increasingly stringent legislation.

Coal companies looking to expand are facing opposition from more than just environmentalists and
employees. In Texas, a state geaily considered to be quite favorable to fossil fuel energy, planned
coal plantamay be scrapped not because of their risks to safety or to the environment, but for their
water use. Citizens and local governments are fighting to prevent scarce watsrfragh going to the
thirsty power plants* As population growth and climate change puts additional pressure on water
resources, similar concerns may be felt all over the western US.

International climate agreements such as the Copenhagen Accord ackiyeatieat deep cuts in
emissions are necessary to avoid catastrophic climate chadd&eofficials originally attempted to meet
its pledged goal af7% below 2005 levels by 2d2€hrough national legislation and a camd-trade
program, but the effort was @itically impossible. To circumvent the need for Congressional approval,
federal climate regulations are now beidgvelopedargely through the EPA and the Clean Air Aat.
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2009, the EPA began requiring all large emission sources, includidyedaower plants, to track and
report their emissioné® The agency haslsobegun developing emission standards for all new and
remodeled power plants; these standards are set to be finalized in 20d2vill force expanding coal
companies to install approdecleantechnologies, face enormous fines, or be shut dévn

President Obamarand Clean:Coal

Though President Obama has expressed strong suppaidagnvironment, he is also veawvare of

pressure fromndustry and a still fragile economyrecently, k asked the EPA to delay neweson
ozoneonthegroundsi K & GKS ySg aidl yRINR&a ¢2dZ RewpS (22 YdzOK
tightened standard on S@nd NQ, the precursor to ozone, is still on track for implementation.

hol YI Q& & dzLILJZMNionrfeat Bdd ;md@ustriis éspeSally apparent in his advocacy for
GOt Sty 0O2Ff¢od hyOS FLIWJXASR G2 Fye (SOKyz2f23& 2NJ
GOf Sy O2I f ¢ KcarBon @ptifeSandistragd€l 3).S0OS indlveppiag carbon
dioxide emissions from power plants and storing them underground in a form that will not leak back
into the atmosphere.The Obama administratidmas attempted to jumgstart CCS with billions of
dollars in funding for research and demonstratiprojects butthe technology is still very expensive
anda commerciakcale seltsupportingfacility has yet to be developed. American Electric Power
(AEP) recently shelvedhat was largely considered to be the masbmising test of CC8laiming that
the project was not economically feasible even with millions in governmsepport*® FutureGen in
lllinois is one of the most significant remaining CCS projeatsvelopment but over 75% of its
fundingis comingrom the federal governmenand thefadlity will not beoperational until 2015?

Somewhat ironically, the main reason CCS is not econowiiteut heavy government suppois

because the lack of a nation@HGcap-andtrade program If carbon dioxide has no monetary value,

coal generation lants have no financial incentive to reduce emissions and no way to recoup

investments in clean technologieklnless such a programimplemented(virtually a political

impossibility at this point), it is extremely doubtful that CCS will be viable omanercialscale

without subsidies.d / € Sy O2Ff ¢ OFy (KSNBFTF2NBE y20 0SS O2yaiRSsS
RSALIAGS (GKS tNBaARSyidiQa o0Sad STF2NIao

California‘Regulations-Against.Coal

Efforts to reducecoalemissions are also being developed at tHe &S f S@Sft o I FEAF2NYAL
climate legislation, AB 32utlinesi K S & G I Gr&lara enligbidng/to DG levels by 2014, 1990
levels by 2020, and 80% below 1990 levels by 2@%08omplementary piece of legislation, SBx1 2, was
signed in 2011 ahsets a renewable energy target goal of 20% by the end of 2013, 25% by 2016, and
33% by 2020. Several programs are either in development or have been implemented to help meet
GKS adlrasSQa 32rtay
1 A capandtrade program, currently set to be implementeda012 and fully enforceable in
2013 will limit emissions and will force heavy polluters to either clean up or pay high. costs
1 SB 1368, signed in 2006, forbids utility companies operating within the state from entering
new contracts with power plants thatodnot meet an emission standard similar to a typical
natural gas plant. This law applies even when the power plant is out of state.
9 Title 24 sets energy efficiency standards for new residential angr@gidential construction;
the 2008 standards were §ry 34 KSy SR (2 YI GOK GKS adrisSqQa SYA:
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i The California Solar Initiative provides rebates to encourage the development of an additional
3,000 MW of solar power statewide by 2016. To date, 979 MW have been installed through
98,624commercidand residential projects.

