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January 28, 1985
Edward B. O’Neill
Senate Clerk
Statehouse, Room 334
Boston, MA 02133
Dear Mr. O’Neill:

In accordance with GeneralLaws Chapter 7, Section 50,1 am
filing withyou copies of the following pension investment rules and
regulations as promulgated today by this office.
840 CMR 4.00: Standard Methods of Accounting
840 CMR 16.00: Investment Advice and Management
840 CMR 17.00: Standards of Conduct forFiduciaries and Invest-

ment Advisors
840 CMR 18.00: Statement of Investment Objectives
840 CMR 19.00: Exemption from Investment Restrictions
840 CMR 20.00: Standard Rules for Investments by Exempt Boards
840 CMR 21.00: Prohibited Investments
840 CMR 22 00: Recognition of Gains and Losses on Fixed Income

Investments: Transfers to PRIT Fund.
We are also filing copies with the State Secretary as required

by General Laws Chapter 30A, Section 5. We have advised the
Secretary that these regulations will take effect upon publication
by the State Secretary subject to any action the General Court may
take under General Laws Chapter 7, Section 50.

Sincerely,
JOHN J. McGLYNN
COMMISSIONER
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4.01 Ledger Accounts, Cash Book and Journal
4.02 Entries and Posting of Accounts; Trial Balance
4.03 Copies to be Sent to PERA
4.04 Failure to File Financial Reports

These rules establishing standard methods of accounting for
boards are promulgated by the Commissioner ofPublic Employee
Retirement pursuant to General Laws, Chapter 7, Section 50 and
GeneralLaws, Chapter 32, Section 21. Except as may otherwise be
provided by the Commissioner, or by supplementary rules of a par-
ticular retirement board approved by the Commissioner pursuant
to 840 CMR 14.02, or by statute, these rules shall govern methods
of accounting of all retirement boards.
4.01; Ledger Accounts, Cash Book and Journal.

Starting January 1,1985, ledger accounts shall be established,
numbered and maintained in the form prescribed by Form 4-1 and
a Cash Book and Journal shall be maintained.
4:02: Entries and Posting of Accounts; Trial Balance.

(1) Cash items shall be entered in the Cash Book daily and
non-cash items shall be entered in the Journal daily.
(2) The Cash Book and Journal shall be posted to the ledger
accounts monthly.
(3) A trial balance shall be performed monthly.

4.03: Copies to be Sent to PERA.
(1) Within four weeks of the close of each month, afterall en-
triesfor the month have been posted and a trial balance per-
formed, the board shall send to the Public Employee Retire-
ment Administration a photocopy of the following for the
month:

(a) cash book entries
(b) trial balance

(2) The board shall instruct its investment advisors or, if it
has no investment advisors, its brokers to send to the Public
Employee Retirement Administration a copy of the broker
confirmation of every security transaction.

4.04: Failure to File Financial Reports.
Any retirement board failing to file the financial statements

and reports required by paragraph (g) of subdivision 5 of General
Laws, Chapter 32, Section 20, or by 840 CMR 4.03 shall be subject

840 CMR 4.00: STANDARD METHODS OF ACCOUNTING
SECTION
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to the penalties provided by subdivision 2 of GeneralLaws, Chapter
32, Section 24 and to revocation of exemption pursuant to 840 CMR
19.07.

840 CMR 16.00: INVESTMENT ADVICE AND MANAGEMENT
SECTION
16.01 Definitions
16.02 Employment of Investment Advisor
16.03 Authority of Investment Advisory to Invest Funds
16.04 Use of Securities Depository, Nominees
16.05 Review of Investment Performance
16.06 Notice of Cease and Desist

These are the standard rules for investment advice and
management promulgated by the Commissioner of Public
Employee Retirement pursuant to GeneralLaws, Chapter 7. Sec-
tion 50 and General Laws, Chapter 32, Sections 21 and 23. Except
as may otherwise be provided by the Commissioner, or by sup-
plementary rules of a particular retirement board approvedby the
Commissioner pursuant to 840 CMR 14.02, or by statute, these rules
shall govern investmentadvice and management provided to any
retirement board in the Commonwealth.
16.01: Definitions.

Unless a different meaning is plainly required by the context,
words and phrases used in 840 CMR 16.00 to 840 CMR 22.00, in-
clusive, shall have the meanings assigned them by this section. If
no meaning is assigned by this section they shall have the mean-
ings assigned them by GeneralLaws, Chapter 32 and if no mean-
ing is so assigned, they shall have their ordinary meanings.

(1) ‘ ‘Fiduciary’ ’or “retirement board fiduciary ’
’ means any

person who exercises any discretionary authority or discre-
tionary control respecting management of the funds of any
retirement system or exercises any authority or control
respecting management or disposition of its assets, including,
without limitation:

(a) Any retirement board member
(b) Any retirement board staff member who exer-
cises such authority or control
(c) Any investment advisor

(2) “Investment advisor’’ means any person who provides
investment advice to, or manages the funds of, a retirement
system with or without compensation including, without



1985.] SENATE No. 2065. 5

limitation, any retirement board member, fiduciary,
employee, broker or agent who provides such advice or
manages such funds.
(3) “Person” means an individual, partnership, jointventure,
corporation, association, trust, estate or organization of
members of a retirement system.
(4) “Qualified investment advisor” means an investment ad-
visor who is:

(a) registered as an investment advisor pursuant to
the Investment Advisors Act of 1940 (15 U.S.C. 80b-l
et seq. );

(b) a bank as defined by the Investment Advisors
Act of 1940;
(c) an insurance company qualified to manage, ac-
quire or dispose of assets in a plan pursuant to the
laws of more than one state; or
(d) a person determined by the Commissioner of
Public Employee Retirement to have an investment
management record, including experience manag-
ing the investments of one or more Massachusetts
public employee retirement systems, that qualifies
such person to serve as an investment advisor.

