Do Not Mark In this Box
WEST VIRGINIA
SECRETARY OF STATE FILED
KEN HECHLER
ADMINISTRATIVE LAW DIVISION | helo 3 a2 ‘s
Form #3
—_ — QFFICE OF WEST VIBAM:L

' SECRETARY OF STATE

NOTICE OF AGENCY APPROVAL OF A PROPOSED RULE
» AND
FILING WITH THE LEGISLATIVE RULE-MAKING REVIEW COMMITTEE

AGENCY: Wv State Boazrd of Investments TITLE NUMRBER: 113

CITE AUTHORITY WV Code 12-6-5 et seq.

AMENDMENT TC AN EXISTING RULE: YES__ X NO

IF YES, SERIES NUMBER OF RULE BEING AMENDED: __ &
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Board Members:

Honerable W. Gaston Caperton, TI

Governor/Chairman

Mr. John T. Poffenbarger
Executive Secretarv/Member

Honorable Larrie Bailey
Treasurer/Member

Honorable Gien B. Gainer, {11
Auditor/Member

Mr. Dwight Keating
Member

¥Ir. Richard Riedeger
Member

Mr. Willtam T. Tracy
Mermber

To:

From:

Date:

Subject:

State of West Virginia

Staff:

H. Cralg Slaughter
Executive Director

D. Jerry Simpson
Chief Operating Officer

Board of Investments it Fnencl e

Judy Cooper

Secretary of State's Office

Jerry Simpson

Chief Operating Office

Suite E-122
State Capitol
Charleston, WV 25305
Telephone: (304) 558-30C0
Telefax: (304) 344-9284

August 13, 1993

Filing of The
Pension Fund

Approved Rules

Attached for your review 1is all

Diana Will
Chief Tnvesmment Officer

Mark E. N. Asaad
General Counsel

for the Consolidated

the material required

concerning the filing of the approved rules for the "Administration
of the Consclidated Pension Fund". It should be noted that these
rules were filed on emergency basis (copy of memo attached) on June

18, 1993.

If you require any additional information, please call me at
558-5000.
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Honorable W. Gaston Capertos, {11
Gevernor/Chairman

H. Craig Slaughter

Mr. John T. Potienbarger Executive Director
Exzcutive Secratary/Member

Honorable Larriz Balley D. Jerry Simpson

Treasurer/Member State of West V‘ii‘ginia Chief Operating Officer
Hengrable Glea B. Gainer, 11l

Auditor/Member i Board Of Investments Matthew E. Jores

Mr. Dwight Keating Chier Financial Officer

Member Suite E-122 Diana Wilt
‘ _ State Capitol e

Mr. Richard Riederer : iaf v

Moo Charleston, WV 25305 Chief Invesiment Officar

Telephone: (304) 558-5000

Telefax: (304) 344.9284 Mark E. N. Asaad

General Counsel

Mr. William T. Tracy
Member

To: Marie Nickerson
Legislative Rule-Making Review Committee

From: Jerry sSimpson .
Chief COperating Officer

Date: August 13, 1993
Subject: Filing of Rules for the Consoclidated Pension Fund

Attached for vyour review are fifteen (15) copies of the
material filed with the Secretary of State's 0ffice concerning
amendments to the rules for the "Administration of the Consolidated
Pension Fund". It should be noted that these rules were filed on
emergency basis (copy of memeo attached) on June 18, 1993.

If you require any additional information, please call me at
E58-5000.




Board Mambers:

Henorable W. Gasten Cagerton, 111
Governer/Chairman

Mr. John T. Poffenbarger
Executive Secretary/Member

HMonorable Larrie Bailey

Treasurer/Member State of West Virginia

Honorable Gien B. Gainer, 111

udior s . Board of Investments
Mr. Dwight Keating Suite B-122

Member e - les

Me, Richard Riederer Ch lstiite Ca\l?ij'ozlq"os

Member arleston, 33

Mr. William T Tracy - Telephone: (304) 5538-5000

Mermbar ) ’ ) ) Telefax; (304) 344-9284

To: Marie Nickerson
Legislative Rule-Making Review Committee

From: Jerry Simpson
Chief Operating Officer

Date: June 18, 1933

Subject: Notice of an Emergency Rule

Srarf:

H. Craig Slaughter
Executive Direcior

D, Jerrv Simpson
Chief Qperating Officer

Matthew E. Jones
Chief Financial Cfficer

Diana Will
Chief Investment Officar

Mark E. N, Asaad
Ganeral Counsel

On this date, emergency rules were filed with the Secretary of
State. These emergency rules are amended rules titled "Rules For

The Administration Of The Consolidated Pension Fund®,

all documents are attached for your review.

