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MEMORANDUM

To: All Members
Committes on Appropriations, Public Debt, Legal Affairs, Retirement,
Public Parks, Recreation, Historic Preservation and Land.

From: Senator Vicente (ben) Cabrera Pangelinan
Committee Chairperson

Subject: Committee Report on Bill No, 170-32 (gﬁﬂkﬁs Introduced

Transmitied herewith for your consideration is the Committee Report on Bill No.
170-32 (CORY}, as introduced], ™ An Act 1o add a New Subsection {w) to §8104, o
amend §8139.1, 10 amend Subsection 8143 ()), o amend §8144, §8145, §8146,
§8149, §8150, §8151, §8152, §8153, §8154, §8156, §8157, §8158, and §8158.1 all
of Article 1, Chapter 8, Title 4 of the Guam Code Annotated Relative to the
Defined Benefiis Plan of the Government of Guam Retirement Fund™ sponsored by
Senator Vicente {ben ) Cabrera Pangelinan,

This report includes the following:

Committee Voting Sheet

Committee Report Narrative

Copy of Bill No. [70-32 {COR), As Introduced
Public Hearing Sign-in Sheet

Copies of Written Testimony

Copy of letter requesting Fiscal Note

Copy of COR referral Bill No 170-32 (COR)
Notices of Public Hearing

Copy of the Public Hearing Agenda
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Please take the appropriate action on the attached voting sheet. Your attention to
this matter is greatly appreciated. Should you have any questions or concerns,
please do not hesitate to contact my office.

Si Yu'os AMa'dse’,
[

Vicente {(bert) Cabrera Pangelinan
Chairman
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1. COMMITTEE PROCEEDINGS

Chairman Pangelinan. Good evening, ladies and gentlemen and welcome 1o this public
hearing duly noticed according to the open government law. With regards to the agenda this
afternoon, only have one item on the agenda that is Bill No. 170-32, An Act to add a New
Subsection (w) to §8104, to amend §8139.1, to amend Subsection 8143 (j). to amend §8144,
§8145, 88146, §8149, 8150, §8151, 88152, 88153, §R8154, §8156, §8157, 815K, and §R158.1
ali of Article 1, Chapter 8, Title 4 of the Guam Code Annotated Relative to the Defined Henefits
Plan of the Government of Guam Retirement Fund,

[ would like to thank my colleagues who are with me this afternoon. To my immediate
right is Vice Speaker BJ Cruz and to my left is Senator Michael Limtiaco. Thank you gentlemen
for joining us this afternoon. 1 would also like to thank the Retirement Fund who are here and
welcome to testify, [ would like 1o ask the Chairman of the Retirement Fund Board to join us at
the witness table and anyone else you wish to have support your testimony.

Sponsor Summary. Very briefly, Bill No. 170 - which | am sure will be dealt with in
greater detail during this public hearing - is an act to amend certain sections of the Retirement
Fund investment authoritics and allow certain provisions of law to be amended so that the
flexsbility for investment vehicles available to the Retirement Fund will maximize its investment
return. We want to thank the Retirement Fund Board for working with the Committee in working
on this piece of legislation and we look forward to its successtul conclusion at this public hearing
and of course the Retirement Fund presentation to the Legislature for consideration for Bill No.
170 to be enacted into policy to help guide and govern the Retirement Fund investment
authorities and parameters.

Mr. {former} Speaker and Chairman (Joe T. San Agustin), | would like to give you the
opportunity 10 open and have anvbody else you wish to provide testimony to also proceed.

Mr. Joe T. San Agustin, Thank you, Mr, Chairman. T would like to express my
appreciation on behalf of the Board for ailowing us to discuss these very important amendments
to our existing Retirement Fund statutes to enhance the capability of the Fund to maximize its
assets to the benefit of its members. We have a position setup for the budget and | want to thank
you Mr. Chairman for working with the Board and our consultants in crafting this legislation. It
has been almost a year since we started discussing these kinds of changes, which is something
that we need to do in order for the Fund to enhance itself and take advantage the various
investment opportunities so we can be sure that our members are getting a good return of their
investment.

This bill is still conservative. We want additional leverage or some expansion of the
opportunities to invest our asset, but not low enough to the point that you can be very -~ almost
like a blank check. I am sure vou share my concern that we need to have as in the past, establish
by our own traditionai rule that the investment is there, but you still provide some limitations.
£)nce you start experiencing that limitation, then you start expanding at the same time, but stil] be
conservative to be able to be protective so that there is not much risk involved that would
jeopardize the assets of the Fund. Our job is basically to ensure the financial integrity of the



Fund. to make sure that it enhances its returns and at the same time ensure maximum benefits to
its members. 1 think we have lived up to our goals. There are some details in the bill itself. Mr,
Chairman and 1 will Jet Maggie [Raibovsky] answer specific questions.

As you know, the investment law was crafled way back in 1952 or 1956 and over the
vears, we made amendments, expanding it in such a way that provided more latitude to the
Board, but the Board itself needs some guidelines and the statutory guidelines provide those
guidelines to enhance -~ up to date since the emergence of the Funds in 1650, 1 think we show
with pride that our forefathers fooked beyond what can happen to the Fund. We have now been
able to enjoy - despite the market fluctuation with the low interest rate — a two-digit return for the
last two vears and that is because of the diversification of the portfolio; that you spread out vour
risk. You don’t concentrate all your eggs in one basket.

We pride ourseives and are gifted by having good people on the Board; we were able to
attract good people as investment managers and advisors both Maggie [Ralbovsky| and Terri
Denison of Mercer. For years, they have guided us in develeping the portfolio guidelines and
objectives. So far, we have been able to excel ourselves. We maintain our independence, we
maintain our financial integrity, and we maintain our main fidueiary responsibility: that is to the
Trust of the Fund and 10 the members of the Fund itself. We owe il to the lfeaders of the
Legislature, such as you Mr. Chairman and Vice Speaker and to others before you that have been
in the forefront in protecting the Fund's integrity, | can always rely on the Legistature and the
Administration in making sure that this valuable asset of our emplovees who have actually
worked hard to develop it, must be protected at all times,

With that Mr. Chairman. we can proceed with the various details. Maggie [Ralbovsky]
can explore what are the ramifications of this particular bill. Are there other Trustees who want
to address anything? Paula? Let’s go ahead and move forward with the details.

Chairman Pangelinan. Thank you Mr. Speaker.

Ms. Maggie Ralbovsky., We know that (0 generate returns in the capital market, we
have to take risks. But we also know that not all risks are equal. The truth of the matter is that the
Retirement Fund portfolio as it stands today: we will not be able to diversify any further because
of the statutes. As it stands the statutes have many, many limitations that is constraining to the
current portiolio. So, if we do not make any changes to the statute, we will have no way to
diversily further and we know diversification is the best way 10 control risk. To generate better
risk adjusted return, we have to be able to use all the opportunities that is afforded to an
institutional investor like GGRF. We have done some benchmarking analysis,

There is a page included in your packet that has many pie charts — three pie charts, This is
a benchmarking [inaudible] asset allocation verses the available market opportunities set that can
be accessed by institutional investors in the world by their weighing in the total world portfolio. |
also prepared a benchmarking of GGRFE as allocation verses the peer group. The peer group is
the public pension fund of the United States. You can see by just looking at the pie chart at the
bottom, GGRE currently has participation in three colors: each color represents an asset class and
that is significantly fewer as a class than both the global opportunity set as well as the peer group



asset allocation, which points out 1o the fact that our asset allocation is heavily concentrated in
three asset classes because we are bumping into the constraints of the current statute. We cannot
diversify further. It is the most prudent thing to do for us to be able to utilize all the opportunities
out there to get the best return for the same risk level we are taking, or even reduce the risk. That
is the goal for making all the proposed changes.

Vice Speaker Cruz. I note on the Public Fund (referring 1o one of the pie charts ~ Public
Fund Average), they have an ability to ---- or they have a fairly sizeable percentage in private
real estate. At the present time, the GGRF is precluded from investing in private real estate.
What kind of private real estate could we or should we be mnvesting in?

Ms. Maggie Ralbovsky. Thank you for the question. Private real estate as opposed
public traded real estate — they are all trying to gain rent the property can generate. For example,
if there is an office building that is leased out to 1enants and the office building will be paying
rent to whomever owns the building, the difference between private real estate verses public real
cstate - which is REITS - is that REITS are investment vehicles that is heavily levered and
private real estate vehicles tend to be less levered and most of the time it is entirely just equity.
Therefore the returns on private real estate tend to be more stable than publicly traded real estate
because when you are levered, you are subject to the market fluctuation of the different parts of
your capital structure and when you are not levered, you are basically collecting rent. So, it
represents a good diversification verses the publicly traded real estate security, which the GGRF
currently are allowed to invest in. We are hoping we could suppiement the public real estate
investment with private real estate investment to improve diversification and lower the volatility
of their allocation.

To directly answer your question, the properties included in private real estate mainly are
office buildings, apartment complexes, warchouses, and industrial buildings — basically
commercial real estate, not residential.

Vice Speaker Cruz. About fiftcen years ago, | tried 1o convince the Retirement Fund to
imvest in re-building the Governor’s Palace in Hagatna as a museum. Would that be aflowed if
one could show that the return on that could be... ... ?

Ms. Maggie Ralbovsky. It is our inient to actually participate in co-mingled funds that
are diversitied across the world, not just concentrating in one particular location or one property
type. It is very hard for any advisor to tell you “ves, this is the particular property we should get
into”. [ do believe diversification is the most important thing and we intend to participate in this
as a class three diversified vehicles.

Vice Speaker Cruz. One of the other things that | was concemed about as it relates to
GGRF was when | was interested in trying to get the Retirement Fund to do some investment
focally, | was given the impression that that was precluded. It would seem to me that if GGRY
eould and did invest locally, that would increase the number of employees in the government of
Guam and would provide a new group of individuals that will continue to assist in keeping the
Retirement Fund afloat, whereas if you only invested vour funds off-island and did nothing to
assist the local economy and asstst in increasing emplovment that would be members of the



Retirement Fund. Is there a way that we could do that where the investment would result in
increasing the number of Fund members 10 continue. Otherwise, if we are the last set there is
nobody going to be putting in atier us and we will ali starve to death.

Ms. Maggie Ralbovsky, There are many goals for an investment program. We need to
put our fiduciary hats on in this particular case. | do believe this Fund is a trust for the benefit of
the retirees and obviously it is possible for certain entities to institute some value based guideline
jor investment, but the guiding principie is to compare the marginal opportunity across the board.
With that as the gwiding principle, | believe that i5 the principle we all adhere to.

Vice Speaker Cruz. The investment or at least the amount of money that the younger
members of the Fund provide - the DC Plan ~ it we didn’t have a growing [number of] DCs we
would not be able to afford to keep up the DBs. 1t would seem to me that doing something
locally that would increase the number of DC members of the FFund would continue to feed. T am
jast wondering whether or not there has ever been a comparison to determine what the
contribution is from the contributions of the DC membcers and whether or not that 1s necessary to
keep the Fund afloat.

Ms. Magpgie Ralbovsky. The contribution to the Retirement Fund s actuarially
determined. It is the amortized unfunded liability of GovGuam. It is irrelevant as to how many
members are in DC.

Vice Speaker Cruz, it was my understanding that if it were not for the DC members
contributing we might have a difficult time meeting our obligations to the DBs.

Mr. Gerry Cruz. No, I think there has always been that misconception. The DC member
contributes 5% and the governmeni matches the DC member another 5%. That’s it.

Ms, Maggie Ralbovsky. And that goes to the DC plan, not the DB plan.

Mr. Gerry Cruz. Tt does not touch the DU side ~ it is a separately managed plan
managed by the DC member. There is no contribution from the DC member to the DB side.

Chairman Pangclinan. ! think the Vice Chair is referring to the fact that the contribution
towards the unfunded liability 1s based on total payroll cost.

Mr. Gerry Cruz. That is correct. But the unfunded Hability is a fixed cost. So, whether
the government’s contribution to pay down that unfunded fiability is calculated based on total
pavroll or based on just the DB payroll, the number at the end of the equation is going to be the
same. There has been that misconception that [XC member’s contribution from the government
side is subsidizing the DB unfunded liability. But that’s not a logically correct statement. The
$120M is a fixed cost and however you come up with the percentage 1o get 1o that number;
whether vou use DB or DC or just DC and/or both, it"s the same number.,

Vice Speaker Cruz. [ really do think there is a responsibility of the Board to make that
clear because ! know of a number of people believe in that misconception and many DBs are



being criticized because of that. We really have to underscore that because there are many DCs
out there that believe il not for them the DBs would have withered in the vine.

Mr. Gerry Cruz. You are correct. Every time we hear that argument. we do what we
can 1o speak up against it. Because it is a misconception and it is widely held by many DC
members,

Ms, Maggie Ralbovsky., The only way to reduce future required contribution to the
Retirement Fund s o reduce the unfunded Hability. One way to reduce the unfunded liability is
to increase the return of the retirement program and that is precisely why we are here today
trying to give us the tools to do the job.

Chairman Pangelinan. You make some distinction in terms of counting investment
vehicles towards these caps. For example, in one of the changes we are proposing in determining
the totai amount that the Fund can own of an investment fund, you would not count US debt. Can
you explain why you are making that kind of distinction in terms of counting when you would
reach the cap for investment in that fund?

Ms. Maggie Ralbovsky. A security being held directly by GGRF verses being held
through an investment vehiele, like a co-mingled fund currently is treated differently under the
statute limits, which is llogical. The reason we wanted to hold certain securities in an investment
vehicle is because it might be cheaper to do that., For example, it vou want to hold a security that
is 1ssued by India and if you participate in a co-mingled vehicle with other investors. you are not
going to be required to hire a tax attorney on the ground in New Delhi, which is a very expensive
proposition, but, that responsibility will be taken by the fund provider. So it is a much cheaper
way to hold an Indian security through a co-mingled fund verses direct ownership. The current
statute makes a distinction of these two routes and punishes us for hoiding certain securities
within the co-mingled fund vehicie by giving us a very stringent limit, which makes the decision
in the market sometimes inefficient since | do not have the ability to hold anything in co-mingled
funds. I may have to hold certain securities in a separate account, which is more expensive.

1 do not believe that is the initial intent for putting that limit there. Thercfore, T do believe
that the decision of using whatever vehicle should be irrelevant. We should look at what the
security is about instead of how this security is being held.

Chairman Pangelinan. One of the basic limits is the difference between allowing
increasing to foreign equity and foreign investment portfclio of the Fund, correct?

Ms. Maggie Ralbovsky. Yes, that is correct. The reason for that is because if vou ook at
the global opportunity set, US equity is about $17 trillion, international eguity is about $16
trillion. That is the collective view as to how the investments are allocated in the world. [t's the
coliection of all investors in the world, which represents the opportunity set.