16.02: Employment of Investment Advisor.
(1) Any board may employ a qualifiedinvestment advisor as
defined in Section 16.01(4) to advise the board on investments
or to manage the funds of the system.
(2) No person who is not a qualified investment advisor as
defined by Section 16.01(4) shall advise any board on in-
vestments or manage on behalf of any board the funds of any
system.
(3) Any board may incur expenses for investment advice or
management of the funds of the system by a qualified invest-
ment advisor and may charge such expenses against earn-
Ed income from investments provided that such expenses shall
not exceed in any one year:

(a) 1% of the value ofany fund having a total value
of $5 million or less, or
(b) 0.5% of the value ofany fund having a total value
of more than $5 million.

16.03: Authority of Investment Advisors to Invest Funds.
(1) Any retirement board may by vote authorize a qualified
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investment advisor as defined by 840 CMR 16.01(4) to invest
and reinvest the funds of the system on behalf of the board

(a) on a transactionby transactionbasis as directed
by the board, or
(b) on a monthly basis in accordance with the
board’s statement of investment objectives and such
further direction as may be provided by the board.

(2) Every investment made by an investment advisor on
behalf of a board shall comply with the requirements of
GeneralLaws, Chapter 32, Section 23 and 840 CMR 16.00 - 21.00.
(3) Every board that authorizes an investment advisor to in-
vest and reinvest the funds of the system on a monthly basis
shall review such investments monthly and shall approve each
investment transaction within thirty days following settlement
of the transaction.

16.04: Use of Securities Depository; Nominees.
(1) Any board may designate one or more banks or trust com-
panies, organized under the laws of the Commonwealth or of
the UnitedStates, custodian of the securities of the system and
may designate as members ofany nomineeholding securities
of the system any authorized employee of such custodian.
(2) Any board may authorize a custodian designated pursuant
to Section 16.04(1) to place the securities of the system in a
securities depository registered with the Securities and Ex-
change Commission for the purpose of facilitating security
trading and certificate delivery.

16.05: Review of Investment Performance.
(1) Every retirement board shall review the performance of
system investments at least semi-annually.
(2) Every retirement board that has a qualified investment
advisory shall at least semi-annually

(a) require its investment advisor to provide a com-
prehensive written report of investment
performance.
(b) review each such report in depth with its invest-
ment advisor

16.06; Notice to Cease and Desist.
If the Commissioner of Public Employee Retirement has

reason to believe thatany person including, without limitation, any
board or member or investment advisor thereof is investing the
funds of the system without being qualified to do so or otherwise
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in violation of any provision of GeneralLaws, Chapter 32, Section
23 and 840 CMR 16.00 - 22.00, inclusive, the Commissioner shall issue
a notice to such person to cease and desist from doing so and, if
the Commissioner finds thatprotection of system funds so require,
he may

(1) Remove any such investment advisor
(2) Revoke any exemption granted to suchboard pursuant to
840 CMR 19.05
(3) Petition the superior court to compel the observance and
restrain the violation of any provision of General Laws,
Chapter 32, Section 23 and of 840 CMR 16.00 - 22.00.

17.01 Bonding of Persons Having Access to Retirement Board
Funds

17.02 Code of Ethics for Fiduciaries
17.03 Standards of Conduct for Fiduciaries
17.04 Standards of Conduct for Investment Advisors

These rules establishing standards of conduct for fiduciaries
and investmentadvisors are promulgated by the Commissionerof
Public Employee Retirement pursuant to GeneralLaws, Chapter
7, Section 50 and GeneralLaws, Chapter 32, Sections 21 and 23. Ex-
cept as may otherwise be provided by the Commissioner, or by sup-
plementary rules of a particular retirementboard approved by the
Commissionerpursuant to 840 CMR 14.02, or by statute, these rules
shall govern the conduct ofall retirement board fiduciaries and in-
vestment advisors. No person who is not a qualified investment ad-
visor as defined by Section 16.01(4) shall provide investment ad-
vice to or manage the funds of any retirement system.
17.01; Bonding of Persons Having Access to Retirement Board Funds.

All persons having access to retirement board funds shall be
bonded in an amount sufficient to provide reasonable protection
against losses due to fraud and dishonesty.
17.02: Code of Ethics for Fiduciaries.

Fiduciaries shall subscribe and conform to the following code
of ethics:

(1) Ficuciaries should conduct themselves with integrity and
act in an ethical manner in their dealings with the public,
retirement board, employers, employees, and fellow
fiduciaries.

840 CMR 17.00: STANDARDS OF CONDUCT FOR FIDUCIARIES
AND INVESTMENT ADVISORS

SECTION
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(2) Fiduciaries should conduct themselves and should en-
courage other fiduciaries to perform their functions in a pro-
fessional and ethical manner that will reflect credit on
themselves and their profession.
(3) Fiduciaries should act withcompetence and should strive
to maintain and improve their competence and that of others
in their profession.
(4) Fiduciaries should use proper care and exercise indepen-
dent professional judgment.

17.03: Standards of Conduct for Fiduciaries.
Every fiduciary shall know and comply withall applicable pro-

visions of GeneralLaws, Chapter 268 A governing the conduct of
public officials and employees and shall conform to the standards
of conduct prescribed by GeneralLaws, Chapter 268A, Section 23.

