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PREFACE

This study was undertaken at the direction of the General Assembly of Virginia, House Joint
Resolution No. 264 (Appendix 2). The study and initial draft of this report were completed by Mr.
T. Daniel Coggin, Director of Research, Internal Asset Management, Virginia Retirement System.
Subsequent to the initial drafting of this report, Mr. Coggin departed the VRS. The final report and
conclusion are the result of a joint effort of the VRS investment staff, the Investment Advisory
Committee, and the Board of Trustees.
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I Executive Summary

This report begins by noting that Econormcally Targeted Investments (ETIs) are a topic of
current interest by both public and private pension funds. It then summarizes the results of a major
study conducted in 1992 of public fund involvement in ETIs. The final section of this report sets
forth the Virginia Retirement System's conclusion regarding the adoption of an ETI program.

ETIs have their supporters, from those who express mild satisfaction, to those who are
enthusiastic proponents. A 1994 report to the National Academy of Public Administration by Pierce,
et al. is a good example of enthusiastic support. However, there are those who are just as strongly
opposed. William Niskanen, Chairman of the Cato Institute, makes the classic economic efficiency
argument that "...if these so called 'economically-targeted investments' were truly sound, if they really
offered a competitive return for a competitive risk, they would already be funded--they wouldn't need
pension capital." Wayne Marr, John Trimble and John Nofsinger, three academic financial economists
argue that "ETIs, in general, have underperformed accepted investment benchmarks and have a
history of investment blunders involving losses of millions of dollars."

Historically, there have been those who have had some success with business development
ETIs and then there are the well-publicized failures (such as Kansas Public Employees' Retirement
Fund's focus on in-state savings and loans and State of Connecticut's investment in Colt Industries,
Inc.).

When considering whether or not to invest in ETIs, the Board of Trustees of the Virginia
Retirement System must heavily weigh their fiduciary responsibility. Indeed, the "prudent expert"
approach to investing the assets of the Plan must always be followed.



. Introduction

_ A concept of increasing discussion within the public fund and plan sponsor community is the -
notion of economically targeted investments, often referred to as ETIs. Virtually every major
financial publication has prominently featured an article on this topic in the past year or two. The
Virginia Retirement System has not been immune to this wave of interest. At the request of the
Virginia State Legislature, this document provides an overview of the current status of ETIs among
public and private pension funds. .

At the outset, it seems appropriate to define just what is meant by the term "economically
targeted investment." It turns out that there is no single, commonly accepted definition on this term.
It often means somewhat different things to different people. Hence, this document will offer its own
version by way of a description of how the term is currently in use.

Peter Gilbert, CIO of the Pennsylvania State Employees Retirement System recently offered
three criteria for ETI investment: "An ETI must give a market return for the implied risk; it must
provide a corollary benefit; and it should fill a capital gap that otherwise is not being filled."

In this document, ETI will be defined as investment by a public or private pension fund to
redress a perceived inefficiency in the formation of capital for community development. The term
"community development" is further defined to include services (such as medical facilities), housing
and business development. In fact, ETIs are clearly not homogenous. They include a wide spectrum
of investment activities, such as residential mortgages, CDs, student loans, commercial real estate
loans, commercial business loans, small business loans and venture capital. Figure 1 presents a pie
chart showing the breakdown for 50 public funds in 1992 which illustrates this point. This chart was
taken from a study by the Institute for Fiduciary Education (IFE). This study will be further discussed
below. All tables and figures in this report were taken from the 1992 study by the IFE.

It is clear from Figure 1 that the lion's share of public fund ETI investing (64.2%) has gone
to housing. ‘



III. A Profile of Public Fund ETI Investing

In 1989, the Institute for Fiduciary Education (Sacramento, CA) conducted a survey of the
largest 126 public pension funds to learn about their experiences with economically targeted
investing. In 1992, the IFE updated their 1989 study with a profile of the largest 139 public funds
(119 responded). This report was issued by the IFE in June 1993. Some highlights of that survey
are given below:

1. Growth in public fund ETIs has been modest. There was noted an increase of only 3 more
retirement systems reporting ETIs from 1989 to 1992.

