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Introduction  
 
This second report to the Legislature is provided by the California Public 
Employees’ Retirement System (CalPERS) under the requirements of AB 221 
Government Code section 7413.7 and 16642, otherwise known as the Iran Act.  
 
In line with its fiduciary duties, CalPERS has diligently and comprehensively 
implemented the Iran Act’s requirements in full throughout the period since the 
legislation became effective, January 1, 2008.   
 
This report charts significant progress towards meeting the objectives of the Iran 
Act, which are to ensure that companies curtail or cease business operations in 
the country, unless considered exempt on humanitarian grounds. The details are 
set out in the table which follows.  
 
CalPERS is the largest public pension plan in the United States, responsible for 
over $200 billion in global assets, which are invested to provide retirement and 
health benefits for over 1.6 million Californians.  
 
CalPERS Board is responsible for ensuring that these assets are managed with 
prudence and care, in the sole interests of its beneficiaries, who rely upon these 
investments to finance three quarters of the benefits they receive. CalPERS 
distributes over $18 billion a year to pensioners and employees for their health 
and retirement needs.   
 
February 22, 2010 Update 
 
After submitting its second annual report to the Legislature, CalPERS discovered 
an error in the report.  The report includes a holding by CalPERS in a company 
named China Petroleum & Chemical Corporation.  In fact, CalPERS has no 
investment in China Petroleum & Chemical Corporation.  Accordingly, CalPERS 
submits this update to the report to correct its statement of holdings (see pages 
11 and 19, below). 

 
In addition, CalPERS submits this update in order to provide greater detail in 
response to the specific reporting requirements of the Iran Act as set forth in 
Government Code section 7513.7(i). 
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Iran – An Issue of Vital Concern for CalPERS 
 
CalPERS board and staff continue to devote significant time and attention to 
ensuring that the provisions of the Iran Act are fully implemented.  
 
The issue is kept under close review by the CalPERS Senior Executive 
Corporate Governance Working Group, which includes the president of the 
Board of Administration, the Chief Executive Officer, the Chief Investment 
Officer, the General Counsel, and heads of Government Affairs, Public Affairs 
and Governance.   
 
In its commitment to fulfill the provisions of the Iran Act,  CalPERS has gone 
beyond what is required by the legislation itself. For example, engagement with 
companies is carried out at the highest level. CalPERS CIO and senior staff have 
participated in a  a series of meetings at Total and Lukoil and further in person 
meetings are planned with others such as Gazprom and Royal Dutch Shell, 
where we plan to engage jointly with the California State Teachers Retirement 
System.  
 
CalPERS has devoted special effort to its communications with companies. For 
example, in the wake of the elections in Iran, staff sent follow up letters by courier 
to the heads of each of the international companies we are engaging to ask for a 
specific response to concerns. To ensure rigor and full enquiry, CalPERS retains 
an external research firm Risk Metrics Group, to ensure its monitoring is 
comprehensive and independent.   
 
In addition, staff actively pursue a substantive response to these corporate 
engagements, for example by identifying parent companies where decisions will 
be made, and if need be, translating the letter.  An example is attached - 
CalPERS communication to the parent company of CNOOC in Beijing, which 
was translated by staff into Mandarin following correspondence with the listed 
subsidiary.   
 
Senior staff wants to ensure they are highly responsive to inquiries from 
California legislators and their representatives in order to provide further detail on 
our work to implement the provisions of the Iran Act.  This will continue.  
 

 Implementation of the Iran Act 
 
CalPERS staff continues to conscientiously implement the provisions of the Iran 
Act, as follows.  
 
The legislation requires that CalPERS identify companies with certain business 
operations in Iran, as defined in the Act, or which provide revenue to the 
government of Iran.  The process for researching this has been developed with 
great care and attention to detail. Although the Iran Act also does not require 
third party verification, CalPERS has contracted with an external research group 
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Risk Metrics (RMG) to expand staff’s capacity to fully identify companies that 
meet the criteria in the Act. 
 
CalPERS has then provided timely and full notification to each company 
concerned, setting out the provisions of the Iran Act, and seeking a substantial 
response which can be properly assessed.  
 
To ensure high level engagement, letters were couriered to the most senior 
board member of each company, for example, the chairman, CEO or President. 
Here we have drawn upon the independent expertise of RMG to assist us in 
assessing the responses, to ensure that we have a systematic and rigorous 
approach. The critical provisions are those in the Iran Act which relate to 
exemption through boycotting the government, curtailing business, and selling 
company assets, equipment and property.  CalPERS has also carefully 
considered petitions for exclusion on grounds of humanitarian activity and 
ensured that the intention of the Act has been firmly applied.  
 
Following the research and assessment set out above, the statute then provides 
that CalPERS divest its shares in those companies which have not provided 
evidence of exemption from the Act’s provision, within 90 days of being notified. 
The Act specifies that this does not “require the board to take action as 
described…unless the board determines, in good faith, that the action…is 
consistent with the fiduciary responsibilities of the board as described in Section 
17 of Article XVI of the California Constitution (section 7.K 7513.7 California 
Public Divest From Iran Act).”  
 
Fiduciary Analysis 
 
In line with the provisions of the Iran Act staff carried out a fiduciary analysis to 
consider the potential economic impact of divesting shares in those companies 
which were being engaged under the terms of the legislation. 
 
This analysis included a calculation of expected costs, and an assessment of the 
impact on CalPERS risk and return profile, if the companies’ shares were 
divested and alternatives were sought. These estimates of cost and impact were 
reviewed at the time, and again by CalPERS independent, external pension 
consultant, Wilshire Associates, in July 2009.  
 
CalPERS also commissioned external legal counsel in order to ensure the board 
could draw upon independent and expert opinion when considering its fiduciary 
responsibilities.  
 
At its February 2009 Investment Committee, the Board decided after careful 
consideration and in line with both staff and external counsel’s advice, to not 
divest shares at that stage, having regard to its overriding fiduciary duty, as 
specified in the Iran Act.  
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The Board also noted that substantial progress had been made through the 
engagement process, in the curtailment and cessation of business operations in 
Iran. Staff were instructed to continue with this work, which supports the ultimate 
objectives of the Iran Act. 
 
Progress on Company Withdrawal from Iran 
 
The table which follows sets out the current position with non-US companies 
which have been identified as having business operations in Iran, as defined by 
the legislation.  
 
This report identifies 41 companies as falling within the scope of the Iran Act. 
This is an increase of four over the 37 companies which were included in 
CalPERS’ 2009 Legislative Report.  
 
All company names and summaries of business operations are as of October 30, 
2009.   
 
The progress on company withdrawal from Iran or their exemption on 
humanitarian groups is as follows:  

 
1. CalPERS holds portfolio positions in 10 companies that are no longer 

identified by RMG as being prohibited investments pursuant to the Iran 
statute. 

 
2. CalPERS holds portfolio positions in 24 23 companies which are being 

actively engaged. Within this group, 3 are newly identified with 
engagement about to begin.  

 
3. CalPERS does not hold portfolio positions in 7 8 companies identified by 

RMG. 
 