(1) Every fiduciary shall:
(a) Discharge his or her duties for the exclusive purpose
of providing benefits to retirement system members and
their beneficiaries;
(b) Act with the care, skill, prudence and diligence under
the circumstances thenprevailing 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;
(c) Diversify investmentsof the retirement system so as
to minimize the risk of large losses unless under the cir-
cumstances it is clearly prudent not to do so;
(d) Operate in accordance with retirement system pro-
cedures, documents and instruments; and
(e) Inform each retirement system investment advisor
of the Code ofEthics and Standards of Conduct applicable
to investment advisors pursuant to Sections 17.02 and
17.04.

(2) No fiduciary shall:
(a) Receive additional compensation for services as a
retirement board fiduciary if he or she is employed full-
time by an employer whose employees are members of
that retirement system except as otherwise provided by
law;
(b) Deal with retirement system assets for his or her own
account or in his or her own interest;
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(c) Act in any manner affecting aretirement system on
behalf of any person or organization whose interests are
adverse to the interests of the system, its members or
beneficiaries;
(d) Receive any thing of value for his or her own personal
account from any person or organization in connection
with a transaction involving retirement system assets;
(e) Cause a retirement system to engage in a transac-
tion which involves, directly or indirectly, a sale, ex-
change, lease or transfer of assets to or from, or the use
of assets by or for the benefit of, or the furnishing of
goods, services or facilities to or by, or the lending of
money or extension of credit to or by, a party in interest.
A party in interest includes:

(1) any board member, fiduciary, employee,
broker, agent or person providing services to the
board;
(2) any organization of members of the retirement
system;
(3) any corporation, partnership, or trust or estate
of which or in which 10 percent or more of

(a) the voting stock or value ofall stock of such
corporation,
(b) the interest in capital or profits of such
partnership, or
(c) the beneficial interest of such trust or
estate,

is owned directly or indirectly by persons describ-
ed in this Section 17.03(2)(e)(1);
(4) any spouse, ancestor, lineal descendant, or
spouse of a lineal descendant of any individual
described in this Section 17.03(2)(e)(1).

17.04 Standards of Conduct for Investment Advisors.
(1) Compliance with Applicable Law, Regulations, Code of Ethics

and Standards of Conduct.
(a) Knowledge of and Compliance with Applicable Law, etc.
Every investment advisor shall maintain knowledge of
and shall comply with all applicable laws and rules and
regulations, including rules and regulations of any self-
regulatory agency of the profession, and the Standards
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of Conduct of Sections 17.03 and 17.04 and the Code of
Ethnics of Section 17.02.
(b) Assisting Legal and Ethical Violations Prohibited. No in-
vestment advisor shall knowingly participate in, or assist
any act in violation of any statute or regulation govern-
ing securities matters or any act in violationof the Code
of Ethnics of Section 17.02 or the Standards of Conduct
of Sections 17.03 and 17.04.
(c) Use ofMaterialNon-public Information Prohibited. Every
investmentadvisor shall comply with all laws and regula-
tions relating to the use of material non-public informa-
tion. No investment advisor shall communicate or take
investment action on the basis of such information until
it is publicly disseminated and any Investment advisor
who acquires such information, other than as a result of
a special or confidential relationship with an issuer, shall
make reasonable efforts to achieve public dissemination
of such information by the issuer.

(2) Supervision of Employees. Every investment advisor shall
exercise reasonable supervision over employees and agents
subject to his or her control to prevent violation by such per-
sons of applicable statutes, regulations, the Code of Ethics
ofSection 17.02 and the Standards of Conduct ofSections 17.03
and 17.04.
(3) Invest Recommendations and Actions.

(a) Reasonable judgment. Every investment advisor shall
exercise diligence and thoroughness in making invest-
ment recommendations and in taking Investment actions
for a retirement board and shall:

(1) have a reasonable and adequate basis for each
investment recommendation and action, sup-
ported by appropriate research and investiga-
tion; and

(2) maintain appropriate records to support the
reasonableness of each investment recommen-

(b) Portfolio Investment RecommendationsandActions. Every
investment advisor shall, when making an investment
recommendation or taking an investment action for any
portfolio or retirement board, consider its ap-

dation and action
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propriateness and suitability for thatparticular portfolio
or board. In doing so, the investment advisor shall take
into account the needs and circumstances of the board,
the basic characteristics of the total portofolio and the
basic characteristics of the investment involved. An in-
vestment advisor shall use reasonable judgment in deter-
mining the factors to be considered and the weight to be
given to each factor and shall distinguish between fact
and opinion in presenting investment recommendations.

(4) Misrepresentation Prohibited. No investment advisor shall
make any statement, orally or in writing, which materially
misrepresents the services that the investment advisor is
capable ofperforming for the board, the qualifications of the
investment advisor, the investment performance that the in-
vestmentadvisor has achieved or can be expected to achieve
for the board or the expectedperformance of any investment.
No investmentadvisor shall make any unsupported statement
concerning these matters or any statement, orally or in
writing, about any investment which guarantees or conveys
any unsupported assurances, explicitly or implicitly.
(5) Fair Dealing With Retirement Boards. Every investment ad-
visor shall act in a manner consistent with the investment ad-
visor’s obligation to deal fairly with a board when making in-
vestment recommendations, making material changes inprior
investment advice, and taking investment action.
(6) Priority of Transactions. Every investmentadvisor shall con-
duct himself or herself in such a manner that transactions for
the retirementboard have priority over personal transactions,
and that personal transactions do not operate adversely to the
board’s interest. An investment advisor making a recommen-
dation about the purchase or sale of a security shall give the
board at least two business days to act on this recommenda-
tion before acting on the investment advisor’s own behalf.
(7) Disclosure of Conflicts.

