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THE GENERAL ASSEMBLY OF PENNSYLVANIA

SENATE BILL
No. 1279 %%

| NTRODUCED BY FUMO, ORI E, RAFFERTY, KITCHEN, FONTANA, STACK
BOSCOLA, LOGAN, WASHI NGTON, PIPPY, C. WLLIAMS, HUGHES,
DI NNI VAN, O PAKE, BROWNE, TARTAGLI ONE, PILEGE , ElI CHELBERGER
SCARNATI, PI CCOLA, LAVALLE, GREENLEAF AND COSTA,
FEBRUARY 14, 2008

REFERRED TO FI NANCE, FEBRUARY 14, 2008
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AN ACT
Providing for divestiture by the State Enpl oyees' Retirenent
System and the Public School Enployees' Retirenment System of
i nvestnments in conpani es doing business in Iran's petrol eum
energy sector.
The General Assenbly of the Conmonweal th of Pennsyl vani a
her eby enacts as foll ows:
Section 1. Short title.
This act shall be known and nmay be cited as the Protecting
Pennsyl vani a' s I nvestnents Act.
Section 2. Findings and decl arati ons.
The CGeneral Assenbly finds and declares as foll ows:
(1) In 2001, the United States Securities and Exchange
Commi ssion determ ned that conpanies with business operations
in terrorist-sponsoring states are exposed to a special-risk
category known as G obal Security Risk, which is the risk to

share val ue and corporate reputation stemming fromthe

intersection of a publicly traded conpany's international



© o0 N oo o A~ wWw N P

N ORNN N RN NN N NN R B P B R R R R R
© O N o U~ W N B O © 0 N 0o o M W N B O

30

busi ness activities and security-rel ated concerns, such as
terrori smand weapons proliferation.

(2) In response to the financial risk posed by
i nvestnments in conmpani es doi ng business with a state that
sponsors terrorists, the Securities and Exchange Comm ssion
established its Ofice of 3 obal Security Risk to provide for
enhanced di scl osure of material information regarding such
compani es.

(3) According to a fornmer chair of the Securities and
Exchange Conmi ssion, the fact that a foreign conpany is doing
mat eri al business with a country, governnent or entity on the
O fice of Foreign Assets Control's sanctions list is, in the
Securities and Exchange Comm ssion staff’'s view,
substantially likely to be significant to a reasonabl e
i nvestor's deci sion about whether to invest in that conpany.

(4) A 2006 report by the United States House of
Representatives states that "a conpany's association with
sponsors of terrorismand human rights abuses, no matter how
|arge or small, can have a materially adverse result on a
public conpany's activities, financial condition, earnings,
and stock prices, all of which can negatively affect the
val ue of an investnent."

(5) Iran tops the United States State Departnent's |i st
of state sponsors of terrorism funding such groups as Hamas,
Hi zbal | ah and Islam c Jihad, as well as fueling the
insurgency in lrag via its Al -Quds force.

(6) The United States inposed sanctions on Iran by
designating the Islam c Revolutionary Guard Corps, its al-
Quds Force and three state-owned banks as weapons

proliferators and supporters of terrorism
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1 (7) The United Nations Security Council has tw ce voted
2 unani nously to i npose sanctions on Iran for its failure to

3 suspend its uraniumenrichnent activities, calling for an

4 addi ti onal enbargo on Iranian arns exports, which would

5 result in a freeze on assets abroad of an expanded |ist of

6 i ndi vi dual s and conpanies involved in Iran's nuclear and

7 ballistic mssile prograns, and calling for nations and

8 institutions to bar new grants or loans to Iran except for

9 humani t ari an and devel opnent al pur poses.

10 (8) Foreign entities have invested in Iran's petrol eum
11 energy sector despite United States and United Nations

12 sanctions agai nst Iran.

13 (9) Al entities that have invested nore than

14 $20, 000, 000 in any given year in Iran's energy sector since
15 August 5, 1996, are subject to sanctions under United States
16 | aw under the Iran and Libya Sanctions Act of 1996 (Public
17 Law 104-172, 110 Stat. 1541).

18 (10) The United States renewed the Iran and Libya

19 Sanctions Act of 1996 in 2001 and 2006.
20 (11) It is a fundanmental responsibility of the
21 Commonweal th to deci de where, how and by whom fi nanci al
22 resources in its control should be invested, taking into
23 account nunerous pertinent factors.
24 (12) Divestiture should be considered with the intent to
25 i nprove investnent performance and, by the rules of prudence,
26 fiduciaries nmust take into account all relevant substantive
27 factors in arriving at an investnent decision.
28 (13) The Commonweal th is deeply concerned about
29 investnments in publicly traded conpani es that have
30 investnments in lran's petrol eumenergy sector as a financi al
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1 ri sk to sharehol ders.

2 (14) By investing in publicly traded conpani es having

3 investnments in lran's petrol eumenergy sector, the

4 Commonweal th's State Enpl oyees' Retirenment System and Public
5 School Enpl oyees' Retirenment Systemare putting the funds it
6 oversees at substantial financial risk.

