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Subjiect: Filing of Emergency Rules

The Legislature's Performance Evaluation and Research Division in their performance
review report of the Board of Investments recommended restructuring the Enhanced Yield Pool
to achieve a higher return (see attachment 1 and attachment 2, recommendation 4). The Board of
Investments (Board} has also received inquiries from other State agencies about the possibility of
increasing the yield on this pool.

Current limits on the pool were adopted due to liquidity concerns that have long since
dissipated. The Board at their December §, 1995 board meeting approved changes to this pool.
The maturity length is extended from 3 years to 5 years and dollar weighted average-maturity
was changed from 1 year to 2 years. In order to comply with the Performance Evaluation and
Research Division's recommendation, we are requesting approval of these emergency rules.
This should allow for an immediate increase in the earnings for this pool. Otherwise, the
opportunity to increase the eamnings will have to wait until the rules are considered by the 1997
Legislafure.

Therefore, the only change to the current rule was section 5.2 (d). This section was
changed to allow for implementing the above described change.

As required by the procedures for filing emergency rules, attached are the required
forms. If vou need any additional information, please call Jerry Simpson of my staff.




Effect of Excess Liquidity Attachment 1

Large liquid balances that can be invested in longer term assets will generally earn a
higher rate of return than repo rates. Generally speaking, the longer the average maturity of the
portfolio, the higher the rate of return, Table 6 illustrates this using information from the BOI’s
quarterly reports.

The BCI has two pools within the Conselidated Operating Fund that are structured as
money market funds, the Cash Liguidity Pool and the Government Money Market Pool. The
guidelines for investing thess pools are the same, investments are limited to purchases of
securities with remaining marturities not greater than 397 days and the dollar weighted-average
maturity of the securities may not exceed 90 days.

Table ¢ illusates that even within a money market structure investing with longer average
maturity can result in higher yields in the long run. The Cash Liquidity Pool had an average
marurity of 16 days from March 1993 to April 1995, The average total retwrn during that time
for the pocl was 4.05%. Over the same period, the Government Money Market Pool had an
average maturity of 52 days, and an average total return of 4.15%. The Enhanced Yield Pool
is structured to have an average maturity longer than the money market structure, When the
enhanced yield rates are compared with the money market pools, the result is similar. Over the
period between July 1954 and April 1995, the Enhanced Yield had an average maturity of 151
days compared to 66 days for the Government Money Market and 39 davs for the Cash Liguidity
Pool. The average total return for the Government Money Market Pool was higher than the Cash
Liquidity Pool by 12 basis poinis and the Enhanced Yield Pool was higher by 23 basis points.

There is a sizable amount of earnings to be gained from achieving 25 basis points more
each vear on invesuments. The PERD argues that 25 basis points is the minimum amount of
lower earnings. Twenty-five basis points represent $250,000 in earnings per $100 million
invested. Since the state invests several hundred million dollars in the Cash Liguidity Pocl, and
repo balances are too high for pension funds, the loss of eamnings can easily add up to a few
miilion doilars.

Furthermore, the PERD believes the earnings are iower by more than 25 basis points. Not
only is it possible for the BOI to invest with a longer average maturity within the monev market
struerure, the PERD believes that a pertion of the excess liguidity could be investad in a structure
that has a longer average maturity than the Enhanced Yield Pool.

Conclusion

In conclusion, the PERD contends that the BOI has invested too much of the State’s funds
in cash-equivalent assets. The rate of return could be higher if the BOI's rules allowed the
Consolidated Operating Fund 10 have an average maturity greater than the current 90 days.
Current niles restrict most of the State’s funds to money market rates. The amount of lost
earnings to the State is likelv a few million per year.
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Recommendation 1
Attachment 2
The BOI should work with the Legislative Auditor’s Budger and Fiscal Affairs Division
to develop annual projections of daily cash flow for the General Revenue Fund for the upcoming
fscal year, Thereafter, the BOI will develop these projections on its own. These 12 month
projections should then be made available to advisors every month,

Recommendation 2

The BO! shouid consider giving advisors more specific guidelines that reflect the BOI's
objectives for the Consolidated Operating Fund overall. The BOI should provide advisors
specific information on whar levels of liguidiry the BOI desires, how much of a liguidity cushion
is needed, and specific ranges of average marturities within the pool’s structure, instead of giving
only the top maturiry limit. The performance measures may need to be adjusted periodically if
specific guidelines preciude the possibility of the advisor meeting the performance measures.

Recommendation 3

The BOI should consider rule charges that aliow the Consclidared Operating Fund to be
invested berween the guidelines of a money market structure and a mutual fund structure.

Recommendation 4

The BO! should consider restructuring the Evhanced Yield Pool to achieve a higher
enhanced yield The BOI should also consider increasing the amount within the Enhanced Yield
Pool from the current level of 325 million.

Recommendation 5

The Legisiature should consider amending WVC §5-10D-4 to require the actuary for the
pension funds to provide the BOI with monthly projections of withdrawals and contributions for
the fiscal year for each pension plan. In addition, the amendment should include the requirement
thar the projections be updared each quarter or more frequently if necessary. The actuary
currently projects annual contributions and benefit payments for the pension fimds.

Recommendarion 6

The Legislature should consider amending WVC $3a-2-11 to require the Department of
Administrarion to provide the BOI with its monthly revenue projections. The Legislature should
also consider reguiring the Department of Administration to project daily revenue flows for the
General Revenue Fund, :
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WEST VIRGINIA ADMINISTRATIVE REGULATIONS
West Virginia State Board of Investments

Chapter 12-6

Series I

Subject: Rules for the Administration of the Consolidated Fund by the West Virginia State
Board of Investments. )

Section 1. General

1.1. Scope - These rules implement the provisions of West Virginia Code §12-6-1 et seq.
relating to the Consolidated Fund established by §12-6-8(b).

1.2, Authority - West Virginia Code §12-6-5 and §12-6-8.

