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WEST VIRGINIA ADMINISTRATIVE REGULATIONS F“_ED
C

West Virginia State Beoard cof Investmentsg. . .
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Chapter 12-6
Series II

(1520)

Subject: Rules for the Administration of the Consolidated
Pensicn Fund by the West Virginia State Beoard of

Investments

Section 1. General

1.01. Scope - These rules implement the provisicns of the
Code of West Virginia, 131 as amended, §12-6-1 et. seq.
relating to the Cecnseclidated Pension Fund established Dby
§12-6-8(Db).

1.02. Authority - West Virginia Code §12-6-5; 12-6-8.

1.03. Purpose -~ The general purpose <¢f these rules 1is to
aid in the implementation of the legislative findings and
purpose set forth in West Virginia Code §12-1-1, wherein the
Board and the Treasurer are autheorized to develop and maintain
modern systems, consistent with scund £financial practices, for
the collection, disbursement, management and investment of
public moneys. These rules and regulaticns implement such
legislative intent by prescribing procedures governing
participaticn - in, and administration cof, the Censclidated

Pensicn Fund to be administered by the Board, for the purpose of
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enabling the participating Pension Funds to maximize the return

on theilr investments.

1.04. Filing Date -

1.05. Effective Date -

1.06. Repeal c¢f Former Rule - This legislative rule

rapeals and replaces WV 113 CSRZ "Rules for the Administration
of the Consolidated Pension Fund by the West Virginia State
Board of Investments"” filed July g, 1881 and effective

July 8, 1€81.

Section 2. Definitions

For purpeses 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 1931, as amended;

"Consolidated Pension Fund" means the investment fund
managed by the Board and established pursuant tc West Virginia
Code §12-6-8(a);

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

"Pensicn Funds"” means and includes the Workers'
Cempensation Fund; the state teachers' retirement system funds;
the death, disakility and retirement fund for membkers of the
Department of Public Safety's Division of Public Safety; the
public employees' retirement system  funds; the  judges'

retirement fund; <the municipal police officers’ pensicn and
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relief funds; the fire fighters' pension and relief funds and
such other retirement or pension funds and systems established
on behalf of public employees c¢f the state or of its political
subdivisions and administered by the state;

The term "securities" shall have the same meaning set forth
in West Virginia Code §12-6-2;

"Select U. 8. Government Agency Obligation" means and
includes any evidence o¢f indebtness issued by any of the
folleoewing: the Government National Mortgage Assccilaticon
("GNMA"), Féderal Home Loan Banks ("FHLB"), Federal Farm Credit
Banks ("FFCB"), and the Federal Land Banks;

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

"UJ.3. Government Adency OCkligation” means and includes any
cbligaticn of any United States government agency guaranteed as
to the payment o¢f beth principal and interest directly or
indirectly, by the United States of America, including but not
limited to the following: the GNMA; FHLB; FFCEB; federal land
banks; the Federal Home Lcoan Mortgage Corporation ("FELMC"); the
Federal National Mortgage Association {("FNMA") federal home loan
banks; federal intermediate credit banks; banks for
cooperatives; Tennessee Valley Authority; United States Postal
Service; Farmers Home Administration; Export-Import Bank;
Federal Financing Bank; and Student Loan Marketing Asscociation;
and

"U.5. Government Obligations" means and includes any direct
obligation of, cor obligation guaranteed as to payment of both

principal and interest by, the United States cof America.
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Section 3. WMechanics of Participation in the Consclidated

Pensgion Fund

Pensien Funds may participate in the Consolidated
Pensien Fund by making written reguests to the Treasurer.
Written vregquests for deposits or withdrawals shall state the
amount which the Pension Fund wishes to make availakle for
investment, or the amount which it wishes withdraw, as the case
may be. Such requests shall alsc contalin other Information
which +the Treasurer considers necessary. The Treasurer may
require twenty-four hours advance nctice for withdrawals of one

million ($1,000,000.00) or more.

Section 4. Accounting

£.01. Nature of Ownership - ‘Each Participant shall own a

hundred percent (100%) interest in the peeol in which its funds
are invested.

4.C02. .Accounting System - The Treasurer shall implement an

accounting system based on generally-accepted acccounting
procedures fdr earnings, deposits and withdrawals of each
participant ‘in the Consolidated Pension Fund. It conjunction
with such  acccunting systemnm, the Treasurer shall adept
procedures which accurately reflect yields on investiments
through amortization of premium and accretion of discount over
the life of the investment as determined by investment practices
of +the investment ceommunity. That is teo say, for investments

customarily having yields to the average life o¢f the investment
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such as CNMA mortgage pools, the premium or discount shall be
amortized to +the average life. Premium ©or discocunt for all
other investments ghall be amortized over +the 1ife of the

investment.

