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NOTICE OF AN EMERGENCY RULE
AGENCY: West Virginia State Board of Investments TITLE NUMRER: “21
CITE AUTHORITY.__W._Va. Code Chapter 12-6-1 et segq
EMERGENCY AMENDMENT TO AN EXISTING RULE: YES____, NOZX
IF YES, SERIES NUMBER OF RULE BEING AMENDED:
TITLE OF RULE BEING AMENDED:
IF NC, SERIES NUMBER OF RULE BEING FILED AS AN EMERGENCY: _ LI

TITLE CF RULE BEING FILED AS AN EMERGENCY: Administration of the Consolidated

Pension Fund by the West Virginia State Board of Investments

THE ABCVE RULE 1S BEING FILED AS AN EMERGENCY RULE TO BECOME EFFECTIVE UPON
FILING. :

THE FACTS AND CIRCUMSTANCES CONSTITUTING THE EMERGENCY ARE AS FOLLOWS:

ith the passage of SB-8 by the second special sessicn of the 1990 legislature,
various sectlions oI Chapter 12 were.changed transferring authority for cash
managenent and investments to the State Board of Investments. On December 19,
1980, the Board authorized the dmplementation of these changes to occur on

1991, Since these rules are an integral part of these changes,
they had to he filed on an emergency basis.

January 3,

Use Additional Sheets if Necessary.
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2. Dxpizrazion of above esSTitBTRSI  These rules rep2als and replaces the
1 rules filed inm 1978, It is not anticipated that these rules will
P

2
ire the expenditure of any additienzal funds,

3. ""’"'E""‘""ES o "hess =iloa-
’ - =253  The general purpose of these rules is to aid in

the lmpTEEEn;atan of the legislative finding and purpese set feorth in Section
One, Article One, Chapter Twalve of the Code, wherein the Board is authorized
te develop and maintain modern systems, consistent with sound financial practices,
oY the collection, disbursement, management and investmentof public moneys,
The rules of this series implement such legislative Intent by prescribing
orocedures governing participation #n, and administraticen of, the Counsolidated
Pensicn Fund to be administrated by the Board, for the purpose e¢f enabling the
participating Pension Funds to maximize the returan on their investments.
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These preposed rules will continue to allow the pension funds of the State
to be fully invested and aczcounted for on a moTe agouratse basis.
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_ Although there are currently ne local govermment rension funds
invested by the Board, these rules would insure that if this were o
cccur at some future date these funds would Be properly accounted for.
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DATE: January 3, 1991
TO: LEGISLATIVE RULE-MAXING REVIEW COMMITTIE
TROM: West Virginia State Beard of Investments

EMERGENCY RULE TITLE: Administration of the Consolidated Pension Fund
by the West Virginia State Board of Investments.

1. Date of filing:  January 3, 1991

2. Statutory authority for promulgating the emergency

ryle: W. Va. Code Chapter 12-5-1 et seq

3. Date of filing cof proposed legislative rule: 11-30-90

4, Does the emergency rule adopt new language or deoes it
amend or repezl a current legislative rule?

Repeals current legislative rules and replaces with new language.

5. Has the same or similar emergency rule previocusly besen
filed and expired?
No

5. State, with particularity, ithose facts and circumstancsas

which make the emergency rule neceszary for ths immediate

preservatiocn of public peace, health, safety or welfaxe.

With the passage of $B-8 by the second special session of the 1990

legislature, various sections of Chepter 12 were changed transfer-

ring authority for cash management and investments to the State

Board of Investments. Cn Decenmber 19, 1990, the Board authorized

the implementation of these changes to occur on January 3, 1991.
Since these rules are an integral part of these changes, they had

to be filed on an emergency basis. )




7. If the emergency rule was promulgated In order to comply
with a time limit established by the Code or federal
statute or regulation, cite the Code provision, federal
statute or regulaticn and time limit establishad therein.

N/A

g. State, with particularity, those facts aznd circumstances
which make the emergency rule necessary o prevent sub-
stantial harm to the public interest. :

Due to the second special session of the 1990 legislature, the Beoard

of Investments was required to hire its own staff and all investment

activity and cash management was transferred from the Treasurer's

Office to the Board of Investments. In order to implement these

legislative changes which effect the immediate cash flow of the State
and the investment of the State's Monevs, these rules must be promul-
gated on an emergency basis. Otherwise, the State will be without

available funds to pay bills off investment.




The general purpose of these rules is to aid in the implementation of the
legislative findings and purpose set forth in Section One, Article One,
Chapter Twelve of the Code, where the Beard is autherized to develop and
maintam modern systems, consistent with sound financial practices, for the
collection, disbursement, management and invest of public moneys. The
rules of this series implement such legislative intent by prescribing
procedures govemning participation in, and administraticn of, the
Consolidated Pension Fund to be administered by the Board, for the purpose

of enabling the participating Pension Funds to maximize the retumn on their
investments.




