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INTRODUCTION

The South Carolina Office of the State Treasurer is responsible for the administration, management,
and investment of the State's funds and the College Savings plans. The investment of State funds is
managed through multiple investment portfolios to preserve the State's capital, while maintainíng
liquidity, and obtaining the best rates of return. The Future Scholar 529 and Tuition prepayment plans
are the two qualified college savings programs, which help families save for higher education on a tax
advantaged basis.
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INVESTMENT MANAGEMENT DI STON

lnvestment Management Division Overview:

The mission of the lnvestment Management Division within the State Treasurer's Office is to safely and
effectively manage the funds for the State's agencies, local governments, and political subdlvisions.
The lnvestment Management staff lives by the motto "The return of principal is more important than
the return on principal". The office manages multiple U.S. domestíc fixed income portfolios.
lnvestment Management staff consists of two front office personnel, who conduct the trading and
portfolio management, and six back office personnel, who conduct the day to day operations.

The lnvestment Management staff manages between S10,000,000,000 to S12,500,000,000, dependent
upon the cyclical nature of the cash flow's for the State's agencies, local governments, and political
subdivisions and the revenues they receive. Over 1500 accounts are managed within all the portfolios,

The current structure of the lnvestment Management division within the State Treasure¡/s Office ís

illustrated below.
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Investnrent Management Divisiorr Objective:

As a steward of public funds, the Office of State Treasurer shall make investment decisions with three
goals in mind:

1) Preservation of capital
2l Maintenance of adequate liquidity
3) Obtaining the best yield withÍn prescribed parameters

This policy recognizes that investments decisions involve managíng the state's daily cash flow and
antÍcipating future revenues & expenditures. Staff manages cash balances available to antic¡pate the
future use of these funds. Also, earning on investments provide one of the major sources of revenue
for the State and agencies annually. Consequentl¡ the soundness and success of an inyestment
program is of primary importance to meet the State's funding needs.

The three investment goals are based on the following prínciples:

Preservation of Caoital- ln order to minimize the potential for loss of principal, the highest
investment grade fixed-income securities, i.e., U.S. Governments and Agencies or those rated at least
investment grade by two leading national rating services, are to be purchased and held. A range of
maturities and diversification among issuers is desirable as defense against the susceptibility to price
change of Fund's assets.

liquidiw - Liquid assets shall be defined as cash and securities wlth matur¡ties not exceeding one year
To achieve liquidity goals, liquid investments will be limited to cash, repurchase agreements (when
collateralized by U.S. Treasury or Federal Agency obligations having a market value in excess of LOO%
of funds advanced), u.s. Treasury Bills and Federal Agency Discount Notes.

Rates of Return - Enhancement of purchasing power through consistent compounding of underlying
principal at rates exceeding the economy's underlying inflation rate is the ultimate objective. Specific
performance measurement standards are provided in the PERFORMANCE MEASURES sect¡on of this
annual investment plan.

lnvestment policies and procedure shall comply with applicable state law and are desígned to guide
and assist staff toward achieving the stated objectives. To meet these objectives, the staff shall use
various resources including an lnvestment Advisor, an Electronic Marketing Communications Network
(i.e. Bloomberg), various economic reports and daily communication with various brokers and fínancial
¡nst¡tution investment officers.
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lnvestme¡rt Managentent Divisiort Autltority:

The authority to invest is limited to the State Treasurer under S.C. Code of Laws $ 11-13-30:

"5 11-L3-30. Only the State Treasurer may invest and deposit funds.

To facilitate the management, investment, and disbursement of public funds, no board, commission,
agency or officer within State government except the State Treasurer shall be authorized to invest and

deposit funds from any source, including, but not limited to, funds for which he is custodian, such
funds to draw the best rate of interest obtainable."

lnvestment Management Division Options:

lnvestment options are described under S.C. Code of Laws $ 11-9-660:

'$ L1'9-660. lnvestment of funds.

A) The State Treasurer has full power to invest and reinvest all funds of the State in any of the
following:

(1) oblisations of the United States, its agencies and instrumentalities;
(2) obligations issued or unconditionally guaranteed by the lnternational Bank for

Reconstruction and Development, the African Development Bank, and the Asian
Development Bank;

(3) obligatíons of a corporation, state, or political subdivision denominated in United States
dollars, if the obligatlons bear an investment grade rating of at least two nationally
recognized rat¡ng services;

(4) certificates of deposit, if the certificates are secured collaterally by securities of the
types described in items (1) and (3) of this sect¡on and held by a third party as escrow
agent or custodian and are of a market value not less than the amount of the
certificates of deposit so secured, including interest; except that this collateral is not
required to the extent the certificates of deposit are insured by an agency of the federal
government;

(5) repurchase agreements, if collateralized by securities of the types described in items (1)

and (3) of this sect¡on and held by a third party as escrow agent or custodian and of a
market value not less than the amount of the repurchase agreement so collateralized,
including interest; and

(6) guaranteed investment contracts issued by a domestic or foreign insurance company or
other financial institution, whose long-term unsecured debt rating bears the two highest
ratings of at least two nationally recognized rating services.

(B) The State Treasurer may contract to lend securities invested pursuant to this section.
(C) The State Treasurer shall not invest ín obligations íssued by any country or corporatíon

principally located in any country which the United States Department of State determines
commits major human rights violations based on the Country Reports on Human Rights
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Practices by the Bureau of Democracy, Human Rights and Labor of the U.S. Department of
State.

lnvestment Management Division Advisor:

It is the policy of this office to retain an investment advisor who is qualified to provide professional
investment advice and guidance. The State Treasr¡rer's Office currently utilízes the services of Jamison,
Eaton, and Wood, lnc.

The responsibilities of the lnvestment Advisor are to

1) Advise and counsel the State Treasurer on methods to achieve short and límited long-term
¡nvestment objectives which will include, but not be limited to, guidelines on the following:
Asset structure, cash and long-term investments; quality restrictions; diversification among
investment sectors; turnover and restrictions on exchanges.

2l Make recommendations to the State Treasurer at least semi-annually an investment strategy
consistent with objectives. Communicates with the State Treasurer immediately when
revisions to the plan based on change in market conditions are warranted.

3) Assist the State Treasurer in performing research on broker/dealers through which ¡nvestment
transactions may be executed (see INVESTMENT PRACTICES).

4l Research and offer input on market trends and interest rate forecasts in preparation for the
State Treasurer's projection for General Fund revenue for income earnings for the current and
subsequent fiscal year.

Investment Management Division Practicesl

Sale of Assets:

From tíme to time, as economic and interest rate conditions warrant, outright sales of assets will be
made to take profits or to otherwise enhance the ínvestment position of the portfolios. ln the event
that the credit rating of securities held falls below the f nvestment grade, securities will not be sold in
fÍre sale. Each situation is to be reviewed and either the securities are held until maturity or sold
during appropriate market conditions to minimize the impact on the portfolio.

Selection of Broker/Dealers:

The proliferation of investment dealers requires that they be selected based on an evaluation of their
actual and/or potential contribution to the Fund. Such criteria include, but are not limtted to: net
capital (of the firm, not if it's clearing agent), underwriting capabilíty, research services, execution
capabilities and commitment to secondary market trading.
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Cert¡ficates of Deposit:

To assist in meeting local economic needs of communities ín South Carolina, funds will be invested in
certificates of deposits with financial institutions and branches throughout the State. To distríbute
these investments equitably, the funds are auctioned off every quarter via internet. The guidelines can
be reviewed at the web address www.Bidsc.com. Collateral for these securities must be placed on
deposit with a third party institution.

Repurchase Agreements:

Local financial institutions will be polled each morning to determine what interest rate is being offered
on overnight and term repurchase agreements. Placement of funds for repurchase agreements will be
based on the competitiveness of these rates and the bank's ability to pledge required collateral.

The percentage of daily funds invested in repurchase agreernents will be determined in the context of
the State's liquidity needs, cash flow projections and investment strategy.

Given the nature of the Local Government lnvestment Pool ("LGlP") portfolio, greater liquidity, higher
quality and shorter rnaturity is maintained in it.

Investment Managernent Division Performance Measures:

Benchmarks:

Each portfolio is evaluated by STO staff and the lnvestment Advisor to determine the appropriate
benchmark to be used for comparison purposes. Benchmarks will be reviewed on (at least) an annual
basis, conducted by the STO staff and the lnvestment Advisor. More frequent evaluations will be
conducted as market conditions, portfolio adjustments, or other factors warrant.

Portfolio lD Portfolio Name MaturiW Benchmark
AA

AD

CV

cz
c5

c6
DI

EI

GF

HI

SA

SB

01

03

u

Local Government lnvestment Pool

USC lnsurance & Stock Trust

SC Housing Trust Fund

SC Housing Home À/ortgages

SHA Multl Mortgage Esøow Fund

SHA Program Fund

long Term Disability lnsurance - OPEB

Educat¡on lmprovement Fund

General Fund

5C Retirement Health lnsurance - OPEB

Ordinary Sinking Fund

lnsurance Reserve Fund

State lnvestment Pool

LongTerm Pool

Treasury Fund

12 months, up to 10% 2 year max

N/A
N/A
N/A

N/A
NIA

Long-term bias

G90days

5{I% 0"90 days, S(P/o intermediate
Long-term blas

Short-term bias

Long-term bias

Medium-term bias, no restr¡ct¡ons
Long-term bias

Medium-term bias

9ùday T-Bills

N/e
N/A
N/n
N/A
N/A
Barclay's Aggregate
Fed Funds

Barc 1-3y 6ov/Cr
Barclay's Aggregate

Fed Funds

Barclay's Aggregate

Barc 1-3y Gov/Cr
Barclay's Aggregate

Fed Funds
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Reporting:

The investment staff shall provide quarterly reports to the Treasurer and other executive staff. These
reports include economic updates, portfolio characteristics and performance updates, as well as any
other relevant market or portfolio topics relating to the Treasurer's office investments.

Monthly reports:
o lnvestment Advisor Monthly Report
r lnternally generated report

Quarterly reports:
o Executive/lnvestment Staff lnvestment Meeting

AnnualAudit reports
o External Audit reports

o The Hobbs Group
o Elliot Davis

¡ lnternal Audit reports
o State Auditor's Office

AnnualGASB reports
¡ GASB 28 - Securities Lending collateral/income reports
r GASB 40 - Fair Market Value of lnvestments reports

Investment Management Division Market Valuation:

Market Valuation:

The market valuation of investments shall be prlced quarterly, as of each quarter-end date. Market
pricing is determined by the custodian bank (BNy Mellon).

1) The current value as determined by the custodial bank for all bonds, notes, certificates of
indebtedness, and commercial paper.

2l Par value for certificates of deposit, and repurchase agreements.
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lnvestment Management Division Portfolio Summary/Asset Allocation Guidelines:

Local Government lnyestment Pool:

Portfolio Policy ellocation
tOCAt GTVENilMEIITT INVESTilIENT POOL

Ug TrÊarury 10ûrÉ o- t{¡otg

USAsenúT o- 20rú

* Indilsbisl

Grcdlt o- 209û

o-5x
- Fi¡ancial o-5%

* Utilitv B-5iË
SoulS¡¿pmil D-5X

*YañkeP o-3x
-td4c/Frivr¡t* Ð-39l,

- Gl,lìvlÀ

láort¡agÊ o-ä

t96
* FNIIIA æa
"Clldo D'6

SBII'¡ oi6

Munldpal û9ß

Floatlryç ßrÈc Nstes
-Agen$t

o - 30tc

o-5x
*Aøenr¡¡&aùed o-5tú

^ lndusbiol o - 7ø16
* Financ;ìa,l o-Isfr

* Ul¡htv o-5x
- fonfree 0-5x

'l,4.&/Ptivoþe 0-3x
-Monrìopal 0-.sfr
Sovßsgmt 0 -.9fi

Caoh Eqululcnt
*tonmercial Paper

o - 4{¡rG

D^Ð16
i{onr.",j ße¡erse

* Demond Depos¡t

20 - 5û96

o- 1t9t
* Eepo 20^5t%

il (Ì, jr

i¡tlt ri r\'l

i'r
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General Fund:

Portfolio Pollcy Allocation
GEÍ{ENALFI'ND

Uf Trearury 5,3?* o- 50tü

U$Asenrf 896 o - 2û97

" httt$t:tniûi

Crcdh rlEt( lt- t(nt
o - 1016

- Finoncial t-5?,
* Uülit't 0-10x

'*lp,vlSupmd o-3x
- fon*ce o-$6

Mtu/Prtwfr D-3X

'GNãttA

llortgage 5-:ltt ú

ã-3A7/
* FNitlA, æ6
'cito o-59t

S[A's 9-zffi
ff,unlslp¡l 0-29G

Floatlng fiäte t{otÊ!
-Aøcney

20 - ¡[OlC

0 -5rú
* lndasbial o - 7016
* Fiflanctal o - 15j6

- lJülrty o-3x
-Sav,lSupmil ô-5f;

- for¡*€Ê 0 -9s
* l&s/tuiva|r o -9x

MunNFol o -.3*
Crsh [qulrralent

-Comfircrcial Paper

10-¡Ðr
10-3DX

" ceñtiæF¡s oÍ Dfpasit Ð-5%

Money ße¡arrc
- ftepo

ro- 50$
7{r-40%

I tl

i'1,11r,

t' ,r

It'(1, ¡

I lì.¡r¡U/1tl
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State Investment Pool:

Portfollo Pollcy Allocation
$TATE IIì|VESTMETITPOOL

US Trearirry 53tú 0 - t{¡tÉ

US AgÊncÏ 8îú û - totß

* lndusþftal

tredlt 39:'C 20 - 5{lt{
o- 10x

* Finonciol o-5x
- Uü]itv a-lÐx

*Sovf$apmt] Ð- 3tá
^ Vsn/r;ee o-3rú

^ l44alPdwbl o- 396

- GNI'ÂA

iriorE*e 5-¡tox
.Í -30#

* FNIVIA 096
*ctúo a-5tú

lßA'¡ 5-Z&
ñltunidpnl û-2%
Floating ßte Nolct

* Ag¿tt¿y

tû -/mtü
o-5x

* lnduilñal g. AØ3
* Financidl o^15X

- Ut¡litv o- 7æ6

þvlSupmd o-"tf;
'fanftep 0 -5fi

* l,4.4olPtivott o -:Ð6

" lttunicioal ø-3X
0¡ch Equhrahnt

-Comûrercìal PopÊr

10 - ¡rffi
L0 - 30?á

'CeîtiÍiwÞsof âepo¡it o-5x
Moncy ftererve

* Ðeñand Deposit

o " tor6
o-5tÉ

- Sepo o- 70x

It rl¡ ¡

,i.ll I 'r,,
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lnsurance Reserve Fund:

Portfolio Policy Alloeation
INSURANCERESEM¡E FUND

ll5 Treasury 35t6 o - 5096

USAeer¡cy õ96 0 - 20tc

- lndasÚliol

Cr¿dlt 2616 3{¡ - 60tc

10 - 3516

'' Finønciol o- 10x
-Utilî¿y lo - 209ú

hu/Supmd t-3x
*YonkÊe a-3x

744o,/Pivate o-3%

*6'NùtlA
ftortt¡lgc 319ú 10 - 30rg

5-30Ë
" i:¡/M{ o-3s
-ÊMO o-sx

SEAI tfi - 3$B

Þlunlclpal {t-¿*
Floatirg Rate llotes

' -Agenøt
o - t5rÉ

o-Ðó
*lndurÞtu| o- Lo96

- Financial o- 70x
*uãlw

Ð ^ lÙrú
*YankcP t-59ó

14&/Privatc û-5X
Garh Equivalent

- Corìtøßrcíal Faper
o- 59C

o-5Í
- Cerûf¡bates of DeposiÈ û- 516

Honey Rergrve
"ReoÐ

o - totú
o - 1016
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Long Term Pool:

