
SENATE COMMITTEE ON APPROPRIATIONS 
Senator Anthony Portantino, Chair 

2021 - 2022  Regular  Session 

SB 457 (Portantino) - Public employee retirement systems:  investment portfolios:  
divestment from Turkey 

 
Version: February 16, 2021 Policy Vote: L., P.E. & R. 4 - 1 
Urgency: No Mandate: No 
Hearing Date: May 3, 2021 Consultant: Robert Ingenito 

 

Bill Summary:  SB 457 would require the California State Teachers Retirement System 

(CalSTRS) and the California Public Employees Retirement System (CalPERS) to offer 
to any school district or contracting city employer an investment portfolio option that 
does not contain investment vehicles issued or owned by the government of the 

Republic of Turkey. 

Fiscal Impact: 

 CalSTRS indicates that it would incur unknown but significant one-time and ongoing 

costs, ranging from hundreds of millions of dollars to $1 billion, for (1) significant 
reprogramming of and associated delays to its new pension administration system, 
and (2) increased staffing and workload for its Investments and Actuarial Resources 

Division. 
 

 CalPERS has yet to quantify its costs from the bill, but indicates that it would result 
in significant one-time and ongoing administrative expenses to develop and maintain 

a separate investment trust fund option that does not include investments related to 
the government of Turkey for requesting school employers and cities. 
 

 CalSTRS and CalPERS may incur opportunity costs if alternative investments 
resulting from the bill do not generate similar or greater investment returns than 

otherwise would have occurred. Any resulting costs would be passed along to the 
State and employers in the form of higher defined benefit contributions. 

Background:  Under existing provisions of Section 17 of Article XVI of the California 

Constitution, as amended by Proposition 162 of 1992, the CalSTRS board and 

CalPERS board have plenary authority and fiduciary responsibility over the investment 
of retirement plan assets and are required to discharge their duties solely in the 

interests of the members and beneficiaries for the exclusive purpose of providing 
benefits.  The boards must invest the assets of the plan with care, skill and diligence of 
a prudent person engaged in a similar enterprise so as to maximize the investments 

and minimize the risk of loss.  The Constitution does allow the Legislature by statute to 
prohibit certain investments by a retirement board when it is in the public interest to do 

so and provided the prohibition satisfies the standards of fiduciary care and loyalty 
required of the retirement board. 

Measures have been enacted by the Legislature to prohibit certain investments by 

public pension funds.  For instance, AB 221 (Anderson, Chapter 671, Statutes of 2007) 
prohibits CalPERS and CalSTRS from investing in companies that have specified 
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energy or defense-related operations in Iran, AB 2941 (Koretz, Chapter 442, Statutes of 
2006) prohibits CalPERS and CalSTRS from investing public employee retirement 

funds in a company with business operations in the Sudan, as specified, and SB 185 
(De Leon, Chapter 605, Statutes of 2015) prohibits CalPERS and CalSTRS from 
investing public employee retirement funds in thermal coal companies. 

On April 24th, 2021, President Biden became the first United States president to officially 
recognize the massacre of Armenians under the Ottoman Empire as a genocide. 

Specifically, he released the following statement: 

“Each year on this day, we remember the lives of all those who died in the 
Ottoman-era Armenian genocide and recommit ourselves to preventing such an 

atrocity from ever again occurring. Beginning on April 24, 1915, with the arrest of 
Armenian intellectuals and community leaders in Constantinople by Ottoman 

authorities, one and a half million Armenians were deported, massacred, or 
marched to their deaths in a campaign of extermination. We honor the victims of 
the Meds Yeghern so that the horrors of what happened are never lost to history. 

And we remember so that we remain ever-vigilant against the corrosive influence 
of hate in all its forms. 

Of those who survived, most were forced to find new homes and new lives 
around the world, including in the United States. With strength and resilience, the 
Armenian people survived and rebuilt their community. Over the decades 

Armenian immigrants have enriched the United States in countless ways, but 
they have never forgotten the tragic history that brought so many of their 

ancestors to our shores. We honor their story. We see that pain. We affirm the 
history. We do this not to cast blame but to ensure that what happened is never 
repeated. 

Today, as we mourn what was lost, let us also turn our eyes to the future—
toward the world that we wish to build for our children. A world unstained by the 

daily evils of bigotry and intolerance, where human rights are respected, and 
where all people are able to pursue their lives in dignity and security. Let us 
renew our shared resolve to prevent future atrocities from occurring anywhere in 

the world. And let us pursue healing and reconciliation for all the people of the 
world.  

The American people honor all those Armenians who perished in the genocide 
that began 106 years ago today.”  

Current law (AB 1320, Nazarian) requires CalPERS and CalSTRS to divest from 

specified investments in Turkey and cease any further investment in Turkey, but these 
two actions are conditioned on the U.S. federal government imposing sanctions on 

Turkey for failing to officially acknowledge its responsibility for the Armenian Genocide. 

Proposed Law:   This bill would require CalSTRS to provide a school district an option 

to elect an investment portfolio that does not contain investment vehicles that are issued 
or owned by the government of the Republic of Turkey. The bill would extend the same 

provision to school districts and cities participating in CalPERS. 
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Related Legislation:   

 AB 1320 (Nazarian, Chapter 459, Statutes of 2019) prohibits the CalSTRS and 

CalPERS boards from making additional or new investments or renewing 
investments in Turkish investment vehicles, if a federal law is passed to impose 
sanctions on the government of Turkey for failure to officially acknowledge its 

responsibility for the Armenian Genocide, and requires divestment from such 
investments within 18 months of the passage of such a federal law, subject to the 

fiduciary duty of the boards. The bill also requires a report to the Legislature and 
provided for indemnification and repeal, as specified. 