The current constraint of 13% international equity is severely constraining us from
diversifying outside the US. Therefore, we have a portfolio that is heavily concentrated in the
US, which a concentration is pever a good way to control risk. We would like to bring our



opportunity set closer to our gudelines. Bring our guideline closer 10 the opportunity set to
expand the limit on international holdings.

Senator Michael Limtiace. Thank you, Mr. Chair. My question is in regards to the
references to the Tier | capital and the changes that are being made to the Tier ! capital limits.
Initially, when T saw it 1 had put down the questions, but thank you for providing the detailed
section-by-section explanation. Just to be clear. these are FDIC promulgated rules and
regulations and not just based on a number that the Retirement Fund is necessarily choosing to
use?

Ms. Maggie Ralbovsky. Yes, that is correct. There is an international treaty by G10.
Basicallv, a group of ten countries that arc the most developed countries in the world, They
formed a treaty in 1974 called the Basil Forum. The Basil Forum is an international protocol to
regulate all the banks beeause all the banks deal with each other, across the borders. If there is no
international puidelines we could enter into a situation where somebody says something, the
other bank mnterprets differently and could cause a global financial crisis. The Basil Forum was
formed to regulate all the bank industries in the world with the same standard. Cuarrently, all the
major countries are part of the Basil Forum.

In the Basil Forum, there are set standards that require all the banks to meet. One other
requirement is that all the banks need to have - according to Basil 3 (They have different
generations, Currently Basil 3 is the governing forum) al! the banks need to maintain 10.5% Tier
1 capital. Tier | capital has a globally accepted definition. It includes only common stock and
retained earnings. So, it is & true capital, not those exotic ways of defining capital. The current
statute requires banks that do business with GGRY to have adequate capital, but does not define
capital. We want 1o bring that to the international standard of Tier 1 capital,

Senator Michael Limtiaco. Thank you very much for your answer.

Chairman Pangelinan. There being no further questions, we want (o thank you very
much for your presentation this evening, Si Yu'os Ma'ase.

This concludes the testimony en Bill No. 170-32. There being no additional individuals
to present any additional testimony, this Committee will continue to remain open for the
acceptance of any additional information or public testimony on the bill discussed. You can
submit those testimonies to my office directly on Soledad Avenue, as well as the Guam
Legislature or through any of the elecironic processes either email at office@senbenp.com or
through our website at senbenp.com

This hearing is adjourned.
FINDINGS & RECOMMENDATIONS,
The Committee on Appropriations, Public Debt, Lepal Affairs, Retirement, Public Parks,

Recreation, Historic Preservation and Land, hereby reports Bill No. 170-32 {CGR), with the
recommendation Y2t Dt fuly .
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Introduced by: v.C. Pangei:nﬁ‘ﬁﬁw«k )

AN ACT TO ADD A NEW SUBSECTION (w) TO §8104,
TO AMEND §8139.1, TO AMEND SUBSECTION
8143(j), TO AMEND §8144, §8145, §8146, §8149, §8150,
§8151, §8152, §8153, §8154, §8156, §8157, §8158, and
§8158.1 ALL OF ARTICLE 1, CHAPTER 8, TITLE 4 OF
THE GUAM CODE ANNOTATED RELATIVE THE
DEFINED BENEFITS PLAN OF THE GOVERNMENT
OF GUAM RETIREMENT FUND.

BE IT ENACTED BY THE PEOPLE OF GUAM:

SECTION 1. Legislative Findings and Intent. [ Liheslaturan
Guahan finds that legislative action is needed to improve the Government of
Guam’s ability to meet its obiigations to fund the Retirement Fund Defined
Benefit Plan. The statutory limitations in the Defined Benefit Plan pertaining
to investments should not result in unintended consequences such as
encouraging the Government of Guam Retirement Fund (‘Fund') to take
undue investment risks, or permitting disproportionate risks for some asset
classes and some investment vehicles, which might result in an imprudent

investment portfolio.
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I Liheslateran Guahan finds that the investment limitations in current
law must be updated and revised to expand the Fund’s opportunity to improve
the risk adjusted return of the investment portfolic for the benefit of the
Retirement Fund as a whole.

I Liheslaturan Guahan finds inconsistent treatment in provisions
allowing investments in wvarious equity categories, while prohibiting
investments in non-investment grade corporate bonds, even though all bond
categories (including high-vield) can be safer and more protected under stress
scenarios than equities because of established capital structure priorities.

I Likeslaturan Guahan further finds similar inconsistent treatment in
provisions that allow bond investments so long as they are included in the
applicable bond benchmark (e.g., the US. Aggregate Index), while
prohibiting equity investments in certain non-U.8, headquartered companies
even though such companies do most of their businesses in the U.S. and are
included in applicable U.S. equity benchmarks (e.g., the Russell 1000 Index
and the Russell 2000 Index).

{ Liheslaturan Guahan further finds that current statutes limiting non-
U.S. investments, which had a historical purpose of controlling risks in under-
developed markets, are no longer relevant today and may be significantly

inconsistent with global opportunity sets.

i~
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I Liheslaturan Guahan further finds that, for purposes of quantitative
limitations, further clarity is needed when classifying investments by asset
classes {e.g., stocks and bonds) and by the vehicles used to purchase such
stocks and bonds (e.g., in mutual funds, exchange traded funds, index funds).

I Likeslaturan Guahan further finds that capital requirements for non-
locally chartered bank custodians and for investment agents should be
updated and more clearly defined in accordance with Federal Deposit
Insurance Corporation Regulations, and increased in accordance with the
level of assets under Fund management since the statute was enacted.

I Liheslaturan Guahan further finds that the fiduciary duties of the
Board of Trustees of the Fund should expressty reflect that their investment
decistons respecting individual assets should be evaluated not in isolation, but
in the context of the Fund’s portfolio as a whole and as part of an overall
investment strategy having risk and return objectives reasonably suited to the
Fund.

Accordingly, the Board of Trustees’ decisions or actions in discharging
their fiductary duties should be reviewed in light of the facts and
circumstances existing at the time of such decision or action, and not by

hindsight.
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Based on these findings, 7 Likeslaruran Guahan intends to amend the
Defined Benefit Plan statute: (1) to allow imvestments in non-investment
grade U.S. corporate bonds, up to eight percent (8%} of the Fund at cost and
investments in U.8. and non-U.S. stocks, either directly or indirectly through
purchases in investment funds or exchange traded funds, up 1o seventy
percent (70%) of the Fund at cost; (2) to clarify that such quantitative
limitations on direct and indirect investments in specific asset classes are
separate from the guantitative limitations for the investment vehicles (e.g.,
investment funds or exchange traded funds); (3) to increase the capital base
required for non-locally chartered bank custodians and for investment agents
to One Billion Dollars (§1,000,000,000); and (4) to expressly state how the
Board of Trustees’ investment decisions should be evaluated based on risk
and return objectives reasonably suited to the Fund.

SECTION 2. A new subsection (w) is hereby added to Section §104,
Article 1, Chapter 8, Titie 4 of the Guam Code Annotated, to read:

“(w) Tier 1 Capital shall have the meaning set forth in regulations
promulgated by the Federal Deposit Insurance Corporation as codified in the
Code of Federal Regulations, 12 C.F.R. § 325, as amended from time to time.”

SECTION 3. Section 8139.1, Article 1, Chapter 8, Title 4 of the
Guam Code Annotated, is hereby amended to read:

“§ 8139.1. Fiduciary Duties.
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(a) The members of the Board of Trustees stand in a fiduciary
relationship to the beneficiaries of the Retirement Fund in regard to the
management of the Fund.

{b) The members of the Board of Trustees shall discharge their duties
with respect to management of the Retirement Fund;

(1) solely in the interest of the members and beneficiaries of the
Fund and for the exclusive purpose of providing benefits to members and

beneficiaries and defraying reasonable expenses of administering the Fund-

(2} with the care, skill, and prudence and diligence under the
circumstances then prevailing 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:
Jischarge their-duties;

{3) by diversifying the investments of the Fund so as to minimize
the risk of large losses, unless under the circumstances it is clearly prudent not

to do so—TFhe-members-oi-the-Board-of-

and

(4) in accordance with the documents and instruments governing
the fund Fund.

{cy  Unless otherwise provided in this Chapter. investment and

manazement decisions respecting

suited to the Fund.
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(d} A Trustee’s decision or action in discharging his or her fiduciary

duties shall be reviewed in light of the facts and circumstances existing at the

time of such decision or action, and net by hindsight.”

SECTION 4. Subsection {j) of Section 8143, Article 1, Chapter 8,
Title 4 of the Guam Code Annotated is hereby amended to read:

“§8143(j). Before the Board may approve by resolution the acquisition
of real property consisting of physical assets under §4225.16 of the
Government Code, as amended, codified as §8159, of Title 4 GCA, the
following steps must be taken:

(1} the proposed acquisition must be reviewed and recommendations
must be submitted to the Board by an investment agent as defined under §8145
of this Chapter;

(2) completion of an in-house evaluation of the proposed acquisition
must be completed;

(3) areview of the proposed acquisition as to legal sufficiency must be
made by the Attorney General; and

(4} a review and recommendation must be submitted by three (3)
members of the Board of Trustees.

At no time shall an acquisition considered under this Seetion Subsection
{j) be made that would provide an immediate investment return which is less
than the average rate of investment return that the Fund is receiving overall on
its alternative investment portfolio.”

SECTION 5. Section 8144, Article 1, Chapter 8, Title 4 of the Guam
Code Annotated is hereby amended to read:

“§ B144. Custodian.

The Board shall engage one or more bank-trust-departments custodians

to assume responsibility for the physical possession of fund assets or
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evidences of assets. The custodian shall submit such reports, accountings and
other information in such form and at such times as requested by the Board.
All costs incurred for custodial services shall be a direct charge to Investment
Income. The custodian shall hold all assets for the account of the Government
of Guam Retirement Fund and shall act only upon the instructions of the
Board, its ex-officio director or a member, committee or agent so authorized
by the Board. No custodian shail be engaged unless it:

(a) Has been continuously engaged in rendering #ust custody services
for a period of ten (10) or more years; and

{b) Is organized under the laws of the United States or a state or
territory thereof; and

{¢) Has Tier | capital and-surplus in excess of Fep-Miltion Qpe Billion
Dollars ($+6;666:8661,000,000.000); and

(d) Is a member of the Federal Reserve System whose deposits are
insured by the Federal Deposit Insurance Corporation or any successor
thereto; or

(e} Notwithstanding any of the above, any locally chartered bank may
be a custodian of the Retirement Fund,”

SECTION 6. Section 8145, Article 1, Chapter 8, Title 4 of the
Guam Code Annotated is hereby amended to read:

“§8145, Investment Agent.

(a) In order to secure expert advice and counsel, the Board may engage

an investment agent to_serve as investment counsel which shall be either an

investment counse! or a bank trust department as hereinafter qualified; and

one or more [nvestment Agents to serve as investment manager(s) to manage

asset classes identified by the Board upon the recommendation of investment




1 _counsel. All costs incurred in this conpection shall be a direct charge to

Tnd

Investment Income.

3 (b} No person, firm or corporation shall be eligible for employment as
4 investment counsel which acts as principal for its own account or as broker for
5 a client other than the Fund in connection with the sale of any security to or

6  the purchase of any security from the Fund.

7 (¢} No investment eeunsel agent shail be engaged unless:
] {1) The principal business of the person, firm or corporation selected

9 by the Board consists of rendering imvestment supervisory services, that is, the
10 giving of continuous adyice as to the investment of Funds on the basis of the
1t individual needs of each client; and
12 (2) The principal ownership or asd control of such person, firm or
13 corporation rests with individuals who are actively engaged in such business;
14 and
15 {3) Such person, firm or corporation and its predecessors have been
16 continuously engaged in such business for a period of ten (10) or more years;
17  and
18 (4) Such person, firm or corporation is registered as an investment
19 adviser under the laws of the United States of America as from time to time in

20 effect; and

21 (5} The contract between the Board and the investment eounsel agent
22 is of no specified duration and is voidable at any time by either party; and

23 (6) Such person, firm or corporation certifies in writing, to the Board,
24 that the assets under its direct investment supervision are in excess of Fwe
23 Huondred-Mitien QOng Billion Dollars ($200:6866:860 1,000.000,000).

26 (d} The Board shall not engage a bank trust department unless it:
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(1) Certifies in writing, to the Board, that the assets under its direct
investment supervision are in excess of Fwe-Hundred-Million Qne Billion
Dollars ($206;608:866]1,000,000,000); and

{2) Has been, together with its predecessors, continuously engaged in

supervising investments for a period of ten (10) or more years; and
(3} Is organized under the laws of the United States or a state or

territory thereof; and

{(4) Has Tier 1 capital and-surplus in excess of FesMillen One

Biltion Dollars ($48

(5) Is a member of the Federal Reserve Svstem whose deposits are
insured by the Federal Deposit Insurance Corporation or any successor thereto.

{e)} The Board or its designee under § 8143(a), shall establish and may
trom time 1o time change operating arrangements with the lnvestment Agent in
order to facilitate efficient management and timely investment action.

{) No investment shall be made unless in the opinion of the Investment
Agent it is an appropriate investment for the Fund and is an authorized
investment under §§ 8143 through § 8159, inclusive, or in the absence of such
opinion, unless preceded by a resolution of the Board direction_directing the
investment.”

SECTION 7. Section 8146, Article 1, Chapter 8, Title 4 of the
Guam Code Annotated is hereby amended to read:

“§8146. General Investment Limnations.

No investment shall be made if, after such investment, the Fund would
OWn:

{a) Any combination of cobligations of any one political subdivision,
corporation or other single issuing entity in excess of five percent {5%) of

Fund assets at cost. This limitation shall not apply 1o general obligations of the
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United States, investments authorized under § 8150, or general oblizations of

the territory of Guam,

{b) Any combination of investment instruments as covered by § 8151,
Subsection (b} of § 8154, Subsection {b} of § &156, and Subsection (b} of §
8157 in excess of Fifteen Thintv-Five Percent (4335%) of Fund assets at cost.

{c) Obligations or other investments issued or guaranteed by the territory
of Guam in excess of Ten Percent (10%) of Fund assets at cost, provided
however, that this [imitation shall not apply to such obligations or other
investments that are unconditionally guaranteed as to principal and interest by,
or supported by lease assignment from, another entity whose principie business
is outstde of said Territory and whose obligations are authorized investments
under §§ 8143 through 8159, inclusive.”

SECTION 8. Section 8149, Article 1, Chapter 8, Title 4 of the
Guam Code Annotated is hereby amended to read:

‘§%149. Same: Bank Deposits; Other Cash Equivalents.