7 (15) Divestiture frommarkets that are vulnerable to

8 enbargo, loan restrictions and sanctions fromthe United

9 States and the international comunity, including the United
10 Nations Security Council, is in accordance with the rules of
11 prudence.

12 (16) The Ceneral Assenbly finds that this act should

13 remain in effect only insofar as it continues to be

14 consi stent with and does not unduly interfere with the

15 foreign policy of the United States as determ ned by the

16 Federal Governnent.

17 (17) To protect the Commonweal th's assets, it is in the
18 best interest of the Comonwealth to enact a statutory

19 prohi bition regarding the investnents nmanaged by the State
20 Treasurer, the State Enployees' Retirement System and Public
21 School Enpl oyees' Retirenment System doing business in Iran's
22 petrol eum ener gy sector.
23 Section 3. Definitions.
24 The foll ow ng words and phrases when used in this act shal
25 have the nmeanings given to themin this section unless the
26 context clearly indicates otherw se:
27 "Board." As defined in 71 Pa.C.S. Pt. XXV (relating to
28 retirenent for State enployees and officers) or 24 Pa.C. S. Pt
29 1V (relating to retirenment for school enployees).
30 "Conpany." Any sole proprietorship, organization,
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1 association, corporation, partnership, joint venture, limted
2 partnership, limted liability partnership, limted liability
3 conpany or other entity or business association that exists for
4 the purpose of making a profit.

5 "Direct holdings." Al securities of a conmpany that are held
6 directly by the public fund or in an account or fund in which
7 the public fund owns all shares and interests.

8 "Governnment of lran."”™ The governnment of Iran and its

9 instrunmentalities and conpani es owned or controlled by the

10 governnment of Iran.

11 "I nactive business activities.”" The continued hol ding or
12 renewal of rights to property previously operated for the

13 purpose of generating revenues but not presently depl oyed for
14 that purpose.

15 "Indirect holdings.” Al securities of a conpany that are
16 held in an account or fund, such as a nutual fund, nanaged by
17 one or nore persons not enployed by the public fund, in which
18 the public fund owns shares or interests together w th other
19 investors not subject to the provisions of this act.
20 “Iran.” The Islamc Republic of Iran.
21 "List." The scrutinized conpanies with activities in the
22 lran petrol eumenergy sector |ist.
23 "Petroleumresources.” Petroleum or natural gas.
24 "Public fund.” Any of the foll ow ng:
25 (1) The State Enployees' Retirenent Fund established
26 pursuant to 71 Pa.C.S. Pt. XXV (relating to retirenment for
27 St at e enpl oyees and officers).
28 (2) The Public School Enpl oyees' Retirenent Fund
29 established pursuant to 24 Pa.C.S. Pt. IV (relating to
30 retirement for school enployees).
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(3) Any Commonweal th fund adm ni stered by the State

Treasurer.

"Scrutinized business activities." Business activities that
have resulted in a conpany becom ng a scrutinized conpany.

"Scrutinized conpany.” Any conpany that has, w th actual
know edge, on or after August 5, 1996, nmade an investnent of at
| east $20,000,000 in lran in any 12-nmonth period and which
directly or significantly contributes to the enhancenent of
Iran's ability to devel op the petrol eumresources of Iran.

"Substantial action specific to Iran.” Adopting, publicizing
and inplementing a formal plan to cease scrutinized business
activities wwthin one year and to refrain fromany such new
busi ness activities.

Section 4. Identification of conpanies.

(a) Best effort.--Wthin 30 days after the effective date of
this section, the public fund shall make its best effort to
identify all scrutinized conpanies in which the public fund has
direct or indirect holdings. The public fund shall, at a
mnimum review and rely, as appropriate in the public fund's
j udgnment, on publicly available information regardi ng conpani es
t hat have invested nore than $20, 000,000 in any given year since
August 5, 1996, in Iran's petroleumenergy sector, including
i nformati on provided by nonprofit organizations, research firnms,
i nternational organizations and governnent entities.

(b) Assenbly.--By the first neeting of the public fund
foll owi ng the 30-day period under subsection (a), the public
fund shall assenble all scrutinized conpanies into a scrutinized
conpanies with activities in the Iran petrol eum energy sector
list.

(c) Update.--The public fund shall, fromthe effective date
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of this section, annually update and make publicly avail able the
| ist based on evolving information from anobng ot her sources,
those |isted under subsection (a).

Section 5. Required actions.

(a) Procedure.--The public fund shall adhere to the
procedures under this section for assenbling conpanies on the
list.

(b) Engagenent. - -

(1) For each conpany in which the public fund has direct
hol dings, it shall send a witten notice informng the
conpany of its scrutinized conpany status and that it may
beconme subject to divestnment by the public fund. The notice
must informthe conpany of the opportunity to clarify its
Iran-related activities and encourage the conpany, within 90
days of the date of receipt of the notice, to cease its
scrutini zed business activities or convert the activities to
i nactive business activities in order to avoid qualifying for
di vestment by the public fund. The notice shall be sent no
| ater than 120 days after the effective date of this section.

