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WEST VIRGINIA STATE BOARD OF I}WESTMENTS

IIiflTRODUCTION

The West  Vi rg in ia  State Board of  Investments was created

by the West  Vi rg in ia  Legis la t .ure on March 11,  L967.  I t  is  governed

by  Chap te r  ! 2 ,  A r t i c l e  6 ,  Sec t , i ons  1 -18  i nc lus i ve  o f  t he  Wes t

Vi rg in ia  Code.  The State Board of  Investments has been cont inued

un t i l  Ju l y  1 ,  1996 ,  by  Chap te r  12 ,  A r t i c l e  6  ,  Sec t , i on  18  .

The State Board of  InvestmenLs consis ts  of  seven members

(Wes t  V i r g i n i a  Code ,  Chap te r  12 ,  A r t i c l e  5 ,  Sec t i on  3 ) .  The

Governor 1s the Chaj-rman. The West Virginia Stat.e Auditor and

St,ate Treasurer are the other two members designated by the code.

The oLher four members are selected from a l ist of t .welve persons

submit ted jo in t ly  by the Governor ,  State Treasurer  and the State

Audit,or. Only two of the four appointed members can be chosen from

the names submitt,ed by the governor. These appointed members serve

for a term of six years. The members serve without, compensation,

but are entit led t.o reasonable and necessary expenses act.ual}y

incurred in  d ischarg ing the i r  dut ies.

The State Board of Investments has an executive director

and t ,hree basic  depar tments each wi th  a ch ief  o f f icer .  There is  a

r -h i  e f  one ra l -  i  nc r  c r f  f  i  r - c r  ch ie f  i nves tmen t  o f  f  i ce r  and  ch ie fs u + ^ r Y  v r ! r v e ! ,

f i nanc ia l  o f f i ce r .  Each  ch ie f  o f f j - ce r  has  h i s  own  suppor t  s ta f f .

The West  Vi rg in ia  Code sect ions are speci f ic  in  deta i l ing

the t lpes of  invest ,ment ,  that  can be ut i l ized.  Chaptet  L2,  Ar t ic le

6 ,  Sect ion 9 det ,a i ls  permiss ib le  investment .  Chapter  12,  Ar t ic l -e

6 ,  Sec t i on  10 ,  p laces  res t r i c t i ons  on  the  pe rcen tag :es  o f  each

por t fo l i -o  which may be invested in  cer ta in  types of  secur iL ies.
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Chap te r  a2 ,  A r t i c l e  6 ,  Sec t i on  9d ,  spec i f i es  amoun ts  tha t  can  be

t rans fe r red  to  the  sLa te ' s  genera l -  revenue  accoun t . .  Chap te r  L2 ,

A r t i c l e  6 ,  Sec t i on  6  dea ls  w i th  t . he  es tab l i shmen t  o f  a  spec ia l

revenue account  to  handle invest igat ion of  c la ims against  th i rd

par t ies for  investment  losses,  for  consul t ing serv ices regard ing

t .he rest ructur ing of  the of f ice of  the SLat .e Treasurer  and costs  of

implementing the changes in the restructuring. The special revenue

account is funded by securit ies lending income and recoveries from

t.h i rd  par t . ies.  The account  is  scheduled to  expi re on .June 30,

L995.  The Board is  author ized to  deposi t  in t .o  Lhe specia l  revenue

account and to expend a maximum of $2 mj-l l ion annually from the

account .  Ot ,her  Sect ions of  Chapt ,er  L2,  Ar t ic le  6 deal  wi th

apport ionments of i-nterest earnings among state depositories and

the standard of care to be exercised by the Board in making

inves tmen ts .

The invesLment pools are divlded into two basic funds,

the Consolidated Pension Fund and the Consolidated Fund. The

Consol idated Pensi -on Fund consis ts  of  four  re t i rement  accounts,  two

West  Vi rg in ia  Workers '  Compensat ion accounts and a Pneumoconios is

accounL.  The Consol idated Fund consis ts  of  accounLs t .haL are

descr ibed below.

The Unrestricted Pool consisLed of t .he operating funds of

the s tate and cer ta in  s t .a te agencies.  I ts  purpose was t ,o  prov ide

for the investment of al l  surplus funds and supply the daily cash

needs of  the s tate.  The State Agency Trust  Pool  was compr ised of

funds held in Lrust by state agencies. The Local Government Pool

was available for invest.ment of funds from any loca1 government
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that  des i res the oppor tuni ty  t ,o  invest  wi t .h  the State of  West

V i rg in ia .  On  Ju l y  L ,  L994 ,  t he  asse ts  o f  t he  Unres t r i c ted  Poo l ,

State Agency Trust Poo1, Local Government PooI and Bank

Compensation Pool were combined int.o a new pool named the Cash

Liquid i ty  Poo1.  The new pool  consis ts  of  t .he operat ing funds of

the St ,a te,  funds held j -n  t rust  by State agencies and funds i -nvested

by local  governments.  fn  addi t ion,  the Enhanced Yie ld Pool  was

created on Ju ly  1,  L994 consis t ing of  those operat ing funds of  the

State which t,he Board's st.af f  have determined are not immedj-ately

needed to fund the State 's  l iqu id i ty  requi rements.  The Government

Money Market Pool is available for the investment of unexpended

bond proceeds,  debt  serv ice funds 'and amounts escrowed under  the

requiremenLs of bond issuances. The Loss Amort. ization Fund was

created t,o account for those part. i-cipant claims of t .he general

operating funds of the state which exceeded the underlying assets

of  the ot .her  funds.  This  excess of  par t ic ipant .  c la ims on net

assets over  under ly ing assets occurred as a resul t  o f  t ,he

dis t r ibut ion of  earn j -ngs to  par t ic ipants in  var i -ous Board

investment  funds pr inc lpa l ly  in  the Unrest r ic ted Poo1,  in  excess of

the true investment income experience of the funds j-n L987 and

L988 .  Wes t  V i rg in ia  Code  Chap te r  L2 ,  A r t , i c l e  6 ,  Sec t i on  5d ,

prohib i ts  t ,he St  a te of  West  Vi rg in ia ,  the State Board of

Investments or  any other  s tate of f icer  to  seek,  or  a t tempt  to

recover any monies t,hat were over apport ioned to t,hose

par t . ic ipants.  As of  December 31,  1994,  s t r ipped secur i t . ies whose

book  va lue  i s  $49 ,  953  ,79 '7  .53  w i th  a  ma tu r i t y  va lue  o f

$183 ,47 -5 ,OOO.OO,  r re re  be ing  he ld  i n  t he  Loss  Amor t i za t , i on  Accoun t .
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These st.r ipped securit ies mature at various t imes between February

15 ,  2005  and  oc tobe r  15 ,  201 -9 .  The  Par t i c i pan t -D i rec ted -Accoun ts

are compr ised of  funds f rom ind iv idual  s tate agencies wi th  speci f ic

investment  needs.  The fund.s held by the par t ic ipant  d i rected

accounts are not  co-mingIed,  but  ra ther  each agency has 100?

ownership of  the under ly ing investments in  a dedicated s ing le

accoun t .

Each pool  in  Lhe Consol idated Fund has j . ts ,  own pol icy

regard ing the types of  investments that  may be ut i l ized '  For

example, the Municipal Bond Commissj-on mandates that no purchases

or  sa les of  investment  can occur  in  accounts under  the i r  author i t 'y

wi thout  the i r  author izat ion.  The Loss Amort i 'zat i 'on Account  can

onfy be invested in  zero coupon bonds '

Each fund 'w i t h t ' heexcep t i ono f t ' heLossAmor t i za t i on

Fund and the Par t ic ipant-Di rected*Accounts,  has i ts  own j -nvestment

advisor who makes investment. d.ecisions within the parameters

nrov-i clercl in t,he administrative regulations of the West Virginia
v ! v  Y

Board of InvesLments and' the West'  Virginia Code'

A t t heda teo f t . hewr i t i ngo f t ' h i s repo r t ' t he re i ssome

indecision regarding Lhe legali ty of the investmenL of the

Consol i -daLed Pension Fund in  equi ty  (s tock)  secur i t ies '  At torney

Generar Darrel l  McGraw has issued an opinion that '  t .he state

const i tu t ion prohib i ts  the invest ,ment  of  pension funds in  t 'he

stocks of  pr ivat ,e  associat ions and corporat ions '
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WEST VIRGINIA STATE BOARD OF INVESTD'TE}ITS

BOARD MEMBERS AI{D SENIOR STAFF

DECEMBER 31, L994

Board Members

W.  Gas ton  Caper ton ,  I I I
Governor
Charleston Chai-rman

Larr ie  Bai ley
State Treasurer
Charleston Member

G len  B .  Ga in
State Audi to
Char leston

a ? t t l
9 .  ,

!

