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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 ofResearch, 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 ofTrustees.
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I. Executive Summary

This report begins by noting that Economically Targeted Investments(ETIs) are a topicof
current interest by both public and privatepensionfunds. It then summarizes the results ofa major
study conducted in 1992 ofpublic fund involvement in ETIs. The final sectionofthis report sets
forth the Virginia Retirement System's conclusion regarding the adoption ofan ETI program.

ETls have their supporters, from those who express mild satisfaction, to those who are
enthusiastic proponents. A 1994 reportto the National Academy ofPublic Administration byPierce,
et at. is a good example ofenthusiastic 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 "...iftheseso called 'economically-targeted investments' were truly sound, if they really
offered a competitive return for a competitive risk, theywouldalreadybe funded--they wouldn't need
pension capital. II Wayne Marr,JohnTrimble andJohnNofsinger, threeacademic financial economists
argue that IIETls, in general, have underperformed accepted investment benchmarks and have a
historyofinvestment blunders involving losses ofmillions ofdollars. "

Historically, there have been those who have had some successwith business development
ETls and then there are the well-publicized failures (such as Kansas PublicEmployees' Retirement
Fund's focus on in-state savings and loans and State ofConnecticut's investment in Colt Industries,
Inc.).

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



II. Introduction

A concept ofincreasing 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 prominentlyfeatured 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 StateLegislature, this document provides an overview ofthe current status ofETIs among
public and private pension funds. .

At the outset, it seems appropriate to definejust what is meant by the term "economically
targetedinvestment." It turns out that there is no single, commonlyaccepted definition on this term.
It oftenmeans somewhat different things to different people. Hence, this document willoffer its own
version by way ofa description ofhow the term is currently in use.

Peter Gilbert, CIO ofthe Pennsylvania State Employees Retirement System recentlyoffered
three criteria for ETI investment: "An ETI must give a market return for the implied risk; it must
provide a corollarybenefit; 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 orprivate pensionfund to
redress aperceivedinefficiency in theformation ofcapitalfor community development. The term
"community development" is further defined to include services (such as medical facilities), housing
andbusiness 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
takenfroma studyby the Institutefor Fiduciary Education(!FE). Thisstudy"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 ofpublic fund ETI investing(64.2%) has gone
to housing.
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ill. 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 !FE 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 ofonly 3 more
retirement systems reporting ETIs from 1989 to 1992.

2. The list ofretirement systems reporting ETls haschanged. 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 ETls in 1989 and 1992. A total of 12 funds reported ETls in
1989 but not in 1992.

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

4. Sixtypercent offunds with over $5 billion in assets reported having investments in ETls, 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 ETls by the respondents
to the 1992 !FE study.

Reasonsfor investing in ETls.

While the study gave 3 main reasons for investing in ETls, only one took into account
fiduciary responsibility or obligation to beneficiaries. In our opinion the only prudent reason given
was that housing/realestate-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 havingETIs, the entitiesmost 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 ofTrustees, in that order.
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In terms of the rationale givenfor promotingETls, business development andjob creation
was the goal of41% of those having ETls in 1992. Development ofhome ownership and rental
housing was the second most frequently cited goal. Notice a subtlety in these results. While the .
majority ofthefunds for ETI investment (64%aspreviously cited) go to housing, the majority ofthe
targetsofETI investment are business and job related. Table2 summarizes these results.

Among thosefunds with E11investments in 1992,there were some differences in the nature
ofthe ETI programs ascompared to other investment programs. These differences are summarized
in Table 3. In Table 3, we seethat ETIs often had a dollar/percentage limit on assets invested; were
oftenconsidered a different asset class; andwereoftenadministered differently than other investments
of the fund.

Finally, those funds having ETIs used a varietyofperformance benchmarks to measure the
success of theirinvestment. A summary ofthese benchmarks, as taken fromthe 1993 !FE report, is
given in Appendix 1 to this document.

Reasonsfor not investing in ETIs. A recent poll conductedby Institutional Investor (July
1994) indicated that 91% ofthe publicand privatepensionfunds surveyed did not agree that ETIs
are a good idea. Ofthe funds that havenever madeETI investments in the 1992EFI study, almost
8()o~ reported never having even considered the idea. The reasonsgivenfor not investing inETIs in
the 1992 study include:

1. The most frequent objectionto ETls was the perceptionthat the conceptconflicts with the
fiduciary duty ofthe fund.

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

3. Elevenpublic funds reported that they were not authorized to makeETI investments. One
fund stated that ETls were prohibited by the state constitution.

