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Subject: Rules for the Administraticon of the Consolidated
Pensicn Fund by the West Virginia State Board of
Investments,

Section 1. General

1.01. Sccpve - These rules implement the provisions of

West Virginia Code §12-£-1 et. sag. relating to the investiment

of fizxed income assets bv the Consolidated ZPensicn Tund

establiszhed by §12~5-8(1).

1.02. Authozritv - West Virginia Cocde §12-5-3; §12-£-3.

1.02., PBurpcse - The general purpcse of these rules is to
aid in the implementation of the legislative £findings and
purpcse set forth in West Virginia Ccde §12-1-1, wheresin the
Board is authorized to develop and maintain modern systems,
censistent with scund financial practices, Zor tThe collegction,
disbursement, management and investment c¢f public moneys.

These rules and ragulatlons implement such legislative inten

ct

by prescribing procsdures governing participation in, an

L

administraticn o¢f, the Ceonsoiidated Pensicon Tund to be

administerad by the Soard, zfor the purpcese of enabling the
pvarticipating Pensicn Funds to maximize the rsturn cn their

investments.

1
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i

iling Data -

1.05. Effective Date -
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1.06. Repeal of Former Rule - This legislative rule

repeals and replaces WV 113 CSR2 "Rules for the Administratiocn
of the Consclidatad Pension Fund by the West Virginia State

Board of Investments" filed ap=il-—13—15585 Mav 17, 1881 and

affsctive 2psil 2335908 Mav 17, 18%21.

Secticn 2. Definitions

For purpcses of theses rulas, unless a diffsrent meaning
clearly appears from the context;

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

"Ccde" means the West Virginie Code of 1831, as amended;

"Consolidated Pension Fund" means the investment fund
managaed by the Board and established pursuant Lo West Virginia
Code S1Z-8-8(a);

"Participant" mwmeans all 7Pension runds, entities cor
individuals contributing moneys or assets L0 tihe Consoilidatsd
Pensicn Tund; ‘

"Pansion Funds" means and includes the Workers'

Ccmpensation Fund; the Workers’ {Ccmpensation Fund II; the

t

Pneumeoconiocsis Tund; the States Teachers’ Retlirsment Svstenm
Fund; the Death, Disabllity and Retirement Fund for members of
the Department of Public Safetv’s Division of Public Saiety;
the Public Employees’ Retirement System Funds; the Judges’
Retirement rund; the Municipal Police Officers’ Pension and
Relief Funds; the Fire Fighters’ Pension and Relief Funds and

such cther retirament or pensicn funds and systems established
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on behalf of public emplcyees of the State or ¢of its peolitical
subdivisions and administered by the State;

"Securities” shall have fthe same meaning sat forth in
West Virginia Ccde §12-6-2;

"Select U. §. Covernment Agsncy Obligaticn” means anvy
gvidence of indebtadness issued by any of the following: the
Government National Mortgage Association (GNMA), Resclution
Trust Corporaticn Securitiss (RTC);

"U. 8. Government Agency Cbligaticn" means and includes
any obligation o¢f anv United States goverament agency
guaranteed as to the payment of poth principal and intersst,
directliy or indirsctly, by the United Statses cf America,
including buit not limited to the folliowing: the CGovernment
Naticonal Mortgage Asscociaticn (GNMA); the Faderal Farm Cradit
Zank (¥FCB); TFederal Land Banks (FLEB); the Federazal EHome Lecan
Mortgage Corporation (FHLMC); the Federal Naticnal Mortgage
Association (FiMR); Federal Hcme Leoan Banks (TEL2); Federal
Intermedliats Credit Ranks; Banks Tor Cocperatives; Tennessse
Valley Authorifv (TVA); United States Postzl Service; Farmers
Home Administration (FHA); Export-Import Sank; Feceral
Financing Bank; Student Leoan Marksting Asscciaticn (SLMa);
Resolution Trust Corporation Securities (RTCY); and Vetsrans
Acdministraticn (Va); and

"U. 8. Gevernment GCkllgaticns" means any direct
obligation cf, or obiigatlion guaranteed as to payment of both

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

Pension Funds may participate in the Consclidated Pension

Fund by making written cr electronic regquests Lo the Bgoard of
Y g

Investiments. Mritses Reguests Ifor depcosits or withdrawals
shall state the amount which the Psnsion Fund wishes to maks
available for investiment, or the amount which it wishes
withdrawn, as the case may be. Such r=quests shzall also

contain other information wnich the Board cif Investments

ccnsiders necessary. Detailed varticipation guidelines shall

be apbroved at a regqular meetinig of the Beard of Investments.