Member

.fohn Poffenbarger
Executive Secretary
Charleston Member

Wi l l i am T .  T racy
Huntington Member

Dwight Keating
Clarksburg Member

Richard K.  Riederer
Weir ton Member

Senior  Staf f

H.  Cra ig Slaughter  Execut ive Di rector

D.  Jerry  Simpson Chief  Operat ing Of f icer

Mat thew E.  ,Jones Chief  F inancia l  Of  f  icer

Diana Wi l l  Chief  Investment  Of f icer

Mark E.  N.  Asaad Chief  Counsel
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WEST VIRGINIA STATE BOARD OF IIIVESTME}NTS

SUMMARY OF FINDINGS AI{D RECOMI,TE}IDATIONS

PeratiEeible Collateral Not Defined By Statute

l - .  We noted under ly ing secur i t i -es obl igated to  the Board as

collateral support ing repurchase agireements between the Stale

Board of  Investments and var ious brokers dur ing L994,  showed

instances where such underlying securit ies were apparently not.

permissible investmenLs by 1aw had they been owned by the

Board. However, the investment law does not state what t l4)es

o f  secu r i t i es  cons t i t u te  accep tab le  co l l a te ra I .

We recommend t,he Legislature consider changes in Chapter L2,

Ar t ic le  6 of  the West  Vi rg in ia  Code,  ds amended. ,  to  speci fy

those types of  secur i t les which could be accepted by the West ,

Vi rg in ia  State Board of  Invest .ments as co l la tera l .  (See pages

1 q  r n r l  1 A  \

Underlyincr Secuqities Support,inq RepurchaEe Aqreenents

2.  We noted the Board 's  investment  of f icers genera l ly  do not

receive t .he co l la tera l  l is t ing of  under ly i -ng secur i t ies

supporting a repurchase ag:reement. unti l  after the repurchase

aqreement  has matured.  We noted severa l  instances in  L994,

where the co l la tera l  d id  not  meet  the speci f icat ions of  the

magter repurchase agreement between the Board and several of

the brokers,  as wel l ,  as fa l l  among permiss ib le  investment ,s  in

the investment law.
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We recommend t,he State Board of Investments require brokers to

t ransmi t  co l - la tera l  l is t ings deta i l ing under ly ing secur i t ies

to t ,he investment  of f icers for  rev iew on the same day that

repurchase agreements are executed.  (See pages L6 and L7 - )

We noted that t,he West Virgini-a State Board of Investments

cont inues to  a l low only  speci f ic  agencies t .o  invest  specia l

revenue funds,  that  ls ,  on ly  those agencies having speci f ic

code authority t.o invest their special revenue monj-es. We

bel ieve that  the West .  V i rg in ia  Code Chapter  12,  Ar t ic le  6,

Sect ion 8 (c)  permi ts  the agency to  invest  the i r  specia l

revenue funds regardless of whether or not they have specif ic

code author izat i -on.

We recommend that  the Board comply wl th  Chapter  12,  ArL ic le  6,

Sect ion 8(c)  o f  the West  Vi rg in ia  Code and a l1ow a l l  ag:encies

to invesL the i r  specia l  revenue funds upon request .  (See

pages  L7  -  19 .  )
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WEST VIRGINIA STATE BOARD OF I}WESTME}flT

GENERJAL REMARKS

We have complet,ed an audit,  of the investment. activity of

the West  Vi rg in ia  St .a te Board of  Investments as requi red by West

Vi rg in ia  Code Chapter  1-2,  Ar t ic le  6,  Sect ion 15.  Our  audi t  covers

t ,he year  ended December 31,  t994.  However ,  due to  the legal

deadl ine of  the repor t ,  February 1,  L995,  wewere unable to  examine

some t ransact ions of  Lhe investment  act , iv i tv  as set  for th  in  our

Tndependent Auditors' Opi-nion.

The Consolidated Pension Fund was composed of seven

accounts dur ing ca lendar  year  L994 as l is ted below:

State Street
Fund Account

Judges' Ret, irement System V3 01
Publ ic  Safety  Ret i rement  System V302
Workers '  Compensat ion Fund V303
Workers '  Compensat ion Fund I I  V304
Pneumoconios is  Fund V305
Publ ic  Employees '  Ret i rement  System V306
Teachers '  Ret i rement  System V307

West Virginia
FIMS Number

8 5 8 0
8 5 8 1
8 5 8 2
8 5 8 3
8 5 8 4
8 5 8 5
8 5 8 5

The Consolidated Fund was composed of 32 "pools" during

L994 which are ident i - f i -ed below- The Unrest r ic t .ed Pool  (State

St.reet Bank No. V324) contaj-ned investments f rom agencies which

were unrest r ic ted by t .ype,  i .e .  not  rest r ic ted by inst rument .  The

State Agency TrusL Pool  (Stat ,e  Street .  Bank No.  V331)  conta ined

investments made f rom monies held in  t rust  for  Stat .e  aqencj -es.  The

Local  Government ,  Pool  (State Street  Bank No.  V332)  conta ined

invest.ment,s made from funds held in trust for local governmental

units. The Government. Money Market Pool (State Street, Bank No.

-8 -



V330) conta ins investments f rom agencies which may only  be

government  secur i t ies.  On , Iu1y 7- ,  L994,  the assets of  the

Unrest r ic ted Pool ,  SLate Agency Trust  Pool ,  Loca1 Government  PooI

and Bank Compensation Pool were combined into a new pool named the

Cash L iquid i ty  Pool  (State Street ,  Bank No.  V35C) .  In  addi t ion,  the

State 's  Genera l  Revenue Fund ef fect ive Ju ly  L,  L994 has the

available balance invested through the newly creat.ed Enhanced Yield

PooI  (State Street  Bank No.  V363) .  The remain ing pools  conta in

speci f ic  j -nvest .ments for  ind iv idual  agencies due.  to  const i t .u t ional

or  bonding rest r ic t ions prohib i t ing commi-ngl ing wi th  the Cash

Liquid i ty  Pool  and Enhanced Yie ld PooI .

1.  Unrest r ic t ,ed Pool  -  State Street  Bank No.  V324

This  pool  consis ted of  the operat ing funds of  State agencJ-es.
This  pool  was rest ructured in  February 1993 by t ransferr ing
all  Economic Authority Loans and mortgages to a St.ate Loan
Poo1.  This  pool  was c losed on June 30,  L994

State Aqencv Trust Pool - State St,rget Bank No. V33J.

Money held j-n trust by State agencies including such money
as Performance Bonds and State Hospital Patient Funds. The
Fund was ran as a money type fund with a weighted average
matur i ty  o f  no more than 59 days.  The account  was created
November  L ,  1989 .  Th i s  poo l  was  c losed  on  June  30 ,  1 -994 .

Local Government Pool, - State Street Bank No. V332

This pool contained only money deposited by loca1
governments. The Fund was ran as a money market Lype fund
wi th a weighted average matur i ty  o f  no more Lhan 59 days.
The account  was creat ,ed November 1- ,  1989.  This  pool  was
c losed  onJune  30 ,  L994 .

Cash Licruiditv Pool : State Street Bank No. V36C

This investment pool is composed of the operating funds of
the State,  funds held in  t . rust  by State agencies,  and funds
invested by loca1 governments.  This  pool  is  l imi ted to
secur i t ies wi th  remain ing mat .ur i t ies of  not  gr reater  than
three hundred n inety-seven (397)  days and the doLlar
weighted-average-matur i t .y  o f  the secur i t ies in  the por t fo l io
may not exceed ninety (90) days. The pool is made up of t .wo

2 .

l
I
t
I
I
I
I
I
I
t
t
T
I
t
t
T
t
t
t

3 .

4 .
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por t fo l ios known as
No . V3 6l- ) and Cash
v 5 0 z ) .

Cash L iquid i tY
T . i  a r r i  d i  t r r  P o c r l! ! Y q I s r  e J

Pool  (State St . reet  Bank
(State Street  Bank No-

This invest"ment pool is composed, of the operating- funds of

t r re  s tate which the Board 's-  s taf  f  have determined are not
' i  mmer: l i  a l -e l  w needed Lo f  und the State '  s  t  iqu id i ty

;H i ; ; ; ; ; i " .  r h l s  poo l  i s  l im i ted  to  secu r i t i es  w i th

;#; ; i lg"*" t " t i t ies o- t  not  greater  L l ran (3 '0)  three years

and the dollar weighted-*.t"t ig.-maturity of the securit ies

in  the  po r t . f o l i o  may  no t  exceed  (1 '0 )  one  yea r '

5 .

1 .

This Constructi-on Trust Fund
made solelY on the behalf of
may  on l y  be  i nves ted  i n  U .S .

is  rest r ic ted to  investments
che guntington To11 Bridge and

Treasu rY  ob l i ga t i ons .

8 .