I FEATFT2NYALFQa STF2NIa G2 SyO2dz2Ny 3S Of Sty SySNHe@
from 21.3% in 2003 to 7.7% in 2010. This will continue to drop, possibly all the way to zero, as contracts
expire, emis®n permits make coal generation more expensive, and alternasuel asolar are more

readily available. Even if the relative percentage stays where it is, demand reductions brought on by
efficiency measures like Title 24 may still drive down the dctua

quantity of coal consumed. Californiacolleges and universities
have overwhelmingly supported a
The iIFuture-of Coal movement towards a clean energ

econany and have embraced
The coal industry is facing an increasingly bleak future. Regulatic €nvironmental principles. This
designed to encourage energy efficiency and a clean environmen admirable and progressive stance
disproportionally impact coal over other sources, thus making it f¢ IS fundamentally incompatible

less competitive. The public outcry against health impacts, with the coal industry and is
mountaintop removal and high water demand is causing elected = especially mismatched with coal
officials to reconsider their support of the industry. Liabilities investments. Coal energy is

brought on by safety violations and toxic spills threaten financial ~dependent on destructive
stability. Even in the absence of any new laws or policies, the IE, Practices, light regulaon, and low

KT

LINBRAOGA GKIFG O2FfQa akKl NB 27T awareness. Theonlywayitcan 3§y §

48% in 2008 to 43% in 2035 and the absolute quantity of coal continue tobe profitable is if our
produced will only increase by an average rate of 0.4%ypar>® schools our state, and our nation
This is an extremely conservative estma®@ Sy @G KS ! { allfailinthe effort to protect and

weak goal to reduce emissions to 17% below 2005 levels by 202( improve our environment and our
requires that the nation produce 893 million metric tons of CO2  health.

lessthan what is predicted in the IEA scenatioT his suggests that

even the smallest effort to meet climate goals would result in zero or negative growth for the coal
industry.

Negative growth may in fact be a reality in the near future. ifustry report predicts thigproposed

EPA regulations reiying scrubbers (to reduce $€missions) and selective catalytic reduction

equipment (to reduce NEemissions) on all plantouldresult in the closure of up to 5800 MW of

capacity and would force the remaining plants to pgayto $180 billion in comance costs.If cooling

towers are also required (to reduce coal plant water demand), an additional 12000 MW of

capacity could be retired, collectively totaling to 20% of installed US capadityergy Secretary Steven

Chu has said there willleY 8 8 A @S NBUGANBYSyda gA0GKAY (KS ySEI
policies>® Given the situation, coal appears to be an extremely risky investment at best.

Californiacolleges and universitidsave overwhelminglgupported a movement towards clean energy
economy and have embraced environmental principles. This admirable and progressive stance is
fundamentally incompatible with the coal industry and is especially mismatched withne@stments.
Coal energy is dependent aiestructivepradices, light regulation, andobw awareness. The only way it
can continue to be profitable is if oschools our state, and our nation all fail in the effort to protect
and improve our environment and our healtBespite occasional setbacks, momenturbugding
towards a cleaner futureand it is vital that California higher education be at the forefront of the
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movement Coal plants will closand those that remain open will face higher operating coslelleges
and universities mudulfill their pledges for environmental stewardship @fl areas of operation if they
are to protect both their reputations and their financial security. Itis time to reconsider the value of
coal in our investment portfolios
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Part II: Coal lnvestments incCalifornia Higer Education

California has three distinct public education systéms ¢ KS | yAGSNERAGEe 27
home to over 220,000 students, with thousands entering and graduating every yeaiCalifornia

State University ha®3 campuses andl12,000 students, and the community college system is made up

F€AF2N

of 122 campuses supporting over 2.9 million students. Each system is supported by student fees, state

funds, grants, gifts and various endowmeni#ss we will seegollege and universitgndowments are

complicated and exact holdings avéen difficult to determine. In general, each system holds some
portion ofthe total fundsin a central pool while the rest is allocated to individual campuses. These
shares areontrolledseparately possiby using vastly different strategies, and are in turn splib many
different mutual funds, bonds, and other investmengsich managed by a different outside investor.