A copy of

If you reguire any additicnal information, please call me at

558-3000.




m.lz Toila:  RULES FOR THE ADMINISTRATION OF THE CONSCLIDATED PENSION FUND
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2. Zemizmefion of akcovs aswimaies:

THESE PROPOSED RULES AREZ AN AMENDMENT TO THE ORIGINAL RULES EFFECTIVE
APRIL 14, 1392, IT IS NOT ANTICIPATED THAT THESE AMENDED RULES WILL
REQUIRE THE EXPENDITURE QF ANY ADDITIONAL FUNDS,

-

3., c\..-'e.-_.'..e__ af fhass =ilae;

£ GEMERAL PURPQSE CF THESE RULZS IS 70O AID [N THE IMPLEMENTATION OF
{E LEGISLATIVE FINDINGS AND PURPOSE SET FORTH IN SECTION uVL, ARTICLZ
ONE, CHAPTER TWELVE OF THE CODE, WHEREIN TrRE 20ARD IS AUTHORIZIZD TG
DEVELOP AND MAIN— IN MCODERN SYSTEMS, CONSISTENT WIIH SOUND FINANCIAL
PRACTICES, FOR THE COLLZCITION, DIQBURS:ﬁENT MANAGEMENT AND [NVESTMENT
OF PUBLIC MONM qu THE RULES OF THIS SERIZS LWPLE“EV' SUCH LEGISLATIVE
INTENT BY PRESCRIBING PROCEDURES GOVERNING PARTICIPATION IN, AND
ACNIWISTQATIOR QF, THE CONSOLIDATED PENSICHN ’LND TO BE ACDMINISTERED 3Y
THE BOARD, FOR 1H: PURPOSE OF EZNABLING THE PARTICIPATING PENSION FUNDS
TO AAIMIZE THE RETURN ON THEIR INVESTI MENTS.
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ACCURATE BASIS.
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ALTHOU@H THERE ARE CUYRRENTLY NO LOCAL GOVERNMENT PEMNS
INVESTED BY THE B80ARD, THESE RULES WOULD INSURE TRAT
WERE TO OCCUR AT SOME FUTURE DATE THESE FUNDS WOULD B
ACCOUNTED FOR.
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The general purpose cf these rules is to aid in the implementaticn
of the legislative findings and purpose set forth in Section One,
Article One, Chapter Twelwve of the Code, wherein the Board and the
Treasurer are authorized to develop and maintain modern systems,
consistent with sound financial practices, £or the collection,
disbursement, management and invest of public moneys. The rules of
this series implement such legislative intent by prescribing
procedurses governing participation in, and administration of, the
Consclidated Pensicon Fund to be administered by the Board, for the
purpose of enabling the participating Pension Funds to maximize the
return on their investiments.




DATT: June 18, 1993

TO: LEGISIATIVE RULZ-MAXING REVIZW CoMMZTTZIZ
TRCOM: West Virginia Stzre Board of Investments
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RULE TITIZ: Rules for the Administration of the

Comsoildarad Pension Fund

Jges the exe
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The third extraowdinawyy session of the 1950 Legislatura

zuthorized the Board of Investrments to imves:t in eguitiss

(Code sestion 12-86-9{j). The 2oard of Investmencs has salectad

investment advisors ané is new positioned fo begia squity purchasasg.
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These rule changes implazenc the previsioms of this coda zsctic
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Rules for +the Administr £
Pensicn Fund 5y the West Virginia
-

Investments.

I

. Gensrzal

.0l. Sczpe

.02, Authority

.03. ZFurccss

.04 Tiling Sate

.05, =zZiisctlive Dats

.08. Regezl c¢f Formar Rule
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. ACzzuntinc

.01, Naturs of CQwnership

.02, Acgounting Svsten

g3 --Tradina-Sains-gnd-Tagzag-

894+ Distributicn of Zaranings; Monthly

. Investiment of Ceonscliidatad Pensio

.0l. @Genesral Investment Pelicies, C

Rescrigtions

.0z Investnent Fools

.03, Tnswructicons for Use of Tables

. Miscsllanescus

LO01.  Minimum Amount ¢ Investment

.02, PFayment of Expensss Ircm Earnis

.03, Scerd Reporis

.04, Auvtherized Tinancial Instituti
z. Resarve Lcor Losses

ST VIREINZA ADMINISTRATIVE REGULATIONS
st zinia tate EBcocard of Invesiments

Boerd ci




F!LED

WEST VIRGINIA Au.~V:STRA VE
West Vizginia State Bcard of

ariss II OFFISE OF WEST VIRGINIA
(1980C) . SECRETARY OF STATE
the Conscolidetsad

Scbiect: Rules for the aAdminis ticn ©
Pensicn rund by the ‘ irgi
Investiments.

