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Overview 

WV Municipal State Pension Code 

Remaining Independent as a Fiduciary 

Understanding Cost Components 
 

 



WV Municipal State Pension Code 
Highlights 
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1. Know standards, laws, Senate and House Bill provisions.  

2. Diversify assets to specific risk/return profile and within code parameters 

3. Prepare investment policy statement and update annually. 

4. Use independent “prudent experts” and document due diligence.  

5. Control and account for investment expenses. (quarterly) 

6. Monitor the activities of  “prudent experts.” 

7. Avoid conflicts of  interest and prohibited investments/transactions. 

Fiduciary Precepts of the WV State Pension Code 

For Illustration Purposes Only 
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WV State Code - Timeline of Key Legislation 

» Prior to 1995 
 Municipal Police & Fire Pension’s Investments limited to predominately Fixed Income Securities (no equities) 

» 1995 – House Bill 2832 (Code Section 8-22-22) 
 Permitted investments of equity – up to 50% of plan assets  

» Limitations: 
 Guidelines on types of allowable equity investments within plans 
 Equity mutual funds shall be no sales load (front or back) and no contingent deferred sales charges shall be allowed.  
 Delegate authority to Registered Investment Managers with SEC & 40’ Act with assets in excess of $75 million and 

expenses not exceeding 1.75% for any mutual fund 
 Each entity conducting business for each pension fund, shall fully disclose all fees and costs of transactions, conducted on a 

quarterly basis 
 Boards of Trustees shall obtain annual comparative independent performance evaluations 

» Evaluations should consist of comparisons with other like Funds 
» Evaluation of performance results should compare vs. appropriate market indices 

» 2006 – House Bill/SB 2638 
 Permitted investments of equity – up to 60% of plan assets  
 Minor stylistic changes to language 
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WV State Code - Timeline of Key Legislation 

» November 2009 – SB4007  
 Significant Changes to 8-22-22 and 8-22-22a of Code – Rewrote Entire Sections 
 Guidelines pertaining to fixed income were removed from the Code 
 However, one must still act in accordance with Uniform Prudent Investor Act (UPIA) §44-6C of the WV Code.  
 Provides overview on establishing investment objectives and investment policy giving consideration to (A) Preservation of 

capital (B) Diversification (C) Risk tolerance (D) Rate of return (E) Stability (F) Turnover (G) Liquidity, and (H) Reasonable cost of 
fees. 

 Review Investment Policy Statements Annually and provide to Oversight Board within 30 days of changes 
 “No security may be purchased by the board unless the type of security is on a list approved by the board. The board may modify the securities list at any time, 

and shall review the list annually.” – open to interpretation 
 The portfolio must maintain 75% equity limit 

» International Securities limited to 30% of plan assets 
» Real Estate (REITs) limited to 25% of plan assets 
» May not hold more than 5% of plan assets in a single company or association, except where that company has a market 

weighting in the S&P 500 Index of more than 5% (i.e. AAPL, 2012) 
 Outlines investment restrictions on alternative investments including private equity and private real estate, hedge funds, 

commodities fund, etc. 
» State Code supersedes ’40 Act mutual fund prospectuses 

 All fees and costs of investing must be disclosed on quarterly basis by each entity to Local Board Trustees and Municipal 
Pension Oversight Board 
» Mutual Funds must timely file revised prospectus and normal quarterly and annual SEC reporting documents with the board of 

trustees of each pension fund (ERISA 408(b)2 not applicable) 
 Boards of Trustees shall obtain annual comparative independent performance evaluations 

» Evaluations should consist of comparisons with other like Funds 
» Evaluation of performance results should compare vs. appropriate market indices 
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Traditional Asset Classes 
Examples: 
• Cash 
• Bonds 
• Domestic Stocks 
• International Stocks 

Alternative Strategies 
Examples: 
• Hedge Funds 
• Private Equity  
• Managed Futures 
• Structured Credit 

Liquid markets 
Historical performance data generally available 
Standardized benchmarks  
Returns primarily driven by beta 
Normal return distributions 

Potential illiquidity 
Limited and/or noisy performance data  
Absolute return objectives 
Alpha driven 
Non-normal return distributions 

Unlike private sector or other public fund pension plans, WV Police and Fire Municipal 
Pensions Plan are limited to investing in traditional asset classes only. 