Conclusion 
 
CalPERS continues to diligently implement the requirements of the Iran Act.  
Through this process CalPERS has tracked significant progress in company 
withdrawal and reduction of activity in Iran.  In part, this reflects the growing geo-
political risk in the country, but it also demonstrates a positive response to active 
shareowner engagement. 
 
CalPERS will continue to identify, monitor, engage with companies in the 
portfolio and review their status under the Iran Act.  Companies continue to 
withdraw, curtail operations or simply run down contracts in order to receive 
payments due to them from the Iranian Government.  Others are deciding to not 
go ahead with planned investments, even where this allows competitors to step 
in.   
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It is clear that the situation is changing rapidly; however, CalPERS will ensure its 
commitment to diligent compliance with this legislation will continue, that the 
Board is kept fully apprised of developments, and that staff are positioned to 
review our response as required.   



Iran Related Investments – Legislative Report 
February 22, 2010 
Page 6 of 26 

 
Reporting Requirements of Section 7513.7(i)(1), (2) and (5) – Investments, 
Companies and Operations 
 

Iran Company Listings 
 10 Companies No Longer Identified by Risk Metrics Group as being prohibited 

investments pursuant to the Iran Act 

  Company Name Summary of Business Operations in 
Iran to Support the January 2009 

Legislative Report1 

Summary of Business Operations in 
Iran to Support the January 2010 

Legislative Report1 

1 Alstom Supplies gas treatment plants in 
Southern Iran and providing the 
aluminum business with the 
necessary technology to control its 
air emissions. Also, provided 100 
locomotives to solve the shortages to 
Iran Railway. Involved in power plant 
construction and operation of power 
generating and transmission 
equipment in Iran.  Other projects 
include construction of a fuel 
processing plant in Northwest Iran 
and the design and installation of 
drive application for a petrochemical 
plant in Shatopet, Iran. Also, 
supplies six GT13E2 gas turbines 
and accompanying equipment for the 
Hormozgan power plant near Bandar 
Abbas, Iran.   

Not currently identified by 
RiskMetrics Group: as having 
engaged in active business 
operations in Iran.  
 
RiskMetrics has concluded that the 
company is no longer invested or 
engaged in business operations with 
entities involved in the development 
of petroleum/natural gas resources 
of Iran.  As Alstom clarified, the 
company’s business involvement in 
Iran is primarily connected to the 
servicing of hydro power plants. 
Based on these facts, it is 
RiskMetrics’ recommendation that 
Alstom no longer be included in 
CalPERS Identified Companies List. 

2 Danieli & Co. 
Officine Meccaniche 
SPA 

A customer has been located in 
Tehran, Iran. 

Not currently identified by 
RiskMetrics Group: as having 
engaged in active business 
operations in Iran. 
 
RiskMetrics reviewed response 
provided by Danieli & Co. to 
CalPERS.  According to the 
company’s letter, Danieli & Co.’s 
business involvement in Iran does 
not fit the criteria of scrutiny set forth 
by the Iran Act. The company can 
therefore be removed from CalPERS 
Identified Companies List. 
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 10 Companies No Longer Identified by Risk Metrics Group as being prohibited 

investments pursuant to the Iran Act 

  Company Name Summary of Business Operations in 
Iran to Support the January 2009 

Legislative Report1 

Summary of Business Operations in 
Iran to Support the January 2010 

Legislative Report1 

3 Finmeccanica SPA Supplies three alternators to Iran.  In 
addition, supplies gas turbines and 
related equipment and also set up 
the Tuga Production Facility in Iran 
with local partners to construct the 
gas turbines.  

Not currently identified by 
RiskMetrics Group: as having 
engaged in active business 
operations in Iran. 
 
Finmeccanica Spa has stated that 
the company’s operations in Iran are 
related to the company’s contracts 
with FATA and Ansaldo Energia for 
the “supply (…) of aluminum 
smelters and turbines.”  Although the 
company has imported goods, it 
does not violate Public Law 104-172, 
as renewed and amended in 2001 
and 2006, which calls for 
investments equal or over 20 million 
USD over a twelve-month period. 
Based on the information the 
company has provided and 
assuming the company has no other 
subsidiaries or affiliated companies 
with business ties to Iran, 
RiskMetrics recommended that 
CalPERS remove the company from 
its Identified Companies List. 
 

4 Hyundai 
Engineering & 
Construction Co Ltd 

Completed development of the 
South Pars gas processing plants 
and provide Iran a special economic 
zone with natural gas.  Also, built a 
natural gas processing plant in a 
coastal south of Tehran as part of 
the South Pars development 
process. 

Not currently identified by 
RiskMetrics Group: as having 
engaged in active business 
operations in Iran. 
 
In its response to CalPERS, the 
company clarified that its 
construction project in the South 
Pars Field Development Phase 4&5 
in Iran was completed within the 
period 2002-2005. Although the 
company does not specify whether it 
still has a representative office in 
Iran, its clarification alone removes 
the company as subject to scrutiny 
according to the Iran Act. Based on 
this information and assuming the 
company has no other subsidiaries 
or affiliated companies with business 
ties to Iran, RiskMetrics 
recommended that CalPERS 
remove the company from its 
Identified Companies List. 
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 10 Companies No Longer Identified by Risk Metrics Group as being prohibited 

investments pursuant to the Iran Act 

  Company Name Summary of Business Operations in 
Iran to Support the January 2009 

Legislative Report1 

Summary of Business Operations in 
Iran to Support the January 2010 

Legislative Report1 

5 Itochu Corp. The company has a subsidiary in 
Tehran, Iran and employs people 
and has had a sales agency 
agreement with Iran company.  

Not currently identified by 
RiskMetrics Group: as having 
engaged in active business 
operations in Iran. 
In January 2009, Itochu confirmed 
that the company’s stake in the high-
density polyethylene plans in Iran 
does not fall under or contribute 
towards the development of any oil 
and gas, mineral extraction or 
petroleum-related activities in Iran.  
According to Itochu, the HDPE plant 
utilized the chemical compound 
ethylene as the primary input in a 
polymerization process, a chemical 
reaction process in which singular 
molecules are brought together to 
form three-dimensional or polymer 
chains.  The process is used for the 
creation of polyethylene, which is a 
thermoplastic commodity used in a 
variety of consumer products. Based 
on this information, RiskMetrics 
recommended that CalPERS 
remove the company from its 
Identified Companies List. 

6 Petroleo Brasileiro Owns drilling operations in two 
exploration blocks in the Tusan field 
in Iran near the Persian Gulf.  Is 
expected to sign an agreement for 
the drilling of three wells in two 
exploration blocks off the shore of 
Iran in the Caspian Sea.  
 