Portfolio Pollcy Allocation
LONGÏERU POOL

USTr6agury 359ú o- 5{lx

$SAgËrry 616 o- t.ü¿

'lndusfrdl
Crcdlt 269É 3t- Ê0t6

ro-ssx
* Finoncìsl Ð-10Å

* Utilitv n-2ar6
So,ul$upmd ø- 316

'Yonkæ o-3x
* I44glPdvah: ît-3x

^6NMA
lforÌgryc xL9l 10-30Í

5-gffi
- FNI'tlA o-srJ
-CMIA o-5x

$åA'¡ ro -3{¡tc

Mrnlclpal s*21tr

Floetlr¡¡ ßate lloli:ee
*Aganf,tl

o - tStt
o-stK

* lndusttol o- 1096
*Finondol o - x.o96

*UÊlíht o- 1096
*Yonkei Ð-s%

1'44o/Pñvaþ Ð-5X
Cash Equirclent

*Comfirg:nislptrpcr
o-'f;

o-5x
"CerülTcøÞ¡ af 0epÞsit o-5x

Monel nesËruè
-nepo

o- ltt{
o- LûX
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South Carolina Retirement Health lnsurance Trust Fund:

Portfolio Policy Allocation
SC RETIREMEñTT HEATTH IiTSU RAIICE

lf$ Traarury 359ú 0- 50tú

tiSAgen¿f 6tr o - tt!å

* lndusbial

Credit 26x. 3û- EO,C

1û - 35'rÅ
* Financial o- 10x

-Uätilv 10- 2916
*So,t/Sugmil o-3tá

*Yankee o-3*
-L&lPtìttûÞ o-3%

*6È/rirt¿
iÀo¡t¡nge 3t?É 1{}- g{ltt

5 -30tß
*Ft'itut¿

Ð- 3X*cuo
D-59{,

SBAI til - ¡Ì016

ûflunlcþal r-2rc
Floatlrç ßate ñloter

-Agcncy
o- r5I

D -.5r9
* lndusþial o- 70#
*Flnanaoj o- 7096

*Utt/rtv o- 7w6
*Yankee o-5x

- I*ÃalPrivaÞ o -.5tú

Ca$ Eguíurhnt
*CoflrrËrqb, PopÊr

o-516
o-sx

-Cerù/icahs of DÛpotit o -sts
Moncy Eecerve

. RêÊo

e - to9(
o- 1ffi

i[r ;t

lt,(1r I
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Long Term Disability lnsurance Trust Fund:

Portf ol io Policy Al locetlon

LOIIG TERM DISABIUW ItrST.IRAI'ICE

U'STrêlsury 359l o- sûta

U3Aßê'xY Ê% o- 201å

* lr¡dsstf{¡l

€redit 2616 5,fl- tott
to -.fss

" Finsnciûl a^ 309d.

"uürify 70-¡ffi
Sou/Sspmd o-3x

- Yonhee o-39
*f44c,lPfivaF o-:Ðt

^ GNTIIA

Ìtort8Ûge ?ntl Lt- ¡t{t9ú

5 -3Øt
*FNMA o- 316
*CþtO D-5X

$f,¡Q'¡ t0 - s{ttû

Þlunlcip¡l 0- 216

Flortirg ñate Hotc¡
*Aocnat

o- rstc
o- 5?6

*lndwtidl o- tttfr
"Finansal o- 7t94

-uû:lily û- 1015
* YanfrrÊ o-5x

" ï '&lP¡ìvaF. o*5x
Cash Equlnalent

* comrncrcial Fapeî

s-5tt
a-5x

-CerüficaÞ¡ al Depo5it D-5*
Money ßr¡erur

* nepo

o - totú
o -709t
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FUTURE SCHOTAR 529 COIIEGE SAVINGS PROGRAM

F'uture Scholar 529 Overview:

ln accordance with Section 529 of the lnternal Revenue Code of 1986, as amended (the "Code"), and
Title 59 of the South Carolina Code of Laws of !976, as amended (the "sC Code"), the State Treasurer,s
Office (the "5TO") offers two qualified tuition programs (together, the "program") to help famllíes save
for higher education on a tax advantaged basis.

The Program is administered by the STO and, pursuant to Chapters 2 and 4 of Title 59 of the SC Code,
includes two dístinct programs: the South Carolina College lnvestment program ("SCCIp" marketed as
Future scholar) and the south carolina Tuition prepayment program (the "scTpp,').

The STO engages various professionals to assist wath the Program. Columbia Management lnvestment
Advisers, LLC, and Columbia Management lnvestment Distributors, lnc. currently serue as the program
Managers for the SCCIP and the SCTPP, with overall responsíbility for the day-to-day operations of the
Program. Program Manager duties include overall program management services for the SCCIp and
SCTPP, including investment management services, records administration se¡vices, customer services,
custody services, and other services. The STO also engages Pension Consulting Alliance to act as an
advisor to provide advice to the STO and to monitor the program.

Future Scholar 529 Obiective:

Future Scholar 529 College Savings Program - "Future Scholar/,

The Future Scholar 529 College Savings Program consists of two plans: a direct plan and a financial
intermediary plan. Each plan includes three investment options: an age-based option, a target
allocation option, and a single-fund option. Each investment option includes multiple groups of funds
or investments or individual funds or investments across asset classes. ln the age-based and target
allocation options, each group of funds/investments and the associated asset allocation percentage is
predefined (each group is a "Portfolio"). ln the single-fund option, a list of funds/investments may be
selected by the Account Owner (each fund/investment is a "Portfolio"). Each portfolio includes one or
more (i) mutual funds, (ii) guaranteed investment contracts, (iii) stable value funds, (iv) exchange-
traded funds, (v) or an FDIC-insured bank product (together, the "Underlying Funds"). The Underlying
Funds shall consist prirnarily of retail mutual funds.

The investment options, Portfolios, and Underlying Funds made available to account owners shall be
selected and managed in accordance with the contractual Obligations between the lnvestment
Managers, the Program Managers and/or the STO, the lnternal Revenue Code, the South Carolina Code
of [aws, the Monitoríng Procedures, and any applicable policies of the Future Scholar.

When performing their applicable dutíes regarding the Future Scholar, the STO, the program
Managers, and the lnvestment Consultant shall seek to achieve the following investment objectives:
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(a) Meet the various education savings needs of account owners and beneficiaries;
(b) Provide investment options, Portfolíos, and Underlying Funds which (i) are consistent with the

objectives of the Future Scholar, (ii) in the age-based investment options, encompass a range of
expected risk and return opportunities taking into account the age of the benefíciaries, and (iii)
allow for an expected rate of return commensurate with an expected level of risk to meet the
investment goals of account owners and beneficiaries;

(c) Strive to be competitive with alternative investment options and with terms and investment
choices which are easily communicated to, and understood by, account owners;

(d) Assess the relative operating costs of each Underlying Fund against the relative benefit of
utilizing that specífic investment in the Future Scholar;

(e) lnclude underlying mutual funds that are in the top half of their peer universe over a full market
cycle;

(Ð Consider and potentially include Underlying Funds which are not mutual funds; and
(g) Provide at least one "Direct Plan" and one "Financial lntermediary Plan" to accommodate

account owners' different preferences for either managing their own investments or using a
financial advisor to select the investment opt¡on and Portfolio{s) within their accounts.

Future Scholar 529 Authority:

Chapter 2 of Title 59 of the SC Code (the "savings Act") established the Future Scholar and created a
special fund designated as the South Carolina College lnvestment Trust Fund (the "SC FUTURE
SCHOLAR Trust Fund") to hold the monies of Future Scholar and to be administered by the STO.

Pursuant to Section 59-2-90, the STO is authorized to establish a Comprehensive lnvestment plan for
the purposes of the Savings Act to invest any funds of the Future Scholar Trust Fund in any instrument,
obligation, security, or property that constitutes legal ¡nvestments, and to name and use depositories
for its investments and holdings. This Comprehensive lnvestment Plan specifies the investment
policies to be used by the STO, the Program Managers, and the lnvestment Consultant in the
administration of the Future Scholar Trust Fund. The STO shall create and manage Future Scholar in a
manner reasonable and appropriate to achieve the objectives of the Future Scholar, exercising the
discretion and care of a prudent person in similar circumstances with similar objectives, giving due
consideration to the risk, expected rate of return, term or maturity, diversiflcation of total investments,
liquidity, and anticipated investments in and withdrawals from the Future Scholar Trust Fund.

The purposes of the Savings Act are:
(a) to provide wide and affordable access to public ¡nstitut¡ons of higher learning for the residents

of South Carolina;
(b) to encourage attendance at institutions of higher learning and help individuals plan for

education expenses;
(c) to provide a program of lnvestment Trust Agreements to apply distributions toward qualified

higher education expenses at eligible educational institutions as defined in Section 529 of the
Code or other applicable federal law;

(d) to provide for the creation of a trust fund as an instrumentality of the State of South Carolina to
assist qualified students in financing costs of attending institutions of higher education;
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(e) to encourage timely financial planning for higher education by the creation of lnvestment Trust
Accounts;

(f) to provide a choice of programs to persons who determine that the overall educational needs
of their families are best suited to a prepaid tuition contract under the SCTPP or an lnvestment
Trust Agreement under the Future Scholar, or both; and

(g) to provide an investment program for those who wish to save to meet the cost of
postsecondary education beyond the traditional baccalaureate program.

Future Scholar 529 Invesunent Options:

Traditional Classes:

For Future Scholar, the Underlying Funds shall draw from the following broad types of
secu rities/investments:

(a) Short-term marketable debt securities
(b) U.S. fíxed-income securities
(c) Non-U.S. fixed income securities
(d) U.S. equity securities
(e) Non-U.5. equíty securíties
(f) Bank certificates of deposit
(g) Stable value investments

The Underlying Funds of the Future Scholar Trust Fund shall be limited to mutual funds, exchange-
traded funds, stable value investments, direct holdíngs of bank certifícates of deposi! FDIC-insured
savings accounts, or separately managed accounts that hold the above-listed types of
securities/investments. lnvestment instruments or asset classes which differ materially from these
broad securities/investments would necessitate a revision to the Comprehensive lnvestment Plan.

The STO may at any time establish further guidelines or restrictions concerning authorized investments
in Future Scholar. These further guidelines or restrictions may include, but are not limited to, specific
prohibitions on certain investments or investments in certain geographic areas, limits on asset or asset
class exposures, various risk constraints, benchmarks, and ínvestment return objectives.

Use of Derivatives: There will be no categorical prohibition against the use of derivatives and/or other
forms of leverage in mutual funds or exchange-traded funds, except as provided below.

a. The Program may invest in an Underlying Fund or SCTPP lnvestment which uses derivative
securities for the following reasons:

Hedeins. An Underlying Fund or SCTPP lnvestment rnay use derivatives for hedging purposes,
including cross-hedging of currency exposures, to the extent specified in its prospectus.

t.
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Creation of Market Exposures. An Underlying Fund or SCTPP lnvestment is permitted to use
derivatives to replicate the risk/return profile of an asset or asset class provided that ¡ts
prospectus allows for such exposures to thât asset or asset class.

b. The Program may not invest in an Underlying Fund or SCTPP lnvestment which uses derivative
securities for the following reasons:

i, Leverase. Derivatives shall not be used to magnify the Underlying Fund's or SCTPP

lnvestment's overall exposure to an asset, asset class, interest rate, or any other financial
variable beyond that which would be allowed by an Underlying Fund's or SCTPP Investment's
guidelines if derivatives were not used. The lnvestment Consultant will monitor the gross
assets- to-net assets ratio on an ex post facto basis, when such informatlon is legally available
and if the gross assets-to-net assets ratio for an Underlying Fund or SCTPP lnvestment exceeds
LLï%, the lnvestment Consultant will bring this information to the attention of the STO in a
timely manner.

i¡. Unrelated Speculation. Derivatives shall not be used to create exposures to securities,
currencies, indices, or any other financial variable unless such exposures would be allowed by
an Underlying Fund's investment guidelines if created with non-derivative securities.

Future Scholar 529 Investment Practicesl

The SCCIP (marketed as Future Scholar) and the SCTPP Comprehensive lnvestment Plan specifies the
investment policies to be util¡zed by Columbia Management lnvestment Advisers (CMIA) in its
investment management of the Future Scholar Trust tund and the SCTPP Assets in accordance with the
Act.

The Future Scholar and SCTPP Comprehensive lnvestment Plan defines the investment objectives of
Future Scholar and the SC|PP and establishes policies and procedures so that investment objectives
can be met in a prudent manner. The Future Scholar and SCTPP Comprehensive lnvestment Plan is
intended to:

o Articulate the objectives of the Program and set forth in writing the expectations, objectives,
and guidelines for the investment of Program assets;

¡ Formulate pol¡c¡es regarding permitted investments, benchmarks, and asset allocation
strategies;

o Create or continue various age-based investment options within Future Scholar from which the
contributor may choose;

o Establish the criteria and procedures for selecting investment options available to account
owners under Future Scholar and investments available to the Program Manager under the
SCTPP;

¡ ldentify roles of specific entities having fiduciary responsibility to the Program;
¡ Establish guidelines, consistent with Monitoring Procedures defined below, for monitoring

investment risk and evaluating ¡nvestment performance; and
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a Provide for an annual investment review of Future Scholar and SCTPP.

All assets in the Program must be invested in a manner that meets the requirements of the
Comprehensive lnvestment Plan. ln conjunction with the Comprehensive lnvestment Plan, the STO has
also established the Monitoring Procedures and Criteria for the Program ("Monitoring procedures")
which provide guidance on the specific procedures to monitor investment risk and performance in
order to help achieve consistent long-term investment success for partícipants of Future Scholar and to
maximize the assets in the SCTPP.

F'uture Scholar 529 Performance Measures:

The STO determined it is necessary and reasonable to develop an investment monitoring program to
advise the STO with regard to investment and compliance issues in Future Scholar and SCTpp and has
delegated such a role to the Program Managers and the lnvestment Consultant. Additional
information about the procedures used in the monítoring program can be found in the Monitoring
Procedures and Criteria for Future Scholar and SCTPP.

The Program Manager will provide performance history for the Underlyíng Funds in Future Scholar and
the Asset Classes and SCTPP lnvestments in the SCTPP to the STO and the lnvestment Consultant. The
lnvestment Consultant will monitor the Underlying Funds in Future Scholar and Asset Classes and
SCTPP lnvestments in the SCTPP, assign an investment status to Underlying Funds in Future Scholar
and Asset Classes in the SCTPP, and make recommendations to the STO to add, remove, or change the
Underlying Funds or the Asset Classes, as may be appropriate and as detailed in Section D above and
the Monitoring Procedures. The lnvestment Consultant will report to the STO on lssues directly
affecting the prudent administration of the Program, on behalf of the STO and other program

stakeholders, and will perform its duties in a manner consistent with generally accepted standards of
fidu ciary responsibility.

Benchmarks:

All investment decisions made on behalf of the Program shall be made with due consideration of the
objectives set forth in Comprehensive lnvestment Plan for Future Scholar and SCTpp (Clp). The
lnvestment Consultant shall evaluate investment performance relative to assigned benchmarks. The
Program Manager shall at all times seek to provide performance consistent with performance criteria
as shown in the Monitoring Procedures and Criteria for Future Scholar and SCTPP. When evaluating
investment performance, a benchmark will be used to provide relative results with the following
stipulations:

(a) lndustry standard benchmarks shall be used;
(b) Each Underlying Fund and Asset Class, as appropriate, is to be compared against an appropriate

benchmark or policy benchmark as outlined in the Monitoring Procedures; and,
(c) Each Underlying Fund and Asset Class, ãs appropriate, shall be considered against their

respective benchmarks over an identical time period.
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Each of the benchmarks to be utilized in performance evaluation is identified in the Monitoring
Procedures.

lnvestment Status Report:

The lnvestment Consultant shall prepare and present to the STO an evaluation of the performance and
status of all Underlying Funds in Future Scholar and all Asset Classes and SCTPP lnvestments in the
SCTPP on a quarterly basis. Such reports shall address, among other matters, the ratings of the
Underlying Funds in Future Scholar and Asset Classes ¡n the SCTPP as "Positive", "Acceptable",
"Caution" or "Watch." (See the Monitoring Procedures for additional information on these ratings.)
The quarterly status report will also recommend changes in "Watch" status, and will include the timing
of any status change and the reason for the change. The STO may impose unique reporting
requirements on the lnvestment Consultant regarding any Underlying Fund or Asset Class on "Watch"
status.