To determine the best strategy for reducing the negative impacts of coal comparsgrirtems, it is

important to first examine how these endowments are allocated and controlledestments come in

several forms, each with different levels of risk and potential for payout.
1 Public guity refers to stocks. Stocks represgnirchasableshares of ownership in publig

traded companies, and shareholdersy beSy G A Gf SR (2 a2YS 2F GKS
other debts (payroll, taxes, operating costs, etc) have been #tiock value increases for
profitable companies, and decreases émmpanies that perform poorly.

Private equityrefers to ownership in companies that are maibliclytraded. Private equity is
often grouped withventure capital fledgling companies attempt to woo initial investors by
promising a cut of the (future) prit§. Private firms are not required to hold annual shareholder
meetings and avoid some of the regulations that affaabliclyheld firms.

Fixed income securitiggefer to bonds and annuities, in which the investor loans money for a
defined period of timeand at a specified interest ratddepending on the conditions of the loan,
the investor may be paid interest at regular intervals or when the bond matures and the initial
investment is returned. Fixed income securities are typicallyrisky but also hve a lower rate

of return compared to other investments.

Alternative investmenténcludenont-traditional investment strategies such as hedge funds,
short sales, and other fairly complicated techniques that can be risky, but have the potential to
bring hgher returns than standard tradindayto-day alternative investment performance is
less tied to market performance as a whole than traditional equity, so it can be a good way to
cushion against widespread market declifdarketable alternativesre alernative

investments dealing with securities that are availglblicly (public equity), whilenon

marketable alternativesleal with private equity and venture capital investments.

The Wniversity-of- California System

The University of California is tiheost well funded of the three public education systems, and has the
most extensive endowment investmes. Asignificant portion of funding is centrally controlled by the

Treasuer, though each campus also maintains its own pool of resources.

17
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Allocatian of Assets

As of June 2010, the Treasurer of the Regents managed $60.4 billion in funds, split between several

different pools:

Table3. Total market value of all assets controlled by UC Treag@ireillion}*

Endowment Pool Value
University of Califimia Retiremen®Plan (UCRP) $34.6
Defined Contributio{DC)Plan Funds 10.4
General Endowment Po@GEPand Charitable Asset 6.6
Management Pool (CAM) '
Short Term Investment Pool (STIP) 7.0
Total Returns Investment Pool (TRIP) 1.8
Total Funds $60.4
F CKS @l tdzSa Ay GKAa GloftS 4SNB dG11Sy FTNRY

are accurate as of June 30, 2010. Estimates elsewhere may be taken from smaller, more

recent reports and will therefore diffslightly.

In addition to the Reg#&-controlled funds, each campus
operates its owrFoundation. As of June 30, 201Bese
foundations were collectively worth $3.36 billidh A
campaign for investment reform should focus heavily on the
UCRP and GEP, as they are the most widely invested,
however it is important to understand the purpose of the
smaller funds as well:

TheDefined Contribution Plais made up obptional

employee contributions to individual retirement accounts,
andthe contributing staff member is able to select from
seveal investment options according to his or her own goals
and risk tolerance. Because the emplogeadyhas some
control of how contributions will be investeat if they will be
invested at all, this fund is not an ideal target for reform.
Additionally it is likely that the DC Plan will become less
relevant in the future as employee contributions to the UCRI
increase (see below)'he DC Plan is part of the UC
Retirement Savings Program (UCSRP), along with other fun
such as théJC Equity Fund, UC Destic Equity Index Fund
and 415(m).

TheShort Term Investment Pod a cash fund, designed to
allow the UC to meet operating costs andémnporarily hold
other assets before they are allocated to another fund (such
as the GEP, DC, etc). As a cash,ftn&STIP invests largely
in US Treasury bonds, CDs, and otherfigl assetsthough

it does have some small investmentginbliclyheld
companies.

18

Retirement as a UC Employee

UC employees have several
options when planning for their
retirement. The UCRP is a pension
program, in which employees and
the University contribute funds

into a centralized pool and retiree
are paid a specified amount
according to factors such as lengt
2F aSNWBAOS édy2s
0SYSTFAGE LA IFYyOOD
Contribution plan, along with the
403(b) and 457(b) plans, allow
University employees to decide
how much they would like to set
aside for retirement; they are then
paid out based on market
conditions. The defined

contribution plans are often
grouped together and referred to
as the University of California
Retirement Savings Program, or
(UCRSP). When discussing the
plans, keep in mind that the UCRP
and UCRSP can be easy to mix up,
but are different programs with
different opions and strategies.

iKS Yz2ai
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TheTotal Returns Investment Pash smallpool designed to generate reasonably steady retyrausd
thereforeis largely focused on fixedcome investmentsather thanequity. While the pool contains
some domesti@and international equity investmentghe total market value ismall compared to the
UCRP and GEP.

