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AGENCY:__ _BOARD OF TNVESTMENTS TITLE NUMBER._113
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STATE CAPITOL COMPLEX-SUITE E-122

The Department requests that persons wishing to make
cornments at the hearing make an effort to submit written CHARLESTON WV 25305

comments in order to faciiifate the review of these comments.
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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, wherein the Board and the
Treasurer are authorized to develop and maintain 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 governing participation in, and administration of, the
Consolidated Pensicn Fund to be administered by the Board, for the
purpose of enabling the participating Pension Funds to maximize the
return on their investments.




e ——

N/A

o ———

ARPENCIX

[§))

"
1]

RQFCS

D]

FrSCAL NOTE FOf

C RUL

3

RULES FOR THE ADMINISTRATION OF THE CONSOLIDATED PENSION FUND

e . .
X  Legislasive Ingerprasive Srocedira!

AfZSrass

‘ MRS TISCAD vEAR
1 ZZZact of Proocosed uls Ingmeass Ee::assa! Curzant Nevz Therazizer
{ !
Eswimetes Tocosl Cosc 3 3 t s { 3 $
i |
E |
Serscrzl Sarriceas ‘ ‘
{ { |
Corzant Tioenss
Fermairs ans rlisr=nicns
ITooismment
Cehar
2. IZplanation of akcve estimates:

THESE PRCPOSED RULES ARE AN AMENDMENT TO THE ORIGINAL RULES EFFECTIVE

APRIL 14,

1982,

IT IS NOT ANTICIPATED THAT THESE AMENDED RULES WILL

REQUIRE THE EXPENDITURE OF ANY ADDITIONAL FUNDS.

3. Chjechives of these rules:

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, WHEREIN THE BOARD IS AUTHORIZED TO
DEVELOP AND MAINTAIN MODERN SYSTEMS, CONSISTENT WITH SOUND FINANCIAL
PRACTICES, FOR THE COLLECTION, DISBURSEMENT, MANAGEMENT AND INVESTMENT

OF PUBLIC MONEYS.

THE RULES QF THIS SERIES IMPLEMENT SUCH LEGISLATIVE

INTENT BY PRESCRIBING PROCEDURES GOVERNING PARTICIPATION IN, AND
ADMINISTRATION OF, THE CONSOLIDATED PENSION FUND TO BE ADMINISTERER BY
THE BOARD, FOR THE PURPOSE OF ENABLING THE PARTICIPATING PENSION FUNDS
TO MAXIMIZE THE RETURN ON THEIR INVESTMENTS.
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THESE PROPOSED RULES WILL CONTINUE TO ALLOW THE PENSION FUNDS CF
THE STATE TO BE FULLY INVESTED AND ACCCUNTED FOR ON A MORE

ACCURATE BASIS.
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INVESTED BY THE BOARD, THESE RULES WOULD INSURE THAT IS THIS
WERE TO OCCUR AT SOME FUTURE DATE THESE FUNDS WOULD BE PROPERLY

ACCOUNTED FOR.
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WEST VIRGINIA ADMINISTRATIVE REGULATICONS
West Virginia State Beard of Investments

Chapter 12-6
Series II
{1890)

Subject: Rules for the Administration of the Consolidated
Pension Fund by the West Virginia State Board of
Investments.
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WEST VIRGINIA ADMINISTRATIVE REGULATICNS
West Virginia State Board of Invesiments

Chapter 12-6
Series 11
(18%90)

Subject: Rules for the Administration ¢f the Consolidatad
Pension Fund by the West Virginia 3sState Beoard of
Investments.

Section 1. General

1,01. Scope - These rules implement the provisions of
West Virginia Code $§12-6~1 et. seg. relating to the

Consclidated Pension Fund established by §12-6-8(b).

1,02, Authoritv -~ West Virginia Code §12-6-5; §12-6-~8.

1.03. Purpose - 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 collection,
disbursement, management and investiment of public moneys.
These rules and regulatlons implement such legislative intent
by prescribing procedures governing participation in, and
administration of, the Consolidated Pension Fund to be
administered by the Beard, for the purpose cf enabling the
participating Pension Funds to maximize the return on theirx
investments.

1.04. Filing Date -

1.08. Effective Date -
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1.06. Rerpeal of Former Rule - This legislative rule

repeals and replaces WV 113 CSR2 "Rules for the Administraticn
of the Cocnsolidated Pension Fund by the West Virgindia State

Board of Investments” filed Aprii-i37-1558 May 17, 1881 and

effective Aprii-137;-%9%6 May 17, 1981.

