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Subject: Review of CalPERS' Climate Solutions Accounting Framework 

Following CalPERS’ 2023 announcement of its 2050 Net Zero Plan, which includes a strategy to allocate 

a cumulative $100 billion towards “Climate Solutions” investments by 2030, CalPERS engaged Mercer to 

review its proposed Climate Solutions Accounting Framework in September 2024. The scope of work for 

this engagement consisted of the following: 

1. Identify, compile, and describe regulatory frameworks or guidelines issued by reputable industry

bodies that could assist CalPERS in determining if a fund can be classified as a “climate solution”.

The compiled frameworks and associated criteria will be evaluated for relevance to CalPERS’ climate

solution taxonomy.

2. Conduct two Climate Solution classification eligibility tests using the criteria compiled in the first

deliverable. The first test will be performed on the CalPERS Climate Transition Index. The second

test will be conducted on a private markets fund selected by the CalPERS SI team.

3. Review CalPERS’ climate solutions bottom-up eligibility rules for each asset class and benchmark

them against best practices. Provide an analysis (Knowledge Transfer) of how these rules compare

to industry standards.

4. Review and provide an opinion on CalPERS’ Climate Solutions Accounting Framework, with a focus

on potential greenwashing risks.

In order to complete these deliverables, Mercer conducted a robust landscape scan of relevant 

frameworks and guidelines globally to identify key findings to share with CalPERS, and engaged both 

internal and external experts with respect to how climate solutions investments are identified globally. 

Our key observations and considerations are as follows: 

On the use of top-down fund classifications to account for climate solutions: 

• Mercer was unable to identify a global framework threshold to support classifying a fund, in

whole, as a "climate solution".

• The industry has not fully bridged the gap between fund labelling and accounting for climate

solutions.
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• The proposed practice of classifying 100% of an investment’s notional share as a Climate 

Solution if >50% of revenue is derived from mitigation or adaptation activities could open 

CalPERS to greenwashing risks. In practice, the effect may be negligible.  

• Global standards focus more clearly on identifying and labeling investments from the bottom-up, 

rather than at the top-down, or fund-level. 

• We recognize, however, that CalPERS may find it useful to accurately communicate with 

stakeholders regarding investments that are intended to align with your overall climate strategy 

from a top-down perspective. Taking the foregoing considerations into account, we would 

suggest the following approach to facilitate communication while seeking to mitigate the risk of 

greenwashing, subject to CalPERS’ preferences:  

• At the fund level, CalPERS could consider referring to "climate-related investments" to 

denote investments that are either committed or invested and are intended to include 

substantial exposure to climate solutions; 

• At the security or portfolio level, CalPERS could refer to "climate solutions" 

investments as a subset of climate-related investments that only includes invested capital, 

subject to specific definitions and in alignment with your Climate Solutions Taxonomy and 

Accounting Framework.  

On CalPERS’ bottom-up eligibility rules/taxonomy: 

• Mercer would favor bottom-up accounting for climate solutions investments for external and 

Board reporting to reduce the risk of greenwashing accusations and promote a more defensible 

position. 

• Bottom-up climate accounting for the Climate Transition Index and Private Market Fund would be 

more defensible against greenwashing accusations for CalPERS. 

• CalPERS’ asset-level taxonomies are generally reflective of global standards, including the 

Institutional Investor Group on Climate Change (IIGCC), European Union Sustainable Finance 

Disclosure Regulation (SFDR), and European Securities and Markets Authority (ESMA) for 

sustainable investing. Two observed deviations: 

– Strict "Do No Significant Harm" criteria are often employed by global frameworks. 

– IIGCC defines climate solutions in line with a 1.5° pathway to net zero. 

On CalPERS’ Climate Solutions Accounting Framework: 

• CalPERS is contributing to the emerging industry practice of climate solutions accounting. 

• IIGCC’s Listed Markets Framework is among the most well-defined. CalPERS’ climate solutions 

accounting framework largely follows the model set forth. 
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• A thorough accounting method for each asset class would enhance CalPERS’ climate solutions 

accounting framework and public defensibility. Some considerations:  

– Does CalPERS plan to aggregate committed or deployed capital? In private markets, 

assigning characteristics to unidentified investments is a key risk for greenwashing.  

• CalPERS' current list of Real Estate Certifications includes generally accepted industry 

standards. 