TheCharitable Asset Management Polike the GEP, is made up of donor gifts. It is designed for split

interest gifts, meaning that the UCs receive part of the gift interest and another beneficiary receives the

rest. The CAMs a very small fund ($108 million), aistbften grouped withthe 8t I & 'y a2 G0 KSNJ
SYR246YSyilié¢ Ay ¢NBI &dzNENJ NB L2 NI &

TheUCRPGEPand campusdundationsareall large funds that are heavily diversified into a variety of
companies Because each is made up of contributions fifferent sources and serves different
purposes, it is important to describe each briefly before exploring holdings in detail and the best
strategies for change.

TheUniwersity of California Retiremefianwas created in 196and is

currently valued at $34.6 billion, making it 57% of the toted@vment By financing employee pay and

assets controlled by the Universitypue to a funding surplus, all new benefits through the core funds,
contributions to the UCRP ceased in 1990; many required employee = student tuition and fees

contributions were redirected to the DC Funéfter substantial losses contributed $45 million to the

to the fundduring the recent economicollapse, the Regents voted to UCRP in the 2012011 fiscal year
resume employer and employee contributionas of July 2011, alone. This figure will increase
employeescontribute 3.5% of their pay towards UCRP, rising to 5% in = every year that state support to

Wdzf &8 wnmuT GKS ! yAOSNEAGEQA O2y theUCsis cund fees are raised ) dzN.
pay and will increas® 10% to make up the difference.

The UCRP is funded through employee pay and employee benefits,

which in turn come fromwhat the University calls its corarids. Inthe 20162011 fiscal year, the core

funds totaled $.3 billion, or 29% of total UC revenue. They are made wgtuotent fees $2.57 billion,

12% of total revenue), state general fun@2 ©1 billion,13%), UC general fundg7(L7.2 million3%),

and onetime federal stimulus fundings(06 million,1%)>® By financing employee pay and benefits

through thecore unds, stidenttuition and fees contributed $45 million to the UCRRFhi& 20162011

fiscal year aloneThis figure willncrease every year that state support to the UCs is cut and fees are

raised to make up the differenceStudentsare entitled to fulltranspaency of how their funds are being
Fff20FGSRY AyOftdzZRAYy3a gKAOK O2YLI yASa IINB LINRFAGAY
the largestfundinthé Yy A SNEA G Qa SYR24YSyYy iz NGEEahyafecSNE YI &

UCRP investents aresplit between public equity (57.0%), fixed income (26.3%), and alternative assets
(16.8%), and are externally manageReturn for the fiscal year entlj on June 30, 2010 was 12.72%.

TheGeneral Endowment Paiglthe UCRegens(primary vehicldor investing gift funds. Some donors

maygive to¢ NB I & dzNRd\B:3as ihs&es fit, While others preterdedicate their gift to apecific

campusor purpose Because older campuses have a more established donor base, they have a larger

share ofthew S 3 SGHP Additionally, eacltampus has established its owsuhdation. The campus

foundations seek out their own donors and giits Y R Kl @S G(GKS 2LJiA2Yy G2 dzaS
manage funds or sett their own external managers, oicambination of the two.Regentand

foundation assets are allocated as shown below:
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Table4. UC campugndowment assets as of June 30, 2010 ($ thousghd

Campus Regents Foundation Total
Berkeley $1,704,527 $895,456 $2,599,983
Davis 435,081 162,569 597,650
Irvine 50,213 191,147 241,360
Los Angeles 1,102,732 1,058,679 2,161,411
Merced 17,791 5,080 22,871
Riverside 37,261 72,771 110,032
San Diego 161,026 316,728 477,754
San Francisco 743,411 510,030 1,253,441
Santa Barbara 79,166 98,929 178,095
Santa Cruz 54,987 46,968 101,955
Total Campus $4,386,195 $3,358,357 $7,744,552
Systemwide/Admin 1,055,030 1,055,030
Total Endowed $5,441,225 $3,358,357 $8,799582

Together, the GEP and thedindation holdings are significant atlte primary endowmets supporting
on-campus activitiestheymay therefae be the most higiprofile avenues for students to enact
investment reform. This report will focus primarily on tHeCBerkeley and Los Angeles Foundations,
though similaiinvestments and related reforgare possible on other campuses.