The school Fund is not an investment pool within t 'he

consol idated Fund.  The of f ice of  the s tate Treasurer  serves

as the st,af f  
"g"n.y 

for the ' iBoard of the School Fund" '  The

Fund i-s restr icted t.o investmenls in securit ies of the united

SLat ,es Government  or  the State of  West  Vi rg in ia '

investmentrs made in securit i 'es
U .S .  Governmen t  Agenc ies ,  o r

by U.  S.  TreasurY secur l - t l -es '

A new pool  establ ished February 1993 '

Economi-c Development Aut'horit'y lo-ans were

the Unrest . r ic ted PooI  to  th j -s  pool  '

This pool contains zero coupon bond3 bought to

losses in  Pool  L00 and r -40 '  At  Lhe matur i ty

Uonas,  the funds wi l l  be t ransferued to Pools

This fund was opened JuIv L, Lee2 fot !h" 
MYli:il1] Bond

Commiss ionLoadd ressLhe i raccoun t i ng requ i remen t rS .
securit ies and cash were t i insterrea out of the Government

l lor r "y  Market  Pool  -  Stat 'e  St reet  Bank No'  v330'

This  Pool
of fered bY
invesLments

i s  I im i ted  to
U .S .  T reasu rY ,
col la t .era l ized

10 .

11 .

A1I mortgage and

t rans fer red  f rom

amort ize the
date of  the

100  and  L40 .

Street Bank lrta---v32-L
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L2. Municipal Bond Comission - Countv ,Revenue - State Street
Bank No. V3,41

This Municipal Bond Commission Account is for the investment
of  county revenues.  No purchases or  sa les of  investments may
occur without t.he aut,horization of the Municical Bond
Commiss ion.

13. Municipal Bond Cosurission - General Obliqation - Stat,e Street
Bank No. V342

Thls Municipal Bond Commission Account is for the defeasance
of  genera l  ob l igat ions of  munic ipa l i t ies,  on ly  U.S.  Treasury
Secur i t ies may be purchased.

14. Mr:nicipa1,-Bond Comiseion - WVU Froiect 11 Escrow - State
St,reet BF,nk No. V336

This  Escrow Account  is  for  West  Vi rg in ia  Uni -vers i ty 's  Pro ject
11.  No purchases or  sa les of  investments may occur  wi thout
the author izat ion of  the Munic ipa l  Bond Commiss ion.

15. Mqnicipal Bond Comission - Countv Schools - State Street
Bank No. V337

This pool is for the investment of funds held by county
schools systems. No purchases or sales of investments may
occur wit,hout Municipal Bond Commission authori-zat. ion.

16. Municinal. Bond Co$urission - Public Servises Dietr iets - Stale
Streqt  Bank No.  V338

This  pool  is  for  the invest .ment  of  Publ ic  Serv ice Dis t r ic t
Funds.  No purchases or  sa les of  investments may occur
wi thout  MunJ-c ipa l  Bond Commiss ion author izat ion.

L7. Municipal Eond Courission - State Street Bank No. v339

No purchases or sales of investments may occur wiLhout
Municipal Bond Commission authorization-

18. Municip-al Bond Comiesioa - Iluntinqt,on Bridcrq 65 Revenue -
State Street  Bank No.  V335

This  account  was created December 29,  L988 to hold escrowed
investment.s for the Municipal Bond Commission. This accounl
is  for  the Hunt ington To11 Br idge obl igat ion.  No purchases
or sales of investments may occur without Municipal Bond
Commiss ion author izat . ion .

- 11



19. Munic-ipal Bond Co"nErission - Combined Revenue Account - State
Street  Bank No.  V343

This  accounL was created December 29,  1988 to hotd escrowed
investments for  the Munic ipa l  Bond Commiss i -on.  This  account
is  for  the investment  of  State Bui ld ing Commiss ion Funds.
No purchases or  sa les of  Investments may occur  wi thout
Munic ipa l  Bond Commiss ion author izat ion.

20. Munieipal B,ond Couunission - Hancock Countv Schools 83G/0 -
Stat,e Street, Bank No. V344

This  account  was created December 29,  1988 to hold escrowed
investments for  the Munic ipa l  Bond Commiss j -on.  These
invest,ments are escrowed for the ret, irement of Hancock County
Schools  genera l  ob l igat ion bonds.  No purchases or  sa les of
investment.s may occur without, Municipal Bond Commission
author izat , ion.

2l.. .  Mr:nicipal Bond Counission - Fainnont 85 Sewer Revenue - State
Street  Bank No.  V345

This  accounL was created December 29,  1988 to hold escrowed
investments f or the Municj-pal Bond Commi-ssion. These
investments are escrowed for the retirement of Fairmont Sewer
Revenue Bonds. No purchases or sales of investments may
occur  wi thout  Munic ipa l  Bond Commiss ion author izat , ion.

22. Municipal Bond Corrsrission - Fairsront, 85 Water Revenue Esc -
State Street  Bank No.  V334

This  account  was created December 29,  1988 t ,o  hold escrowed
investments for  the Munic ipa l  Bond Commiss ion.  These
i-nvestments are escrowed for the retirement of Fairmont Water
Revenue Bonds. No purchases or sales of investments may
occur without Muni-ci-pal Bond Commission authorization.

23. MunicipaL Bond Cosurission - Escrow Aqent For Board of RecrenLs
-  State Street  Bank No-  V346

This  account  was created January 26,  1989 to hold escrowed
investments for  Lhe Munic ipa l  Bond Commiss ion.  No purchases
or saLes of investment.s may occur without. Municipal Bond
Commiss ion author izat ion.

24. MunicipaL Bond Corurission - Wetzel Citw Schools - State
Strget  Bank No.  V347

This  accounL was opened in  October  1993.  No purchases or
sa les may occur  wi thout  Munic ipa l  Bond Commiss ion
author izat , ion.

-1? -
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25. Mlulicipal Bond corunisEion - wavne countv Board of Education -

Siat ,e  Street  Bank No'  V352

opened on December 28,  L993 '  No purcnases

o"L,rr without Muni-cipa1 Bond Commission

The in t ' e res t . ea rned in th i saccoun twagused topaya } l
banking charges- . -  r r , l "  pool  was c losed on June 30,  ] -994 '

Th i s  poo l  was  es tab l i shed  Oc tobe r  I9B7  '

to anriuit ize the lottery winners by buying

Coupon Bonds.

28 .
Stree t  Bank  No-  V348

The proceeds from the bond
agreemencs.

issue are invested in  rePurchase

29. Departtnent of Tral lgDortation zero couDon - state street Bank

No .  V349

The fund.s represent the i'nvestmenLs
iuna set  uP bY ChaPter  L7,  Ar t ic le
West  Vi rg in ia  Code.

30 .
Siate gt reet  Bank No'  V350

This  fund was opened JuIy  29,  Lg92 for  the west  V i rg in ia

Economic Oevefopirent Aut.h,j t i t / .  The. securit ies - in this fund

aie usea to insure payment on bond issues'

The funds represent investments made from funds

io-tft" Division of Highways as al lowed by Chapt'er

16A,  Sect ion 22 of  t [e  west  V i rg in ia  Code '

This accounL was
or  sa les may
authorizat, ion -

25

27 .

This  pool  is  used
U.S .  T reasu rY  Ze to

of  the sPecia l  h ighwaY
16 .A ,  Sec t i on  23  o f  t he

3L .

I
I
I
I
t

t ransferred
77  ,  A r t . i c l e

32

This single agency pool was- set up 1? t 'ebruary L990 to invest

r ,he proceeds i io* ' r r r "  scnol r  iu i ld ing auihor i ty  capi to l

Imp rovemen lRevenueBonds .Themoney i she ld i n th i saccoun t
un t ' i l t he fundsa rea l l oca ted to thecoun t ' y schoo l sys tems .

T
I
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Manaqement of The Funds

The act . iv i t ies of  the pension funds were admin is tered by

the  fo l l ow ing  adv i so rs  du r ing  ca lendar  yea r  I 994 :

Judges '  Ret i rement  System:
Kemper Asset Management Company

Pub l i c  Sa fe ty  Re t i remen t  Sys tem:
Kemper Asset Management Company

Workers '  Compensat ion Fund:
InvesLment .  Advisors,  Inc.

Workers '  Compensat ion Fund I I :
Duff and Phelps Invest,ment Management Company

(oL /  oL /  e4 -08  / 37  /  e4 )
Kemper Asset  Management ,  Company (09 /oL/94-L2/3L/94)

Pneumoconiosis Fund:
Duff and Phelps fnvestment Management Company

(or /  oL/  e4-os /3L/  e4)
Kemper Asset  Management  Company {09 /  0L/  94-1"2 /3L/  94)

Publ ic  Employees '  Ret i rement ,  System:
Invest.ment Advj-sors, Inc .