Sacticon 1. General

.01, Scecoe - These ruless implement tne provisions of

West Virginia {Code §12- &L, seg. relating to the

Consolidated Pension Fund estsblished by §12-8-38(D1).

1.02. Authoriivy - West Virginia Code §12-5-3; §i2-£-3.

These rules and rsgulaticns implsment such legislative intent
bv prasscriziag rocedurss govsonlng participetion in, and
administraticon ¢f, the Consclicdatsd Pensicn Tund to ke

zdministered Zv tThe Soard, fcr the purpcse ci snatiing the

varticipating




1.08. Recegal of Feormer Ruie - This lzglslative ruls

repeals and replaces WV 113 CSRI "Rules for the Administration

of the Consolicdatsd Zension Fund by tThe West Virginiz S:tacs
Board of Investments" Zilad Aprii-1i35-31824 Mzv 17, 199! and

Invastments:
"Code" means the West Virginis Codes ¢f 12831, 25 amended;

Tt S8 - - ¥ - 3
censelicated FPensicn

managed Py the Board znd estzblished pursuant t2
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Prneumoconicsis

the Purlic Employses' Retlirsment ESystesm Tunds; the Judges'
Retirement Fund; the Municipal PFeclice Qifficers' Pension and
Relief Funds; the Firs Fighters' Pensicn and Relisi Funds and




on kenalf of public empleovees @I the State or ¢f fis political

odivisions and administ

{0

rad Dv the Stats;
"Securities” spall have the same meaning set forth In
West Virginla Ccde 812-2-2;

"Select U. &. Gevernment Agency Obligation” means any

Government YNaticnal Mertgzage Assccelation (EGNMR), Resolution

H

ust Corporaticn Securlitiss (RTC);

"J. S§. Governmeni Acency Cbligztion" mesrs and includss

Heme  Administratien (FHEA); EZxteorzt-Imper: 3Bank; TFederal
Financing Bank; 3Stuident Leoan Mazksting Asscciaticn (SLMA};
Resclutlion Trust (Corzeration Securities (RTC); 2nd Veterans
Adminigtraticn (VA}; zanc

"UJ. 8. Geovearnment Obligatisns"  means  any  dirsct

cbligation ¢, or cbligation guaranteed as to pavment ¢f beth

crincipal znd intersst by, the Unlzad Statss cof America.
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Pension Fu

Tund by making written or elegtrconic reguesits tO the 3Bocard of

Investmentis. Writsen EReguests Ior deposits or withdrawals
shall s=ate the ameount which The Fsnsicon fund wishss Lo maks
available for investment, or &the ameount which 1t wishes

withdrawn, &s the case may be. Such recuests shall also

.

contain other informaticon which the Beoard c¢f Investnents

censiders necassazvy, The Beard of Investments mey rsguirs
advznce netice, as detarmined by the EBcocard, for withdrawals cf

one million {(31,0CC,CC0.00) or mcre.
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7857~ --Frading--Sainz--and--Logses~----The--Boazd--cf
- . . - . e .. B iy .
Investmentd-3Ihali-meccoriteCarr-reatised-tredi - Ceins —and

2.05.%78«+ Distributisn ¢of Farnings: Meonthlv Ssatzment - The

Board ¢f Investments shaell IZurnish tc each Farticipant a

rizuted a2

monthly statement. This stefement shall inciuds disc

met s2arnings or losses, deposits, end withdrawals and chances

in marketz value, 1f zpzliczble, for =sach account,
Farticipants will be pericdically crovided statsments skaz:

Saciizn 5. Investment ¢ Consclidated Pensicn Tund

sstaent Pcli:ies, QObjeciives aad
Restric:;c s - ALl avestment Docls 1in thes

Cconsdlidated Pension Tund shall be individuaelly suk

zelicises, ckhiectives and restriciions sst forth hezzin.

