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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 legisiative 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.
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APPENDIX B

FISCAL NOTIE FOR PROPOSED RULES

wle Title: . Rules Ffor the Administration of the Consolidated Pension Fund

Type of Rule: X  iegislative Interpretive Frocedural

rygancy Poard of Investments rAdress

c/o State Treasurer's Office, State Capitol, Charleston, Wv 25305

i . 3 ANPTUAL FISCAL YEAR
L. Effect ol Proposed Rule Increase Decrease Current  Next Thereafter
Estimated Total Cost = $ $ j S $

!

perscnal Services

Current Expense

Repalrs and Alteraticns
Dquipment

Cther L

¥

J

wrplanation of above estimates:

These provosed rules are an amendent to the original rules filed in 1978. It
is not anticipated that these amended rules will require the expenditure of
any additional funds.

Chiectives 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 Cods, wherin the Board and the Treasurer ars authorized
to develop and maintain modern systems, consistent with sound financial
practices, for the collection, disbursement, management and‘invegtme;t of
public meneys. The rules of this series implement such legislative intent
by prescribing procedures governing particiration 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.




4, Explanation of Cverall Econanic Inpact of Proposed Rule
A. IDconanic Lmpact on State Government.

These proposed rules will continue to allow the pension funds of
the State to be fully invested and accounted for on a more”

accurate basis.

3. Eccngm;c Impact on Political Subkdivisions; Specific Indusiries;
Scecific groups of citizens. ) '

Althouch there are currently no local govermment pension funds in-
vested by the Board, these rules would insure that if this were to
occur at some future date these funds would be properly accounted

for.—

C. Zeoncnic Impact on Citizens/Public af Large.

pate: ///7//9?'
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WEST VIRGINIA ADMINISTRATIVE REGULATIONS

West Virginia State Board of Investments

DFFINT OF WEST VIR
Chapter 12-6 QECRETANY UF STAT
Series II
(1978 ~ Amended 1989)

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

Section 1. General.

1.01. BScope - These rules idmplement the provisions of

Article Six, Chapter Twelve of the Code of West Virginia, 1931
as amended, relating to_ the Conscolidated . Pensicn Fund
established by Subsecticon (a}), Section Eight of said Article.

1.02. Authority - -These rules are issued under the

authority of said Article 8ix, Chapter Twelve, particularly

Section Five, which authorizes the Board to promulgate rules and
regulations for the management and conduct of its affairs, and
Section Eight, which authorizes the Board to establish rules and
regulations for the administration of the wvarious funds and
accounts esgstablished by said Section Eight.

1.03. Purpese - The general purpese 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




develeop and maintain meodern systems, consistent with sound

financial practices, for the cecllection, disbursement,

management and investment of public moneys. The rules in this
series implement such legislative intent by prescribing
procedures governing participation in, and administration of,
the Consolidated Pension Fund te be administered by +the Bcard,
for the purpose of enabling the participating Fension Funds to
maximize the return on their investments.

1.04. Effective Date - These regulations are promulgated

on the day of ig , and become effective the

day of . 1s .

Section 2. Definitions

For purpcsas 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 19831, as amended;

"Consolidated Pension Fund" meansg the investment fund
managed by the Board and established pursuant te Subsection (a),
Section Eight, Article Six, Chapter Twelve of the Code;

"Participant” means all Pension Funds, entities or
individuals contributing moneys or assgsets to the Consclidated
Pension Fund.

"Pension Funds" means and includes the workmen's
compensation fund; the state teachers' retirement system funds;
the death, disability and retirement fund for members of the

department of public safety; the public emplcyees' retirement




system funds; the judges' retirement fund; policemen's pension
and relief funds; firemen's pension and relief funds and such‘
other retirement or pension funds and systems estakblished on
behalf of publiic emnployees of the state or of its political
subdivisions and administered by the state;

The term "securities” shall have the same meaning set forth
in Section Two, article Six, Chapter Twelve of the Code;

"Select U. 8. Government Agency Cbligation”™ means and
includes any evidence of indebtness issued by any of the
fellowing: the Covernment National Mortgage Association
("GNMA"), Federal Home Loan Banks ("FBLB"), Federal Farm Credit
Banks ("FFCB"), and the Federal Land Banks;

"Treasurer” means the Treasurer of +the State o0f West
Virginia; and

"U.S. Government Agency Obligation” means and includes any
evidence of indebtedness issued by any of the folleowing: the
GNMA: FHLB; FECB; Federal Land Banks; the Federal Home Lean
Mortgage Corporaticon ("FHLMC") the Federal Naticonal Mortgage
Association ("ENMA") ; federal home loan banks; federal
intermediate credit Dbanks; Dbanks for cooperatives; Tennessee
Valley Autheority; United States postal service; farmers home
administration; export-import bank; federal financing bank and
Student Loan Marketing Association;

"U.S. Government Obligations” means and includes any direct
obligation of, or obligation g¢guaranteed as to payment of beoth

principal and interest by, the United States of America.




