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Governor Newsom on Climate

Ken Stuzin: Hello. This is Ken Stuzin. I'ma partner at Brown Advisory. Welcome to a special
Climate Week edition of our NOW 2020 podcast. NOW stands for Navigating Our World.
Through this podcast, we are trying to understand the world better, to navigate some of the
most pressing questions that are shaping our lives, our culture and our investment
challenges. We are committed to sharing the views of CEOs and other leaders so that we can
all learn from their perspectiveson how to navigate the future. As we get ready to launch
season 2 of the NOW Podcast, let us know if you would like us to send you future episodes as
they drop. Just fill out the form on the NOW website so that we can be in touch. As we look to
the future, whether we agree or disagree with each other, the one thing we know for sure is
that none of us can figure this out on our own. At Brown Advisory, we are focused on raising
the future, and we hope these NOW conversations will help us do just that.

Karina Funk: This week has marked the start of autumn 2020, yet little of this fall season
rings familiar. Whether you're sending kids back to school or stretching out the final days of
warm weather, many of our routines are unrecognizable, and it's the backdrop of COVID-19.
The pandemic has squashed what we once took for granted, like greeting a colleague with a
handshake or a carefree afternoon at the ballpark. And if the greatest loss in the last six
months was asense of normal and not a family member or a home or a job, we were one of
the lucky ones.

Yes, while we all struggle to make sense of what comes next because of COVID-19, it doesn't
mean that the problemsthat came before COVID-19 have conveniently disappeared.
California is on fire to proveit.

Media Clip #1: Breaking news out west, where firefighters are battling dozens of massive
wildfires.

Media Clip #2: As the wildfires waging throughout the state --

Media Clip #3: For folks up and down much of the West Coast, this has been aweek of fire
and destruction.
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Media Clip #4: The August Complexfire has become the largest fire in state history.
MediaClip #5: Never in the American West has so much burned so quickly.

Climate change remains one of our world’s greatest threats. It makesfires like the ones the
West Coast is battling today spread more quickly. It makes 100-year storms a more
common occurrence. It makes the gaps ininequality that many Americans are impacted by
steeper. Some argue that the damage climate change will cause could make the COVID-19
chaos seem tame. While the fires and the floods we increasingly see at the top of our news
feeds have raised awareness of climate change, connecting the impacts of a warming planet
to investment risks and opportunities is difficult and often neglected.

But in this abnormal fall season, the fires that started on the West Coast are making their
consequences felt around the world. What does a wildfire in California have to do with
economic growth in the rest of the nation? How does all this impact global investors, and
how can we focus on solutions without falling victim to alarm?

My nameis Karina Funk, and I'm a partner at Brown Advisory. We wanted to bring in
someone who is uniquely qualified to address all angles of the seemingly intractable
questions. We're honored to be joined by Kate Gordon, a foremost authority at the
intersection of climate change, clean energy, business and economic growth. Kate's
experience is not as an observer. She is active as a thinker, a leader and a doer, working
tirelessly to achieve a sustainable economic model given the practicalities of our incumbent
infrastructure, cultures, industries, workforce skills and all of this against the uncertain
realities of climate, COVID and whatever comes next.

Today, Kate directsthe California Governor’s Office of Planning and Research. She's also
senior policy advisor to Governor Newsom on climate and, I'mvery pleased to say, is a
former member of our own Sustainable Investing Advisory Board here at Brown Advisory.
Welcome, Kate. It'salways great to speak with you.

Kate Gordon: Thank you so much, Karina. Great to see you and hear you.

Karina Funk: Well, Kate, I'd love to articulate your background, because it's kind of
impossible to say in one sentence. You've built a career that really seems perfectly curated
to adding value in light of the economic and environmental duress that the state of California
isin. This isn't the first time that you've managed through crises. You were greeted by it in
your first week in office. Can you tell us about that?

Kate Gordon: Sure, absolutely. And, first, just thank you, again, to Brown Advisory and to
you, because it's always great to talk to you and connect with those who are really trying to
make all this stuff work out there in the real economy.

| started my current role with the state of California running the Office of Planning and
Research, which really does long-range planning and advisory work for the governor and the
cabinet. | started this work in January of last year, and the first week that | was on the job
was the week that PG&E declared that it was going to file for bankruptcy because of the
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impacts from the wildfires in 2018. And immediately thereafter, the ratings agencies
downgraded all of the ratings for our three major publicly owned utilities. So it was this very
stark momentwhere the climate impactsthemselves came together with the fiscal impacts
to the state and to the budget — frankly, to our state budget — of those impactsand sort of
all came crashing down together to really, to me, you know, set the stage, frankly, for this
first term of Governor Newsom's governorship.