GEP investments are split betwepuablicequities (43.3%), fixed income securities (18.8%) and
alternative assets (36.6%), with the remaining 1.3% retained in a liquidity portfediothe fiscal year
ending on June 3@010, return was 10.87%All funds are externally managed

TheUC Berkeley Foundati@®895 million is controlled partially by external managers (85.8%) and
LI NIHAFff& GKNRddzZAK GKS wS3aSyidaQ {¢Lt
equivalents, separately invested funds, mortgages, and other receivaidigscoal investments held by
the foundation will likely be included im¢ externally managed 85.8%, since this is the pottian
contairs holdings in independent compéas. Of the externally managed $768 millio34.0% is in public
equity, 149% is in private equity and venture capital, 21.0% is in fixed inc@®2% in absolute returns
(hedge funds), 6.6% in emerging nikets and 4.3% in real estatéttempts to contat the Berkeley
Foundation to request information on investment holdings were initially unsuccessful.

The! / [ ! C2 dA1R59 biliokeyidoiiment is the largest of the campus endowments as well as

the most complicated99.3% is externally managed, tvihe only U@nanaged funds being 0.4% held

Ay GKS {¢Lt FyR 5 ®oQfthd ektérinlfy RanagedfludtsEB%lisdn pdbRciedUi§/ NE
12.1% is in fixed income, 326 is in marketable alternatives, 16.2% is in-nwarketable alternatives,

6.0% in hedge funds, and 0.6% in real esté#hen a CSSC representative requested that the UCLA
Foundation disclose its investment holdings, the request was rejected on the grounds that over 90% of
funds are held either as Exchange Traded funds or cdm$@® T dzyfHer@ B nolbgédkdodn of the
underlying portfolio positions of the commingled accounts or Exchange Traded IFyhdiberé is no
breakdg)é\l/)vn of the underlying portfolio positions of the commingled accounts or Exchange Traded

Fundg
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Analysis of Investment Strategies

The UC Regentsaintain an extremely diverse portfolio, investing to at least some degree in thousands

of companies.Assets are balanced between equity, fixed income, and alternatives, with each segment

having a different pysose: equity for its relatively high returns, fixed income for its security and

consistency, and alternatives to reduce the impactof makét RS R2 ¢ y (i dzNy a ¢ ¢t KS ¢NB
reduces risk primarily through diversification and careful, regularly estuald asset allocation. By being

an extremely proactive, involved investor, the Treasurer can take on more risky investments and secure

a higher return.Recently, these strategies have helped the University limit losses in the still sluggish real
estatemarket. It has also allowed the endowments to maintain a sufficient degree of liquidity, so that

funds are available when they are needed.

The UC Berkeley Foundation holds a significant percentage of its funds in the STIP pool, which shows it
prioritizeshaving easy access to its funds rather than focusing prasmily on maximizing returns. At

the same time,tihas a fairly low percentage of its endowment invesiredixed income. This suggests

that it is willing to risk its invested funds to securkigher return rather than ensuring a steady,

predictable income.

The UCLA Foundation is very heavily invested in alternatives, and very little is in fixed income. Because
GKSe I-NBY BY@y2y Itz FEGUGSNYIGADSE €ehgianphiypOfley 3 A RS NE
cases of hedge funds and similar investments losing huge amounts of money. The advantage of

alternatives, however, is that they are less closely tied to market activity in general and do not

necessarily lose value during downturnghis is a major attraction given current economic instabilities,
andmaybdi KS YIF Ay NBFaz2y F2N) ! /[! Qa F20dzao

In general, UC endowments and foundations are active and are willing to take a moderate amount of
risk to increase returns. Due to the large ambof funds and high degree of diversification, they are
invested in the majority opubliclytraded companies in the nation. This also makes them extremely
complex, and it may be very difficult to separate out target companies or even industriesdonref