4. Some funds expressed a fear ofexternal pressureand loss ofindependence that could come
from an ETl program.

5. Several funds expressed concernabout the amount of staff and stafftime requiredby ETls.
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Reasons for discontinuing BTl programs. As one could tabulate from Table 1, 12
retirement systems reported ETls 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. SomeETI programs were begun in cooperationwith other state agencies which subsequently
stopped participating in the program.

Plans to expand existing BTlprograms. 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 results ofwhat is probably the major 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 DevelopmentNenture Capital

Business developmentaccounted for about 15% ofthe dollar amount ofETI 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 ETls can take many different forms (i.e., small business
development,minority business development, classicventure 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 typicallyvery 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 ETI target (usually 1-5%
ofthe fund).
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5. Amounts invested in-state will usuallybe 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
assessingmanagers and investments.

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

v. Conclusion

Themanner in which the assetsof the VRS are to be invested is outlined specifically in 851.1­
124.30 ofthe Code ofVirginia which statesthat "the Board shall..invest the assets ofthe 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 oflike character and with likeaims. The Board shall also diversify such investments so as
to minimize the riskoflargelossesunless under the circumstances it is clearly prudent not to do so."

The current approach to investing in Virginiaallows those investment opportunities which
offer competitive return for a competitive risk to compete for available funding, while maintaining
the Board ofTrustees' fiduciary responsibility. As of6/30/94, 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 AdvisoryCommittee and Board ofTrustees ofthe Virginia
Retirement System continue to welcome anyand allopportunities to makeprudent investmentswithin
the state. However, all such opportunities must be subjected to our pre-established investment
guidelines and objectivesto ensure the integrityof the investment process and fiduciary standard.

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

PUBLIC PENSION FUNDS REPORTING ETls

1989
Alameda County Employees' Retirement Association
Alaska Puolic Employees' Retirement System
Alaska Teachers' Retirement System
Arizona State Retirement System
Arkansas Teacher Retirement System
Baltimore County Employees' Retirement System
Fire and Police Employees' Retirement System of

Baltimore
Calitornia State Teacners' Retirement System
Firemen's Annuity and Benefit Fund of Chicago
Fire and Ponce Pension Association of Colorado
Public Employees' Retirement Association of Colorado
State of ConnecticutTrust :Fiinds
District of Columbia Retirement Board
Employees' Retirement System of the Slate of Hawaii
Illinois State Board of Investment
Iowa Public Employees Retirement System
Massachusetts Bay Transportation Authoriry Retirement

Fund
Massachusetts Pension Reserves Investment Trust Fund
Retirement System of the County of Miiwaukee
Minnesota State Board of Investment
Missouri State Employees' Retirement System

The RetirenienfSystem of Alabama
Alaska Permanent Fund
Arizona State Retirement System
Arkansas Teacher Retirement System
California Public Employees' Retirement System
CalltomiaState Teachers' Retirement System
Firements Annuity and Benefit Fund of Chicago
PublicEmoloyees' Retirement Association of Colorado
State of Connecticut Trust Funds
Contra CostaCoUilty Employeest·Retirement Association
Denver Erri~loyees ·F\"etirementPlan .. "
City of Hartford "Municipal Employees' Retirement Fund
Employees'Retirem"enf Sys~em Of the. State of Hawaii
PUblic ErrrplOyees' Retirement System .of Idaho
lowa Public Employees Reti rem ent System
Kansas .Public·Employees Retirement System
Massachusetts Bay Transportation Authority Retirement

Fund . .
Massachusetts Pension Reserves InvestmentTrust Fund
MassachusettsState Employees' arid Teachers'

Retirement System .
Minnesota State Board of Investment
MissourrStateEmployees'·Retirement System
Montana·PublicEmployees· Retirement System
New Hampsnire"Reti.rementSystem·· . "
New Mexico State: Investment Council .

Montafla.Pubfic Employees' Retirement System
Publlc Employees' Retirement System of Nevada
New Hampshire Retirement System
New York City Retirement Systems
New YorkState and Local Retirement Systems
NeVi York State Teachers' Retirement Sy~sm
School Employees' Retirement System of Ohio
Oregon Public Employes' Retirement System
Public Schoo! Employes' Retirement System ofPennsylvania
Pennsylvania State Employes' Retirement System
Philadelphia Municipal Retirement System
Employees' Retirement·System at Rhode Island
City and County 01 San Francisco Employees' Retirement

System
Utah Retirement Systems
Vermont State Retirement Systems
Vermont State Teachers' Retirement System
Virginia Retirement System
Washington State Investment Board
State of Wisconsin Investment Board
Wyoming Retirement System