The criteria to determine whether an Underlying Fund or Asset Class is to be placed on, or removed
from, "Watch" status is set forth in the Monitoring Procedures.

Annual Investment Review:

The Program Managers will present investment reviews for both Future Scholar and the SCTPP on an
annual basis or more frequently as requested by the STO, in accordance with contractual
requirements. Such reviews shall include performance monitoring and any proposed changes to
approved benchmarks, investment options, Portfolios, Underlying Funds, SCTPP lnvestments, asset
mix, fees, etc. Proposed changes will be reviewed by the lnvestment Consultant pr¡or to presentation
to the STO. To the extent consistent with any Contractual Obligations requiring mutual agreement of
the Program Manager, the STO will retain the final decision-making authority to accept, reject, request
modification to, or defer, any recommendations. Updates to all disclosure and customer documents to
reflect approved changes will be prepared by the Program Managers and will be reviewed and
approved as appropriate by the STO.

Future Scholar 529 Market Valuation:

The Program Manager calculates a Net Asset Value for each Pricing Alternative of a particular
Portfolio, as of 4:00 p.m, Eastern time, on each day that the New York Stock Exchange ("NYSE") is

open for trading. "Net Asset Value" is computed by dividing the value of the shares of each
Underlying Fund held in a Portfolio, plus any receivables and less any liabilities of such Portfol¡o, by
the number of outstandíng Shares of the Portfolio. Each Pricing Alternative of a particular Portfolio
may have a different Net Asset Value.
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I;uture schola r 5 2 9 Portfol io sunrma ries/Asset Allocation.s:

The SCCIP is marketed in-state and nationally as the Future Scholar 529 College Savings plan. lt
includes two plans tailored for the two distinct delivery channels through which Future Scholar is
offered: the Direct Plan, offered primarily to South Carolina residents, and the Financial lntermediary
P lan, offered th rough fina ncial intermedia ries national ly.

(a) Future Scholar S29 College Savings plan - Direct plan

The Future Scholar Direct Plan offers Account Owners a selection among three investment
options: the Age-Based Option; the Target Altocation Option, and the Síngle-Fund Option.

The policy target asset allocations and benchmarks for the portfolios within the Age-Based
and Target Allocation options are shown below. The permissible asset class ranges for the
Age-Basecl and Target Allocation optíons can be found in r\ddendurn 2.

The Direct Plan offers three Age-Based risk tracks (Aggressive; Moderate and Conservative)
and seven Age-Based Portfolios (Aggressive Growth, Growth, Moderate Growth, Moderate,
Moderate Conservative, Conservative, and College), The Age-Based portfolios invest in a rnix
of equity, fixed íncome and/or cash and cash equivalents. The initial Age-Based portfolio is
determined according to the current age of the underlying beneficíary on th" Account and the
selected risk track. As the beneficiary ages, the account's assets move to an Age-gased
Portfolio ín which the allocation among Underlying Funds invested in equities, fixed income
securities, and cash becomes more conservâtive relative to the existing allocation. The target
asset allocation percentages by asset class for each Age-Based Portfolio are set forth below in
the following table.

Asset Allocation T for Funds - Asset Class

* lncludes convertible sècurit¡es

Portfolios in the Taroet Allocøtion tnvestment Option
The Direct Plan offers seven Target Allocation Portfolios, Each of the Target Allocation
Portfolios consists of Underlying Funds invested in a mix of equity, fixed income and/or cash
investments. Unlíke the Age-Based Option, the Account Owners investment in a Target

Age'Based Portfollos of
Aggressive 0-5 G8 9-11 L2-t5 L6-77 l8+
Moderate 0-5 G8 9-11 12-t5 t6-L7 18+

Conservative 0-s 6-8 9-11 t2-t5 16+
Asset Class

Domestic Equitvr 70% 64% 48% 41Yo 25% 75% 0%
lnternational Equitv 20% 76o/o L2% 9% 5% 0% 0%

Fixed Income LO% 20% 40% 43% 50% 45% 50o/o

Cash & Cash Equlvalents o% o% Oo/o 5% 20/o 4tlo 50%
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Allocation Portfolio does not adjust over time as the beneficiary gets older; however, the
Account Owner may decide to move the account's assets to a different Portfolio as the
beneficiary ages. The target asset allocation percentages by asset class for each Portfolio are
set forth in the following table.

i lncludes convertible secur¡t¡es

Portfotios in the Sinale-Fund lnvestment Option (see Addendum 3 for detailed description)
ln addition to the Age-Based and Target Allocation lnvestment Options, an account owner in

the Direct Plan may select to invest in the Single-Fund lnvestment Option in which he may
choose ¡nvestments from a menu of Single-Fund Portfolios to build a customized portfolio.
The Direct Plan offers Single-Fund Portfolios covering the follow¡ng broad asset classes: ultra-
short term fixed income, short term fixed income, intermediary fixed income, Treasury
inflation-protected, domestic equity and ínternational equity (see Addendum 3 for a

complete list).

(b) Future Scholar 529 College Savings Plan - Financial lntermediary Plan

The Future Scholar Financial Intermediary Plan offers Account Owners a selection among
three investment options: the Age-Based Option; the Target Allocation Option, and the
Single-Fund Option.

The policy target asset allocations and benchmarks for the Portfolios within the Age-Based
and Target Allocation Options are shown below. The permissible asset class ranges for the
Age-Based and Target Allocation Options can be found in Addendum 2.

Portfolios ín the Aae-Based Option
The Financial lntermediary Plan offers three Age-Based risk tracks (Aggressive; Moderate and
Conservative) and seven Age-Based Portfolios (Aggressive Growth, Growth, Moderate
Growth, Moderate, Moderate Conservative, Conservative, and College), The Age-Based
Portfolios invest in a mix of equity, fixed income and/or cash and cash equivalents. The initial
Age-Based Portfolio is determined according to the current age of the underlying beneficiary
on the Account and the selected risk track. As the beneficiary ages, the account's assets
move to an Age-Based Portfolio in which the allocation among equitç fixed income and cash
becomes more conservative relative to the existing allocation. The target asset allocation

Target Allocat¡on Portfolios Domestic Equitv lnfl Equity Fixed lncome Cash / Equivalents

Aggressive Growth 70?{ 2094 709{ 0%

Growth 649l L6% ?o% 0%

Moderate Growth 48% 72% 40% o%

Moderate 4r% 9% 45Yo 5%

Moderate Conservative 25/o 5% 50% 20%

Conservative 15% ov. 45'Í. 40?l

College o% o% s096 íOYo
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percentages by asset class for each Age-Based Portfolio are set forth below in the following
table.

Asset Allocation for Funds - Asset Class

*lncludes convertible securities

Portfolios in the Tarqet Allocation Option
The Financial lntermediary Plan offers seven Target Allocation portfolios. Each of the Target
Allocation Portfolios consists of Underlyíng Funds invested in a mix of equity, fixed income
and/or cash investments. Unlike the Age-Based Portfolios, the Account Owners investment in
a Target Allocation Portfolio does not adjust over time as the beneficiary gets older.
However, the Account Owner may decide to move the account's assets to a different
Portfolio as the beneficiary ages. The target asset allocation percentages by asset class for
each Portfolio are set forth in the following table.

TaryetAlloca$m
Portlolios oomesticEqultv lnfl Ëgrf,tty Fix.d lncom€

Aggressive Growth 72% 20% 8% 0/o
Growth 67% 16% t7% 0%

Moderate Growth 51o/o l,ZYo 37% 0%
Moderate 4r% 9Yo 45% 5%

Moderate Conservative 25% 5o/o 50o/o 20%
Conservative L5% 0Yo 45% 4OYo

College 0% 0To S0o/o so%*lncludes convert¡ble secur¡tiês

Portfolios in the Sinale-Fund Option ßee Addendum 3 for detoiled descr¡ot¡on)
ln addition to the Age-Based and Terget Allocation lnvestment Options, ,n a..ount o*ner in the
Financial lntermediary Plan may select to invest in the Single-Fund lnvestment Option in which he may
choose investments from a menu of Single-Fund Portfolios to build a customized portfolio. The
Financial lntermediary Plan offers Single-Fund Portfolios covering the following bioad asset classes:
ultra-short term fixed income, short term fixed income, intermediary fixed incóme, Treasury inflation-
protected, domestic equity and internatíonal equity (see Addendum 3 for a complete list).

Â¡c-AtrGd Pordollc Àge of Benefidary

Aggressive G,5 6-8 9-11 12-75 1,6-77 18+

Moderate 0-5 6-8 9-11 L2-75 76-77 18+

Conservative 0-5 6-8 9-1.L t2-75 16+

Asset Class

Domestic Equity * 72% 67% 5t% 4t% 25Yo 15% 0%

lnternational Equitv 20% t6% lZYo 9% 5% ïYo 0%

Fixed lncome 8% 77lo 37% 45% 50To 45% 50%

Cash & Cash Equivalents o% 0% 09t SYo 20% 40% 50Yo
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SOUTH CAROTINA TUITION PREPAYMFNT PROGRAM

Tuition Prepayment Overview;

Please see "Future Scholar 529 Overview" section under the Future Scholars 529 College Savings
portion of this document {p. 16).

Tuition Prepayment Objective:

The assets of the SCTPP shall be invested in various individual investments (the "SCTPP lnvestments")
for each underlying asset classifícation. A single SCTPP lnvestment or the group of SCTPP lnvestments
for each asset classification is referred to as an "Asset Class." Together, the SCTPP lnvestments in all of
the Asset Classes are referred to as the "SCTPP Portfolio."

The investment objectives of the SCIPP assets are to:

{a) Strive to achieve an investment rate of return and appropriate risk level in order to maximize
the life of the SCTPP, which is currently closed to new participants, by doing the following:

(i) Balancing the SCTPP Portfolio's r¡sk-return level by maintaining a balanced mix of liability-
matched {LDl) assets and risk assets (consisting of equity and fixed income investments) within the
constraints of state law; and

{ii) Regularly reviewing the asset allocation of the SCTPP Portfolio based on capítal market
expectations.
(b) Invest in a manner which is appropriate and prudent for the SCTPP.
(c) Reasonably anticipate liquidity needs of the SCTPP (as in the case of refunds to participants,
administrative expenses, etc.).

Tuition Prepayment Authority:

The SCTPP was established by Chapter 4 of Title 59 of the SC Code (also known as the "South Carolina
Tu¡t¡on Prepayment Program Act" or the "Prepayment Act"). The SCTPP was established to assist
South Carolina citizens with the expense of college by providing an advanced payment program for
tuition at a fixed and guaranteed level for public colleges and universities.

Pursuant to the Prepayment Act, the STO established and maintains a nonpubliq special, revolving
fund (the "SCTPP Fund"). The SCTPP Fund consists of monies received from contributors, other monies
acquired from governmental and private sources, and proceeds from the investments of the SCTpp
Fund.

The SCTPP Fund is invested as directed by the STO. Authorized investments include securities
authorized by Section L1.-9-660 of the SC Code, equity securities of a corporation that is registered on a
national securities exchange or quoted through the National Association of Securities Dealers
Automatic Quotations System or similar service, and securities issued by an investment company
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registered under the lnvestment Company Act of 1940 (per Section 59-4-40), Pursuant to Section l1-9-
660, authorized investments include the following:

(a) obligations of the united states, its agencies, and instrumentalit¡es;
(b) Obl¡sations issued or unconditionally guaranteed by the lnternational Bank for Reconstruction and

Development, the African Development Bank, and the Asian Development Bank;
(c) Obligations of a corporation, state, or political subdivision denominated in United States dollars, if

the obligations bear an investment grade rating of at least two nationally recognized rating
services;

(d) Certificates of deposit, as described in Section 11-9-660(AXa);
(e) Repurchase agreements, as described in Section 11-9-660(A)(5); and
(f) Guaranteed investment contracts íssued by a domestic or foreign insurance company or other

financial institution, whose long-term unsecured debt rating bears the two highest ratings of at
least two nationally recognized rating services.

Pursuant to Section 59-4-40, the custody and management of the SCTpp Fund is directed by the STO,
and the SCTPP Fund is invested in accordance with written investment policies approved by the STO.
Accordíngly, pursuant to Section 59-4-30, the Prepayment Act establlshed that the STO is responsible
for developing and adopting the investment policies, guidelines, and strategies for the SCTpp, and the
STO has adopted this CtP with respect to the SCTpp.

Tuition Prepayment Investment Options:

Traditlonal Classes:

The SCTPP lnvestments ¡n the SCTPP shall comply with the authorized investments listed below:

Pursuant to Section 11-9-660, authorized investments include the following:

(a) obligations of the united states, its agencies, and instrumentalities;
(b) obligations issued or unconditionally guaranteed by the lnternational Bank for Reconstruction

and Development, the Afrícan Development Ban( and the Asian Development Bank;
(c) Obligations of a corporation, state, or political subdivision denominated in United States dollars,

if the obligat¡ons bear an investment grade rating of at least two nationally recognlzed rating
services;

(d) Certificates of deposit, as described in Section 11-9-660(AXa);
(e) Repurchase agreements, as described in Section 11-9-660(A)(5); and
(f) Guaranteed investment contracts issued by a domestic or foreign insurance company or other

financial institution, whose long-term unsecured debt rating bears the two highest ratings of at
least two nationally recognized rating services.

The STO may at any time establish further guidelines or restrictions concerning authorized investments
in the SCTPP. These further guidelines or restríctions may include, but are not limited to, specÍfic
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prohÍbit¡ons on certain investments or investments ¡n certain geographic areas, limits on asset or asset

class exposures, various risk constra¡nts, benchmarks, and investment return objectives.

Use of Derivatives:

Please see "Use of Derivatives" section under the Future Scholars 529 College Savings portion of this

document (p. 19-20).

Tuition Prepayment Investment Practices:

Please see "Future Scholar 529 lnvestment Practices" section under the Future Scholars 529 College

Savings portion of this document (p. 20).

Tuition Prepayment Performance Measures:

Please see "Future Scholar 529 Performance Measures" section under the Future Scholars 529 College

Savings portion of this document (p.2L-221.

Tuition Prepayment Market Valuation:

Please see "Future Scholar 529 Market Valuation Measures" section under the Future Scholars 529

College Savings port¡on of this document (p.Z2l.

Tuition Prepayment Portfolio Summaries/Asset Allocation:

The SCTPP portfolio design and asset allocation have been set up to provide the most appropriate
structure and asset allocation from a risk and return perspective given the Program's funding status

and lÍmited remaining life. The SCTPP shall be diversified both by asset class and within asset classes in

order to reduce specific risk associated with any single security or class of securities. Asset allocation
will be reviewed annually.