Not currently identified by 
RiskMetrics Group: as having 
engaged in active business 
operations in Iran. 
During CalPERS’ engagement of 
Petroleo Brasileiro (Petrobras), 
Petrobras confirmed that its 
business in Iran was very small, 
consisting of a contract awarded in 
2004. The contract was expected to 
terminate within an 18 month period 
and the company did not intend to 
accept new business in Iran. On 
January 4, 2010, Petrobras 
announced its exit from Oil and 
Natural Gas Corp's prolific gas 
discovery block in the Krishna-
Godavari basin, and that it would 
concentrate on developing massive 
oil and gas in Brazil. This action 
meets the substantial action require-
ment of the Iran Act and Petrobras 
has been removed from the 
CalPERS Identified Companies List. 
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 10 Companies No Longer Identified by Risk Metrics Group as being prohibited 
investments pursuant to the Iran Act 

  Company Name Summary of Business Operations in 
Iran to Support the January 2009 

Legislative Report1 

Summary of Business Operations in 
Iran to Support the January 2010 

Legislative Report1 

7 Samsung 
Engineering Co. Ltd. 

Owns a subsidiary in Iran, Iran ABS 
Plant 

Not currently identified by 
RiskMetrics Group: as having 
engaged in active business 
operations in Iran. 
 
Samsung Engineering does not 
have a subsidiary in Iran and has no 
current ongoing business ties to the 
country.  Based on this information, 
RiskMetrics recommended that 
CalPERS remove the company from 
its Identified Companies List. 

8 Snc-Lavalin Group 
Inc. 

Has experience in Iran in projects 
related to chemicals and petroleum, 
mining and metallurgy, and power.  It 
is upgrading a phosphoric acid 
production plant in Iran.  In addition, 
involved in Phases 15 and 16 of the 
South Pars gas development 
program in Iran. 
 

Not currently identified by 
RiskMetrics Group: as having 
engaged in active business 
operations in Iran. 
 
Based on the correspondence that 
SNC-Lavalin provided to CalPERS 
and on RiskMetrics’ extensive 
engagement with this company, the 
company should no longer be 
included on CalPERS Identified 
Companies List for the following 
reasons: 
• The company and its affiliates'  
investments in Iran since 1996 do 
not total US$20 million, the collective 
amount during that period at which 
companies are in violation of U.S. 
sanctions on Iran – a required 
condition by PL 104-172. 
• The company fits the Positive 
offset criteria specified by the 
California law, as some of its 
projects, particularly those funded by 
international financial institutions 
such as the World Bank, are “related 
to humanitarian development and 
poverty alleviation.” 
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 10 Companies No Longer Identified by Risk Metrics Group as being prohibited 

investments pursuant to the Iran Act 

  Company Name Summary of Business Operations in 
Iran to Support the January 2009 

Legislative Report1 

Summary of Business Operations in 
Iran to Support the January 2010 

Legislative Report1 

9 Sojitz Corporation 
(formerly Sojitz 
Holdings Corp) 

Has an office and subsidiary in 
Tehran, Iran. Also, is involved in a 
construction of a power station in 
Iran.   

Not currently identified by 
RiskMetrics Group: as having 
engaged in active business 
operations in Iran. 
 
Sojitz claims that it “has no 
investment or business operations 
with (…) any petroleum or natural 
gas resource development projects 
in Iran.”  Previously, RiskMetrics’ 
research indicated that Sojitz has an 
office in Tehran, Iran, and a 
subsidiary called Sojitz Corporation 
Iran Ltd.  Additionally, information 
dating back to 2002 indicated that 
Sojitz Holdings signed an agreement 
with the Iran Power Development 
Company in 2002 with other 
partners in an international 
consortium led by Saudi Oger -- the 
international consortium was to be 
responsible for the construction of a 
1,000-megawatt power station in 
Iran.  Based solely on Sojitz’s 
response, RiskMetrics can assume 
that the power station project is no 
longer part of Sojitz’ business 
involvement in Iran. The company 
can therefore be removed from 
CalPERS Identified Companies List. 

10 Total SA Although the company received a 
waiver from the U.S. government 
regarding investments in the South 
Pars gas field in Iran, this waiver 
does not extend to all of its 
investments in Iran.  Its qualifying 
activities in Iran are concentrated on 
two buy-back contracts.  
 
 

Not currently identified by 
RiskMetrics Group: as having 
engaged in active business 
operations in Iran. 
 
Total confirmed that it does not 
anticipate any additional material 
investments in Iran in the near 
future.  Iran is only one country in 
Total's globally diversified portfolio of 
130 countries where the Group is 
present.  In 2007, Total's average 
daily production in Iran amounted to 
15 thousand barrels of oil equivalent 
per day, or about 0.5% of Total's 
average worldwide production.  
Thus, the contribution of Total's 
activities in Iran to its financial 
results is not significant.  Although 
Total's exposure to Iran is very 
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limited, the Company does not 
underestimate the concerns related 
to its presence there. 
 
Regarding the management of its 
business, Total complies with 
French and international laws, which 
are applicable to Total, and requires 
ongoing risk assessment. 
 
Pursuant to the U.S. Iran Sanctions 
Act, Total was granted a waiver in 
1998 by the U.S. government for the 
application of sanctions on Total's 
investments in the South Pars gas 
field in Iran. 
 
Moreover, it Total has noted that the 
United Nations Security Council, in 
its resolutions 1737/2006, 
1747/2007 and 1803/2008 aimed at 
suspending Iran's nuclear 
enrichment program, established a 
clear distinction between the 
forbidden potentially proliferating 
activities and the customary 
authorized industrial activities like 
those Total is conducting. 
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 3 Companies Under Review – Newly Identified  
  Company Name Summary of Business Operations in 

Iran to Support the January 2009 
Legislative Report1 

Summary of Business Operations in 
Iran to Support the January 2010 

Legislative Report1 

1 Aker Solutions ASA 
(Formerly Aker 
Kvaener) 

 Newly Identified Company 
 
CalPERS Portfolio Holding: Aker 
Kvaerner ASA with a contract to 
serve as the project manager for the 
offshore gas field South Pars 
Phases. In addition won a contract 
to develop Phases 15 and 16 of 
Iran's South Pars offshore gas field, 
The force, which is separate from 
Iran's regular military services, is 
authorized by the Iranian constitution 
to own and develop commercial 
enterprises in peacetime. Also, 
secured a order for six container 
ships from the Islamic Republic of 
Iran Shipping Lines. The company 
was also involved in a project 
building a dicalcium phosphate 
plant. 

2 China Petroleum & 
Chemical 
Corporation 

  Newly Identified Company 
 
CalPERS Portfolio Holding: China 
Petroleum & Chemical Corp., signed 
four risk exploration contracts in the 
Kashan block in Iran.  Also they 
indicate that its natural gas 
processing products are sold in Iran.  
In addition, they are negotiating with 
Iran to provide engineering services 
to the Yadavaran oil field. 
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3 Companies Under Review – Newly Identified  
  Company Name Summary of Business Operations in 

Iran to Support the January 2009 
Legislative Report1 

Summary of Business Operations in 
Iran to Support the January 2010 

Legislative Report1 

2 CNPC Hong Kong 
Ltd. 

  Newly Identified Company 
 
CalPERS Portfolio Holding: CNPC 
has had a service contract for the 
Masjed Soleiman oilfields in Iran and 
has previously participated in the 
development of Block 11 of the 
South Pars gas field.  Also, CNPC is 
negotiating a seven-year contract to 
develop Block 14 of the South Pars 
gas field, which would give CNPC 
access to the estimated 370 billion 
cubic meters of gas reserves. 
 