1.3. Filing Date -

1.4. Effective Date -

1.5. Repeal of Former Rule - This legislative rule repeals and replaces West Virginia 113
CSR1 "Rules For the Administration of the Consolidated Fund by the West Virginia Board of
Investments” filed May 17, 1991 and effective May 17, 1991,

1.6. Purpose - The general purpose of these rules is to aid in the implementation of the
legislative findings and purpose set forth in the West Virginia Code §12-1-1, wherein the West
Virginia State Board of Investments and the Treasurer are authorized to develop and maintain
modern systems, consistent with sound financial practices, for the collection, disbursement,
management and investment of public moneys. These rules and regulations implement such
legislative intent by prescribing procedures for the administration of the Consolidated Fund by
the Board and participation in the Consolidated Fund by State agencies (other than pension

funds) and local governments.
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Section 2. Definitions

For purposes of these rules, unless a different meaning clearly appears from the context:

"Board" means the West Virginia State Board of Investments;

"Code" means the West Virginia Code of 1931, as amended,;

"Consolidated Fund" means the investment fund managed by the Board and established
pursuant to the West Virginia Code §12-6-8;

"Local Government” means and includes & county, municipality, or any agency,
authority, board, commission or instrumentality of a county or municipality, police officers'
pensions and relief funds, fire fighters' pension and relief funds, and regional councils created
pursuant to the provisions of West Virginia Code §8-23-1 et. seq,;

"Local Government Account” means the special account for the commeon investment of
local government funds within the Consolidated Fund established pursuant 1o West Virginia
Code §12-6-8(b);

"Participant” means all State agencies, local governments and other entities or individuals
investing moneys or assets with the Consolidated Fund;

"Securities” has the same meaning set forth in West Virginia Code §12-6-2;

“Select U. 8. Government Agency Obligation" means any evidence of indebtedness
issued by any of the following: the Government National Mortgage Association (GNMA), and
Resolution Trust Corporation Securities (RTC);

"Treasurer” means the Treasurer of the State of West Virginia;

"U. S. Government Agency Obligation” means and includes any obligation of any United

State government agency guaranteed as to the payment of both principal and interest, directly or
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indirectly, by the United States of America, including but not limited to the following: the
Government National Mortgage Association (GNMA); the Federal Farm Credit Bank (FFCB);
Federal Land Banks (?LB); the Federal Home Loan Mortgage Corporation {FHLMC); the
Federal National Mortgage Association (FNMA); Federal Home Loan Banks (FHLB); Federal
Intermediate Credit Banks; Banks For Cooperatives; Tennessee Valley Authority (TVA); United
States Postal Service; Farmers Home Administration (FHA); Export-Import Bank; Federal
Financing Bank; Student Loan Marketing Association (SLMA); Resolution Trust Corporation
Securities (RTC); and Veterans Administration (VA); and

"U. S. Govermment Obligations” means and includes any direct obligation of, or
obligation guaranteed as to payment of both principal and interest by, the United States of
America.
Section 3. Participation in the Consolidated Fund

3.1. Participation by State Agencies - The Board of Investments may allow State
agencies to participate in the Consolidated Fund upon wriften request by such State agencies.
The Board of Investments is not required to execute a written or electronic request for deposit or
withdrawals until the next business day. Requests for deposits or withdrawals shall state the
amount which the agency wishes to make available for investment, or the amount which it
wishes to withdraw, as the case may be. Such requests shall also contain such other information
the Board of Investments considers necessary. The Board of Investments may require advance

notice as determined by the Board for withdrawals of one million ($1,000,000.00) or more.
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3.2. Participation by Local Governments

(a) Local governments may commence participation in the Consolidated Fund by
completing and returning to the Board of Investments an "account request form". The
form of the "account request form" shall be prescribed by the Board of Investments, shall
require such information as it considers necessary, and shall be made available to any
local government upon request. The Board of Investments shall require each local
government to submit copies of resolutions, orders or other proof of authorization or
election to participate in the Consolidated Fund. Upon receipt of the account request
form and other required information, the Board of Investments shall review and approve
the account request form and if approved, the Board of Investments shall assigh an
account number to the local government within the Local Government Account of the
Consolidated Fund. Local governments which require more than one account may
request the establishment of additional accounts as needed, subject to the discretion of the
Board of Investments.

(b) All notifications of deposit of funds by local governments into the Local Government
Account, shall be made in a manner prescribed by the Board of Investments. The Board
of Investments shall execute such request in a timely manner not to exceed 3 business
days. All notifications of deposits shall be confirmed in writing by the local government
and sent by mail on the same day the notification is made. The Board of Investments
shall prescribe the forms which local governments shall use for the confirmation of such
deposits by mail. All notifications of withdrawals of funds by the local governments

from the Local Government Account shall be made by written or electronic request. The




Board of Investments shall prescribe the forms to be used for withdrawals. The Board of
Investments shall prescribe the time period for the deposit or withdrawal of funds. The
Board of Investments may require advance notice as determined by the Board for
withdrawalis of one million ($1,000,000.00) or more.
(c) All deposits by iocal governments into the Local Government Account shall be made
by means approved by the Board. All wired funds transferred by local governments shall
be collected balances available for wire transfer and immediate credit at the Federal
Reserve Bank. All checks accepted by the Board, shall be credited to the Local
Government Account within two business days, following receipt by the Board of
Investments. All funds transferred to the Board through ACH shall be credited to the
Local Government Account on the day received by the Board.
(d) All withdrawals by local governments from the Local Government Account shall be
made by check, Automated Clearing House, wire transfer, or any other method approved
by the Board. The Board of Investments may require advance notice as determined by
the Board for withdrawals of one million dollars ($1,000,000.00) or more. Withdrawals
of less than one hundred dollars ($100.00) shall be made by check or through the
Automated Clearing House.

Section 4. Accounting
4.1. Nature of Qwnership - Each Participant shall own an undivided interest in the

portfolio of the Consolidated Fund based on the Participant's prorata contribution of assets at any

time. Ownership shall be expressed in terms of units. FEach Participant, by completing and
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returning an "Account Request Form" to the Board of Investments, has consented to the methods
of sharing gains and losses and all other accounting methods required or adopted by the Board.
4.2, Accounting System - The Board of Investments shall implement an accounting
svstem based on generally-accepted accounting principles.
4.3. Distribution of Egmnings: Monthly Statement - The
Board shall make a distribution from the pools undistributed earnings either by credit or debit to
the principal account of the Participant or by means determined by the Board. The method of
such distribution shall be at the Board's discretion. The Board of Investments shall furnish to
each Participant a monthly statement of distributed earnings, deposits, withdrawals and changes
in market value, if applicable, for each account. Participants will be periodically provided
statements reflecting an accurate statement of the vield for the preceding period for the
investment pool in which the Participant is investing.

Section 5. Imvestment of Conselidated Fund
5.1. 1Inv an icie jectiv d

Restrictions - All investment pools in the Consolidated Fund shall be individually
subject to the policies, objectives and restrictions set forth herein.