(a) An investment advisor, when making an investment
recommendation, or taking an investment action, shall
disclose to the board in writing any conflict of interest the
investment advisor may have and any beneficial owner-
ship of the securities involved which could reasonably be
expected to impair the investment advisor’s ability to
render unbiased and objective advice.
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(b) An investment advisor shall disclose to the board in
writing all matters which couldreasonably appear to in-
terfere with the investment advisor’s duty to the board
or ability to render unbiased and objective advice.
(c) An investment advisor shall also comply with all re-
quirements as to disclosure of conflicts of interest impos-
ed by law and by rules and regulations of organizations
governing the activities of investmentadvisors and shall
comply with any prohibitions on suchactivities if a con-
flict of interest exists.

(8) Compensation.
(a) Disclosure ofAdditional Compensation Arrangements. An
investment advisor shall inform the board of any ar-
rangements for compensation by others in connection
with the investment advisor’s services to the board.
(b) Disclosure of Referral Fees. Any investment advisor
shall disclose to the board any consideration paid or ex-
pected to be paid to others for recommending the services
of the investment advisory to the board.

(9) Relationships with Others.
(a) Preservation of Confidentiality. An investment advisor
shall preserve the confidentiality of information com-
municated by the board concerning matters within the
scope of the confidential relationship, unless the invest-
ment advisor receives information concerning illegal or
potentially illegal activities on the part of any fiduciary
or employee of the board. Any knowledge of illegal or
potentially illegal activities on the part of any fiduciary
or employee of the board shall be conveyed to all the
members of the board and the Commissioner of Public
Employee Retirement.
(b) Maintenance of Independence and Objectivity. An invest-
ment advisor, in relationships and contracts with an
issuer of securities, whether individually or as a member
of a group, shall use particular care arid good judgment
to achieve and maintain independence and objectivity.

(10) Enforcement and Liability.
(a) Every investment advisor shall be deemed to have
agreed with the retirement board:

(1) to be liable to the board for any losses due to any
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violation of the provisions of General Laws,
Chapter 32, Section 23 or of 840 CMR 16.00to 22.00
including, without limitation, any violation of the
Code of Ethics of Section 17.02 or the Standards
of Conduct of Sections 17.03 and 17.04;

(2) to be subject to removal as an investment advisor
by the Commissioner of Public Employee Retire-
ment in the event that the Commissioner deter-
mines that the investment advisor has violated
any of the provisions of General Laws, Chapter 32,
Section 23 or of 840 CMR 16.00 to 22.00 including,
without limitation, any provision of the Code of
Ethics ofSection 17.02 or the Standards of Conduct
of Sections 17.03 and 17.04; and

(3) that neither the board nor the Commissioner of
Public Employee Retirement shall be liable to the
investment advisor for any such loss, by way of
indemnity or otherwise, or for any such removal,

(b) No investment advisor removed by the Commis-
sioner pursuant to Section 17.04 (10) (a) (2) shall continue
to serve or be employed as an investment advisor by any
other retirement board except as may otherwise be
authorized by the Commissioner.

18.01 General Requirement
18.02 Matters to be Included in Statement of Investment

Objectives
18.03 Alternative Time Horizons
18.04 Updates of Statement of Investment Objectives
18.01; General Requirement.

Every board shall, on or before March 31,1985 and, on or before
December 31, 1988 and every fourth year thereafter, file a state-
ment of investment objectives and shall, on or before December
31 of every otheryear, file a statement updating the most recently
filed statement of investment objectives.
18:02: Matters to be included in Statement of Investment Objectives.

Every statement of investment objectives shall be filed on
Form 18-1, shall cover the three year period starting January 1 of
the year following the year for which the statement is filed, and
shall include the following information:

840 CMR 18.00: STATEMENT OF INVESTMENT OBJECTIVES
SECTION
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(1) Fiduciaries. The name, address, background and respon-
sibilities of each retirement board fiduciary, including any in-
vestment advisor employed or expected to be employed by the
board;
(2) Investment Advisor. The terms of employment and compen-
sation of any investment advisor and any retirement board
fiduciary receiving additional compensation as a fiduciary;
(3) Investment Policy. A statement of investment policy in-
dicating how investment objectives are to be accomplished in-
cluding the investmentphilosophy and method of investment,
whether an investment advisor will be employed and, if so,
the method of selection to be used, and including the method
to be used to select brokers on a competitive basis for invest-
ment transactions;
(4) Rate of Return. A statement of the rate of return objective
for the entire portfolio which shallbe at least one percent (100
basis points) greater thana composite performance index con-
sisting of thirty percent of the Standard and Poors “500” Stock
Index and seventy percent of the Saloman Brothers High
Grade Long Term Bond Index, cumulated quarterly;
(5) Risk. The expected level of risk for the equity portion of
the portfolio expressed in terms of an annual average beta
coefficient with 1.0 equal to market volatility which, for boards
partially or wholly exempt from statutory investment restric-
tions pursuant to 840 CMR 19.05, shall be not less than .70 nor
more than 1.15 as determined in accordance with the beta ser-
vice approved by the Commissioner;
(6) Asset Mix. The expected portfolio asset mix, expressed as
a percentage of the entire portfolio, of equities, fixed income
investments and cash and short term investments;
(7) Diversification. The expected degree of diversification by
asset class for equities, fixed income investments and cashand
short term investments; and
(8) Other. Such further information as may be required pur-
suant to Section 18.03 of these rules or as may otherwise be
required by the Commissioner of Public Employee
Retirement.