(&) Fuzrrzose - The 3ecazxd’s purpese 1s to invest and

the Consoliidatad ZPensicn Fund for

under <circumstancss then pravailing, which rpeopls ¢
experiencs, prudencs, dilscrestiocn, and iIntsllicencs

gxarcise in the manacgsment <f their own affzi-s, nct for




speculaticon, bus for invesiment, conslidering the procasls

safety of thelr capital as well as the prezacle lncome 0

{c) 2Permissizle Investments - The Consciidated Pensicn
Fund shzsll akide v West Virginia Ccde §12-5-9, as
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capital iavestment In the Consclifazsd Pension

of tne assets ¢ the Consolidated FPensicn Fund so

(3) Rate of Return - To achiave & ratse ¢f rsturn

censistent with the rz2ig of rsturn chiectives sex

=4 - 3 - o w -2 = . L - < S A
(¢) Ziguiditv = To ma&intain suificient liguidity
to provide Ifcocr all snticipetsd withdrawals cor
> - - — - - - - - Lo w -
traznsfers and to iInvest in  securities  with

sufiicient marketzbillizy to Drovide oo unexpectsd

withdrawals,
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(% The Consclidsted Pension Fund shzll abide bv
the investment restriciions ¢f West Virginia Code

§12-5-10 and 2s furthsr set foxth by the Board.

und mav be investad in any




snall e separzted <for the purpese of  this
restrictlicon getween Telgpnone, elaciric, cas

distribuzicn, and similar ssgments. ]

(3} The Consclidated Pensiocn Fund shalil maintain a

fixed incsme Segurities, withcout over-
concent-aticon.

{2) The Consclidated Pensicn Fund shall abide ov
the gqualicy restricticons of West Virginia Code §12-
§-9.

{3) invesiment In £finencial futurss centracts,

rulses and rsgulaticrns, the word 'hedge” means
fazking & zeosition in the futurss or cttliogns marks:
which is cpposita and approximately sgusl To ths
cne neld in tThe cash market. This is 2 delensive
strategy &and shall onlv o usec Lo prcotect Lne
overall values of the various portfgiics. Advancs

unanimcus approval of the Beoard must fe cbtalined
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meas-imdividualliy the guidelines cutlined in Tables I end 11
cZ tThis Ruls. Bma- oo —the--oregenty - exdisting--men—rigeid

- e : . o .
- - e - - --
o f-—tmese-—mries - = - Teguiaticnsy - - L - gurrent--Investment

serzfsiis-mey- -not - Be-considered-when- arrlsine —thre ~maximen

e i e . . .
L imis-onhe coisgetions ef-any Tingte poivete corperation-for
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Eo-vazwa - -Lmen reoe - ofiaetire - Sele —of- - shese-ruleg--and

in thne "Minimum' csiumn &re the minimum percentagss which ths

Sca=s must maintain in each tvpe of investment Instrument.

The percentages in the "Maximum” column ars TS maximun
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perzentages of the pee: Zund wnhich mey oe maintained in

' 3
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“vpe ¢f lnstrumen Tor example, in Tazle I, Lins 1, the

Fimzurs in the "Maximum? column means That the 30&rd Tay K2SP
Y - hd ) - - 1 & -

tne entirs pes: fund invested in U. . Government ofligatlicls.
- - - - [ e - i - —
I =he maximum percentacge is "107, &s in Table I, Lins i, Tals




In Table 1, the

section of the West Virginlia Code which autherizes t

instruament descrihed

ra . —
gunder the

ncode Relierencs”
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Frivztelv insursd pocls
£ home morTgaces §12-8-3(1%) 0% 0%

Corporate bonds, notes

debsnturas, commercial

cérer and ciher svidence §.2-3-10(1)

cf indebtsdness §lZ-6-%{g) G% 7%
Commerciel paper and

ctTher corperats co-

ligations maturing in §12-86-10(2)

less than cne vear §.2-6-3(g) 0% 20%
Cecligations 2of any

sincle privacts

ccrporatisn §.2-5-10(3) 0% 3%

rully collaterzlized

WV certliilicazes of

deposit Turing in

lzgs than one vear §.2-5-9(n) 0s 30%
Repurchese agrsements §12-5-3(9 0% 73%
REVErse rsourchase

acrssment $.2-8-3(10) ok 123
Eculilty securities of

Standard & Pocrs 380

Companies S1Z-5-9(1%) 0% 0%
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TABLE II

CUIDELINES FOR DIVERSIFICATICN

ACCORDING TO QUALITY QF CORPCRATE DEBT INSTRUMENTS

AUTHECRIZED 2Y TABLE T

Instrument Minimum Maximum

1. Corporate bonds zand nctes
rated "AAA" or eguivalent . 0% 1003

2. Coroorate bonds and noctes
rate "AA" or eguivalent 0% ZC%

2, Corporate bonds and notes

rated "A" or ecuivalent 0% i0%
4, Commercial paper ratsd

in highest grade ("P-1"

or eguivalent) 0% 20%

Any corpcrate depbt instrument that is downgraded
fclleowing purcheses may be liguideted at the BRBoard oI

Investment's discretion i1I such downgrading puts the debt

instrument out of compliance with Table II.
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GUIDELINES