Teachers '  Ret . i rement  System:
Duff and Phelps Investment Management Company

(o t / oL /e4 -08 /3 r / e4 )
Kemper Asset  Management  Company (a9 /  0L/  94-1-2/3I /  94)

A lso ,  Lhe  ac t i v i t i es  o f  t he  accoun t  "poo1s"  i n  t he

Consolidated Fund were administered by the fol lowing advisors

dur ing ca lendar  year  !994:

Unrest r i -c ted Pool  -  Stat .e  Street  Bank No.  Y324:
Bank  One ,  Wes t  V i rg in ia ,  Char les ton ,  N .A .

(oL /  o ! /  e4 -06  / zo  /  gq )
Un i t ed  Na t i ona l  Bank  (o t / oL /94 -06  / 30  / 94 )

State Agency Trust  Pool  -  State Street  Bank No.  V331:
Commerce  Bank  (0 : - /  0 t / 94 -06  /30  /94 )

Local  Government  Pool  -  State Street  Bank No-  Y332t
T .  Rowe  P r i ce  Assoc ia tes ,  I nc .  ( 0L /01 , / 94 -06 /30 /94 )

Government  Money Market .  Pool -  -  S late St . reet  Bank No.  V330:
Br inson  Par tne rs ,  I nc .

-14 -



Cash  L iqu id i t y  Poo l  -  S ta te  S t ree t .  Bank  No .  V36C:
Commerce  Bank  (07  / 0 r / 94 -12 /3L /94 )
Bank  One ,  Wes t  V i rg in ia ,  Char les ton ,  N .A .

(0 ' 7  /  o1 - /  e4 - t 2 /3L /  e4 )

Enhanced  Y i -e ld  Poo l  -  S ta te  S t ree t  Bank  No .  V363 :
Bank  One ,  Wes t  V i rg in ia ,  Char les ton ,  N .A .

(07  /  oL /  e4 -a2  / 3L /  e4 )

Bank Compensat ion Pool  -  St ,a te Street  Bank No.  V327:
Bank  One ,  Wes t  V i rg in ia ,  Char les ton ,  N .A .

(0 ] - /  o t /  e4 -06  / 30  /  e4 )

Dur ing ca lendar  year  L994,  a l l  o t ,her  account  "poo1s"  in

the Consolidat,ed Fund commonly referred Lo as "single account

pools t '  were admin is tered by the s taf f  o f  the State Board of

Investments.  However ,  the act lv i t ies of  these accounts were

directed by the management of the individual agencies.

COLLATERAT,

Pernissible Co11ater31 Not Defined Bw Statute

Our examinat. ion of the conf irmat. ions detai l ing the

under ly ing secur i t ies obl igated Lo t ,he Board as co l la tera l

support ing repurchase agreements between the State Board of

Invesements and var ious brokers dur ing L994,  showed severa l

j-nstances where such underlying securit ies did not appear to be a

permiss ib le  investment  under  Chapter  !2 ,  Ar t j -c le  6,  Sect ion 9 of

the West Virginia Code, a's amended.

we noted the State suf fered no loss of  pr inc ipa l  or

interest tn L994 regarding any repurchase agreements. However, in

t.he event. of nonperformance by a broker, the State would become the

owner of  the under ly ing secur i t ies and in  the event  these

secur i t ies were not  permiss ib le  investments under  law,  the State

Board of  Invest .ments could be requj - red to  se l I  such secur i t ies at

the then prevai l i -ng market  pr ice.  The necessi ty  of  se l l ing

I
I
I
I
t
I
T
l
I
T
I
I
I
T
I
I
I
I
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secur i t ies at .  prevai l ing market  pr ices could subject  the Board to

r isk of  loss of  pr inc ipa l  and in terest .

Our  rev iew  o f  Chap te r  12 ,  A r t i c l e  6  o f  t he  Wes t  V i rg in ia

Code shows no references to  t .hose secur i - t ies which the Board should

requi re as co l la tera l .  We bel ieve an amendment  to  the invesLment

law should be considered which would spel l  out  the speci f ic  types

of  secur i t ies making up permiss ib le  invesLments in  Chapter  L2,

Ar t ic le  6,  Sect ion 9 of  the West  Vi rg j -n ia  Code,  ?s amended,  whi -ch

could be accepted by the Board as co l la tera l .

We recommend the Legislat.ure consider changes in Chapter

L2,  Ar t ic le  5 of  t .he West  Vi rg in ia  Code,  ds amended,  to  speci fy

those types of  secur i t ies which could be accepLed by Lhe West

Vi rg in ia  State Board of  Investments as co l la tera l .

Underlvinq Securities Supportinq Repurchase Acrreements

The State Board of  fnvestments is  a l lowed to invest

repurchase agreements wi th  brokers through Chapt .er  12,  Ar t ic le

Sect .  j -on 5 of  t ,he West  Vi rg in ia  Code which s tates in  par t ,

" .  .  .The  boa rd  may .  .  .  ( 9 )  Engage  in  f i nanc ia l
t ransact ions whereby secur i t ies are purchased by the
board under an agreemenL providing for the resale of
such secur i t ies to  the or iq ina l  se l ler  a t  a  s tated
n r i  a a  .  l l
l / ! 4 v v r . . .

Based on our  d iscuss ions wi t .h  the Board 's  investment  of f icers,  the

Board does not  receive the co l la tera l  l is t ing of  the under ly ing

secur i t ies suppor t . ing a repurchase agreement  usual ly  unt i l  a t  least

three days after the repurchase agreement has been executed with

the  b roke rs . Since these investments are very shor t - term

investments which genera l ly  mature t .he f  o1 l -owing day,  the Board 's

investment off icers would not be aware of any problems in the

l-n
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under ly ing secur i t ies unt i l  a f ter  the repurchase agreements had

matured and the brokers had repurchased these secur i t ies by

t ransferr ing the pr inc ipa l  and accrued in terest  back to  the Board.

Our examinat ion of  co l la tera l  suppor t ing repurchase

agreement ,s  in  L994 showed instances where such co l la tera l  d id  not

meet  the speci f icat ions of  the master  repurchase agreement  between

the Board and severa l  o f  the brokers.  ALso,  in  a l imi ted number of

instances,  the co l la tera l  d id  not  appear  t ,o  fa l l  amongl  permiss ib le

inves tmen ts  se t  f o r th  i n  Chap te r  L2 ,  A r t i c l e  6 ,  Sec t i on  9  o f  t he

West  Vl rg in ia  Code,  ds amended.

We recommend the State Board of Investments require

brokers to  t ransmi t  co l la tera l  l is t ings deta i l ing under ly ing

secur i t ies to  the investment  of f icers for  rev iew on the same day

that repurchase ag'reements are executed.

I}IVESTMENT POLTCY

InveEtment, of Special Revenue Funds

Chap te r  12 ,  A r t . i c1e  5 ,  Sec t i on  8  ( c )  o f  t he  Wes t  V i rg in ia

Code,  ds amended,  deal ing wi th  the State Board of  Investments

^ ! ^ F ^ ^
> L C t L E D ,

"  (c)  Each board,  commiss ion,  depar tment ,  o f f ic ia l  or  agency
charged wi th  the admin is t rat ion of  s tate funds is  hereby
authorized to make moneys available to the board for
invesLment .  Stat .e  funds received by the board sha1l  be
deposi ted in  the s tate account .  .  .  .  t r

On or  about  November L,  L989,  the State Treasurer 's

O f f i ce ,  wh ich  ac ted  a t  t ha t  t ime  in  the  capac i t y  o f  s ta f f  agency

for  the State Board of  Investments,  began a l lowing only  speci f ic

agencies t.o invest special revenue funds. Only agencies having

speci f ic  Code author i ty  a l lowing the agency Lo invest  specia l

I
I
t
I
I
I
I
T
I
I
I
I
I
l
I
I
t
I
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revenue col lect ions were a l lowed t ,o  remain in  the Cash L iqu id i ty

Pool .  Any agency lack ing speci f ic  leg is la t ive author izat ion to

invest, moni-es was reguired to transfer invested funds back into the

special revenue account on the books of the State Treasury commonly

re fe r red  to  as  the  " cash  accoun t r t .

S ince t .he pract ice of  the State of  West  Vi rg in ia  is  to

fu l1y  i nves t  a l l  ava i l ab le  cash  ba lances ,  t he  e f fec t  o f  t , h i s  po l i cy

change was to  a l low in terest  earn ings on these specia l  revenue

funds to accrue to the General Revenue Fund of West Virginia.

