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NOTICE OF AN EMERGENCY RULE

AGENCY:__BQOARD QF INVESTMENTS TITLE NUMBER:__113
CITE AUTHORITY: _ CHAPTER 12-6-5

EMERGENCY AMENDMENT TO AN EXISTING RULE: YES__X NO

IF YES, SERIES NUMBER OF RULE BEING AMENDED: X
TITLE OF RULE BEING AMENDED _ RULES FOR THE ADMI'\JISTRATION OF
THE CONSOLIDATED PENSION FUND

IFF NO, SERIES NUMBER OF RULE BEING FILED AS AN EMERGENCY:
TITLE OF RULE BEING FILED AS AN EMERGENCY:
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THE ABOVE RULE IS BEING FILED AS AN EMERGENCY RULE TC BECOME EFFECTIVE AFTER

APPROVAL BY SECRETARY OF SLL\TE CR 35TH DAY AFTER FILING, WHICHEVER OCCURS
FIRST. , .

THE FACTS AND CIRCUMSTANCES CONSTITUTING THE EMERGENCY ARE AS FOLLOWS:

THE THIRD EXTRACRDINARY SESSION OF THE 1990 LEGISLATURE AUTHORIZED THE
BOARD OF INVESTMENTS TO INVEST IN EQUITIES (CODE SECTION 12-6-9(J). THE
BCGARD OF INVESTMENTS HAS SELECTED INVESTMENT ADVISORS AND IS NOW
POSITIONED READY TO BEGIN EQUITY PURCHASES. THESE RULES CHARGES
IMPLEMENT THE PROVISIONS OF THIS CODE SECTION.

Usa Additional Sheets If Necessary, : e
1




The general purpose of these rules is to aid in the implementation
of the legislative findings and purpcse 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 meoneys. The rules of
this series implement such legislative iIntent by prescribing
procedures governing participation in, and administration of, the
Consolidated Pension Fund to be administered by the Board, for the
purpose of enabling the participating Pension Funds to maximize the
return on their investments.




TISTAL NOTEZ FOR BRCPCSED RULES

Rule Tizla: RULES FOR THE ADMINISTRATION OF THE CONSOLIDATED PENSION FUND

vTe of rule X Lazislacive Intarzretive Procedura
2g=rcy  BOARD OF INVESTMENTS Addiress

STATE CAPITOL COMPLEX, SUITE E-122, CHARLESTON, WV 25305

N/A

ANDTRL FISCAL YEIRER
1 ESfzon of Provcoses Ruls Incre=sa [ecTIsase Cur-snt Next Thersalizsr

2. Egplanztion of above astimates:

THESE PROPOSED RULES ARE AN AMENDMENT TO THE ORIGINAL RULES EFFECTIVE
APRIL 14, 1992. 1T IS NOT ANTICIPATED THAT THESE AMENDED RULES WILL
REQUIRE THE EXPENDITURE OF ANY ADDITIONAL FUNDS.

3. Chijectives ¢f thesa rulas:

THE GENERAL PURPQSE 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 OF THIS SERIES IMPLEMENT SUCH LEGISLATIVE
INTENT BY PRESCRIBING PROCEDURES GOVERNING PARTICIPATICN IN, AND
ADMINISTRATION OF, THE CONSOLIDATED PENSION FUND Tn BE ADMINISTERED BY
THE BOARD, FOR THE PURPOSE OF ENABLING THE PARTICIPATING. PENSION FUNDS
TO MAXIMIZE THE RETURN ON THEIR INVESTMANTS.
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THESE PROPOSED RULES WILL CONTINUE TO ALLOW THE PENSION FUNDS QF
THE STATE TO BE FULLY INVESTED AND ACCOUNTED FOR ON A MORE

ACCURATE BASIS.
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Sgeciiic ¢rours o cizizars,
" ALTHOUGH THERE ARE CURRENTLY NO LOCAL GOVERNMENT PENSION FUNDS

INVESTED BY THE BOARD, THESE RULES WOULD INSURE THAT IS THIS
WERE TC OCCUR AT SCME FUTURE DATE THESE FUNDS WOULD BE PROPERLY

ACCOUNTED FOR.