ACTORDING TC QUALITY QOF CCORPORATE DEBT INSTRUMENTS

AUTHCRIZED EBY TABLE I
Insrument . Minimum Mazxlimuz
L. Ccrocrate bonds and nctes
rated YAAA" or eguivalant 0% 100%

orate bonds and notas
TAAT oxr eguivalent

O
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Corporats bonds and notes
ratad "A" or eguivalent 0%

L)
o
i)
(=)
i

4. Ceommercilal paper ratsd

in highest grzde ("2-1"

cr eguivalent) C% P

Any c<orporzte debt instmument  that Ls  downgradsd
following purchase may be liguldatsed at the 3Beoard of
Investment's discreticon 1f such dewngrading puts the debt
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Secctlion 6. Miscellanecus

.01, Minimum Amcunzt ©f Investment - The minimum amount

[#1

cf investment in the Consclidated Pensicn Fund is One Theousand
Dollazs (3%1,000.00). There is no minimum +time Zfor which
depxesits will be restained.

.02, Pavment of Txrenses from Earnings - The Boari of

(8}

-

Investnents shall deduct eXCenses incurxrsc in the
acdministration of the Consclidated Pension Fund Irom the gross
garnings of the fund montnly. 8Such fses ghall e estapliszned

Pv the Bcard on a pro rata basis.

6.03. Board Renwcrms - The Z2gcard of Invaestiments staff

snaell provide 3Board members a monthly financial statements

praparsd ln accordance with Generasllyv Acgepted Accocunting

e

Principles and financial schedules repex: rellecting a:z

purchasesy and sglesy amd-zrades Ior szgh pogl. and-azses-a

The Boaxnd cf Invesiments stzif may not do business with any

Roard members with 2 compleze list of all Zfinanclal

instizuticns and brokerzge IZirms for which the Boaxds sta:
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WEST VIRGINIA STATE BOARD OF INVESTMENTS

MINUTES

PUBLIC HEARING - CONSCOLIDATED PENSION FUND RULES & REGULATIONS

July 22, 1993

The West Virginia State Board of Investments held a public hearing cn

propcsed amendments tc the Rules and Regulations for Consolidated Pension Fund

en Thursday, July 22, 1993, at 1:00 P.M. in the State Capitel Complex Conference

Center, Building 7 - Room B.

Jerry Simpson, Chief Operating Officer, WV Board of Inveatments, presided.

COthers in attendance included:

Craig Slaughter, sState Beoard of Investments

Matthew Jones, State Board of Investments

Diana Will, State Board of Investments

Mark Asaad, State Board of Investments

June Coffey, State Beoard of Investments

John D. Hoff, WV Asscciation of Ccunties

Charles B., Williams, Public Employees Retirement System
Agsociation

Glen B. Gainer III, State Auditor

Paul S8, Mollohan, State Auditor's Office

Sam Cole, State Treasurer's QOffice

Don Adams, Division of Highways

Michael E. Sizemore, Legislative Auditor's

Ellen Quillen, lLegislative Auditor’'s

Mr. Simpson called the meeting to order. He introduced the members cf the

State Beoard of Investments who were present including Mr. Asaad who served as

Chairman of the meeting.

Mr. Asaad stated the rules for the hearing as follows:

(1)

(23

(3)

Those who had registered to speak at the hearing would be
allowed five minutes to make oral statements;

At the end of the oral statements the gquestions raised during
the comments would be addressed; and

Any written comments delivered to the Recording Secretary

during the meeting will be incorporated in the record.

Consolidated Pension Fund

Mr. Asaad stated that any written comments regarding the rules for the

Conscolidated Pension Fund should be given to the recording secretary for

inceorpecration into the minutes.




Minutes of Public Hearing on Rules and Regulations
July 22, 1993
Page 2

Mr. Jcnes stated that there were two main changes: (1) incorporation of
administrative procedures for equities as allowed by State Statute and (2)
clarification that, for the purpose of calculating the limitaticns on the amount
of any particular type of asset that coculd be held, the teotal value of the
conselidated pension fund would apply rather than the value of any cone particular
fund.

The attached is a summary of the comments made by the individuals who spoke
and the Staff's responses.

The hearing was adjourned.