(a) Purpose - The Board's purpose is to invest and protect the assets of the
Consolidated Fund for the benefit of the citizens of the State of West Virginia.
(b) Stapdard of Care - All investments are to be made with the exercise of that degree of
judgment and care., under circumstances then prevailing, which people of experience,
prudence, discretion, and intelligence exercise in the management of their own affairs, not
for speculation, but for investment, considering the probable safety of their capital as well

as the probable income to be derived.
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(¢) Permissible Investments - The Consolidated Fund shall comply with West Virginia
Code £12-6-9 and these rules and regulations, with regard o permissible investments.
(d) Social Responsibility - T6 the extent that investments are consistent with all other
standards established by the Board, selection of investments should consider the best
interests of the people of the State of West Virginia.
(e) Custody - The Board shall designate and maintain custodial arrangements in its sole
discretion. However, no investment advisor shall maintain custody of the securities of
the Consolidated Fund.
(f) Investment Advisors - The Board may select and maintain investment advisors who
shall act in accordance with the terms and conditions specified by the Board and the
applicable requirements of State and Federal Law.
() Iavestment Objectives - All pools within the Consolidated Fund, except the
single-purpose pools described in Subsection 5.02(¢), are subject to the investment
objectives listed below in descending order of priority:
(1) reservati f ital - To preserve the capital investment in the
Consolidated Fund.
(2) Liguidity - To maintain sufficient liquidity to provide for all anticipated
withdrawals or transfers and to invest in securities with sufficient marketability to
provide for unexpected withdrawals.
(3) Diversification - To diversify the investment of the assets of the Consolidated
Fund so as to minimize the risk of losses.

(4) Turnover - To minimize transaction costs.




(5) Stability - To maintain a high level of security in the Consolidated Fund by
minimizing risk and volatility insofar as possible.
(6) Rate of Return - To achieve a rate of return consistent with the rate of return

objectives set by the Board.

(h) Investment Restrictions
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(1) The Consolidated Fund shall abide by the investment restrictions of West
Virginia Code £€12-6-10 and as further set forth by the Board.

(2) Not more than 20% of the portfolio of the Consolidated Fund may be invested
in any single industry sector. (The utility sector shall be subdivided for the
purpose of this restriction

between telephone, electric, gas distribution, and similar utility industry
segments.)

(3) The Consolidated Fund shall maintain_a reasonable balance between the
various classes of fixed income securities, without over concentration,

(4) The Consolidated Fund shall abide by the quality restrictions of West Virginia
Code £12-6-9.

(5) Investment in financial futures contracts, options and other similar
investments is prohibited.

(6) Minimum Amount of Investment - The minimum amount for investment in
the Consclidated Fund is One Hundred Dollars (§100.00). There is no minimum

tirne for which deposits will be retained.




5.2. Investment Pools - The Consolidated Fund is composed of various investment pools.
It is the intent of the Board that there be separate portfolio guidelines for the administration of
each investment pool in addition to the policies, objectives and restrictions set forth in
Subsection 5.01. The Board of Investments shall administer each investment pool in the
Consolidated Fund in accordance with the rules and regulations and such guidelines as may be
further prescribed by the Board.
(a) Cash Liquidity Pool - This mvestment pool is composed of the operating funds of the
State, funds held in trust by State agencies, and funds invested by local governments.
This pool is limited to securities with remaining maturities of not greater than three
hundred ninety-seven (397) days and the dollar weighted-average-maturity of the
securities in the portfolio may not exceed ninety (90) days. Also, the pool must meet all
requirements outlined in Tables I and II of this Rule.
(by Government Monev Market Poo] - This investment pool is composed of Participants
whose funds may oniy be invested in U. S. Govermnment Obligations, select U. S.
Government Agency Obligations or repurchase agreements. This pool is limited to
securities with remaining maturities of three hundred ninety-seven (397) days or less and
the dollar weighted average maturity of the securities in the portfolio may not exceed
ninety (90) days. Also, the pool must meet all requirements outlined in Table A of this
Rule.
(¢) Municipal Bond Restricted Pool - This investment pool is for the Municipal Bond
Commission whose funds shal! only be invested in U. S. Government Obligations, select

U. S. Government Agency Obligations or repurchase agreements. This pool is limited to
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securities with remaining maturities of 5.0 years or less and the dellar weighted average
maturity of the securities may not exceed 2.0 years. The pool must meet all requirements
outlined in Table A of this Rule.

(d) Enhanced Yield Pool - This investment pool is composed of the operating funds of
the State which the Board's staff have determined are not immediately needed to fund the
State’s liquidity requirements. This pool is limited to securities with remaining
maturitiesy of met-greaterthan-3-0) vearsand the (5.0} five vears or less. The dollar
weighted-average-maturity of the securities in the portfolio may not exceed (-83(2.0) one
two years. The pool must meet all requirements outlined in Tables I and II of this Rule.
(¢) Single Purpose Pools - These investment pools are designed to meet the needs of
individual State agencies. The Board of Investments shall invest only in the type of
securities identified by the State agency counirolling the pool, as recommended by the
State agency and as necessary to meet the needs of each individual pool as to type of
security and length of maturity, provided that such investments consist solely of those
permitted by these rules.

() Other Investment Pools - The Board is further authorized to establish additional
investment pools as the need may arise, provided that within eighteen months after their
establishment these rules and regulations are amended to reflect their existence and
appropriate investment guidelines are established for each pool. This provision does not
apply to any new single purpose pool established pursuant to Subsection 5.02(c) of this

rule.
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(2) Instructions for Use of Tables - The percentage in the "Minimum" column are the
minimum percentages which the Board musi maintain in sach tvpe Qf investment
instrument. For example, the 15% figure in Table I, Line 1, means that the Board of
Investments must at all times keep at least 15% of the investment pool invested in U, S.
Government Obligations. If the minimum percentage is "0", as in Table I, Line 2, the
Board of Investments is not required to invest any moneys of the pool in securities of that
tvpe of investment.

The percentages in the "Maximum" column are the maximum percentages of the pool
which may be maintained in each type of investment instrument. For example, in Table
I, Line 1, the 100% figure in the "Maximum" column means that the Board of
Investments may keep the entire pool invested in U. S. Government obligations.

If the maximum percentage is "10", as in Table I, Line 4, this means that the Board of
Investments is permitted to invest in instruments of that type up to a maximum of 10% of
the pool.

In Table I, the "Code Reference” column refers to the section of the West Virginia Code

which authorized the kind of instrument described under the "Instrument" column.