C. Zconomic Tmpact on Citizens/Public as Larze,

SEE 4A.
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DATE: June 18, 1993

TO: TLEGISLATIVE RULE-MAXING REVIEW COMMITTEE

I]l

ROM: West Virginia State Board of Investments

EMEIRGENCY RULE TITLE: Rules for the Administration of the
Conscildated Pensiocn Fund

1 , Dats of f£iling: June 18, 1993

2. Statutery auticrity for premulgating the emergency ruls:

Chapter 12-6=5

3. Date of f£filing ¢f proposed legislative rule: Jume 18, 1993

4. Doces the emergency rule adept new language or dees it
amend or repeal a current legislative rule?

Amends current rules

5. Has the same ¢r similar emergency rule previcusly been
filed and expirad?

No

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

The third extraordinary session of the 1980 Legislature

authorized the Board of Investments to invest in equities

{Code section 12-6-9(j). The Board of Investments has selected

investment advisers and is now positioned to begin equity purchases.

These rule changes implement the provisions of this code section.




7. If the emergency rule was promulgated in crder to comply
with 2 Time limit estgablished by the Code or faderal
statute or regulaticn, cite the Code provision, federal
statute or regulation and time limit established ther=sin.

N/A

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

These. rules only effect the participants in the comsolidated

pension fund.
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WEST VIRGINIA ADMINISTRATIVE REGULATIONS
West Virginia State Board of Investments

Chapter 12-6
Series Il
(1990)

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

Section 1. General

1.01. Scope - These rules implement the provisions of
West Virginia Code $12-6-1 et. seqg. relating to the
Consolidated Pension Fund established by §12-6-8(b).
1.02. Authority - West Virginia Code §12-6-5; §12-56-8.
1.03. Purpose - The general purpose of these rules is to

aid in the implementation of the legislative findings and
purpose set forth in West Virginia Code §12-1-1, wherein the
Board is authorizsd 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 governing participation in, and
administration of, the Consolidated Pension Fund to be
administered by the Board, for the purpose of enabling the
participating Pension Funds to maximize the return on their
investments.

1.04. Filing Date -

1.05, Effective Date -

Page 1




1.06. Repeal of Former Rule - This legislative rule

repeals and replaces WV 113 CSR2Z2 "Rules for the Administration
of the Conscolidated Pension Fund by the West Virginia State

Board of Investments" filed Aprii-~135-199%9 May 17, 1991 and

effective Aprii-137;-39%6 May 17, 1991.

Section 2. Definitions

For purpcses 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;

"Consslidated Pension Fund" means the investment fund
managed by the Board and established pursuant to West Virginia
Code §lz2-6~8(a);

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

"Pension Funds" means and includes the Werkers'
Compensation Fund; the Workers' Compensaticn Fund II; the
Prneumoconiosis Fund; the State Teachers' Retirement System
Fund; the Death, Disability and Retirement Fund for members of
the Department cf Public Safety's Division of Public Safety;
the Public Employees' Retirement System Funds; the Judges'
Retirement Fund; the Municipal Police Qfficers' Pension and
Relief Funds; the Fire Fighters' Pension and Relief Funds and

such other retirement or pension funds and systems established
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on 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 Virginia Code §12-6-2;

"Select U. S. Government Agency Obligation" means any
evidence of indebtedness issued by any of the focllowing: the
Government National Mortgage Asscociation (GNMA), Resolution
Trust Corporatiocon Securities (RTC);

"U. 8. Government Agency Obligation"” means and includes
any obligation of any United States government agency
guaranteed as to the payment cf both principal and interest,
directly or indirectly, by the United States of America,
including but neot limited to the follewing: the Government
National Mortgage Asscciation (GNMA); the Federal Farm Credit
Bank (FFCB); Federal Land Banks {FLB); the Federal Home Loan
Mortgage Corporaticn (FHLMC); the Federal National Mortgage
Asscociation (FNMA); Federal Eome Lcocan Banks (FHLB); Federal
Intermediate Credit Banks; Banks For Ccoperativeg; Tennessee
Valley Authority (TVA); United States Postal Sexvice; Farmers
Home Administration (FHA); Expcri-Import Bank; Federal
Financing Bank; Student Loan Markesting Association (SLMA);
Resolution Trust Corporation Securities (RTC); and Veterans
Administration (VA); and

"U. S. Geovernment 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 Ceonsclidated
Pension Fund

Fension Funds may participate in the Consolidated Pensicn

Fund by making written or electronic reguests to the Beoard of

Investments. Wrikten Requests for deposits or withdrawals
shall state the amount which the Pensicon Fund wishes tc make
available for investment, or the amount which it wishes
withdrawn, as the case may be. Such reguests shall alsco
contain other information which the Board of Investments
considers necessary. The Board of Investments may require
advance notice, as determined by the Board, for withdrawals of

one million (31,000,000.00) or more.