The STO hereby establishes the following asset allocation targets as presented in the following table.
These targets may be adjusted annually as the STO deems appropriate or the 5TO will consider
recommendations from the Program Manager and/or the lnvestment Consultant.
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South Carollna Tuition Prepayment Program Asset Allocation

Agtçtgast Tarset Ail¡tcât¡on PoSo Banchnadr

US Large Cap Equlty tt.8% Russell L000 index

US Mid Cap Equity 3.4% Russell MidCap lndex

US Small Cap Equitv L.7% Russell 2000 lndex

Non-U5 Developed Markets [quity 5.196 MSCI EAFE Net lndex

Non-US Emerging Markets Ecuitv L.7o/o MSCI EM Net lndex

US Long Duration Govt/Credit Bonds 1.7% Barclav's US Lons Govt/Credit lndex

US Hish Yield Bonds t.7% Merrill US high yield Master

Non-US Emersins Markets Bonds r.7% iP Morean EMBI

Real Estate/RElTs L.7o/o FTSE NARIET All Equitv REITs

Real Return/lnflation Protected t.7% Barclavs US TIPS lndex

Commodities 1.70Á DJ-AIG Commodity lndex

lmmunized Fixed lncome 66,3% Blend*
* 24% 3-monlhTbill, 42% Credit 1-3 Year, 34% credit 1-5 year. The Blended Policy Benchmark will be revised annually based
on changing conditions.

ln addition to the investments allocated to the above-listed asset classes, an appropriate, but not
excessive, amount of cash will be held to pay expenses of the SCTPP, íncluding tuition costs.
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ANNUAT INVESTMENT PLAN REVIEW

Sta te Trea surer's Offi ce Execu tive/ I nvestment Ståff Review:

The annual investment plan is to be updated by staff and presented to the Executive staff in draft form
no later than March for the upcoming fiscal year approval. Any and all changes to the Annual
lnvestment Plan should be made, and accepted by no later than May for the upcoming fiscal year.

TRF'ÂSURER'S qU^ RTERLY INVESTMENT MEETING

Treasurer's Quarterly Investrnent M eeting:

Mgetine Schedule

A quarterly meeting called the Treasure/s Quarterly lnvestment Meetíng will be held within six weeks
after each quarter-end date. A Meeting will be scheduled in August, November, February and May of
each fiscal year.

Structure

The State Treasurer and various advisors will attend the Meeting. The advisors consist of the Staff
Advisors, the Program Staff Advlsors and the Professíonal Advisors. The Staff Advisors consíst of the
Chief of Staff, the General Counsel, and the Deputy State Treasurer. The Program Staff Advisors consist
of the Senior Assistant State Treasurer for lnvestments, the Assistant State Treasurer for lnvestments
and the Deputy State Treasurer. The Professional Advisors consist of the representatives from
Jamison Eaton and Wood, Columbia Management lnvestment Advisors, Pension Consulting Alliance
and Strategic Capital Solutions .

Purpolg

The purpose of the Meeting is for the Treasurer to acquire necessary investment inforrnation from his
various advisors and to make decisions as necessary. The Meeting provides a forum for the Staff
Advisors, the Program Staff Advisors and the Professional Advisors to advise and assist the Treasurer
on investment matters.

Roles of Advisors

The Program Staff Advisors will create and dístribute the agenda and related materials one week prior
to the Meeting. At each Meeting, the Program Staff Advisors will make investment presentations and
will introduce investment issues for review and discussion. The Program Staff Advisors wíll offer
recom mendations concerning investment issues.
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The Professional Advisors will advise the Program Staff Advisors and assÍst them in identifying
¡nvestment issues to be reviewed and discussed at the Meeting. At each Meeting, the professional
Advisors will make investment presentations, and will answer questíons concerning investment issues.

The Staff Advisors will review investment materials prior to the Meeting and at the Meeting will
receive and consider investment information as presented by the Program Staff Advisors and the
Professional Advisors in order to make recommendations concerning investment íssues to the
Treasurer.

lnvestment related decísions will be documented and a record of such decisions will be filed and
maintained by the Senior Assistant State Treasurer for lnvestments.
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QUARTnRT.Y INV, ESTMENT MEFTING SCHEnUT.E

Quarterly Meetings:

Frequency:

Meet quarterly within 6 weeks after quorter-end dote.

FY 2013

Quarter-End Date: Meetine Date
o Septemberã0L2 November 8,2012
r December20L2 February 7,20tg
o March 2013 May 9, 2013
r June 2013 August 8,2013

Ft 20t4

Quarter-End DaIe: Meetine Date
r Septernber 2013 November 7,2OLg
. December2013 February 6,2OL4
o March 2014 May 8,2OL4
o June 2014 August 7,2AL4
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SC STO Comprehensive lnvestment policy
October 19, 2015

A. MISSION AND PURPOSE

The South Carollna Ofüce of the State Treasurer is responsible for the administra¡on,
management, and investment of the State's funds, The inveslment of State funds is managed
through multiple investment portfolios to preserve the state's capital, while maintaining liquidlty
and obtainlng the best relaüve rates of retum.

The mlssion of the lnvestment Management Divislon within the State Treasurer's office (STo)
is to safely and effectively manage the funds for the State's agencies, local govemments, andpolitical subdlvlsions. The office manages multiple U.S. domestic fixed lncorie portfollos. TheStaff consists of three front offlce personnel, who conduct the trading and portfollo
managoment' and five back offlce personnel, who conduct the day-to-day operaîons.

The Slaff manages between $10,000,000,000 and g.|4,000,000,000, dependlng upon the
cyclical nature of the cash flows for the State's agencies, local governmÊnts, and political
subdivisions and the revenues they recelve. Over lloo accounts are managed within all theportfollos.

The current structure of the lnvestment Management division within lhe State Treasurefs Ofllce
is illustrated below.
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B. SCOPE

This investment policy applles to all financlal assets deposltod and retainod in the South
Carolina Office of the State Treasurer's STO lnvestment Portfolios.

C. ETHICS AND CONFLICT OF INTEREST

The South Carolina State Treasurer and STO Staff involved in the investment process shall
refrain from personal business activity that could conflict with proper execution of the investment
prograrn or which could impair their ability to make impartial investment decisions.

The South Carolina State Treasurer and STO Slaff are required to abide by the South Carolína
State Ethics Commissíon's 'Rules of Conduct'. Regardlng the subject of receiúng gifts and
obJects of monetary value, the Rules of Conduct state that:

'A public official, public member, or public employee may not knowingly use his official offioe,
membership, or employment to influence a government decision to obtain an economic lnterest
for himself, a family member, an índividual with whom he is associated, or a business with which
he is assoclated.

A person may not directly or lndirectly give, offer, or promise anything of value to a public
official, publlc member, or public employee with intent to influence the public otflclat's, public
member's, or public employee's official responslbilities, nor is the public officlal, public member,
or public employee to ask, demand, solicit, or accept anything of value for himsolf or for another
person in return for fultilllng his official responsibililies or duties.

A public offlcial, public membÊr, or public employee may not receive anything of ralue for
speaking before a public or private group in his/her offlcial capacity. A meal can be accepted if
provided in conjunctlon with the speaking engagement where all participants are entitled to lhe
same meal and the meal ls incldenlal to the speaklng engagemenl. A public official, publlc
memþer or public employee may receive payment or reimbursement for actual expens€s
incurred.

Public officials, public members, or public employees may not receive money in addition to that
received by the public official, public member, or public employee in his official capacity for
advice or assistance given in the course of his employment aE a public official, public member,
or public employee."
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D. PRUDENCE

lnvestmenls shall be made wlth judgment and care, under the prevailing clrcumstances, which
persons of prudence' dlscretion, and lntelligence exercise ln the management of their own
affairs. lnvestments shall not bE made for speculation. Further, the probable safety of capitalas
wellas the probable lncome derived shall be considered.

The standard of prudence to be used by the staff shall be the.fiducia4f standard and shall be
applied in the context of managing an overall porüolio. The Slaff, ac¡ni in accordance with the
investment pollcy and exercising due diligence, shall be reliaved of personal responsibility for an
lndlvldual security's credlt risk or market price changes, provided deviations from expectations
are reported in a timely fashion and appropriate action is taken to controt adverse
developments.

E. PURPOSE OF THIS COMPREHENSTVE INVESTMENT PLAN (CIP}

This CIP defines the investment objectives of the STO lnvestment Portfolios and establlshes
policies and procedures 8o that investment objectives can be met in a prudent manner. This
CIP is intended to:

r articulate the objectives of the STO Invesbnent Portfolios and set forth in writing the
expectatlons, obJectives, and guldelines for the investment of the STO lnvestment
Portfolios' assets;

' formulate pollcles regarding permitted investments, benchmarks, and asset allocation
stralegles;

' identify roles of specific entities having fiduciary responsibility to the STO;o establish guidelines, consistent with Performance Standards defined herein, for
monltoring inveslment risk and evaluating investment performance.

All assets in the STO lnvestment Portfolios must be invested in a manner that meets the
requirements of this clP. ln conjunction with thls clP, the sTo has also established
Performance Standards, which provide guldance on lhe speclflc procedures to monitor
investment performance and risk. These performance standards help achieve short-lerm and
long-term investment objectives and maximize the lnvestment retums ln the STO lnvestment
Portfolios.

F. DELEGATION OF AUTHORIW

The authority to invesl State Funds ls limlted to the State Treasurer under $.C. Code of Laws g
1 1-13-30:

&

)

s 11'13'30. only the state Treasurer may invest and deposit funds.
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To facilitate the management, lnvestment, and dlsbursement of public funds, no board,
commission, agency or officer within State government except the State Treasurer shall be
authorized to invest and deposit funds from any source, including, but not limited to, funds for
which he ls custodian, such funds to draw the best rate of interest obtalnable.

Attomev General's Ooinion
Ifie Sfate Treasurer is authorized to invest and deposlt funds as provlded in section Sl1-13ßA
of the Code and ls further authorized to employ an lnvestment advisory seruice,
,988 s.c. op. Atty. Gen. 168, 1988 s.c. op. Atty. Gen. No. aB-60, (Aug. 16, tga|WL sags4s)

Various professionals may be engaged to aEsist the STO with the STO lnvestment Portfolios.
The STO may employ a qualified firm (the "lnvestnont Advisor") to provide investment
managern€nt services for tho STO lnveslment Portfolios. The STO may also engage an
Investment Consultant to provide advice to the STO and to monitor the STO Investment
Portfolios.

The Comprehensive lnveslment Plan (ClP) for the South Carolina State STO lnveEtment
Portfolios includes the investrnent policles of the STO Investment Portfolios, which shall be
followed by the STO Staff, the lnvestment Advisor, lnvestment Consultant and all other ennties
engaged by the STO to provide investment advice and/or consulting services.

To the extent that there is any conflict between i) this CIP and ii) any contractual relationships
between any entity and the STO -, the terms of such contractual relationship(s) (the
"Contractual Obligations") will control. However, appllcable law supersedes this CIP and any
Contractual Obligatíons.

G. MANAGEMENT FEES

98.4 (Treas: Management Fees) The State Treasurer is authorized to charge a fee for the
operating and management costs associated with the Local Government lnvestment Pool, the
Ðefened Compensation Program, the Tuition Prepayment Program, and the College lnveatment
Program and is further authorized to retaín and expend the fees to provlde these seMces. The
fees assessed may not exceed lho cost of the provision of such services.

98.5 (Treas: lnvestment Management Fees) Unless othenrise prohiÞited by law, the Slate
Treasurer may charge a fee for the operallng and management costs associated with the
investment management and support operations of various state funds and programs, and
further, may retain and expend the fees to provide these services. The fees assessed may not
exceed the aclual cost of the provision of these services or the earnings on these investments.

H. ROLES AND RESPONSIBILITIES

1, The STO: The STO will operate lhe STO lnvestment Portfolios in compliance with the
SC Code, and lhis ClP. The STO also will conducl its responsibilitles as a trustee and

)
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liduciary of the STO lnvestment Portfolios. The STO may delegate functions that a
prudent entity acting in a like capacity and familiar with those matters could properly
delegate under the circumstances. lt will also ensure that the lnvestment Advisor and
lnvestment Consultant are similarly in compliance with the SG Code and this Clp.
Pursuant to this ClP, the STO will:

(a) develop a sound and consistent statement of investment pollcles;
(b) r€view and reflne the CIP as needEd;
(c) establish crlteria for the selection of the lnvestment Advisor and/or the lnvestment

Gonsultant;
(d) review and approve investment proposals by the lnvestment Advlsor;
(e) approve procedures for monitoring lnvestment performance and investmenþrelated

contractual obligatlons of the lnvestment Advlsor and other vendors; and
(f) monitor adherence to pollcles, procedures, and crlteria as set forth in the

Performance Standards approved by the STO.

2. lnvestment Consultant: The STO may determlne that it is necessary and reasonable
to retain an Investment Consultant to provide general advice and recommenda¡ons on
matters lncluding, but not limited to, lnveslment performance, investment strategy,
obJectlves, and risk characteristics of the portfollos. Under lhis ClP, the lnvestment
Consultant works for the benefit of the STO and shall þe responsible for the following:

(a) Provlde lndependent and unbiased lnformation to the STO;
(b) Asslst ln the development and amendment of thls Comprehensive lnvestment pollcy;
(c) Assist in the establlshment of strategic asset allocation targets/guidelines;
(d) Assist in the development of performanoe measuremEnt standards;
(e) Propose appropriate benchmarks, which are congruent with STO's ClP, and analyze

cunent benchmarks and provide advice regarding their approprlateness as well as
potentlal changes;

(f) Report quarterly ínvestment performance results and risk characterlstics of the STO
lnvestment Portfolio's investments to the STO;

(g) Monitor and evaluate the lnvestment Advisor's performance on an ongolng basis;
(h) Provide clarlfication and assistance to tre STO ln underslanding various lnvestment

climate or market conditions that could affect investments held in the STO
lnvestment Portfolios;

(í) Attend quarterly lnvestment meetings of lhe STO unless notified othenryise by the
SÏO:

ü) Be available to consult and provide research and advice as necessary;
(k) Parlicipate in conference calls to review curront performance or other matters in

advance of quarterly meetings of the STO and/or other inveslment meelings as
requested by the STO:

(l) Participate in conference calls with the STO Staff and/or lnvestment Advisor as
needed; and

)
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(m) Provide independent monitoring of the lnveshnent Advisor, includlng, but not limited
to, changes In company structure, investment professionals, investment styles,
compensation of lnveslment personnel, litigation, headline risks. growth of assets
under managem€nt and investment staff, industry competi$ve posiilon, real and
potential confllcts of interest, end immediately notífy the STO if a relevant
development or change occurs.

3. lnvestment Advlsor: The STO may determine that it is necessary and reasonable to
retain an investment advisor who is quallfied to provide professional investment advice
and guidance. lnvestmenl Advisor haE certain fiduciary responsibilities as defined by the
lnvestment Management Agreement with the sTo and defined by the lnvestment Act of
1940. The responsíbllltles of the lnvestment Advisor are to:

(a) advise and counselthe STO on methods to achieve investment objectives, which will
include, but not be llmited lo, guidelines on the followlng: asset allocation, short-tenn
and long-term investmenls, quality restrlctions, divErslfication among investment
sectors, tumover, and restricüons on exchanges;

(b) at least quarterly, formally revlew the investment strategy to verify it is consisfent with
objectives and make recommendatlons to the State Troasurer if necessary;

(c) communicate with the STO lmmediately when revisions to the Clp are warranted
based on structuralchange in market condlilons;

(d) assist the STO in performlng research on broker/dealers through which investment h
transactions may be executed (see sTO TNVESTMENT MANAGEMENT STAFF $ì
TNVESTMENT PRACTTCES);

(e) research and offer ínput on market trends and interest rale forecasts in preparation
for the Slate Treasurer's lnvestmenl projection for General Fund income earnings for
the cunent and subsequent fiscal year;

(f) comply with the guidelines for the STo lnvestment Portfolios (as expressed ln this
clP and the Porformance standards) relating to asset mix, quality, etc.;

(g) monitor ongoing adherence to the SC Code and thls Clp;
(h) promptly communicate to the sro any materlal organizational changes;
(i) provlde any customized reports as conlractually permitted and as reasonably

requested by the STO in a format acceptable to the STO and, if necessary, followini
consultation with the lnvestment Consultanl; and

ü) provide quarterly compliance certlfication detailing any deviations from policy.