The California: State! University,System

Like the UC system, the California State University splits its funds into systienfunds and individual
campus endowments. The details and purpose of the pools vary, however, as do the investment
strategies

Allocation.of /Assets
{(GdRSyGa LIAR o
Unlike the UC system, CSU does not have its own retirement fund. ~ contribution to faculty and staff

CSUaculty and stafpay into theCalifornia Public Employ&eQ retirement fund CalPERS in 2010
Retirement SysterfCalPERS), which is managed by state law and 2011, a total of almost $223

servesnot only CSU staff, but.6 million publicemployees, including million.

government employeedirefighters, and police officersLike the

'/ wtZ AG A& I RSFAYSR O0SYySTAG LI Iys gKSNB I NBOAN.

market conditions.As of June 30, 2010, CalPERS valued at $224.5 billiorin the 20162011 year,
CSU employer and employee contributions to CalPERS totaled $618,76%hakbout of a support
budget of nearly $4.4 billion. Student fees made up $1.6 billion, or 36% of total Rurstadents
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$223 million.

0 QUl1, 8 Wtal bEInjo &

[ { | céndral pool holdsts non-endowment investmentsThese funds come from student fees and
from state contributions, and are used for ojp#ing costs such as employee salaries, some types of
financial aid, and other costs of instructiom contrast to an endowment where only earned interest is
spent and the princial is held in perpetuity, noendowment investments are funds that can bdyu
spentif neededand refilled as new support becomes availabkes of June 30, 2Q1centralized funds
are organized as follows:

Table5. Total market value of CSU systaride investment assets (#illion)®*

Investment Pool Value
Systemwide InvestmenFundTrust (SWIFT) $2,314
Surplus Money Investment Fund (SMIF) 381
Local Agency Investment Fund (LAIF) 0
State Agency Investment FufsAIF) 700*
Total Funds $3,395

* SAIF is a new fund; the $700 million investment is planned for late September 2011

Each fund serves a different purpose. The Systéde InvestmenFundTrust was developed in 2007

to centralize norendowment investments and therefore improve management. It is the largest single
Fdzy R dzy RS NJ Befaude af th®ithgbiiaNd &éeping funds secure and available for use,
particularly during uncertain economic perio@sSUpolicy and state law restrict SWIFT investments to
high-quality fixed income securitiesAssets are allocated as followsS Treasuries (13.39%), US

governmern agencies (31.68%), FDIC guaranteed (9.03%), long term corporate securities (24.04%), short
term corporate securitie§21.66%), and cash (0.21%he low amount of risk comes with a price: the

return rate for the fiscal year ending @dane 30, 2011 wasty 0.56%, and was even less than the

Merrill Lynch @ Year U.S. Treasury Indeachmark (an external fund with similar risk/return

tolerance and asset allocation, used for performance evaluation) return rate of 1.06%.

The Surplus Money Investment Fuhdcal Agency Investment Fund, and State Agency Investment Fund
are all managed by the California State Treasurer. The SMIF is designed to allow state agencies to invest
funds in a short term pool where they can be withdrawn on a daily basis, while tRealléws local

agency investments. Both are very conservative and focused mainly on protecting the principal, and
allocate assets in a similar way to SWIBAIF allows state agencies to invest a minimum of $500 million

and receive a higher annual inest rate than it available from other pools (currently 2.0%).

In addition to the systemwide funds, each CSU camphas a dedicated foundation that controls its
endowment. The market value of each endowment is shown below:

Table6. CSU campus endowmeassets as of June 30, 2010°{$)

o2y aN

Campus Endowment Value Campus Endowment Value
Bakersfield $14,542,510 Pomona $32,698,955
Channel Islands 7,770,469 Sacramento 25,539,959
Chico 38,957,678 San Bernardino 16,426,507
Dominguez Hills 7,871,105 San Diego 109,401,000
East Bay 8,518,478 San Francisco 49,018,563
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Fresno 111,566,395 San Jose 55,110,262
Fullerton 23,987,020 San Luis Obispo 146,772,634
Humboldt 18,512,477 San Marcos 14,610,064

Long Beach 36,563,866 Sonoma 27,974,087
Los Angeles 15,664,827 Stanslaus 8,422,419
Maritime Academy 2,268,000
Monterey Bay 9,554,374 Chancellor's Office 7,912,513
Northridge 54,881,873 Total $844,546,035

Due to staffing ability, location, and interest, this report will focus onGis&J Los Angeles Foundation
Thefoundation seeks out gift donations with the goal of providing annual scholarship support to CSULA
students. Eachyear,30®p:’> 2F GKS SyR26YSyaQa @FrftdzS a 2F 5S0
funds; an additional 1% of threndowment and 5% ofilagifts received is used to cover foundation

operating costsAs of June 2010, 66.7% of the CSULA endowment is held in equity, with the other

33.3% in fixed income securiti&&More information on CSULA investments may be available soon.