4.03. Trading Gains and Losses - The Treasurer shall

recognize all trading galins and losses within the month in which
they occur.

4.04. Distribution of Farnings:; Menthly Statement - -The

Treasurer shall furnish to each Participant a meonthly statement
of earnings, deposits and withdrawals for each account. Monthly
statements shall alsc include an accurate statement of the yield

for the preceding month for each individual investment pool.

Section . 5. Investment of Conscolidated FPension Fund

5.01. GCeneral Investment Policies, Obiectives and

Restrictions - All investment pocls in the

Consolidated Pension Fund shall be individually subject to the
policies, objectives and restrictions set fcocrth herein.

(a) Purpose - The Beard's purpose 1is to invest and
protect the assets of +the Consolidated Pensicn Fund for the
benefit o©f the citizens of the State of West Virginia and to
preserve principal and seek the hichest investment return
consistent with the fiduciary standards established under State
and Federal Law, the rules and regulations of the State cof West
Virginia and the guidelines of the State Board cof Invesiments.

(b)) Standard of Care - All investments are to be made

with the exercige of that degree of judgment and care, under
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circumstances then prevailing, which people of experience,
prudence,; discretion, and intelligence exercise in the
management of their own affairs, not for speculation, but for
investment, considering the prckable safety of their capital as
well as the probakle Iincome to be derived.

{c) Permissible Investments - The Conscolidated Pension

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

{d) Social Responsibility - To the extent that

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

{e) Custecdy - The Board shall designate and maintain
custeodian arrangements in its sole discreticon and no investment
advisor shall maintain custody o©f the securities of the
Consclidated Pension Fund.

(£) Investmént Advisors - The Board shall select.. and

maintain investment advisors who 5shall act in acccocrdance with
the terms and conditions specified by the Board and the
applicable State and Federal laws.

(g) Investment Obijectives - all poels within the

Consolidated Pensicn Fund shall be subject to the investment
objectives listed below in descending order of priority:

{l1) Preservation of Capital -~ To preserve the

capltal investment in the Consclidated Pension Fund.

{(2) Diversification - To diversify the investment




(h)

of the assets of the Consclidated Pension Fund so as
to minimize the risk ¢f large lcsses.

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

consistent with the rate ¢f return cbjectives set by
the Board.

(4) Stability - Tec maintain a high level of security
in the Consolidated Pension Fund by minimizing risk
and veolatility insofar as possible within the rate

of return objectives set by the Board.

(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 Consolidated Pension Fund shall abkide by
the investment restrictions of West Virginiaz Code
§12-6-10 and as further set forth by the Board.

(2) Not more +than 20% of the portfolio of the
Conszolidated Pension Fund may bke invested in any
single industry sector. (The utility industry shall
ke =eparated for the purpose of this restriction
between telephone, electric, gas distribution, and
similar segments.)

(3) Not more than 3% of +the portfolico of the
Consolidated Pension Fund may be invested in tThe
gecurities issued by a single, private corporation

or association.
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(4) The Consgclidated Pension Fund shall maintain a
reasonable balance between the wvarious classes of
fixed income securities, without cver-ccncentration.
(5) The Consolidated Pension Fund shall abide by
the gquality restrictions of West Virginia Code
§l2-6-9.

(6) Investment in financial futures cecntracts,
optiocns and other similar iInstruments shall be
authorized for the scle purpese of performing hedges
in o¢order to reduce the risk assoclated with
fluctuations in interest rates or market prices.
Such investments shall be limited to direct
obligations of, or cbligations guaranteed as to the
payment of both principal and interest by, the
United States cf America; namely, Treasury bPills,
notes, bonds and GHMAS. For purposes o<f these rulés
and regulations, the word '"hedge” means taking a
position in the futures market which is opposite and
approximately egual te¢ the one held in the c¢ash
matrket, This is a defensive strategy and shall only
ba used to protect the overall values of the various
portfolios. Advance unanimous approval of the Board
must be cbtained prior to each transaction in
insgtruments of this type.

Investment Pools - The Consclidated Pension Fund is

composed of varicus investment peccls for the Pension Funds. It

is the

guidelines

intent of the Board that there be separate pcortfolic

for the administration of each investment pool in
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additicn to the policies, objectives and restrxictions set forth
in section 5.01 above. The Office of the S8tate Treasurer, as
staff a&agesncy for the Beard, shall administer each investment
pool in the Consolidated Pension Fund in ac¢cordance with the
rules and regulations and as may be further prescribed by the
Beoard. A11 the investment pools which compose the Consolidated
Pension Fund shall ©be reguired +to meet individually the
¢guidelines outlined in the attached Tables I and II.