2. The list of retirement systems reporting ETIs has changed. One-third of those reporting ETIs
in 1989 have been replaced with new, first-timers in 1992. Table 1 presents a list of those
funds who reported having ETIs in 1989 and 1992. A total of 12 funds reported ETIs in
1989 but not in 1992,

3. In 1992, more than $19 billion had been invested in ETIs, as noted above, most of it in
housing. About 55% of funds surveyed were either satisfied or very satisfied with their ETI
program. The majority of the remaining funds were essentially neutral on the issue.

4. Sixty percent of funds with over $5 billion in assets reported having investments in ETIs, as
compared with only 31% of retirement systems with assets under $1 billion. The average
ETI-investing fund had $11 billion in assets in 1992, Statewide retirement systems were
highly represented in this group.

The following summarizes the reasons given for investing/not investing in ETIs by the respondents
to the 1992 IFE study.

Reasons for investing in ETIs.

While the study gave 3 main reasons for investing in ETIs, only one took into account
fiduciary responsibility or obligation to beneficiaries. In our opinion the only prudent reason given
was that housing/real estate-oriented ETIs offer a competitive expected return as compared to other
traditional forms of real estate investment. The other two reasons given speak of “a large and
growing pool of money " and "projects deemed in the national economic interest".

Among those states having ETTs, the entities most responsible for promoting them are Board
of Trustees, Internal Staff and Legislative body, in that order. The entities most responsible for
developing ETIs are Internal Staff, and Board of Trustees, in that order.



In terms of the rationale given for promoting ETIs, business development and job creation
was the goal of 41% of those having ETIs in 1992. Development of home ownership and rental
housing was the second most frequently cited goal. Notice a subtlety in these results. While the
majority of the funds for ETI investment (64% as previously cited) go to housing, the majority of the
targets of ETI investment are business and job related. Table 2 summarizes these results.

Among those funds with ETI investments in 1992, there were some differences in the nature
of the ETI programs as compared to other investment programs. These differences are summarized
in Table 3. In Table 3, we see that ETIs often had a dollar/percentage limit on assets invested; were
often considered a different asset class; and were often administered differently than other investments
of the fund. _

Finally, those funds having ETIs used a variety of performance benchmarks to measure the
success of their investment. A summary of these benchmarks as taken from the 1993 IFE report, is
given in Appendix 1 to this document. .

Reasons for not investing in ETIs. A recent poll conducted by Institutional Investor (July
1994) indicated that 91% of the public and private pension funds surveyed did not agree that ETIs
are a good idea. Of the funds that have never made ETI investments in the 1992 EFI study, almost
80% reported never having even considered the idea. The reasons given for not investing in ETIs in
the 1992 study include:

1. The most frequent objection to ETIs was the perception that the concept conflicts with the
fiduciary duty of the fund.

2. A number of funds expressed a fear of poor performance as an important reason for not
investing in ETIs.

3. Eleven public funds reported that they were not authorized to make ETI investments. One
fund stated that ETIs were prohibited by the state constitution.

4. Some funds expressed a fear of external pressure and loss of independence that could come
from an ETI program.

5. Several funds expressed concern about the amount of staff and staff time required by ETIs.



Reasons for discontinuing ETI programs. As one could tabulate from Table 1, 12
retirement systems reported ETIs in 1989 but not in 1992. The reasons given for discontinuing an
ETI program include:

1. The program accomplished its goal in the allotted time and was shut down.
2. The ETI program failed to accomplish or only marginally accomplished its goal.

3. Some ETI programs were begun in cooperation with other state agencies which subsequently
stopped participating in the program.

Plans to expand existing ETI programs. In the 1992 study, only five funds reported plans
to expand their ETI program (35 said no, and 20 said maybe).

We note here that an independent study by the Boice Dunham Group (commissioned by the
New York brokerage firm Goldman Sachs) and released in September 1993 broadly confirms the
results reported above.