Section 4. Accounting

4.01. Nature of Ownership - Eacsh-FParticipant-shali-ewn

a-rundred--vercent -+ - -fnterest - in-the pool--tr-which-tis

fundeg-ara-investeds Each Participant shall own an undivided

interest in the portifclio of the Consclidated Pension Fund

based on the Participant's prorata contribution of assets at

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

Each Participant, by completing and returning an "Account

Reguest Form" to the Board of Investments, has consented to

the methods o¢f sharing gains and losses and all cther

accounting methods required or adopted by the Board.

4.02, Accounting System - The Board of Investiments shall

implement an accounting system based on generally-accepted

accounting prineipazs principles.
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4783v~———-Frading--Sains--and--Eeggseg--——-— Ffhe--Board--~ef

Investments-shall- recogmize -2l -reatized--trading gaimrs -and

feasag-within-sthe-menth-in-whieh-they-oeceurs

4.03.4-84c Distribution of Earnings; Monthly Statement - The
Board of Investments shall furnish te¢ each Participant a

monthly statement. This statement shall include distributed of

new earnings or losses, deposits, anmd withdrawals and changes

in market wvalue, if applicable, for each account. Monthiy

Participants will be pericdically provided statements shai:

aise-itnelude reflecting an accurate statement of the yield for

the preceding menth period for each individual investment pool

in which the participant assets are invested.

Saection 5. Invaestment ¢f Consolidated Pension Fund

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

Consclidated Pensicon 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 Consclidated Pension Fund for
the benefit of the citizens of the State of West
Virginia.

{(b) Standard of Care - All iInvestments 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 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 income to

be derived.

{c) Permissible Investments - The Consolidated Pensicn

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

{(d) Soclial Responsibility -~ To the extent that

investments are consistent with alil other standards
established by the Board, selection of investments should
consider the best interests c¢f the people of the State of
West Virginia.

(e} Custcedy - The Beoard shall designate and maintain
custodian arrangements 4in 1its sole discretion and-no
investment advisor shall maintain custody o¢f the
securities of the Consolidated Pension Fund.

(£) Investment Advisors -~ The Board may select and

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

(g) Investment Obijectives - All pools within the

Consclidated Pension 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 1in the <Consclidated Pension

Fund.

{(2) Diversification - To diversify the Investment

of the assets of the Consolidated Pension Fund so
as to minimize the risk of targe losses.

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

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

(4) Stability =~ To maintain a high level of
security in the Consolidated Pension Fund by
minimizing risk and wvolatility insofar as possible
within the rate o¢f return obliectives set Dby the
Beoard.

{5) Turnover - To minimize transaction costs.

(6) Liguidity - To maintain sufficient liguidity
to provide for all anticipated withdrawals or
transfers and to invest in securities with
sufficient marketability to provide for unexpected
withdrawals.

Investment Restrictions

(1) The Consclidated Pension Fund shall abide by
the investment restrictions of West Virginia Code
§12-6-10 and as further set feorth by the Board.

(2) Not more than 20% of the portfolio ¢f the
Consclidated Pension Fund may be invested in any

single industry sector. (The utility industry
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shall be separated for the purpcse of this
restriction between telephone, electric, gas
distribution, and similar segments.)

(3) The Consclidated Pensicn Fund shall maintain a
reasonable balance between the various classes of
fixed inceome securities, without ovear-
concentration.

{4) The Consolidated Pension Fund shall abide bv
the quality restricticns of West Virginia Code §12-
6-5.