D. Jerry Simcscn
Chief Operating Officer




Board of Investiments
Public Hearing Held July 22, 1993
Consolidated Pension Fund Rules

Oral Comments and Questions Received

The follewing oral comments and oral guestions were received
and are preserited below with the Board of Investments' staff reply
where applicable. Many of the gquesticns and comments received
relate to the Beoard's plan to restructure the portfclios within the
Consclidated Pension Fund. Although the changes made in these
rules and regulations allow for a restructuring, the changes were
not made specifically for the restructuring nor do they mandate
that it occur. Conversely, they are made to address changes
necessary for the full implementation of the investment program in
equities as authorized by statute. Therefore, these rules should
be put into effect regardless of any subseguent restructuring of
the portfolios within the Consclidated Pension Fund.

Charles B. Williams - Public Employees Retirement System
Association (PERSA)

1. Expressed PERSA's concern regarding the investment of Public
Employees Retirement System (PERS) funds in equities. Implied
that all funds should be invested in US Treasury Notes. PERSA
doesn't want these funds to be at risk in any way since PERS
is overfunded in excess of $100 million.

2. Expressed PERSA's concern that the proposed rules and
regulations may create a violation o©f the contractual
agreement in force at the time of a PERS retirees' retirement.

RESPONSE

1. The guestion addresses the prudence of investing in equities.
This question was debated by the legislature prior to the WV
Code being amended to allow eqguities as a permissible
investment.

2. The proposed rules and regulations in no way change the
participant benefits which are statutorily defined. There is
no violation of any statutory contract between the State and
the retirees or current plan participants.




Don Adams - State Employee

10

Asked how the proposed consolidation of assets of the various
retirement systems into a single pool came about?

wWwhy was it needed?

As it relates to the ownership of the investment pool, how is
each participants's pro rata contribution to be determined? If
it is determined based upon the market value, what date is
that market value to be determined?

If ownership is expressed in units, deces the unit have value?
If so, what is the value of the unit? Is the fund on the day
of distribution going to be given X number cf units or is it
going to be given a single unit with a single value?

Upon valuation of the assets, there are going to be some
adjustments to be made between the market value on the date of
distribution of the unit and the book wvalue that the
investment pool is carrying; how are these adjustments to be
handled?

When the Conscolidated Pensicn Fund was created in March, 1979,
adjustments were made on the books of the State Auditor and
State Treasurer reflecting the current market value of the
securities purchased from the various retirement funds. After
the adjustments were made reflecting the purchase of the
securities by the Board, all of the retirement funds reflected
"losses", Is the same thing going to occur this time? If
this 1is true, is the Board basically duplicating and
diminishing the book value of the total portfolics a second
time from March 1979 and, if not, are there plans to reverse
the book entry of March 1878 and have a single diminishing of
the book value of the assets?

How are the earnings going to be distributed? 1Is the Board
going to distribute new units or portions of units? Is the
portfolio going to be totally revalued on the date of
distribution of earnings or is the Board just going to take
the earnings and distribute them? What mechanism is going to
be used to distribute the earnings?

Each of the pension funds have their own advisor; each of them
have different goals; each of them have different strategies
which they use. If the current pension fund investment pools
are consclidated into one, is it the Board's idea to diminish
all advisors down to one or is the Beard still going to have
multiple advisors for multiple funds that are within the one
large pool. If this occurs, how does each of them maintain
their individual strategies which they use and how is the
Board going to work and intertwine these strategies? An
example is that PERS is longer term because the earnings that
are produced will meet current annuity requirements. Therefore




1

the goals and strategy used by the PERS adviscor is much
different than the Teachers' Retirement wherein they must use
all earnings tc meeit their annuity payments. Therefore, the
advisor's strategy for Teachers' Retirement is going to be
entirely different than the strategy used by the advisor for
PERS.

During the legislative session that has just ended, there was
an attempt made to do something similar to this. The
Legislature said "no". The Beoard's staif is now attempting by
rules and regulations to do something that the Legislature

said no te statutorily. I think that this will be to the
disadvantage to PERS. They are the only one of the four
pension funds that's actuarially sound, and every time
something is done for the entire package it will benefit the
others who are extremely underfunded to the detriment of PERS.

RESPONSE

-7. Questions 1 - 7 relate to the mechanics of how the

portfolios of Ceonsolidated Pension Fund would be
restructured and are not related to the puklic hearing on
the rules and regulations. Answers to these guestions
are briefly summarized as follows.

The plan to restructure the Consclidated Retirement Fund
was adopted by the Board of Investments at its June 9,
1993 meeting as recommended by the staff. The primary
purpose for the restructure is to diversify the risk
associated with having a single investment advisor
assigned to a particular retirement or trust plan.
Through this restructuring, each of the retirement plans
and trust plans can benefit from the investment results
generated through the various investment advisory styles
cf the different managers.