5.03 Instructions 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 Tabkle I, Line 1, means that the
State Treasurer must at =z2ll timegs keep at least 153% of the
Investment Pool invested in U.S. Government obligations. If the
minimum percentage ig "0", as in Tabkle I, Line 2, the State
Treasurer is not reguired to invest any moneys oI the pool in
instruments of that type.

The percentages in the "Maximum" column are the maximum
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 peocl invested in U.S. Government obligations.

If the maximum percentage is "10", as in Tabkle I, Line 4, this
means that the State Treasurer is permitted to invest in
instruments of that type up tec a maximum cof 10¥% of the pool.

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

instrument described under the "Instrument” column.
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TAEBLE I

GUIDELINES FOR DIVERSIFICATION

ACCORDING_TO XIND OF INVESTMENT INSTRUMENT

Instrument Code Reference Minimum Maximum

U.38. Gevernnent

Obligation §12-6~-9(a) 15% 100%
J.5. Government Agency

Obligation §12-6-9(b) 0% 100%
Federally insured WV

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

of WV home mortgages §12-6-9(£L) C% 10%
Corporate bonds, notes

debentures, commercial paper

and other evidence of §12-6-10{(1)

indebtedness §12-6-S{g) 0% 75%
Commercial paper and cther

ccrperate obligations

maturing in less than §12-6-10(2)

cne year §12-6-9(g) 0% 20%
Obligations ¢of any single

private corperatiocn §12-6-10(3) 0% 3%
Fully collateralized WV

certificates of depesit

maturing in less than

one vyear §12-€6-9(h) 0% 30%

Repurchase agreements §12-6-5(9) 0% 75%
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10. Reverse repurchase
agreemant §l2-6-5(10) 0% 15%
11. Egquity secufities of
Standard & Poors 500 Companies * 0% 35%
*Investment in securities of this type shall be allowed only

to the extent autheorized by statute.
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IABLE I1I

GUIDELINES FOR DIVERSIFICATION

ACCORDING TO QUALITY OF CORPORATE DEBT INSTRUMENMNTS

AUTHORIZED BY

TABLE I
Instrument ) Minimum Maximum

l. Corpeorate bonds and notes

rated "AAA™ % 1007
2. Corporate bonds and notes

rated "AA" 0% S0%
3. Corporate beonds and notes

rated TA" 0% 30%
4, Commercial paper rated

in highest grade ("P-1"

or eguivalent) 0% 20%

Any corporate debt instrument that is dewngraded fcllowing
purchase may be liguidated at the Treasurer's discretion if such
downgrading puts the debt instrument out of compliance with

Takle II.
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Section 6. Miscellanecus

6.01. Minimum Amount of Investment - The minimum amcunt of
investment in the Consolidated Pension Fund 1s One Thousand
Dellars ($1,000.00C}. There is no minimum <Time for which
deposits will be retained.

£.02. _Paymeht of Expenses from Earnings - The Treasurer

ghall deduct expenses incurred in the administration of the
Consolidated Pension Fund from the gross earnings cof the fund
menthly. Such fees shall be established by the Board on a pro
rata basis.

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

the Board, shall provide "the Becard a monthly report reflecting
all purchases, sales, and trades for each pool, and also, a copy
of the pecrtfolic for each investment pool, reflecting the market
value for each investment.

6.04. Authorized Financial Institutions and Breckers - The

Treasurer, afting as staff agency fcr the Board, may nect do
business with any financial institution or brokerage firm that
has neot been approved by the Board. At the first Board meeting
of each fiscal vear, the Treasurer shall provide the Board with
a complete list c¢f all financial institutions and brokerage

firms currently on the approved list for their review.

SERIESII/GEN8910
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AGENCY : Roard of Investments

FROM: JUDY COQOPER, DIRECTOR ADMINISTRATIVE LAW DIVISION

DATE: __March 22..1991

THE ATTACHED RULE RECENTLY FILED BY YOUR AGENCY HAS BEEN ENTERED
INTC GCUR COMPUTER SYSTEM. PLEXASE REVIEW, PRCOF AND RETURN IT
WITH ANY CORRECTIONS. IF THERE ARE NO CCORRECTIONS, PLEASE SIGH
THIS MEMO AND RETURN IT TO THIS OFFICE. YOU WILL BE SENT A FINAL
VERSION OF YQUR RULE FOR YOUR RECORDS.

PLEASE RETURN EITHER THE CORRECTED RULE CR THIS FORM WITHIN TIZIN
(10) WORKING DAYS OF THE DATE YOU RECEIVED THEIS REQUEST. CALL IF
YOU HAVE ANY QUESTIONS.
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