Karina Funk: You must have done some of that scenario planning, | mean, just given your
expertise, right? So the bankruptcy of PG&E obviously surprised so many stakeholders, but |
would image thatin your scenario planning, that wasn't out of the question, although
perhaps not specifically. Tell me about how this evolved.

Kate Gordon: You know, PG&E, or Pacific Gas & Electric, which is our largest publicly owned
utility in California, and | believe actually has the largest territory of any publicly owned utility
in the country, is interesting in that, you know, from a sort of traditional ESG, or
environmental, social, governance perspective, they had beenreally celebrated as a leader
for anumber of years. They'd really done a lot to, you know, bring down their carbon
emissions, to participate in California’s sort of leadership position on climate. What they had
not adequately done is to think about the physical impact of climate change to their actual
systems, to the infrastructure, to the grid, and that is something that, | think, should have
been more predictable.

As you know, a lot of the work that|'ve done has beenin that space of looking at
infrastructure investments, looking at physical risk to those investments, and utilities are
sort of at the frontline of that. They have very expensive, very exposed infrastructure. Sol
think we could have seen it coming. But one thing, I think, I really want to make a point on s,
again, they had been seen as aleader in this space, but they'd sort of left out this huge piece
of the puzzle.

Karina Funk: Well, | think we all have a lot to learn from this. | mean, you're clearly dealing
with some mammoth consequences of the situation and of climate change in general. You
went into a situation where people were losing their homes, their jobs, and there was
obviously abig loss of investment capital, and this chaos was evenbefore COVID. Now,
because of your background and my focus on the private sectors and hopefully the
audience’s interest, let’s talk more about those investment implications. And to dothat, let’s
go backalittle further in your career and talk about the Risky Business Project. You were the
lead author on a couple of reports. The first one was written in 2014, | believe, which, in my
humble opinion, were — this was the first and the most extensive and the most relevant
articulation of the business case of why should businesses understand and take action
regarding climate change.

Kate Gordon: Well, thanks for the kind words about the Risky Business Project. First of all, it
was a real labor of love for many people, including our three co-chairs, Hank Paulson, the
former Treasury secretary; Mike Bloomberg; and Tom Steyer out in California, who | was
working with at the time. And what we tried to do with that project was really exactly what
you just said, which was to translate what had been pretty much exclusively a science and
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policy conversation about climate change into an economic and finance conversation about
climate change.

We had noticed that in the United States in particular, we really had had a hard time breaking
through and getting out of the sort of political space on climate change and into just a data-
driven discussion of, you know, what does this actually mean to our economy today and into
the future. And what we did in Risky Business was to take very detailed and downscaled
climate modeling, so looking at the physical impact out through the end of the century, but
also in the near term, in the midterm, in the long term. Taking that modeling, downscaling it
to the county level, also adding in alayer of sector-specific econometric impactsfrom those
same kinds of climate events in the past.

So as agood example of that, one of our big sectors we looked at was agricultural production
and crop yields. What we did was we looked at, for instance, the projections from the science
of extreme heat increasing in southern lowa over the course of the century. And then we look
backward through econometric modeling to say, what have beenthe impactson corn yields
when there have been heat impactsin the past? How can we project that forward given the
potential of extreme heat and the likelihood of extreme heat going forward? That, | think,
was the first time that that had been done at that intensity.

Wetook all of that huge amount of data. We took all of that, and then we paired it with a very
intensive campaignto have our risk committee, led by those three co-chairs, butincluding,
you know, three other former secretaries of the Treasury and anumber of former CEOs as
messengers, combined that with avery intensive communications campaign. So the whole
thing was like best datacombined with the best communication combined with the most
effective messengers. And | think really it made a difference in some of these communities
where climate change had just not beentop of mind exceptas apolitical issue.

Karina Funk: Right. Not only that, but I think these reports are still relevant. You and your
coauthors did agreat job clearly linking climate risk to what's likely to flow through the
income statement and balance sheets of private corporations. And you mentioned, you
know, that galvanized some key messengers and messages, so | imagine that that started
some good conversations, hopefully, in corporate boardrooms. Tell us how that'sbeen
going. Is it continuing?