Analysis of Ivestment Strategies

The SWIFT fund holds a large portion of the CSU budget, and losses would mean layoffs and other

cutbacks. Given current uncertain and unstable economic conditions, CSU has chosen to be an

extremely cautious investor and give up potehhigh returns in order to keep the principal very secure

The vast majority of its funds are restricted to governmbatked securities and companies with very

high credit ratings none of which are in the coal industrfhe use of the Merrill Lynch®year US

Treasury Index as a benchmark further emphasizéstiat to purchase only in safe investments with

guaranteed returns/ { ! Qa Ay @SadyYSyd LRtAOe YlI& LINBGSyd Ad FN
from investing irclean companieaswell, many of which are earning much higher returns than SWIFT

Loosening restrictions on CSU investment policies will require a change in state law.

The CSU Los Angeles Foundaisomesigned with the goal that3.5% of the total endowment value can

bS &LISYyd YR NBLX SYyAd8KSR o6& GKS ySEG &SI NR& SI NYSF
achieve regular, steady growth. While it is not necessary to earn #i8%rate of return that the

more risktolerant UC endowment funds have achieveuk foundation cannot be as conservative as the

CSU SWIFT fund and still meet its goals. Low to moderate risk is appropriate if it means the foundation

can achieve acceptable returrtbe fact that a majority of investments are in equities shows that the

foundation is comfortable with such risk.

The California.Community College System

Compared to the UC and CSU systems, the California Community Colleges are operated fairly
independentlyand oftenquite differentlyd® ¢CKS FTAYLIYOALl f sPOKiGeAskdngesied2 T G KS
with allocating state funds and does not overseenpusendowments. Rather than attempting to

describe the investment practices of 122 institutiorgstreport will focus otthe CCC Retirement

Program, thesystemwide Scholarship Elowment, and the endowment of Santa Barbara City College.

Allocationof /Assets
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Similar to CSU and CalPERS, CCC instructors @s&ithenia State Teachers Retirement System
(CalSTRS) as their defideehefit pension planAs of August 31, 2011, CalSTiRworth $146.6 billion
and serves52,316people all over the state. Assets are allocated into equity (50.8% of total market
value), fixed income (19.1%), real estate (12,§%yate equity (15.0%), cash (0.1%), and inflation
sensitive investments (2%, includes inflatiosensitive bonds, et€f. Employer and employee
contributions to CalSIS come owalaries and benefits, which are paid for through CCC general
apportionment section of the budget. 0102011, student fees made up $365 milli@m,6.2% of
general apportionments; this figure is rising to 8.2% in 22012°°

The Foundation for California Community Colleges began a decade ago to support CCC students and
programs.In 2008, a $25 million donation from tternard Osher Foundatiallowed the foundation

to set up theScholarship Endowmenwhich when fully funded will provide 5,000,800 scholarships

every yeaf® To date, the foundation has raised $67.7 of the goal $100 million. In its Strategic Plan, the
foundationstates the imprtance of developing adequate administration to manage endowment

funds®’ Because the fund is very new, investment policies and portfolios have not been fully developed.
This may be an excellent opportunity for CSSC to partner with the CCCs and sheaipyarasponsible
investment program.

TheSanta Barbara City College Foundatieersees its campus investments. As of June 30, 2011, the
F2dzy RFGA2yQa G201t aasSia ¢ SNB blidydeRiRechriiesAin mdn YA
fundsare controlled by external manager Commonfund

Analysis-of Investment Strategies

Like the CSUshé community collegelave turned direct control of employee retirement benefits to an
outside organization and are still developing management strategrehé Scholarship Endowment.