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 1831, as amended;

"Consolidated Pensicn Fund" means the investment fund
managed by the Board and established pursuant to West Virginia
Code §l2-6-8(a);

"Participant” means all Pensicon Funds, entities cr
individuals contributing meneys or assets to the Consolidated
Pension Fund;

"Pension Funds" means and includes the Workers'
Compensation Fund; the Workers' Compensation Fund II; the
Pneumcconiosis Fund; +the State Teachers' Retirement System
Fund: the Death, Disability and Retirement Fund for members of
the Department of Public Safety's Division of Public Safety;
the Public Employvees' Retirement System Funds; the Judges'
Retirement Fund; the Municipal Police Cfficers’' Pension and
Relief Funds; the Fire Fighters' Pension and Rellief Funds and

such other retirement or pension funds and systems established
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on behalf of public empleyees of the State or of its pelitical
subdivisions and administered by the State;

"Securities”" shall have .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), Resolution
Trust Corporation Securitises (RTC);

"U. 8. Government Agency Obligaticn" means and includes
any obligation o¢f any  United States government agency
guaranteed as to the payment c¢f both principal and interest,
directly or indirectly, by the United States o¢f America,
including but not limited te the following: the Gevernment
National Mortgage Assoclation (GNMA); the Federal Farm Credit
Bank (FFCB); Federal Land Banks (FLE); the Federal Home Loan
Mortgage Corpcraticn (FHLMC); the Federal National Mortgage
Association (FNMA); Federal Home Lcoan Banks (FHLEB); Federal
Intermediate {redit Banks; Banks For Cooperatives; Tennessee
Valley Authority (TVA); United States Postal Service; Farmers
Home Administration (FHA); Export-Import Bank; TFederal
Financing Bank; tudent Loan Marketing Asscciation (SLMA);
Resoluticn Trust Corporation Securities (RTC); and Veterans
Administration (VA); and

"U. S. Government Obligations” means any direct
obligation of, or obligation guaranteed as to payment of both

principal and interest by, the United States of America.
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Section 3. Mechanics of Participation in the Consolidated
Pension Fund

Pension Funds mav participate in the Consolidated Pension

Fund by making written or electronic requests to the Board of

Investments. Written Reguests for deposits or withdrawals
shall state the amount wnich the Pension Fund wishes to make
available for investment, or the amount which it wishes
withdrawn, as the case may Dbe. Such reguests shall elsc
contain other information which the Board c¢f 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 mcre.

Secticn 4. Accounting

4.01. Nature 0f Cwnership ~ Eaeh-Partiecipent-shaiz-own

a- hundred- percent- —F:ECS - -interest-in-Lthe- pool--In-whieh-=it

fypde-awe-investasds Each Participant shall own an undivided

interest in the pcrtfclio of the Consolidated Pension Fund

based on the Participant’'s prorata centributicon of assets at

any time. Ownership shall be expressed in terms o©of units.

Each Participant, by ccocmpleting and returning an "Account

Reguest Form" %o the Board of Investments, has consented teo

the methods of sharing gains and losses and all other

accounting methods regulired or adopted bv the Board.

4,02. Accounting Svstem - The Board of Investments shall

implement an accounting system based on generally-accepted

accounting prineipais principles.
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4:637----Fraeding--gGaina--and--Legsea----- Phe--Beard--of

Investments- shald- recogrize -—aii-realized- trading cains-and
togseg-within~-the-menth-in-which-they-cceurs

4,03.4584+ Distributicn of Earnings; Monthly Statement - The

Board of Investments shall furnish to each Participant a

monthlv statement. This statement shall include distributed of

rne= earnings or losses, deposits, end withdrawals and changes

in markest value, if apvlicable, for each acccunt. Menthly

Participants will be periodically provided statements shazil

alse-inelude reflecting an accurate statement of the yield for

the preceding mentih period for each individual investment pool

in which the vparticipant assets are invested.

Section 5. Investment of Consolidated FPension Fund

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

Consolidated Pensicn Fund shall be individually subject to the
policies, objectives and restrictiocns set forth herein.
(a) Purpcse - The Board's purpose is to invest and
protect the assets of the Consclidated Pension Fund for
the Dbenefit of the citizens of the State of West
Virginia.

(b} Standard of Care - All investiments are to be made

with the exercigse c¢f that degree of Jjudgment and care,
under circumstances then prevailing, which people of
experience, prudence, discretion, and intelligence

exercise in the management cf their own affairs, not for
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speculation, but for investment, considering the probable
safety of thelr capital as well as the probable inceme to

be derived.

(c) Permissible Investments - The Consclidated Pension

Fund shall abide by West Virginia Ccde §12-6-9, as
amended, and these rules and regulaticns with regard to
permissible investments.