Kate Gordon: Yeah. | mean, | think that Risky Business focused just on a few sectors. Itwas
really — we really focused in on areas where we had really good dataand good ability to do
backward-looking econometric analysis. And in those sectors, we absolutely found that
some of the big sectors with the most kind of capital investment in what we call play-spaced
infrastructure, so infrastructure that's ina particular place and very hard to move. Think
about centralized power plants. Think about major manufacturing facilities. Those
companies really did, I think, move early to start to do much more detailed and sophisticated
modeling of the impactson these investments because they're so exposed. | mean, really, a
huge a piece of their budget is capital investment. They can't afford to have those under
water, on fire.
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One of the things | hadn't thought about but became a conversation that we had all the time
was, you know, on the energy demand side, what you see is because of extreme heat
increasing across the country, really in almost every region of the United States, you see
increased energy costs as a result of that. Of course, people are doing more air conditioning.
At the same time, our energy system is less efficient when it's really hot because our central
power plants have to be cooled more often and our transmission lines actually lose power.
There's a lot of line loss is what they call it, because electrons, like, jump off of the
transmission line when it's extremely hot. So you have less sufficient supply, much
increased demand, and as a result, these escalating costs.

And we're starting to see manufacturing companies in particular really start to take that into
account when they're thinking about location decisions of their plants, because all of a
sudden, energy costs, which were low for a lot of decades, have become a rising piece of
their puzzle and, in a lot of cases, eclipsing labor costs, especially with automation. So | think
there's areally interesting dynamic.

Karina Funk: So those industries make sense as early adopters. They are impacted by
climate change today. Has the conversation broadened to other industries?

Kate Gordon: It'sbroadened both in termsof geography. I mean, I think is obviously
something that is true across the globe. We did Risky Business from a U.S. -only perspective
for political reasons, frankly, but also because the modeling is just incredibly data intensive.
Itwas 20 terabytes of data that went into that project with only a few sectors modeled. But
it's become a global conversation and, you know, we're starting to look at global supply
chains. Just about everyindustry we have in the U.S. has global supply chains that have
some kind of capital-intensive piece to them somewhere in the world. And so that’s certainly
anissue, but we'vealso seen the technology firms, for instance, which you don't think of as
exposed, right, as, like, agriculture. They do have buildings, and they have people. And what
we found is in conversations, for instance, with Google, who we've spent a lot of time talking
to, their people are such animportant asset to their whole system. Like, the fact that they've
got these buildings and people coming in and out of these buildings and, you know, the
transportation networks that those people depend on, the broadband that those people
depend on, the power grid that those people depend on, all of that is actually part of their
operations. So they've gotten much more interested in sort of how do we plan our own
design/build standards for our buildings, how are they getting more involved in climate
resilience across the entire infrastructure thattheir people depend on, because they're so
people-centric as a company. So | think that's an interesting example.

Karina Funk: And you started to mention some of the price signals, like the rising cost of
energy. California has clearly suffered a lot of price signals that, in many cases, you know,
continuing to build as if we're invincible to climate change is no longer aninvestable option.
So here's aleading question. Did those price signals send -- were they sent at the right time
and directed tothe right pools of capital?

Kate Gordon: We're seeing more and more of the price signals become part of the market,
but it'sstill early, honestly. Imean, California and the wildfires are a great example. So one of
the things that happened last yearis that we saw -- and we're seeing it even more this year --
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insurers leaving the marketin California, putting rates extraordinarily high on the secondary
insurance market or leaving the market all together because of the inherent risk of the
wildfires in certain regions of the state. We have these very high-fire-risk zones that the
California Fire Department, Cal Fire, has identified. The nature of the kind of fires we now
have, which is that they are, you know -- they're acombination of very dry conditions from
climate change, among other factors, very high winds. Those fires, you know, you can have
embersjumping a mile in front of the fire itself, creating some of these wildfires. And even if
one house is beautifully built and what we call hardened, right, against fires and, you know,
the five next to it are not, the neighborhood is not going to be saved by that. So we're seeing
areal impacton the insurance industry and starting to see pricing signals from bond raters
and bond issuers as well on the underlying infrastructure.

But those are still sort of early signals. I think it's starting to get into the consciousness of
people making kind of individual home decisions, but, more important from my perspective,
the state itself, we're starting to think through, okay. How can we start to really build
differently? How can we start to really provide incentives for lower-risk housing development
outside of these zones, but how do we start making more housing in safer areas more
affordable, more accessible, because ultimately, these signals, | think, will be a much larger
part of the conversation. | think we're starting to see the ratings agencies, insurers, you
know -- BlackRock is analyzing the physical risk of its assets. This is becoming part of the
sort of mainstream conversation about asset management and material risk, and | think that
is going to change the pricing, the underlying pricing of all these decisions.