 
 

3 ENI Spa   Newly Identified Company 
 
CalPERS Portfolio Holding: ENI to 
start developing Phase 3 of the 
Darkhovin oilfield ENI's work on the 
field's second phase running far 
behind schedule, "ENI operates in 
Iran in the exploration and 
production of hydrocarbons and in 
the oilfield services, construction and 
engineering sector." ENI has 
emerged as a potential developer of 
Phases 19-21 of Iran's vast South 
Pars gas field, Italy's ENI will 
continue to do business in Iran amid 
American pressure for companies to 
cut investment in the country. 



Iran Related Investments – Legislative Report 
February 22, 2010 
Page 14 of 26 

 
 

20 Companies Currently Being Monitored Via Engagement  
  Company Name Summary of Business Operations in 

Iran to Support the January 2009 
Legislative Report1 

Summary of Business Operations in 
Iran to Support the January 2010 

Legislative Report1 

1 CNOOC LTD Has an agreement for the 
development of the North Pars gas 
field and related Liquefied Natural 
Gas facilities.  

CalPERS Portfolio Holding: 
CNOOC Ltd. signed an agreement 
for the development of the North 
Pars gas field and related Liquefied 
Natural Gas facilities. Development 
is expected to take eight years. 

2 Daelim Industrial 
Co. 

Collaborating with Iranian and 
German companies to optimize the 
Isfahan refinery in Iran.  In addition, it 
has secured a deal to build tanks in 
southern Iran. Installed a major 
industrial system of the gas field 
development in Iran.  Provides a fully 
integrated communication solution to 
equipment for an onshore gas plant 
and three offshore platforms of the 
South Pars gas field in Iran. 
Constructs a gas refinery and an 
ethyl benzene plant at Bandar 
Asslouyeh, Iran.  
 

CalPERS Portfolio Holding: Active 
in several projects in Iran: 
collaborating with Iranian and 
German companies to optimize the 
Isfahan refinery in Iran. Awarded a 
contract to Metito, a wastewater 
treatment company, to install a 
major industrial system for phases 6, 
7 and 8 of the gas field development 
in Iran. Daelim Industrial won 
contracts as part of a consortium to 
construct a gas refinery and an ethyl 
benzene plant. 

3 Gazprom OAO Provided construction and 
installation of two off-shore 
production platforms, drilling 
exploration wells, laying two off-
shore pipelines and construction of 
an on-shore gas processing facility.  
Also, acquired a section of the Iran-
Armenia pipeline and the fifth energy 
unit of the Razdan thermal power 
plant. The U.S. Department of State 
waived sanctions under Section 9(c) 
of the sanctions act with respect to 
activities in the South Pars field only 
and not to any other activities in Iran.  

CalPERS Portfolio Holding: 
Gazprom said was considering joint 
oil and gas projects with Iran's state 
energy companies. Joint venture to 
explore and develop oil and gas 
fields, and to transport and sell 
natural gas, the company. Gazprom 
has participated in a project to 
develop the second and third phases 
of the South Pars field. 
Gazprom also confirmed that it 
entered into a strategic partnership. 
The agreement provides for, among 
other things, cooperation with 
respect to potential oil and gas 
projects in Iran.  However, it has not 
yet undertaken any projects in Iran 
under this agreement. 
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20 Companies Currently Being Monitored Via Engagement  
  Company Name Summary of Business Operations in 

Iran to Support the January 2009 
Legislative Report1 

Summary of Business Operations in 
Iran to Support the January 2010 

Legislative Report1 

4 GS Engineering & 
Construction Ltd.  

Developing gas production in Iranian 
offshore South Pars oil field.  

CalPERS Portfolio Holding: GS 
Engineering & Construction Ltd. was 
awarded a contract to develop 
phases 9 and 10 of the Iranian 
offshore South Pars oilfield.  It has 
the engineering, procurement and 
construction services contract for 
these phases of the project. Among 
these are contracts to increase the 
annual capacity of the existing linear 
alkyl benzene plant. Overseas 
projects for the company included a 
major chemical plant in Iran, the 
Korea Times reported in December 
of that year. 

5 GS Holdings Corp. Developing gas production in Iranian 
offshore South Pars oil field. 
Increased the annual capacity of the 
existing linear alkyl benzene plant in 
Eafahan, Iran. Also, provided 
equipment such as compressors, 
pumps and reactors, and services 
including technical assistance, 
installation and commissioning for 
the project to expand production of 
linear alkyl benzene. Completed 
work on a purified terephthalic acid 
plant in Bandar Imam.  
 

CalPERS Portfolio Holding: GS 
Holdings Corp.  lists a Tehran, Iran, 
office. Has a contract to develop 
phases 9 and 10 of the Iranian 
offshore South Pars oilfield.  It has 
the engineering, procurement and 
construction services contract for 
these phases of the project.  

6 Indian Oil 
Corporation Ltd 

Is involved in a purchase of liquefied 
natural gas from Iran.  In addition, 
owns the Farsi Exploration Block in 
Iran. 

CalPERS Portfolio Holding: Indian 
Oil Corporation owns the Farsi 
Exploration Block in Iran.  In 
addition, it is involved in a 
consortium which signed a contract 
for the purchase of tonnes of 
liquefied natural gas per year from 
Iran.   
 

7 Inpex Holdings Inc. Evaluating and developing the 
Azadegan Field in western Iran, on 
the border with Iraq.       

CalPERS Portfolio Holding: Inpex 
Holdings project, Iran's biggest 
onshore oil field with an estimated 
capacity crude oil.  
Inpex signed a contract to evaluate 
and develop the Azadegan Field in 
western Iran, on the border with Iraq. 
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20 Companies Currently Being Monitored Via Engagement  
  Company Name Summary of Business Operations in 

Iran to Support the January 2009 
Legislative Report1 

Summary of Business Operations in 
Iran to Support the January 2010 

Legislative Report1 

8 JGC Corp. Awarded the engineering, 
procurement and construction 
services for a gas processing plant 
Construction of the plant.  
Furthermore, the company is not 
participating in any other project in 
Iran, as an engineer, constructor or 
investor and has no assets in Iran.  

CalPERS Portfolio Holding: JGC 
Corp. to be a contractor for South 
Pars field Phase 6 in Iran. JGC 
Corp. formed a joint venture 
awarded the engineering, 
procurement and construction 
services for a large-scale gas 
processing plant JGC is shown to 
have an office in Tehran, Iran. 
 

9 L'Air Liquide Has an office in Tehran, Iran, and 
constructed a propylene plant in Iran.  
Built a methanol plant in Iran, 
conduct engineering and 
procurement services in Bandar 
Assaluyeh, Iran, and installed a 
polyethylene plant for in Bandar 
Imam, Iran. 