4. Custodian Bank: The Custodian's flduciary responsibility shall involve the proper
safekeeping, valuatíon, pricing, accounting, and reporting of the STO lnvestment
Portfolios' assets across multiple portfolios and asset classes. As co-fiduciary of the
STO lnvestment Portfolios, the Custodian shallapply investment prudence to short-term
cash management and securities lending functions.

The custodian is hired by, and responsible to, lhe state Treasurer. 
)/
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The Gustodian Bank ("Custodian') for the STO lnvestrnent Portfolios is responsibte for:

Main Responslbilities
(a) Fulfilling all the regular dutiEs of a custodian as required by applicable state and

federal laws (as further defined in the custodial services agreement);
(b) Safekeeplng of assets, timely settlement of securities transactions, timely crediting of

all income and principal reallzable by the STO lnvestment Portfolios, and the daily
sweep of excess cash from the STO Investrnent Portfolios' accounls into suitable
cash management vehicles;

(c) Pricing all securities at least on a monthly basis, preferably on a daily basls,
contingent on strateglc class and types of securities;

(d) Providing access to performance history for the speclfied STO lnvestment portfolios
to the lnvestment Advisor and lnvestment Consultant;

(e) Providlng monthly, quarterly and annual reports; and
(f) Managlng a securities lendlng program.

Ancillary Services
(a) Performance & Risk Analytics;
(b) Monthly Risk Analytics and Reporting;
(c) Collateral Management System;
(d) Transfer Agency Services; and
(e) Cash Management

I. SELECTION PROCESS OF INVESTMENTADVISOR

The process of selecting an lnvestment Advisor shall originate with the Slate Treasurer. Unless
the State Treasurer decides otheruise, all searches shall be conducted by the Staff and/or the
lnvestment Consultant.

The lnvestment Advisor shall be a bank, lnsurance company, investment management
compeny, or investment advisor as deflned by the lnvesÍnenl Advisors Act of 1g40.

The first slep may involve the establishment of appropriate minimum criteria such as minimum
asset base, performance history, special lirm quallficalions, years of experience, otc. that reflect
an appropriate level of inslitutional lnvestment service. Based upon lhese critería, the Staff
and/or lnvestment tonsultant may design lhe appropriate request for proposal(RFp) or request
for information (RFl) to be delivered to the institutional marketplace.

The STO Staff and/or lnvestment Consullant may devise a ranking system to evaluate the
qualifications of lhe RFP/RFI respondents. Their objective shall be to narrow the field to several
firms for in'depth revlew and flnallst selection. The finalists may lhen be scheduled to make
presenlations to the State Treasurer and/or the Statf. Following the State Treasure/s selection,
the Staff may negotiate final terms and conditions wlth the chosen lnvestment Advisor and
complele the revlew and negotiation of all appropriate contracts and agreements.

)
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]
J. SELECNON PROCESS OF INVESTMENT CONSULTANT

The process of lnvestment Consultanl selection shalloriginate with the State Treasurer. Unless
the State Treasurer decides olhenruise, the Staff shall conduct all searches.

The flrsl step may involve the establishment of appropriate minimum criteria such as clients of
similar size and þe, special firm qualificatlons, years of experiencs, etc. that reflect an
approprlate level of inslitutional lnvestrnent service. Based upon these crileria, the Staff may
deslgn the appropriate request for proposal (RFP) or request for information (RFl) to bE
delivered to the instltutlonal marketplace.

The STO Staff may devise a ranking system to evaluate the qualífications of the RFp/RFl
respondents. Their objective shall be to nanow the field to severalfirms for in-depth review and
finalist selection. The finalists may then be scheduled to make presenta¡ons to the State
Treasurer andlor the Staff. Following the State Treasurer's selectlon, the Staff may negotiate
flnal terms and conditions wlth the chosen tnvestment Consultanl and complete the review and
negotiatlon of all appropriate contracts and agreements.

K. BROAD OBJECTIVES

As a steward of public funds, the Ofllce of State Treasurer seeks to generate the best rate of

\ retum within prescribed parameters whlle maintaining liquldity and attempting to preserve

;) capital.

This pollcy recognizes that investment decisions involve managing the Slate's daily fluctuating
caeh flows and antlclpating future revenues and expendltures. STO Staff manages cash
balances available to antlcipate the future use of these funds. Also, earnings on investments
provide one of the major sources of revenue for the $tate and State agencies annually.
Consequently, lhe soundness and success of an investment program is of primary importance
to meet the State's funding needs,

The three inveslment goals are based on the following principles:

Llquldity - Liquid assets shall be defined as cash and securities with maturiües not
exceeding one year. To achieve llquldity goals, liquid lnvestments will be limited to cash,
repurchase agreements (when collateralized by U.S. Treasury or Federal Agency
obligations having a market value in excess of 102 percent of funds advanced), U.S.
Treasury Bills, commercial Paper, and FederalAgency Discount Notes.

Preservation of Gapital - ln order to minimize the potentialfor loss of principal, invEstment
grade fixed income securities are to be purchased. A range of maturities and diversiflcation
among issuers is deslrable as a defense against the suscept¡bility to price change of the
STO lnvestment Portfolios' assets,

)
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Rates of Return - Enhancement of purchasing power through consistent compoundlng of
underlying principal at rates exceeding the economy's underlying inflation rate is the ultimate
obJective.

The STO investment portfollos are actlvely managed and may conceptually be segmented into
a maximum of three separate components (or sub-portfolios) where the assets are segregated
by the time horlzon of each portfolio's respectlve liabillties, The sub-portfolios may include an
lmmunized portfolio, ShorUlntermediate Residualportfolio, and a Longterm Resldualportfolio.

ln general, lhe components (or sub-porüolios) may be comprised of the following types of
assets.

The percentage allocatlons of the sub-portfolios withín each lnvestment portfolio will reflect the
strateglc allocatlons as approved by the Treasurer. This structure is designed to better delineats
responsibilities between intemal and extemal resources and more direcüy match llabilities with
portfollo assets. lt is expected that the lmmunized and lntermediate Residual portfoflos will be
managed internally by the STO Staff, and the Long-term Residual portfollo may be managed
externally by the lnvestment Advisor.

lnvestment policias and procedures shall comply with appllcable state law and are deslgned to
guide and assist Staff toward achlevlng lhe slated objectives. To meet theso obJectives, the
Staff may use various resouroes, including an lnvestment AdviEor, an Electronlc Marketing
Communicalions Network (1.e, Bloomberg), various economlc reports, and daily communication
wilh vadous brokers and financial institution investment offlcers.

L. ASSET ALLOCATION GUIDEL¡NES

Asset allocation refe¡s to the strategic deployment of assets among lhe major classes andlor
sectors of investments permitted under the S.C. Code of Laws g 1l-g-660: lnvestment of
Funds. lt is the primary determinant of success in meeting long-term investment objecilves. The
asset allocationE for the STO lnvestment Portfolios are established by the State Treasurer, STO
Statf, and the lnveEtment Advisor, wlth lnput from the tnvestment Consultanl. lt is a funcüon of
the State Treasurer's expectations of cunent and future lþuidity and income needs, eligible
investment types under the S.C. Codes of Lawe S 1f-9-660, expectations of asset class

)

þ
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investment performance likely to be achieved over the short-term, medium/intermediate and
long-term, and risk tolerance.

Monltoring
The aeset allocations of the STO lnvestment Portfolios are expected to remain within the stated
policy guidelines. As markets move over time, the actual asset mix of the Investment portfolios
may diverge from the pollcy ranges established by the State Treasurer. lf the lnvestment
Portfolios' allocations are allowed to devlate too far from the acceptable ranges, lhere is a risk
that the lnvestment Portfolios will fail to meet the investrnent objecllves set by the Slate
Treasurer.

The investment guidelines for each lndlvldual STO lnvestment Portfolio can be found in Secfion
T: Qbjectives & Paramefers of SpeclîÍc lnvestment portfotios,

M. PERMITTED PROGRAM INVESTMENTS

lnvestment options are descrlbed under S.G. Code of Laws g 11-g-ô60:

S 11-9-660. Investment of Funds.

A, The State Treasurer has full power to lnvest and reinvest all funds of the State in any of
the following:

1. Obligations of the United States, its agencies and instrumentalities;

2. Obligations lssued or unconditionally guaranteed by the lnlernational Bank for
Reconstruction and Development, the African Development Bank, and the Aslan
Development Bank;

3. Obligatlons of a corporalion, slate, or political subdivision denominated in United
States dollars if the obligations bear an investment grade rating of at least two
nationally recognized rating services;

4. Certificates of deposit if the certifìcates are secured collaterally by securities of lhe
þpes described ln ltems (1) and (3) of this eecfion and held by a third party as
escrow agent or custodian and are of a markat value nol less than the amount of the
certificates of deposit so secured, including lnterest; except that this collaterat is not
required to the extenl the certificates of deposit are insured by an agency of the
federal government;

5. Repurchase agreements if collateralized by securities of the types described in items
(1) and (3) of this section and held by a third party as escrow agent or custodian and
of a market value not less than the amount of the repurchase agreement so
collateralized, including interest; and

)
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6. guaranteed investment contracts issued by a domestlc or foreign insurance company
or other financial institutlon whose long-term unsecured debl rating bears the two
highest ratings of at least two natlonally recognized rating servlces.

B. The State Treasurer may contract to lend securities invested pursuant to this section

N. EXCLUDED ]NVESTMENTS

The STO will not knowingly invest in the following types of securltles unless otherulse denoted.

1. Human Rlghts Violators: Obligations issued by any country or corporation principally
located in any country which the United States Department of State determines cornmits
maJor human rights víolations based on the Country Reports on Human Rlghts practices
by the Bureau of Democracy, Human Rights and Labor of the U.S. Department of State.

2. Terrorist Sponsors: Any security or obligation issued by a comppny or a corporation that
is a known sponsor of terrorist organizatlons or of a company domiciled in a country that
is a recognized sponsor of terrorísm or tenorist organizations as based on reports frorn
the Otrlce of Tenorism and Financlal lntelligence of the Department of Treasury and the
Country Reports on Tenorism by the Office of the Goordinator for Countertenorism of
the U.S, Department of State.

3. Sudan and lran Divestment Laws: The managers of the Portfolio's accounts other than
lndex funds, commingled funds, limlted partnerships, derivatlve instruments or the ¡ke
are required to assist the STO in meeting its obllgations under the following laws: (1)
S.C. Code Ann. $9-16-55 sets forth limitations on investment in certain tyryes of
companies that are engaged ln acllve business operations ln Sudan. {2)S.C. Code Ann.
511-57-10 et seq. sets forth limitatlons on investment in certain types of companies that
are engaged Ín business operations in han.

O. STO INVESTMENT ÍìJIANAGEMENT STAFF INVESTMENT PRACTICES

1. Investment Procedures and lnternal Controls:
The State Treasurer will establish written procedures detailing the operation and
regulation of the investment program. The procedures set forth the trading authorization
of the Slaff, the daily responsibilities of lmplementing the lnvestmenl program, and
segregatlon of investment duties, among others, A system of controls will þe established
to ensure that investment transactions and associaled activltles (e.g., banking) are
monitored. These controls are created to safeguard against fraud, Slatf enor, or other
actions that could result in a loss of public money. Independent audits may be
conducted to determine that investment activities adhere to State statutes, adminlstralive
rules, and investment policies.

)
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2. Sale of Assets:
From time to time, as economic and interest rate conditlons werrant, outright sales of
assets wlll be made to take profits or to othen¡trlse enhance the investment position of the
portfolios. ln the event that the credit rating of securities held fall below lnvestment
grade, securities may be sold based upon market conditions. Each situation is to be
reviowed and the securities are either held until maturity or sold during appropriate
market conditions to mlnlmize the lmpact on the portfolio.

3. Selection of Broker/Dealers:
The proliferation of investment dealers requires that they be selected based on an
evaluation of their actual and/or potential contribution to the STO lnvestment portfolios.
Such criteria include, but are not limited to, net capital (of the firm, not of its clearing
agent), underwriting capability, research servlces, execution capabilíties end
commitment to secondary market tradlng. An approved broker list will be maintained.

4. Certificates of Deposit:
To assist in meeting local economic needs of communities in south carolina, funds will
be Invested in certificates of deposit with financial institutions and branches throughout
lhe State. To distribute these inveslments equltably, the funds are auctioned off every
quarter via internet auction. The guidelines can be reviewed at the web address
www.BidS0-com, Collaleral for these securities must be placed on deposit with a thhd
party institution.

5. Repurchase Agreements:
Financlal institutions wlll be polled each morning to determine what interest rales
are offered on overnight and/or term repurchase agreements. Rates wlll include
DVP and Tri-Party rates. lnvestment of funds for repurchase agreements will be
based on the competitiveness of these rates and the bank's ability to pledge
requíred collateral. Permltted collateral must meet the fotlowing minimum criteria:

. Types of Repos and how collateral is held: DVp or Tri_parlyr Custody Agent must be BNy Mellon

' Collateral must be no less than 102 percent of principaland interest

' Allowable collateral includes: Treasuries, and/or U.S. Agencies to include FFCB,
FHLB, GNMA, FNMA

The Operatlons Desks will review the collaleral confirmations dally to confirm collateral
meels the minimum criteria.

The percentage of daily funds invested in repurchase agreements will be delermined in
the context of the State's llquidity needs, cash flow projeclions, and investment strategy.

)
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6. Underwriting Credit:
STO Staff and/or the investment advisor are expected to have performed thorough due
diligence on the issuer of each security purchased (which may include, but is not limited
to, the analysls of company audited flnancial statements in the case of corporate
holdings, rolevant govemment reports and records, etc.), and such due diligence must
be available for each investment in case of an audit.

P. IVIARKET VALUATION

Ïhe market valuatlon of investments shall be prlced monthly, as of each quarter-end date
Market pricing is determined by lhe cuEtodian bank.

1) The cunent value as determined by the custodial bank for all bonds, notes, cerfiflcates of
indebtedness, and commercial paper.

2l Par value for certificates of deposit, and repurchase agreements.

Q. SAFEKEEPING AND CUSTODY

lnvestments, except vault assets (i.e., gifted securities), shatl be held in custody wlth the
custodian bank, or other lnstitutlons approved by the state Treasurer.

R. PERFORMANCE STANDARDS

The STo staff has developed investment pefformance standards as a management tool to
monilor performance and compliance issues in the lnvestrnent Portfolios. STO may delegate
such a rolo to the lnvesünent Gonsultanl.

Perform a nce Ev al u at lo n
lnvestment Portfolios will be evaluated against their stated lnveslment objectives and
investment performance standards, and it is expected lhat each Investment Portfolio meet or
exceed these investment objectlves over e complete market cycle (generally three to five
years). Performance will be compared relative to the lnvestment Portfolios'benchmarks. A lisl of
the STO lnvestment Portfolios and their respectlve benchmarks is provided below. performance
will be measured and anallaed quarterly. Evaluation will take into consideration both rateE of
return and volatility of relums.

)

Þ

)
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)

)

Shading indlcates nveslment Portfolios being monltored and reviewed by
tGiven the portfolio structure, these portfollos are not measured against a benchmark.