Karina Funk: So | want to get to some of those investment risks and opportunities, and
some of these vehicles, like the bonds you mentioned, in a little bit. But first, | want to bring
this back to the business case, to some of what you're working on literally today and what
you announced this week. Can you tell us the exciting announcement that you just made?

Kate Gordon: Yeah, absolutely, and I'll put it in terms, actually, since we were just talking
about sort of financial risk and physical risk. You know, under the really good framework
from the Task Force on Climate-Related Financial Disclosures that's been put out to look at
how we think about climaterisk in the financial sector, there's two big typesof risk, right?
There's physical risk, which |'ve beentalking about alot, which is risk to things from physical
climate impact. But there’s also transition risk, which is what's the risk that you're investing
in something or building something that will be stranded or will lose value? The transition
risk point has been for a long time top of mind in California. We have groundbreaking, world-
leading standards on reducing emissions. We have been pushing the envelope on new
technologies for a long time. We went even further this week.

MediaClip #6: Let's go over to this huge announcement that will affect us all here in
California. Governor Newsom is pulling the plug on new gas- and diesel-powered cars and
trucks by 2035. That makes California the very first state in the entire nation with this kind of
ban.

Kate Gordon: Just yesterday, the government announced anew executive order that
requires all new vehicle sales for passenger vehicles by 2035 to be zero-emission vehicles.
So basically, no more sales of internal combustion engines in this state by 2035 and then
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2045 for medium/heavy-duty trucks-- ahuge deal, a huge signal and a recognition, frankly,
for us that in California, as in many places, transportation is our single biggest emitter. Our
transportation sector is 41% of our carbon emissions. And if you add in our oil production
and refining, which we have a fair amount of, it's 51%. So it's avery large part of our
emissions picture. A big piece of that is vehicles and fuels, and we've just essentially, you
know, put our marker on the table on this one.

Karina Funk: | should give you credit that this actually isn't just -- well, it is a new
announcement, butit's not just an announcement. It's actually implementation of what you
started to put in place last year, is that right?

Kate Gordon: It'sdirecting our California Air Resources Board, which many people know,
because it runs our cap and trade system, as well as our low carbon fuel system, directing
them to make this happen. So it's a regulatory direction, which is why it can happeninan
executive order. We're able to dothat, I should say, because California has waivers under the
Clean Air Actand is able to set our own vehicle standards. That is the reason we have the
legal authority to do this. Italso continues work that we put in place last year in an executive
order that went to another piece of our transportation sector, which is our vehicle miles
traveled, or how much do we drive. So this order basically combines a couple of things:
strong standards on vehicles and vehicle sales and operation, along with some really good
moves forward on transit and active transportation -- bike, pedestrian, compact
development -- that came out of last year'sexecutive order. It'sreally meantto be sort of a
comprehensive look at the entire transportation sector in California and the need to move it
forward to reduce that transition risk | talked about, and also to send a really strong signal on
innovation.

Karina Funk: How is this executive order an example of government providing companies
with the political landscape that they need tosucceed in reaching climate goals?

Kate Gordon: In California, | think on vehicles in particular, our market signals, our policy
signals are really strong because our market s so big. Just as an example, you know,
somebody was telling me on a panel yesterday, or asking, you know, “Why didn't you do
20307 All these other countries have done 2030. Why 20457 and listed out all these
countries that had done 2030. And I think, you know, Scotland is on the list at 2032, | think.
And | was doing a little bit -- sort of research in real time. | looked at Scotland, and Scotland
has 2.5 million cars. California has 26 million cars right now on the road -- and more. In fact,
that number is growing. It'san interesting relationship between COVID and this
conversation, which is that because transit agencies are so strappedright now, they've lost
so muchridership. They'velost so much revenue. People are leaving transit. They're buying
vehicles.

So we have a huge number of these on the road. And so we are a massive market for
vehicles. We're a massive market for passenger vehicles. We also have anincredibly active
freight and logistics sector. About 20% of all the warehouse space in the country isin
California -- huge amount of consumer goods. And so it does send a massive signal to
vehicle manufacturers, frankly, that this is the market.
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Karina Funk: It'sa huge market, yes. That's very enticing and among the big corporate
commitmentsthat we've heard this week in Climate Week. I mean, you know, Tesla
announced significant battery technology improvements. Even earlier this year, Ford had
already committed to net zero emissions, granted, by 2050. Now, both companies obviously
want to sell a whole lot of electric cars, but they can't dothis alone. We need the
infrastructure for charging, right? So this is a classic chicken-and-egg problem. Consumers
are hesitant to invest in electric vehicles or zero-emission vehicles, citing the lack of
charging infrastructure, and utilities need to see greater adoption. This is where the public
sector has to step in, right, like not just with this executive order, but in facilitating financing.