{5) Investment iIn financial futures contracts,
opticns and other similar instruments shall be
authcrized for the sole purpose o0f performing
hedges in order to reduce the risk assoclated with
fluctuetions 1iIn interest rates or market prices.
Such investments shall be 1limited to direct
obligaticns cf, or cbligations guaranteed as to the
payment of both principal and interest by, the
United States of America; namely, Treasury billeg,
notes, bonds and GNMAs. Tor purpcses of these
rules and regulations, the word "hedge" means

taking a position in the futures or options market

which is opposite and approximately egqual to the
cne held in the cash market. This is a defensive
strategy and shall only be used t¢o protect the
overall values of the various portfolics. Advance

tnanimous approval of the Board must be obtained
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prior to each transaction in instruments of this

type.
{6) Not more than twentv percent of the portfolio

of the Consolidated Pension Fund may be invested in

equities listed on the Standard and Poor's 500.

{7 The Beard shall rebalance the portfolio

between fixed income securities and equities within

two weeks following the end of each calendar

guarter based on the percentage of fixed income

securities and equities in the portfolio on the

last day of each quarter. All calculations to

determine the balance between the fixed income

portfclic and equities pertfolic shall be made with

the securities being valued according to general

accepted accounting principles.

(8) The Board and its advisors shall purchase and

sell equities ¢on a best execution basis.

5.02. Investment Pools - The Consolidated Pension Fund

is composed of various investment pools for the Pension Funds.

It is the intent of the Board that the composite Consolidated

Pension Fund meet there-be-separate-poertfeiio-guideiines-feor

tha-admst

tseratiton-of each -investment pool-dr addition-+o-the

peiiciesy-~obiectives and restrictions set-forth-in-Subsectien

§+8%t+-~—TThe -Beard - of -Investments - shaii--adminigter--eash

investment-pecl dn-the-congsetidated-Pension Fund inaccerdance

with--thege -rules -and- regulations -and-ag-may - e -further

prescribed- by -the-Soard--—A&di--the-investment-pocks--which
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ccmpcse—{ﬂﬁriﬁmmaxhhkﬁhSi-Pensfon—?und-shﬁii—&xr-requrred-tc
meet-individuaiiy the guidelines outlined in Tables I and II
cf this Rule. Bue--to -the-—presently -existing nenr—riguid
tnvestments-contained-in-the-poertfoiic-en-the-affactive-data
of--these--rules~and - regulations,~-the ~current--investmant
pertfeiie-may-not-be-considered -when-appiving -the -maximum
fimie-on-the obligations of-any single priveate corporaticon-for
E--years-—-fxom - -thege - offective -date - of--£hese—-rules~--and
regulationss

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.
Fer example, the 15% figure in Table I, Line 1, means that a

minimum of fifteen percent of the Investment-Peei Consolidated

Pension Fund shall Dbe invested in U. §S. Government

ohligations. If the minimum percentage is "0", as in Table I,
Line 2, the Board ¢f Investments is not required to invest any
moneys of the poe: fund in instruments of that type.

The percentages in the "Maximum" column are the maximum
percentages of the peoo: fund which may be maintained in each
type of instrument. For example, in Teble I, Line 1, the 100%
figure in the "Maximum" column means that the RBoard may keep
the entire peo: fund invested in U. S. Gevernment obligations.
If the maximum percentage is "10", as in Table I, Line 4, this
means that the Becard of Investments is permitted to invest in
instruments of that type up to 2 maximum of 10% of the peol

fund.
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In Table 1, the "Code Reference"” column refers to the
secticn ©of the West Virginia Code which authorizes the kind of

instrument described under the "Instrument" column.
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10.

11,

TABLE I

GUIDELINES FOR DIVERSIFICATION

ACCORDING TO KIND OF INVESTMENT INSTRUMENT

Iinstrument

U. S. Government
Obligation

U. 3. Government Agency

Obligaticon

Federally insured WV
home mortgages

Privately insured pools

of WV home mortgages

Corporate bonds, notes
debentures, c¢ommercial

Code Reference

Minimum Maximum

§12~6-9(a)

§12~6-9(b)

§12~6-9(d)

§12~6-9(£)

paper and cother evidence §12-6-10{1)

of indebtedness

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

Obligations of any
single private
corpecration

Fully collateralized
WV certificates of
deposit maturing in
less than o¢ne year

Repurchase agreements

Reverse repurchase
agreement

Equity securities of
Standard & Poors 500
Companies

§12-6-5(g)

§12~6-10(2)
§12-6-9(qg)

§12~6-10(3)

§12~6-3(h)
§12~6-5(9)

§12~6-5({10)

§12-6-9(3)