. The proposed restructuring plan includes a money market
fund for which units of ownership will be purchased on a

constant deollar basis. Contributions and withdrawals
from the money market portfolio will be allowed on a
daily Dbasis. A fixed  income pool with multiple

investment advisors will be periodically priced based on
current market values of the assets within the portfolio.
Contributions and withdrawals will be allowed as often as
the portfolio is priced. The unit value determined will
include any income earned but not yet distributed as of
the date of the pricing. This is to ensure that any
contributions or withdrawals fairly reflect any earned
but not distributed income.




. As of the effective date of the restructuring, each
individual plan's assets which are to be contributed into
the fixed income pool will be valued at their market
value. Units of ownership will be distributed based on
an arbitrary starting wvalue of 3100.00 per unit. In
centrast to the 1979 formation of the pools, each
individual plan will maintain its historical cost. The
difference between the historical cost and the market
value at the date of the restructure will be reflected as
an unrealized gain or loss at the plan level. Subsequent
withdrawals from the fixed income pool will generate a
realized gain or loss at the plan level based upon the
plan's average per unit cost in comparison to the market
unit value at the date ¢f the withdrawal.

. Earnings will be distributed and reinvested in the money
market fund on a daily basis. The earnings will be
distributed based upon the plan's propoerticnal balance of
the total fund. Earnings of the fixed income pocl will
be distributed based on units ©of ownership at the date
the Board's staff declare the dividend. We currently
anticipate declaring a dividend on a monthly basis with
the dividend being reinvested at the closing price on the
date of declaration.

Again, this guestion goes to the restructuring of the
portfolio issue. These rules are necessary regardless of
whether the restructuring is achieved. Nevertheless, the plan
for restructuring was discussed. As previocusly noted there
will be multiple investment advisors assigned to the fixed
income pool and the mcney market pool. The asset allccation
responsibilities will be administered by the Board's staff in
allocating funds between the money market fund and the longer
term fixed income pool as well as the equity pool. This
allocation process is primarily done based on cash £flow
forecasting projections provided to the Board by the
retirement systems and the Bureau of Emplcyment Programs. The
investment adviscrs do not employ a particular investment
strategy because they manage one fund versus another fund.
They have an investment strategy that they apply to the funds
regardless of the particular plan's actuarial soundness. This
statement is supported by analyzing the investment strategy of
Investment Advisors, Inc. whe is the investment advisors on
the Workers' Compensation Fund and the Public Employees
Retirement System Fund. The same Iinvestment strategy 1is
employved on these funds even though Workers' Compensation is
the most actuarially unsound plan of all the seven pensiocn and
trust funds within the Consolidated Pension Fund and PERS is
the most actuarially sound plan.




The BRoard of Investments' staff does not believe that any
changes in the rules and regulations in any way relate to any
legislation that was introduced during the 1983 Legislative
session. Mr. Adams did not elaborate on any particular point
on this issue.

Sam Cole - Representing Treasurer Larrie Bailey

1’

John

I had several concerns that are basically the same as those
covered by Don Adams. I would simply say that the Treasurer
would concur in the guestions that Mr. Adams has asked with
major emphasis on his concerns on the consolidation of all the
investment pools.

Hoff, WV Association of Counties

I would first like to just raise a gquestion that arose in my
mind scme time ago, and I think the Attorney General has
reached an opinion that has helped to answer the guestion.
When the Legislature in August, 1590 created the defined
contribution plan for teachers and then <changed the
permissible investments for the Beoard, did they change the
contracts that were then in existence between the State of WV
and the Judges Retirement System, Teachers' Retirement System,
Department of Public Safety Retirement System and PERS? I
think I have an answer for PERS; but my gquestion is; as
fiduciaries, why would not the Board of Investments try to
find out what those contracts are? Are they inviable?
Can vyou diminish the investments? In cther words, are they
controlled by something mecre than 12-9? The Attorney General
just said yes they certainly are and they are unconstitutional
with regards to PERS; and I think that i1s an important
gquestion that must be answered for all of your investments.

I brought a hypothetical illustration (see exhibit 1) to show
what the impact of Section 4.01 would have on PERS. The main
thrust of this illustration is that PERS is the most solvent
of the Boards, and does not need any money that is coming in
now - in fact another %100 million is added each year after
they pay all the benefits to the retirees. Those monies ought
to be invested long term - and can be and have been invested
long term - and this table is on fixed investments and not the
equities, I have made some assumptions, one that for each
dollar you put in assets you get one unit in holdings. I have
probably got more money in short-term investments here for
PERS - about $500 million - than really ought to be there

based on its need. But the other retirement systems have scome
more immediate needs and vyou can't chance long-term
investments and the whims of the market and the losses you
take if you have to start cashing them in early and selling
them. So what this shows is that, in my hypothetical example,
we would transfer $25,000 a day in interest from PERS to the