Kate Gordon: Yeah. | think the public sector just has to step inin a couple of places, actually,
to make this really an accessible and inclusive policy and to scale the market, because new
vehicle sales are asmallish piece, actually. Used vehicle sales are a huge piece of vehicle
sales. And so one thing that'sin the executive order is the governor directing a number of
U.S. agencies to create a zero-emission vehicle road map that really focuses on that used
vehicle marketand comes up with better policies for the secondary market. Wein California
already have a pretty good vehicle retirement and replacement policy that's aimed
specifically at the partsof the state that are not in clean air attainment, so the places with
the worst air quality. You could bring in your old car, and you can get a used or new much,
much cleaner car, and you have much higher incentives to have that be electric. Sowe're
going to scale that up.

On the infrastructure side, you're absolutely right that without the ability to charge, thisis a
much harder proposition. And one of the challenges we've all had in that space s that the
ability to charge has to be there for people who don't live in single-family homes or don't
have garages. So what is the public charging infrastructure piece of this? That's another part
of the executive order. It really calls for that to be scaled up. We already do a fair amount of
financing in that space, actually, through our California Energy Commission, which provides
loans and grants on charging.

Karina Funk: Right. | wanted to mention -- yeah. Was it last yearthat it's the largest utility
program to expand charging infrastructure? There was a California Public Utilities
Commission issue of $437 million, right, for 40,000 electric vehicle chargers, right? That's
what you're talking about?

Kate Gordon: Well, | was talking about another one of our agencies, which is the Energy
Commission. But both the Utility Commission and the Energy Commission have provided
financing -- the Public Utility Commission through utility-based programs, and the California
Energy Commission through a program it has called EPIC, which actually does financing for
grants and loans for kind of new technologies. So we actually do a fair amount in this space.

Wealso created a new program this past yearin our infrastructure bank, which is called the
California Catalyst Fund. What that does is provide a place, a vehicle for low- and zero-
interest loans to de-risk projects in the private sector and help to catalyze private-sector
investment through various mechanisms from the public sector. That's a program that I'll
just be really honest. In our January budget, we proposed that program and proposed $1
billion from our general fund to be put into that program, and that was moving forward, and
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then, of course, the bottom fell out of our budget. We went from a $6 billion surplus to a $54
billion deficitin three months because of COVID. And so the general fund piece of that fell
away, but the mechanism still exists, and I'm really excited about it, because, you know,
across-the-aisle bipartisan support in Washington for green bank/infrastructure bank-type
programs. | think we're really likely to see that kind of program be funded through some kind
of astimulus at some point, and so now we have a vehicle that can receive those funds.

Karina Funk: | just want to say that some of those debt issuances for this green
infrastructure, it crosses the table of institutional investors like our firm. We participated in
some of these deals. And, frankly, | think that a lot of institutional investors can stand to
invest and benefit on bothsides of that equation. So, in other words, debtissuances from
those who are building infrastructure and that capital commitment benefits corporate
holdings, right, that are helping to develop zero-emission vehicle technology, whether it's
the makers of microprocessors for electronic vehicle controls and communications or auto
suppliers that are enabling the long-term plans for Ford and Tesla and others to make
vehicles lighter, safer and drive more miles per charge. So there's an example of, you know,
more publicand private partnership, I believe.

Kate Gordon: | think that there’s examples across the board. | mean, you'vereally pointed to
a lot of them, but, you know -- so we do the market signaling through our regulatory policies.
Wealso do it through our procurement standards, which was a big piece of last year's
executive order. We also do them through, you know, where we can, once the policyis in
place and the market is moving through de-risking, those investments particularly in places
that are underserved in the state. One of the interesting things about EV infrastructure that
we'vefound is that although it's a great bet and a lot of folks are investing init in placeslike
San Francisco, where there's alot of electric vehicles, the concentration in the state really is
inthe Bay Area and LA right now. We don'tsee alot of investment out there in, for instance,
Kern County, which is an oil and agriculture county but has the fastest-growing city in
California in it, Bakersfield. So if Bakersfield as an urban center, with a lot of startups and a
lot of opportunity, is looking at EV infrastructure to support this sort of new market, they
have had ahard time traditionally getting financing, because it'sjust not seen as a place
where EVs are, you know, going to happenor going to scale up. | think this order changes
that dynamic, and also, it'sa place where the state can help step in and, you know, really
push for infrastructure and for investment in some of these areas.