PUBLIC HEARING
RULES AND REGULATION FOR
THE BOQARD OF INVESTMENTS
AND THE STATE TREASURER'S CQOFFICE

A public hearing was held on November 22, 1930, at
$:30 &2a.m. in the State Capitol Complex Conference Center,
Bullding 7, Room D.

Those present were:
Jerry Simpson, State Treasurer's Office
Mark Asaad, State Treasurer's Qffice
Brenda Warren, $State Treasurer's Qffice

Mr. Simpson called the meeting to order. Mr.
Simpson made mention of the rules individually and
recesived or made mention ¢f any comments at that time.

There were nc¢ comments received except for the
Selecticn of State Depositories for Disbursement Accounts
through Competitive Bidding. Therse was a comment
received from Bowles, Rice, McDavid, Graff & Love who are
attorneys for the West Virginia Bankers Association and
they made a recommendaticn as to a change in the method
cf compensation, Section 4.02, and this wiil be taken
into appropriate consideration.

There being no comments from those present, the
hearing was closed at 5:43 a.m.

Respecgtfully,

Simpsoné¢;?bfpﬁ

Assistant State Treasurer
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WEST VIRGINIA ADMINISTRATIVE REGULATIONS
West Virginia State Beocard of Investments

Chapter 12-6
Series 1z
(1990)

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

Secticon 1. General

1.01. Scope - These rules implement the provisions of
the Code of West Virginia, 1931 as amended, §12-6-1 et. seg.

relating to the Consolidated Pension Pund estabklished by §12-

56-8(b).

1.02, Authority - West Virginia Code §12~6-5; 12-6-8.

1.03. Purpcse - The general purpose of these rules is to
aid in the implementation of the legislative findings and
purpcse set forth In West Virginia Code §12-1-1, wherein the

Board is authorized to develop and maintain modern systems,

consistent with sound financial practices, for the gocllection,

disbursement, managsement and investment of public moneys.

These rules and regulations implement such legislative intent

by prescribing procedures governing participation in, and

administration of, the Consclidated Pensicn Fund to be
administered by the Board, for the purpose of enabling the

participating Pension Funds to maximize the return on their

investments.
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1.04. Filing Date -

1.05. Effective Date -

1.06. Repeal o¢f Former Rule - This legislative rule

repeals and replaces WV 113 CSR2 "Rules for the Administration
of the Consclidated Pension Fund by the West Virginia State
Board of Investments" filed April 13, 1950 and effective April

13, 1890.

Section 2. Definitions

For purposes of these rules, unless a diffe;ent meaning
clearly appears from the context;

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

"Code'" means the West Virginlia Code of 1931, as amended;

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

"pParticipant" means all Pension Funds, entities or
individuals contributing moneys or assets to the Consolidated
Pension Fund;

"Pension Funds" means and includes the Workers'
Compensation Fund; the Workers' Compensation Fund II; the
Pneumcconicusis Fund; the State Teachers' Retirement System
Fund; the Death, Disabilityv and Retirement Fund for members of
the Department of Public Safety's Division of Public Safety;
the Public Emplecyees' Retirement System Funds; the Judges'

Retirement Fund; the Municipal Police Officers' Pension and
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Relief Funds; the Fire Fighters' Pension and Relisf Funds and
such other retirement or pension funds and systems established
cn behalf of public employees of the State or of its political
subdivisions and administered by the State;

"Securities" shall have the same meaning set forth in
West Virginla Code §12-6-2;

"Select U. S. Government Agency Obligation” means and
includes any evidence of indebtedness issued by any of the
following: the Government National HMortgage Associatiocon
{GNMA)}, Resoluticon Trust Corporation Securities (RTC);

"U. S. Government Agency Obligation" means and includes
any obligation of any United States governmeni agency
guaranteed as tc the pavyvment c¢f both principal and interest,
directly or indirectly, by the United States of America,
including but not limited to the fcllowing: the Government
National Mecrtgage Associaticn (GNMA); the Federal Farm Credit
Bank (FFCB); Federal Land Banks (FLB)}; the Federal Hcome Loan
Mortgage Corporation (FHLMC); the Federal National Mortgage
Associaticen (FNMA); Federal Home Loan Banks (FHLE); Federal
Intermediate Credit Banks; Banks For Cooperatives; Tennessee
Valley Authority (TVA}; United States Postal Service; Farmers
Home Administration (FHA); Expert-Import Bank; Federal
Financing Bank; Student Loan Marketing Association (SLMA);
Resolution Trust Corporation Securities (RTC); and Veterans

Administration (VA); and
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"U. S. Government Obligations” means and includes any
direct obligation of, or obligation guaranteed as to payment
¢f both principal and interest by, the United States of

America.