CalPERS Portfolio Holding: L'Air 
Liquide was involved in four large 
petrochemical projects business 
activities in Iran. Also awarded to 
build a methanol plant in Iran.   
Similarly, was selected to conduct 
engineering and procurement 
services for a butadiene project at its 
Olefins No. 10 project.  

10 Man AG Has a service facility in Iran and 
supplies natural gas service stations 
to an entity in Iran. Also, produces, 
supply, assemble and commission 
equipment to expand its smelting 
plan in Bandar Abbas, Iran.  Another 
subsidiary sells vehicles in Iran.  
Supply natural gas engines annually 
to Iran Khodro Diesel. Assembles 
buses and trucks and heavy tractors 
and exports buses to Iran.  Also 
ordered a printing press for the 
production of schoolbooks. In 
addition, supplies various types of 
mining equipment to the Iranian 
mining industry.  
 

CalPERS Portfolio Holding: Man 
AG, has a service facility in Iran.  
Operates in Iran and has a project 
there. Also, won a contract to supply 
natural gas service stations to an 
entity in Iran. 
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20 Companies Currently Being Monitored Via Engagement  
  Company Name Summary of Business Operations in 

Iran to Support the January 2009 
Legislative Report1 

Summary of Business Operations in 
Iran to Support the January 2010 

Legislative Report1 

11 Mitsui & Co. Has a subsidiary in Iran that renders 
services that primarily consist of 
transactions where they act “as a 
mere agent for other Japanese 
companies such as engineering and 
heavy machinery companies." Has 
engaged in the purchase and/or sale 
of crude oil, oil products and 
petrochemical products from and to 
Iranian entities.  

CalPERS Portfolio Holding: Mitsui 
renders services that primarily 
consist of transactions in which 
Mitsui acts as a mere agent for 
Japanese companies such as 
engineering and heavy machinery 
companies. It also provided 
Japanese and other countries 
"export credit agencies" for industrial 
projects in Iran.  It added, those 
industrial projects have been 
planned, owned and operated by the 
companies in which the government 
of Iran has a direct or indirect equity 
share; however, Mitsui is not a party 
to the related contracts with those 
companies.  

12 Mitsui Engineering 
& Shipbuilding Co. 
Ltd. 

Entered into a consortium to facilitate 
the construction of high density 
polyethylene plant in Assaluyeh, 
Iran. Also, construction of a 
monoethylene glycol unit in 
Gachsaran. Also, design, 
construction and delivery of a mono-
ethylene glycol plant on Kharg 
Island. 

CalPERS Portfolio Holding: Mitsui 
Engineering & Shipbuilding Co. 
facilitated the construction of a high 
density polyethylene plant. In 
addition, were awarded a contract 
for the design, construction and 
delivery of a mono-ethylene glycol 
plant. 

13 Royal Dutch Shell 
PLC 

Develop the Persian LNG project to 
the next stage of design and develop 
phases of the South Pars fields in 
the Northern Gulf. Also, operates a 
lubricant oil blending plant and sells 
lubricants in Iran.  The company has 
four offices in Iran. 

CalPERS Portfolio Holding: Shell 
signed an agreement to develop the 
Persian LNG project to the next 
stage of design.  Under the 
agreement, Shell to develop phases 
of the South Pars fields in the 
Northern Gulf as a contractor. A 
service contract with respect to 
development of these phases of the 
South Pars fields by Shell. Shell 
states "We have not yet taken a 
decision as to whether to proceed 
with the Persian LNG project. Our 
main concern is getting the 
remaining significant commercial 
and engineering work right. interest 
in Pars Oil Co., the original 
lubricants venture. Shell was one of 
a handful of suppliers providing Iran 
with gasoline at present. Royal 
Dutch Shell has four offices in Iran. 
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20 Companies Currently Being Monitored Via Engagement  

  Company Name Summary of Business Operations in 
Iran to Support the January 2009 

Legislative Report1 

Summary of Business Operations in 
Iran to Support the January 2010 

Legislative Report1 

14 Saipem Have a branch office in Tehran, Iran, 
and two platforms drilling for oil in 
Iranian waters in the Persian Gulf.   

CalPERS Portfolio Holding: 
Saipem has a branch office in 
Tehran, Iran, and two platforms 
drilling for oil for Italian oil company. 
Pre-qualified for a engineering, 
procurement, construction and 
management contract. 

15 Sasol Ltd. Has a regional office which services 
Iran.  Completed the construction of 
a polymer facility in Iran. Also has a 
high-density polymer plant. 

CalPERS Portfolio Holding: Sasol 
has a regional office which services 
Iran. Sasol completed the 
construction of a polymer facility in 
Iran. 
 

16 Sinopec Kantons 
Holdings Ltd 

Has a subsidiary which has equity 
ties to Iran's oil industry. 

CalPERS Portfolio Holding: 
Sinopec Kantons Holdings is a 
publicly-traded subsidiary of China 
Petroleum & Chemical Corp., which 
has equity ties to Iran's oil industry.   

17 StatoilHydro ASA 
(formerly Statoil 
ASA) 

Continues to hold positions in three 
projects in Iran—South Pars 
development project, the Anaran oil 
development project and the 
Khorram Abad exploration project. 
Also, the operator for the 
development of the offshore part of 
the South Pars project and service 
contract during the development 
phase.  Continues to work with 
coating of pipes for the third pipeline 
and completion of the pipe-laying. 
Investment in Iran consists 
principally of its investment in the 
South Pars. The company had 
employees in Iran. The company has 
had no Iran-related revenues and is 
not producing any oil or gas in Iran. 

CalPERS Portfolio Holding: 
StatoilHydro withdrew its interest 
from Iranian oil developments.The 
U.S. State Department placed the 
actions of Statoil in Iran under 
review for possible violations under 
the Iran Sanctions Act, which 
establishes a cap on investment is 
the Iranian energy sector. Statoil in 
developing the Azar oil field. 
StatOilHydro is not withdrawing from 
its existing contract with Iran; if it did, 
it could be sued. StatoilHydro is 
offshore development operator for 
the South Pars gas and condensate 
field. StatoilHydro is also involved in 
a major new pipeline, planned for 
transporting Iranian gas to Europe. 
StatoilHydro also confirmed it 
continues to hold positions in three 
projects in Iran's South Pars 6-8 
development project.  

18 Technip Engaged in turnkey management 
services.  

CalPERS Portfolio Holding: 
Technip it is engaged in activities in 
Iran, consisting primarily of turnkey 
management services. It has a 
backlog of contract revenues in Iran. 
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20 Companies Currently Being Monitored Via Engagement  
  Company Name Summary of Business Operations in 

Iran to Support the January 2009 
Legislative Report1 

Summary of Business Operations in 
Iran to Support the January 2010 

Legislative Report1 

19 The Weir Group plc Supplies pumps and other types of 
equipment for use in mining, power, 
oil and gas installations.  Has been 
selling equipment to customers in 
Iran for more than 30 years. 

CalPERS Portfolio Holding: 'Weir 
Group supplies pumps and other 
types of equipment for use in mining, 
power, oil and gas installations.  