A. Benchmarks:

All investment dec¡s¡ons made on behalf of the STO Investment Portfollos shall be made
with due consideration of the objectlves set forth ln this ClP. The STO Staff shall
evaluate investmenl performance relative to assigned benchmarks but may also
delegate this task to a third party such as an lnvestment consultant. The ST0 Staff and
any lnvestment Advisor, shall at all times, seek to proúde perfonnance conslstent with
performance obJectives as shown in Secfrbn T. Oblectives & Panmefers of Specifíc
lnvestment Portfolios. When evaluating investment peúormance, a benchmark will be
used to provide relatlve resulls with the following sfipulations:

Each lnvestment Portfolio is evaluated by STO Staff, which may seek consultation from
an Investment Consultant, to determine the appropriate benchmark to be used for
comparison purposes. Benchmarks will be reviewed on (at least) an annual basis,
reviews will be conducted by the STO Staff, as well as any lnvestment Advisor(s), or

)

Portfollo lD Portfollo Namc Maturlty Benchmark

AA Local GovEmment lnvestment Pool 12 months,
up to 10% 2 year 35e/o S&P US Commercial Papar

GF State General Fund / General Deposit Shorühtermedlate blas

4Ùo/o

25o/o

250/o

s&P Commerclal Paper
BC Yr1-3 Govl/Gradit

01 State lnvestment Pool/ GlenElal Deposlt Medlum-lem blas
3570 BC 1-3 Yr GovUOredlt
30% seP Commerclal Peper
I

SB lnsuranca Resarve Fund / General
Depodt Long-tem blas 5% S&P US CommerclalPaær

03 Long lerm Pool/ Gene¡al lÞposit Long-term blas

HI SG Retirenrent Healb lnsuranca - OPEB Long-term bias
20olo 9Gday T.Bllls
5% S&P US CommerclalPaper
75% BC AooÞsata

DI Long Tem Dlsabllity lnsurancE - OPEB Long-term blas
207o 9Gday T-Bllla
5% S&P US CommerclalPaper
75ïoBQ Aosreqate

AD USC lnsurance & Stock Trust' 1 day nla
CV SC Houslng Truet Fund' I day nla
cz SC Housing Home Mortgages* 1 day nla
c5 SHA Multi Mortgage Ësc¡ow Fund' I day nla
c8 SHA P¡ogram Fund' 1 day nla

EI
Education lmprovement Fund / General
Deoosit 0.90 days Fed Funde

SA fuinary Sinking Fund Short-tenn blas Fed Funds
04 Treaaury Fund/ GEneml Oeposit Medlum-lerm blas BC 1-3 Yr Govemment
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lnvestment Gonsultant(s) engaged by the STO. More frequent evaluations will be
conducted as market conditions, portfolio adjustments, or other factors warrant.

Benchmark Parameters
(a) Industry standard benchmarks may be used;
(b) Customized or blended benchmarks are also acceptable, provided the

component indexes are industry standard benchmarks;
(c) Each lnvestment Portfolio is to be compared against an appropriate benchmark

as outlined in the Performance Standards; and
(d) Each lnvestment Portfolio shall be considered against their respective

benchmarks over multiple time periods.

Each of the benchmarks to be utilized in performance evaluation is identified in the
Performance Standards and Section S.

B. Portfolio Characteristics:

Each STO lnvestment Portfolio will be monitored with respecl to the following
characterlstics:

¡ Diversificaüon
o Duration
r Quality
. Marketablllty

Parameters for these characteristlcs corresponding to specific STO lnvestment
Portfolios can be found in Section S.

Reporting
A. STO Staff Reports:

The 8TO Staff shall provide quarterly reports to the State Treasurer and olher execuilve
Staff. These reports may include economic updates, portfollo characteristics and
performance updates, ae well as any other relevant market or portfollo topics relating to
the Treasurer's Office investments.

Monthly Reports:
o lnvestment Advisor Monthly Reports
. lnternally generated reports

Quarterly Reports:
o Executlve/lnvestmentstaff lnveslmentMeeüng
r lnvestment Advisor euarlerly Reports

)

Þ

)
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3

l Annual Audit Reports, when applicable:
r ExtemalAudit reports
. lnternal Audit reports
¡ State Audito/s Office reports

Annual GASB Reports by Custodian:
. GASB 28 - Securities Lending collateral/income roports
. GASB 40 - Fair Market Value of lnvestments reports

B. lnvestment Monitoring Report:

The STO Staff or an investment consultant shall prepare and present to the Treasurer
an evaluation of the performance and status of the stipulated STO lnvestment Portfotlosi
on a quarterly basis. The investment monitorlng report shall lnclude an oveMew of the
capital markets, performance and allocation comparisons of the STO lnvestment
Portfolios versus thelr respectlve benchmarks, cunent allocation versus policy ranges,
and portfolio characteristics. The quarterly lnvestment Monltoring Report will also
provlde an executlve summary hlghlightlng the STO lnvostment Portfolios' relatlve
performance and compliance wlth policy ranges.

S" SECURITIES LENDING

The policies and guidelines goveming the securities lending progrem shall pertaln to the
Custodian, unless such services are contracted othenrise. A separate contract, distinct from
the custody relationship, detailing the type of securities lendlng relationship and program is both
mandatory and essential, as lhe treatment of securilles lendlng is, foremost, an investment
functlon with associated risk and return implications and fiduclary responsibility.

ObJectives, guidelines, and policies regardlng the securities lending program are detailed in a
separate document titled: SG STO Securities Lending Comprehensive Pollcy.

T. ADOPTION AND REVIEW OF COMPREHENSIVE INVESTIiENT PLAN

The STO wlll review this CIP at least annually. Changes to this CIP can be made at any time by
the STO to the extent such changes would be ín the best interest of the State's funds; however,
material changes are expected to be infrequent as lhe CIP reflects long-term considerations,
rather than short-term changes in the financial markets, The STO will communicate any
proposed modificatlons in writing on a tlmely basls to interested parties, lncluding any
lnvestment Advisor(s) andlor lnvestment Consultant(s), who shall have a reasonable amount of
time to respond lo such proposals.

\ ' Sùpr.llaled STO lnvestment Porlfolþs lndrde; 1) Local Goverrrnent lryestment Pool. 2) Long Term Dlsablity lnsuånce - OFEB,
) !) Slate Ganerel Fund. 4) SC Retlement Heallh lnsurance - OPEB, 5) lnsuance Res€rve Fmd, 6) Slalô invettment Pool, 7) Lmg-'' Term Pool, 8) Educalion lmprovement FurÉ. 9) Ord¡nåry Sinklng Fund, and 10) Treasury Fund.
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U. OBJECTIVES & PARANilETERS OF SPECIF¡G ¡NVESTMENT PORTFOLIOS

Each STO Investment Portfolio pCIssesses unique purposes and cash flows. As a result, the
STO has developed custom guidelinos for each STO lnvestment Portfolio that reflects lheir
respective attributes. Some STO lnvestment Portfolios are Generat Ðeposit Porffolios while
others are Separate Funds. All are eligible for block trading.

General Deppslt Portfollqg
o State General Fund
o State lnvestment pool
. lnsurance Reserve Fund
o Long Term Pool
¡ Educatlon lmprovement Fund
r Ordinary Slnking Fund
. TreasuryFund

Seoarate Funds
¡ LocalGovemment lnvestment pool
. SC Retirement Health lnsurance - OPEB
. Long Term Disability lnsurance - OpEB

Guídelines pertaining to each ST0 lnvestment Portfolio are provided on the following pages. \
J

)

)
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þ

)
1. Local Government Investment pool (tGlp)

Overvlew:

The Local Government lnvestment Pool (LGIP) is a voluntary lnvestment vehlcle authorized by
SC State Legislation and operated by the STO. lt was signed into law ln 1gB3 to provÍde local
governments and other political subdlvlslons a conservative, llquld, and competitive investment
option.

Section 6-6-10, Section 12-45-220 and Section 11-1-60 of the 1976 Gode of Laws of South
Carolina authorize the State Treasurer to sell to all polltical subdivisions of the State
participation units in the Pool, which shall be legal investments for the subdivisions.

The LGIP lets local governments use the State Treasurer's resources to conservatively lnvest
their funds while enioying the economíes of scale avallable frorn a multi-billlon dollar pooled
fund investmont portfollo. Local govemments that are eligible to join include: clties and towns,
counties, special purpose distrlcts, municipal corporations, political subdivisions, community and
technical colleges, and four-year unlversities, etc.

LGIP's investment obJectives are: 1) preservatlon of capital, 2) maintaining adequate liquidity lo
meet cash flow needs, and 3) providing a competitlve interest rate relative to other comparable
investment altemalives. LGIP offers liquldity to its participants,

The STO may appolnt an investment advlsor to aid in the management of the LGlp portfolio.
These assets will be managed ln conformity with the objectives and guidelines dellneated below
and in accordance with a formal conlract with the STO.

The LGIP will conceptually be segmented into two separale components (lmmunized sub-
portfollo and ShorUlntermediate Residual sub-portfolio) where the assets arê segregated by the
time horizon of each portfolio's respective liabilities as outlined under Seclion J. Broad
Oöjecftues.

The percentage allocations of the subçortfolios within LGlp are as follows.

For the purposes of this policy, the following definitions shall apply to the LGlp:

. lmmunized: cash Deposils, Repurchase agreements, cDs, and r-bills.o ShorUlntermediate Residual: Securllles with a maturity of two years or less {see lhe
section tilled'lnvestment Maturity" for LGlp for clarificaüon).

lmmunized 15 -75o/o
ShorUlntermedlate Residual 25 - 850/o

Long-lerm Residual Oo/o

)
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Peûormance Objøetlve and Benchmark:

The STO Staff and/or any investment advisor(s) will manage an active portfolio for the STO that
will utilize investment grade fixed income securitles with a shorter duration portfollo positionlng
than the broad flxed income market. The LGIP portfollo will be structured with the objective of
attaining a market rate of retum throughout budgetary and economlc cycles, commensurate with
the investment risk parameters and the cash flow characterlstics of the portfollo.

Given thís orientation, the goal of the LGIP portfollo ls to províde superior performance as
compared to a customized benchmark consisting of:

. 35o/o T-Bills,

. 350/o S&P US Commercial Paper lndex, and

. 3070 BC Short-term GovemmenU0redlt lndex.

I nvestment Parameters:

To provide for the safety and Iiquidity of LGIP funds, the investment portfolio wlll be subject to
the restrictions listed below. These represent minimum investment restrictions under this formal
investment policy.

Minimum/maximum percentages for a particular issuer, inveshnent tyrye or liquldity constraints
may on occasion þe exceeded (e.9., fluctuations in fund balances and/or set¡ement
issues/rollover dates). Securitles need not be liquldated to reallgn the portfolio; however,
consideration will be given to this matter when future purchases are made, Additionally, the
STO Staff and/or the lnvestmenl Advisor are required to notlfy the Slate Treasurer, In w¡ting, if
the policy þreach exceeds the stated minimum/maximum and to provide an explanation of the
ratlonale for the deviation in pollcy, including the duratlon of time the portfolio is expected to be
misaligned with the policy guldelines. lf the policy minfmum/maximum is exceeded by 10
percent or more, approval from the State Treasurer is requlred. Once the State Treasurer is
notified. a determination will be made if an exceplion is granted for the temporary policy
exemption. lf the exemption is not granted, STO Staff will reallgn the portfolio to be within policy
limits within 30 days. Temporary policy exceptions arE limited to three months. The Treasurer
may extend these exceptions at hls/her discretion.

Liouiditv

The inveslment portfolio will be structured to maintaln a sufficient degree of liquldity necessary
lo meet reasonable redemptlon requests and reduce the likelihood that the inveslment portfolio
will have to meet redemptions by selling portfolio securities lnto a declining market.

)

?'tv
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1. For the "lmmunized Sub Portfolio", a minimum of 10 percent wíll be maintained in .,dally

liquid assets", whlch includes (i) cash, (ii) direct obligatlons of the U.S. Government, (iii)
demand deposits, (iv) overnight repurchase agreements, and (v) securities that mature
the following business day.

Diversification and Percentaqe Llmitations:

1. Nongovernment Securilies

lnvestments in nongovernmênt securities will not exceed the following percentages of
the total daily portfolio balance al an amortÞed cost:

a. Certlficates of Deposit
b. RepurchaseAgreoments
c. Creditz

i. CommercialPaper
¡¡. Corporates3

1. Private Placementsa

10o/o

5go/o

85%
60%
4õo/o

2o/o

2. Holdings are subject to the following limitations by issuer:

3
a. For prudent diversification, the porfollo shall have a minimum of 50 positions.

Further, no more than three percent of the market value of the portfolio shall be
lnvested in any one issuer with the following exceptions:

i. obligations issued or guaranteed by rhe u.s. government, u,s. agencies,
or u.s. governmsnhsponsored enterprlses are eligible for inclusion
without limit.

b. Government-supported securities, excludlng u.s. Debt, are def¡ned as
Supranationals, Local Authorilies, sovereign debt of Organization for Economic
Cooperation and Development (OECD) governments, and equivalenfly rated
agencles of OECD governments.

c. lnvestment in U.S. dollar denominated issues of foreign governmenls and
international organizations are permitted; however, these shall not exceed 20
porcent of the lesser of cost or market value of the aggregate portfollo.

d. Permissible securities also include govemment and government agency bonds,
GNMAs, u.s. dollar denominaled Eurobonds, yankee cD's, and corporate
bonds subject to individual manager guidelines.

I tnctølng fxEd end lloaling rale securllles
\ ' lncludirq Floatlng Rale Notes, yankee CD's and private placemonts

) ÏYl?]jLlllyeotrnent-9rade bondt wilh r€glslration rlghb are consldercd prohlHted truestments. Cunenl t44A po¡¡tons{ represent legary holdlngs hal were purchesed øor lo lhe sxduslon.
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e. Prohibited securities lnclude: mortgage bonds (including cMos), mortgage-
backed securities, asseþbacked securities, Rule 1444 inveslment-grade bonds
with registratlon rights, financial futures, forward foreign exchange contracts,
currency futures, dedvatives, and all security types outlined in Section Il.
Excluded lnvestments.

lnvestment Maturitv

1. Maximum Final Maturity

The maximum final maturlty of any security will not exceEd two years.

a, Up to 100 percent of portfolio invested ln securities with maturities of one-day to
28 days.

b. Up to 50 percent of the portfolio may be invested ln securities with maturltles of
29 days to twelve monlhs.

c. Up to 10 percent of the portfolio may be invested ln securities witf¡ maturities
greater than 12 monlhs and less than or equal to two years.

2. Welghted Average Maturlty(WAM)

The weighted average maturity (WAM) of the portfolio will not exceed 60 days. For
purposes of calculating WAM:

a. A variable rate securlty meeting the requirements listed above will be deemed to
have a malurity equal to the perlod remaining to the next reset date, provided
that on any resel date such security can be reasonably expected to have a
market value that approximates lts arnortized costs; and

b. A floating rate security meeting the requirements listed above will be deemed to
have a remalnlng maturity of one day, provided that at any time prior lo matudty,
such security can reasonably be expecled lo have a market value that
approximates its amortized cost.

3. Weighted Average Life

The weighted average life (WAL) of the portfolio shall not exceed 120 days. For the
purpose of calculating the WAL:

a. A variable rate security will be calculated using its final maturity; and

b. A floatlng rate security will be calculated using its final rnaturity.

)
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Reourchase Aqreements

Repurchase agreoments wil¡ be sub.iect to the foltowing additional restrictions:

1' Transactions will be conducted only with primary dealers, the Federal Reserve Bank of
New York, the State's bank of record, or master custodial bank, and under the terms of a
wrltten master repurchase agreement; and

2. The maximum term of repurchase agreements wlll be B0 days.

securities utilized in repurchase agreements will be subjecr to the following additional
restrictione:

1. Securities utilized in a repurchase agreoment with a maturity date longer lhan seven
days willbe priced daily;

2' The market value, plus accrued Income, of treasury and agency securities utilized in
repurchase agreements will be at least 102 percent of the value of the repurchase' agreement plus accrued income; and

3. Only securilies aulhorized in lhe statute for the investment of public funds wlll be utilized
in repurchase agreements as described in secfion o. Sfo hvestment Managemant
Staff lnvestment practicas, 5. Repurchase Agreements.