The Board of Investments may rsqguire advances notice, as
determined by +the Board, for withdrawals of one millicn

($1,000,000.0Q0) or mozr=.

Section 4. Accounting

4.01, Nzturs of Ownershio -

= zo—inragiad Each Participant shall own an undivided
intersest in the poetislis fixed income invesiment pools of the

Consclidated Pension Fund based on the Participant’s prorata

coentributicn of assets a2t 2nv time. Cwnershin shall be

exprassad in terms of units. Detailed cverational guidelines

shall bhe aporoved at a reqular meeting of +he Beoard of

Investments. Each Particirpant, v completing and returning an

"Account Regquest Form" to the ZBozrd of Tnvestments, has
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consented to the methods of sharing gains and losses and all

other accounting methcds required or adorted bv the Board.

A

4.02, Accguniing Svystem ~ The Board of Investments shall

implemensy maintain an accounting system based on Generally-

Accepted Accounting p=ineizels Princinles.

2card of Investments shall furnish to each Participant a

monthly statement., This statement shell include distribuied s

et earnings or losses, deposits, asmd withdrawals and changes

in market wvalue, 1f applicable, for each acccunt. Monssly

Participants will be periodiczlilw provided statements saa—=L

raflecting an accurate statement of the yield fox
the precading messs period for sach individual investiment pocl

in which the participant assets are invested.

Section 3. Investment of Consolidatad Pensiocon Tund

5.01. ECeneral Invesiment ZPoliicies, QObijectives and
Restrigticons - All fixed income invesiment pools

in the Ccnsclidatsed Fension Fund shall } o L subject

to the policles, objectives and rastricticns seit Zorth hersin,
(&) Purpose - The Beoard’'s purposse i1s to invest and
protect the assets cf the Consclidated Pensicn Fund Ifor

the kbenefit of the Partiginants.
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(b) Standard of Care - All investments are to pbe made

with the exercise of that degree of judgment and care,
under circumstances then prevailing, which peoples of
experience, prudence, discreticn, and intelligencs
exercise in the management of their cwn 2ffairs, not for
speculation, but for investment, considering the prorable
safety of their capital as well as the prcobable income to
be dexived.

(c) 2ermissible Iavestments - The Consclidated Pension

Fund shall abide Dby West Virginia Code §12-5-3, as
amended, and these zxules and regulations with zmegard to
permissible Investments,

(<) Socizl Respensibility - To the extent Lhat

investments are consistent with all other standards

established by the Board, selection ¢of investments sheuwld

consider the best interestis of the Participants.sesplis—as

(&) Custeody - The Board shall designats and maintain

custcdian arrangements in its scole discretion and no
investment advisor shall maintain custedy of the
securitises of the Consolidated Fension Fund,.

{£) Investment Adviscrs - The Beard may selact and

contract with Iinvestment adviscrs whe shall act in
accerdance with the tarms and conditions specified by the
Board and the apvplicable State and Federal laws.

{g) Investment Obiectives - ALl pools within the

Ceonsolidated Pension Fund shall be sublect to the




investment objectives listad below in descending order of

pricrity:

(h)

(1) BPreservation ¢f Capital - T¢ preserve the

capital investment in the Ceonsolidated Pension

{2) Diversification - To diversify the investment

cf the assets of the Consclidatsd Pensicn Fund so
as to minimize the risk cf lszge lossses.

{3) Ra:te gf Returnm -~ To achieve a rate of rsturn

consistent with the rate of resturn cbiectives seat

by the Becard.

—

(4) Stabi

(&)

itv - To maintain a high level o

sgcurity 1in the Consolidated Pension Fund by
minimizing risk and volatility inscofaxr as possible
within the rate of =z=turn ocblectives set by the
Board. .

(5) Teznover - To minimize transaction costs.

(6) Liguiditv - To maintain sufficisnt liguidity

t
to provide for all anticipatsd withdrawals cor

ransfers and to invest in securities with

o

uffi

n

0

lent marketabillity to provide for unexpectsd
withdrawals.

Investment Restricticns

{1) The Consclidatesd Pensicn Tund shall abide by
the invesiment restrictions c¢f West Virginia Code
§12-4~-10 and as further set forth by the Board.