(a} Interest-bearing time deposits, demand deposits, and cash sweep

deposit accounts in banks organized under the laws of the United States or any

state or territory thereof, provided that said bank:

ta}(1) Has Tier | capital and-susplus in excess of One Billion Dollars
{$1.000,000.000)$18,606,600; and

¢BY2) Is a member ot the Federal Reserve System; and

{e3(3) Together with any predecessors, have been conducting a
banking business for a continuous period of ten (10) or more vears: or

t(4) Any bank or savings and loan association chartered in Guam
and a member of the Federal Deposit Insurance Corporation or the Federal

Home Loan Bank System,

i0
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(b} Cash eguivalents purchased in investment funds authorized under

Section BI58 or in exchange-traded funds authorized under §8158.1: in

amounts and for durations approved by the Board in connection with the

management of uninvested cash balances: such purchases shall be excluded

from limitations of § 8158(e) and § §158.1{b).”

SECTION 9. Section 8150, Article I, Chapter 8, Title 4 of the Guam
Code Annotated is hereby amended to read:
“§8150. Same: Bonds of United States and Federal Instrumentalities.

{a) Bonds or other evidence of indebtedness of the United States of
America, or any of ifs agencies or instrumentalities, when such obligations are
guaranteed as to principal and interest by the United States of America or by
any agency or insfrumentality thereof]

{b) Debt securities issued by the Federal National Mortgage Association
or the Federal Home Loan Mortgage Corporation that are backed by pools of
mortgage loans and guaranteed as to timely repayment of principal and interest
by the Federal National Mortgage Association or the Federal Home Loan
Mortgage Corporation; or

(c) Non-morngage-related bonds or other evidence of indebtedness of the
Federal National Mortgage Association or the Federal Home Loan Mortgage
Corporation.

{d)} Bonds authorized under this Section may be purchased and held in

mnvestment funds authorized under §B158 or in exchange-traded funds

authorized under §8158.1: such purchases shall be excluded from the

limitations of §8158{e} and §8158.1(b}.”
SECTION 10. Section 8151, Article I, Chapter &, Title 4 of the

Guam Code Annotated is hereby amended to read:
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“§8151. Same: Bonds Issued by National Governments Other Than The
United States,

Bonds and other evidences of indebtedness which are direct obligations
of, or secured by, the full faith and credit of national governments other than
the United States, where there exists the power to levy taxes for the prompt
payment of the principal and interest of such bonds or evidences of
indebtedness, provided that:

{a) The issuer shall not be m default in the payment of principal or
interest on any bonds or other evidences of indebtedness; and

{b) The Investment Agent determines that such an investment would be
empioyed by a prudent san person acting in a like capacity and familiar with
such matters would use in the investment of a fund with like character and with
itke aims; and

{¢) No investment shall be made in any one (1} issue described in this
Section in an amount in excess of ten percent (10%) of such issues.

{(d) Bonds authorized under this Section may be purchased and held in

investment_funds authorized under §8158 or in exchange-traded funds

authorized under §8158.1: such purchases shall be excluded from the

limitations of §‘8}. Sg(e}and §8 188, 1{}})“

SECTION 11. Section 8152, Article 1, Chapter 8, Title 4 of the Guam
Code Annotated is hereby amended to read:
“§8152. Same: Bonds of States and Territories,
{a) Bonds or other evidences of indebtedness which are direct obligations
of or secured by the full faith and credit of, any state or territory of the United
States or the District of Columbia where there exists the power to levy taxes for

the prompt payment of the principal and interest of such bonds or evidences of



indebtedness; but the issuer shall not be in default in the payment of principal or
interest on any bonds or other evidences of indebtedness.

{b) Bonds authorized under this Section may be purchased and held in

investment funds authorized under §81358 or in exchange-traded funds

authorized under §B158.1. such purchases shall be excluded from the

limitations of §&158(e) and §8158.1(b)."

SECTION 12. Section 8153, Article 1, Chapter 8, Title 4 of the Guam
Code Annotated is hereby amended to read;

“£8153. Same: Public Revenue Bonds.

Bonds or other obligations which are payable from revenues or eamings
specifically pledged there for of a public utlity, state, municipaily or
territorially owned, either directly or through civil division, authority or public
instrumentality of a state or territory or municipality; provided that:

(a) The laws of the state or territory or municipality authorizing the
issuance of such bonds or other obligations require that rates for service shall
be fixed, maintained and collected at all times so as to produce sufficient
revenue or earnings to pay all operating and maintenance charges and both
principal and interest of such bonds or obligations; and

{b} No such bonds or other obligations shall be in default in the payment
of principal or interest.

Bonds authorized under this Section may be purchased and held in

investment funds authorized under 88158 or in exchange-itaded funds

authorized under §8158 1; such purchases shail be excluded from the

limitations of §8158(e} and §8158.1(b)"

SECTION 13. Section 8154, Article 1, Chapter B, Title 4 of the

Guam Code Annotated is hercby amended to read:

13



“§8154. Same: Bonds of Domestic and Foreign Corporations; Index-
Eligible Securities.

{a) Bonds of Domestic Corporations. Bonds, debentures, notes and other
evidences of indebtedness of any corporation or corporations created or
existing under the laws of the United States, or of any of the states or territories
of the United States or the District of Columbia which are not in default either
as to principal or interest, provided that;

(1) Such bonds or other evidence of indebtedness are rated within the
four (4) highest categories of two (2} nationally recognized and published rating
services which have been approved by the Board and the Investment Agent; or

{2) In case such bonds or other evidence of indebtedness are not so

rated by two (2) such services, investments in such lesser-ranked domestic

corporate bonds shall not exceed eight percent (8%) of the Fund at cost; unless

the net earnings available for fixed charges over a prior period of five (5) fiscal
years next preceding the date of investment have averaged per year and during
either of the last two (2) years have been, after depreciation and after taxes, nor
fess than:
{A) two (2) times its average annual fixed charges over the same
pericd, in the case of any public utility company;
(B} one and one-half (1-1/2) times its average annual fixed charges
over the same period, in the case of any finance company; or
(C) three (3) times its average annuai fixed charges over the same
period, in the case of any other company.
(3) No more than two percent (2%) of the Fund at cost shall be
invested in the obligations of any one (1) domestic corporation or other single

domestic issuing entity described in this Subsection.
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{b) Bonds of Foreign Corporations. Bonds, debentures, notes and other
evidences of indebtedness of any corporation or corporations created or existing
under the laws of nations other than the United Srates which are not in default
either as to principal or interest, provided that the Investment Agent in its
informed opinion, determines that such an investment would be empioyed by a
prudent saen_person acting in a like capacity and familtar with such matters
would use in the investment of a fund of like character and with like aims. Ne
more than one and one-half percent (1-1/2%) of the Fund at cost shall be
invested in the obligations of any one (1) foreign corporation or other single
issuing foreign entity described in this Subsection.

{c) No investment shall be made in any one (1) issuec described in
Subsections (a) and (b) of this Section in an amount in excess of ten percent
{10%) of such issues.

(d) Other Securities in the U.S. Aggregate Bond Index. Bonds,
debentures, notes and other evidences of indebtedness which are denominated
in U.S. Dollars, investment-grade, fixed-rate and of the quality of fixed income
securities coverad by the U.S. Aggregate Bond Index.

{e) Bonds authorized under this Section may be purchased and held in

investment funds authorized under §8138 or in exchange-traded funds

authorized under §8158.1: such purchases shall be excluded from the

Iimitations of §8158{e) and §8158.1(b}.”

SECTION 14, Section B156, Article I, Chapter 8, Title 4 of the Guam
Code Annotated is hereby amended to read:

“88156. Same: Domestic and Foreign Preferred Stock.

(a) Domestic Preferred Stock. Domestic preferred or guaranteed stock or

shares of any institution created or existing under the laws of the United States
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or of any state, district or territory thereof or the District of Columbia, provided
that:

(1) All publicly held prior obligations and prior preferred stock, if
any, of such institution at the date of acquisition are eligible as investments

under §§ 8143 through 8160; and

(2} The net earnings of the institution available for fixed charges over
a period of five (5} fiscal vears next preceding the date of investment have
averaged per year, and during either of the last two {2) years have been, afier
depreciation and after income taxes. no less than:

(i) Two times its average annual fixed charges, maxi mum
contingent interest and preferred dividend requirements over the same
period, in the case of any public utility company; or

{it} Three (3) times its average annual fixed charges, maximum
contingent inferest and preferred dividend requirements over the same
period, in the case of any other company.

For purposes of this Subsection, the term ‘preferred dividend
requirements’ shall mean cumulative and noncumulative dividends on all
preferred stock of the issuer, whether paid or not.

(b} Foreign Preferred Stock. Foreign preferred or guaranteed stock or
shares of any institution created or existing under the laws of nations other than
the United States which are not in default either as to principal or interest,
provided that the Investment Agent in its informed opinion, determines that
such an investment would be employed by a prudent sma# person acting in a like
capacity and familiar with such matters would use in the investment of a fund
of hike character and with like aims.

{c) Limitations:
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{1} No investment shall be made in any one issue described m Item (1)
of Subsection {a) of this Section in an amount in excess of ten percent (10%) of
such issues,

(2) No more than two percent (2%) of the Fund at cost shall be

invested in the preferred stock of any one issuing domestic company.

(3) No more than two percent (2%) of the Fund at cost shall be invested
in the preferred stock of any one issuing foreign company.

(4) The aggregate of all investments authorized under this Section shall
not exceed fifteen percent (15%) of Fund Assets at cost.

{5) Preferred stock authorized under this Section may be purchased and

held in investment funds authorized under §8158 or in exchange-traded funds

authorized under §8158.1; such purchases shall be excluded from the limitations

of §8158(¢c) and § 8158.1(b).”

SECTION 15, Section 8157, Article 1, Chapter 8, Title 4 of the Guam
Code Annotated is hereby amended to read:

“§8157. Same; Common Stock.

{a) Common or capital stock of any institution or entity created or existing
under the faws of the United States or any state, district, or territory thereof, or
of the District of Columbia or of any foreign country; provided that, with respect
to at least fifty percent (50%) of the investments at cost purchased directly under
this Section:

{1) The issuing institution, entity or a predecessor thereto, has reported a
profit in at least four (4) of the five (5) fiscal years next preceding the date of
imvestment or alternatively in at least scven (7) of the ten (10) fiscal vears next

preceding the date of investment; and
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{ii) The institution, entity or such predecessor has paid cash dividends on
its common or capital stock in at least four (4) of the five (5) years next
preceding the date of investment, or alternatively in at least seven (7) of the ten
{(10) fiscal years next preceding the date of investment; and

(iit) Total cash dividends have not exceeded total earning in the five (5)
years next preceding the date of investment; and

(iv) On the date of investment, the issuer shall not be in default in
payment of principal or interest on any of its publicly held bonds or other
evidences of indebtedness and any contingent interest, cumulative and
noncumulative preferred dividends and dividends on prior common or capital
stock shail have been paid in full.

No more than five percent (3%) of the Fund shall be invested directly in the
common or capital stock of any one issuing domestic company described in this
Section.

{b) Common or capital stock of any institution or entity created or existing
under the laws of nations other than the United States provided that the
Investment Agent determines that such an investment wouid be employed by a
prudent sman person acting in a like capacity and familiar with such matters
would use in the investment of a fund with like character and with like aims, No
more than one and one-half percent (1-1/2%) of the Fund at cost shall be
invested directly in the common or capital stock of any one issuing foreign
company described in this Section.

{¢) No direct investment shall be made in any one (1) issue described in this
Section in an amount in excess of len percent (10%) of such issues.

(d) Common or capital stock of any institution or entity created or existing

under the laws of the United States or any state, district, or territory thereof, or

of the District of Columbia or of any foreign country purchased and held in

18



2]

investment funds authorized under §BIS8& or in exchange-traded funds

authorized under §8158.1; such purchases being excluded from the limitations of
§8158(e) and §8158.1(b).

(e} The aggregate amount of all direct and indirect investments under this

Section at cost shall not exceed $ifty seventy percent ($70%) of the Fund.”
SECTION 6. Section 8158, Article 1, Chapter 8, Title 4 of the GGuam Code
Annotated is hereby amended to read:
“§& 8158, Investment Funds.
{a) Common or capital shares of any investment trust or mutual fund

(including any index fund) registered with the Securities and Exchange

Commission under the Investment Company Act of 1940, as from time to time
amended, provided that the cost of the shares acquired is no greater than their net

asset value on the date of acquisition,

(b)Y Units in any common trust fund or commingled fund (including any
index fund) maintained by a custodian meeting the requirements of Title 4 GCA
§ 8144 and advised or sub-advised by an investtment management organization
meeting the requirements of Title 4 GCA § 8145,

{c) Preferred shares of any investment trust or mutual fund {including any

_index fundj registered with the Securities and Exchange Commission under the

Investment Company Act of 1940, as from time to time amended, provided that:

{1) The number of issued and outstanding common or capital shares
multiplied by their asset value per share, plus;

(2) The number of issued and outstanding preferred shares multiplied
by their par or stated value, is at least fifty percent (50%) greater than the
number of issued and out-standing preferred shares multiplied by their par or
stated value. For purposes of this Section, the number of issued and outstanding

shares shall be taken as of the latest available public report of such investment

19
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trust or mutual fund. Preferred shares as described in this Subsection shall not be
subject to the provisions of §8156,

(d) The term “net asset value’ as used in this Section shall mean the total
quoted or estimated market value of all securities or other assets owned, less that
total of all determinable liabilities, as reported by such common trust fund,
commingled fund, investment trust or mutual fund.

{e)y Limitation:

(1) The investment in units, preferred, common and capital stock of
any one common trust fund, commingled fund, investment trust or mutual fund
shall not exceed five percent (5%) of the Fund at cost; and

(2) The agpregate of all investments under this Section, excepr for

investment fund purchases of cash equivalents authorized under §8149, bonds

common or capital stock authorized under §8157, shall not exceed thirty percent

(30%) of the Fund at cost.”

SECTION 17. Section 8158.1, Article I, Chapter 8, Title 4 of the Guam
Code Annotated is hereby amended to read:

“§8138.1. Exchange Traded Funds.

{a) Units or shares of any exchange traded fund (ETF) established as an
open-end investment management company or a unit investment trust registered
with the Securities and Exchange Commission under the Investment Company
Act of 1940, as from time to time amended. Although ETFs may trade at prices
established throughout the trading day, like any other listed equity security
trading in the secondary market on an exchange, the units or shares described in
this subsection shal! not be subject to the provisions of §8157. Although ETFs
are unit investment trusts, the units or shares described in this subsection shalf

not be subject to the provisions of §8138.

24
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{b) The investment in units or shares of any one exchange traded fund shall
not exceed twenty percent {20%) of the Fund at cost.”

SECTION 18. Effective Date. This Act shall become effective upon
enactment.