CommercialPaoer

Commercial paper wlll be subjected to the following addltional restrlctions:

1. Commercial paper must be rated at the time of purchase in either of the two hlghest
short'term raling categories (e.g. A-1lP-ItF1, A-ztP¿tFz) by at least two nationally
recognized statistical rating organizations (NRSROs). Ragngs may be tier I or tJer 2
"across lhe board" but may also be split rated paper (e.g. A-1/p- 2 or A-Zlp-ZtF1l.

2. Eligiblo paper is further limited to lssulng corporations that have a total commercial
paper program size in excess of $250,000,000.

3' Commercial paper must be issued by a corporation organized and/or opera¡ng in the
Unlted States or by a depository institution liceneed by the United States or any state
and operating in the United Slates. Commerclal Paper of foreign companies must be
U. S. Dollar denominated.

4' No more than 20 percenl of commsrcial paper holdings may be placed in second-tier
securllies (e.g.A2lP2, AãíPZ|FàI which shall mean any security that is rated by at least
two NRsRos as rier 2 and does not have any tier 3 ratings.

)

)

)
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5' Commercial paper backed by a direct lelter of credit from a financlal institution rnust
have a long'term credit rating at the tlme of purchase in one of the three highesf rating
categories (wlthin whlch there may be eubcategories or gradations indicating rela¡ve
standing) by at least two NRSROs.

6. commercial paper holdings may not have maturities exceeding 1g0 da¡æ.

7. Approved commerclal paper programs should provide eome diversification by industry,
Purchases of commercial paper in industry sectors subject to undue rlsk and illiquidliy
should be avoided.

8. No more than lhree (3) percent of total par value of the total portfolio may be ln one
issuer' There may be deviations to the policy maxlmum due to settlement issues.

Commercial paper may be purchased direclly from the issuers.

Portfal Io C haracterlstl es :

Qualitv

The total portfollo's weighted average credlt rating will be A3/A- or better as raled by Moody's,
Standard & Poor's (S&P), andlor Fitch.

1 Rated Secudties: The portfolio shall be 100 percent comprlsed of investment-grade,
fixed-income securities as defined by at least two of thE Nationally Recognized
Statlstlcal Rating Organizations (NRSRO).

2- Unrated Securitles: Securíties not covered by the standards in (1) above are not
permissible investments.

3' Downgraded Securities: Securitles which fall below the stated mlnimum credit
requirements subsequent to initial purchase may be held at the STO Staff/lnvestment
Advisor's discretion. All downgraded securities below the minimum credit requirement
held in lhe portfolio must be reportad to the Treasurer on at least a monlhly basis.

Du.!,ation Exoosure

The effective duration of portfolio security holdings should be within *30 percent of the
customized benchmark.
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Maturity

The effectlve duration of the LGIP portfolio will be t30 percent of the customized benchmark.

Ad m I n I strafiye Reserve A ccou nt:

A prorated portion of the LGIP's lotal assets have been designated to be held ln reserve to
i) cover the administrative exp€nses assoclated with the management of the portfolio and
ii) serve as a contingency resefve for losses.

fie admlnistrative fee, currently five basis points and established by the provlso gg.4, ls set by
the Division Director with the approval of the State Treasurer. This foe may chang" upon
recommendation by the Divislon Director to the state Treasurer.

ì

)

)
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Z. State General Fund (General Deposit portfolio)

OveruÍew:

This policy applies to all money that comprises the State General Fund, the purpose of which is
to linance the ordinary operations of the State and to finance those operations not provided for
in other funds. lt also applies to monoy deposlted in special revenue funds, debt service funds,
proprietary fund types, flduciary fund types, and capital proJects funds. All funds are reported in
the State's Comprehensive Annual Financial Report (CAFR), which is audited annually by an
independent accounling firm.

Section 6'6.10, Sectlon 124ï220 and Sectlon 11-1-60 of the 1976 Code of Laws of South
Carolina authorize the State Treasurer to receive, keep and invest all money of lhe State of
South Carollna, whlch is not expressly required by law to be received and kept by anolher party.

The State General Fund's investment obJectlves are; 1) preserrration of capital, 2) maintainlng
adequate líquidity to meet cash flow needs, 3) attainlng a competitive lnterest rate in relation to
prevaillng budgetary and economlc environments whlle taking into account the State's
lnvestment risk constraints and cash flow characteristics of the portfolio, and 4) logalfty, where
the State Treasurer will invest the State's €xcess funds only wlthin the legal guidelines set forth
by the laws of the State, Any lnvestment alternative outside these guidelinos is not permisslble,

j The STO may appoint an investment advisor to aid in the management of the State General
Fund's assets. These assets will þe managed in conformity with the obJectives and guidelines
delineated below and in accordance with a formalcontract with the STO.

The State General Fund wlll conceptually be segmented lnto three separate componenls
(lmmunlzed sub-portfollo, ShorUlntennediate Residual sub-portfollo, and Long-term Residual
sub-portfolio) where the assets are segregated by the time horlzon of each portfollo's respecilve
liabilitles as outllned under SecÍion J. Broad Oöjecfives.

The percentage allocations of the subaortfolios within tfre State General Fund are as follows.

For lhe purposes of this pollcy, the followlng deñnitions shall apply to the Slate General Fund:

. lmmunized: cash Deposits, Repurchase agreements, cDs, and r-bills.r Short/lnlermedlate Residual: Securities with a maturity of five years or less (see
the seclion titled "lnvestnent Maturity" for the Stale General Fund for clarification).

)

lmmunlzed 35 - 70%
ShorUl ntermediate Resldual 30 - 65%
Long-term Residual 0-r0%
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Long-term Residual: Securities with a maturity of greater than flve years (see the
section tilled "lnvestment Maturity" for the State General Fund for clarlfication).

Performance ObJectlve and Bonchmark:

The STO Staff, and/or any investment adviso(s) engaged by the STO, will manage an ac¡ve
portfolio for the ST0 that will utilÞe investment grade fixed lncome securitles with a shorter
duration portfolio positíoníng than the broad fixed income market. The State General Fund will
be structured with the objective of attalning a market rate of return throughout budgetary and
economic cycles, commensurate with the investment risk parameters and the cash flow
characlerisllcs of the portfolio.

Given this orientation, the goal of the Slate Generat Fund portfolio is to provide superior
performance as compared to a customized benchmark consisting of:

e 40o/o T-Bllls,
ç 25o/o S&P US Commercial Paper lndex,
t 25o/o BC 1-3 Year GovemmenUCredit, and
t 10o/o BC Aggregate lndex.

I nv estnønt P a ramete rs :

To provlde for the safety and liquidlty of the State General Fund, the investment portfollo will be
subject to the restrictions listed below. These represent minimum investment restrictions under
this formal investment policy.

Minimum/maximum percentages for a particular issuer, investment type or liquidity constraints
may on occasion be exceeded (e.9., fluctuations in fund balances and/or settlement
issues/rollover dates). Securities need not be liquidated to realign lhe portfolio; however,
consldoratlon will be g¡ven to this matter when future purchases are made. Additionally, the
STO Staff and/or the lnveslment Advisor are required to notify the State Treasurer, in writing, if
the policy breach exceeds the stated mlnimum/maximum and to provide an explanaflon of the
ratlonale for the deviatlon in policy, including the duratlon of time the portfolio is expected to be
misaligned with the policy guidelines. lf the policy mlnimum/maximum is exceeded by 10
percent or more, approval from the State Treasurer is required. Once the State Treasurer is
notified, a determination will be made if an exception is granted for the temporary policy
exemption. lf the exemption is not granted, STO Staff will reallgn the portfolio to be within policy
limits within 30 days. Temporary policy exceplions are limited to three months. The Treasurer
may extend these exceptions at his/her discretion

a

)

Þ
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Liouiditv

The investment portfolio will be structured to maintain a sufficient degree of liquidity necessary
to meel reasonable redemption requests and reduce the likelihood that the investment portfollo
will have to meet redemptions by selling portfolio securities into a declining market.

1. For the'lmmunized Sub Portfollo', a minimum of 10 percent will be maintained ln "daily
liquld assets', whlch includes (i) cash, (ii) direct obligations of lhe U.S. Govemment, (lll)
demand deposits, (iv) overnight repurchase agreements, and (v) socurities that mature
the following business day.

Diverslflcatlon and Percentaoe Limitatlons:

1. Non-govemment Securlties

lnvestments in non-government securities will not exceed the following percentages of
the total daily portfolio balance at an amortized cost:

3

a. Certificates of Deposit lOYo
b. Repurchase Agreements 50%
c. Credlts 7jolo

i. GommercialPaper 45o/o

¡i. Corporatese 45%
i. Prlvate Placementst 2o/o

2. Holdings are subject to the following limitations by issuer:

a. For prudent diversif¡cation, the portfolio shall have a minimum of 50 positions.
Further, no more than 3 percent of the market value of the portfolio shall be
invested ln any one issuer with the following excepfions:

i. obligations issued or guaranteed by the u.s. government, u.s. agencies,
or u.s. government-sponsored enterprises are eligible for incluslon
without limit.

b. Government-supported securllies, excluding u.s. Debt, are defined as
SupranatlonalE, Local Authoritles, sovereign debt of Organlzation for Economlc
Cooperation and Development (OECD) governmenls, and equivalently rated
agencies of OECD governments.

] tnctuOing lixed and noe(ng rals sêcuritles
\ ] lncluding Floating Rale ¡llotes, Yanhcs GD's and Pdvelo Placemenls

) ' Rule 1{f¡ i¡vesùnent-grâdê bonds with reglstråtlm rlghts are co¡rsidered prohiblled ¡nvêslmenß, Cunenl 144A pos¡l¡ons¿ represent legacy holdlngs thet 
'rvers 

purchesed pr¡or to lhe exc[slon.
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c. lnvestment in U.S. dollar denominated issues of foreign governments and
intemational organizatlons are permitted; however, these shaü not exceed 20
percent of the lesser of cosl or market value of the aggregate portfolio.

d. Permissible securlties also include govemment and government agency bonds,
GNMA$, U.S. dollar denominated Eurobonds, Yankee CD's, and corporate bonds
subject to individual manager guidelines,

e. Prohibited securitles lnclude: commercial mortgage bonds (including CMOs),
mortgage-backed securlties, asset-backed securities, Rule 1444 investmenþ
grade þonds with registration rlghts, financial fulures, forward foreign exchange
contracts, currency futures, derivatives, and all security types ou¡lned in Secfion
M, Excluded /nyestmenls.

lnvestment Maturltv

1. Maximum Final Maturity

a. Up to 100 percent of the portfolio may be invested in securities with maturities of
90 days or loss

b. Up to 50 percent of the portfolio may bo invested in securitles with maturities less
than five years

c. Up to 10 percent of the portfolio may be invested in securilies with a maturity of
five years or greater

Repurchase Aqreements

Repurchase agreements will be subject to the following addltional restrlctions:

1. Transactions will be oonducted only with prlmary dealers, the Federal Reserve Bank of
New York, the State's bank of record or master custodial bank, and under the terms of a
written master repurchase agreement.

2. The maximum term of repurchase agreements will be 30 days.

Securitles utilized in repurchase agreemenls will be subjecl to the following additional
restriclions:

1. Securities utilized in a repurchase agreement with a maturity date longer lhan seven
days wlllbe priced daily;

2. The market value, plus accrued income, of treasury and agency securities utílized in
repurchase agreements will þe 102 percent of the value of the repurchase agreement,
plus accrued income;

)

II

,
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]

')

3. The market value, plus accrued lncome, of mortgage-backed seouritles ufillzed in
repurchase agreements wilh more lhan seven days remaining until maturity will be ,|02

percent of the value of the repurchase agreement; and

4, Only securities authorized in lhE statute for the investment of public funds will be qtillzed
in repurchase agreements as described ln Sectrbn O. SfO hvestment Management
Staff lnvestment Practices, 5, Repurchase Agreements.

CommerclalPaoer

Commercial paper will be subjected to the following additional restrictions:

1. Commercial paper must be rated at the time of purchase in either of the two highest
short'term ratlng categories (e.9. A-1/P-11F1, NztP-ZtFz) by at least two nationally
recognized statistical rating organizations (NRSROs). Ratlngs may be tier 1 or tier 2
"across the board" but may also be split rated pap€r (e.g. A-1/p-2 or A-zlp-2ll1l.

2' Eliglble paper ís further limited to issuing corporations that have a total commercial
paper program size ln excess of $230,000.000.

3. Commercial paper must be issued by a corporation organized and/or operating in the
United States or by a depository institutlon licensed by the United States or any state
and operating in the United States. Commercial Paper of foreign companies must be
U.S. Dollar denominated.

4. Up to 100 percent of commercial paper holdings may be placed in second-tier securitþs
or better, which shall mean any security that is rated by at least two NRSROs as tier 2
and does not have any lier 3 ratings.

5. Commercial paper backed by a dlrect lelter of credit from a financial insiltution must
have a long'term credit rating at the time of purchase ln one of the lhree highest rating
categories (within uvhich there may be subcategories or gradations indicatíng relative
standing) by at least two NRSROs.

6. commercial paper holdings may not have maturrties exceeding 190 days.

7. Approved commercial paper programs should provide some dÍversification by industry.
Purchases of commercial paper in industry sectors subiect to undue risk and illlquidiiy
should be avoided.

8. No more than three (3) percent of total par value of the total portfolio may be in ona
issuer. There may be deviations to the policy maximum due lo settJement issues.

)
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commercial paper may be purchased direcily from the issuers.
P a rtfol I o Cåara cf erísfics.'

Qualitv

Ïhe lotal portfolio's average rating wlll be A3/A- or better as rated by Moody's, Standard &
Poor's (S&P), and/or Fitch.

1. Rated Securities: The portfolio shall be 100 percent comprised of investment-grade,
fixed-income securities as defined by two of the Nationally Recognized statistical Raling
Organizations (NRSRO).

2. Unrated Securlties: securities not covered by the standards in (1) above are not
permlssible investments.

3. Downgraded Securities: Securities which fall below the stated minimum credit
requirements subsequent to initial purchase may be held at the sTo sþff/lnvestment
Advísor's discretion. All downgraded securities below the minimum credlt reguirement
held in the portlolio must be reported to the Treasurer on el least a monthly basis.

Duration Exposure

The effective duration of the State General Fund will be rB0 percent of the customized 3benchmark.

Maturitv

The average maturity of the state General Fund will be t30 percent of the customlzed
benchmark.

AdminístratÍvc:

The administratlve fee, establlshed by the Proviso g8.4, is set by the Dívision Dlrector wlth thE
approval of the State Treasurer' This fee may change upon recommendation by the Division
Director to the Slale Treasurer.

)

)
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I 3. State Investment Pool (General Deposit portfolio)
j

OvewIew:

This portfolio ls comprised of State funds and State Agency funds. Agencles include colleges,
universities, tech schools and their affillated organlzatlons. These agency funds are partially
comprised of bond proceeds.

3

Section 6-6-10, Section 12-45-220 and Section 11-1-60 of the 1gZ6 Code of Laws of South
Carolina aulhorize the State Treasurer to receive, keep and invest all money of the Etate of
South Caroline, which ls not expressly requlred by law to be recelved and kept by another party.

The State lnvestment Pool's lnvestment obiectives are: 1) preservation of capital, 2) maintaining
adequate liquidity to meet cash flow needs, 3) attaining a compelitíve interest rate in relation to
prevailing budgetary and economic envlronments while taking into account the State's
investment rlsk constraints and cash flow characteristics of the portfollo, and 4) legatity, where
the State Treasurer will lnvest the State's excess funds only within the legal guidelines set forth
by the laws of the State. Any lnvestment altemative outside these guidellnes is not permissible.

The STO may appoint an investment advisor to ald in the management of the State lnvestment
Pool's assets. These assets will be managed ln conformity with the objactives and guidelines
dellneated below and in accordance with a formal contract with the sro.

The State lnvestrnent Pool will conceptually be segmented into three separate components
(lmmunized sub-portfolio, ShorUlntermediate Residual sub-portfolio, and Long-term Residual
sub'portfolio) where the assets are segregated by the time horizon of each portfolio's respecüve
liabilities as oullined undar Secffon J. Broad Oblectives.