Total: 41 runds·

1992 ,
New York City Board of Education Retirement System
New York City Empioyees' 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 Teachers" Retirement System
School Employees' Retirement System ofOhio
Oregon Public Employes' Retirement System
public School Emplayes' Retirement System ot Pennsylvania
Pennsylvania"State Employes' Retire:ment System
Philadelphia Municipal Retirement System
Puerto Rico Teachers' Retirement System
Caisse de Depot et Placement du Quebec
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
State ofWisconsin Investment Board
Wyoming Retirement System

Total: 46 Funds"

-Effectively, only three more funds reportETls in 1992 than in 1989. This isbecause in 1989 two funds mistakenly reported ETls and because five New YorX
funds were fISted asone.



Table 2

TARGETS OF Ens REPORTED IN 1992
No. of. % of' No. of % of

Investment Category ITls ETls Funds" Funds:

Residentiaf housing ... 30 31.6 25 54
Other real estate ..... 10 10.5 10 21.7
Small business loans .. 8. 8.4 7 15.2
Venture capital ....... 24 25.3 14 30.4
Other ETfs ......... , 23 24.2 17 36.9

Total . . . . . . . . . . . . 95 1000/0

• Some retirement systems reported ETls in more than one category.



Table 3

HOW DOES THE ETI PROGRAM
DIFFER FROM REGULAR INVESTMENTS?

Differences No. of ETls r

Use ditfe rent investment assum ption . . . . . . . . . 8
ETI falls into different asset class. . . . . . . . . . .. 22
ETls are not ongoing procrarn ~............. 6
Dollar am ount/pe rcsntace of assets

invested in ETI s is lim ited ~. . . . . . . . . . . . . . . .. 29
Use adifferent pertorrnance benchmark. . . . . . . 9
Administer Ell s diffe rer1rly ... '. . . . . . . . . . . . .. 22
Administrative costs of ETls.are different. . . . .. 12
The ETI program is mandatory. . . . . . . . . . . . . . i

·Multipl~ responses possible for each Eil.



Appendix 1

BENCHMARKS REPORTED BY PUBLIC PENSION FUNDS WITH rns-
PART I: HODSmG Bls

........... -;' ';,..:'..
"Sencfrmafk-'

Art<afisas tescnerRetirementSystem
, Arkan·sai·Related·fnvestme·nts .c •. ~'.• , •••• 0 • 0 •• Tne same as7orotherinvestments in the asset class.' .. ',' . '. . ,', .

California'Publt2 Emp(oyees~ Retuemen:SYstem'
C ... . H·,'..· P - -I-!J t t t f + 20°'iimOm'.a.,ousmg rcoram .. o •• 0 ••• 0 ••• 0.00.0.00 IOl"l; re.umoa eas~ ,0

AF1..-CIO Building Trust 0 ••••••• 0 •••••••••••••••• The performance ot-other fixed inccms investments
MemberHome Loan Program "0 •••••••••• leans are made at market rat: arrd ~=::..:ms are ccmcarec :0

returns on other fixec income assets.
Califomia State Teachers' Retirement System

Mcrtgage Conduit Program .... 0 •••••••••••••••• 0 LC2:;S ara made at market ra::
Member Heme loans.... 0 •••••••••••••••••••••• L8a:iS are made atmarket ra:e

Coctr: Costa County Employees' Retirement Association
AfL·CIQ Housing Trust .... 0 •••••• _ • 0 0 •••••••••• snearsco AgQia;a:: 3cr.c ir.csx

Cfty of Hartford· Municipal Employees' Retirement System
Savings and Loan Procrarn . 0 ••••• _ •••••••••••• , • The pension fund's ac~uG;"ia! aSSi.llT:.J::cn
LiSe.• 0 •••••• , ••• 0 •• _ •••• _ •••••••••••••••••• Tiie ~ension tunc's aC:L;a~jai assumctcr

IMassachusetts Pension Peserles Investment irw'st Fund
l Ta;-ceted FNMA 0 •••••••••••••• 0 •••••• , •••••••• FNMA marks: ra::s
Iusssscnosens Slate Emptoyees' and Tsscbers ,={e-;!remenr system
~ ':',i'7~=r:caG Drsa,it P:-ogra:-r-i .... r _ ••••••••• • • • • • • •• S&I=' 500 a~d :he Sa!c~~:: 3,·::t.el'""S :--:cC 3c~: fr:c;x