SECTION 19. Severability. If any provision of this Act or its application to
any person or circumstances is held invalid, the invalidity shall not affect any
other provision or applications of this Act which can be given effect without the
invalid provision or application, and to this end the provisions of this Act are

severable.
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SUMMARY OF POSITION acant)
Dhawsdn

The Board of Trustees suppaoris Bill 170-32 as a means to improve the

Government of Guam’s ability to meet its obligations to fund the Retirement Fund Katherine T.E. Tattano

Defined Benefit Plan (“Fund™) by easing some of the statutory investment limitations

and expanding maximum caps on investments currently mandated under Title 4, James R.F. Duenas
Trugiez

Chapter 8, Article 1, of the Guam Code Annotated.

Milliman Consultants & Actuaries. the actuary firm retained by the Board of
Trustees, reported that as of Snptcmber 30, 2012, the Fund’s unfunded actuarial
accrued liability was $1.482.6 million.' Wilshire Associates, Inc., (*Wilshire’ "), the
Fund’s investment consultant for the Defined Benciit Plan, has commenied on the
proposed amendments in Bill 170-32, observing that the Fund’s target investment
portiolio significantly deviates from the available investment opportunity set,
significantly differs from peer group averages, and has a significant concentration in
U.S. equity. The current statutory investment constraints negatively impact the Fund’s
ability to achieve the actuarial expected return of seven percent (7%}, and are likely
increasing both the costs and risks associated with the Fund’s investments. The
amendments in Bill 170-32 would allow the Fund to invest in a broader range of
investments, and a broader range of investment vehicles, reducing both costs and risks,
and providing the government with greater opportunities to reduce its unfunded
liability to the Fund., Based on Wiishire’s recommendations, by amending certain
investment limitations, the Board of Trustees expects that the Fund will be able to
pursue an ipvestnient strategy that is reasonably anticipated to improve the risk
adjusted return of the investment portfolio for the benetit of the Retirement Fund as a
whole.

Government e,;f Cruam Retirerent Fond Actuanal Valuation as of Seprember 30, 2012, prepared by

Millimare Consulisniz & Actuaries, .
474 Boute B

S, Guam FARID
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STATEMENT OF SUPFORT

I SUFPORT FOR KEY CHANGES TO CURRENT INVESTMENT LIMITATIONS
A, CHANGES TO LIMITATIONS ON FIXED INCOME INVESTMENTS

Currently, the Fund is limited to fixed income investments only in “investment grade”
bonds. thus prohibiting investment in lower-grade (high yield) bonds, although in principle fixed
income investments generally are safer and more protected under stress than equity categories,
due to established capial structure priorities {“pecking order™). Bill 170-32 would remove the
“investment grade-only” limitation, vet imit investments in non-investment grade bonds to eight
percent {8%) of the Fund, at cost. The Fund agrees with the intent of Biil 170-32 to remedy
inconsisient treatment in current provisions essentially allowing full investment in various equity
categories, while prohibiting investments in non-investment grade bonds. The Fund sopports the
eight percent (8%%) cap on non-investment grade bonds,

B. CHANGES TO LIMITATIONS ON EQUITY INVESTMENTS

Currently, under Section 8157(e), the Fund is prohibiting from investing in domestic and
foreign equity Investments if, after such investment, the Fund would own, in the aggregate, an
amount preater than fifty percent (50%) of the Fund at cost. The Fund agrees with the intend of
Bill 170-32 to increase this cap to seventy percent (7096) of the Fund at cost, noting that; (1)all
equity purchases, direct or indirect (in mutual funds, investment trusts, or exchange traded funds)
would be counted toward the cap; and {2) fifty percent (50%) of direct equity purchases remain
subject to divided requirements.

C. CHANGES TO LIMITATIONS ON NON-US (FOREIGN) INVESTMENTS
L INCREASE FOREIGN INVESTMENT CAP TO 35%

Currently, under Section 8146(bY, the Fund is prohibiting from muaking non-ULS.
mvestments if, after such investment, the Fund would own any combination of the following
investment instruments - foreign government honds, foreign corporate bonds, foreign preferred
stock, foreign capital or common stock -~ in an amount greater than fifteen percent (15%) of the
Fund at cost. The Fund agrees with the intent of Bill 170-32 1o raise this cap to thirty-five
percent (35%) of the Fund at cost, to be consistent with global opporiunity sets, and in
recogrition that the historical purposes of limiting foreign investments to control risks in under-
developed markets are less relevant today.

2. CONSISTENT TREATMENT OF US AND NON-US
INVESTMENTS, WHETHER FIXED INCOME OR EQUITY

The Fund also agrees with the intent of Bill 170-32 to remedy inconsistent ireatment in
current provisions that permit bond mvestments so long as they are included in the applicable
bond index but prohibiting equity investments in non-U.S, headguartered companies even if such



companies do most of their business in the U.S, and are included in applicable ULS. equity
benchmarks.

D. CHANGES TO CAPS ON INVESTMENTS IN MUTUAL FUNDS,
INVESTMENT TRUSTS, AND EXCHANGE TRADED FUNDS

Currently, under Section 8158, the Fund may purchase units, preferred, common and
capiial stock of investroent funds (common wust funds, commingled funds, mutual funds) in an
amount not to exceed thirty percent (30%) ot the Fund at cost. Similarly, under Section 8§138.1,
the Fund may purchase units or shares of exchange traded funds in an amount not to exceed
twenty percent (20%) of the Fund at cost. Bill 170-32 would not increase these percentage caps
in these investment vehicles.

Instead, Bill 170-32 would clarify that purchases within an investment vehicle of certain
fixed income and equity investments (45 well as cash deposits and cash equivalents) that are
investment classes permitted ufider other applicable provisions of Article 1, should not be
counted toward the quantitative caps simply because they are purchased in the vehicles described
in Sections 8158 and '8§158.1. The Fund agrées with the intent of Bili 170-32 to exclude
investments i the investment classes (cash, fixed income and equities) permitied by existing
statute from being counted toward the guantitative caps fmposed on investment vehicles in
Sections 8158 and §158.1, shich vehicles are meant to be used for investments not otherwise:
defined in the statute, to recognize diversification opportunities in the constantly evolving capital
markets, i

IT. SUPPORT FOR AMENDMENTS, SECTION-BY-SECTION
A, New Subsection (w) to Section 8104.

The Board of Trustees supports the addition of Subsection 8104{w) to add the definition
af “Tier | Capital™ as codified in the Code of Federal Regulations, [2 C.F.R. § 325, the meaning
of which will be used to mieasure the minimum capital requirements of custedians and
investment agents engaged by the Retirement Fund.

B. Amendments (o Section 8139.1.

“The Board of Trustees suppurts amendments to Section §139.1 to reflect that the Board’s
investment decisions respecting individual assets should be evatuated not in isolation, but in the
context of the Fund’s portfolio as 4 whole and as part of an overall investment strategy having
risk and return objectives reasonably suited to the Fund. The Board also supports amendments
clarifving that the Board’s decisions or actions in discharging their fiduciary duties should be
reviewed in light of the facts and circumstances existing at the tme of such decision or action,
and not in hindsight, The criteria for such evaluation and review of the Board’s decisions and
actions ts consistent with criteria applicable to trustees of modern public and private sector orusts.

C. Amendment to Section §143(j).

The Board of Trustees supports the amendment to Section 8143(33 to unambiguously
clarify that a previously enacted acquisition restriction is applicable onty to real property



investments under Subsection 8143(}) and was not intended to apply to all investments under
Section 8143,

. Amendmenis to Section 8144,

The Board of Trustees supports amendments (o Section 8144 to retlect thai custody
services may be offered by custodians other than bank trust departments, The Board also
supports increased capital requirements (to 81 bilhon) as measured by Tier 1 capital in
regulations promuigated by the Federal Depasit Insurance Corporation.

E. Amendments fo Section 8145,

The Board of Trustees supports amendments to Section 8145 to reflect that Investment
Agents include investment counsel and investment managers. The Board also supports increased
capital requirements {to $1 hillion} as measured by Tier | capital in regulations promulgated by
the Federal Deposit Insurance Corporation, applicabie to bank trust departments serving as
investment Agents. The Board also supports the increases (to $1 billion) to the minimurm level
of assets under direct investment supervision, applicable to all Investment Agents.

F. Amendments to Section 8144,

The Board of Trustees supports amendments to Section 8146 to raise the statutory cap on
aggregate (all categories) non-U.S. investments to thirty-five percent (35%) from fifteen percent
{15%) to take advantage of glohal opportunity sets.

G. Amendments to Seciion 8149,

The Board of Trustees supports amendments to Section 8149 to raise capital requirements
{to $1 biltion) for banks holding the Fund’s deposits of cash and cash equivalents. The Board of
Trustees also supports amendments to Section 8149 to ¢lanify that cash equivalenis purchased in
investment funds or exchange-traded funds, in amounts and for durations approved by the Board,
shall be excluded from the maximuom caps applicable to investment funds or exchange-traded
funds, because cash and cash equivalents purchased in such vehicles should not be valued for
purposes of determining whether an investment vehicle, at cost, has reached its maximum
investrment cap (30% for mvestment funds, 26% for exchange-traded funds) within the overall
investment portfolio.

i

H, Amendments 1o Section 8150,

The Board of Trustees supports amendments to Section 8150 fo clarify that bonds and
other evidences of indebtedness of the United States or its agencies or instrumentalities may be
purchased and held in investment funds or in exchange-traded funds, and such purchases shall be
excluded from the maximum caps applicable to investment funds or exchange-traded funds,
hecause LS. debt mstruments purchased in such vehicles should not be valued for purposes ol
determining whether an investment vehicle, at cost, has reached 1t madinum investment cap
{30% for investment funds, 20% for exchange-traded funds).



I. Amendments to Section 8151,

The Board of Trustees supports amendments to Section 8151 to clarify that non U.S.
government bonds and other evidences of indebtedness may be purchased and held in investment
funds or in exchange-traded funds, and such purchases shall be excluded from the maximum
caps applicable to mvestment funds or exchange-traded funds, because such purchases af non-
t15. debt instruments should not be valoed for purposes of determining whether an investment
vehicle, at cost, has reached its maximum investment cap (30% for investment funds, 20% for
exchange-traded funds).

J. Amendments to Section §152.

The Board of Trustees supporis amendments to Section 8152 to clarify that bonds and
other evidences of indebtedness issued by states and territories of the United States may be
purchased and held in investment funds or in exchange-traded funds, and such purchases shall be
excluded from the maximum caps applicable to investment funds or exchange-traded funds,
because such purchases of state and territorial debt instruments should not be valued for purposes
of determining whether an investment vehicle, at cost, has reached its maximum investment cap
{30% for investment funds, 20% for exchange-traded funds).

K. Amendments to Seetion 8153,

The Board of Trustees supports amendments to Section 8153 to clarify that public
revenue bonds payable from revenues or earnings piedged by public utilities, states,
municipalities, or territories, may be purchased and held in investment funds or in exchange-
traded funds, and such purchases shall be excluded from the maximurn caps applicable to
invesiment funds or exchange-traded funds, because such purchases of public revenue bonds
should not be valued for purposes of determining whether an investment vehicle, at cost, has
reached its maximum investment cap (30% for investment funds, 20% for exchange-traded
funds).

1. Amendmenis to Section 8154,

The Board of Trustees supports amendments 1o Section 8154 to place a statutory limat of
eight percent (8%) on the purchase, at cost, of domestic corporate bonds that do not otherwise
comply with the {ixed charge coverage ratios of Section 8154(a}2). The Fund believes that it is
appropriate 1o permit the purchase of non-investment grade bonds, including high-vield
corporate bonds, so long as such purchases remain subject to maximum caps.

The Board of Trustees also supports amendments to Section §154 to clarfy that corporate
bonds 1ssued by domestic or foreign corporations may be purchased and held in investment {unds
or in exchange-fraded funds, and such purchases shall be excluded from the maximum caps
applicable to investment funds or exchange-traded funds, because such purchases of corporate
honds should net be valued for purposes of determining whether an investment vehicle has
reached its maximum investment cap (30% at cost for investment funds, 20% at cost for
exchange-traded funds).

| #3]
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M. Amendmenis to Section 8136,

The Board of Trustees supports amendments 1o Section 8156 to clarify that domestic and
foreipn preferred stock may be purchased and held in investment funds or i exchanpe-traded
funids. and such purchases shall be excluded from the maximum caps applicable to investment
funds or exchange-traded funds, because such purchases of preferred stock should not be valued
for purpeses of determining whether an investment vehicle, at cost, has reached its maximum
investment cap (30% for investment funds, 20% for exchange-traded funds).

N, Amendments to Section 8157.

The Board of Trustees supports amendments 1o Section 8157 1o increase the statutory
limit on divect and mdirect purchases of domestic and foreign common stock to seventy percernt
{70%) from fitty percent {50%), at cost.

The Board of Trustees also supports amendments to Section 8157 to clarify that common
stock may be purchased and held in investment funds or in exchange-traded funds, and such
purchases shall be excluded from the maximum caps applicable to investment funds or
exchange-traded funds, because such direct purchases of common stock should not be valued for
purposes of determining whether an mvesiment vehicle, at cost, has reached its maximum
investment cap {30% for investment funds, 20% for exchange-traded funds).

0. Amendments to Section 8158.

The Board of Trustees supports amendments to Section 8158 to clarify that the aggregate
of all investments in units, preferred, common and capital stock of any common trust fund,
commingled tund, investment trust, or mutual tund shall not exceed thirty percent (30%;) ot the
Fund at cost, but the purchase of cash equivalents, bonds, preferred stock, comimon stock shall
net be valued for purposes of determining whether an investment vehicle, at cost, has reached its
maximum invesiment cap (30% of the overall portfolio).