L)

wn

Instrument

U. 8. Government
Obligation

U. S. Agency
Obligation

Corporate bonds, notes
debentures, commercial
paper, and other evi-
dence of indebtedness

Commercial paper and
other corporate ob-
ligations maturing in
less than one vear

Obligations of any
single private
corporation

Fully collateralized
WYV certificates of
deposit maturing in
less than one year

Repurchase agreements

. Reverse repurchase

agreement

Page 13

TABIE]
1D E VER ATI
N NT
Code Reference Minimum
§12-6-9(a) 0%
§12-6-9(b) 0%
§12-6-9(g)
§12-6-10(1) 0%
§12-6-9(g)
§12-6-10(2) 0%
§12-6-10(3) 0%
§12-6-9(h) 0%
§12-6-5(9) 0%
§12-6-5(10) 0%

75%

20%

-

,
3%

30%

100%

15%




[\

(FS)

JABLETT
IN R DIVERSI TIO
ORDIN ITY T BT R N
AUTHORIZED BY TABLE
. Corporate bonds and notes rated "AAA"
or equivalent 0% 100%
Corporate bonds and notes rated "AA™"
or equivalent 0% 50%
Corporate bonds and notes rated "A"
or equivalent 0% 30%
. Commercial paper rated in highest
grade ("P-1" or equivalent} 0% 20%

Any Corporate debt instrument that is downgraded following purchase may be liquidated
at the Board of Investments discretion if such downgrading puts the debt instruments out of
compliance with Table II.
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LIN
IN
Instrument eR

1. U. S. Government

Obligation §12-6-9(a)
2. Select U. S. Government

Agency Obligation §12-6-9(b)
3. Repurchase agreements §12-6-5(9}
4. Reverse repurchase

agreements §12-6-5(10)
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TABLE A

E

ce

A% ATI

WESTMENT

Minimum

13%

0%

0%

0%

Max

100%

100%

75%

15%




Section 6. Miscellaneous

6.1. Pavment enses from Eami - The Board of Investments shall deduct
expenses incwrred in the administration of the Consolidated Fund from the gross earnings of the
Aund prior to distribution of the earnings, Such fees shall be established by the Board on a pro
rata basis.

6.2. Reserve for Losses - The Board is authorized to establish, by appropriate accounting
method, a reserve for loan losses. INo interest shall be included in eamings calculations on any
loans that are delinquent by sixty days or more, or for which the Board's staff determine
collection to be doubtful. .

6.3. Board Reports - The Board of Investments staff shall provide Board members
monthly financial statements prepared in accordance with Generally Accepted Accounting
Principles and financial schedules reflecting all purchases, sales and trades for each investment
pool.

6.4. Authorized Financial [nstitutions and Brokers - The Board of Investments may not
do business with any financial institution or brokerage firm that has not been approved by the
Board. At the first Board meeting of each fiscal year, the Board's staff shall provide for the

Board's review and approval a complete list of all financial institutions and brokerage firms for

which the Board's staff request to transact business.
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MINUTES
WEST VIRGINIA STATE BOARD OF INVESTMENTS MEETING
DECEMBER 8, 1895

The West Virginia State Beard of Investments met Friday, December 8, 1985, at 12:0C noon in the
House Govermnment Organization Committee conference room, Capitol Complex; Charieston, West
Virginia. Treasurer Larrie Bailey, Auditor Glen B. Gainer ill, Executive Secretary John Poffenbarger,
Willlam T. Tracy, Marie Prezioso, Carlyle Farnsworth, members of the Board, and Executive Director
Craig Slaughter were present. Dana Eddy represented Governor W. Gaston Caperton Il The foilowing

cbservers were present.

Jerry Simpson, State Board of Investments

Diana Will, State Beoard of Investments

Maft Jones, State Board of iInvestments

Kara Brown, State Beard of Investments

Brenda Jones, State Board of investments

James Sims, Consclidated FPublic Retiremeni Board
Ron Joneas, Hewitt Associates

Keith Bruch, Hewitt Associates :

Melinda Ashworth, Workers' Compensatio

Mark Allison, Ernst & Young

Dave McClure, Ernst & Young

Tim Butler, Legislative Auditor's Office

Mike Sizemore, Legislative Auditor's Office

Don Adams, Pubic Employees Retirement System Association
Allyson Patient

Susan Connor

Senator Robert Plymale

The agenda for the meeting consisted of the following:

Approval of minutes of the September 15, 1885 Board meeting; .
Hear report on the performance of the Consolidated Pension Fund by Hewitt & Asscciates;
Hear report on the performance of the Consolidated Fund by staff;

Consider potential legislation affecting the Board;

Consider medification of investment guidelines for Enhanced Yield Pooj;

)
)
)
)
)
6) Consider investment guidelinas/asseat allocation for the new state police retirement pool;
} Consider the addition of Bear Steamns to the approved deaalers list;
) Consider resclution requested by Paine Webber,
) Consider, if necessary, modifications {o State Street's custodial banking confract;

) Hear report on the purchase card program and consider issuance of RFP for services;

) Consider issuance of a RFP to acquire the services of a consultant for the development of a

disaster recovery plan;




West Virginia State Board of invastments
December 8, 1995
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{12) Ccensider adoption of policy for sale of real estate;
{13) To eonsider and act upon any other business which might properly come bafore a meeting of the

West Virginia State Board of Investments.

Mr. Eddy, as acting Chairman, called the meeting to order at 12:00 noen.
ltem No_ 1. Aporoval of minutes of the September 15, 1995 Board meeiing.

Auditor Gainar meved that the minutes of the September 15, 1395, Board meeting, a copy of
which is made a part of these minutes as Attachment No. 1, be approved. Mr. Famsworth seconded the
motion which was passed unanimously.
ltem No. 2. Hear report on the performance of the Consclidated Pension Fund by Hewitf & Associates,

Ron Jones reported on the Consolidated Pension Fund referring o the Performance Review and
investment Manager Evaluation, Third Quarter 1995 report, 2 copy of which is made a part of these
minutes as Attachment No. 2. Mr. Jones reported that third quarter of 1985 saw a continuation of the
trends of the eariier part of the year which were positive, for both stocks and bonds. During the third
quarter the stock market continued upward with the S&P 5C0 preducing an 8% return. It has been a
successful year for making meney in stocks. The bend market has also done quite well by its own
standards. The third quarter was average. The market value of the Consolidated Pension Fund has
grown steadily through 1995, partly by virtue of some slightly positive net cash flow, but primarily because
of capital appreciation. With regard to fund structure, Mr. Jones reported that in September 1924, there
were three investment advisors, each responsible for either two or three plans, Duff & Phelps, Kemper
and Invesiment Advisers with Investment Advisers managing the majority of the pension fund because
they were responsible for Public Empicyees. In September 1895, the fund was allccated to divide the
majority of the fund among four advisors, Investment Advisers, Lincoln Capital Management, Western
Asset Management Company and Fischer, Francis, Trees & Watts with a State Loan Peol having 1.1%.
This asset allocation allows all of the plans to share in investment advice of the several advisors rather
than being subject to the advice of enly one advisor. Treasurer Bailey stated his concemn over not being
able to point out individual advisor performances. Mr. Jones stated that there should be ne concem over
this because Hewitt & Associates continues to monitor each advisors performance. Mr. Jones then
reported that the fund has done well compared to other fixed income funds in the three year term. In more
recent pericds, calendar year 1995, returns have not been as good primarily because Investment
Advisers, Inc. has not done as well. Mr. Jones then reported that the pension fund compared to other
pension funds, which most are invested in a combination of equities and fixed income, has not done well
In the 7 3/4 years the fund ranked in the 4th percentile (9.87% return). This means that 86% of other
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funds did better. In the most recent times, last nine months and last quarter, the fund ranked in the 2rd
percentile (1.82% return). Mr. Jones stated that this chart shows the opportunity loss that comes from the
fund not being able te invest in equities, although the fund has done well with what it is able to invest in.
Keith Bruch then reporied on each advisor.