Section 3. Mechanics of Participation in the Consolidated

Pension Fund

Pengion ‘Funds may participate in +the Consclidated
Pension Fund by making written requests +to the Treasurer.
Written requests for deposits or withdrawals shall state the
amount which the Pension Fund wishes +ec make available for
investment, or the amcunt which wishes to withdraw, as the case
may be. Such requests shall also contain other infermation
which the Treasurer deems necessary. The Treasurer may require
twenty-four. hours advance notice for withdrawals of one million

{$1,000,000.00) or more.
Section 4. Accounting

4.01. HNature of Ownership - Each Participant shall own

an undivided interest in the portfolic o<f tThe Ceonsclidated
Pension Fund based on the Participant's pro-rata contribution of
assets at any time. Cwnership shall be expressed in terms of
units. Each Participant, by participating in the Consolidated
Pension Fund, is deemed +to have consented to the methods of
sharing gains and losses and all other acccounting methods

required or adepted by the Board.

4.02. Accounting System =~ The Treasurer shall implement
an accounting system based on a daily accrual method for
earnings, deposits and withdrawals for each participant in the
Consolidated Pension Fund. In conjunction with such accounting

system, the Treasurer shall adopt procedures which accurately




reflect wyields on investments through amoritization of premium
and accretion of discount over the 1ife of the investment as
determined by investment practices of the investment community.
That is tec say, for investments customarily having yields to the
average life of the investment such as GNMA meortgage pools, the
premium or discount shall be amortized to the average life.
Premium or discount for all other investments shall be amortized
over the life of the investment.

4.03. ZIrading Gains and Losses - The Treasurer shall

recognize all trading gains and losses within the month in which

they occur.

4.04. Distribution of Farnings; Monthly Statement - The

Treasurer shall furnish t¢ each Participant az monthly statement
of earnings, deposits and withdrawals for each account. Monthly
statements shall also include an agccurate statement of the yield

for the preceding menth for each investment pool.

Section 5. Investment of Consolidated Pension Fund
5.01. General Invesgtment Policies, Ckijectives and
Restrictions - A1l  investment pools in the

Consclidated Pension Fund shall be individually subject to the
pelicies, objectives and restrictions set forth herein.

(a) Purpose - To invest and protect the assets of the
Consclidated Pension Fund for the benefit of the citizens of the
State of West Virginia. To preserve principal and seek the
highest investment return consistent with the fudiciary

standards established under State and Federal Law, the




regulations of the State ¢f West Virginia and the guidelines of
the State Beard of Investments.

(b) Standard of Care - All investments are T¢ be madse

with the exercise of that degree of judgment and care, under
circumstances then prevailing, which people o¢f experience,
prudence, discretion, and intelligence exercise in the
management o¢f their own affairs, not for speculatioﬁ, but for
investment, considering the probakle safety of their capital as
well as the probable income to be derived.

(c) Permissible Investments - The Cconsclidated Fension

Fund shall abide by West Virginia Code §12-6-9, as amended, with

regard to permisgible investmentis.

(d) Secial Respeonsibility - To the extent that

investiments are consistent with all other standards established
by the Board, selection of investments should consider the best
interests of the people of the State of West Virginia.

f2) Custoedy - The Board shall designate and mnaintain
custodian arrangements in its scole discretion and no investment
advisor shall maintain custody of the securities of the
Censclidated Pension Fund.

(£) Investment Advisors - The Board shall select and

maintain investment advisors who shall act in accordance with
the terms and conditions specified by the Board.

(g) Investment Obiectives

(1) Preservation ¢f Capital - Teo preserve the

capital investment in the Consolidated Pension Fund.
{2) Stakbility - To maintain =2 high level of

security in the Consclidated Pension Fund by




minimizing risk and volatility insofar as possible within the

rate of return objectives set by the Board.

(1)

(3) Liguidity - To maintain sufficient ligquidity
toe provide for all anticipated withdrawals or
transfers and to invest in issues with sufficient
marketability to provide for unexpected withdrawals.
(4) Turnover - Teo minimize transaction costs.

(5) Diversgification - To diversify the investment

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

Investment Restrictions

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

(2} Not more than 20% of the Consclidated Pension
Fand's wvalue at market may be invested in any single
industry sector. {The utility industry shall be
separated for the purpcse of this restriction
between telephone, electric, gas distribution, and
similar segments.)

(3} Not meore than 3% of the Consolidated Pension
Furnd's wvalue at market may be invested in the
securities issued by a single, private corporation
or assoclation.

(4) The Consoclidated Pension Fund shzall maintain =z
reasonable Dbalance between the wvarious classes of

fixed income securities, without cverconcentration.




(5) The Conscolidated Fension Fund shall abide by
the quality restricticrns of West Virginia Code
§12-6-9.°

(6) | Investment in financial futures contracts,
opticns and other similar instruments shall be
authorized for the sole purpcse of performing hedges
in crder to reduce the risk associated with
fluctuations in interest rates or market prices.
Such investments shall be limited to direct
obligations of, or obligations guaranteed zas to the
payment of Dpoth principal and interest by, the
United States of America; namely, treasury bills,
notes and bonds. For purposes of these regulatiocons,
the word "hedge” means taking a position in the
futures market which 1= opposite and approzimately
egual to the one held in the cash market. This is a
defensive strategy and shall only be used to protect
the overall wvalues of our portfoclios. Advance
unanimous approval of the Becard must be obtained
prior to each transaction in instruments of this
type.