Please refer to appendix for Important Disclosures.  For Illustration Purposes Only 

Allowable Investments 



Remaining Independent as a Fiduciary 
Delegation of Authority • Independent Evaluations  
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Best Practices on Remaining Independent as a Fiduciary 

» WV State Pension Code clearly outlines  the requirements/ procedures of  
removing potential conflicts of  interest and protection against prohibited 
transactions 
 Specifically outlined in Senate Bill 4007 

» Delegation of  Authority to Prudent Expert 
 Key Benefits: 

» Management of  Fund in accordance with UPIA 
» Ensure Segregation of  Duties and Accountability 

 Custodian/Advisor/Investment Manager/Administrator 
» Hire Independent Best-In-Class Investment Management Firms 

» Independent Valuations on Annual Basis 
 Key Benefits: 

» Ensure compliance with state code asset allocation restrictions 
» Ensure compliance with state code investment restrictions 
» Evaluation of  performance results vs. appropriate market indices and 

like funds 
» Full disclosure of  all fees 

 Custodial/Advisory/Investment Management/Transactions/Misc. 
 
 Fiduciary liability is not determined by investment performance or selection, but rather…by whether 

prudent investment practices were described and followed. 
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Structure with an Independent Consultant 

Custodian 

Investment 
Consultant 

Pension 
Committee 

Inv. Mgmt. Inv. Mgmt. 

Inv. Mgmt. Inv. Mgmt. 

Independent Consultant works with pension 
committee as “Gatekeeper” to assist in: 
• Investment Policy Development 

• Asset Allocation Decisions 

• Investment Management Selection 

• Cost Structure 

• Custodial Services 

 

Co-fiduciaries 

Consultant provides ongoing evaluations 
and unbiased advice 

 

The manager doesn’t hire the consultant; 
The consultant hires the managers 

 

Consultant does not conduct the investment 
management or buy/sell individual securities – 
this is outsourced to professional investment 
managers to remain independent and free from 
conflict 

Hires best-in-class 
providers for custodian, 
investment management 



Disclosed & Undisclosed 
Understanding Cost Components 
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Cost Components and Hypothetical Comparison 

Non-transparent 
Fee Arrangement 

Transparent 
Fee Arrangement 

Custody fees 
A fee a brokerage or other financial institution charges 
for safekeeping services. 

0.00 – 0.10% 0.00% 

Trading fees 
A fee that the broker-dealer assesses on a client for the 
service of  filling an order. 

0.00 – 2.00% 0.00% 

Consulting / advisory fees 
A fee assessed by the investment consultant for advice 
on investment decisions. 

0.25 – 0.50% 0.50% - 0.60% 
includes investment consulting 
services and transaction costs 

Investment management fees 
A fee an investment manager charges for managing a 
client’s assets. 

0.10 – 1.75% 0.25 – 0.75% 

Other fees 
Other fees assessed.  Include settlement fees, travel 
expenses, sub accounting fees, bundled fees, etc. 

0.00 – 0.10% 0.00% 

Total fees to the plan 0.75% – 2.25% 0.80% - 1.25% 

This is a hypothetical comparison for Illustration Purposes Only 
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Exchange Traded Funds 
(ETFs) 

Mutual Funds Separately Managed Accounts 
(SMA) 

Investment Management Passive 

Investment decisions made by 
computer systems to keep the 
ETF in-line with its benchmark 

Active 

Investment decisions made by 
professional money manager 
on a day-to-day basis 

Active 

Investment decisions made by 
professional money manager 
on a day-to-day basis 

Investment Objective To realize returns equal to that 
of “the market” 