With regard to the three new investment adviscrs, the first guarter should not be taken o
seriously. They began July 1, 1995 and had tc take on a new porifolic and had to restructure that
portfolic. The transition was generally very smooth. ]

Investment Advisers_ Inc. (1Al) - 1Al has been out of sync with the fixed income market for

approximately the last 18 months to two years. Al came into 1995 with a defensive positioning, their
duration was shorter than the market and for the first six months of the year 1Al had & very cauticus
outlook with respect 1o the duration of the portfolic. 1Al has eventually become neutral on the bond market
and are cautious going forward in to the market,

Lincoln Capital Management (Lincoin) - Lincoln is responsible for approximately 25% of the
portfolio. Lincoln is semewhat simiiar to !Al, alsc cautious in the market, but made a move tc be
defensive. Linceoln is shorter than the market from a duration standpaoint.

Western Asset Management Company (WAMCQ) - Similar to Lincoln, WAMCO is responsibie for
25% of the portfolio. WAMCO is one of the few fixed incorne managers who has had a great year to date

in fixad income. WAMCQ is pesitionad longer and have longer term bonds in the pertfoiic. WAMCO -
makes a good cbmplement to 1Al because they are heavily weighted in corperate bends, which have aiso
helped them year to date.

Eischer Erances Trees & Waills. inc _(EFTW) - FFTW advises on the short-term poal, about $110
million or 3% of total assets. FFTWs performance for the guarter was 1.29% which ftrailed the

benchmark. .

Mr. Eddy asked Mr. Jones if he could put a dollar amount on the opportunity loss if the Board had
been able to invest in equities. Mr, Jones estimated that had the fund been invested 20% in equities and
80% in fixed income, the fund would be worth roughly $50 millicn more, for the third quarter only. For the
year tc date, appreximately 5150 million more.
lterri No. 3. Hear repcrt on the performance of the Consolidated Fund by staff.

Diana Wil reported on the Consoclidated Fund referring to the West Virginia Stafe Board of
Investments Consclidated Fund Returns, Third Quarter 1995 repert, a copy of which is made a part of
these minutes as Attachment No. 3. Ms. Will reported that the fund has continued to grow over the iast
two years, primarily because of the Cash Liguidity Fund, which is whare the State participates and where

special revenue money goeas in. in Septemper 1985, the Enhanced Yield Fund went up to $102 million.
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At the beginning of July 1985, $75 million was transferred from the Cash Liquidify Fund to the Erhanced
Yield Fund because the growth in the State's participation in the Cash Liquidity Fund provided sufficient
liquidity to sef more aside in higher yielding securities. With regard to the Cash Liquidity Fund, Bank One
has continued to outperform Huntington Bank, Ms. Will reported that Brinson Partners, advisor to the
Government Money Market Fund, has outperformed the index and the Cash Liquidity Fund, which is less
restrictive than the Governmeni Money Market Fund. With regard to the total returns of the Enhanced
Yield Fund, Bank One beat the index in the third quarter 1895 for the first time. For the Municipal Bond
Fund, Brinson Pariners continues to beat the indeax.

ltem No, 4. Consider potential legislation affecting the Board.

Mr. Eddy stated that the Governor's Office is contemplating legislation with respect to the pension
funds. He stated that afier the Supreme Ccurt ruled that it is unconstitutional for the State to invest in
equities, the Govemor's Cffice has been working with primarily fwo pecple, Delegate Richard Browning
and Senator Bob Plymale to find alternatives. It was decided that the cone clear alternative was to have a
constitutional amendment. However, the courl's reasoning, indicated that one reason the pension fund,
not State money but money of the beneficiaries of those funds, could not be invested in equities is that the
State served as the trustee and had some interest which invoked the constitutional prohibition. Therefore,
a proposal is going to be introduced to the Legislature by the Governor where by statute an independent
board will be sat up to operate as trustee for the pension funds. Mr. Eddy stated that there is no
opposition by the Governor to a constitutional amendment, but the raality is that it may take a while to get
a constitutional amendment cn the ballot and the State can not afford to wait with regard o the pension

funds. A copy of a memorandum regarding this matter is made a part of these minutes as Attachmant No.

Cralg Slaughter addressed this issue by stating that the Board of investments has had an
Enhanced Yield Pool since July 1884, Given the liquidity that the State has, it was recognized that the
Board needed to go out on the yield curve and pick up additional income. This has been successful as of
the year ended June 30, 1985, in which the Enhanced Yield Pool has performed 77 basis points better.
The Board has had some interesis from other State agencies to go out further on the yield curve with the
Enhanced Yield Pool to gain a little bit more income with money they felt that they didn't need in the near
future, the only case in which you'd consider doing this. The Depariment of Natural Resources are
especially interested in this issue with their lifetime hunting license moneys. They would like tc gain a rate
of return ihat will allow them to finance a lof of their in house functions off of the interest they receive. The
staff suggests that the guidelines for the Enhanced Yield Pool be extended to a maximum maturity of
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five years and a two year average. The current guidelines are a three year maximum and a one year
average. The five and two year change would be in line with what the Board has for the Municipal Bond
Restricted Fund presently. Mr. Slaughter stated that there is a memorandum with a resolution addressed
to the Beard and that staff recommends the resolution be passed. Treasurer Bailey moved thaf the
resolution be passed. Mr. Tracy seconded the moticn which was passed unanimously. A copy of the
memorandum is made a part of these minutes as Aftachment No. 5.

ltem No. 8. Consider investment quidelines/asset allogation for the new state police retirement pool,

Mr. Slaughter stated that in 1994, a bill was passed which created a new West Virginia State
Eolice retirement system in addition to the Public Safety system. To date, the money that gees inte that
system has been deposited with the Public Safety system and the Board manages it as a whole. The
Board has been asked by the Censolidated Public Retirement Board to create a separate pool for the new
system. Consequently, we need {c set up asset allocation guidelines for that pool. A memorandum and
other documents regarding this issue are made a part of these minutes as Attachment No. 6. Treasurer
Balley moved the adoption of the asset allocation proposed for the new State Police Retirement System.
Ms. Prezioso seconded the motion which was passed unanimously.
ltem No. 7. Consider (he ition of Bear Stearns to th roved deal

Treasurer Balley moved that Bear Stearns be piaced back cn the approved dealers list. Mr.