15%

0%

0%

0%

0%

0%

0%

0%
0%

0%

100%

85%

10%

10%

75%

20%

3%

30%
75%

15%

20%
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TABLE I1I

GUIDELINES FOR DIVERSIFICATION

ACCORDING TO QUALITY QF CORPORATE DEBT INSTRUMENTS

AUTHQRIZED BY TABLE I

Instrument B Minimum Maxinum

1. Corpeorate bonds and notes
rated "AAA" or equiwvalent 0% 100%

2. Corporate bonds and notes
rate "AA" or eguivalent 0% S0%

3. Corporate bonds and notes
rated "A" or eguivalent 0% 30%

4. Commercial paper rated

in highest grade ("P-1"
or eguivalent) 0% 20%

Any corporate debt instrument that 1is downgraded
following purchase may Dbe liquidated at the Board of
Investment's discretion 1f 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 Conscolidated Pension Fund is One Thousand
Dollars (%1,000.00). There 1s no minimum time for which

deposits will be retained.

6.02. Payvment of Expenses f£rom Earnings - The Board of

Investments shail deduct axpenses incurred in the
administration ¢f the Consolidated Pension Fund from the gross
earnings ©f the fund monthly. Such fees shall be established

by the Board on a pro rata basis.

6.03. Board Reports - The Beard of Investments stafif

shall provide Board members a monthly financial statements

prepared in acc¢ordance with Generaglly Acceptsd Accounting

Principles and financial schedules rapor:t reflecting az:z

purchasesy and salesy; and-trades for each pool. and-aisey-a
eopy-oi-the perifciio for-each -nvestment ool — refiecting-the
markaet-vatue-£foar-gsash-investments

6.04. Autheorized Financial Institutlions and Brokers -

The Board of Investments staff may not do business with any
financial institution or brokerage firm that has nct been
approved by Board members. AL the first Beard meeting of each
fiscal year, the Board of Investments staff shall provide
Board members with a complete 1list of all financial

institutions and brokerage firms for which the Boards staff

request to transact business, currentiy-en-the-appreoved-liats

for thelr review and approval,
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6.05 Reserve for Losses - The Becard is authorized to

establish, by appropriate accounting method, a reserve for
loan 1lcsses. No interest shall be included in earnings
calculations on any loans that are delinguent by sixty days or

mere, or for which the Board's staff determine cellection to

be doubtful.
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Board Membars:

Honorable W. Gaston Caperton, 111

Governor/Chairman
Mr. John T, Poffenbarger

Executive Secretary/hember

Honorable Larriz Bailev
Treasurer/Member

Honorable Glen B. Gatner, I1I

Auditor/Member
Mr. Dwight Keating
Member

Mr. Richard Riederer
Member

Mr. Wililam T. Tracy
Member

State of West Virginia
Board of Investments

Suite E-122

State Capitol
Charleston, WV 25305
Telephone: (304) 558-3000
Telefax: (304) 344-9284

Staff:

H. Craig Slaughter
Executive Diractor

D. Jerry Simpson
Chief Operating Officer

Matthew E. Jones
Chief Financial Officer

Diana Will
Chief Investment Officer

Mark E. N, Asaad
General Counsel

To: Judy Cooper
Secretary cf State's Office

From: Jerry Simpson ~
Chief Operating Officer

Date: September 9, 1993

Subject: Withdrawal of Emergency Rule

Oon June 18, 1993, emergency rules were filed with your office.
These rules were amended rules titled "Rules For The Administration
Of The Consolidated Pension Fund". The primary purpose for these
rules was to allow our office to proceed with investing in

equities.
Since the filing of these rules on an emergency basis,
Attorney General's QOffice has issued an official opinion stating
that it is unconstitutional for the Board of Investments (Board) to
invest in equities. Therefore, the primary reason for filing the
rules on an emergency basis is now void until the questions raised
by the Attorney General's QOffice are resolved. The Board at their
September 8, 1993 meeting directed the staff to withdraw the
emergency filing of these rules and allow for the regular
consideration of the rules by the Legislative Rule~Making Review

Committee.

the

Therefore, I am requesting that vour office withdraw the
emergency filing of these rules.

If you need any additional information, please call me at 558-
5000.

CC: Senator Joe Manchin III

Delegate Brian Gallagher
o )
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