CONCLUSION

For the reasons set forth in this position statement, the Board of Trustees approves the
proposed amendments to 4 G.CAL §§ 8139.1, 8143(1), 8144, 8145, 8146, 8149, 8150, B15],
8152, 8153, 8154, 8156, 8157, 8138, and 8158.1, and the addition of 2 new subsection {w) to
Section 8104, The Board belicves that the amendments will further the intent of the Legislature
o meet s obligation to fund the Retirement Fund Defined Benefit Plan, and reduce the Fund's

unfunded hability. 4
|, A
N Y B

O A ',3( ! \
=t HOF T, SAN AGUSTIN




The Investment Opportunity Set W Wilshire

$ Billion  World Portfolic Public Fund Avera GGRF Targets

Uus Equity 17,000 24% 33% 50%
Non-US Equity 16,000 23% 21% 20%

Total Ecuiity 47% 54% 70%
U.S. High Grade Bonds 17,600 24% 20% 30%
High Yield/Bank Loans 2,400 2% 6%
Glabal Inflation Linked Securities 2,600 2% 3% o

Total Fixed income 31% 26% 30% . i L
Commodities _ 5,600 7% 2% _ ' Estimated annug tradable futures volume
Private Real Estate™ 8% _ 6% : : Typical institutional aflocation *
Hedge Funds* ' ' 5% ' 5% Typical institutionai allocation *
Private Markets* 4% 4% Typical institutional allocation *
Total Alternative L ;

L _ 53400  100%
* Greenwich Associates Market Trends-US institutional investors 2012

Survey, Public Funds S:!.S}S Billion Universe
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Hedge Fendst Puiriiz Fund Avermea! 20331 GGRE Targets
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Ezpnator
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CHAIRPERSON
MamriTy LEADER

Senator

Thomas C. Ada

Vick CHAIRPERSON
ASSISTANT Marority LEADER

Senator
Vicente (Ben) €. Pangelinan
Member

Speaker
Judith T.P. Won Pat, Ed.DD.
Member

Senator
Dennis G. Rodriguez, Jn
Member

Vice-Speaker
Benjamin [.E Cruz
Member

Legislative Secretary
Tina Bose Mufia Barnes
Member

Senator
Frank Blas Aguon, Jx.
Memiber

Senator
Mivhael BQ. San Nicolas
Merber

Senator

V. Anthony Ada
Member
MisoRITY LEADER

Senator
Alire Yamashita
Member

S#£7 155 Hesler Place, Hagieia, Guans 96910 » wiens, guanlegislature.cont
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(BT1H72-7679 o Tax: (671 $A72-3547

Certification of
Waiver of

Fiscal Note Requirement

This is to certify that the Committee on Rudes submitted to the Bureau
of Budget and Management Research (BBMR) a request for a fiscal note,
or applicable waiver, on BILL NO, 170-32 (COR) - “AN ACT TO ADD A
NEW SUBSECTION {w) TO §8104, TO AMEND §8139.1, TO AMEND
SUBSECTION 8143(3), TO AMEND §8144, §8145, §8146, §8149, §8150,
§8151, §8152, §8153, §8154, §8156, §8157, §8158, and §8158.1 ALL OF
ARTICLE 1, CHAPTER 8, TITLE 4 OF THE GUAM CODE ANNOTATED
RELATIVE THE DEFINED BENEFITS PLAN OF THE GOVERNMENT OF
GUAM RETIREMENT FUND” - on October 28, 2013, COR hereby certifies
that BEMR confirmead receipt of this request on August 21, 2013 at 9:30
AM.

COR further certifies that a response to this request was not received.
Therefore, pursuant to 2 GCA §9105, the requirement for a fiscal note,
or waiver thereof, on Bill 170-32 (COR) to be included in the
committee report on said bill, is hereby waived.

Certified by:

™

[ Ly J UALpiin Lbfg,gfgg,
Sénatcr Rory J. Respicio Date : ]

Chairperson, Committee on Rules
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Senator

Thomas O, Ada

ViCE CHAIRPERSONY
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Senator
Vicente (Benj C. Pangelinan
Member

Speaker
Judith T.D. Won Pat, BEAD.
Member

Senator
Dennis G. Rodrigues, Jr.
Member

Vice-Speaker
Benjamin LE Cruz
Member

Legislative Secretary
Ting Rose Mufa Qarnes
Menther

Senator
Frank Blas Aguon, It
Member

Semaior
Michae! F£) San Nicolas
Member

Semtor

V. Anthony Ada
Member
Minorrry LEADER

Senator
Aline Yamashils
Aeniber

4 §“‘“‘“‘* Y COMMITTEE ON RULFS
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August 21, 2013

VIA E-MAIL
john, rivs@hlmrcunm gov

John A. Rios

Director

Bureau of Budget & Management Research
P.0. Box 2950

Hagitiia, Guam 96910

RE: Reguest for Fiscal Notes— Bill Nos. 166 through 171-32 (1.5}

Hafe Adai Mr. Rios:
Transmitted herewith is a bisting of [ Ming'trentai Dos na Lilieslatwran Guihan's
most recently introduced bills. Pursuant to 2 GCA §9103, T respectiully request

the preparation of fiscat notes for the referenced bills,

St Yu'os sa’dse” tor your attention to this matier.

Very Truly Yours,

,/@mw &f/’f@’?

Senator Rory |. Respicio
Chairpersea, Commiitheg on Fudes e

VVVVV

Attachments (1) .,
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Cer Clerk of the Legisiatare {;{



Bill Kos. | Spensor Title
budith T, Won Pat,
166-32 Eofn, Aline A | AN ACT TO TRANSFER TITLE OF LOT NO. 5397 MUNICIPALITY OF BARRIGADA, GUAM
(LS} Yamashita, PR.0. | TO THE UNIVERSITY DF GUAM.
E.LF. Cruz
N AN ACT TO REPEAL § 23113 OF CHAPTER 23, TITLE 22 OF THE GUAM CODE
s R.J. Respicio ANNOTATED TO REMOVE THE CURRENT TAX EXEMPTION ON PREMIUMS
(L5} COLLECTED BY INSURANCE COMPANIES AS PARTOF THE QC PROGRAM.
C I R MUSA Barnes | AN ACT TO REZONE LOT NOS. 22 AND 23, BLOCK NO. 4, TRACT NG. 170, WEST
(Ls} ACRESSUBDIVISION, DEDEDD, GUAM FROM SINGLE- FAMILY DWELLING ZONE (R-1)
' TO MULTIPLE- FAMILY DWELLING ZONE {R-2)
T AN ACT'TO REZONE LOT NO. 5168-4, LOCATED IN THE MUNICIPALITY OF
(69.3p | T-RMUNABarnes | TAMUNING, FROM SINGLE-FAMILY DWELLING ZONE (R1} TO LIGHT INDUSTRIAL
f (L5} ZONE [M1),
ST T T T ANACT TO ADD A NEW SUBSECTION [w) TO §2104. TO AMEND §8139.1, T0 AMEND
? Vicente (bent ¢, | SUBSECTION B143(7), 10 AMEND §8144, §6143, §8146. §8149, §8150. §8151.§0152,
L 170-32 pan dinan | SB153.58158, 8B1S6, §8157, 58158, and §8156.1 ALL OF ARTICLE 1, CHAPTERS,
peninar TITLE 4 OF THE GUAM CODE ANNOTATED RELATIVE THE DEFINED BENEFITS PLAN
(L5}
OF THE GOVERKMENT OF GUAM RETIREMENT FUND,
] v Antheny Ada i | ANACT TOAMEND 6831 14 OF 16GCA 57103 OF 10GCA, 4121 OF 4GCA AND 1167 OF |
i3z | ; ; o B 1700A RELATIVE T GOVERNMENT OF GUAM 10 CARDS ISSUEDTOFERSONS UNDER
(L5) | ek 21 YEARSOF AGE.
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CHARPERSON
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Senator
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Vicente (Benj C. Pangelinan
Member

Speaker
Judith T.F. Won Pat, £4.D.
Meniber

Senator
Dennis G. Rodriguez, Jr.
Member

Vice-Speaker
Benjamin .E Cruz
Member

Legislative Secretary

Tina Rose Mufia Barnes
Member

Senator
Frank Blas Aguon, Jr.
Member

Senator
Michael FQ. Sun Nicolas
Member

Senator

V. Anthony Ada
Member
MinoriTY LEADER

Senator
Aline Yamashita

Member |

August 19, 2013

MEMORANDUM

To: Rennae Meno
Clerk of the Legislature

Attorney Therese M. Terlaje
Legislative Legal Counsel

9,
ey

From: Senator Rory J. Respicio”
Mujority Leader & Rules Chair
Subject: Referral of Bill No, 170-32(L5)

As the Chairperson of the Committee on Rules, | am forwarding my referral of
Bill No. 170-32(LS).

Please ensure that the subject bill is referred, in my name, to the respective
committee, as shown on the attachment. 1 also request that the same be

forwarded to all members of [ Ming trentai Dos na Likeslaturon Gudhan,

Should you have any questions, please feef free to contact our office at 472-7679.

5i Yu'os Mu'ase!

Attachment
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Bill Log Sheet

PURT UATE
BiLL DATE DATE CMTE HEARING COMMITTEE
NO. SPONSQR TITLE INTRODUCED | REFERRED REFERRED DATE REPQRY FILED | FISCAL NOTES
170-32 Vicente (ben) C. AN ACT TQO ADD A NEW SUBSECTION {w) TO | 8/16/13, | 8/21/13 Committee on
{LS) jPangelinan §8104, TO AMEND §8139.1, TO AMEND 4:28nm Appropriations,
SUBSECTION 8143{}), TO AMEND §8144, §8145, Public Debt, Legal
8146, §8149, 8150, §R151, §8152, §8153, Affairs,

§8154, 58156, §8157, §8158, and §8158.1 ALL
OF ARTICLE 1, CHAPTER 8, TITLE 4 OF THE GUAM
CODE ANNOTATED RELATIVE THE CEFINED
BEMEFITS PLAN OF THE GOVERNMENT OF GUAM
RETIREMENT FUND.

Retirement, Public
Parks, Recreation,
Historic
Preservation, and
Land

Bill Irtroduced/History
872172013 8:56 AM




Guarrs Legislature Mait - PUblc Hearing - FIRST NOTICE B/28/13 401 PM

Lisa Dames <cipo@guamlegislature.org>

PUblic Hearing - FIRST NOTICE

Lisa Dames <cipo@guamiegisiature.org>
To: PHrg Notice <phnotice @guamiegislature org>

Fri, Aug 23, 2013 a1 5:36 PM

The Committee on Appropriations, Public Debt, Legal Affairs, Retirement, Public Debt, Recreation. Historc
Preservation and Land will hold a public hearing on Friday, August 30, 2013 at the Guam Legisiature Public Hearing
Room beginning at 5:30pm. The following is on the agenda;

Blll No. 170-32 (LS} —~ Introduced by Senator Vicente Pangelinan - AN ACT TO ADD A NEW SUBSECTION (w)
TO §8104, TO AMEND §8139.1, TO AMEND SUBSECTION 8143(j), TO AMEND §8144, §8145, §8146, §8149,
§8150, §8151, §8152, §8153, §8154, §8156, §8157, §8158, and §8158.1 ALL OF ARTICLE 1, CHAPTER 8, TITLE 4
OF THE GUAM CODE ANNOTATED RELATIVE THE DEFINED BENEFITS PLAN OF THE GOVERNMENT OF

GUAM RETIREMENT FUND.

Yanggen un nisisita espesfat na sethisio put fabot dganyg i Higinan Senadot ben pangelinan gl 473- Yanggen un risisita espesiat na
setbision. put fabot Agang + Misinan Sinadot Vicente {ben) Cabrera Pangelinan gi 473-4238/7. Yanggen un msisita kopian { prniponi Stha
ginen este na tareha, halom gi 1t uepsait | Lihesiaturan Guahan gi www.guamiegisiature.com Yanggen para un na’hdlom testigu-muy, chule’
para { fisinan-mami gi 324 West Soledad Avenue gi iva Hagdtfa, pat guatto gi | Kuation Katta gi ; Liheslatura, pat faks gi 4734238, patsino
imet gi officed@senbenp.con: Este na nutisiv inapdsi nu | fendon gubstnemento.

i you requite any spedal acoommodations, auxiliary aids or other special services or for further informabion, please call the Office of
Senator Vicente (ben) Cabrera Pangelinan at 473423677, For copies of any of the Bills listed on this aganda, you may log on to the Guam
Legislature’s website al www guamlegislature com Testimonies may be submitted directly to our office at 324 West Soledad Avenue in
Hagatha or at the Mail Room of the Guam Legisiature, via fax af 473-4238, or via email at office@isenbenp.com

Lisa Dames

Chief of Staff

P MINATRENTAI DOS NA LIHESLATURAN GUAMAN

Senator Vicente {ben) Cabrera Pangelinan

Commitlee on Appropriations, Public Debt, Legal Affairs, Retirement, Public
Parks, Recreation, Historic Preservation, and Land

{671} 473-4236 (office}

(671 4734238 (fax)

senbenp.com

www guamlegislature . org

Bill No. 170_.pdf
< 1219K

https'/ fmall.google. comfmailfu/ 0/ iz 2Lk 1 ¢ 7 ccBob b 48view = pr&search=sentfmsg= 140aalz7 3dfe 74 1a Fage lof |
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Lisa Dames <cipofBguamlegistature.org>

Public Hearing - FIRST NOTICE

Lisa Dames <cipo@guamlegisialure org> Fri, Aug 23, 2013 at 5:35 PM
To: news@kS57.com, news@guampdn.com, Sabrina Salas <sabrina@kuam.com>, Jason Salas <jason@kuam.com>,
nick@kuam.com, Mindy Aguon <mindy@kuam.com>, Ken Quintanilla <keng@kuam.com>, Krystal Paco
<krystal@kuam.com>, Josh Tyguiengco <jtyquiengco@k57 com>, clynt@k57.com, Betsy Brown <betsy@k57.com>,
Kevin Kerrigan <kevin@k57 com>, rgibson@k57.com, Jon Anderson <jontalk@gmail.com>, Jon Anderson
<editor@mvguam.com>, gerry@mvguam.com, marvic@mvguam.com, louella@mvguam.com, Frank Whitman
<frank@mvguam.com>, ALICIA PEREZ <aliciaperez69@hotmail.com>, Gaynor Daleno <gdumat-ol@guampdn.com>,
shimtiaco@guampdn.com, Cyaol Ngirairik! <odngirairiki@guampdn.cony=, Jerick Sablan <jpsablan@guampdn.com>,
life@guampdn.com

The Committee on Appropriations, Public Debt, Legal Affairs, Retirement, Public Debt, Recreation, Historic
Preservation and Land will hold a public hearing on Friday, August 30, 2013 at the Guam Legislature Public Hearing
Room beginning at 5:30pm. The following is on the agenda;

Bill No. 170-32 {LS) ~ Introduced by Senator Vicente Pangelinan - AN ACT TO ADD A NEW SUBSECTION (w}
TO §8104, TO AMEND §8139.1, TO AMEND SUBSECTION 8143(j), TO AMEND §8144, §8145, §3148, §8145,
§8150, §9151, §8152, §8153, §8154, §8156, §8157, §8158, and §8158.1 ALL OF ARTICLE 1, CHAPTER 8, TITLE 4
OF THE GUAM CODE ANNOTATED RELATIVE THE DEFINED BENEFITS PLAN OF THE GOVERNMENT OF

GUAM RETIREMENT FUND.