Karina Funk: Kate, | want to ask you a broader question about investment risks and
opportunities. | mean, in some cases, capitalis conscientiously being withheld from business
activitiesand projects with a lot of climate vulnerability. | mean, those are the price signals
we were just talking about. This can wholeheartedly change the economics of everything
from the long-term investment in California’s pension funds to real estate, where the private
insurers no longer want to be involved. Of course, we just talked about the automotive
industry as well. Where should that capital go in practical terms? | mean, where canit go? It
should be easy to invest in climate solutions, right?

Kate Gordon: Yeah. | mean, | think there’s a couple of things to say to that. One is, you know,
I do think we have to guard against this potential outcome of places that are already
vulnerable, and I'm thinking globally as well -- you know, the global south, already very
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vulnerable to climate impacts, already have a very high risk of vulnerability from an
economic standpoint as well. We have to guard against sort of a wholesale withdrawal of
capital from these places. One way to avoid that, | think, is that the signals should be sending
a message also that we should be investing in sort of forward-looking companies that are
doing interesting things on the solution side. And on the solution side, | think sometimes
we're a little too narrow. We tend to think about the solution side as being all about
technology on the emissions reduction. But what's also important is technology innovation
that’s about climateresilience in the face of these impacts.

So all kinds of really interesting companies in the traditional agriculture space thatare
looking at water reclamation and desalination, just super interesting stuff going on in ag
innovation that | think we sometimes forget to put on the table in terms of climate solutions.
CarbonCure is a great example. They just got a huge Amazon investment, taking concrete --
sequestering carbon dioxide into concrete, turning itinto a new building material that we can
then use as we're looking at sort of urbanization all over the world. So | think it's really
important to think about these, like, different types of companies and different types of
solutions that are on the emission reduction long-term climate mitigation side, but also new
technologies and adaptation, new technologies and resilience.

Karina Funk: Yes. There's the high-growth startups with innovative, environmentally
focused business practices. But, for example, we just participated ina land conservation
partnership with the Nature Conservancy that actually gets higher yields, you know, because
of the sale of carbon offset credits. But, you know, Kate, many of the most significant energy
transition projects are highly capital intensive. They require scale and large capital
commitments. | mean, that'swhat | wanted to bring up -- the broader investible
opportunities that include stocks and bonds that are much more widely accessible than
private placements. | mean, according to the UN, the required comprehensive multilateral
response to fight climate change will amount to at least 10% of global GDP. So we need
these basic stock and bond investments to be a part of that solution. Otherwise, we're not
going to get to the investments required to achieve our climate goals.

Kate Gordon: | totally agree, and I would also say that it's really important to remember that
we already spend a huge amount globally on infrastructure, and some of this is redirecting.
It's looking toward climaterisk disclosure so that we have more transparency into what
kinds of investments are being made. It'sredirecting particularly public money and bond
capital to projects that are lower risk and higher value from a long-term climate perspective.
So | think there's areally, really important point to be made about the amount of money
that's already moving around the economy that could be spent differently.

The other thing | wanted to say about your point about the capital intensity of these projects
is | absolutely agree. You know, one reality is that some of the companies that have been out
there already with the biggest capital budgetsare going to be part of this solution. One of the
things the executive order does that the governor signed yesterday is that it makesa strong
point about the need for what we call and many people call a Just Transition road map. Just
Transition is an old term. It really just means how do we do a transition from industries that
are in some kind of decline for some reason -- oftenit’s market forces, like globalization,

into, you know, a diversified set of industries that providesreal benefits to people. We, of
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course, are looking at that in California all the time. We are looking now at the real impacts of
what's happening in the oil market on our oil and gas sector. Two of our major refineries are
closing, actually. Phillips 66 and Marathon are closing major refineries in the state. What
they're doing though is they're transitioning those refineries to renewable fuel.

And | think that's a really important part of the puzzle, because oil and gas companies, big
agriculture companies, utilities have big capital budgets and R&D budgets. How dowe have
them be part of the solution and really investing in that expertise, that capital into these new
at-scale, capital-intensive projectsyou're talking about? They know how to do big physical
infrastructure at scale. How dowe capture that expertise?