Section 3. Mechanics of Participation in the Consolidated
Pension Fund

Pension Funds may participate in the Consolidated Pension
Fund by making written requests to the Board of Investments.
Written raequests for deposits or withdrawals shall state the
amount which the Pension Fund wishes to make available for
investment, or the amount which it wishes withdraw, as the
case may be. Such requests shall also contain cother
information which +the Board of Investments considers
necessary. The RBoard of Investments may reqguire advance
notice, as determined by the Board, for withdrawals of one

million ($1,000,000.00) or more.

Section 4. Accounting

4.01. Nature of Ownership ~ Each Participant shall own

& hundred percent (100%) interest in the pooli in which its
funds &re invested.

4.02. Accounting System - The Board of Investments shall

implement an accounting system based on generally-accepted

accounting principals.
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4.03. Trading CGains and Lesses - The Board of

Investments shall recognize all trading gains and losses
within the menth in which they cccur.

4.04. Distribution of Earnings; Monthly Statement - The

Board of Investments ghall furnish to each Pearticipant a
monthly statement of net earnings/losses, deposits and
withdrawals for each account. Monthly statements shall also
include an accurate statement of the yvield for the preceding

menth for each individual investment pool.

Secticn 5. Investmerit ¢f Consolidated Pension Fund

5.01. General Investment Policies, Objectives and
Restrictions - All investment pools in the

Consclidated Pension Fund shall be individually subject to the
policies, objectives and restrictions set forth herein.
(a) Purpose - the Board's purpose 1s to invest and
protect the assets ¢f the Consolidated Pension Fund for
the Dbenefit of the c¢itizens of the State of West
Virginia,

{b) Standazrd c¢f Care ~ All investments are to be made

with the exercise of that degree of Jjudgment 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 fcor investment, considering the probable
safety of thelr capital as well as the probable Income to

be derived,
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{¢) Permissible Investments - The Consolidated Pension

Fund shall abide by West Virginia Cocde §12-8-8%, as
amended, and these rules and regqulations with regard to
permissible investments.

(d) Social Responsibility - To 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.

fe) Custody - The Boaxrd shall designate and maintain
custodian arrangements in 1ts scle discretion and no
investment advisor shall maintain custody o¢f the
securities of the Consoclidated Pension Fund.

(£) Investment Advisors - The Beard may select and

maintain investment advisors who shall act in accordances
with the terms and conditions specified by the Board and
the applicable State and Federal laws.

{(g) Investment Objectives - All pools within the

Consolidated Pension Fund shall be subject to the
investment objectives listed baelow in descending crdexr of
priority:

(1) Preservation of Capital - To preserve the

capital investment in the Conseclidated Pension
Fund.

(2) Diversification - To diversify the investment

of the assets of the Consolidated Pension Fund so

as to minimize the risk of large lcsses.
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(h)

(3) Rate of Return - To achieve a rate of return

consistent with the rate of return objectives set
by the Board.

{4) Stability - To maintain a high level of
security in the Consclidated FPension Fund by
minimizing risk and volatility insofar as pessible
within the rate of return objectives set by the
Board.

(5) Turnover - To minimize transaction costs.

(6) Liguidity - Tc maintain sufficient liquidity
to provide for all anticipated withdrawals or
transfers and toc invest In securities with
sufficient marketability to provide fcr unexpected
withdrawals.

Investment Restrictions

(1) The Consolidated Pensicn 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 porticlic of the
Consolidafed Pension Fund may be invested in any
single industry sector. (The utility industry
shall be separated fcr +the purpose of this
restriction between telephone, glectric, gas
distribution, and similar segments.)

{3) Not more than 2% of the peorticlic of the

Consolidated Pension Fund may be invested in the

Page 7




securities issued by & single, private corporaticn
or assoclation.

{4) The Ccnsolidated Pension Fund shall maintain a
reasonable balance between the variocus classes of
fixed income securities, without over-
concentration.

{5) The Consolidated Pension Fund shall abide by
the guality restrictions of West Virginia Code §12-
6-9.

(&) Investment in £inancial futures centracts,
options and other similar instruments shall be
auvthorized for the sole purpose of performing
nedges in order to reduce the risk associated with
fluctuations in interest rates or market prices.
Such 4investments shall be limited +to direct
obligations of, or obligations guaranteed as to the
payment of both principal and interest by, the
United States of America; namely, Treasury bills,
notes, bonds and GNMAS. For purposes c¢i these
rules and regulations, the word "hedge" means
taking a position in the futures market which is
oppesite and approximately egual to the one held in
the cash market. This is a defensive strategy and
shall only be used to protect the overall walues of
the various peortfolios. Advance unanimous approval
of the Board must be obtained prior to each

transaction in instruments of this type.
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5.02. Investiment Pools - The Consoclidated Pension Fund