• With varied global industry standards for defining transition asset investing/accounting, CalPERS 

has likely narrowed the investable field with the focus on impact.  

– Mercer observes a potential risk of greenwashing, but also notes a lack of industry 

framework disallowing or cautioning against CalPERS’ transition asset accounting 

intentions. 

 

Mercer has reviewed CalPERS' Climate Solutions Accounting Framework and compared it against 

prevailing global standards in what is still an emerging field in institutional investment. As noted above, 

while further development of the Framework will be required, particularly in private market asset classes, 

overall, based on Mercer's observations and considerations, CalPERS has taken a prudent and 

thoughtful approach to developing its Climate Solutions Accounting Framework, in line with leading 

global practices. 
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Important Notices 

References to Mercer shall be construed to include Mercer (US) LLC and/or its associated companies. 

© 2024 Mercer (US) LLC. All rights reserved. 

This contains confidential and proprietary information of Mercer and is intended for the exclusive use of the parties to whom it was provided by 
Mercer.  

This content may not be modified, sold or otherwise provided, in whole or in part, to any other person or entity without Mercer's prior written 
permission.  

Mercer does not provide tax or legal advice. You should contact your tax advisor, accountant and/or attorney before making any decisions with 

tax or legal implications.  

This does not constitute an offer to purchase or sell any securities. 

The findings, ratings and/or opinions expressed herein are the intellectual property of Mercer and are subject to change without notice. They are 

not intended to convey any guarantees as to the future performance of the investment products, asset classes or capital markets discussed.  

For Mercer’s conflict of interest disclosures, contact your Mercer representative or see http://www.mercer.com/conflictsofinterest. 

This does not   advice relating to your particular circumstances. No investment decision should be made based on this information without first 

obtaining appropriate professional advice and considering your circumstances. Mercer provides recommendations based on the particular 
client's circumstances, investment objectives and needs. As such, investment results will vary and actual results may differ materially. 

Information contained herein may have been obtained from a range of third party sources. While the information is believed to be reliable, 
Mercer has not sought to verify it independently. As such, Mercer makes no representations or warranties as to the accuracy of the information 
presented and takes no responsibility or liability (including for indirect, consequential, or incidental damages) for any error, omission or 

inaccuracy in the data supplied by any third party. 

Please see Mercer’s Guide to ESG Ratings https://www.mercer.com/enus/insights/investments/investing-sustainably/mercer-esg-ratings/ 

ESG investing refers to environmental, social, and governance considerations that may have a material impact on financial performance, and 

therefore are taken into account, alongside other economic and financial metrics, in assessing the risk and return potential of an investment. 
Thematic investing involves investing with a goal, at least in part, to achieve an impact on an environmental, social, or governance issue, 
alongside generating return and mitigating risk. As always, the decision whether to invest in ESG-themed options, like all options, must be made 

pursuant to a prudent process with the objective of advancing the financial interest of the plan and its participants. Under a recent ERISA rule, 
ESG thematic investing may be subject to greater scrutiny; for example, its inclusion in an  ERISA plan may trigger a heightened level of review 
of various objective criteria across all investment options. Active ownership efforts should be considered in light of the cost versus benefit to the 

plan of engaging in such efforts, as described in a recent ERISA rule. Clients are encouraged to consult with ERISA counsel regarding these 
recent rules. 

Investment management and advisory services for U.S. clients are provided by Mercer Investments LLC (Mercer Investments). Mercer 
Investments LLC is registered to do business as “Mercer Investment Advisers LLC” in the following states: Arizona, California, Florida, Illinois, 

Kentucky, New Jersey, North Carolina, Oklahoma, Pennsylvania, Texas, and West Virginia; as “Mercer Investments LLC (Delaware)” in 
Georgia; as “Mercer Investments LLC of Delaware” in Louisiana; and “Mercer Investments LLC, a limited liability company of Delaware” in 
Oregon. Mercer Investments LLC is a federally registered investment adviser under the Investment Advisers Act of 1940, as amended. 

Registration as an investment adviser does not imply a certain level of skill or training. The oral and written communications of an adviser 
provide you with information about which you determine to hire or retain an adviser. Mercer Investments’ Form ADV Part 2A & 2B can be 
obtained by written request directed to: Compliance Department, Mercer Investments, 99 High Street, Boston, MA 02110. 
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