Now that we have broadly summarized the fesults of what is probably the majdr study of
public fund ETI investing, it is appropriate to focus on business development/venture capital (as
requested in House Joint Resolution No. 264 - see Appendix 2)..

IV.  Business Development/Venture Capital

Business development accounted for about 15% of the dollar amount of ETI investing
in the 1992 study. Business development included 34 programs, high-technology
development included 9 programs, and assisting minority and women-owned business
included 4 programs.

Since business development ETIs can take many different forms (i.e., small business
development, minority business development, classic venture capital, and business related real
estate loans), it would not be practical to comment on them all. Therefore, some general
comments will be offered here.

1. Venture capital investments are typically very long run.
2. Venture capital funds may be subject to political pressure.
3. There is no strong evidence that these funds generate returns that match the returns

available from traditional (non-ETI) venture capital investments.

4, Large funds typically won't meet their total venture capital ETT target (usually 1-5%
of the fund).



5. Amounts invested in-state will usually be small.
6. There can be a large amount of staff time and resources required.

7. Venture capital investing typically involves a significant element of subjectivity in
assessing managers and investments.

8. Performance measurement is more problematic for venture capital than for more
traditional investments.

V. Conclusion

The manner in which the assets of the VRS are to be invested is outlined specifically in S51.1-
124.30 of the Code of Virginia which states that "the Board shall..invest the assets of the Retirement
System with care, skill, prudence, and diligence under the circumstances prevailing that a prudent
person acting in a like capacity and familiar with such matters would use in the conduct of an
enterprise of like character and with like aims. The Board shall also diversify such investments so as
to minimize the risk of large losses unless under the circumstances it is clearly prudent not to do so."

The current approach to investing in Virginia allows those investment opportunities which
offer competitive return for a competitive risk to compete for available funding, while maintaining
the Board of Trustees' fiduciary responsibility. As of 6/30/94, Private Equity funds in which VRS is
a limited partner had invested a total of $50 million in 23 Virginia-based companies.

The investment staff, Investment Advisory Committee and Board of Trustees of the Virginia
Retirement System continue to welcome any and all opportunities to make prudent investments within
the state. However, all such opportunities must be subjected to our pre-established investment
guidelines and objectives to ensure the integrity of the investment process and fiduciary standard.

In light of the aforementioned, we do not recommend the adoption of an ETI program.
We are confident that VRS capital will continue to be invested within the state on a prudent basis
without the adoption of such a program.
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Figure 1

AMOUNTS INVESTED BY TARGET TYPE
REPORTED BY 50 PENSION FUNDS; IN MILLIONS

Other programs _
: {1979\ -
Venture capital 323154 (12.7%)
S638.0 (3.2%)

Small businass
$41.0 (\1%)

Other real estate | Housing
$3,813.1 $12,7228
(19.7%) | (64.2%)

Note: Does not total 100% due to rounding.




Table 1

PUBLIC PENSION FUNDS REPORTING ETls

Alameda County Employees’ Retirement Association

Alaska Public Employees’ Retirement System

Alaska Teachers’ Retirement System

Arizonia State Retirement System

Arkansas Teacher Retirement System

Baltimore County Employees’ Retirement System

Fire and Police Employees’ Retirement Sysiem of
Baltimore

California State Teachers’ Retirement Systam

Firemen's Annuity and Benefit Fund of Chicago

Fire and Police Pension Association of Colorado

Public Employees’ Retirement Association of Colorado

State of Connecticut Trust Funds

District of Columbia Retirement Board

Employees’ Retirement System of the State of Hawaii

[Hinois State Board of Investment

lowa Public Employees Retirement Sysisn

MFassgchusetts Bay Transportation Authority Retirement

un

Massachusetts Pension Reserves Invesiment Trust Fund

Retirement System of the County of Miiwaukes

Minnesota State Board of Investment

Missouri State Employees’ Retirement Systam

The Ret:rement System of Alabama

Ajzska Permanent Fund

Arizona State Retirement System

Arkansas Teacher Retirement System

California Public Empioyees’ Retirement System

California State Teachers' Retirement System

Firemen's Annuity and Benefit Fund of Chicago

Public Employees’ Retirement Association of Colorado

‘State of Connacticut Trust Funds

Contra Costa County Empioyees” Retirement Association

Denver Employees Retirrment Plan :