Poffenbarger seconded the motion which was passed unanimously. A memorandum regarding this issus
is made a part of these minutes as Attachment No. 7.
itam No, 8. Consider resolution requested by Paine Webber,

Mr. Slaughter stated that Paine Webber recently bought out Kidder, Peabody, a firm with which
the Board has done significant repo business with and Paine Webber has expressed some concern over

their potential liability in future transactions. Therefore, they have asked that the Board approve a

resoluticn, a copy of the memorandum and resolution is made a part of these minutes as Attachment No.
8. After scme discussion, it was the dacision of the Board not to approve this resclution.

ltem No. 8. Consider, if necessary. medifications to State Street's custodial banking contract.

Mr. Slaughter stated that the staff has not been completely happy with iis relationship with State
Street Bank & Trust, but thought that the problems could be rescived in time. Mr. Slaughter stated that
the staff is interested in exploring the possibility of doing some of the work in house. The staff would like
the authority to go ahead and pursue the purchase of an in-house system. At the same time it would like
authority to develep an RFP in case there is not an in-house system to suit the needs of the staff and go
ahead and issue the RFP if needed. Treasursr Bailey asked the staff ic report back to the Board with

regard to the in-house option if it is not chosen and the master custody bank is.  Treasurer Bailey moved
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that the staff have the autherity to investigate the option of an in-house system and fo issue an RFP that
considers both a pure custody relationship and a custody/security lending relationship and that the staff
report back to the Board the reasons that the in-house system may not have been chesen. Mr.
Poffenbarger seconded the motion which was passed unanimously. A memcrandum regarding this issue
is made a part of these minutes as Attachment No. 8.
ltem_No. 10. Hear report on the purchase card program and consider issuance of REP for services.

Jerry Simpson addressed this issue referring to his memorandum to Craig Slaughter, a copy of

which is made a part of these minutes as Attachment No. 10. Mr. Simpson stated that he, the Auditor's
Office and the Purchasing Division recommend that the State go ahead with the purchase card program.
To do this, the Board needs to select a bank to handie the purchase cards themselves. The steering
commitiee (Jerry Simpson, Paul Mollohan and Evan Williams) requested that the Board authorize them to
authorize an RFP to be issued for the purchase card program, evaluate the bids and award the contract
itself. Auditor Gainer moved that the steering committee proceed with the issuance cf an RFP and alsc to
evaluate the bids and award the contract. Mr. Famsworth seconded the metion which was passed with
Treasurer Bailey voting "No".

ttem No. 11, Consider jssuance cf a RFP to acquire the services of a consultant for the develepment of a

isaster recove

Mr. Slaughter addressed this issue by referring to a memorandum from Jerry Simpsen to Craig
Siaughter, a copy of which is made a part of these minutes as Attachment No. 11, Mr. Slaughter stated
that the staff has been unable to find an Automated Information System (AIS) Director and the staff is
requesting that the Board authorize a search for a consultant to assist in the disaster recovery plan until
an AlS Director is found. It was suggested that we may want to offer more money f¢ obtain a qualified
person. Ms. Prezioso moved that the Board authorizes the staff to proceed with hiring a consultant to
assist the AIS Division in formalizing a disaster recovery plan and that the contract may be terminated
when an AlS Director is feund. Mr. Tracy seconded the motion which was passed unanimousty.

m No. 12. nsider adopti f pelicy for sale of real e.

Mr. Slaughter addressed this issue referring to a memorandum frem him to the Board, a copy of
which is made a part of these minutes as Attachment No. 12. Staff is asking the Board if it would accept
negotiated sales with regard to the foreclosed properties owned by the Board. After some discussion the
Board decided to hold off on this issue until next Board meeting and have either Treasurer Bailey or

someone from West Virginia Housing Development Fund report to the Board.
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ltem No. 13. To consider and act upon any other buginess which mi r ly com forg a meeting of
the Virgipia Sta rd of In m
Mr. Tracy reported te the Board regarding the Audit Committee which met Qctober 24, 1985, with

Ernst & Yeoung and the Legislative Audiiers. Both Ernst & Young and the Legislative Auditors feel that the
Board is cooperating with them and feel that Kara Brewn, the Internal Auditor, is deing a good job.

Don Adams, representing Public Employees Refirement System Association, requested that he
address the Board. There being no objections he addressed the Board. Mr. Adams stated that PERSA is
disappointed with the Board's actions with regard to diluting Investment Advisers, Inc.'s portfolio
management. Mr. Adams also siated that PERSA would like to see if the Board would consider
requesting from Hewitt Associates a report called Managed versus Unmanaged. meaning the portfolio as
it is being advised agsinst the portfolio that is left alone. Treasurer Balley moved that staff direct Hewitt
Associates to include in their quarterly report a section called Management versus Unmanaged. Auditor
Gainer seconded the motion. Mr. Jones staled that the Salomon Bread Investment Grade Index
constitutes the Unmanaged alternative. Mr. Jones suggested that Hewitt Associates already does this.
He stated that this is the only way that they know to get at the Unmanaged alternative. Treasurer Bailey
then withdrew his motion.

Treasurer Bailey stated that at the last meeting of the Beard that he received the impression that
some of the non-investment activities overseen by the Board would be betier served in the Treasurer's
Oifice and nothing between the last meeting and the present meeting has taken place. Treasurer Bailey
then moved that the Board go on record to suppert a Constitutional amendment to have equities in our
portfolio. This motion died from lack of a second.

Mr. Poffenbarger then moved to adjourn the meeting, Mr. Tracy secondad the motion which was

passed unanimously.

There being no further business, the meeting was adjourned at 1:35 p.m.

ohn T. Poffe er
Executive Séfratary
West Virginia State Board of Investmants
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Over the past couple years, several parties expressed concern that the State was not taking
advantage of longer term investment opportunities and the higher vields associated with these
opportunities. In partial respense, the Board approved the establishment of the Enhanced Yield
Pool (EYP) which began operating on July 1, 1594. For the year ended Junes 30, 1995, the EYP
total return exceeded the Cash Liquidity Pool (CLP) by approximately seventy-seven basis
Doints. -

To date participation in the EYP is limited to the States participation as part of the total cash
management. Staff has recently received requests from agencies to invest moneys in a longer
term pool than the CLP. However there is concern that the current guidelines are too
conservative and do not allow for their longer term investment goals. These concerns were also
raised by the West Virginia Legislature Performance Evaluation and Research Division in their
performance review report of the Board of Investments. The staff agrees with these concerns and
recommends extending the EYP's maturity guideline to five years maximum with a fwo year
average. The current guidelines are three years maximum with a one year average. The new
maturity guidelines would be the same as the current guidelines for the Municipal Bond
Restricted Fund. This change should allow for increased returns without a substantial increase in
market risk. Note that we have only recently reached a level of liquidity to make this possible.