Yanggen un nisisita espesidt na sethisio put fabot dgang | fisinan Senatiot ben pangelinan gi 473- Yanggen un nisigita espesiat na
sethision, put fabot agang 1 Hisinan Sinadot Vicente (bern} Cabrera Pangelinan gi 473-4236/7 Yanggen un nisisia kopan | priniponi siha
ginen este na tareha, halom ¢i | vepsait | Lihesiaturan Gudhan gh wew guamlegisiature com Yanggen para un na'halom testigu-mu, chule’
para i ifisinan-mami gi 324 West Scledad Avenue gi iva Hagatfia, pat guatto gi | Kuatton Katta gi § Liheslatura, pat faks gi 4734238, patsino
imel gi office@sentanp com Este na nutisiv inapasi nu { fendon gubetnamento.

If you reguire any special accommodations, auxiliary aids or other special services or for further information, please call the Office of
Benater Vicente (ben} Cabrera Pangelinan at 473-4236/7. For copies of any of the Bills iisted on this agenda, you may log on to the Guam
Legisiature’'s website at www guamlegislature com Testimonies may be submitted directly to our office &t 324 West Soledad Avenue in
Hagatia or at the Mait Room of the Guam Legislature, via fax at 473-4238, or via email at officed@senbenp com

Lisa Dames

Chief of Staff

F MINATRENTAI DO3S NA LIHESLATURAN GUAHAN

Senator Vicente (ben) Cabrera Pzngelinan

Commitlee on Appropnations, Public Debt, Legal Affairs, Retirement, Fublic
Parks, Recreation, Historic FPreservalion, and Land.

(67 1) 473-4236 (office)

(671) 473-4238 (fax)

senbenp. com

www ghamlegislature org

htips / imail.google comimaiifu /0 ui=2&K = 1d2cc BB S48 view = pi&search=sent&emsg= 14024 19bad S Jaeds Fage T of 2



Cuam Legishature Mail ~ Public Hearing ~ SECOND Notice B728/13 402 PM

Lisa Dames <cipo@quamlegisiature orge

Publtc Hearmg SECOND Notme

Lisa {)ames <Cipc@guamkegisiature org> Wed Aug 28, 2&’)13 at 3:14 PM
To: PHrg Notice <phnotice@guamlegisiature org>

The Committee on Appropriations, Public Debt, Legal Affairs, Retirement, Public Debt, Recreation, Histonc
Preservation and Land will hold a public hearing on Friday, August 30, 2013 at the Guam Legislature Public Hearing
Room beginning at 5:30pm.

The following is on the agenda:

Bill No. 170-32 {LS) - Introduced by Senator Vicente Pangelinan - AN ACT TO ADD A NEW SUBSECTION (w)
TO §8104, TO AMEND §8139.1, TO AMEND SUBSECTION 8143(j), TO AMEND §8144, §8145, §8146, §8149,
§8150, §8161, §8152, §8153, §8154, §8156, §8157, §8158, and §8158.1 ALL OF ARTICLE 1, CHAPTER 8, TITLE 4
OF THE GUAM CODE ANNOTATED RELATIVE THE DEFINED BENEFITS PLAN OF THE GOVERNMENT OF

GUAM RETIREMENT FUND,

Yanggen un nisisita espesidt na setbisio put fabot dgang | ifisinan Senadot ben pangelinan gi 473- Yanggen un nisisita espesiat na
sethision, put fabot agang | Hisinan Sinadot Vicente (ben} Cabrera Pangelinan gi 473-4236/7. Yanggen un nisisita kopian i prinipont siha
gingn este na tareha, hédlom gi | uepsail 1 Liheslaturan Gudhan gi www guamiegisiature. com Yanggen para un na'halom festigu-mu, chuie’
para i Hfisinan-mami gi 324 West Soledad Avenue gi iva Hagatfia, pat guatto gi | Keatton Katfa gi i Liheslatura, pat faks gi 473-4238, patsino
imel gi officadsenbenn com Este na nutisiu inapasi nu i fendon gubsthnamenio.

If you require any speciat accommodations, auxiliary aids or pther special services or for further information, please call the Office of
Senator Vicente {(ben) Cabrera Pangelinan at 473-4236/7. For copies of any of the Bills #isted on this agenda, you may iog on to the Guam
Legislature’'s website atwww guamlegisiature com Testimonies may be submitted directly to our office at 324 West Soledad Avenue in
Hagataa or at the Mail Room of the Guam Legislature, via fax at 4734238, or via emall at office@senbenp.com

Lisa Dames ‘&
Chief of Staff

I MINATRENTAI DOS NA LIHESLATURAN GUAHAN

Senator Vicente (ben) Cabrera Pangelinan

Committee on Appropriations, Public Debt, Legal Affairs, Retirement, Public

Parks, Recreation, ristoric Preservation, and Land.

{671} 4734238 (office}

{671) 473-4238 (fax)

senbenp.com

www _guamlegislature.erg

i ﬁgenda August 30 doc
J 48K
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Guam Legisiature Mail - Public Hearing - SECOND Notica B/R2B713 402 7PM

Lisa Dames <cipo@iguamiesgislature.org

Public He&ﬁg - SECOND Notice

Lisa Dames <cipo@guamiegislature.org> Wed, Aug 28, 2013 at 3:13 PM
To: news@k57.com, news@guampdn.com, Sabrina Salas <sabrina@kuam.com>, Jason Salas <jason@kuarm.com>,
Mindy Aguon <mindy@kuam.com=, nick@kuam.com, Ken Quintanilta <keng@kuam.com>, Krystal Paco
<krystal@kuam.com>, Josh Tyquiengce <jtyquiengco@kS7 come, clynt@k57 com, Betsy Brown <betsy@k57.com>,
Kevin Kerrigan <keving@k57 .com>, Jon Anderson <jontalk@gmail.com>, Jon Anderson <editor@rmvguam.coms,
gerry@mvguam.com, marvic@myguam.com, louella@mvguam.com, Frank Whitman <frank@mvguam.coms,
rgibson@kS7.com, ALICIA PEREZ <aliciaperez63@hotmail.com>, Alicia Perez <perezksto@gmail com>, Gaynor Daleno
<gdumat-ol@guampdn.com>, slimtiaco@bguampdn.com, Oyaol Ngirairikl <odngirairikl@guampdn.com>, Jerick Sablan
<jpsablan@guampdn.com>, life@guampdn.com

The Commitlee on Appropriations, Public Debt, Legal Affairs, Retirement, Public Debt, Recreation, Historic
Preservation and Land will hold a public hearing on Friday, August 30, 2013 at the Guam Legislature Public Hearing
Room beginning at 5:30pm.

The following is on the agenda:

Bill No. 170-32 (LS} ~ Introduced by Senator Vicente Pangelinan - AN ACT TCO ADD A NEW SUBSECTION (w}
TO §8104, TO AMEND §8139.1, TO AMEND SUBSECTION 8143(j), TO AMEND §8144, §8145, §581486, §8149,
§8150, §8151, §8152, §8153, §8154, §8156, §8157, §8158, and §8158.1 ALL OF ARTICLE 1, CHAPTER 8, TITLE 4
OF THE GUAM CODE ANNOTATED RELATIVE THE DEFINED BENEFITS PLAN OF THE GOVERNMENT OF

GUAM RETIREMENT FUND.

Yanggen un nisisita espesidt na sethisio put fabot dgany | fisinan Sanadot ben pangelinan gl 473- Yanggen un nisisita espesidt na
sethision, put fabot 4gang ¢ Hisinan Sinadot Vicente fben} Cabrera Pangelinan g 473-423677. Yanggen un nisisita kopian i prinipom siha
ginan este na tareha, hatom gi t ugpsait i Likeslaturan Guéhan gi www.guamiegisiature com Yanggen para un nahdiom lestigu-mu, chule’
para i Hisinan-mami gi 324 West Soledad Avenue gi iya Hagétfa, pat guatto gt | Kuatton Katta gi i Lihesiatura, pat faks gi 4734238, patsino
imel gi office@senbenp.com Este na nutisiu inapdsi nu i fendon gubetriamenta.

# you require any special accommodations, auxiliary aids or other special services or for further information, please call the Office of
Senator Vicente (ben) Cabrera Pangelinan at 473-4236/7. For copies of any of the Bills listed on this agenda, you may log on to the Guam
Legisiature's website atwww guamtegislature com Testimonies may be submitted directly to our office at 324 West Soledad Avenue in
Hagatia or a1 the Maid Room of the Guam Legisiature, via fax at 4734238, or viz emall at cffice@senbenp com

Lisa Dames

Chief of Staff

P MINATTRENTA! DOS NA LIHESLATURAN GUAHAN

Senator Vicente (ben) Cabrera Pangelinan

Committee on Appropriations, Public Debt, Legal Affairs, Retirement, Public
Parks, Recreation, Historic Preservation, and Land.

(B71) 473-4236 (office)

(671) 473-4238 (fax)

senbenp com

www guamlegiskature. org

Agenda August 30.doc
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Listserv: phnotice/@zuamlesisiature.org
As of August 27, 2013

aalladi@guampdn.com

action@weareguahan.com

dtamondonz@guamndo.com

admin@franiaguonjr.eom

duenasenator@gmailcom

admin@guamrealtors.com

ed@tonyada.com

admin@leappuam.com

edelvnn] 1 30@hotmatl.com

admin@wearcguahan.com

editor@mvguam.com

aguondruam@gmall.com

editor@saipantribune.com

ahernandez@guamlegislature.org

edpocaipue@iudiwonpat.com

apuan@kijifml 0d.com

elaine@tinamunabarnes.com

alertajermaine@gmail.com

emachof@ymailoom

alinedfamilles@emailcom

ewinstoni@yahoo.com

amB0lguam@pmail.com

eaifizuamrealtors.com

amanda@toduguam.com

etajalie@guamlegisiature.org

amier@mvouam.oom

evelyn4families®@gmail com

ang.duenas@gmail.com

foterres@iudiwonpatoom

anpgelafprios@pmail.com

floterlaje@gmail.com

ackada@guamlegislature.org

frank@udiwonpat.com

ataligha@gmail.com

frank@mvguamcom

av@puamiegisiatureorg

pdumat-oli@guampdn.com

avillaverde@puamlegislature.org

gerry@mvenam.com

avonguam@pmail.com

gerrypartide@gmaiicom

bazamatthew@gmallcom

gims@mvguameoanm

bhautista@sphguam.com

gkiv23@hotmail.com

hdydasco@yahoo.com

guam@@pstripes.osd.mil

herthaduenast@guamisgislatureorg

guamnativesun@vahoo.com

betsy@spbguam.com
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bmkelman@gnampdn.com

hill hruce@abonetau

hrantforguam@gmail.com

hottins@kuam.com

breannalai@mailbouse gov

info@chinesetimesguam.com

bruce lovd media@gmailcom

mnalafmyvguam.com

carlospangelinan@senatorbjcruz.com

jasen@judiwonpat.com

carlsonc@pstripes.osd.mil

jason@kuam.com

coastro@puamehambercom.zu

jblas@tinamunabarnes.com

ccharfauros@guamag.otg

pan@tinamunabarnes.com

charissatenoric@senatorbjcruz.com

jennifer i dulla@gmail.com

chechsantos@gmail.com

iennifer@mvguam.com

cheerfulratunao@vahoo.com

limespaldon@yahoo.com

cherbert senatordrodriguez @email.com

jmesngon senatordredriguez@pmatlcom

chris.budasi@guamlegislature.org

joan@iuamcom

cipo@ouamlepislature.org

joe@todugusm.com

clerks@puamlegislatureorg

johncalvo@noangov

clifton@ieduguam.com

jehn@kuam.com

clynt@spbguam.com

jpmanuel@email.com

colleenw@guamlegisiature.ors
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compmittee@frankaguonjroom
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conedera@mikelimtiaco.com

juliette@senatorada.org
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ken kellv@gmatl.com

cyrus@senatoradaorg

kellv toves@mail house.gov
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keno@kuam.com

deseriaZ23@hotmail.com

kevin@spbguanu.com

dleddy@guamchamber.com.gu

khmg@hbeguam.net

dmgeorge@guamndnoom

Lorsannews@guam.net

koreatvi@kuentos.guam.net




Eistserv: phnotice@euamlesislature. org
As of August 27, 2013

Ystokish@egmail.com

kstonews@ite.net

richdevera@emazilcom

law@puamagorg

ricknawta@hitradio100.com

Hfe@ouampdo.com

riimtiaco@guampdincem

Imatthews@guampdn.com

rob@judiwonpatoom

loutfamilies®@email com
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santos.duenas@gmail.com
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senator@senatorbicruz.com

senatorbrantmeereadie@email.com

malainse@gmail.com
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senatordradriguez@igmaiicom

maryfejeran@gmail.com

senatersannicojas@gmail.com
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mearison@guamiegisiature.org

senbenp@ouam, net
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sgflores@tinamunabarnes.com

menchu@toduguam.com

sgtarms @guamiegislature.ors

mike lidia@senatorbicruz.com

sitarogeZ @yahoo.com

mike@mikelimtiaco.com

simtiaco@guampdncom

mindy@kuam.com

sonedera-salas@puamlegishaturearg

mis@guamlegislature.nrg

speakor@judiwonpatoom

misske@mevguam.com

tanyatfamities@gmail.com

miwheeler2000@vahoo.com

tasigirl@gmailoom

mmafnas@guamlegisiature.org

monty.medowell@amiguam.com

teastro@guam.net

telotaitague@guam.gov

mipeps4B7 3@emailcom

tessa@senatorbicruz.com

mvarietyi@nticom.com

thebigshow@guameellnet

mwatanabe@zuampdnoom

thebigshow@k57.com

news@guampdncom

therese hartwriter@gmail.com

news@sphbeuam.com

therexe@iudiwonpat.com

nick@kuam.com

tinamunabarmes@gmail.com

normanaguilsr@guaniee.edn

tjtaitano@cs.com

nsantos@guamlegisiature.org

tomi@senatoradaorg

odngiratrikl@gueampdr.com

tommy@senatormorrisan.com

effice@scnatorada.org

oliviampalacins@amail.com

tony@tonvadacom

rittent@pstripes.osd.mil

onlyenguam@acubedink.com

pacificjournalist@®gmail.com

tteriaje@guam.net

val@ionyada.com

parrovei@ks7.com

vincent@tinamunabarnes.com

pdkpre@emaileom

wil@judiwonpat.com

pete@ionyadacom

wili@senatoradaorg

phillipsguam@gmail.com

dosormd@gmail.com

publisher@glimpsesofguam.com

siosormd@yahoo.com

gdusnas_B@vahoo.com

yleeZ@puam pannett.com

rennaediguamlegislature org

responsibleguam@amailcom

zita@mvguam.com

zpalomo@guamag.org

rfteehan@yahop.com

rgibson@k57.com




[ Mina'trentai Dos na Lihesiaturan Guahan

320 GUAM LEGISLATURE

Senator Vicente (ben) Cabrera Pangelinan

Committee on Appropriations, Public Debt, Legal Affairs, Retirement, Public
Parks, Recreation, Historic Preservation, and Land

INEKUNGOK PUPBLEKO
GPUELIC HEARING)

gi Betnes, gi diha 30 gi Agosto, 2013
Friday, August 30, 2013

Kuatton Inekungok Pupbleko gi | Liheslaturan Guéhan
{(Guam Legislature Public Hearing Room)

media ora para alas sals gi pipueng/{
( 5:30 PM)

TAREHA
(AGENDA)

Priniponi Siko:
(Bills)

Bl No. 170-32 (1.S) - Introduced by Senator Vicente Pangelinan - AN ACT TO ADD A
NEW SUBSECTION (w) TO §8104, TO AMEND §8139.1, TO AMEND SUBSECTION
8143(j), TO AMEND §8144, §8145, §8146, §8149, §8150, §8151, §8152, §8153, §8154,
§8156, §8157, §8158, and §8158.1 ALL OF ARTICLE 1, CHAPTER 8, TITLE 4 OF THE
GUAM CODRE ANNOTATED RELATIVE THE DEFINED BENEFITS PLAN OF THE

GOVERNMENT OF GUAM RETIREMENT FUND.
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Section-by-Section Description of Changes and Rationale for Proposed Changes to Statute

Section of

Description of Changes

Rationale for Proposed Changes

Article 1,

Chapter 8,

Title 4

8104 Added 1o the list of definitions: Adds a generally accepted externally-

sourced definition for “capital™ by citing to

{__) Tier 1 capitai shall have the meaning set forth in regulations “Tier 1 capital” defined in FDIC
promulgated by the Federal Deposit Insurance Corporation as cocdified | regulations, as amended from time to time.
in the Code of Federal Regulations, 12 C.F.R. § 325, as amended from | To be applied to custodians, and bank trust
time to time, departments that are not locally chartered.