City of Hartford Municipal Employees’ Retirement Fund

Employees’ Retirement System of the State of Hawaii

Public Employees’ Retirement System of Idaho

lowa Public Employees Retirement System

Kansas Public Employees Retirement Systam

MFassgchusetts Bay Transpartation Authonty Retirement

un

Massachusetts Pension Reserves Investment Trust Fund

Massachusetts State Employees and Teachers
Retirement System

Minnesota State Board of investment -

Missaouri’ State Employees™ Retirement System

Montana Pubhc Employees’ Retirement Sys‘em

New Hampshire Retirement System -

New Mexica State' Investment Council

funds were fistad as one.

‘Perinsylvania State Employes’ Retirement System

- State of Wisconsin Investment Board

*Effectively, only three more funds report ETls in 1992 than in 1989. This is because in 1989 two funds mistakenly reported ETls and because five New York

Montana Public Employees’ Retirement System

Public Employees’ Retirement System of Nevada

New Hampshire Retirement System

New York City Retirement Systems

New York State and Local Retirement Sysiams

New York State Teachers’ Ratirement Sysizm

School Employees’ Retirement System of Onio

Oregon Public Employes’ Retirement System

Public Schoo! Employes’ Retirement System of Pennsylvania

Pennsylvania State Employes’ Retirement System

Philadelphia Municipal Retirement System

tmployees' Retirement System of Rhode Island

City and County of San Francisco Employess’ Retirement
System

Utah Retirement Systems

Vermant State Rstirement Systems

Vermont State Teachers' Retirement Systsm

Virginia Retirement System

Washington State Investment Board

State of Wisconsin invesimeant Bozrd

Wyoming Retirement System

Total: 41 Funds*

New York City Board of Education Retirement System
New York City Employees’ Retirement System

New York City Fire Department Pension Fund

New York City Police Department Pension Fund

New York City Teachers’ Retirement System

New York State and Local Retirement Systems

New York State Teachars” Retirement System

School Employees’ Retirement System of Ohio

Oregon Public Employes’ Retirement System

Public School Employes’ Retirement System af Pennsylvania

Philadelphia Municipal Retirement System

Puerto Rico Teachers’ Retirement System

Caisse de Dépat et Placement du Québec

Employees’ Retirement System of Rhode Island

City and County of San Francisco Employees’ Retirement
System

Teacher Retirement System of Texas

Vermont State Retirement Systems

Vermont State Teachers’ Retirement System

Wayne County Employees' Retirement System

Wyoming Retirement System

Total: 46 Funds*




Table 2

'TARGETS OF ETls REPORTED IN 1992

: : No.of % of No. of % of
Investment Category ETls ETls  Funds™ Funds™

Residential housing ... 30 31.6 25 54

Other real estate .. ... 10 10.5 10 217

Small business loans.. 8. 8.4 7 152

Venture capitzl. .. ... . 24 25.3 14 304

OtherETIs .......... 23 242 17 36.9
Total ............ a5  100%

* Some retirement systems reported £T1s in more than one category.




Table 3

HOW DOES THE ETI PROGRAM
DIFFER FROM REGULAR INVESTMENTS?

Differences Nc. of ETis™
Use ditferent investment assumption . ........ 8
ETI fzlls intc different assetclass ............ 22
ETls are not ongoing program .............. 6
Dollar zmount/percentage of assets

invested inETIsislimited . ................ 29
Use a differsnt performance benchmark . ... . .. 9
Administer ETls differently ................. 22
Administrative costs of ETls are different .. .. .. 12
The ETI program is mandatory .............. 7

*Mutticis rasoonsas possibie for sach ET1




Appendix 1

BENCHMARKS REPGRTED BY PUBLIC PENSIGN FUNDS WITH ETIs”