(2) If, within 90 days of the date of receipt of the
noti ce under paragraph (1), the conpany announces by public
di scl osure substantial action specific to Iran, the public
fund may maintain its direct holdings, but the conmpany shal
remain on the list pending conpletion of its cessation of
scrutini zed business activities.

(c) Divestnent.--

(1) If, after 90 days following the effective date of
recei pt of the notice under subsection (b)(1), the conpany
has not announced by public disclosure substantial action

specific to Iran or the public fund determ nes or becones
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aware that the conpany continues to have scrutinized business

activities, the public fund, within nine nonths after the

expiration of the 90-day period, shall sell, redeem divest
or withdraw all publicly traded securities of the conpany
fromthe public fund s direct hol dings.

(2) If the public fund determ nes or becones aware that
a conpany that ceased scrutinized business activities
fol | owi ng engagenent under subsection (b) has resuned the
activities, the public fund shall send a witten notice to
t he conpany under subsection (b) and the conpany shall be
i mredi ately reintroduced onto the I|ist.

(3) The public fund shall nonitor the scrutinized
conpany that has announced by public disclosure substanti al
action specific to Iran and, if after one year the public
fund determ nes or becones aware that the conpany has not
i npl enmented the plan, within six nonths after the expiration
of the one-year period shall sell, redeem divest or w thdraw
all publicly traded securities of the conpany fromthe public
fund's direct holdings and the conpany shall be i mediately
rei ntroduced onto the |ist.

(d) Prohibition.--The public fund may not acquire securities
of conpanies on the I|ist.

(e) Excluded securities.--Subsections (c) and (f) shall not
apply to the public fund' s indirect holdings. The public fund
shall submt letters to the managers of any managed i nvest nent
funds containing conpanies on the list that the nmanagers
consi der renoving the conpanies fromthe fund or creating a
simlar actively managed fund having indirect hol dings devoi d of
the conpanies. If the manager creates a simlar fund devoid of

the securities, the board or the State Treasurer, as applicable,
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shall determne, within six nonths of a fund's creation, whether
to replace all applicable investnents with investnments in the
simlar fund in an expedited time franme, consistent with prudent
i nvesting standards. For the purposes of this subsection, a
private equity fund is deenmed to be an actively nmanaged

i nvest nent fund.

(f) Further exclusions.--Notw thstanding any other provision
of this act, the public fund, when discharging its
responsi bility for operation of a defined contribution plan,
shal | engage the nmanager of the investnment offerings in the
pl ans requesting that they consider renoving scrutinized
conpanies fromthe investnent offerings or create an alternative
i nvestnment offering devoid of scrutinized conpanies. If the
manager created an alternative investnment offering and the
offering is deenmed by the public fund to be consistent with
prudent investor standards, the public fund shall consider
i ncluding the investnent offering in the plan.

Section 6. Reporting.

(a) Duty of public fund.--The public fund shall, within 30
days of the creation of the list, provide a report to the
Governor, the President pro tenpore of the Senate, the Speaker
of the House of Representatives and each nenber of the boards of
the State Enpl oyees' Retirement System and Public Schoo
Enpl oyees' Retirement Systemthat includes the itens required
under subsection (b). The report shall be nade available to the
publi c.

(b) Contents.--The report under subsection (a) shall include
the list and all of the follow ng:

(1) A sunmary of correspondence with conpani es engaged

by the public fund under section 5.
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(2) Al investnents sold, redeened, divested or
wi t hdrawn in conpliance with section 5(c).

(3) Al prohibited investnments under section 5(d).

(4) Any progress nade under section 5(e).

(5 Alist of all publicly traded securities held
directly by the Commonweal t h.

Section 7. Expiration.

(a) Notice.--The Secretary of the Commonweal th shall submt
to the Legislative Reference Bureau for publication in the
Pennsyl vania Bulletin notice of the occurrence of any of the
fol | ow ng:

(1) The President or the Congress of the United States
affirmatively and unanbi guously stating that the governnent
of Iran has ceased to pursue weapons of nass destruction and
support international terrorism

(2) The United States revoking all sanctions inposed
agai nst the governnent of Iran.

(3) The President and the Congress of the United States
affirmatively and unanbi guously decl aring that nandatory
di vestment of the type provided for under this act interferes
with the conduct of United States foreign policy.

(b) Expiration.--This act shall expire on the date of the
publication of notice under subsection (a).

Section 8. Conflict with other |aws.

The public fund may perform any action necessary to conply
with this act, notw thstanding the provisions of any other |aw.
Section 9. Severability.

If any provision of this act or its application to any person
or circunstances is held invalid, the invalidity shall not

af fect other provisions or applications of this act that can be
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1 given effect without the invalid provision or application.
2 Section 20. Effective date.

3 This act shall take effect inmediately.
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