Since specia l  revenue accounts genera l ly  conta in user  fees

co lLec ted  fo r  spec i f i c  p rog rams ,  t he  Board ' s  po l i cy  e f fec t i ve l y

d iver ts  funding away f rom leg is la t ive ly  mandated programs.  Whi le

i t .  is  not  poss ib le  to  determine the amounL of  in terest  earn ing on

special revenue monies which accrued to the General Revenue Fund as

a resul t  o f  th is  po l icy ,  the fo l lowing schedule for  ca lendar  years

1989 -L994 shows the amount  of  in terest  appor t ioned to the Genera l

Revenue Fund as a part of the Cash Liquidity PooI, the t.otal amount

of Lhe interest. apport ioned in the Cash Liquidit.y Pool and the

propor t ional  share of  in terest  credi ted to  the Genera l  Revenue Fund

as a par t  o f  the to ta l  in terest  apporL ioned:

Calendar
Year

1 9 8  9
1 9 9 0
! > > r

L 9 9 2
1 9 9 3
L Y Y +

( a )
Apportioned

Interest,
General Revenue

i  6 , 7 6 9 , 3 9 0 . 1 5
L 3 , 5 2 3 , 9 ] . 7  . 8 9
1 0 , 5 9 1 , 0 7 6 . L 5

1  q t r t r  o o o  o 3
I  t  J J J ,  V V V .  U .

4  , 9 9 2  , 5 8 L . 9 6
6  , 0 7 5 ,  8 7 5  . 6 3

( b t
Tot,aL

Apportioned
In teres t

$  9 ,  3 7 8  , 3 2 0  . 3 3
L 6 , 7 4 3 , 7 8 0 . 9 3
L 2  , 9 4 8  , 8 2 2  . 3 4
L L , 6 L 6  , 4 ] - 8  . L 6
1 7 _  , 7 L 0  ,  9 6 8  .  6 7
1 6  , 4 8 9  ,  9 3  4  . 9 3

Percentacle
( a - b )

7 2 . L 8 2
8 0 . ' 7 7 r "
8 L . 7 9 Z
6 5  . 0 4 2
4 2  . 6 3 > "
3 6 . 8 5 ?

s49 .508 .730 .62  s78 .888 ,245 .35
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At a Board meet , ing on March 27,  L992,  the issue of  the

invest.ment of special revenue moneys was discussed at which t ime

the Board was in  agreement  to  d isa l low any SLate agency to  invest

specia l  revenue moneys unless that  agency had a speci f ic  sLatutory

prov is ion to  invest  those funds.  However ,  our  rev iew of  the

Board 's  formal ly  adopted Adminis t rat ive Rules and Regulat ions does

not indicate a rule disal lowing the investment of special revenue

funds,  therefore i t  would appear  that  the Board 's  po l icy  has not

been subjected to  the formal  Legis la t ive RuIe Making process.  We

be l i eve  the  p rov i s ions  con ta ined  i n  Chap te r  12 ,  A r t i c l e  6 ,  Sec t i on

I  (c)  o f  the West  Vi rg in ia  Code,  ds amended,  author ize specia l

revenue funds Lo be invested at  the d iscret ion of  the ent , i ty

admin is ter i -ng those funds.

We recommend that the Board comply with Chapter !2,

A r t i c l e  6 ,  Sec t j -on  8  ( c )  o f  t he  Wes t  V i rg i -n ia  Code .

EVALUATION OF'THE CONSOLIDATED PENSION FUIID

We obta ined coples of  the rat j .ng serv i .ce 's  evaluat ion of

the Consol idated Pension Fund's  per formance for  the quar ters  ended

December  31 ,  1993 ,  Ma rch  31 ,  1994 ,  June  30 ,  ! 994  and  Sep tember  30 ,

L994 as prepared by Hewi t t  Associat .es.  The rat ing serv ice 's

evaluat, j-on for the quarter ended December 31, L994 was not yet

^ * . - . 1  ' l  ^ 1 - ' l  ^  ^ t sd.vcr.r-rcrrr. le dL the conclusion of our current f ieldwork (January 27,

L995)  .  we rev iewed t .he rat , ing serv ices '  repor ls  and noted the

f  o l lowinq observat ions :

Time Weiqhted
09  / 30  /  94

0 .58?
0  . 67> "

RaLe of Return for Ouart,er Ended
Fund

Judges '
Publ ic  Safety

06 /30  /94

( t .o2Z)
(0 .742)

a3  / 3L /94

(2  . 832 )
(2  . gs? )

t2 /3 t /93

(0 .0e?)
0 .04?

I
I
I
t
I
I
t
t
I
T
I
I
I
t
t
I
I
T
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Workers '  Compensat ion
Workers '  Compensat ion I I
Pneumoconi-osis
Publ ic  Employees '
Teachers '

0 .63?
0 .50?
0 .662
o  . 462
0  . 522

J  . j t Z )
0 .89? )
t . 072 )
L .252 )
L .272 )

2  . 992 )
3 .25%)
3 .242 )
?  ? ? 2 \

3 .252 )

(o  .4ez)
( 0 .18? )
(0 .242 )
(0 .7s? )
(0 .36? )

t2  / 3 !  /  93

9 5 . L 6

4  . 92

95 .72

4  - 3 Y o

.  88 .72

4  . 62
6 .72

98 .5?

t - . 5?

98 .5> .

1 -  . 5> "

97  . 32

2  -2v "
0  . 5?

9 4  . 0 % "

5 . 8 ?
0  . 22

r L ^
L  I I C

^ - l
a l r u

The  asse t  a l l oca t i on

r t r r : r 1 - o r q  o n d o r l  l - ) a n a m ] - r a r  ? 1s u v u l t r v u !  J  L  I

Sep tember  30 ,  7994  were  as

repor ted by Hewi t t  Associates for

1 q q ?  M : r n l r  ? 1  l  q q A  , T r r n a  ? O  1 g 9 4
t  

L t s L  
I  

L J  i  L  
I  

v  s . - v  J  v  
/

f o l l ows :

Ouarter Ended
Fund

Judges '  Ret i rem€nt :
Bonds
Cash Equiva lents

and Cash

Publ ic  Saf  e t .y :
Bonds
Cash Equiva lents

and Cash

Workers '  Compensat ion
Bonds
Cash Equivalents

and Cash
Pr ivate Placements

Workers '  Compensat ion
Bonds
Cash Equiva lents

and Cash

Pneumoconi-osis :
Bonds
Cash Equiva lents

and Cash

Pub l i c  Emp loyees ' :
Bonds
Cash Equiva lents

and Cash
Pr ivate Placements

Teache rs ' :
Bonds
Cash Equivalent,s

and Cash
Pr ivate Placements

09  / 30  /  94

9 5 . L 2

4  . 92

98  . 62

r - 4 2

88 .0?

L t . 7%
0 .3?

88 .22

11 .  B?

85 .72

1 -4 .32

87 .52

L2  . 52
0 .0?

93 .8?

6 .22
0 .0?

06  / 30  /  94

98  . 02

2  . 02

97 .72

2 .3e "

80 .1?

L9 .52
0  . 4%

90  .9v ,

9 . r v "

93  . 42

6  . 62

82 .  Le"

L7 .22
0 .72

79 . re "

20 .72
a .22

03  / 3L /94

96 . r v "

3  . 9Y"

98 .72

t . 32

81 .3?

L4  . 42
4 .3> "

93 .52

6  . 5%

93 .5?

6  . 52

B7  . 0e "

12  . 52
0  . 5?

93 .52

6  . 22
0 .3?

I I :
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I

Relat ive condi t ions in  t .he f inanciaL markets  are subject  I

t o  change  w i th in  che  yea r .  As  a  resu i c ,  ce r t ra in  aspec ts  o f  
-

T
nn rF+^1 i ^  ^ r "e rs i f i ca t i on  wh i l e  a id lng  pe r fo rmance  o f  t he  fund  i nt / v !  u ! v ! + v  s r v s ! D r ! r u q L f  v r t  w l t r . L E  c L I \ - t I I r Y  l / g r l - \ J r i l t c t r t L c  \ J !  L I I E  ! L t I l L r  a l f

one quarter of the year may be detrimental to performance in I

another quarter of the year. The performance rankings are shown on

a scale where t ,he 99th percent i le  is  the best  per forming 1? of  the '

peer  group,  whi le  the 1st  percent i le  is  t .he worst  per forming 1? of  
-

the peer group. The rankings of t ,he performance of the t.rust funds 
I

were as fo l lows t  f

Perforrrance Rankincr for Ouart,er Ended
Fund og f qg 

l
Judges  53  43  43  4L

fi::l::":"5::I.,,,ari.on zl 1? :1 ::, I
Workers '  Compensat  j -on I I  29 59 26 33
Pneumocon ios i s  48  4 t  2L  30  t

i:::i:,3mp10vees' 32 3Z 3t ;t I

I
t

I

T

I

I

I

t
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INDEPEIIDENT AI'DITORS' OP]NION

Members of  the West  Vi rq in ia  Leqis la ture
\ r 2 r a  ( ' a h l f ^ l

v s v r  s v r

Char les t .on , '  Wes t  V i rq in ia

We have audi ted the accompanying balance sheet  of  the West  Vi rg in ia
S ta te  Board  o f  I nves tmen ts  as  o f  December  31 ,  1994 .  The  f i nanc ia l
s tatement  is  the responsib i l i ty  o f  the management  of  the West
Vi - rg in ia  St .a te Board of  fnvestments.  Our  responsib i l i ty  is  to
express an opin ion on the f inancia l  s t ,a tement  based on our  audi t .