PAHT l.. HOUSING Eﬂs

Fund Name/ETT “Benchmark
Arkarisas Teacher Retirement S‘ys.em - -

Arkans=s Helated lnvesrens el el ... ....Thesame as for otr'er invesiments in the asset class
Calitomiz Public Employe es Reuremenr S ysrem

C;frcm:a.g-ousxng. Program. . ... ... ... ..., Totzl return of at least 20%

AFL-CIC Building Trust .. ... ... ... .. ... ..., The nerformance of other fixad income investme .'s

Mamber Home Loan Pregram . ... ... .. P Loans ar2 made at market rats and rstums re comparad o

ra1usns on other fixed income 2ssets.

California State Teachers' Reétirsment System

Merigage Conduit Progrem . ..ol Lcans are mada at marke! raz
MemberHeme Loans. . ......... .. ... ... Lozns arz mace 2t market rzt2 ,
Conirg Costz County Employzss’ Retirement ASsocistion '
AFL-CIO Housing Trust ... oo oo Shezrson Aggraga:s 3ond ingsx
City of Hartford Municipa! 5r7,;loyees‘ Rstirsment Sysiem
Sevingsand Loan Program ..o Triz gension fund’s actuzrial sassumzion
I Ths pension fund's actuanial 2ssemzien !
Massachusetts Pension Reseérves Invisament Trust Fund .
Tageted FNMA L FNMA merks: r2izs ',
Mzssschussiis Sizts Empicysss and Tzzchsrs Rstirsmant Svsiam f
ATENCEN DREM PIOGIET L S&P 300 and the Sziomon 3rothers 3-02C 3erC indsx
Minnzscta Sizia Board of Investment
HFA Taxab(e BondProgram .. ...l 120 1¢ 140 basis peints cver 30-yezr Trezsuries
anesota rlrSt PIOQIEmT - et 50 basis points over GNMA rzig in 185
Single- _fam;ly Mortgages ...... e Structured to yigld 30 basis points ovar GNMA rata in 1982
New Hampshire Retirament System’
Residentizl Mortage LOcﬂS. S Average 30-year morigage loan rats
New Yoﬂr C/ty Emp!ayens Ret/ramenr S; ysren _ ‘
‘ . GNMA High Coupon
GNMA High Coupan
0 year GNMA samnu_es rate
.-GNMA High Coupon
_ 30-year FNMA securities rats
f Pannsylvanza:SmE Empfoyesz etirement System' TR AR ' .
Pesrderm!/Commerc alM rrgages R Salomon Bres. Merigage Pass-Threugh Index

... .-No benchmark usad

Rent:l Housi ng Prcgra v ieiee... ... Alltcans arz at market rats
Honecwrers.ap Prcgrar'! ...................... Ail ioans ar2 at market rat2
£ 'np/O/ees Rs firemeanyswn of Rhode Island
Anor..:bre Rent=1 HOUSING woe e i e Nc specisic ben X usad
City and Cuum‘y of San Francisco Emplcyees’ Retirsment Sys:e!
MemberHome Logn Program ... oL Loans are mads 2t merket rata

" Any pension funcs not inciued, but listad as having £7is, ¢ig not provida any information 9n the henchmarks usad :n their Drograms




Appendix 1 - Continued

BENCHMARKS REPORTED BY PUBLIC PENSION FUNDS WITH ETls*
PART Ik VEIRIHECAFIIM.EIIS

Fund Name/ET1 - Benchmark j
i |
Celiferz Public Employess’ Redrement S System i
Alternative Investments ...... ... .. ...l Totel raturm of 20% j
Fubiic Empicyeas’ Retiremant Assaciaticn of Colorzdo
Centennial ... .. ... ... . ...................5&P 500 Stcckindex i
Colemtine ............. ... ... .............5&7 300 Sicck Ingzx !
Coiorado Jc..xdra Capital Manzgem . S&P 300 Stocok Ingex
lowz Public Emplayess Reirsment Sysizm
VenwreCasital Fund ... . 17% zrnual ez ot returt o e Soooranz soTRi

fia 1N = 2’ Dl wammn Joromm
MNew York Oin '_;::,C-’,’G‘/E:S REnEmeEnt .\,,‘/Sx:.‘-'n