{d) Sccial Respeonsibkility - To the extent that

investments are consistent with all other standaxds
established by the Board, selection ¢f investments should
consider the best interests of the pecple ¢f the State of
West Virginis.

{(e) Custedy - The Board shall designate and maintain
custodian arrangements in its sole discreticen and no
investment adviscor shall maintain custeody of the
securities of the Ccnsclidated Pensicn Fund.

(£} Investment Advisors - The Board may select and

contract with investment advisors whe shall act in
accordance with the terms and conditions specified by the
Board and the applicable State and Federal laws.

{g) Investment Obijectives - All pocls within the

Consolidated Pensieon Fund shall be subject to the

investment objectives listed below in descending order of

priority:
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(h)

{1) Preservation of Capital - To preserve the

capital investment in the Consclidated Pension

Fund.

(2) Diversificaticn - To diversify the investment

of the assets of the Consolidated Pensicn Fund so
as tc minimize the risk of targe losses.

(3) Rate of Return - T¢ 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 Consoclidated Pension Fund Dby
minimizing risk and volatility inscfar as possible
within the rate of return objectives set by the
Beard.

{53) Turnover - To minimize transaction costs.

(6} Liguidity - Tc maintain sufficient liguidity
to provide for all anticipated withdrawals or
transfers and to invest in securiities with
sufficient marketability to provide for unexpected
withdrawals.

Investment Restrictions

(1) The Consolidated Pension Fund shall abide by
the investiment restrictions of West Virginia Cede
§12-5-10 and as further set fcrth by the Board.

(2) Not mcre than 29% of the portfolio of the
Consclidated Pension Fund may ke invested in any

single industry sector. (The utility industry

Page 7




shall Dbe separated for the purpese of this
restriction Dbetween tealephone, electric, gas
distribution, and similar segments.)

{3) The Consclidated Pensicn Fund shall maintain a

reasonakble balance between the wvaricus c¢lasses of

fixed income securities, without over-
concentraticn.
{(4) The Consclidated Pension Fund shall abide by

the quality restrictions ¢f West Virginia Code §12-
6-3.

(3) Investment in financial Ifutures ccontracts,
opticns and cther similar instruments shall be
authorized for the sole purpese of performing
hedges in crder to reduce the risk asscciated with
fluctuations in interest rates or market prices.
Such iInvestments shall be limited to direct
obligations ¢f, or obligations guaranteed as to the
payment of beth principal and interest by, the
United States of America; namely, Treasury bills,
notes, bonds and GNMAs, For purposes o©f these
rules and regulations, the word '"hedge" means

taking a position in the futures or options market

which 1s opposite and approximately esqual to the
one held in the cash market. This 1s a defensive
strategy and shall only be used to protect the
overall values of the various portfolics. Advance

unanimous approval of the Board must be obtained

Page 8




prior %o each transactieon in instruments o¢f this

Lype.

(6) Not more than twenty percent of the portfelio

of the Consolidated Pension Fund mavy be invested in

agquities listed on the Standard and Poor's 500.

{7) The Beoard shail rebalance the portfolio

between fixed income securities and sguities within

two weeks following the end of each calendar

guarter based on the percentage ¢of fixed income

securities and equities in the portfclic on the

last dav of e=ach guarter. All calculations to

determine the Dbalance Dpetween the figxed income

portfolic and eguities portfolio shall be made with

+he securities being valued accgording to general

accented accounting principles.

{8) The Board and its advisors shall purchase and

sell sguities on a best execution bkasis.

Investment Pools - The Consclidated Pension Fund

is composed of various investment pocls for the Pension Funds.

It is the intent of the Board that the composite Consolidated

Pension Fund meet there-be-separate-pertfeiio-guideiines-for

tRa-zdminisrration-cf sachr -nvestments pocl- in-additieon-fo-the

poiiciess-obtectives -and mestirtesions set-fortirin-Subsectien

5<:8%+c----FEhe--Beard -of - Investments--shali--adminigter-—each

investment-weok-rihe-Sangotidated-Fensicn Fund inaceerdance

with--these -rules -and--regulatiens -and -as--may-Le -further

praegseribad-y--the- Board---All--the-investment- pocks-which
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campese—the—{kxnﬁxhhi&bai-Pens&cn—?und—shaii-%ﬁr-reqwrred-tc
meet-individuaziy the guidelines ocutlined in Tables I and II
of this Rule. Bue--tor-the-presentlv -exdsting memr—tiguid
investmentzs-containad-in-the-perticiic-on-the-affective-date
ef--these - riles - and - reguiations,~—the -current--investment
pertfeiio~may -nct - De- considered -when - appi yvimg- -tHre-—maximum
Timit-on-thre obliigations-ef-any aingle privete corporatieon-fer
E--vears--from- -thege - offective - date —of--Lhese -rules--and
regutatienss

5.03. Instructicns for Use cof Tables - The percentages

in the "Minimum" column are the minimum percentages which the
Beoard must maintain in each type c¢f investment instrument.
For example, the 15% figure in Table I, Line 1, means that a

minimum of fifteen percent of the Investment-Feo: Consolidated

Pensicn Fund shall be invested in U. S. Government

obligations. If the minimum percentage is "0", as in Table I,
Line 2, the Bcard of Investments is neot reguired to invest any
moneys of the pee: fund in instruments of that type.