Except  as d iscussed in  the fo l lowing paragraph,  we conducted our
audi t  in  accordance wi th  genera l ly  accepted audi t ing s tandards.
Those standards requi re Lhat  we ptan ana per form the audi t  to
obt .a in  reasonable assurance about .  whether  t .he f inancia l  s ta tement
is  f ree of  mater ia l  misstatement .  An audi t  inc ludes examin ing,  on
a t .est  bas is ,  ev idence suppor t inq t .he amounts and d isc losures in
t .he f  inancia l  s ta tement .  An 

" r r l i t  
a l -so inc ludes assessing the

account j -ng pr inc ip les used and s ign i f icant  est imates made by
management ,  as wel l  as evaluat , ing the overa l - l -  f inancia l  s ta tement
present ,at lon.  t {e  bel ieve that  our  audj - t  prov ides a reasonable
basis  for  our  op in ion.

T ) t t e  l - o  t h c  r p D g r t  d a t e  S e t  f o r t  h  i n  C h a n t e r  1 2 . .  A r f  i r : l c  6 .  S e r : f  i o nu  u q s v  9 9 9  l v l U I M r  U l r q y u u !  L -  t  v  I

15 of  the West  Vi rg in ia  Code,  w€ were unable to  per form audi t ing
procedures regarding security Iending income in both t.he
Consol idated Fund and Consol idated Pension Fund.

r n  . i  - . i  ^ . . . r  F r . r r F n f  f r . ) r  F 1 ^ ^  ^ 5 € ^ ^ ! ^  ^ f  t h e  m a t t e l . s  d i S C U S S e d  i nl I I  V q !  V V T T I I V I I  ,  
g  U g U U  ! U !  L I I C  E J - ! E L ' L D  U I

paragraph t .hree above,  l f  d f ly ,  as might .  have been determined i f
t .hese addi t ional  audi t ing procedures had been per formed,  the
balance sheet  re ferred to  in  the f i rs t  paragraph above presents
fa i r l y ,  i n  a l l  ma te r i a l  respec ts ,  t he  f i nanc ia l  pos i t i on  o f  t he
Wes t  V i rg in ia  S ta te  Board  o f  I nves tmen ts  as  o f  December  31 ,  L994 ,
i n  con fo rm i t y  w i th  genera l l y  accep ted  accoun t ing  p r i nc ip les .

Respec t fu l l y  submi t ted ,

//t %'/&//*,-/r/L
Thed/ / rd  L.  

-Shankl - in ,  
CPA, Di rector

lecr iK lat ive Post  Audi t  Div is ion

Janwary 2'7 , l-995

Audi tors :  Michael  E.  S izemore,  CPA, Superv isor
Timot .hy C.  But ler ,  CPA
Kr is t , i  Ernest
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WEST VIRGINTA STATE BOARD OF IMIESTMENTS

BAIJA}ICE SHEET

DECEMBER 31 ,  T994

I
T
t

,ffi, I
g-o-l

CONSOIJIDATED
FUND

CONSOIJIDATED
PENSION FI]ND

A s s e t s :
Cash
Investmenus at

Book Value
Not.es 3 and 4
(Par Value

P J . , ) J y , + J t , O Z > - > a

Consol-i-dated Fund)
Market Value

Notes 3 and 4
(Par Value
# 2 5  , 8 2 5 ,  0 4 6  .  0 3
Consol idated Fund,
$ 3 ,  6 5 7  , 2 ] - 7  , 3 8 8  " 6 2
ConsoLidated Pension
Fund)

Other Asset.s Note 4

T n l - a r a < i -  D a a a ' i  r r r l - r ' l  a

Total -  Assets

Liabi l lL ies and Fund
BaLances:

Due Investors

Payable for
Investments Purchased

Due West  Vi rg in ia
SEate GeneraL
Fund

Tota1 L iabi l - i t ies

Fund Balance (Def ic i t )
Note 5

Tota l  L iabi l i t ies
and Fund Balances

1 , 4 0 3 , 8 3 3 , 7 0 8 . 4 6 - 0 -

2 5  , 4 7 7 ,  9 8 6  .  0 3  3  , 2 2 !  , 5 2 6  , 5 2 5  . 4 1

4  , 3 9 ' 7  ,  4 2 9  . 9 5  -  0  -

5 . 5 2 6 . 9 8 3 - 0 9 4 4 . 3 9 7  . 6 4 0 . 6 3

s 1 ,  4 3 ? . ' 3 9 .  1 0 ?  .  s 3

$ r , 5 7 2  , 5 9 7  , 4 6 7  . 9 6 s 3  , 2 5 6  , 1 6 7 -  , 1 4 " 7  . 2 0

8  ,  926  ,  845  . ' 17

3  , 2 4 7  ,  O O 4  ,  s L L  . 4 4

4 , 3 9 7  , 4 2 9 . 9 5  
t

+ > , v z + . o z J .  r z

> +  |  6 Z > ,  J 5 t ' ,  O J - ) .  J - O

8  , 9 2 6  , 8 4 5  . ' 7 ' 7

T
1 ,403  , 833 ,708 .46  

I

t

b + ,  / v ) , I o u , z r J - ) t T
I
I
I
I
I
I
t
I
I

8 2 . 5 0 5 . 7 4 236 ,  L73 .0 ' .7 3 1 8 . 5 7 8 . 8 1

L , 5 7 2 , 6 7 9 , 9 7 3 . 7 A  3 , 2 6 5 , 9 2 4 , 1 5 6 . 0 4 4 , 8 3 8  , 5 0 4 , L 3 9  . 1 4

( l - 3 3 , 4 4 3  , 8 6 6  . 1 , 7 ) ( ! 3 3 , 4 4 3  , 8 6 6  . 1 7 )

s 1 . 4 3 9 , 2 3 6 . 1 0 7 . s 3 s 3 . 2 6 5 . 9 2 4 , L 6 6 . 0 4 s 4 . 7 0 5 . L 6 0 . 2 ' 7 3 . 5 7

^See l /otes to FinanciaT Statement
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WEST VIRGINIA STATE BOARD OF T}WESTMEMTS

CONSOI,IDATED FI'IID AI{D CONSOI,IDATED PENSION FUIID

NOTES TO FINAI{CIAIJ STATEMEI{flT

DECEMBER 31,  L994

1. DESCRIPTION OF THE EMTITY

The act lomcranvinq f inancia l -  s ta tements ref lect  the investment
balances of  the Consol idated Fund and the Consol idated Pension
Fund (the "Funds") under the managiement of the Board of
Invest ,ments ( the Board)  as prov ided in  the West  Vi rg in la  Code
Chap te r  t 2 -6 -8  (a )  and  (b )  .  The  Code  es tab l i shed  these  funds  to
prov ide for  the investment  of  State funds,  the investment  of
local  government ,  funds and t .he investment  of  the State 's
pension funds.  These f i -nancia l  s ta tements ref lect ,  on ly  the
invest,ments of the pools under t.he management of the Board and
do not  re f lect  any ot ,her  assets or  l iab i l i t ies of  the var ious
poo l  pa r t i c i pan ts .

The ind iv idual  pools  wi th in  Lhe Funds and a br ie f  descr j -p t ion
o f  each  fo l - l ows .

Cqnsolidaled Fund

Cash L iqqid i tv  Pool  -  This  pool  is  composed of  the
operat ing funds of  the St .a te,  funds held in  t rust  by State
Agenci-es, and funds invested by local government.

Enhanced Yie ld PooI  -  This  pool  is  composed of  the
operat i -ng funds of  the Stat .e  which the Board 's  s taf  f  have
det,ermj-ned are not i-mmediat.ely needed to fund the State' s
l iqu id i ty  requi rements

Government Money Market Pool - This pool is available for
the investment of unexpended bond proceeds, debt service
funds and amounts escrowed under the reguirements of bond
i - ssuances .

Loss Amort izat ion Pool  -  This  pool  was created to  account
for  those par t ic i -pant  c la ims of  the genera l  operat ing funds
of  the Stat ,e  which exceeded t .he under ly ing assets of  the
ot ,her  pools .  This  excess of  par t , lc ipant  c la ims on net
assets over  under ly ing assets occurred as a resul t  o f  the
dis t r ibut ions of  earn ings to  par t . ic ipants in  var ious Board
investmenL pools ,  pr inc ipa l ly  the unresLr ic t .ed pooI ,  in
excess of t ,he true investment income experience of t ,he
poo ls ,  p r i nc ipa l l y  i n  L987  and  1988 .
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Part ic ipant  Di recLed Accounts (PAD) -  The (PAD) are
anmnr i .ss6f  o f  funds f  rom ind iv idual  State aqencies wi thv v t r r t / !  J p 9 g  v !  ! g t l g g  ! ! v t t t  J I I U I  v  I \

speci f ic  investment  needs.  The funds held by t .he PAD are
not  commingled,  but  ra ther  each agency has 100? ownership
of  the under ly ing investments in  a dedicated,  s ing le
accoun t  poo l .