other units that are on my illustration. That comes to $5.2
million a year. -

Ag fiduciaries - as you are by extension of the job given to
the Consclidated Public Retirement Beoard and the people they
represent - can you, as fiducliary, create such a system? Sco
the purpose of my illustration here is to say you are setting
up something that I questicn its legality. Our eyebrows go up
when we see you use the phrase "sharing losses™ because the
contract made in 1961 with PERS for fixed investments is very
safe with U.8. Treasuries. You know you don't have to pay any
fees If you use the 800 number and call Richmend and invest in
U.S. Treasuries. That ought to be a factor in the total
amount of net earnings that any fund is going to make and any
dollar invested is going to make, and that is what you have to
pay out in investment fees and consulting services.

We are gquite concerned about not tracking this money
separately and not getting the very best investment for the
longest term that you can, and we know that the PERS money has
been invested in that manner and has done guite well, and it
is the only fund right now that I know of that is over 100
percent actuarially sound.

RESPONSE

1'

The Board of Investments' staff does not believe that there is
a violation of any fiduciary responsibility through the
allocation of investment assets into eguities. The matter of
the Attorney General issuing an abstract opinion stating that
the investment of eguities for the Consolidated Pension Fund
is unconstitutional will be addressed by the Beoard at a
subsegquent meeting.

There are many flaws in the hypothetical illustration
presented by Mr. Boff. Primarily Mr. Hoff has included money
market assets with longer term fixed income assets which is
not the nature of the restructuring. He has alsc grossly
misstated the asset allocation for the wvaricus maturities.
The actual restructuring does take into account market
valuation and unrealized gains and losses which are not
included in Mr. Hoff's example.

Mr. Hoff's guestion primarily challenges the investment
strategy employed by the Board of Investments' staff and Board
members through our contractual relationship with professional
money managers. We do not believe there is any validity to
his analysis that the creation of such a system is in any way
illegal. In the contrast, this system of restructuring
enhances the potential return for any particular plan and by
diversification reduces the risk associated with any one plan.,
These are the goals of every fiduciary.




Paul

Mr, Hoff's statement is inaccurate. The plans' account
balances will be separately accounted for and a statement
showing their beginning and ending balances along with any
changes i1.e. contributions, withdrawals, distributions of
earnings, or change in the unrealized appreciation or
depreciation of their units will be provided to them on a
monthly basis. Again, Mr. Hoff is making a subjective
analysis that the proposed restructuring, although unrelated
to the rules and regulations, will in fact be to the detriment
of PERS which is not the staff's belief.

Mcllohan - State Employee

I would like to confirm what Mr. Adams has said about the
investment guidelines for combining the retirement systems.
I feel it is an abkandonment of the fiduciary responsibility
that the Becard has by taking PERS, which is completely
solvent, and shortening the terms of the investments which
will reduce interest income for PERS. In effect transferring
those funds to the Teachers' Retirement System.

I have a problem that there's no guidelines in the rules about
the record date of the payment o©f the reinvestment of the
dividend interest income or whatever the case may be - the
valuation of the securities in relation to the number of
units. Is there going to be a record date and payment date?
What is the disposition of the funds paid prior to the payment
date?

I just feel that this is the wrong direction for the Board to
take in light of the Attorney General's opinion concerning
investment in equities.

This is just another "nail in the coffin" of PERS and at the
expense of Teachers. The Teachers' Retirement System is
barely making it. The legislated appropriations in the last
couple cof years have fallen off from what the Legislature had
previcusly committed themselves to appropriate. Which means
that they even have to potentially point their investments
toward a shorter term.

RESPONSE

1.

Mr, Meollohan's analegy that the restructuring will be to the
detriment to the PERS fund is inaccurate for the reasons
previously stated. To reiterate, the investment advisors
generally do not manage the funds based on the actuarial
soundness ¢£f the plan but rather manage a pool of money based
on the investment strategy that they believe will generate the
most value on those assets. There are of course, exceptions
but they de not apply here as the funds are currently being
funded sufficiently to maintain pesitive cash flows.




2. The Board will have detailed policies relating to the record
date for +the declaration and reinvestment of investment
earnings as well as policies for the valuation of securities.
As previously mentioned, the unit wvalue will include any
earned but undistributed income at any particular date. These
details. are not set forth in the rules because we follow GAAP
in this regard and GAAP rules are always subject to change or
interpretation.

3 - 4, No respconse to these statements.

Auditor Glen Gainer III

I want it noted on the record that I am one of only two Board
members that are either here or represented by a representative.