TGz ASInCirgex raw
j
i
i
i
i
Pubiic School Empigyss’ Rstiremsnt Sysiem of Peansylvaniz i
Ventura Capital. .. ... 1,000 agsis points over the Cansumsr 2nice Indax, 7 year roiling
Pan Sj/fl/am’: State Employss’ Retiremznt System
Venture Capizl Program .. ... ... ...... Vertura Scoromics Vinizgs vear Senchmzarks
Ceisse de Dépct et Placement dg Quéssc
Venture Capital Progmn e Same as for the asset class 353 whois
Statz of Wisconsin Investment Board
Wi scons.n based Veqture Capnan .................. Venture Capitai markst returns

Fund Name/ETt St Benchmark

Mir'nesarg‘s te BOafd of lnvesrmenr : o
Small Business’ Program e 200 basis peints over U.S. Trezsunss

Kew York C/ty Employess® Retirement Sys:z
Smalt Business Lean Program. ... ................ 3-menth U.S. Treasury Nots

wycming Retirement System
Small BusinessLoans . ... .. ... ... . ... ... ... No benchmark usad

Any censicn funds not incluced, bu? isted 35 having £71s, did not provida any iniarmaticn an the benchmarks usad in Neir progEms.




Appendix 1 - Continued

BENCHMARKS REPORTED BY PUBLIC PENSION FUNDS WITH ETis*
PAHT IU' OTHEH Eﬂs

Fund Name/ETF- Benchmark
Stzre of Connecrlcut Trust Funds :
Connecticut Programs Fund. . ... ................ Notyet de*='mmed but will employ saveral benchmarks
City of Hartford Municipal Employees’ Retirement Fund
10Prospect PlacaBidg .............. SRR The pension fund's actuzrizl rate of r2um
uslic Employees’ Retirement Systerm of 10afG i
Commert:xal Mongage Program....... ... . ..... Shearson Lanman GovarnmentCorperate or Shezrson Lahmen
Aggregais |
Minngsota State Board of Invesiment
Cerificate of Deposit Pregram. .. ... .. .. Averzge sece a ry marksicenificaiz of depostiats cuoted Iy
the New ‘.v'or e'al Resarve 3ank o0 caig of subscrintion i
Agricultural Export Program .. ... ... .. ... 50 basis points over §-month Treasuriss |
New Yorx City Employees’ Retirsment Sysism l
Comm. Presarvstion-Commerciai .. ............... GNMA High Couzon :
Crzgon Public Employes’ Retirement System
CommercisiMorigages ........ .. ... ... .. ... Dezis strugiurel o refurm 300 Dzsis ooints over 10-year ?
! Treasuriss
sansSylveniz Siztz Employss’ Rstirsmzat Sysizm ’
Priveta Placemments .. ... L Shsarson L2nman 3r0s. GowyCors ndzx *
Pannsylvania Indsx ... ... J Wiishire 4500 Index
T2zcher Pc'tzramnanyste;ﬂ of Texas
Texas Growth Fund ........ ... .. ....... ... .. S&P 500 anc/cr Shearsen Lzhman Covv/Corp Indsx

Stztz of Wrsconsm Investment Board

Direct LBOS . ... Benchmark under revigw
3-yearC.D.Program . ... ... ... . . ... . J-year U.S. Treasuries plus 55 to 65 basis peints
3-month C.0. Program.‘. P Fedsral Resarve 3-month ¢.d. compaesite plus 10 basis points

*Any pension funcs not mciud=d but listed a5 having =Tls, did not prowde anv information on the benchmarks used in their programs.
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1994 SESSION
LD1818146

"HOUSE JOINT RESOLUTION NO. 264
Offered January 25, 1994
Requesting that the Virginia Retirement System study the feasibility of
economically-targeted investments in venture capital projects located in the
Commonweaith.