{2) Not mere than 20% of the portfelic of the
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Consolidated Pension Tund may be invested in any
single industry sector. (The utility indusiry
shall ke separated for the purpnoese of this
rastriction petween telerhone, electric, gas
distribution, and similar segments.)

(2} The Consclidated Pension Fund shall maintain a
reascnabla balance betwesn the wvarious classes of
fixged lacceme secgurities, without over-
concentration.

{4} The Consoclidatsd Fension Fund shall abide by
the guality restriciicns 5& West Virginia Code §1Z-

-3

(81}

(2) Investment i IZinencial futurss contzmacts,

coticns and other similar instruments shall be

‘.J

authorized Ifor the scle purpose cf perficrming

hedges in crder 1o zscducs the risk asscociated with

3

fiuctuations in interest rates or market prices.

Such investments shall De limitsd Lo direc

ot

obligaticns ©of, or obligaiions guarantsed as to the
pavment of both principal and interesst by, the
United EStates ©f America; namely, Trsasuzry bills,
notes, bonds and GMMAs,  Feor purpesas ¢ Lthese
rules and <zregulatlions, the word "hedge" means
taking a positlicon in the futures g¢r cuiions market
which is oprosite and approximately egual to the
cne held in the c¢ash market. This is a defensive

strategy and shall conly be used %o protect the




ovarall values of the variocus porticlios. Advance
unanimous approval of the Becard must be cbtained
pPricr to each transacticn in instruments oI this
tvre,

5.02. Investment Pgels - The Consolidatsd Pensicn Fund

is compesaed of varicus fixed income investment pocls for Lthe

Pensicn Funds. It iz the inten:t of the Bcard <that the

— 3 - e Ty ﬂ,-.;;a1 4 T e e - TN e S
ol =——==% = = e S e e — e

guidelines cutlined

—ag-.‘l - 2 TS

-

E.03. Asset Allocation Plan — The RBoard’'s staff shall

prepare an asset allocation plan on at least an annual basis,

which shall be reviewed and aporoved annually at a regular

meeting of the Board. The puxpose of the asset allocation
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plan is to ensure that the benefits to each Pension Fund is

maximized based on the conditipgns and naeds of each

particivant.

5.034. Insiruciions for Uss of Tables - The percentages

in the "Minimum" <olumn are the minimum percsntages which the
Board must maintain in each type c¢f investment instrument.
For example, the 15% figure in Teble I, Line 1, means that a

minimum of fiftsen percent of the Zaw

Consglidatad

Eension

T 1]

und fized income investments shall ke invested in U.

E. Government obligations. II the minimum percesntage is "Q",
as in Table I, Line 2, the Z2card of Investmenis is noct
required to invest any moneys oI the peed Zund in instruments
of that type.

The percentages in the "Maximum” column are the maximum
percentagss ¢f the sost: fund which may be maintained in sach’
type of instrument. For example, in Takle I, Line 1, the 100%
figure in the "Maximum" column means that the Becard may ksep
the entire pess: fund investaed in U. S. Government obligatiocons.

-

If the maximum percentage 1s "10", as in Table I, Line

vEa

, this
means that the Bcocard of Investments is permitted to inves:t in
instruments of that fvpe up to 2 maximum of 103% ci the sest
£und.

In Table 1, the "Ccde Refareance” ¢olumn refars to ithe
section of the West Virginia Code which authorizes the kind of

instrument descrized under the "Instrument" cclumn.
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TABLE T

GUIDELINES FOR DIVERSTIFICATION

ACCORDING TC XIND OF INVESTMENT INSTRUMENT

Instument Code Refarence Minimum Maximum

1. U. 5. Government

Obligation §l2-6-8(a) 13% 1G0%
2. U. 8. Gevernment Agency

Obligaticn ] §12-6-3(b) 0% 85%
2, Federally insursd WV

hceme mortgages §12-6-8(d) 0% i0%
4. Privately insursed pools

cf WV hcme mortgages §12-6-9(£) 0% 103

5. Corporates bonds, ncties
cdebentures, commercial

parer and other evidence §L2-5-10(1)
of indebtedness §12-6-9(q) 0% 7%%
6. Commercial gaper and
other corporate cb-
ligaticns maturing in §12-56-10(2)
lass than one year §LZ-8-8(qQ) 0% 20%
7. Qbligations of any
gingle privats
crporation §12-5-10(3) oF 3%
8. TFully collataralized
WV certificates cf
deposit maturing in
less than one year §12-8~9 () 0% 30%
$. Repurchase agr=ements §12-5-3(38) s 75%
10. Reverse rspurchase
agrsement 8§8.2-5-3{10) 0% 1%3
PRI - A 2 o Nal-
e I I Dl
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TABLE T3I