To realize returns greater than 
that of “the market” 

To realize returns greater than 
that of “the market” 

Investor Ownership Investor owns a fractional share 
of the fund’s portfolio 
(commingled stocks & bonds) 

Investor owns a fractional share 
of the fund’s portfolio 
(commingled stocks & bonds) 

Investor owns the actual stock 
and bond positions 

Costs Associated with Strategy  (estimates are for illustration purposes only) 

Trading fees (estimated) Undisclosed, no transparency 

0.01 – 0.50% 

Undisclosed, no transparency 

0.25 – 2.00% 

No trading fees 

0.00% 

Investment management fee Deducted from Net Asset 
Value, limited transparency 

0.05 – 1.00% 

Deducted from Net Asset 
Value, limited transparency 

0.50 – 1.50% 

Deducted from plan assets on 
quarterly basis, full 

transparency 

0.25 – 1.00% 

Estimated total fee ranges 0.06 – 1.50% 0.75 – 3.50% 0.25 – 1.00% 

Overview of Investment Vehicles 

Source: Consulting Group Investment Advisor Research, Ishares, Personalfund.com, WSJ For Illustration Purposes Only 



13 

Sample Fixed Income Mutual Fund Fee Disclosure 

» Federated Strategic Income Instl (STISX) 
 
Investment Objective and Strategy 
The investment seeks a high level of current income. The fund allocates the portfolio among three 
categories of fixed-income securities: domestic investment-grade (including U.S. government, mortgage-
backed and corporate), domestic noninvestment-grade corporate and foreign investment and 
noninvestment-grade (including corporate and government securities traded in both emerging and 
developed markets). The fund may also invest in derivative contracts or hybrid instruments. 

Net Expense Ratio: Prospectus† 1.02% 

Estimated Trading Costs‡ (undisclosed) 0.02% 

Estimated Total Cost to Own Fund 1.04% 

† Sourced from Morningstar 
‡ Sourced from Personal Fund, based on actual transaction costs in 2012. 

For Illustration Purposes Only 



14 

Sample Exchange Traded Fund Fee Disclosure 

» Vanguard Small Cap ETF (VB) 
 
Investment Objective and Strategy 
The investment seeks to track the performance of a benchmark index that measures the 
investment return of small-capitalization stocks. It attempts to replicate the target index by 
investing all, or substantially all, of its assets in the stocks that make up the CRSP US Small 
Cap Index, holding each stock in approximately the same proportion as its weighting in the 
index. 

Net Expense Ratio: Prospectus† 0.10% 

Estimated Trading Costs‡ (undisclosed) 0.36% 

Estimated Total Cost to Own Fund 0.46% 

† Sourced from Morningstar 
‡ Sourced from Personal Fund, based on actual transaction costs in 2012. 

For Illustration Purposes Only 
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Sample International Mutual Fund Fee Disclosure 

» Lazard Emerging Markets Equity (LZEMX) 
 
Investment Objective and Strategy 
The investment seeks long-term capital appreciation. The fund invests in equity securities, 
principally common stocks, of non-U.S. companies whose business activities are located in 
emerging market countries that the investment manager believes are undervalued based on 
earnings cash flow or asset values. 

Net Expense Ratio: Prospectus† 1.10% 

Estimated Trading Costs‡ (undisclosed) 0.35% 

Estimated Total Cost to Own Fund 1.45% 

† Sourced from Morningstar 
‡ Sourced from Personal Fund, based on actual transaction costs in 2012. 