Karina Funk: Kate, we can't talk about climate change without acknowledging the additional
challenges of COVID-19 as well and, in the same breath, recognizing the impact that both
disproportionately have on low-income folks and people of color. You just commissioned a
report that sheds some light on how a transition to climate solutions could continue to leave
workers and vulnerable communities behind if we're not thoughtful about the economic
growth that all of these investments can catalyze. Now, granted, a government's
responsibility in serving vulnerable populations is clearer than a company’s. But still, what
should companies learn from California’s trials and triumphs on the broad notion of climate
justice?

Kate Gordon: The COVID-19 crisis, | think everywhere and particularly speaking from
California, has really put in stark relief the fissures and the vulnerabilities in our current
economy. Ithas demonstrated that the economy itself is not resilient, and that’s true from a
climate perspective in many cases, butalso just from a kind of, you know, quality of life,
justice and moral perspective. And so we're thinking a lot about this. The report we just put
out was a report that came out of a piece of legislation a couple of years ago and asked the
state to really examine what has been the job and economic output from our climate
programs, particularly our cap and trade program. We found, you know, two, | think, really
important things out of that. One, just because something is a green job doesn't necessarily
meanit'sagood job, and | think that's really important for those in the climate policy world
to think about. We need to be going hand in hand on sustainable products that also are
creating sustainable jobs with family-supporting wages, with pathways into career
advancement for everybody, because if that doesn't happen -- you know, it'skind of like the
classic Ford thing. If you don't pay people enough to buy your product, you're ultimately not
creating a big enough market for your product. So I think that's really, really important.

The second thing that the report really highlights is, you know, that there’s really no such
thing as a green job. We're talking about greening the entire economy. This is about every
sector of the economy becoming more sustainable, becoming more resilient, becoming
more inclusive. And as a good example, we found that California’s policies since 2006, 60%
of the jobs we've created have been in traditional construction from those investments, not
boutique kind of green job environmental services, but really basic traditional construction.
And that's really important, because done right, those are actually family-supporting jobs
that createreally good career pathways through apprenticeships. So I think there's alot to
be learned there, particularly in ensuring that when we're thinking about climate policy,
when we're thinking about economic and workforce policy, we are providing in-roads and
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access from our most vulnerable communities, and particularly those who have been left
out.

Karina Funk: In your report, you have some thoughtful metricsaround what you call high-
road jobs. | think that's something that we as investors can really learn from. On my team,
we do grapple with the conundrum that companies can make a lot of money by treating
workers well, and they can also make a lot of money by exploiting workers. And while both
can be true, we will get retention data, opportunities for internal promotion, customer
satisfaction, access to benefits and all this to try to understand if a company is avoiding
some of the reputational and financial risks of worker exportation and, better yet, seizing the
opportunity to offer those high-quality careers. Now, we've talked about several industries,
and in addition, the technology giants are in your backyard. Inthinking about those kinds of
companies, what are some of the accountability mechanisms for companies to support their
workforce appropriately?

Kate Gordon: Great question. The tech sector is, of course, a huge player in California, and
particularly regionally inthe Bay Area, and it's actually been interesting, because the tech
sector, directemployeesof those companies, have been less harmed by COVID in some
ways. They have the highest rates of the ability to telework, so they're not coming into the
office, tend to be paid a fair amount, but I'm talking about the direct employees. One of the
things about the tech sector that we in California have spent a lot of time thinking about, I'm
sure your listeners know this, is how many of those employees are contract employees. Most
of the contract employees, particularly, you know, in the cleaning area, in support services,
in food preparation, in, you know, all of the just myriad supportive industries that go into the
sector, most are not seeing the kinds of wages, the kinds of benefits, the kind of professional
development, the kind of career opportunities that the direct employees of those companies
are.

And so | think one of the things we've beenthinking about alot in California is how do you
hold companies accountable for that, for deciding who is and isn't a contractor, which is a
legal decision, but also for recognizing that that ecosystem of workers is what makes their
work possible. And | think that goes -- that's very similar to our climate conversation. It goes
to their whole supply chain. How do you think about the risks and vulnerabilities across your
supply chain and make your supply chain more resilient? How do you think about the risks
and vulnerabilities across the major asset, which is your people, and how to make that more
sustainable and more resilient, | think, is really, really important.