Each pool ,  wi th  the except ion of  the Loss Amort izat ion Pool
and PAD, has its own j-nvestment advisor who makes
investment  dec is ions wi th in  the parameters prov ided in  the
admin j -s t ra t j -ve regulat ions of  the West  Vi rg in ia  State Board
of  Investments.  A11 investment ,  dec is ions are then executed
by the Board.

Consolidated Pension Fund

The various investment funds which comprise the
Consol idated Pension Fund have been establ ished to prov ide
for the investment of funds of the Pubic Employees'
Ret i rement  System. Teachers '  Ret i rement  System, Publ ic
Safety  ReLi rement  System, Judges '  Ret i rement  System,
Workers '  Compensat ion Fund,  Workers '  Compensat ion Fund I I
and Pneumoconios is  Fund.  Assets of  each of  these pools  are
maintaj"ned separately. Each pool has its own investment,
adv isor  who makes investment  dec is ions wi th in  the
parameters provided in t.he Administrative regulat. ions of
the West  Vi rg in ia  St ,a te Board of  Investments.

2. SIGNIFTCAITT ACCOTTNTING POTICIES

a.  Basis  of  Account inq -  The Board is  the investment  vehic le
of  t ,he State of  West  Vi rg i -n la  and i ts  component  un i t .s ,  a l l
o f  which are governmenta l  ent iL ies.  As a resu1t ,  ds
permitted within g:overnment,al accounting standards, t,he
Board carr ies investmencs in  the Consol idated Pension Fund
at  fa j - r  market  va lue whi le  in  the Cgnsol idated Fund,
investments are recorded at  cost ,  ad justed for  amort izat ion
of premi-um and accret j-on of discount, except f or t .he
Enhanced Yield PooL for whi-ch investments are recorded at
fa i r  market  va1ue.  Commiss j -ons on purchases of  secur i t ies
by t,he Board are general ly an unj-dentif ied component of the
securi-t,y price quoted by the sel1er and are included in t.he
investment  cost ,  or  carry ing va lue.

Invest,ment Transactions - Investment transactions are
accounted for  on a t rade date basis .

Investment  Gains and Losses -  Galns and losses on sa les of
invest .menL secur i t ies are recognized at  the t ime of  sa le by
the speci f ic  ldent . i f i -cat ion method.

d.  In terest  Income -  In terest  income is  recognized as earned
on the accrual  method.

]a

I
t
t
I
I
I
I
T
I
I
I
I
I
I
I
I
I
I
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3 .

e .  A I l owance  fo r  Poss ib le  Loan  Losses  -  The  a l l owance  fo r
poss ib le  loan losses is  avai lab le to  absorb fu ture loan
charge-of fs .  The a l lowance is  increased by prov is ions
charged  to  ope ra t i ons  and  reduced  by  l osses  o r  cha rge -o f f s ,
net  o f  recover ies.  The amounL charged to operat ions is
based on severa l  factors  inc lud i -ng:  analy t ica l  rev j -ews of
loan loss exper ience in  re la t ionship to  outs tanding loans;
a cont inu ing rev iew of  problem loans and overa l l  por t fo l io
qua l i t y ,  i nc lud ing  ana lys i s  o f  t he  qua l i t y  o f  t he
under ly ing co l la tera l ;  and management 's  judgment  on the
impact of current and expected economic condit. ions on the
po r t f o l i o .

f .  Expenses  -  A11  the  expenses  o f  t he  Funds ,  excep t  f o r  f ees
pa id  fo r  bank ing  se rv i ces  and  a  se rv i ce  fee ,  a re  pa id  by
t,he Board of fnvestments from appropri-ations granted by the
St .at .e  Legis la ture.  Fees for  banking serv ices are paj -d by
the Board t.hrough t,he use of a port ion of the investment
earn ings of  the Cash L iqu id i ty  Pool .  The pools  are
assessed a management  serv ice fee by t .he Board.  The
serv ice fee ranges f rom a f la t .  fee to  L l+vo of  the month ly
earn ings of  the poo1.  This  serv ice fee is  remi t ted to  the
genera l  funds of  t .he State on a month ly  bas is .

INVESTMENTS

R"isk Cateqor izat ion -  In  accordance wi th  the prov is ions of
Statement No. 3 of the Government,al Accounting standards
Board ,  i nves tmen ts  a re  c lass i f i ed  as  to  1eve l  o f  r i sk  by
the three cat .eqor ies descr ibed below:

Cateqorv l -  -  fnsured or  reg is tered,  or  secur i t ies held by
the Stat ,e  or  i ts  asenL in  t .he State '  s  name .

Caleqory 2 -  Uninsured and unregis tered,  or  secur i t ies held
! . . ,  r L ^uy Lrrs  uounterpar ty 's  t , rust  deparLment  or  agent  in  the
S ta te ' s  name .

Cateqorv 3 -  Uninsured and unregis t .ered,  or  secur i t ies held
by t.he counterparty's Lrust department or agency but, not, in
t he  S ta te ' s  name .
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fnves tments  aL  December  31 ,  a994,  by  secur i ty  Eype and leve l  o f  r i sk  ca tegory ,
a r e  a s  f o l l o w s :

Secur i ty  Tt /pe

U.S.  government  and government
agency obligations

I

N State & local  government
!  secur1- t res

I

CorporaLe bonds and notes

Repurchase agreements

Col latera l ized mortgage
obl igat ions

Loans -  neE of  a l lowance for
possib le loan losses

Other

CONSOIJIDATED
CONSOTTDATED PENSION

FT'ND FTIND TOTAIJ CATEGORY ]- CATEGORY 2

$  6 0 6 , L 5 7 , 9 9 2 " 6 6  $ 2 , 8 5 8 , 0 6 6 , 5 8 8 . 2 5  i 3 , 4 6 4 , 2 2 4 , 5 8 0 . 9 2  f i 3 , 4 6 4 , 2 2 4 , 5 8 0 . 9 2  $  - 0 -

1 8 ,  0 1 8 ,  8 0 0  "  0 0 - 0 -  1 8 ,  0 L 8 , 8 0 0 . 0 0  L 8 ,  0 1 8 ,  8 0 0 . 0 0  - 0 -

- 0 -  L 9 9 , 4 4 L , 8 ? 0 . 0 9  L 9 9 , 4 4 r , 8 7 0 . 0 9  L 9 9 , 4 4 L , 8 7 0 . 0 9  - 0 -

6 8 6 , 5 7 4 , 6 9 6 . 5 8  8 4 , 3 9 2 , 0 2 9 " 5 7  7 7 0 , 9 5 6 , 7 2 6 . 1 5  L 3 6 , 0 9 5 , 4 5 7 . L 2  6 3 4 , 8 7 O , 2 6 9 . A 3

- 0 -  3 5 , 7 O 9 , 5 9 0 . 0 0  3 5 , 7 0 9 , 5 9 0 . 0 0  3 5 , 7 A 9 , 5 9 0 . 0 0  - 0 -

1 1 7 , 1 9 3 , 5 1 - 5 . 0 7  4 3 , 9 L 6 , 4 4 7 . 4 9  1 5 1 , L 0 9 , 9 6 2 . 5 5  1 6 1 , 1 _ 0 9 , 9 6 2 . 5 5  - 0 -

1 .  3 6 5 . 6 9 0 . 1 8 - 0 -  1 . 3 5 5 . 5 9 0 . 1 8  r - .  3 6 6 . 6 9 0 . 1 _ 8  - 0 -

s r , 4 2 9 , 3 ! 1 , 6 9 4 . 4 e  5 3 , 2 2 L , s 2 6 , s z s . 4 !  5 4 , 5 s 0 , 8 3 8 , 2 1 9 . 9 0  $ 4 , 0 1 s , 9 5 ? , 9 s 0 . 8 ?  i 5 _ 3 ! - _ 9 1 _ 9 - 2 5 2 - _ 9 3 -

The repurchase agreemenLs included in Category 1 are owned by t .he Parcicipant
D i rec ted  Accounts .  A t I  o ther  repurchase agreement .s  fo r  a l l  poo ls  in  bo th  funds
are  inc luded in  Category  2 .