18.03: Alternative Time Horizons.
Any board and any investment advisor employed by a board

may use time horizons other than the three year period prescribed
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by Section 18.02 for establishing investment objectives and measur-
ing performance but, in this event, the informationrequired by Sec-
tion 18.02 shall be stated both with respect to the time horizon so
used and with respect to the three year period prescribed by Sec-
tion 18.02.
18:04: Updates of Statement of Investment Objectives.

Every statement updating a statement of investment objectives
shall be filed on Form 18-2, shall cover the period since the next
preceding statement of investment objectives or updating state-
ment, as the case may be, and shall include all changes in the in-
formation required to be included in the most recently filed state-
ment of investment objectives since that statement or the most
recently filed updating statement was filed.

19.01 Application for Exemption
19.02 Matters to be Included in Application
19.03 Determination of Qualifications of Investment Advisor;

Review of Application
19.04 Rating of Investment Performance and Qualifications
19.05 Partial, or Complete Exemption by Commissioner
19.06 Change of Investment Advisor
19.07 Revocation of Exemption
19.01: Application for Exemption.

Any board may apply for exemption from the restrictions on
investments of Clause (i) to (vii), inclusive, of paragraph (2)(b)
of GeneralLaws, Chapter 32, Section 23 by filing an application on
Form 19-1 with the Commissioner of Public Employee Retirement.
A board having more than one investment advisor shall include in
its application the information required by Section 19.02 with
respect to each investment advisor.
19.02: Matters to be Included in Application.

Every application for exemption shall include the following
information:

(1) The past performance of the board’s investment advisor,
if any, over the five year period preceding the year of applica-
tion expressed as a five year compound annual time weighted
rate of return of fixed income, equity, and cash and cash
equivalent investments of all client portfolios during the
period.

840 CMR 19.00: EXEMPTION FROM INVESTMENT
RESTRICTIONS
SECTION
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19.03

(2) The professional qualifications of the investment advisor
including any professional degrees, memberships in profes-
sional associations and teaching, research and other academic
positions held in the fields of financial and economic analysis.
(3) The investment advisor’s experience with public and
private pension accounts, indicating whether the investment
advisor has previously managed public pension fixed income,
equity and cash and cash equivalent accounts, and private pen-
sion accounts.
(4) Whether the investment advisor is registered under the
Investment Advisor’s Act of 1940.
(5) The investment advisor’s review and control procedures
indicating whether the investment advisor

(a) has computer capability permitting daily pric-
ing of portfolios.
(b) has access to a financial news service.
(c) does daily analysis of market conditions, in-
dividual issues and interest rates.

(6) The investment advisor’s procedures for daily supervision
ofportfolios indicating whether the investment advisor has one
or more in-house analysts who are members of the Financial
Analysts Federation and qualified to analyze:

(a) Fixed income investments by industry.
(b) Equity investments by industry.
(c) Cash and cash equivalent investments.
(d) Economic conditions.
(e) Market trends
(f) Portfolios.

(7) The investment advisor’s trading capability indicating
whether the investment advisor has trading capability for fix-
ed income, equity and cash and cash equivalent investments.
(8) Such other information as the Commissioner of Public
Employee Retirement may require.

Determination of Qualifications of Investment Advisor; Review of
Application

(1) Investment Advisor. The Commissioner ofPublic Employee
Retirement shall determine, for every application for exemp-
tion, whether the board has a qualified investment advisor as
defined by 840 CMR 16.01(4).
2) Review ofApplication. If the Commissioner determines that
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the board has a qualified investment advisor, he shall review
the information contained in the application for exemption,
consider the diversification of the risk of the investments of
the board, and rate the investment performance of the boax d
and the investment performance and professional qualifica-
tions of the investment advisor in accordance with Section
19.04.

19.04 Rating of Investment Performance and Qualifications.
In rating investment performance and qualifications the Com

missioner of Public Employee Retirement shall assign points as
follows:

Total Points
Possible

(1) Investment Performance ofBoard.
(a) Average return (yield) on investments
relative to the median average return (yield) of
all boards for the two years next preceding
January 1 of the year of application. 20

(1) greater than median + 1.5% 20
(2) greater than median + .75%

to median + 1.5% 15
(3) greater than median to

median + .75% 10
(4) greater than median .75%

to median 5
(5) median .75% or lower 0

(b) Two year compound annual time weighted
rate of return of investment portfolio for the two
years next preceding January 1 of the year of
application. 10

(1) greater than or equal to SalomonBrothers
High Grade Long Term Bond Index or
greater than or equal to the Shearson
Lehman/American Express Govern-
ment/Corporate Bond Index. 10

(2) less than either index 0
(2) Investment Performance of Investment Advisor.