We'realso starting to see some of the disclosure and some of those metrics take into
account, you know, labor standards, some things that are very quantifiable. Health and
safety violations, labor violations, wages in comparison to the rest of the industry,
opportunities for advancement -- these are things that are actually measurable and
manageable and are beginning by many countries to be seen as just a core part of what
makes acompany a high-road company, which, in our case, basically means, you know,
more likely to get extra points on procurement contracts, more likely to be a place where
we're going to look for doing state business and, ultimately, | think, you know, more likely to
be seen as part of an economy that's really moving forward. It goes to the larger question
that many are talking about now about what is the corporate social responsibility? Whatis
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the responsibility to be a productive member of a larger society as a corporation? How do we
break out of this model that shareholders are all that matters?

Karina Funk: Right. | mean, almost 200 CEOs have signed off on that business roundtable
discussion around what the purpose of a corporation is. And shareholders are just one of
several stakeholders. That, you know, includes customers, employees, supply chain and
communities. And isn't that a precedent for businesses actually wanting accountability to do
the right thing, right? I mean, there's probably better examples, but, | mean, how many
companies, you know, wanted to stay in the Paris [Agreement], you know, the global
agreement that nearly every nation signed to reduce climate change, to reduce climate-
changing emissions and to strengthen those reductions over time? Are there other examples
of business proactively seeking that accountability to do the right thing?

Kate Gordon: Yeah. | think those are great examples. There are lots of them, actually. There
is -- on the climate side, there’s Climate Action 100+, which is a coalition of companies that
are kind of holding themselves accountable to looking really directly at reducing their risk
and looking at advancing climate goals. | think that the climate metricsare, in some ways,
cleaner and clearer for people, becauseit's -- we have a fair amount of predictability on
physical climaterisk, and emissions can be counted. It'sbeen a little harder to think about
what those metrics will look like on the sort of social and governance side.

But, you know, honestly, the Black Lives Matter movement, they've really focused attention
to, of course, something that is not new, which is decades of impacts from systemic racism
and structures that were putin place here and in other parts of the world. That renewed
focus and attention and critical thinking, | think, is changing this conversation. | think that
there is arecognition of a responsibility to our customers, our communities, to shareholders
themselves that companies are starting to have and investors are starting to have. The
challenge, honestly, on both of these is how do you put that into operation? | think there are
companies that are a little afraid of being the first mover. It'sscary to say, “I'mgoing to do
detailed disclosure of all my risks and all my vulnerability” if no one else is doing it. That's
why the public regulatory system s so importantand why so many people have pushed for
the SEC to really clarify how climate risk is material risk, for instance, and how we disclose
that and how we talk about that, because you do need those structures in place, you need
consistency, you need clarity in order for companies to feel like they can be part of that
solution.

Karina Funk: Well, it's great to hear that there's so many different activities that are leading
to collaboration and hopefully building that future that helps us get past those risks that you
talk about -- the physical risk, the transition risk -- and helps us, you know, invest properlyin
our future opportunities as well. Given all of that complexity, Kate, it strikes me that it's not
just California that needs a senior advisor on climate like you, but corporations need a senior
perspective on climate action given their own goals, even if their one goal is as simple as
achieving along-term durable business model.

Kate Gordon: Just really quickly on that, because | think it's really important. The Task Force
on Climate-Related Financial Disclosure has governance as one of its key areas where
companies should be moving. And | just want to underscore that climate change is as
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significant as globalization when it comes to how we do business and how we invest in this
world we live in. Itisimperative to have that be part of the conversation at the C-suite level,
at the manager level, at the director level. | mean, it's critical that that become part of the
conversation at a high leveland as part of a mainstream approachto investment and to
asset management, because otherwise, if it continues to be a niche issue, companies and
investors will see the impacts of not paying attention to those risks.

Karina Funk: Kate, thank you for sharing that expertise and for sharing your time with us,
and for your work that's providing a positive pathforward to understand these risks, to
create good jobs, economic growth and investable opportunities that, frankly, an increasing
number of investors, | think, can consider. So thank you so much for your important work. |
wish you, your family, your colleagues continued strength, health, innovation and resilience,
all the things that California stands for.

Kate Gordon: Thank you so much, Karina. Great to talk to you.

Ken Stuzin: Thank you for joining us for this special Climate Week edition of the NOW
Podcast. If you'd like to explore this issue in more depth, visit the Sustainable Investing
section of our website, where you can find thought pieces written by our ESG analysts. We
look forward to season 2 of the podcast as we continue our effort to understand our rapidly
evolving world. To stay up to date about future podcasts, please fill out the form on the NOW
website. We look forward to being in touch. Until then, be well and stay safe.

14