 AB 1597 (Nazarian, 2018) would have prohibited the CalSTRS and CalPERS boards 

from making additional or new investments or renewing existing investments in any 
Turkish investment vehicle, immediately upon passage of a federal law imposing 

sanctions on Turkey for failure to acknowledge the Armenian Genocide, and would 
have required divestment from such investments within six months of the passage of 

such a federal law, subject to the fiduciary duty of the boards. The bill also would 
have required a report to the Legislature and provided for indemnification and 
repeal, as specified. This bill was vetoed by the Governor. 

 AJR 3 (Nazarian, Resolution Chapter 56, Statutes of 2017) designated 2017 as 
“State of California Year of Commemoration of the Anniversary of the Armenian 

Genocide of 1915-1923” and April 24, 2017, as the “State of California Day of 
Commemoration of the 102nd Anniversary of the Armenian Genocide of 1915-1923” 
and called upon the U.S. President and Congress to formally and consistently 

reaffirm the Armenian Genocide. 

 AB 1410 (Nazarian, 2015) would have sought to encourage the government of 

Turkey to acknowledge, and to reach resolution on reparations for survivors of, the 
Armenian Genocide by requiring CalSTRS and CalPERS to divest of any Turkish 
investment vehicle. The bill also would have required a report to the Legislature and 

provided for indemnification, as specified. This bill was held in the Assembly 
Appropriations Committee. 

Staff Comments:  CalSTRS currently has $2.2 million invested in currency and debt 

securities issued by the government of Turkey; additional exposure in global equity and 
infrastructure investments in which the government of Turkey is the majority owner are 

approximately $717,000 and $9.7 million, respectively. CalPERS data indicates that its 
holdings of Turkish government-controlled securities total $152 million.  

According to CalSTRS, this bill would require significant and costly modifications that 

would fundamentally change its operations. Because its defined benefit program serves 
multiple employers who share the costs, CalSTRS does not currently maintain a 

separate portfolio with a discrete value and asset allocation for each participating 
employer. Instead, the contributions made by employers and members are (1) pooled 
together, and (2) invested jointly in a single portfolio, with investment returns being 

credited to the system rather than to individual employer accounts. If employers had the 
option to elect a separate portfolio, CalSTRS notes that it would have to establish 

separate and distinct accounts to reflect each employer’s share of investment returns. 
Contributions and benefit payments would be credited and debited to individual 
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employer accounts, rather than the fund as a whole. Such requirements would require 
substantial and costly changes to CalSTRS’ new pension administration system. 

CalSTRS additionally notes that the bill also would require a redesign of the CalSTRS 
Funding Plan and could materially impact how CalSTRS performs its actuarial duties. If 
employer assets are separated in individual portfolios, employers would then be 

responsible for the funding of the retirement benefits of their employees only, resulting 
in varying funding levels across employers and varying contribution requirements. 

CalSTRS notes that this scenario is fundamentally incompatible with the existing 
funding plan. Separate portfolios would require separate actuarial valuations for each 
employer, which would require a significant increase in staffing and resources. 

Finally, CalSTRS concludes that separate investment portfolios could lead to significant 
increased costs for the State. Because school districts are not fiduciaries for the plan, 

they are not bound by the same legal responsibilities to preserve the assets of the plan 
and could make decisions that would decrease the returns to investment. If an employer 
ceased operations and had an increased unfunded liability due to their portfolio election, 

CalSTRS does not have statutory authority to collect from the employer the funds 
necessary to offset this employer-caused unfunded liability, and the State would be 

responsible for making up the difference. This bill would allow school districts to elect 
investment portfolios with increased risk and lower expected returns, and the State 
could incur the costs of that risk because it is the plan’s fiscal guarantor. 

CalPERS indicates that the bill’s cost drivers related to a separate trust fund option are 
(1) establishing a sound annual investment return target, (2) an appropriate asset 

allocation mix, (3) segregated accounting processes, (4) actuarial system changes, (5) 
new annual contributions rates for employers, (6) a contracting process for employers 
requesting to participate in the separate trust fund option, and (7) an additional layer of 

investment compliance monitoring. The increased workload would add costs, 
complexity, and risk to the work performed in its actuarial office, investment office, legal 

office, financial office, and the information and technology branch. CalPERS is still 
determining the precise figures. 

Both CalPERS and CalSTRS may incur opportunity costs as a result of this bill if 

suitable alternative investments are unavailable, or if such alternative investments do 
not provide an investment return that meets or exceeds those related to the government 

of Turkey. Under these scenarios, the potential result would be (1) an increase the 
pension systems’ unfunded liabilities, and (2) an increase in the State’s pension 
contributions. CalSTRS notes that, because of the multiple ways this bill would increase 

its administrative costs and potentially decrease investment returns, this bill would likely 
(1) increase both the employer and state contributions needed to achieve full funding by 

2046, and (2) increase the risk that its defined benefit program would not reach full 
funding by 2046. 

A 2015 analysis by Wilshire Associates found that previous divestment efforts have 

collectively reduced the present value of the CalPERS portfolio by up to an estimated 
$8.3 billion. 

-- END -- 