(a) Five year compound annual time weighted
rate ofreturn of fixed income investments for the
five years next preceding January 1 of the year
of application. 5
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(1) greater than or equal to the Salomon
Brothers High Grade Long Term Bond In-
dex or greater than or equal to the Shear-
son Lehman/American Express Govem-
ment/Corporate Bond Index. 5

(2) less than either index. 0
(b) Five year compound annual time weighted
rate of return of equity investments for the five �
years next preceding January 1 of the year of
application. 5

(1) greater than or equal to the Standard and
Poors “500” Stock Composite Index. 5

(2) less than the index. 0
(c) Five year compound annual time weighted
rate of return of cash and cash equivalent in-
vestments for the five years next preceding
January 1 of the year of application. 5

(1) greater than or equal to 90 day Treasury
Bills. 5

(2) less than 90 day Treasury Bills. 0
(3) Professional qualifications of investment advisor. In-

vestment advisor is, or has at least one full-time
staff member who is, a Chartered Financial
Analyst, a member of the Financial Analysts
Federation, or a teacher, dean or research fellow
in the field of financial or economic analysis at a
college or university. 5

(a) If yes 5
(b) If no 0

(4) Pension Accounts Managed by Investment Advisor.
Public and private pension accounts managed by
investment advisor as of the year preceding the
year of application. 5

(a) Public fixed income accounts.
(1) If managed 1
(2) If not 0

(b) Public equity accounts
(1) If managed 1
(2) Knot 0

(c) Public cash and cash equivalent accounts.
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(1) If managed 1
(2) If not 0

(d) Private pension accounts
(1) If managed 2
(2) If not 0

(5) Registration of Investment Advisor Under the Investment
Advisors Act of 1940. 5

(a) If registered 5
(b) If not 0

(6) Investment Advisor’s Review and Control Procedures.
Investment advisor’s review and control pro-
cedures include: 10

(a) Computer capability permitting daily pric-
ing of portfolios
(1) If yes 4
(2) If no 0

(b) Access to a financial news service
(1) If yes 3
(2) If no 0

(c) Dally analysis of
(1) Market conditions

(a) If yes i
(b) If no o

(2) Individual issues
(a) If yes i
(b) If no 0

(3) Interest rates
(a) If yes i
(b) If no 0

(7) Daily supervision of Portfolio
(a) Investment advisor is, or has at least one

full-time staffperson who is, a member of
the Financial Analysts Federation and is
qualified to analyze:
(1) Fixed income investments by industry

24

(a) If yes 4
(b) If no 0

(2) Equity Investments by industry
(a) If yes 4
(b) If no 0

(3) Cash and cash equivalent investments
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I

(a) If yes
(b) If no

4
0

(4) Economic conditions
(a) If yes
(b) If no

(5) Market trends
(a) If yes

4
0

4
0(b) If no

(6) Portfolios
(a) If yes 4

0
(8) Investment advisor has trading capability in

(a) Fixed income investments
6

(1) If yes 2
0

(b) Equity Investments
(1) If yes 2

0
(c) Cash and cash equivalent investments

(1) If yes 2
0(2) If no

100
19.05; Partial, or Complete Exemption by Commissioner.

The Commissioner shall grant exemption from the restrictions
on investment of Clause (i) and (vii), inclusive, ofparagraph (2)(b)
of General Laws, Chapter 32, Section 23 as follows:

(1) Complete Exemption. Boards assigned 70 points or more pur-
suant to Section 19.04 shall be granted complete exemption
(2) Partial Exemption.

(a) Boards assigned 60 points or more but less than 70
points pursuant to Section 19.04 shall be granted exemp-
tion with respect to 50% of the market value of their
portfolio.
(b) Board assigned 50 points or more but less than 60
points pursuant to Section 19.04 shall be granted exemp-
tion with respect to 25% of the market value of their
portfolio.

(3) No Exemption. Board assigned less than 50 points pursuant
to Section 19.04 shall be granted no exemption.
(4) PRITFund Purchase. Pursuant to paragraph (g) of subdivi-

(b) If no

(2) If no

(2) If no
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sion 2 of GeneralLaws, Chapter 32, Section 23 all retirement
systems are authorized to purchase shares in the PRIT fund.

19.06: Change of Investment Advisor.
Any board granted partial or complete exemption pursuant to

Section 19.05 that terminates its investment advisor or changes ex-
emption on Form 19-1 with the Commissioner ofPublic Employee
Retirement. Unless the board’s exemption is sooner revoked pur-

suant to Section 19.07, the exemption shall remain in effect pending
Commissioner’s determinationof the application for continued

exemption.
19.07: Revocation of Exemption.

If the Commissioner has reason to believe thata board granted
partial or complete exemptionpursuant to Section 19.05, or the in-
vestments of any such board, do not comply with the requirements
of Subdlvision(3) of GeneralLaws, Chapter 32, Section 23, or with
the requirements of 840 CMR 4.00 to 4.03, or 840 CMR 16.06, or 840
CMR 17.00 to 17.04, or 840 CMR 20.00 to 20.09 or 840 CMR 21.00, he
may require the board to show cause why the exemption shouldnot
be revoked. If the board fails to establish that its investments do
so comply, the Commissioner may revoke the exemption and the
board shall thereafter be subject to the restrictions on investments
of Clause (i) to (vii), inclusive, of paragraph (2)(b) of General
Laws, Chapter 32, Section 23.