RESOLUTION:

The Board hereby authorizes staff to amend the operating rules and regulations for the Enhanced
Yield Pool to increase the marurity guidelines to read "This pool is limited to securities with
remaining maturity of 5.0 vears or less. The dollar weighted average maturity of the securities in
the poel may not exceed 2.0 years."




DATE : December 20, 1995

TO:

LEGISLATIVE RULE-MAKING REVIEW COMMITTEE

FRCM: WV State Board of Investments

EMERGENCY RULE TITLE:_ Administracion of the Consolidated Fupd by

1.

2.

the WV State Board of Investments
Date of Filing _ December 20, 1995

Statutory authority for promulgating emergency rule:

WV Code 12-6-5 et seq

Date of filing of propcsed legislative rule: December 20, 1895

Does the emergency rule adopt new language or does it
amend or appeal a current legislative rule?

The emergeéncv rule amends the current rules

Has the same or similar emergency rule previously been
filed and expired?

No

State, with particularity, those facts and circumstances
which make the emergency rule necessary for the immediate
preservation of public peace, health, safety or welfare.

N/A




-

If the emergency rule was promulgated in order to comply
with a time 1limit established by the (ode or federal
statute or regulation, cite the Code provision, federal
statute ¢r regulation and time limit established therein,

N/A

8. State, with particularity, theose facts and circumstances
which make the emergency rule necessary to pravent sub-
stantial harm to the public interest.

See attachments




8. The Legislature Performance Evaluation and Research Division in their performance
review report of the Board of Investments reCommended restructuring the Enhanced Yield Pool
to achieve a higher return (see attachment 1 and attachment 2, recommendation 4), The Board of
Investments (Board) has also received inquiries from other State agencies about the possibility of
increasing the yield on this pool.

Current limits on the pool were adopted due to liquidity concerns that have long since
dissipated. The Board at their December 8, 1995 board meeting approved changes to this pool.
The maturity length is extended from 3 years to 5 years and dollar weighted average-manurity
was changed from 1 year to 2 vears. In order to comply with the Legislature Performance
Evaluation and Research Division's recommendation, we are requesting approval of these
emergency rules. This should allow for an immediate increase in the earnings for this pool upon
the approval of the emergency rules. Otherwise, the opportunity to increase the earnings will
have to wait until the rules are considered by the 1997 Legislature.
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Effect of Excess Liquidity

Large liquid balances that can be invested in longer term assets will generally earn a
higher rate of return than repoe raies. Generally speaking, the longer the average maturity of the
portfolio, the higher the rate of remurn. Table 6 illustrates this using information from the BOI's
quarterly reports.

The BOI has two pools within the Consolidated Operating Fund that are structured as
money market funds, the Cash Liquidity Pool and the Government Money Market Pocl. The
guidelines for investing thess pools are the same, investments are limited to purchases of
securities with remaining marurities not greater than 397 days and the dollar weighted-average
maturity of the securities may not exceed 50 days.

Table 6 illustrates that even within a money market sucture investing with longer average
maturity can result in higher vields in the long run. The Cash Liquidity Pool had an average
maturity of 16 days from March 1993 to April 1995, The average total return during that time
for the pool was 4.05%. Over the same period, the Government Money Market Pool had an
average maturity of 52 days, and an average total return of 4.15%. The Enhanced Vield Pool
is structured to have an average maturity longer than the monsy market sttucture. When the
enhanced yield rates are compared with the money market pools, the result is similar. Over the
period between July 1994 and April 1993, the Enhanced Yieid had an average manuity of 151
days compared to 66 days for the Government Money Market and 39 days for the Cash Liquidity
Pool. The average total return for the Government Money Market Pool was higher than the Cash
Liquidity Pool by 12 basis points and the Enhanced Yield Pool was higher by 23 basis points.

There is a sizable amount of earnings to be gained from achieving 235 basis points more
each vear on investments. The PERD argues that 25 basis points is the minimum amount of
lower eamings. Twenty-five basls points represent $250,000 in earnings per $100 million
invested. Since the state invests several hundred million dollars in the Cash Liguidity Pool, and
repo balances are too high for pension funds, the loss of earnings can easily add up to a few
million dollars.

Furthermore, the PERD believes the eamings are lower by more than 235 basis points. Not
only is it possible for the BOI 10 invest with a longer average maturity within the money market
structure, the PERD believes that a portion of the excess liguidity could be invested in a structure
that has a longer average maturitv than the Enhanced Yield Pool.

Conclusion

In conclusion, the PERD contends that the BOI has invested too much of the State’s funds
in cash-equivalent assets. The rate of rewurn could be higher if the BOI's rules allowed the
Consolidated Operating Fund 0 have an average maturity greater than the current 90 days.
Current rules restrict most of the State’s funds to money market rates. The amount of lost
earnings 1 the State is likely a few million per vear.

July 1995 Board of Investments i
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Recommendation 1

The BOI should work with the Legislative Auditor’s Budger and Fiscal Affairs Division
to develop annual projections of daily cash flow for the General Revenue Fund for the upcoming
fiscal year. Thereafter, the BOI will develop these projections on its own. These 12 month
projections should then ke made available to advisors every month.

Recommendation 2

The BOI should consider giving advisors more specific guidelines that reflect the BO['s
objectives for the Consolidared Operating Fund overall. The BOI should provide advisors
specific information on what levels of liquidiry the BOI desires, how much of a liquidity cushion
is needed, and specific ranges of average marurities within the pool’s structure, instead of giving
only the top maturity limir. The performance measures may need to be adjusted periodically if
specific guidelines preclude the possibility of the advisor meeting the performance measures.

Recommendation 2

The BOI should consider rule changes thar allow the Consolidared Operating Fund to be
invested berween the guidelines of a money market structure and a mutual fund structure.

Recommendation 4

The BOI should consider restructuring the Enhanced Yield Pool ro achieve a higher
enhanced vield The BO! should also consider increasing the amount within the Enhanced Yield
Pool from the current level of 325 million.

Recommendation 5

The Legislature should consider amending WVC $5-10D-4 to reguire the actuary Jfor the
pension funds to provide the BOI with monthly projections of withdrawals and contributions for
the fiscal vear for each pension plan. In addirion, the amendment should include the requirement
that the projections be updated each quarter or more frequently if necessary. The actuary
currently projects annual contributions and benefir payments for the pension funds.

Recommendation 6

The Legislature should consider amending WVC g5a-2-11 to reguire the Department of
Administration to provide the BOI with its monthly revenue projections. The Legislature should
also consider requiring the Depariment of Administration to project daily revenue flows Jjor the
General Revenue Fund.