I I I I I I I I I I I I I I I I I I I I
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I

I
I COMPARISON OF BOOK AI{D IT,ARKET

WEST VIRGTNIA STATE BOARD OF INVESTMENTS
r DECEMBER 31,  L994

I

CONSOLIDATED FI]ND

T DEScRIPTIoN BooK M;ARKET

I "- 
,"".r"-."a

t and government
agency

CONSOLIDATED PENSION FUND

BOOK MJARKET

o b l i g a E i o n s  $  6 0 5 , 2 4 L , 6 0 4 . 0 1  $  6 0 8 , 3 3 1 , 9 0 8 . 1 0  $ 3 , 0 1 4 , 8 9 8 ,  0 7 ' 1  . 7 5  $ 2 , 8 5 8 , 0 6 6 , 5 8 8 . 2 6

I  State c l "ocaL
r governmenE,

s e c u r i t i e s  1 8 ,  0 1 8 ,  8 0 0  .  0 0 N/A - 0 - - 0 -

I ':;8";::,:"bonds
- 0 - - 0 -  2 r 9 , 5 4 0 , 9 0 t . 7 9  L 9 9 , 4 4 L , 8 7 0 . 0 9

I Repurchase

I  
a g r e e m e n t ,  6 8 6 , 5 ' 1  4 , 6 9 5 . 5 8  6 8 6 , 5 7 4 , 6 9 6 . 5 8  8 4 , 3 9 2 , 0 2 9 . 5 7  8 4 , 3 9 2 , 0 2 9 . 5 ' 7

col - la tera l -  i  zed

t Hilg:9i"""
Loans - net of

I rl*::r:"'::;
t 

other

I
s l , 4 2 9 . 3 9 5 , 3 0 5 . 8 4  5 r . 2 9 4 , 9 0 6 . 6 0 4 . 6 8  s 3 . 3 9 9 , 0 6 0 , 1 1 7 . 9 1  s 3 , r 7 7 , 5 1 0 , 0 ' 7 7 . 9 2:

W/A - Market. Values - Investments held by the Funds at
December  31 ,  a994  i nc lude  l oans  cons i s t i ng  p r imar i l y  o f
economic development and mortgage l-oans. These loans have no
ready market  va l -ues and,  therefore,  no market  va lue is
repor ted.  State and local  government  secur i t ies (SLGS) are
d i rec t  ob l i ga t i ons  o f  t he  U .S .  gove rnmen t . ,  i ssued  to  S ta te  and
local  government  ent j - t ies to  prov ide those governments wi th
requi red cash f lows at  y ie lds which do not  exceed IRS
arbi t rage l imi ts .  As t .he SLGS are issued to ret .  j - re  debt
investmenLs,  market  va lues i -s  not  a  meaningfu l  measure.

- 0 -

1 1 7 ,  1 9 3 ,  5 1 5 . 0 7

1 .  3 5 6 , 6 9 0 . 1 8

- o -  3 6 , 3 1 - 2 , 5 5 1 . 3 1  3 5 , 7 0 9 , 5 9 0 . 0 0

N / A  4 3 , 9 L 6 , 4 4 7  . 4 9 N/A

- 0 -N / A - 0 -

T
I
I
I
I
I
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4. LOA}IS AI{D ALLOWAI{CE FOR POSSIBI,E LOAI{ I,OSSES

As occasional ly  requi red by the Legis la ture,  the pools  wi l l
or ig inate 1oans,  Ioan funds to  other  Stat ,e  agencies for  the purpose
aF a- i  ^ ' i  -a t ing loans and purchase Ioans or ig inaLed by other  Statev  !  v !  r Y  r r ! (

agencies.  These loans are genera l ly  l imi ted to  economic
development  loans and mortgage loan programs wi th in  the State of
WesL  V i rg in ia .

In  L99 l - ,  t he  Board  imp lemen ted  a  po l i cy  to  rev iew  i cs  l oan
por t fo l io  for  purposes of  the establ ishment  of  an a l lowance for
poss ib le  loan losses.  This  a l lowance in  the aggregat ,e amounted to
$1 ,848 ,392 .72  a t  December  31 ,  1994 .

The composi t , ion of  loans and the a l lowance for  poss ib le  loan losses at
December  3 ! ,  1994  a re  as  fo l - l ows :

I
I
I
I
I
I
I
I
I
I
I
I
I
t
I
T
I
I
I

Loans :

West  Vi rg in ia  Economj-c
Development Authority

Other

Less a l lowance for
poss i -bIe loan l -osses

CONSOI,IDATED
FUIID

$103  , 965  , 283  . 47

Ls  , 026  , 623  . 72

118 ,  99L ,907  . L9

|  , 798  , 392  . t 2

CONSOLIDATED
PENSION FITND

$19 ,  785 ,  057  . 86

24 , r81 - , 379 .63

43 ,966 ,447  . 49

50 ,000 .00

s43 ,9L6 ,44 '7 .49s117 .193 .515 .07:

The fo l lowing loans,  Frankl in  Theater  Bui ld ing,  Greenbr ier  Bui ld ing,
Opera House,  Fai rmont  Avenue Apar tments,  Susan Lawson,  El izabet .h
Apartments and St. James Apartments were previously reported in
nonaccrual  s tatus.  These proper t ies have been acqui red by the Board
through forec losure proceedings and are now recorded as Other  Assets.
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5. SCHEDUIJE FOR STATUS OF I}WESTMENT DIFFERENCE
WEST VIRGINIA STATE BOARD OF I}WESTMENTS
DECEMBER 3] . ,  1994

The  fo l l ow ing  schedu le  upda tes  as  o f  December  31 ,  L994 ,  t he  ca r ry ing
cost  and market  va lue of  the secur i t ies nurchases to  fund the
inves tmen t  d i f f e rence .

Tota1 Fund balance to  be accounted for .

Secu r i t . i es  He ld  to  O f  f  se t  t he  D i f  f  e  r€ r r c€ :

Investment  d i f ference f rom
and  Res t r i c ted  poo ls .

Addi t ional  fund t ransfers

DESCRIPTION I4ATURITY

zero  Coupon Bonds 02 /L5 /2005

Zero  Coupon Bonds 08 /L5 /2005

Zero  Coupon Bonds A2/L5 /20 t0

Z e r o  C o u p o n  B o n d s  l t / t 5 / 2 o L t

ZeYO Coupon Bonds t0 /1 -5 /20 t9

Total-  Zero Coupon Bonds

Cur ren t  d i f fe rence
(Fund Ba lance less  Car ry ing
Cost.  )

the Unrest . r ic ted

to  pu rchase  secu r i t i es .
$183  , 407  , 663  . 70

7  , 335  . 30

s183 ,4 l - 5 .000 .00

CARRYING COST

)  Y ,  6 b  / ,  b o J  .  + 5

1 1 . 4 7 4  P . ' 1  4  4 2

5 , 1 0 9 , 5 5 9 - 5 8

r g  . 7  9 2  .  4 9 ' , 7  . 1 , 34  
|  - -  .  .  - 1

?  ? ' 1  q  n q t  q q

A r ^
\ 4 9  V h  <  t 9  I  \  <

S t  ? i  .  4 4 1  .  a 6 6  _ 1 7

MJARKET VALUE

$ 1 0 ,  0 0 2 ,  3  o 0  .  0 0

1 3 ,  5 4 8 ,  8 6 0  . 0 0

5 , 0 5 5 , 8 0 0 . 0 0

2 t ,  L 4 7 ,  8 0 8  . 0 0

4 , r . . 4 0 , 2 I 0 . 2 0

s 5 4 . 9 0 4 , 9 7 8 . 2 0

FACE VALUE

$  2 2 , o o 0 , o o o . o o

3 l _ , 0 0 0 , 0 0 0 . 0 0

2 0  , 0 0  o ,  0 0 o .  o o

8 0 , 3 0 0 , 0 0 0 . 0 0

3 0 ,  1 r _ 5 ,  0 0 0 . 0 0

s 1 8 3 . 4 r - 5 , 0 0 0 . 0 0
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STATE OF WEST VIRGINIA

OFFICE OF THE LEGISLATIVE AUDITOR, TO WTT:

I ,  Thed fo rd  L .  Shank l i n ,  CPA,  D i rec to r  o f  t he  Leg is la t i ve

Post  Audi t  Div is ion,  do hereby cer t i fy  that  the repor t  o f  audi t

appended hereto was made under my direction and supervision, under

the prov is ions of  the West  Vi rg in la  Code,  Chapter  A2,  Ar t ic le  6,

Sect ion 15,  as amended,  and that  the same is  a t rue and correct

copy  o f  sa id  repo r t .

Given under my hand. t.his 1st day o f February

1 9 9 5
- 4 r(lh*k-a K #"^lot*,

Thedford L.  Shankl in ,  CPA, Di rect .or
Legis la t . ive Post  Audi t  Div is ion

Copy forwarded to each member of the Legislature, each member

of  the Board and the At torney Genera l .
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