5.02. Investment Poocls - The Consclidated Pension Fund

is composed of wvarious investment pools for the Pension Funds.
It is the intent of the Beoard that there be separate portfolio
guidelines for the administration of each investment pocol in
addition te the policies, cobjectives and restrictions set forth
in secticn 5.01 above. The Cffice of the State Treasurer, as

staff agency for the Board, shall administer each investment




pocl in the Conscolidated Pension PFund in accordzance with the
guidelines set forth in this series and as may be further
prescribed by the Board. All the investment pools which compose
the Consolidated Pension Fund, shall be reguired to individually
meet the guidelines cutlined in Tables I, II and III below.

5.03 Instructicns for Use of Tables - The percentages

in the "Minimum” column are the minimum percentages which the
State Treasurer must maintain in each type of investment
instrument. For example, the 15% figure in Table I, Line 1,

means that the State Tredsurer must at all times keep at least

15% cof the Investment Pool invested in U.S. Government
obligaticons. If the minimum percentage is "0", as in Table I,

Line 2, the State Treasurer is noét regquired to invest any moneys
of the pool in instruments of that type.

The percentages 1in the "Maximum" column are <tThe maxXimum
percentages <f the pool 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 State Treasurer may keep the
entire peool invested in U.S. Governmeni cobligations.

If the maximum percentage is "10", as in Table I, Line 4, this
means that the State Treasurer 1is permitted tc dinvest din
instruments of that type up to a maximum of 10% of the pool.

In Table I, the "Code Reference" column refers to the
section of the West Virginia Ceode which authorized the kind of

instrument described under the "Instrument” column.
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TABLE 1

GUIDELINES FOR DIVERSIFICATION

ACCORDING TO XKIND OF INVESTMENT INSTRUMENT

Instrument Code Reference Minimum Maximum

U.S. Government

Obligation §l2-6-39(a) 15% 100%
2. U.8. Government Agency
Okligation §12-6-9(b) C% 100%

Federally insured WV

home mortgages §12-6-9(4) 0% 10%
Privately insured pools

cf WV home mortgages §12-6-9(1L) 0% 109
5. Corpcorate bonds, notes

debentures, commercial paper

and other evidence of §12-6-10(1)

indebtedness §12-6-9(qg) 0% 75%
Commercial paper and other

corporate cbligations

maturing in less than §12-6-1C(2)

cne vear §12-£-9{(g) o% 20%
7. Obligations of any single

private corporation §12-6-10(3) 0% 3%

Fully cecllateralized WV

certificates of deposit §12Z-6-9(h) 10574 30%

Repurchase agreements §12-6-5(9) C¥% 75%
10. Reverse repurchase

agreement §12-6-5(10C) 94 15%

Equity securities of
Fortune 500 Companies * 0% 35%
*Investment in securities of this type shall be allowed only

o the exitent authorized bv statute,




TABLE 11

GUIDELINES FOR DIVERSIFICATICN

ACCORDING TO QUALITY OF CORPORATE DEBT INSTRUMENTS

AUTHORIZED BY

Instrument

Corperate bonds and notes
rated "AAAY

Corporate bonds and notes
rated "AAAT

Corporate bonds and notes
ratad "A"

Commercial paper rated

in highest grade ("P-1"

or eguivalent)

TABLE I

Minimum

0%

0%

0%

0%

Maximum

100%

50%

30%

20%




Maturity

less than &

TABLE 111

CUIDELINES FCR DIVERSIFICATION

ACCORDING TO INVESTMENT MATURITY

Ninety-twe (92) days

through and

Beyond Z vears but

CMinimum Maximum
Within 91 days 10% 100%
including 2 vyears 15% 90%
vears 0% 75%

Beyvond 5 years 0% - 35%




Section 6. Miscellanecus

&.01. Minimum Amount of Investment - The minimum amount

for investment in the Consolidated Pensicn Fund is Cne Thousand
Dollars {51,000.00). There is no minimum +time for which
deposits will be retained.

&.02. Pavmént of Expenses from FEarnings - The Treasurer

shall deduct expenses incurred in the administraticn of the
Censcolidated Pension Fund from the gress earnings of the fund
monthly. Such fees shall be established by the Board.

6.03. Beard Reports - The Treasurer, as staff agency for

the Board, shall provide the Board a monthly report reflecting
all purchases, sales, and irades for each pool. Also, a copy of
the portfolic for each investment pool, relecting the market
vaiue f£oF @each investment, shall be provided the Board.

5.04. Authorized Financial Institutions and Brokers -
The Treasurelr, acting as staff agency for the Board, shall be
prchibited from deoing business with any £financial instution or
brokerage firm that has not keen approved by the EBoard. At the
first Board meeting of each fiscal vyear, the Treasurer shall
provide the Board with a complete 1list o¢f all financial
instutions and breockerage firms currently on the approved list

for their review.

SERIESII/GENEZ10
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