¢KS [/ // ¥ 2 dzy Rthelendawnen sughest wihat kirfl af Miestor it plans to be, however. If

a $100 million endowment is to provide 5,000 $1,000 awards, it must pay out $5,000,000 every year. To
do so without puihg from the principal, it must achieve a 5% rate of return. The fund will probably be
managed conservativelput not so much that it will restrict itself exclusively to bonds and other fixed
income securitiesSocially responsible investments have aerty shown the ability to earn a 5% or

greater return; there no reason CCC would need to invest its Scholarship Endowment in any other way.

As this section has showrhe investment strategies of higher education systems and campuses are
shaped bytheir specific needs, particularly during uncertain economic conditions. When funding is

short and additional losses would mean layoffs and program cuts, university investors may be extremely
cautious and avoid taking risks.atf endowment is large enough Wiat least some room for error,

investors may take advantage of fluctuating markets by using appropriate alternative strategies in the
hopes ofgainingadditional returns.In general, the UCs are concerned with generating an acceptable

rate of return, whie the CSUs and CCCs are focused on protecting the principal.

l R20FGSa FT2NI Ay@SaldyYSyid NBF2NY Ydzaid NBYSYO SN GKI
or her obligations as defined by the investment policy: achieving the proper batépeetecting the

principal while securing adequate and growing returns. Knowing the ggmawatiesan investment

fund operates undenllows advocates to develop a plan that will accomplish the necessary reform while
alAatt YSSisygdgtiong &nd ihgreddsezhave miioh greater chance of success.
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This section explained how and why funds
are allocated as they are. The next section
will review the 15 coal companies that are
considered especiallybjectionableand the
extent to which Caldrnia higher education is
invested in them. We will then explore
possible avenues of reform, including
divestment, proxy voting, and stakeholder
involvement, and what combination of
strategies may be able to most effectively
reduce investment risk while eeting the
needs of California campuses.

ldentified HighRisk(Coal Companies

While CSSC denot support any
investments in the coal industryegeral
companies in particuldnave been identified
asmajor environmental, finacial, and
reputational thredas. These companies

should be the top priority for focused action.

Coal/'Mining Companies
1. Peabody Energy Corp.
2. Arch Coal, Inc.
3. Patriot Coal Corp.
4. Alpha Natural Resources
5. CONSOL Energy Inc.

CoalFired Utilities

1. American Electric Power

Duke Energy

Soutlern Company
FirstEnergy Corp.
Mid-American Energy Holdings
Company

6. Ameren Corporation
7. PPL Corporation

8. NRG Energy
9
1

arwDdN

. Dominion Resources
0. Edison International

Coal Company Profile: Peabody Energy Corp.

Peabody Energy Coiip.thew2 NX RQa f I NBSa i
mining company, supplying 10% and 2% of US and

world electricity, respectively. Though it operates 28

total mines in the US and Australia, 86% of its 2010

sales by volume were to US electricity generators or

the industrial sector, and5% of sales were to its five
largest customers alone. 55% of its coal is-non
compliance (high sulfur), meaning it will not meet air
quality standards without extra treatment, scrubbers,

or being mxed with cleaner coal sources.

The company has alreadyfered losses due to
tightening restrictions on coal. From 197(2@05,
Peabodyowned Black Mesa Me supplied 100% its
coal to the Mohave Generating Station in Nevada.
Mohave, which was owned in part by utility compani
Southern California Edison (56%are) and Los
Angeles Department of Water and Power (10%), was
shut down in 2005 when it could not meet Clean Air
Act requirements. The Black Mesa Mine closed witt
Peabody still operates the Kayenta mine in the same
region, but it is also at risk.ike the Black Mesa mine,
Kayenta supplies coal to a single plant: the Navajo
Generating Station. LADWP owns a 21.2% share o
Navajo plant, but has pledged to end all coal use by
2020. If trends continue, Peabody may fail to find
replacement buyerfor Kayenta coal.

t SF62R8Qa 2y3a2Ay3 adz00Saa
continued and expanding US coal use. Withesel
customers like LADWP already preparing to cease coal
purchasesind the EPA preparing to further regulate
sulfur emissionshowever, its log-term investment
value is in question.

These 15 companies were selected as top prioritiekhisycampaigrbased on several criteria: overall
amount of coal extracted and method of extraction (for mining companies), net generation from coal
and age, size, and capacity of plants (for utility companies), compliance with environmental and safety
regulations, environmental justice and unioglatedissues, and political spending.
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