The percentages in the "Maximum" column are the maximum
percentages of the peet fund which may be maintained in each
type of instrument. For example, in Table I, Line 1, the 100%
figure in the "Maximum”" column means that the Board may keep
the entire peez fund invested in U. 3. Government obligatiocons.
If the mazximum percentage is "10", as in Table I, Line 4, this
means that the Board of Investments 1s permitted to invest in
instruments of that type up to a2 maximum of 10% 0f the peel
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In Table 1, the '"Code Reference" column refers to the
section ¢f the West Virginia Code which authorizes the kind of

instrument described under the "Instrument" coclumn.
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10.

11.

TAEBLE I

GUIDELINES FOR DIVERSIFICATION

ACCORDING TO XIND QOF INVESTMENT INSTRUMENT

Instrument

U. 8. Government
Obligaticon

u. 3.
Obligation

Federally insured WV
heome mortgages

Privately insured pocls

of WV home mortgages

Corporate bonds, notes
debentures, commercial

paper and other evidence

of indebtsdness

Commercial paper and
other corporate ob-
ligations maturing in
less than c¢ne year

Obligations of any
single private
corporation

Fully ¢ecllateralized

WV certificates of
depcsit maturing in
less than one year

Repurchase agreements

Reverse repurchase
agreement :

Ecquity securities of
Standard & Poors 300
Companies

Code Reference

Minimum Maximum

Government Agency

§12-6-9(a)
§12-6-3(Db)
§12-6-9(4)

§12-6=-9(f)

§12-6-10(1)
§12-6-9(g)

§12-6-10(2)
§12-6-9(q)

§12-6-10(3)

§12-6-3(h)
§12~6-5(93)

§12-6-5(10)

§12-6-9(3)

15%

0%

0%

0%

0%

0%

0%

0%

0%

0%

0%

100%

85%

10%

10%

75%

20%

33

30%

75%

15%

20%
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TABLE II

CGUIDELINES FOR DIVERSIFICATION

ACCORDING 7O QUALITY QF CORPORATE DEET INSTRUMENTS

AUTHORIZED EY TABLE I

Instrument _ Minimum Maximum

1. Corporate bonds and nctes

rated "AAA" or eguivalent 0% 100%
2. Corporate bonds and notes

rate "AA" or eguivalent 0% 50%
3. Corporate bonds and notes

rated "A" or eguivalent 0% 30%
4. Commercial paper ratead

in highest grade ("P-1"

or eguivalent) 0% 20%

Any corporatse debt Instrument that Is downgraded
follewing purchase may be 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

£.01. Minimum Amcunt of Investment - The minimum amount

of investment in the Consclidated Pension Fund i1s One Thousand
Dollars ($%$1,000.00). There is no minimum time for which
deposits will be retained.

6.02. Payment of Expensesg from Earnings - The Board of

Investments shall deduct - expenses incurred in the
administration of the Consolidated Pension Fund from the gross
earnings ¢f the fund monthly. 8Such fees shall be established
by the Board on a preo rata basis.

6.03. Board Repeorts - The Beoard of Investiments staff

shall provide Becard members 2 monthly financial statements

prepared in acccrdance with Gsnerally Accepted Accounting

Principles and Ifinancial schedules repert reilecting a:z:z

purchasess; and szlesy; and-trades for each pool, and-azser-a
eepy - f thre portfolio fer-easkh -rvestment ol - refiecting-the
marker-vaiue-for-aach-investments

5.04. Authorized Financial Institutions and Brokers -

The Board of Investments stafi may neot do business with any
financial institution or brokerage firm that has not been
appreved by Board members. At the first Board meeting of each
fiscal vear, the Board of Investments stafi shall provide
Board members with a compleie list of all financial

instituticns and brokerage firms for which the Boards staff

request to transact business, eurrently-en-the-approved-iigt

for thelr review and approval.
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6.05 Reserve for Losses - The Board is authorized to

establish, by apprepriate accounting method, a reserve ZIor
locan losses. No interest shall be included in earnings
calculations on any lcans that are delinguent by sixty days or

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

be doubtful.
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