Patrons—Cantor, Callahan, Griffith, Purkey and Reid; Senator: Stosch

Referred to Committee on Rules

WHEREAS, the Virginia Retirement System (VRS) administers a statewide public
employee retirement system which provides defined benefit pension plan coverage for state
employees, teachers and non-professional employees of public school boards, and employees
of participating political subdivisions; and.

WHEREAS, in addition to the state system, VRS administers separate retirement systems
for state police officers and judges, a. group life insurance program, a deferred
compensation program, and a health insurance credit program for eligible state retirees;
and

WHEREAS, 225 state agencies, 146 local school divisions, and 353 political subdivisions
currently participate in VRS and an additional 132 local school divisions include their
non-professional employees in VRS; and '

WHEREAS, at the close of fiscal year 1993, VRS had 259,086 active members, and
86,369 retired members, inactive vested members, and beneficiaries; and

WHEREAS, at the close of fiscal year 1993, VRS’ total pension fund assets were valued
at $15.9 billion and retirement benefits paid in fiscal year 1993 totaled $667.9 million; and

WHEREAS, VRS’ investments and the performance of such investments are of great
importance to both plan pariicipants and taxpayers because of the major role investment
income plays in the overall financing of VRS; and

WHEREAS, given the rapid growth in the size and sophistication of VRS, it is critical
that VRS develop and implement a fundamentally sound framework to govern investment
decision making; and

WHEREAS, a recent study by the Joint Legislative Audit and Review Commission
(JLARC) found that VRS’ investment program and portfolio structure are fundamentally
sound and reasonable in almost all major respects from both a procedural and substantive
standpoint and that there is no cause for concern in either the investment decision-making
process or in the results of that process; and

WHEREAS, JLARC recommended that VRS consider several improvements to the
investment program, including a review of assei allocation as part of the process of
diversifying the investment portfolio among asset ciasses, such as stocks, bonds, cash, real
estate, etc.; and

WHEREAS, diversification of an investment portfolio is done in order to achieve a
particular investment objective, such as consistently earning a specified total return through
income and appreciation; and

WHEREAS, the asset allocation of a portfolio is important because it has the single
greatest impact on the portfolio’s overall long-term investment performance, far greater
than the specific securities held in the portfolio; and

WHEREAS, VRS has developed a properly diversified and efficient portfolio that
includes some newer asset classes such as managed futures, venture capital, and
international investments; and

WHEREAS, even though these asset classes, taken in isolation, are often considered
riskier in some respects than conventional stocks and bonds, these asset classes have
certain attributes which, when combined with stocks and bonds, may actually lower the
volatility of the total VRS portfolio and raise the expected ratio of return to risk; and

WHEREAS, if VRS continues its strategy of diversifying its investments in newer asset
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House Joint Resolution 264 2

classes such as venture capital projects, then such projects should include investments that
generate a direct, positive impact on the Commonwealth’s economy; and

WHEREAS, economically-targeted investments in venture capital projects located in the
Commonwealth may help to revitalize deteriorating areas, stimulate growth in employment,
generate tax revenue, and improve existing capital structures in communities throughout the
Commonwealth; and

WHEREAS, such economically-targeted investments in venture capital projects are
already being made by public retirement systems in Alabama, Alaska, California,
Connecticut, Massachusetts, Michigan, Minnesota, Missouri, New Hampshire, Pennsylvania,
Rhode Island, and Wisconsin; now, therefore, be it

RESOLVED by the House of Delegates, the Senate concurring, That the Virginia
Retirement System is requested to study the feasibility of economically-targeted investments
in venture capital projects located in the Commonwealth.

The Virginia Retirement System shall complete its work in time to submit its findings
and recommendations to the Governor and the 1995 Session of the General Assembly as
provided in the procedures of the Division of Legislative Automated Systems for the
processing of legislative documents.

Official Use By Clerks
Agreed to By
The House of Delegates Agreed to By The Senate
without amendment O without amendment [J
with amendment O with amendment O
substitute O substitute ()
substitute w/amdt O substitute w/amdt 0O
Date: Date:
Clerk of the House of Delegates Clerk of the Senate







	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	