20 Wartsila Oyj 
(Formerly Metra Oy) 

Owns a power plant and maintains a 
representative office in Tehran, Iran.  
Subcontractor supplying the main 
and auxiliary engines for six 
containerships and repairs cracks on 
the engines of tankers.   

CalPERS Portfolio Holding: 
Wärtsilä has a representative office, 
in Tehran, Iran and owns a power 
plant there. Wärtsilä had been 
selected to be the subcontractor to 
supply the main and auxiliary 
engines for six containerships. In 
addition,  Wärtsilä repaired cracks 
on the engines of five tankers. 

 
 8 Companies Not Held By CalPERS 

  Company Name Summary of Business Operations in 
Iran to Support the January 2009 

Legislative Report1 

Summary of Business Operations in 
Iran to Support the January 2010 

Legislative Report1 

1 Compania Espanola 
de Petroleos 
(CEPSA) 

The company is currently negotiating 
oil exploration and production 
projects in Iran. Also, the company 
was chosen to negotiate a buyback 
contract to boost production in the 
Cheshmeh Khosh field in Iran. 

Not a CalPERS Portfolio Holding 
 
Not currently identified by 
RiskMetrics Group: as having 
engaged in active business 
operations in Iran. 

2 E.ON AG (formerly 
Veba Ag) 

Considering Iran as a potential 
supplier of liquid natural gas (LNG)In 
light of the US restrictions on 
business ties to Iran, they have 
sought approval from the German 
government for its new LNG import 
plan.  

Not a CalPERS Portfolio 
HoldingNot currently identified by 
RiskMetrics Group: as having 
engaged in active business 
operations in Iran. 

3 MISC Berhad Is linked to Iran through the 
operations of its parent company, 
Petronas. In addition, lists four ports 
of call in Iran—Bandar Abbas, 
Bandar Mashahr, Bandar Imam and 
Khomeini.  

Not a CalPERS Portfolio Holding: 
MISC Berhad is linked to Iran 
through thier operations in Iran.  In 
addition, MISC lists four ports of call 
in Iran. 

4 Petronas Dagangan 
Bhd 

The company is linked to Iran 
through its parent company, 
Petronas, which has stake in the 
Pars Liquefied Natural Gas project in 
Iran.   

Not a CalPERS Portfolio Holding: 
Petronas Dagangan is linked to Iran 
through the Pars Liquefied Natural 
Gas project in Iran.   
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 8 Companies Not Held By CalPERS 
  Company Name Summary of Business Operations in 

Iran to Support the January 2009 
Legislative Report1 

Summary of Business Operations in 
Iran to Support the January 2010 

Legislative Report1 

5 Petronas Gas Bhd The company is linked to Iran 
through its parent company, 
Petronas, which has stake in the 
Pars Liquefied Natural Gas project in 
Iran.   

Not a CalPERS Portfolio Holding: 
Petronas Gas is linked to Iran in the 
Pars Liquefied Natural Gas project in 
Iran. 

6 Tatneft OAO Opened a representative office in 
Iran, participate in various projects in 
Iran, including tenders for the 
development of oil fields. It 
conducted work under a contract for 
emercaptanization of refined 
products and oxidized gas in Iran, 
and it said it continues to perform 
contracts for testing microbiological 
bed stimulation technology in Iran. In 
addition  implement well casing 
technology in Iran and submitted 
proposals to participate in tenders to 
provide engineering services and to 
obtain production licenses for a 
group of Iranian oil fields. 

Not a CalPERS Portfolio Holding 
 
Not currently identified by 
RiskMetrics Group: as having 
engaged in active business 
operations in Iran. 

7 WS Atkins PLC Participated in an upgrade to an 
existing offshore oil production 
platform. Also participating in a 
hydrological review of a major oil 
field in Azadegan, Iran. 

Not a CalPERS Portfolio Holding 
 
Not currently identified by 
RiskMetrics Group: as having 
engaged in active business 
operations in Iran. 

8 China Petroleum & 
Chemical 
Corporation 

  Newly Identified Company 
Not a CalPERS Portfolio Holding: 
China Petroleum & Chemical Corp., 
signed four risk exploration contracts 
in the Kashan block in Iran.  Also 
they indicate that its natural gas 
processing products are sold in Iran.  
In addition, they are negotiating with 
Iran to provide engineering services 
to the Yadavaran oil field.  

 1  Comments are provided by Risk Metrics Group. 
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Reporting Requirement of Section 7513.7(i)(3) – Whether the Board has 
Reduced its Investments in any Companies Described in Section 7513.7(b) 
(“Covered Companies”) 

 
CalPERS has not reduced its investments in any Covered Companies because it 
has concluded that it would be against its fiduciary responsibilities to do so, as 
more fully described below (in response to the reporting requirement under 
section 7513.7(i)(4)). 
 
Reporting Requirement of Section 7513.7(i)(4) -- When the Board 
Anticipates it Will Reduce all Investments in a Covered Company or the 
Reasons Why a Sale or Transfer of Investments is Inconsistent with the 
Fiduciary Responsibilities of the Board 
 
CalPERS has determined that the sale or transfer of investments in the Covered 
Companies is inconsistent with CalPERS’ fiduciary responsibility to its members.  
 
CalPERS staff has implemented and followed a process to determine the costs 
of potential divestment under the Iran Act.  Through this process, CalPERS 
engaged its external pension consultant, Wilshire Consulting, to calculate the 
cost and assess the impact on CalPERS’ risk and return profile from a potential 
Iran divestment.  Projected transaction costs of divestment range from a low of 
$5.83 million to a high of $23.32 million.  In addition, the projected annual impact 
of divestment and exclusion of these investments from the CalPERS portfolio, 
assuming optimized reinvestment, ranges from +/- $127 million to +/- $194 
million.  (A copy of report from Wilshire Consulting report is attached to this 
report.)  Based on Wilshire’s calculation and assessment, CalPERS staff 
concluded that divesting from the Covered Companies in which CalPERS is 
invested would have a deleterious impact on investment performance by 
generating large, otherwise unnecessary, transaction costs and greatly 
increasing tracking error.1   
 
The CalPERS Board concluded, after considerable analysis, that it would be 
inconsistent with the Board’s constitutional fiduciary duties of prudence and 
loyalty if the CalPERS Board were to impair retirement plan investment 
performance (that is, by incurring costs of divestment) to achieve the goals of the 
Iran Act because those very laudable goals -- of encouraging Iran to end its 
support for terrorism and improve its human rights records -- have nothing to do 
with administering CalPERS’ retirement plans or enhancing the performance of 

                                                 
1 Excluding the multinational companies subject to divestment under the Iran Act creates additional “risk” 
in the CalPERS portfolio.  This “risk” refers to a portfolio management concept called “tracking error.”  
Tracking error is created any time a portfolio is structured in any way different (in terms of constituents or 
security weighting) from the benchmark used to derive the target asset allocation for the portfolio.  The 
impact of tracking error on the portfolio can be used to calculate the potential for investment performance 
differences.  Using all available techniques to minimize the risk and return effects of divestment still 
leaves sufficient risk that could cause performance differences as high as +/- $127 million to +/- $194 
million, according to Wilshire Consulting’s report. 
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the retirement funds CalPERS invests.  According, the CalPERS Board, based 
on thoughtful and well-considered analysis, determined that it presently cannot 
both divest and fulfill its fiduciary responsibility to CalPERS’ members; and that 
faced with this choice, CalPERS’ fiduciary duty must prevail. 
 