IMli,r;esota StateBoardof investment
HfATaxableBond Pro~rc.m.· o ••••••••• , ••••• , 120 to i4Q basis points c'Je~ 30-year Treasuries
MinnesOta Fj:ist prog'ram ..' 0 •••••• 0 •••••••••• 50 basis points aver GNMA rate in i 9.s~
Siiigr~'-falT1iIy'Mortgages Structurec toyreld 30 oasis points 01,'5: GNMA rats in 1982

New Hampsl~ireRetirement System'
Rssidet1tiaIMort~ge Loans::~: ....•.. _ 0 ••• '.0 0 Average 3D-year mortgace loar, rata

New York;CitYEmpJoyees' Retkement System
Main StreefFund .. ., 0 0 .;.:'.' .'. •• :.. ~ ~ ••••••••••• 0 <>. GNMAHigh Coupon
CommunitY.J':reseMtian.:.pr:og~m:~.·~ ~ .c:.< .•••.••.• ::~:~·;GNMA.High·Coupon .

,PUbH~F.riVatepartn.erships:::'.~·.. ·~·/.··. '~.:........• ~.::...~..:30 yearGNMA securities rate
Antj~redllning·Eirogram·' ..,:::.. ?>~.~ .. _:~., ~.~, ~". ,·.co ••••••.•..;. G;'J'MA High Coupon
Project.MdM( .... > ~~; ~.;., .. :: ·:·30·yearFNMA securities rate

.Penn~yi~;;i~:'-Sii~'E;nprby~i{8~t/femiHllSYs'tem" '. ",.:.. ." . "':
·ResrdentlaVC6inmerclaCMQ.·rtgaQ.es .. ;' :.; 0 ••• Salomon Bros. Mortgage Pass·Thrcugh fndex

,Pueao'"Rico Teichirs' f1~dr~rh~;;£SY~iefn·. ..
. Membe/HomeLoan Pr6~fram:~;':>: ....:..... 0 •• ~ •• ~ 00 o·.:No benchmark usee

CaissedeDep6FetP!acemedt~e:Qu~bec .
Rental Housing Program '.'~:.; ~ .: All icans are atmarket rate
Homecwnersrnp Program 0 •• 0 Ailioans are atmarket ra!2

Employees 'Retirement System of Bhode Island
Afforcacre Rental Hcusing : .. o.~ • ; ••••••••••••••••• No scecr:c benchmark used

C/ry and County of San Francisco Emptcyees' Aerjrement Sys:em
Mer.;~er ~ome Loan Program , Leans are mace atmarket rate

•;....,ypension f:.:r.Cs not ir.c:~ed, but !is~:d as havir:g E1is. cio not provide any intormationon 11~ tenchmar1cs usee in :lleir ;JrogrCi07:s.



Appendix 1 - Continued

BENCHMARKS REPORTED BY PUBLIC PENSION FUNDS WITH ETIs*

Bencnmsri:

Ca/ifomia' Public Employees' Retirement SysteriT
Alternative Investments .•.... _.•.. _ _ _Totcl return of 20%

P:.Jbiic EmpfoyeesJ RetirementAssociation atColorado
Cente:1riial , S& P500 Steck index
Cctcmcine S&? 500 Steck Incex
Ccioracc venture Capite: M2n2ger;; e~: . .. ' S&? 5C'O S:G:~ 'r,CEX

Iowa Public =mployees Retirement Syster:
venrure Capital Fund '" j7~Jc a~~L;al ~:= C7 ~~:~~~ :~, :;-,= .:: ..:::~~:~ ::'~:::C:

Hear:J2nd Seed Fund .

:Vissourf St2:~ Enp/oyees' Retiremer: 5/5;=,7;
Misso~ri venture Partners , .. The ra:e of ::::';.-~ ~c.~:~ve: :y :~~ ~:..;""::-s :x:=-~al 7.::12';::"78"-

venture :2pi::[

!~'2~'/ York eif; EmploY=2S' R2tfr2mer::- 5/"5i::.77
=x:els;c!" ,=~:;j . .... 7-ye~r US: T'3=S:":::, 3c~cs 8~ S&.= 5 -;':: ,~. ::'":c .rcex ':C"~'::

c;o~r=~, r:c~ /e: ~:.=:=-7:~::~:·

:;..~~~~! :~: i~ 4 • • • • • • • • S=~=

C~;t::ici , S2.~2

Pubt«: SCI~OGI Ernpioyes' Retirement Sys~=.'17 of .~e.'ir;s'yhani?