is composed of varicus investment pools for the Pension Funds.
It is the intent of the Board that there be separate portfolic
guidelines for the administration of each investment pool in
addition to the policies, objectives and restrictions set
forth in section 5.01 above. The Board ¢f Investments shall
administer each investment pool in the Consolidated Fension
Fund in accordance with the rules and regulations and as may
be further prescribed by the Board. All the investment pools
which compose the Consclidated Pension Fund shall be required
to meet Individually the guildelines outlined in the attached
Tables I and II. Due %tec the presently existing non-liguid
investments contained in the portfclic on the effective date
of these rules and regulaticns, the current investment
portfolic may not be considered when applying the maximum
limit on the obligations ¢f any single private corporation for
5 vears from the effective date of thes rules and regulatiocns.

5.03. Instructions for Use of Tables - The percentages

in the "Minimum" column are the minimum percentages which the
Board must maintain in each type of investment instrument.
For example, the 153% figure in Table I, Line 1, means that the
Investment Pool invested in U. §. Government cbligations. If
the minimum percentage is "0", as in Table I, Line 2, the
Board of Investments is not regquired to invest any meneys of
the pool in instruments of that type.

The percentages in the "Maximum™ column are the maximum

percentages of the pool which may be maintained in each type
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of instrument. For example, in Table I, Line 1, the 100%
figure in the '"Maximum" column means that the Board may keep
the entire peol 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 1, the "Code Reference" column refers te the
section of the West Virginia Code which authorizes the kind of

instrument described under the "Instrument" column.
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1.

10.

1I.

TABLE I

GUIDELINES FOR DIVERSIFICATION

ACCORDING TO XIND OF INVESTMENT INSTRUMENT

Instrument

U. S; Government
Obligation

U. 8. Government Agency

Cbligation

Federally insured WV
home mortgages

Privately insured pcols

of WV home mortgages

Corporate bonds, notes
debentures, commercial

Code Reference

Minimum Maximum

§12-6-9(a)

§12-6-3(b)

§12-6-9(d)

§12-6-9(£)

paper and cother evidence §12-6-10(1)

of indebtedness

Commercial paper and
other corporate ob-
ligatlions maturing in
less than one year

Cbligaticons of any
single private
corperation

Fully collateralized
WV gertificates cof
deposit maturing in
less than one year

Repurchase agreements

Reverse respurchase
agreemant

Equity securities of
Standard & Pools 300
Companies

§12-6-9(g)

§12-6-10(2)
§12-6-9(g)

§12-6-10(3)

§12-6-5(h)
§12-6-5(9)

§12-6~-5(10)

§12-6-9(7)

15%

0%

0%

0%

0%

0%

3

0%
0%

0%

0%

100%

85%

10%

10%

75%

20%

3%

30%

73%

133

20%
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TABLE IT

GUIDELINES FOR DIVERSIFICATION

ACCORDING TO QUALITY OF CCRPQRATE DEBT INSTRUMENTS

AUTHORIZED BY

TABLE I

Instrument : Minimum Maximum

1. Corpcorate bonds and notes
rated "AAA" C% 100%

2. Corporate bonds and notes
rate "AA" 0% 50%

3. Corporate bonds and notes
rated "A" C% 30%

4, Commercial paper rated
in highest grade {("pP-1"
or eguivalent) HES 20%
Any corporate debt instrument that is downgraded
following purchase may Dbe liguidated at the Board of

Investment's discretion i1f such downgrading puts the debt

instrument out of compliance with Table II.
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Section 6. Miscellaneous

6€.01. Minimum Amount of Investment - The minimum amount

of investment in the Consolidated Pension Fund is One Thousand
Dollars ($1,000.00). There is no minimum time for which
deposits will be retained.

6.02. Payment of Expenses from Earnings - The Board of

Investments shall deduct expenses incurred in the
administration of the Consolidated Pension Fund from the gross
earnings of the fund menthly. Such fees shall be established
by the Beard on a pro rata bkasis.

6.03. Board Reports - The Board of Investments shall

provide the Board a monthly report reflecting all purchases,
sales, and trades for each pool, and also, a copy of the
portfolio for each investment pool, reflecting the market
value for each investment.

£.04. Authorized Financial Institutions and Brokers -

The Board of Investments may not do business with any
firnancial Iinstitution or brokerage firm that has not been
approved by the Beoard. At the first Board meeting cf each
fiscal year, the Board of Investments shall provide the Board
with a complete 1list of all financial institutions and
brokerage firms currently on the appreved list for their
review.

5.0 Resarve for Losses ~ The Board is authorized %o

establish, by appropriate accounting method, & reserve for

loan losses. No interest shall be included in earnings
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calculations on any loans that are delinguent by sixty days or

more, or for which the Board's staff determine collection to

be doubtful.
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