Reporting Requirements of Section 7513.7(i)(6) – Detailed Summary of 
Investments Transferred to Funds or Accounts Devoid of Companies with 
Business Operations in Iran as Described in Section 7513.7(f) 
 
CalPERS has made no such investment transfers for the reasons set forth above 
(in response to the reporting requirement under section 7513.7(i)(4)). 
 
Reporting Requirements of Section 7513.7(i)(7) – Annual Calculation of 
Costs or Investment Losses or Other Financial Results Incurred in 
Compliance with the Provisions of the Iran Act 

 
CalPERS has not incurred any divestment costs or losses.  Of course, CalPERS 
has incurred substantial expense in complying with the provisions of the Iran Act 
as a result of its engagement of an external research group to identify companies 
that meet the criteria of the Iran Act, its external pension consultant to calculate 
the cost and assess the impact on CalPERS risk and return profile if CalPERS 
were to divest its shares in the Covered Companies, and external fiduciary 
counsel.  In addition, CalPERS has invested significant staff time and resources 
in complying with the Iran Act. 
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a 
Investment Office 
P.O. Box 2749 
Sacramento, CA 95812-2749 
Telecommunications Device for the Deaf - (916) 795-3240 
Telephone: (916) 795-9672; FAX (916) 795-2842 
 
October 19, 2009       Via Overnight Courier 
 
 
Fu Chengyu  
Chairman of the Board & Chief Executive Officer  
CNOOC  
No. 25 Chaoyangmenbei Dajie  
Dongcheng District 
100010, P.R. China  
 
Dear Fu Chengyu, 
 
I would like to introduce myself as the new Senior Portfolio Manager within 
Global Equity where I head up the Corporate Governance Program. I am writing 
to you on behalf of the California Public Employees’ Retirement System 
(CalPERS), the largest public pension system in the U.S., managing 
approximately $200 billion in assets. We manage retirement and health benefits 
on behalf of nearly 1.5 million members. The CalPERS Board has an over-riding 
fiduciary responsibility to its members under which we engage with our portfolio 
companies on a range of issues important to long term risk management and 
value creation. We are also required by the California Public Divest from Iran 
Act (“Iran Act”) to monitor our portfolio carefully and report on companies doing 
business in Iran.  
 
To that end, we are asking for you to update us on your progress in light of the 
prospects of further sanctions, with the growing instability and controversial 
elections in Iran. These developments have made it urgent for us to receive an 
update on your Boards’ Approach to reviewing and addressing risks that pertain 
to CNOOC.  
 
On July 10, 2009, we contacted Xiao Zongwei of your subsidiary, CNOOC 
Limited (see Attachment 1), who directed us to contact you regarding our query. 
As CNOOC has been identified as a company with business activity in Iran, it is 
with great appreciation that we request a response detailing your company’s 
current business operations in Iran. 
 



Iran Related Investments – Legislative Report 
February 22, 2010 
Page 24 of 26 

 
 
 
On October 14, 2007, Governor Schwarzenegger signed into law California 
Assembly Bill No. 221, Section 7513.7 (www.legislature.ca.gov), the California 
Public Divest from Iran Act, (“the Iran Act”), which prohibits CalPERS from 
investing in companies with business operations in Iran (as defined in the 
legislation) that have not taken Substantial Action. Substantial Action in the 
legislation is defined as a significant enough boycott of the Iran government, 
curtailment of business in Iran, sale of Iran assets, equipment, or real and 
personal property, or humanitarian efforts by the company in Iran.  
 
Also, as you know, the Iran Act includes an exception for “a company that 
promotes health, education, or journalistic, religious, or welfare activities in 
Iran.” If you could provide information regarding your company’s charitable 
contributions and humanitarian activities, we would be grateful.  
 
We appreciate your attention to this and request a response by December 31, 
2009, so that we may update the CalPERS Board at its next scheduled meeting. 
Please let us know if a telephone call or meeting with you and the appropriate 
representatives of your company would be helpful to assist in addressing our 
requests.  
 
Should you have any questions or would like to schedule a telephone 
discussion and/or a meeting, please feel free to contact me or Sheila Halousek 
at (916) 795-2954 or Sheila_Halousek@calpers.ca.gov. 
 
Sincerely, 
 
 
 
Anne Simpson 
Senior Portfolio Manager 
Corporate Governance, Global Equity  
(916) 795-9672 
 
cc:  CNOOC Board of Director 

                   CalPERS File 
   
Enc:  California Public Divest from Iran Act, Statue 7513. 

http://www.legislature.ca.gov/
mailto:Sheila_Halousek@calpers.ca.gov
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a 
Investment Office 
P.O. Box 2749 
Sacramento, CA 95812-2749 
Telecommunications Device for the Deaf - (916) 795-3240 
Telephone: (916) 795-9672; FAX (916) 795-2842 
 

亲爱的傅成玉先生: 

 

         我是全球股票投资总部新来的高级基金经理, 主管公司治理部. 

我现代表加州公务员退休系统(CalPERS)联系您. CalPERS是美国最大的公立养老基金, 

管理大概2000亿美元资产. 我们代近150万委托人管理他们的退休和健康福利. CalPERS 

董事会有受托责任监管所投资公司, 

并且关注影响公司长期风险管理和价值创造的重要因素. 应加州有关机构(California Public 

Divest from Iran Act)委托, 我们认真监控我们投资的公司并报告与伊朗有商业来往的公司. 

 

因此,面临伊朗越来越不稳定的局势和有争议性的选举,我们请求您及时通知我们你们
相关政策的发展和变化. 对于我们而言, 

伊朗的不稳定局势使得及时了解你们董事会如何发现和控制CNOOC Ltd. 

相关的风险变得紧急. 

 

我们最近联系了中国海洋石油有限公司(CNOOC) 的肖宗伟先生 [请见附件1]. 

CNOOC Ltd. 让我们联系你们.由于CNOOC已经被认为与伊朗有商业往来, 

如果我们能得知贵公司现在在伊朗的商业运作的详细情况, 我们将不胜感激. 

 

         2007年10月14日, 施瓦辛格州长签署了加州第221号法案, 章节7513.7 

(www.legislature.ca.gov), “the California Public Divest from Iran Act”, 

简称伊朗行动.该行动禁止CalPERS投资在伊朗有商业运作的公司 (按法案规定), 

除非该公司进行了实质性行动. 

实质性行动在法案内被定义为实质性地抵制与伊朗政府的贸易,减少在伊朗的商业规模,销
售在伊朗的资产,设备,或是房地产或私人财产,或是支持在伊朗的人道主义行为. 