GUIDELINES FOR DIVERSITICATION

ACCORDING TO QUALITY OF CORPORATE DEBT TNSTRUMENTS

AUTHQRIZED BY TABLE T

Instrumsnt _ Minimum Maximum

-+

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

2. Corporate bends and netes
rate "AA" or eguivalent 0% 5Cs%

3. Corporates bcnds and notes
ratad "A" or eguivalent 0% 30%

¢, Commercial paper rated
in highest grade ("P-1V7
or equivalent) 0% 20%
Any corperats debt  iInstrument that i1s downgraded

following purchase may be ligquidated a2t the Board of
Investment’'s discretion if such downgrading puts the debt

instrument out of compliance with Tablie II.
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Secticon 6. Miscellaneous

£.01, Minimum Amcunt cf Investment - The minimum amount

of investment in the Consclidated Pension Tund is One Thousand
Dellars (381,000.0Q07%. There i1is no minimum time £or which
deposits will be rstained.

£.02. PDavment of Expenses from Earnings - The Board of

Investments shall deduct excenses irpcur-ed in the

administraticn of the Consolidatsd Pension Fund from the gross

ifi
N

gearnings of the fund menthly. Such fees shall e established

3

v the Board on a pro rata basis.

§.03. Zoard Revgxrts - The Boerd of Investments stail

ghall provide Board memecers & monthly finangial statements

preparsd in acgordancs wWith (Gsnerallwv Agcepitsd 2coounting

Principles and financial scheduples =zapexs reflecting 212X

inancizl Institutizcnsg and Srokers -

The Board of Investments staif may ncit do business with anv
financial Iinstituticn or Dbrokerage firm tThat has not been

approved by Zocard membsrs. At the first 2card mesting of each

1y]

fiscal vear, the Beaxd ¢f Invastments s:tafi shall provide
Becard membsrs with 2 complete 1ist ¢f all Zinancial

instituticons and brckerage firms for whigh the Beards stafsf

raguest to transzagi Dusiness,

for thelir review and acoroval.

Page 13




%

£.05 Reserve for Tosses =~ The Board is authorized to
establish, by appropriate accounting methed, a reserve for
loan lcsses. Noc interest shall Dbe included in earnings
calculations on any loans that are delinguent by sixty days cor
more, or for which the Beoard’s staif determine colliection to

be doubtful.
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West Virginia Legislature ¥ }

A
Lo MRSV
Legislative Rule-Making Review Commztl‘gg,m: o§ &3%‘? gTAIE
GRETAT
Room M-152, State Capitol ¥
Charleston, West Virginia 25305
(304) 340-3286
Senator Joe Manchin, ITY, Co-Chair ’ Debra A. Graham, Counsel
Delegate Brian A. Gallagher, Co-Chair January 92, 1524 Marie Nickerson, Admr. Assistant

NOTICE OF ACTICN TAKEN BY LEGISTATIVE RULE-MAKING REVIEW COMMITTEE

TO: KEen Hechler, Secretary of State, State Register

TO: Mr. Jerry Simpson
Chief Operating Officer
Beocard of Investments
Suite E-122, State Capitol
Charleston, WV 253058

FRCM: Legislative Rule-Making Review Committee

PROPCSED RULE: 2dministration of Ceocnsclidated Pensiocon Fund

The Legislative Rule-Making Review cOmmlttee recommends. that the West
Virginia Legislature:

1. Autherize the agency to promulgate the Legislative Rule
(a) as origirnally filed
(b) as modified by the agency X

2. Authorize the agency to promulgate part of the Legislative
rule; a statement of reascns for such recommendation is
attached.

3. Authorize the agency to promulgate the Legislative rule
with certain amendments; amendments and a statement of
reasons for such recommendatiocn is attached.

4. Authorize the agency to promulgate the Legislative rule
as modified with certain amendments; amendments and a
statement of reasons for such recommendation is attached.

5. Recommends that the rule ke withdrawn; a statement of
reascong for such recommendation is attached.

Pursuant to Code 2%2-~3-11(c), this notice has been filed in the State
Register and with the agency proposing the rule.