840 CMR 20.00 STANDARD RULES FOR INVESTMENTS BY
EXEMPT BOARDS

20.01 Standard of Care
20.02 Standard of Risk
20.03 Portfolio Asset Mix
20.04 Quality of Investments
20.05 Diversification of Investments
J0.06 Bond Investments

Equity Investments
20.08 Cash and Short Term Investments
20.09 Venture Capital Investments

These are the standard rules for investment by retirement
systems investing in accordance with GeneralLaws, Chapter 32,
Section 23 and which are partially or completely exempt from the
provisions of Clause (i) to (vii), inclusive, or paragraph (2)(b) of
GeneralLaws, Chapter 32, Section 23. These rules are promulgated



SENATE - No. 2065. [May22

V

V

by the Commissioner of Public Employee Retirementpursuant to
GeneralLaws, Chapter 7, Section 50 and General Laws, Chapter
32, Section 21 and 23. Except as may otherwise be provided by the
Commissioner, or by supplementary rules of a particular retire-
ment board, or as otherwise in accordance with General Laws,
Chapter 32, Section 23, paragraph (2)(b), these rules shall govern
all investments by boards granted complete exemption, and shall
govern the exempt portion of investments by boards granted par-
tial exemption, pursuant to 840 CMR 19.05.
20.01: Standard of Care.

Investments shall be madeand all investment action shall be
taken with the care, skill, prudence and diligence under the cir-
cumstances thenprevailing that a prudent person acting in a like
capacity and familiar with such matters would use in the conduct
of an enterprise of a like character and with like aims and by diver-
sifying the investments of the system so as to minimize the risk
of large losses unless under the circumstances it is clearly prudent
not to do so.
20.02: Standard of Risk.

The equity portion of a board’s portfolio shall not be exposed to
risks that exceed an annual average beta coefficient of 1.15 where
1.0 is equal to market volatility.
20.03; Portfolio Asset Mix.

(1) Equity investments shallnot exceed 40% of the total book
value of the portfolio at the time of purchase.
(2) At least 40% but not more than80% of the total portfolio
valued at market shall consist of fixed income investments
with a maturity of more than one year.
(3) Cash and short term investments with a maturity of one
year or less shall not exceed 40% of the total portfolio valued
at market.

20.04: Quality of Investments.
All investments shall consist of recognized quality marketable

securities issued by:
(1) United States based corporations
(2) Obligations issued and guaranteed by the United States
Government
(3) Obligations of United States Government agencies
(4) Obligations issued and guaranteed by the Commonwealth
of Massachusetts and local governments located within the
Commonwealth of Massachusetts.
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(5) Obligations issued by agencies of the Commonwealth of
Massachusetts or local governments located within the Com-
monwealth of Massachusetts.

20.05: Diversification of Investments.
(1) Assets shall be diversifiedby asset class among fixed in-
come, cash and short term investments and equity
investments.
(2) At no time shall an investment in securities, other than
securities issued and guaranteedby the United States Govern-
ment, the Commonwealth of Massachusetts, local govern-
ments located within the Commonwealth of Massachusetts, or
their agencies, exceed ten percent of all classes of securities
issued by a single issuer.

20.06: Bond Investments.
(1) Fixed Income investments shall be diversifiedby industry
and by maturity.
(2) Bonds shall have a minimum quality rating of BAA or
equivalent as rated by one or more recognized bond rating
service.
(3) At least 75% of the fixed income investmentsat all times
shall carry a quality rating of A or equivalent or higher.
(4) Fixed income holdings which are downgraded by one or
more recognized rating services tobelow a BAA or equivalent
rating must be sold within a reasonable period of time not to
exceed one year.
(5) No more than 5% of the total market value of all in-
vestments shallbe invested in the debt obligations of any one
fixed income issuer except for securities issued and
guaranteed by the United States Government, or its agencies
that have the full faithand credit of the United States Govern-
ment, which may be held without limitation.
(6) Bonds issued and guaranteed by the Commonwealth of
Massachusetts and local governments located within the Com-
monwealth of Massachusetts, or by their agencies that have
the full faith and credit of the Commonwealth or the local
government may be held without limitation.
(7) Fixed income investments shall be made only in issues
with an outstanding value of at least $5O million, valued at par,
at the time of purchase.
(8) Purchases and sales of fixed income investments with
maturities exceeding one year shall not exceed 100% of the
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market value of all fixed income obligations in any twelve
month period, excluding cash and short term obligations.
(9) Fixed income investments may be sold at a loss pursuant
to 840 CMR 22.00.

20.07; Equity Investments.
(1) The issuer of equity securities must have a publicly
available operating record of at least five years, including past
performance resulting from mergers, acquisitions, and
spinoffs.
(2) At least 75% of the market value of equity investments
shall be in companies for which the market value of the out-
standing equity exceeds $lOO million.
(3) Equity investments shall consist of no fewer than 20
holdings diversified by industry.
(4) No more than 5% of the total book value of equity in-
vestments shall be invested in the equity securities of any one
company.
(5) Equity investments shallbe made only in securities listed
on a United States stock exchange or traded over the counter
in the United States.
(6) Purchases and sales of equity investments shall not ex-
ceed 50% of the average market value of all equity holdings
in any twelve month period.
(7) Equity holdings may be sold at a loss.
(8) Commingled or mutual funds may be used to achieve the
desired degree of diversification.
(9) Commingledread estate equity funds shall not exceed 5%
of the totalbook value of theportfolio at the time of purchase

20.08: Cash and Short Term Investments.
Cash and cash equivalent investments shall be made only in:

(a) money market funds
(b) securities rated A-l by Moody or P-1 by Stan-
dard and Poors or better by a recognized credil.
rating service, or
(c) in insured bank deposits.

20.09: Venture Capital Investments.
(1) Venture capital investments shall not exceed 3% of the
total market value of the portfolio at the time of the
investment.
(2) Venture capital investments shall only be made in venture
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capital funds operated by venture capital firms having their
principal places of business in Massachusetts.
(3) All venture capital investments shall be made in com-
panies which have their principal places of business in
Massachusetts.
(4) No more than 10% of the venture capital monies placed
withany one firm may be invested in the securities of any one
enterprise.
(5) All venture capital investments must achieve a measure
of risk reduction through syndication of investments.
(6) For diversification, systems may commingle venture
capital funds.