 

http://www.legislature.ca.gov/
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而且,如你们所知, “Iran Act” 对特定公司提供例外: 

“推进伊朗的健康,教育,或新闻,宗教, 或是福利活动的公司”. 

如果你们能提供关于贵公司的慈善贡献和人道主义活动的信息,我们将不胜感激. 

 

我们感谢您对此的注意并希望您在2009年12月31日前进行回复,这样一来我们就可以
在下次董事会上提供进一步信息. 

如果您觉得电话或会见您或贵公司的代表能有助于满足我们的要求,请告诉我们. 

 

        如果您有任何问题,或是您想进行电话会议或会见,请联系 Sheila Halousek. 

她的电话号码是: 916 795-2954, 她的电子邮件地址是: Sheila_halousek@calpers.ca.gov. 

          

真诚的, 

 
 
 
Anne Simpson 

高级基金经理, 全球股票投资总部公司监管部 

         2009年10月19日 

 
 
 

mailto:Sheila_halousek@calpers.ca.gov


 

 
Michael C. Schlachter, CFA 

Managing Director & Principal 
January 31, 2010  
 
                                    
Mr. Eric Baggesen 
Senior Investment Officer for Global Equities 
California Public Employees’ Retirement System 
400 P Street 
Sacramento, CA  95814 
 
Re:  Iran Divestment Analysis 
 
Dear Eric, 
 
This document responds to your request for a summary of the impact of the divestment of 
Iran-related securities by the Global Equity portfolios. 
 
Bear in mind that this paper does not pass judgment or comment on the political, social, 
health, or moral merits of the divestment of Iran-related securities but simply estimates 
the gain or loss to the CalPERS investment portfolio. 
 
 
Summary of Findings 
 
Projected Transactions Costs of Iran Divestment 

 High Estimate:  -$23.32 MM 
 Low Estimate:  -$5.83 MM 

 
Projected Annual Impact of Iran Divestment / Exclusion (Assuming Optimized 
Reinvestment) 

 1 in 5 Years:  ± $127 MM 
 1 in 10 Years:  ± $163 MM 
 1 in 20 Years:  ± $194 MM 

 
 
Proposed Iran Divestment 
 
This section recaps work previously performed for CalPERS.   
 
In the summer of 2009 and December 2009, Wilshire calculated the costs and tracking 
error associated with the proposed divestment of Iran-related securities.  Based on work 
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previously performed by Staff, 26 securities were identified as having substantial Iran-
related business activities.   
 
Using index data as of November 30, 2009, Wilshire performed a variety of calculations, 
including the estimated transactions costs of divestment and reinvestment of proceeds, 
and the possible tracking error (excess risk) that may occur from excluding prohibited 
securities.  All calculations were performed using Wilshire’s Atlas GR6 global risk 
model, a software system that is generally recognized as an industry-leading risk 
calculation package. 
 
Wilshire currently creates for CalPERS a custom global equity benchmark that blends the 
a custom FTSE index for non-US securities with a custom Wilshire 2500 index for US 
equities.  This benchmark was used as a proxy for the complete global equity opportunity 
set. 
 
We then calculated the fraction of the custom global index comprised by these 45 
securities. 
 
Iran Results 
 
We calculated that the prohibited 24 Iran-only related securities comprise 1.06% of the 
benchmark ($1.166B of a $110B global benchmark). 
 
If the 24 securities are sold and the proceeds are simply reinvested proportionately across 
all remaining securities in the index, we calculate that the resulting tracking error is 
expected to be 0.15%.  This means that in approximately 2 out of 3 years, the 
performance of the portfolio relative to the benchmark will not vary by greater than 
0.15% solely as a result of these exclusions.  On a base of $110B, the risk to the portfolio 
is expected to lead to a performance discrepancy greater than: 
 

‐ $212 million 1 out of every 5 years (1.282 standard deviations) 
‐ $271 million 1 out of every 10 years (1.645 standard deviations) 
‐ $323 million 1 out of every 20 years (1.960 standard deviations) 

 
If the proceeds of the sale of Iran-restricted securities are reinvested in the remaining 
names in an optimal way (the optimizer is constrained to make no other sales; i.e. "buy 
only"), the expected annual tracking error is 0.09%.  On a base of $110B, the risk to the 
portfolio is expected to lead to a performance discrepancy greater than: 
 

‐ $127 million 1 out of every 5 years (1.282 standard deviations) 
‐ $163 million 1 out of every 10 years (1.645 standard deviations) 
‐ $194 million 1 out of every 20 years (1.960 standard deviations) 
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In allowing for optimal reinvestment, the above optimization achieved a 6 basis-point 
reduction in expected tracking error versus the proportional reinvestment case (from 
0.15% to 0.09% TE, or a 40% reduction).  Neither the optimization model or a stratified 
sampling approach were successful in further reducing the level of expected tracking 
error.  This appears to be the result of the large number of securities in the custom 
benchmark (9,000+) and the relatively small exposure (1.06%) to restricted 
securities.  Under these conditions, neither the optimization (QP) nor stratified sampling 
(LP) have been able to find solutions that yield lower expected tracking error.  This is 
true for the Sudan and Combined Iran/Sudan restrictions as well. 
 
In order to optimize the portfolio as described above, the following trades are required: 
 

‐ Sales: 24 securities totaling $1.166B 
‐ Purchases: 174 securities totaling $1.166 B  
‐ Total: 198 securities totaling $2.332B 

 
At the levels of assumed total transaction costs specified below (commission, spread, 
market impact), the expected cost of the required transactions would be as listed (note: 
the 0.50% cost estimate is likely the most representative of the average cost for purchases 
and sales, as the cost to purchase is expected to be near the 0.25% level, while the cost to 
sell restricted securities is more likely to be at the higher 1% level.  If liquidations were 
required to occur quickly – i.e. in a single day – the costs of sales would likely be higher 
than 1%, making the overall roundtrip cost estimate more likely to migrate towards the 
1% figures shown below): 

 
‐ At 0.25% cost (conservative for non-US securities), the total expected cost would 

be $5.830 million. 
‐ At 0.50% cost (moderate for non-US securities), the total expected cost would be 

$11.660 million. 
‐ At 1.00% cost (realistic for illiquid non-US securities), the total expected cost 

would be $23.320 million. 
 
Conclusion 
 
The generally accepted academic argument is that limiting the opportunity set for 
investments has a deleterious impact on performance over long periods of time.  Over a 
market cycle, a portfolio that can choose from all 500 stocks in the S&P 500 should 
outperform one that can only select from 450 stocks.  The analyses contained in this 
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report generally indicate that excluding any security can have an impact on tracking error 
and performance. 
 
Any investor who wishes to divest from certain securities or exclude certain securities 
should therefore weigh the political, social, or moral benefits of such exclusions against 
the possible cost of owning a suboptimal portfolio. 
 
If you have any additional questions, please do not hesitate to contact me. 
 
Sincerely, 

 
Michael C. Schlachter, CFA 
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