8139.1 Subsection (h) edited and renmumbered, and new subsections (¢) and (d)

acdded:

| § 8139.1, Fiduciary Duties.

{a) The members of the Board of Trustees stand in a fiduciary
refationship to the beneficiaries of the Retirement Fund in regard 1o the
management of the Fund.

{b) The members of the Board of Trustees shall discharge their duties
with respect to management of the Retirement Fund:

(1) solely in the interest of the members and beneficiaries of the Fund
and for the exclusive purpose of providing benefits to members and
beneliciaries and defraying reasonable expenses of administering the
FundE e e .

duties;

(2) with the care, skill, and prudence and diligence under the
circumstances then prevailing 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 iike aims—The-members-ofthe

Eliminates duplicative prefatory statement
applicable to all subsections “The
members of the Board of Trustees shall
discharge their duties . .. .”

Clartfies the fiduciary standards under
which the Trustees will be reviewed in
conneciion with investment decisions,
specifically. that:

ABALTA42-4338 4 03941300007




(3)_ by diversitving the investments of the Fund so as to minimize the
risk of large l()bseb unless under thc a,;m:amsmnce,s itis {:Iémly prudcm
not to do so—Fhe-meml rel-of ] ey
fetr-duties] a.nd

(4) in accordance with the documents and instruments gov erning the
fundlund.

(¢)_Unless otherwise provided in this Chapter, investment and
ma.ndgemém decisimns respﬁ:cting individmi assets shal] be eva}uamd

ai thc__ .t.l.m_e,::}i* suph decm_g_qn or 3i«f1€?fl-,..?.lf.l.£f ng;....b}f hmd_ﬁlgm_-

+ investment and management decisions
respecting individual assets shall be
evaluated not in isolation, but in the
context of the Fund’s portfolio as a whole
and as a part of an overall investment
strategy having risk and refumn objectives
reasonably su;’ﬁ._ci to the Fund; and

* a trustee’s decision or action in
discharging his or her fiduciary duties shall

‘be reviewed in light of the facts and

circumstances existing at the time of such
decision or action, and not by hindsight.

B143(}) Correction made to the section reference in the last paragraph: Clarifies intent of prior legislation that had
“added a'new pravision (1) to Section 8143,
At no time shall an acquisition considered under this Seetion including a conditional provision that
Subsection (j) be made that would provide an immediate investment should have been applicable only to
return which is less than the average raic of investment return that the Section $143(j) and not the entire Section
Fund is receiving overall on its alternative investment portfolio. 8143.
8144 Changes made as jollows:

- § 8144, Custedian.

The Boaré shall engage one or more scustodians
to assume responsibility for the ph}rmcai p{)s%sqzon of fund assets or
evidences of assets. The custodian shall submit such reports,

To encourage competitive pricing, the
revisions clarify that custodians need not
be bank trust departments, in recognition
that today’s largest global custodians are
not organized as bank trust depariments yet

“are well-recognized and capable of
providing custodial services.

accountings and other information in such form and at such times as

A331-T442-4338 4.0394 1 3-00002




requested by the Board, All costs incurred for custodial services shall
be a direct charge to Investment Income. The custodian shall hold all
assets for the account of the Government of Guam Retirement Fund and
shali act only upon the instructions of the Board, 1ts ex-officio director
or a member, committee or agent so authorized by the Board. No
custodian shall be engaged unless it:

(a) Has been continuously engaged in rendering #east custody services
for a period of ten (10) or more years; and

{b) Is organized under the laws of the United States or a state or
territory thereof; and

{c) Has Tier | capital and-surplus in cxcess of Fen-MithenOne Billion
Dollars ($30.086;0001.000.000.000); and

{(d} 1s a member of the Federal Reserve System whose deposits are
insured by the Federal Deposit Insurance Corporation or any successor
thereto; or

(e) Notwithstanding any of the above, any locally chartered bank may
be a custodian of the Retirement Fund.

As an enhancement to risk management, to
increase the capital requirements for

custodians except if the custodian is locally

chartered in Guam.

8145

Changes made as follows:
§ 8145, Investment Agent.

(a) In order to secure expert advice and counsel, the Board may
engage an investment agent to serve as investment counsel which shall
be etther an investment counsel or a bank trust department as
hereinafter qualified; and one or more Investment Agents to serve as

investment manager(s) to manage asset classes identified by the Board

To provide consistency of definitional
terms: “Investment Agent”™ includes
investment Counsel and Investment
Managers.

4B31-T442-4338. 3039413000012



ihis connection shail be a direct charge to Investment Income.

(by No person, firm or corporation shall be cligible for employment as
mvestment counse! which acts as principal for its own account or as
broker for a client other than the Fund in connection with the sale of
any security to or the purchase of any security from the Fund.

{¢) No investment esunselagent shall be engaged unless:

(13 The principal business of the person, firm or corporation selected
by the Board consists of rendering investment supervisory services, that
is, the giving of continuous advice as 1o the investment of Funds on the
basis ol the individual needs of each client; and

To resolve ambiguity and clearly eliminate
an tmmpractical requirement that principal
ownership of a {irm be actively engaged in
investment supervisory services, because
publicly traded corporations serving as
investment agents may have principal
ownership spread among many
sharcholders who arc not actively engaged
(43 Such person, firm or corporation is registered as an investment in the business of investment management.
adviser under the laws of the United Staies of America as from time to
time in effect; and

{2} The principal ownership orand control of such person, tirm or
corporation rests with individuals who are actively engaged in such
business; and

{3} Such person, firm or corporation and its predecessors have been
continuously engaged in such business for a period of ten (10) or more
years; and

{5) The contract between the Board and the investment esunselagent
is of no speeific duration and 1s voidable at any time by cither party;
and

{6} Such person, firm or corporation certifies in writing, to the Board, | To increase the amount of assets under
that the assets under its direct investment supervision are in excess of management requirement.
Fwo-Hundred-MilhonOne Billion Dollars
(32050:500:6001,000,000,000).

AN E-T442-4338.4 039415000402




investment supervmmn arg in OXEEss of

(d) The Board shall not engage a bank trust department unless it:

{1) Certifies in Wi‘iiﬁi‘ig. to the Board, that the asss.,ts undt.r its direct

Hillion Dollars ($200,600:0061,000,000,000); and

(2) Has been, together with its predeeessors, continuously engaged in

supervising investments for a period of ten (10) or more years; and

(3) Isorganized under the laws of the United States or a state or

territory thereof; and

4) }‘{AS Tzer 1 capitdl aﬂfi%i% in excess of Fea-MillienOne Billion

{5) Isu member of the Federal Reserve System whose deposits are
insured by the Federal Deposit Insurance Corporation or any successor
thereto.

(e} The Board or its designee under § 8143(a), shall establish and
may from time to time change operating arrangements with the
Investment Agent in order to faeilitate efficient management and timely
investment action,

() No investment shall be made unless in the opinion of the
Invesiment Agent it is an appropriate investment for the Fund and is an
authorized investment under §§ 8143 through § 8159, inclusive, or in
the absencﬁ, of suci‘x opinion uuinss prwezied- by a resolution of the

To increase the amount of assets under.
management requirement.

To increase the capital requirements for
investment agents.

To correct a typographical error.

8146

Changes made gs fellows:

§ 8146. General Investment Limitations.

AR5 {-T44 L4335 8.4.03943 5. 6D00T




Ne investment shall be made if, after such investment, the Fund would
own:

{a) Anv combination of obligations of any one political subdivision,
corporation or other single issuing entity in excess of {ive percent (5%)
of Fund assets at cost. This limitation shall not apply to general

or generai obligations of the territory of Guam.

{b) Any eombination of investment instruments as covered by § 8151,
Subsection (b) of § 8154, Subsection (b) of § 8156, and Subscction (b)
of § 8157 in excess of EiteenThirty-Five Percent (3535%) of Fund
assets al cost.

{¢) Obligations or other ivestments issued or guaranteed by the
territory of Guam in excess of Ten Percent (10%) of Fund assets at
cost, provided however, that this limitation shall not apply to such
obligations or other investments that are unconditionally guaranteed as
to principal and interest by, or supported by lease assignment from,
another entity whose principle business is outside of said Territory and
whose obligations are authorized investments under §§ 8143 through
2159, inclusive.

To clarify that the 3% cap does not apply
to any investment authorized under Section
8150 (Bonds of United States and Federal
Instrumentalities), so as to resolve
ambiguity about exposure to debt
securities issued by I'annie Mae and
Freddie Mac.

Irs recognition of the increased
globalization and geographical diversity of
the public securities market, to increase the
percentage of Fund assets at cost that can
be invested in non-1.8. government bonds,
non-LLS. corporate bonds, non-U.5.
preferred stock, and non-U.S. common
stock to 35% from 15%. This allows the
Fund portfolio to achieve higher levels of
diversification and potentially higher risk-
adjusted long-term return.

8149

Changes made, section remumbered and new subsection (b) added:;

(a) Interest-bearing time deposits, demand deposits, and cash sweep
deposit accounts in banks organized under the laws of the United States

- or any state or territory thereof, provided that said bank:

¢ax(1) Has Tier 1 capital and-surplus in excess of One Billion Dollars
{($1.000,000,0001510:060,060; and

To include cash equivalents, generally
accepted 1o be high grade debt instruments
maturing within 12 months from time of
purchase, as permissible investments. This
allows tor consistency in the definition of
“cash” within the investing conmunity.

To increase capital requirements at banks
¢ holding cash and cash equivalent deposits,

4851-T442-A338 4 93941560002




b3(2) 1s a member of the Federal Reserve System: and

teX3) Together with any predecessors, have been conducting a
banking business for a continuous period of ten (10) or more years; or

¢h(4) Any bank or savings and loan association chartered in Guam
and a member of the Federal Deposit Insurance Corporation or the
Federal Home Loan Bank System.

(b).  Cash equivalents purchased in investment funds authorized under
Section 8158 or in exchange-traded funds authorized under Section
8138.1; in amounts and tor durations approved by the Board in
conneclion with the management of uninvested cash balances; such
purchases shall be excluded from limitations of § 8158(e) and §
8158.1(h).

except for banks that are locally chartered
in Guarm.

‘To clarify that cash and cash equivalents,
mcluding those purchased as units in
investment funds or ETFs, are not subject
to percertage limitations under this section
or under the limitations of Section 8158(¢}
applicable to investment funds or Section
8158.1 applicable 10 ETFs, and to clarify
that quantitative limitations on direct and
indirect investments in specitic asset
classes are separate from such limitations
for investment vehicles.

8150

New subsection (d) added as follows:

& 8150. Same: Bonds of United States and Federal
Instrumentalities.

{a) Bonds or other evidence of indebtedness of the United States of
America, or any of its agencies or instrumentalities, when such
obligations are guaranticed as to prineipal and intcrest by the United
States of America or by any ageney or instramentality thercof;

(b)Y Debt securities 1ssued by the Federal National Mortgage
Association or the Federal Home Loan Mortgage Corporation that are
backed by pools of mortgage loans and guaranteed as to timely
repayment of principal and interest by the Federal National Mortgage
Association or the Federal Home Loan Mortgage Corporation; or

{c) Non-mortgage-related bonds or other evidence of indebtedness of

the Federal National Mortgage Association or the Federal Home Loan

AR E-TA4Z-3338 4. 039415000012




Mortgage Corporation,

{d) Bonds authorized under this Section may be purchased and held in
authorized under §8158.1; such purchases shall be excluded from the
limitations of §81358(e) and §8138.1(b).

To clarify that U.S, and federal agency
bonds purchased and held as units of
investrnent tfunds or ETFs are not subject
to percentage limitations under this section
or under the limitations of Section £158(e)
applicable to investment funds or Section
8158.1 applicable to ETFs, to clarify that
quantitative limitations on direct and
indirect investments in specific asset
clagses are separate from such limitations
for investment vehicles.

Change made and new subsection (d) added:

§ 8151. Same: Bonds Issued by National Governments Other Than
The United States,

Bonds and other evidences of indebtedness which are direct obligations
of, or secured by, the full faith and credit of national governments other
thun the United States, where there exists the power 1o levy taxes for
the prompt payment of the principal and interest of such bonds or
gvidences of indebtedness, provided that:

{a) The issuer shall not be in default in the payment of principal or
interest on any bonds or other evidences of indebtedness; and

{b) The Invesiment Agent determines that such an investment would
be employed by a prudent manperson aeting in a like capacity and
fanmiliar with such matters would use in the investment of a fund with
like character and with like aims; and

(¢} No investment shall be made in any one (1) issue described in this
Section in an amount in excess of ten pereent (10%) of such issues,

{(d) _ Bonds authorized under this Section may be purchased and held in

Replaces “prudent man” with “prudent
person’.

To clarify that non-U.S. bonds purchased
and held as units of investment funds or

AR5 1T 4358 40394 L 200002




investment funds authorized under §8158 or in exehange-traded tunds

Hmitations of §8158{e) and §8158.1(b),

ETFs are not subject o the limitations of
Section 8158(c) applicable to investment
funds or Section 8158.1 applicable to
ETFs, to clarify that quantitative
limitations on direct and indirect
investments in specific asset classes are
separate from such limitations for
investment vehicies.