840 CMR 21.00 PROHIBITED INVESTMENTS
These rules establish a list ofprohibited investmentsfor retire-

ment system funds investedpursuant to GeneralLaws, Chapter 32,
Section 23. Except as may otherwise be provided by the Commis-
sioner, or by supplementary rules of a particular retirement board
approved by the Commissioner pursuant to 840 CMR 14.02, or by
statute, these rules shall prohibit the Investment of retirement
system funds invested pursuant to GeneralLaws, Chapter 32, Sec-
tion 23, whether or not exempt pursuant to 840 CMR 19.05, in any
of the following investments at any time:

(1) Purchases of securities by partial payment of their cost
(purchase on margin)
(2) Sale of securities not owned by the system at the time of
sale (short sales)
(3) Futures contracts
(4) Call options written against securities in the portfolio other
than as follows:

(a) Call options may be written against securities
in the portfolio by an Investment advisor registered
under the Investment Advisors Act of 1940.
(b) Call options may be written against securities
in the portfolio to a maximum of 25% of the market
value of the equity portfolio.
(c) Only options listed on a registered exchange
may be written.

(5) Purchases of options other than as required to close out
options positions.
(6) Lettered or restricted stock (with the exception of those
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investments that are venture capital investments).
(7) Mortgages
(8) Collateral loans including leverage buy-outs.
(9) Loans to employees or individuals.
(10) Direct purchase or lease of real estate.

22.01 General Rules; Exceptions I
22.02 Fixed Income Investments Not Paying Income
22.03 Certain Exchanges Defined
22.04 Recognition of Gain or Loss on Exchange of Fixed Income

Securities
22.05 Recognition of Gain or Loss on Transfer of Assets to PRIT

Fund
These are the standard rules for recognizing gains and losses

on the sale or exchange of fixed income investments ofboards and
on the transfer of assets by boards to the PRIT fund promulgated
by the Commissioner of Public Employee Retirementpursuant to
General Laws, Chapter 7, Section 50 and General Laws, Chapter
32, Sections 21 and 23. Except as may otherwise be provided by the
Commissioner, or by supplementary rules of a particular retire-
ment board approved by the Commissioner pursuant to 840 CMR
14.02, or by statute, these rules shall govern the recognition by all
retirement boards of gains or losses on fixed income investments
and on assets transferred to the PRIT fund.
22.01: General Rules; Exemptions.

Gains and losses on fixed income investments shallbe recogniz-
ed at the time such investments are sold except as provided in Sec-
tions 22.02, 22.04 and 22.05.
22.02: Fixed Income Investments Not Paying Income.

Any fixed income investment that fails to pay income accor-
ding to its terms for a period of one year shall be recognized as a^ )

loss in the amount ofbook value less market value, ifany, as of the
next following December 31. A gain or loss shall be recognized as
of each December 31 thereafter in the amount by which market
value exceeds or is less than, respectively, book value at that time.
22.03: Certain Exchanges Defined.

(1) Exchange ofFixed Income Securities. A purchase of one fixed
income security and sale of another is an exchange for pur-

840 CMR 22.00 RECOGNITION OF GAINS AND LOSSES ON FIX-
ED INCOME INVESTMENTS: TRANSFERS TO
PRIT FUND
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poses of 840 CMR 22.03 to 22.05, inclusive, if each security has
a time to maturity of at least three years and such purchase
and sale:

(a) are planned simultaneously, each being under-
taken in contemplation of the other and each ex-
ecuted on condition that the other be executed,
(b) are made on the same day although settlement
may occur on different dates,
(c) result in an increase in the net yield to maturi-
ty or in the quality of the security held, and
(d) do not result in lowering the quality of the securi-
ty held more than one investment grade below the
quality of the security sold.

(2) Transfer ofAssets to PRIT Fund. A transferof assets of a par-
ticipating retirement system to the Pension Reserves Invest-
ment Trust fund pursuant to General Laws, Chapter 32, Sec-
tion 22 is an exchange.
(3) Failure to Classify Gains as Exchanges. If the Commissioner
has reason to believe that a retirement system has failed to
properly classify the transaction whereby the purchase of one
fixed income security and the sale ofanother results in a gain,
as an exchange, he shall declare such gain subject to the amor-
tization provided for in 840 CMR 22.04.

22.04: Recognition of Gain orLoss on Exchange ofFixed Income Securities.
(1) Amortization of Net Quarterly Gain orLoss. Gains and losses
from all exchanges of fixed income securities during a calen-
dar quarter shall be combined and the net combined quarter-
ly gain or loss shall be amortized over the average time to
maturity for such exchanges, as determinedpursuant to Sec-
tion 22.04(2), or ten years, whichever is less.
(2) Average Time to Maturity. The average time to maturity for
exchanges during a calendar quarter is determinedby a divi-
sion. The numerator is the sum of the products for all such ex-
changes of the market value at the time of exchange of the
security having the shorter time to maturity and the time to
maturity of such security. The divisor is the sum of the market
values of such securities at the time of exchange.

22.05: Recognition of Gain or Loss on Transfer ofAssets to PRIT Fund.
Gainsand losses on a transferof assets to the PRIT fund shall

be combined for all assets transferredand the net gain or loss shall
be amortized over the average time to maturity of the fixed income
securities transferred or ten years, whichever is less.
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