For Illustration Purposes Only 
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Key Takeaways 

» Know the Code (SB 4007) 
 Act in prudent manner (UPIA) 
 Comply with Investment Policy guidelines 
 Understand and abide by investment limitations and restrictions 
 Understand and disclose all fees to the MPOB 

» Fee Transparency 
 Understand the different structures of plan management 
 Understand the differences in cost components and investment vehicles 
 “Fees are only an issue in the absence of value” 

» Stay knowledgeable and focus on best practices 
 Unbiased, Independent Comparative Analysis 
 Minimize conflicts of interest 
 Trust your advisor…  …Demand full transparency 



Appendix 
Glossary •  Disclosures 
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Industry Terms and Definitions 
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Industry Terms and Definitions 



20 

Separately Managed Account (SMA)  

An individual managed investment account 
offered typically by a brokerage firm through 
one of their brokers or financial consultants 
and managed by independent investment 
management firms (often called money 
managers for short) and have varying fee 
structures. Characteristics include an open 
structure or flexible investment security 
choices; multiple money managers; and a 
customized investment portfolio formulated for 
a client's specific investment objectives or 
desired restrictions. An SMA investor owns the 
invested assets directly in his own name. 

 

 

 

Industry Terms and Definitions 
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Important Disclosures 

Alternative investments which may be referenced in this report, including private equity funds, real estate funds, hedge funds, managed futures funds, funds of hedge funds, private equity, and managed futures 
funds, are speculative and entail significant risks that can include losses due to leveraging or other speculative investment practices, lack of liquidity, volatility of returns, restrictions on transferring interests in a 
fund, potential lack of diversification, absence and/or delay of information regarding valuations and pricing, complex tax structures and delays in tax reporting, less regulation and higher fees than mutual funds 
and risks associated with the operations, personnel and processes of the advisor.  Alternative investments are not for everyone. 

Depending on the size of the client account, liquidity mandates or other concerns, alternative investments for the account may be limited to separately managed accounts, US-registered mutual funds and 
exchange-traded funds (ETFs) that seek to pursue alternative investment strategies or returns. Such investment products may employ various investment strategies and techniques, for both hedging and more 
speculative purposes, such as short selling, leverage, derivatives and options, which can increase volatility and the risk of investment loss.  

To the extent the investments depicted herein represent international securities, you should be aware that there may be additional risks associated with international investing, including foreign economic, 
political, monetary and/or legal factors, changing currency exchange rates, foreign taxes, and differences in financial and accounting standards. These risks may be magnified in emerging markets. International 
investing may not be for everyone. Small- and mid-capitalization companies may lack the financial resources, product diversification and competitive strengths of larger companies. In addition, the securities of 
small- and mid-capitalization companies may not trade as readily as, and be subject to higher volatility than, those of larger, more established companies. With respect to fixed income securities, please note that, 
in general, as prevailing interest rates rise, fixed income securities prices will fall.  High yield bonds are subject to additional risks such as increased risk of default and greater volatility because of the lower credit 
quality of the issues.  

Bonds are subject to interest rate risk. When interest rates rise bond prices fall; generally the longer a bond's maturity, the more sensitive it is to this risk. Bonds may also be subject to call risk, which allows the 
issuer to retain the right to redeem the debt, fully or partially, before the scheduled maturity date. Proceeds from sales prior to maturity may be more or less than originally invested due to changes in market 
conditions or changes in the credit quality of the issuer. 

High Yield bonds are subject to additional risks such as increased risk of default and greater volatility because of the lower credit quality of the issues.  

Individual funds will have specific risks related to their investment programs that will vary from fund to fund. 

Although the statements of fact and data in this report have been obtained from, and are based upon, sources that the Firm believes to be reliable, we do not guarantee their accuracy, and any such information 
may be incomplete or condensed.  All opinions included in this report constitute the Firm’s judgment as of the date of this report and are subject to change without notice.  This report is for informational 
purposes only and is not intended as an offer or solicitation with respect to the purchase or sale of any security.  Past performance is not a guarantee of future results.   

Actual returns would be reduced by expenses that may include management fees and costs of transactions. Expected return and risk (standard deviation) calculations are based on historical data for periods 
indicated.   

Data sourced from Graystone consulting  Investment Advisor Research, Morningstar, Personal Fund, Plexus Research, etc 

© 2013 Morgan Stanley LLC.  Member SIPC.  Graystone Consulting is a business of Morgan Stanley LLC. 
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