8152 Renumbered as subsection (a) and a new subsection (b) added:
§ 8152. Same: Bonds of States and Territories.
(a) Bonds or other evidences of indebtedness which are direct
obligations of or secured by the full faith and eredit of, any state or To clarify that state and territorial bonds
territory of the United States or the District of Columbia where there purchased and held as units of invesiment
exists the power to fevy taxes for the prompt payment of the principal funds or ETFs are not subject to the
and interest of such bonds or evidences of indebtedness; but the issuer | limitations of Section 8158(e) applicable to
shall not be in default in the payment of principal or interest on any investment funds or Section §158.1
bonds or other evidences of indebtedness. applicable to ETFs, to clarify that

quantifative limitations on dircet and

(b) Beonds authorized under this Section may be purchased and held in | indireet investments in specific asset
investment funds authorized ander §8138 or in exchange-traded funds | classes are separate from such limitations
authorized under §8158.1; such purchases shall be excluded from the | for investmeni vehicles.
limitations of §8158(c) and §8158.1(b).

8153 New paragraph added at the end as follows:

§ 8153. Same: Public Revenue Bonds.

Bonds or other obligations whieh are payable fron revenues or
earnings specifically pledged there for of a public utility, state,
municipaily or territorially owned, either dircctly or through civil

division, authority or public instrumentality of a state or territory or

4B 1-TA42-4338 403300002




muniecipality; provided that:

{a) The laws of the state or territory or municipality authorizing the
issuance of such bonds or other obligations require that rates for service
shall be fixed. maintained and collected at all times so as to produce
sufficient revenue or earnings to pay all operating and mainienance
charges and both principal and interest of such bonds or obligations;
and

(b) No such bonds or other obligations shall be in default in the
pavment of principal or interest.

tnvestment funds authorized under §8138 ¢
authorized under §8138.1; such purchases shall be excluded from the
limitations of’ §8138(c) and §8158.1(b).

""" ler §8158 or in exchange-traded funds

To clarify that public revenue bonds
purchased and held as units of investment
funds or ETFs are not subject to the
limitations of Section 8158(e) appiicable 10
investment funds or Section 8158.1
applicable to ET¥s, to clarify that
quantitative limitations on direct and
indirect investments in specific asset
classes are separate from such limitations
for investment vehicles,

8154

Changes made and new subsection (¢) added.:

§ 8154. Same: Bonds of Domestic and Foreign Corporatians;
Index-Eligible Sceurities,

(a) Bonds of Domestic Corporations. Bonds, debentures, notes and
other evidences of indebtedness of any corporation or corporations
created or existing under the laws of the United States, or of any of the
states or territories of the Uniied States or the District of Columbia
which ar¢ not in detault either as to principal or interest, provided that:

{13 Such bonds or other evidence of indebtedness are rated within the
four (4) highest categories of two (2) nationally recognized and
published rating services which have been approved by the Board and
the Investment Agent; or

{2) Incase such bonds or other evidence of indebtedness are not so

485174443384 4394 1 500002



rated by two (2) such services, investments in such fesser-ranked

Fund at cost; unless the net earnings available for fixed charges over a
prior pertod of five (5) fiscal years next preceding the daie of
investment have averaged per year and during either of the last two (2)
years have been, after depreciation and afier taxes, not less than:

(A) two (2) times its average annual fixed charges over the same
period, in the case of any public utility company;

(B) one and one-half (1-1/2) times its average annual fixed charges
aver the same period, in the case of any finance company; or

(Cy three (3) times its average annual fixed charges over the same
period, in the ease of any other company.

(3) No more than twoe percent (2%) of the Fund at cost shall be
invested in the obligations of any one (1) domestic corporation or other
single domestic issuing entity described in this Subsection.

{b) Bonds of Foreign Corporations. Bonds, debentures, notes and
other evidences of indebtedness of any corporation or corporations
ereated or exasting under the laws ot nations other than the United
States which are not in default either as to principal or interest,

i provided that the Investment Agent in its informed opinion, determines
acting in a hke capacity and familiar with such matters would use in the
investment of a tund of like character and with like aims. No more than
one and one-hall percent {1-1/2%) of the Fund at cost shail be invested
in the obligations of any one {1) foreign corporation or other stngle
issuing foreign entity described in this Subsection,

() No investment shall be made in any one (1) issue described in
Subscctions (a) and (b) of this Section in an amount in excess of ten

‘T'o permit invesiments in higher yielding
non-investment grade bonds, but in
amounts not to exceed 8% of the Fund at
cost. This allows consistent treatment with
comparable equily provisions because i
allows investment in high-yield bonds
which can be safer and more protected
under stress scenarios compared with
equities because of established capiial
structure priorities.

To replace “prudent man™ with “prudent
person”.

ARSI TAA2-4338.4 0394 3006002

1



percent { 10%) of such issues.

(d)  Other Securities in the U.8. Aggregate Bond Index. Bonds,
debentures, notes and other evidences of indebledness which are
denominated in U.S, Dollars, investment-grade, fixed-raie and of the
quality of fixed income securities covered by the U.S. Aggregate Bond
Index.

{¢) Bonds authorized under this Section may be purchased and held in
investment funds authorized under §8158 or in exchange-traded funds

authorized under §8158.1; such purchases shall be exciuded from the
limilations of §8158(¢) and §8158,1(b).

To clarify that corporate bonds purchased
and held as units of investment funds or
ETFs are not subject to the limitations of
Section 8158(¢) applicable to investment
tunds or Section 8138.1 applicable 1o
ETFs, to clarify that quantitative
limitations on direct and indirect
investments in specific asset classes are
separate from such limitations for
investment vehicles,

8156

New subsection (c}(3) added:
§ 8156, Same: Domestic and Foreign Preferred Stock.

(a) Domestic Preferred Stock. Domestic preferred or guaranteed stock
or shares of any institution created or existing under the laws of the
Uniled States or of any state, district or territory thereof or the District
of Columbia, provided that:

(1) All publicly held prior obligations and prior preferred stock, it
any, of such institution at the date of acquisition are ¢ligible as
investments under §§ 143 through 8160; and

(2) The net carnings of the institution available for fixed charges over
a period of five (5) fiseal years next preceding the date of investment
have averaged per year, and during either of the last two (2) years have
been, afier depreciation and afier income taxes. no less than:

{1y Two times its average annual fixed charges, maximum contingent
interest and preferred dividend requirements over the same period, in

AR5 TA42-4 338 A 0304500002



the case ol any public utility company: or

(ii) Three (3) times its average annual fixed charges, maximum
contingent interest and preferved dividend requirements over the same
petiod, in the case of any other company.

For purposes of this Subsection, the term ‘preferred dividend
requirements’ shall mean cumulative and noncumulative dividends on
all preferred stock of the issuer, whether paid or not.

(b} Foreign Preferred Stock. Foreign preferred or guaranteed stock or
shares of any institution created or existing under the laws of nations
other than the United States which are not in default either as (o
principal or interest, provided that the Investment Agent in its informed
opinion, determines that such an investiment would be emploved by a
matters would use in the investrnent of a fund of like character and with
like aims.

{c} Limitations:

(1) No investment shall be made in any one issue described in Item
(1) of Subsection (aj of this Section in an amount in excess of ten
percent (10%) of such issues.

{2) No more than two percent (2%) of the Fund at cost shall be
. invested in the preferred stock of any one 1ssuing domestic company,

{3) No more than two percent {2%) of the Fund at cost shall be
invested in the preferred stock of any one issuing foreign company,

(4) The aggregate of all investments authorized under this Section
shall not exceed fifteen percent (15%) of Fund Assets at cost.

To replace “prudent man™ with “prudent
person”.

To clarify that preferred stock purchased
and held as units of investment funds or
ETFs are not subject to the hmitations of
Section 8158(¢) applicable 1o investument
tunds or Section 8158.1 applicable to
ETFs, to clarify that quantitative

AR5 1-T442-4338.4 13941 300002
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(S”)  Preferred stock authorized under this Section may be purchased
and held in investment funds authorized under §8138 or in exchange-

excluded From the limitations of §8158(e) and § 8158.1(b).

fimitations on direct and indirect
investments in specific asset classes are
sepatate from such limitations for
investment vehicles,

8157

Changes made, new subsection (d) inserted and current subsection (d)
rerumbered as (e):

§ 8157, Same; Common Stock.

{ay Common or capital stock of any institution or entity created or
existing under the laws ol the United States or any state, district, or
territory thereof, or of the District of Columbia or of any foreign
country; provided that, with respect to at least fifty percent (50%) of the
investments at cost purchased directly under this Section:

(i) The issuing institution, entity or a predecessor thereto, has
reported a profit in at least four (4) of the five (5) fiscal years next
preceding the date of investment or alternatively in at least seven (T of
the ten (10) fiscal years next preceding the date of investment; and

(i) The institution, entity or such predecessor has paid cash dividends
on its common or capital siock in at least four {(4) of the five (5) yeurs
next preceding the date of investment, or alternatively in at least seven
(7) of the ten (10) fiscal years next preceding the date of investment;
and

t (i) Total cash dividends have not exceeded total earning in the five

(5) years next preceding the date of invesiment; and

{iv} Onthe date of investment, the issuer shall not be in default in
payment of principal or interest on any of its publicly held bonds or
other evidences of indebtedness and any contingent interest, cumulative
and nencumulative preferred dividends and dividends on prior common

To clarify that the dividend requirement
applicable 10 50% of common stock
purchased under this Section applies only
to common stock purchased and held
directly (rather than indirectly by an
investment fund or ETT).

443 -TA42-4338 4030415106002
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or capital stock shall have been paid in {uil.

No more than five percent (5%) of the Fund shall be invested directly in
the common or capital stock of anvone issuing domestic company
described in this Section,

{bY Common or capital stock of any institution or entity created or
existing under the laws of nations other than the United Staies provided
that the Investment Agent determines that such an invesiment would be
employed by a prudent sanperson acting in a like capacity and familiar
with such matters would usce in the invesiment of a fund with like
character and with like aims. No more than one and one-hatf percent (1-
1/2%} of the Fund at cost shail be invested directly in the common or
capital stock of anyone issuing foreign company described in this
Section.

in this Section in an amount in excess of ten percent {10%) of such
issues.

existing under the laws of the United Stales or any slate, district, or
territory thereof, or of the District of Columbia or of any foreign
couniry purchased and heid in investment funds authorized under
§8158 or in exchange-traded funds authorized under §8158.1; such

§8158.1(b).

(¢) The aggregate amount ol all direet and indirect investments under
this Section at cost shall not exceed fifivseventy percent (570%) of the
Fund,

To replace “prudent man™ with “prudent
person’”.

i To clarify that commeon stock purchased

and held as units of investment funds or
ETFs are not subject to the limitations of
Section 8158(e) applicabie to investment
funds or Section 8158.1 applicable to
ETFs. to clanfy that quantitative
limitations on dircct and indirect
investments in specific asset classes are
separate from such [imitations for
investment vehicles.

To aggregate direct and indirect
investments in common stock and subject
them to a cap of no more than 70% ot the
Fund at cost. Higher cap recognizes the
increased global opportunity sets, and the
principle of managing risk through
diversification in a wholesome portfolio.

8158

Changes made as follows:

48B3 T4 43384 00941 5400007
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| § 8158, Investment Funds.

(a) Common or capital shares of any investment trust or muitval fund
{(including any index fund) registered with the Securities and Iixchange
Commission under the [nvestment Company Act of 194(, as from time
to time amended, provided that the cost of the shares acquired is no
greater than their net asset value on the date of acquisition.

{b) Units in any common trust fund or commingled fund {(inctuding
Title 4 GCA § 8144 and advised or sub-advised by an investment
management organization meeting the requirements of Title 4 GCA §
8i45.

(¢) Preferred shares of any investment trust or mutual fund (including
any index fund} registered with the Securities and Exchange
Commission under the Investment Company Act of 1940, as from time
to time amended, provided that:

(13 The number of issued and outstanding common or capital shares
multiplied by their asset value per share, plus;

(2y  The number of issued and outsianding preferred shares multiplied
by their par or stated value, is at least fifty percent {50%) greater than
the number ot issued and out-standing preferred shares multiplied by
their par or stated value. For purposes of this Section, the number of
issued and owstanding shares shall be taken as of the latest available
public report of such mvestment trust or mutual fund. Preferred shares
as described in this Subsection shall not be subject to the provisions of
§ 8156.

(d) 'The tenm "net asset value® as used in this Section shall mean the
total quoted or estimated market value of all seeurities or other assets
owned, iess that total of all determinable liabilities, as reported by such

To clarify that comumon or capital shares of
investment rusts and mutual funds include
common or capital shares of index funds.

To clarity that units of cornmon trust funds
or commungled funds include units of
index funds,

To clarify that preterred shares of

investment trusts and mutual {unds include |

preferred shares of index funds.
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! common trust fund, commingled fund, investment trust or mutual fund.

{¢) Limitation:

(1) The investment in units, preferred, common and capital stock of
anyone common trust fund, commingled fund, investment trust or
mutual fund shall not exceed five percent (5%) of the Fund at cost; and

(2)  The aggregate of all investments under this Section, except for
investment fund purchases of cash equivalents authorized under §8149,
bonds authorized under §§8150-8154, preferred stock authorized under
§8156. and common or capital stock authorized under §8157, shall not
exceed thirty percent (30%) of the Fund at cost.

To carve out certain asset classes from the
guantitative limitations of this Scetion, by
clarifying that the 30% cap on investment
trusts, mutual funds, common trust funds,
and commingled funds, including index
tunds, shall not include purchases of cash
and cash equivalents, bonds, preferred
stock, common and capital stock in these
invesiment vehicles. The 30% cap is
meant Lo be applied to investment funds
purchases of assct classes not otherwise
authorized under other statutory sections.

8158.1

Renumbered by adding o new subsection (blas follows:

§ 8158.1. Exchange Traded Funds.

{a) Units or shares of any exchange traded fund (ETF) established as
an open-end investment management company of a unit investment
trust registered with the Securities and Exchange Commission under the
Investment Company Act of 1940, as from time to time amended.
Although E'TFs may trade at prices established throughout the trading
day, like any other listed equity security trading in the secondary
market on an exchange, the units or shares described in this subsection
shall not be subject 10 the provisions of §8157. Although ETTs are unit
mvestment trusts, the units or shares described in this subsection shall
not be subject to the provisions of §8158.

i (b) The investment in units or shares of any one exchange traded fund
- shall not exceed twenty percent (20%) of the Fund at cost.

To conform tormatting with stmilar
sections, in which guantitative limitations
{** caps™) are separate from qualitative
TCUUITEmCnts.
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