July 1993 Board of Investments 13




AFPPENDIX B

FISCAL NCTE FrOR PROPOSED RULES

Rule Title: Administration of the Consolidated Fund by the WV
State Board of Investments
Type of Rule: X Legislative Interpretive Procedural
Agency WV State Board of. Investments
Address : State Capitel Building - Room E-122

Charleston, WV 25305

Effact of Propoesed Rule

ANNUAL FISCAL YEAR

INCREASE DECREASE CURRERT T THEREATFTER
ESTIMATED TOTAL s S s s 5

cosT

PERSONAL SERVICES

CURRENT EXPENSE

REPAIRS &
ALTERNATIONS

EQUIPMENT

QOTHER

Explanation of above estimates:

These proposed rules are an amendment ta the original rules effective
July 1, 19%4. Tt is not anticipated that these amended rules will
require the expenditure of any additional funds,

Objectives of these rules:

These amended rules affect only the Enhanced Yield Pool. The maturity
length 1s extended from 3 wears to 5 vears and the dollar welighted average-
maturity was changed from 1 vear to 2 vears.

—
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Rule Title: &administration of the Comsolidated Fund by the WV State
Board of Investments

4. Explanation of Overall Econemic Impact of Proposed Rule.

A. Economic Impact cn State Government.

These proposed rules will allow those State agencies participating in this
pool to earn a highrer rate of return on theilr investments.

B, Economic Impact on Political Subdivisions; Specific
Industries; Specific groups of Citizens.

Currently ne political subdivisions are investing in this pool.

C. Economic Impact on Citizens/Public at Large.
Sse 44

Date: é?éé/;ﬁf

Signature‘:;¢9gency Hijjézszziiifized Reprensentative
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KEN HECHLER,
Sscretary of Stats

MARY P. RATLIFF
Deputy Secretary of State

STEPHEN N. REED
Deputy Secretary of State

STATE OF WEST VIRGINIA

CATHERINE FREROTTE

Executive Assistant 7 - SECRETARY OF STATE

- (304) 558.6000 Building 1, Suite 157-K
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Chief of Stalf

JUDY COCPER
Director, Administrative Law
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Supervisor, Corporations
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NOTICE OF EMERGENCY RULE DECISION BY THE SECRETARY OF STATE

AGENCY: Board of Investments

RULE: . Amendments, Series 1, Adminisiration of the Consolidated Fund by the WV

State Board of Invesimenis

DATE FILED AS AN EMERGENCY RULE: January 9, 1996

DECISION NO. 3-96

Fecllowing review under WV Code 28A-3-158a, it is the decision of the Secretary of State
that the above emergency rule be disapproved. A copy of the complete decision with

required findings is available from this office.
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EMERGENCY RULE DECISION
(ERD 3-25)

AGENCY: Board of Investments

RULE: . Amendments, Series 1, Administrafion of the Consolidated Fund by
the WV State Board of Investments

FILED AS AN EMERGENCY RULE: January g, 1996

The Board of Invesiments (Beard) has filed the above amendments to an existing
rute as an emergency rule.

West Virginia Code 28A-3-15a requires the Secretary of State to review all
emergency rules filed after March 8, 1988, This review requires the Secretary of
State to determine if the agency filing such emergency rule: 1) has complied with
the procedures for adopting an emergency rule; 2) exceeded the scope of ifs
statutory authority in promulgating the emergency rule; or 3} can show that an
emergency exists justifying the promulgation of an emergency rule.

Fellowing review, the Secretary of State shall issue a decisicn as to whether or not
such an emergency rule should be disappreved [(29A-3-15a(b)].

{(A) Procedural Compliance; WYV Code 29A-3-15 permits an agency fo adept,
amend or repeal, without hearing, any legislative rule by filing such rule,
along with a statement of the circumstances constituting the emergency,
with the Secretary of State and forthwith with the Legislative Rule-Making
Review Cemmittee (LRMRC).

If an agency has accempiished the above twe required filings with the appropriate
supporting documents by the time the emergency rule decision s issued or the
axpiration of the thirty-five day review pericd, whichever is sooner, the Secretary
of State shall rule in favor of procedural compliance.

The Board filed this emergency rule with supporting documents with the Secretary
of State January 9, 1986 and with the LRMRC January 22, 18S6.
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it is the determination of the Secretary of State that the Board has complied with the
procedural requirements of WV Code §29A-3-15 for adopticn of an emergency rule.

(B) Statutory Authority -- WV Code §12-6-5 reads in part:

The Board may exercise all powers necessary or appropriate to carry ouft and effectuate
its corporate purposes. The board may:
3. Promulgate and enforce bylaows and rules for the management and conduct of its

affairs; , '

1t is the determination of the Secretary of State that the Board has not exceeded its

statutory authority in promulgating this emergency rule.
(C) Emergency - WV Code 28A-3-18(f) defines "emergency” as follows:

(f) For the purposes of this section, an emergency exists when the promulgation of a rule
is necessary for the immediate preservation of the public peace, heaith, safety or welfure
or is necessary to comply with a time limitation established by this code or by a federal
statute or regulation or to prevent substantial harm to the public interest.

There are essentially three classes of emergency broadly presenied with the above
provision: 1) immediaie preservation; 2) time limitation; and 3) substantial harm.
An agency need only decument to the satisfaciion of the Secretary of State that
there exists a nexus between the proposal and the circumstances creating at least
one of the above three emargency categories.

The facts and circumstances as presented by the Board are as follows:

The Legislature’'s Periormance Evaluation & Research Divison in their performance
review report of the Board of Investments recommended restructuring the Enhanced
Yield Pool to achieve a higher return. The Board of Investmenis (Board} has also
received ingquires from other Sate agencies about the possibility of increasing the
yield on this pool.

Current limits on the pcol were adopted due to liquidity concerns that have long
since dissipated. The Boad at their December 8, 1985 board meeting approved
changes to this pool. The maturity length is extended from 3 years to 5 years and
dollar weighted average-maturity was changed from 1 year to 2 years. in order to
comply with the Performance Evaluation and Research Division’s recommendation,
we are requesting approval of these emergency rules. This should allow for a
immediate increase in the earnings for this poci. Otherwise, the opportunity to
increase the earnings will have to wait until the rules are consideread by the 1997
Legislature.

Therefore, the only change fo the current rule was section 5.2(d). This section was
changed {o allow for implementing the described changes.
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It is the determination of the Secretary of Staie that the Beard failed tc prove an
emergency exists as defined in §29A-3-15(f) and therefore disapproves this as an
emergency.

This decision shall be cited as Emergéncy Rule Decision 3-98 or ERD 3-96 and
may ke cited &s precedent. This decision is available from the Secretary of State
and has been filed with the Board of Investmenits, the Attorney General and the
legislative Rule Making Review Commission.

KEN HECHLER
Secretary of State
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