Venture Capital , .. 1,000 02.S;S ~8iii:S eve: t~3 CC.0S~~2·- ?rice :ccex 7 ya::~ ranir-;

P:nnSjlvania State Employes' Petiremert System
venture Capital Program _ ' Venture EC8r8~ics V:~t2.;e j5=,'" :e~c~~2r~s

Caisse de DepotetPfacement de Quebec
Venture Capital'Program , Same as fer the asset class as awnc:e

StEtE of Wisconsin Investment Board
Wisconsin-bas'ed Capital. Ventura Capit2i market returns

PARTIII; SMALLSUSlNessElls

FundNaini:iEit<::(' ,.. ".. ,. .Benchmark'

Mir:nesotasiaie Bo~rd: ~tJnvestment
Small ~usfne~:f.p'rogram ~ 2.00 basis points over U.S. Treasuries

New YorkCirl £mpI6yees~Retirement System
Small Business LcanProqrarn _ 3-mcmti U:S. Ireasurv NOt2S

Vlycming Retire.rnentSYstem
S~a!1 Business loans . _ _. _.. _ _ No cencnrnarx ~sej



Appendix 1 - Continued

BENCHMARKS REPORTED BY PUBLIC PENSION FUNDS WITH Ells·

PART IV: OTHER Ens

Fund NamitETr .: . Benchmark

stne of Cooneeticut Trust Funds .
Connecticut- Programs Fund' ~ Notyet determined butwill employ several benchmarks

City of Hartford Municipal Employees' Retirement Fund
10'Prospect Place Bldg ' The pension fund's ac~uc.r:c.1 rate of ~::L1r.i

rcouc Employees' Retirement System of tosro
Commercial MOr7cage, Program , Shearson L::ii:1en Gcv:r~~ent"CJr;:::~ate or Shea:"so~ L.3hiTi2r1

AggreCe!:

Minnesota State Board of Investment
Cer:i7icate of Decosit Program. . . . . . .. ..,. . ..... Averace seccrcarv l71a:-:o<:: :er:ifica:: :Jf ceccs: ;-2~e ccctec ::/

the New 'fOfl< Federal Reserve 3ani< C,i care of ·su:s:~i~:;on
Agricultural Export Program 50basis points over 6·m Qn:h Treas;,;nes

New YtJrk Cif1j Employees~ Retirement Syster:
cornm. Preservanon-commercat , GNrv1A high Ccucon

Or=~C(J Public Employes' Retirement svster:
C":J~.~9rc:aJ Mortgages . ~ Deals s~r:..;=~~:'":: :0 ret~ ~ 300 oasis ::l0:S C\/~ ~ ~ C--fea:

Treasunes
';;:iir;sy/vcnia Stst: Employes' Retirer:::::it S/S~2.';;

Private PiacemSiits snearson :"~~:::2.!i 3rcs. Go'/;/Co~: '~.:=;;,

Pennsylvania lndsx ' Wiisi,iie 45DO 'ncex

Tescner R~rerrient System of Texas
Texas Growth Fund .< S&P 500 and/or Sheaison :":hmCin Govt/Corp Index

State of Wisconsin Investment Beard
Direct LaOs ...............•.................. BenchlT,ark uncer revie'.'I
3~yearC.D. Program 3-year U.S. Treasuries plus 55to 65 basis points
3-month C.D. Progra-,m Federal Reserve 3-month c.d. composite plus 10 baSIS points

•Anypension funds' not included, but listed as havine :;15, didnotpr~vide any information on the benchmarks used in theirprograms.
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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 participants 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
(JLARe) 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 asset allocation as part of the process of
diversifying the investment portfolio among asset classes. 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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1 classes such as venture capital projects. then such projects. should include investments that
2 generate a direct. positive impact on the Commonwealth's economy; and
3 WHEREAS. economically-targeted investments in venture capital projects located in the
4 Commonwealth may help to revitalize deteriorating areas, stimulate growth in employment,

. 5 generate tax revenue, and improve existing capital structures in communities throughout the
• Commonwealth; and
7 WHEREAS, such economically-targeted investments. in venture capital projects are
8 already being made by public retirement systems in Alabama, Alaska, california,
• Connecticut, Massachusetts, Michigan, Minnesota, Missouri, New Hampshire, Pennsylvania,

10 Rhode Island, and Wisconsin; now, therefore, be it
11 RESOLVED by the House of Delegates, the Senate concurring, That the Virginia
12 Retirement System is requested to study the feasibility of economtcally-targeted investments
13 in venture capital projects located in the Commonwealth.
14 The Virginia Retirement System shall complete its work in time to submit its findings
15 and recommendations to the Governor and the 1995 Session of the General Assembly as
11 provided in the procedures of the Division of Legislative Automated Systems for the
17 processing of. legislative documents.
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