The percentage allocations of the sub-portfolios within State lnvestment pool are as follows

For the purposes of this policy, the following definitlons shall apply to the State lnvestrnent pool:

¡ lmmunized: cash Deposlled, Repurchase agreements, cDs, and r-bills.
¡ Short/lntermediate Residual: Securities with a maturity of five years or less (see the

section titled "lnvestmenl Maturi$" for the State lnvestment Poolfor clarification).. Long'term Residual: Securities with a maturity of greater than five years (see the section
titled "lnvestment Maturitf for the State lnvestment Pool for clarificatlon),

lmmunÞed l0 .300/o

ShorUlntermediate Residual 25 -900/
Long-term Residual O -20o/o

)
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Pe¡farmance Obtectlve and Benchmark:

The STO Staff, and/or any investment advisor(s) engagod by the STO, will manage an acgve
portfolio for the STO that will utilize lnvestment grade fixed lncome securities with a shorter
duration portfolio positioning than the broad fixed income markot. The State lnvestment pool
will be structured with the obiective of attaining a market rale of return throughout budgetary and
economlc cycles, commensurate with the investment risk parameters and the cash flow
characteristlcs of the portfolio.

Given this orientation, the goal of the State lnvestment Pool portfol6 is to provide superior
performance as compared to a customized benchmark consisting of:

. 164/o T-Bllls,

. 307o S&P US Commercialpaper lndex,

. 35o/o BC 1-3 Year GovernmenUCredlt tndex, andc 2ïolo BC Aggregate lndex.

I nvcstment Pa ram eters :

To provide for the safety and llquidlty of the gtate lnvestrnent Pool, the Investment portfolio will
be subject to the restrictions listed below. These represent minimum investment restrlctions
under this formal investment policy.

Minimurn/maxímum percentages for a parlicular issuer, investment type or liquidity constraints
may on occasion be exceeded (e.g., due to fluctuations ln fund balances and/or selflement
issues/rollover dates). Securities need not be liquidated to realign the portfolio; however,
consideration will be given to this matter when future purchases are made. Additionally, the
ST0 Slaff and/or the lnvestmenl Advisor are requlred to notlfy the State Treasurer, in writing, if
the policy breach exceeds lhe stated minimum/maxlmum and to provlde an explanation of the
rationale for the devlation ín policy, includlng the duration of time the porüolío ls expected to be
misaligned with lhe policy guidelines. lf the policy mlnimurn/maximum ls exceeded by 10
percent or more' approval from the State Treasurer is required. Once the State TrEasurer is
notified, a determination will be made if an exception is granted for the temporary policy
exemption' lf the exemption is not granted, STO Staff will realign the portfolio to be within policy
limils within 30 days. Temporary policy exceptions are limited to three months, although thã
Treasurer can extend these excep$ons at his/her discretion.

Liouiditv

The inveslment portfolio will be structured to maintain a sufficient degree of liquidity necessary
to meet reasonable redemption requests and reduce the llkelihood that the inveslment portfolio
will have to meet redemptlons by selling portfolio securities into a declining market.

)

)

\
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)
1. For the "lmmunized Sub Portfolio", a minimum of 10 percent will be mainlalned in ,.dally

liquid assets", which includes (i) cash, (ii) direct obligations of the U.S. Government, (iii)
demand deposits, (iv) overnight repurchase agreements, and (v) securities that mature
the following buslness day.

Dlversification and Perce.ntaqe Limitations:

'1. NongovernmentSecuritles

lnveslments in non-government securities will not exceed the following percentages of
the total daily portfolio balance at an amortized cost:

a. Certificates of Deposit 10o/o

b. Repurchase Agreements 50o/o

c. Credif TOo/o

i. Comrnercial Paper 45s/o

¡¡. Corporatese 45o/o

1. Private placementsn 2o/o

2. Holdlngs are subject to the following limitailons by issuer:

a. For prudent diversification, the portfolio shall have a mlnlmum of 50 positions.
Further, no more than three percent of the market value of the portfotio shall be
invested in any one issuer with the following exceptions:

i. obligations issued or guaranteed by the u.s. government, u.s. agencies,
or u.s. govemment-sponsored enterprises are eligible for lnclusion
without limit.

b. Govemment-supported securities, excluding u.s. Debt, are defined as
Supranationals, Local Authorities, soverelgn debt of Organization for Economic
cooperatlon and Development (OECD) govemments, and equivalen¡y rated
agencies of OECD govemmonts.

c. lnvestment in U.S. dollar denominated issues of forelgn governments and
intemational organizations are permitted; however, these shall nol exceed 20
percent of the lesser of cost or market value of the aggregate portfolio.

d' Permissible securities also include governmênl and govemment agency bonds,
GNMAs, u.s. dollar denominared Eurobonds, yankee cD's, and corporate
bonds subject to individual rnanager guidelines.

I tnOuOtng fixed and ltoalhg rate secudlles
\ ]-lndudtng Ftoaltng Rate Notes, y€nkêe CD,s and prþete plac8me¡ls

J repreeent legacy rrolOngjrhãr'å,erã;ricrrasão prlor to ñe exctusd 
-

)
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e. Prohibited securities lnclude: commercial mortgage bonds (including CMOs),
mortgage-backed securities, asset-backed securilies, Rule 1444 investment-
grade bonds with registratlon rights, financial fulures, forward foreign exchange
contracts, currency futures, derivalives, and all security types outlined in Seclion
Itl. Excluded I nveslments.

Investment Maturitv

1, Maximum Final Maturity

a. Up to 100 percent of the portfolio may be invested in securities with maturitles of
90 days or less

b. Up to 90 percent of the portfolio may be invesled in securities with maturities tess
than five years

c. Up to 20 percent of the portfollo may be ínvested in securities with a maturity of
five years or greater

Repurchase Aqreements

Repurchase agreements will be subJect to the following additional restrictions:

1. Transactions will be conducted only with prlmary dealers, the Federal Reserve Bank of
New York, the State's bank of record, or master custodial bank, and under lhe terms of a
written master repurchase agreoment; and

2. The maximum term of repurchase agreements wlll be 30 days.

Securitios utlllzed in repurchase agreementE will be subject to the following additional
restriclions:

1, Securilies utillzed in a repurchase agreement wíth a maturity date longer than seven
days will be priced daily;

2. The market value, plus accrued income, of treasury and agency securifies utilized in
repurchase agreements will be 102 percent of the value of the repurchase agreement,
plus accrued income;

3. The market value, plus accrued income, of mortgage-backed securities utilized in
repurchase agreements with more lhan seven days remaining until maturity will be 102
percent of the value of the repurchase agreement; and

4. Only securities authorized in the statute for the investment of public funds will be utilized
in repurchase agreements as described in Secfion O. SfO hvestment Management

)

)

I
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)

3

Staff lnvastment Practices, 5. Repurchase Agreements.

Cglmmercial Paoer

Commercial paper will be subjected to the following additlonal resfictions:

1. Commercial paper must be rated at the time of purchase in either of the two highest
short-term rating categodes (e.9. A-1/P-11F1, NzlP-UFzl by at least two nationally
recognized statistical rating organizations (NRSROs). Ratings may be tier 1 or tier 2
"across the þoard" but may also be split rated paper (e.9. A-1/P-2or N2lP-ZlF1l.

2. Eligible papsr is further limited lo issuing corporations that have a total commercial
paper program slze in excess of $250,000,000.

3. Commercial paper must be lssued by a corporation organized and/or operatlng in the
United States or by a depository institution licensed by the Unlted Strates or any stale
and operating in the United States. Commercial Paper of foreign companles must be
U,S. Dollar denominated.

4. Up to 100 percent of commercial paper holdings may be placed in second-tier securities
or better, which shall mean any security that is rated by at least two NRSROs as tler 2
and does not have any tier 3 ratlngs.

5. Commercial paper backed by a direct lettEr of credit from a financial institution must
have a long-term credit rating at the time of purchase in one or the three hlghest ratlng
categories (withln which there may be subcategories or gradations indicating relative
standing) by at least two NRSROS.

6. Commercialpaper holdings may not have maturitles exceeding 180 days.

7. Approved commerclal paper programs should provide some diversificatþn by industry.
Purchases of commercial paper ln industry seclors subject to undue rlsk and illiquidity
should be avoided.

8. No more than three (3) ærcent of total par value of lhe total portfolio may be in one
issuer. There may be deviations to the pollcy maximum due to settlement issues.

Commerclal paper may be purchased directly from the issuers.

)
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Portfol io Chancterìstì cs :

Qualitv

The total portfolfo's average rating will be A3/A- or better as rated by Moody,s, Standard &
Poor's (S&P), and/or Fitch.

1. Rated Securities: The portfolio shall be 100 percent comprised of investmenlgrade,
fixed-income securities as defined by at least two of the Nalionally Recognized
Statlstical Rating Organizations (NRSRO).

2. Unrated Securitles: Securities not covered by the standards in (1) above are nol
permissible investments.

3. Downgraded Securities: Securities which fall below the stated minimum credit
requirements subsequent to ínitlal purchase may be held at the STO Staff/lnvestment
Advieor's discretion. All downgraded securities below the minimum credit requírement
held in the portfolio must be reported to the Treasurer on at least a monthly basis.

Duration, Exoosure

The effective duration of the State lnvestment Pool will be within t30 percent of the customized
benchmark.

Maturitv

The average malurity of the State lnvestment Pool will be within *30 percent of the customized
benchmark.

AdmÍnistratÍve:

The administrative fee, established by the Proviso g8.4, ie sel by the Division Direcfor with the
approval of the State Treasurer. This fee may change upon recommendatíon by the Division
Director to the Slate Treasurer.

)

)
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)
4. Insurance Reserve Fund (General Deposit Portfolio)

QveruÍew:

The purpose ol the South Carolina lnsurance Reserve Fund is to provide property and liability
insuranse products to govemmental entities in South Carolina. Govemmental entities lnclude
state agencies, counties, municlpalities, school districts, regional transportation authoritios,
speclal purpose dlstricts and governmental and eleemosynary hospitals.

The lnsurance Reserve Fund is an Offlce of the South Carolina State Fiscal Accountability
Authority and reports to the five-member board through the Divlsion of lnsurance and Granls
Services and the Ofüce of lhe Executive Director. The State Fiscal Accountabillty Authority ls
authorized and required to provide lnsurance lo govemmental entities by a number of statutes.
Those statutes are:

Sectlon r"11-140 Authorlty to provlde tort l¡ablllty lnsursncc to govcmñentâl enüües,
thelr employeeg, a¡rd charitable rncdlcal f¡cllltlies

Authorlty to lnsure publlc bulldlngs and contentsSectlon 1O-7-10
through 10-7-40

S€ctlon f0.7.1?0

Sectlon 10-7-130

)

Secüon 15-78-10
thra4h 15-78-r50

Scctlon 59-67-7LO I
59-67-790

Secdon 59-6?-790

Secüon 1.11-147

SecUon ll'9'75
Sectlon 38-13-190

Authority to purchase r€lffiurunce

Authorlty to hold monles pald as premlums for the purpose of
paylng Insurcd losses

S.C. Govemment¡l Tort Clð¡ms Act. Autho¡lty to provlde flab[¡ty
lngurancc

Authorlty to lnsure school buses and puplls transported by school
bus

Pupll lnJury Fund

Automoblle Uab¡l¡ty Relnsur.nce

Debt Collectlon Proccdures

Requlres South Carolln¡ lnsurance Department audlts of Insurance
Reserve Fund f'ln¡nces

The Insurance Reserve Fund functions as a governmental insurance operatlon with the mission
to provide insurance specifically deslgned to meet the needs of govornmental entities at the
lowest possible cost. The lnsurance Reserve Fund operates like an ínsurance company by
lssuing Pol¡cies, collecting prem¡ums (based on actuarially calculated rates), and paying claims
from the accumulated premiums in accordance wlth the terms and condltions of the insurance
policies it has issued. The lnsurance Reserve Fund uses its consulting actuarles in determining
rates, IBNR reserves, adequacy of loss reserv€s, and adequacy of policyholder's eguity ¡n
maklng management recommendations to the State Fiscal Accountability Authority regarding
the financial management of the Fund. The lnsurance Reserve Fund is a rovenue agency and
does not recelve any approprialion from the General Fund.

The lnsurance Reserve Fund flles a NatlonalAssociation of lnsurance Commissioners (NAIC)
Annual Statement with the South Carolina Departmenl of lnsurance, as requ¡red by law,
reflecting lhe annual financial status of its insurance operation. Also, the lnsurance Reserve
Fund is audited by the South Carolina Department of lnsurance every three years, or more often)
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as needed, pursuant to Section 38-13-190 of the South Carolina Code of Laws. The South
Carollna Fiscal Accountabllity Authority and the lnsurance Reserve Fund are also audited
annually by an independent CPA firm.

Allpremiums received by the lnsurance Reserve Fund are deposited with the Offlce of the State
Treasurer where the funds are maintained as the lnsurance Reserve Fund Trust Account. By
statutory requirement, these funds are to be used to pay claims and operating expensôs of the
Insurance Reserve Fund. The Office of the State Treasurer is responsible for investing these
funds.

The Insurance Reserve Fund uses no agents, brokers, or advertising, and does not actively
solicit accounts. The lack of a prolit motive and tho lack of acquisition exponses such as agents'
commissions, along with the use of the investment income in rate determination allows the
lnsurance Reserye Fund to mainlain the lowest possible rate structure. Not all govemmental
entities elect to purchase thoir insurance through the lnsurance Reserve Fund. The South
Carolina Tort Clalms Act allows political subdivisions of the State access to other mechanisms
to meet their insurance needs at thelr discretion. Some entities participate in other self-
insurance pools, some purchase commercial lnsurance, and some elect to self-lnsure their
insurance €xposures.

The Insurance Reserve Fund offers the following lines of ingurance:

)

Llablllty InsurÐnce:

Property lnsur¿nce:

Automobllc Uablllty
School Bus Uabll¡ty
General Tort Llabllity
Medlcal Professlonal tJablllty

"Àll Rlsk" Coverage on Bulldlngs ånd Contents
Builders'Rlsk
Data Processlng Êqulpment and Medla
lnlarid Marlne
BuslnesE lnterruptlgn and Extl? Expense

ì
ttY

Because South Carolina has significant hurricane and earthquake exposures, all lnsurance
Reserve Fund property insurance policies include coverage for wind, flood, and earthquakes. All
lnsurance Reserve Fund liability policies are deslgned to meet the needs of governmental
entities and to comply with appllcable statutes.

The South Carolina lnsurance Reserve Fund also provides risk management services such as
driver improvement training, real property appraisals, boiler and machinery inspections, and
property engineering inspectlons for its participants.

The investment obJectives of the lnsurance Reserve Fund are, as a priorlty, to accumulate and
preserve assets from ongoing premiums received ln order to meet all claim payments and
operating expenses of the Insurancs Reserve Fund. Secondarily, the lnsurance Reserve Fund
seeks growth of assets using a divsrsif¡ed portfolio of fixed-income investments, as allowed
under S.C. Code of Laws $ 11-9-660, that emphasizes current income and capital appreciation,
while minimizing risk when possible.

\I
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The STo may appoint an investment advisor to aid ln the management of lhe lnsurance
Reserve Fund assets. These assets will be managed in conformity with the objectives and
guidelines dolineated below and ln accordance wlth a formatcontract with the STO.

The lnsurance Reserve Fund will conceptually be segmented lnto three separate components
(lmmunized sub-portfolio, ShorUlntermediate Residual sub-portfolio, and Long-term Residual
sulrporüolio) whore the assets are segregated by the time horizon of each portfollo's respective
liabilltles as outlined under Secf/on J. Broad Ohjectlves.

The percentage allocations of the sub-portfolios within the lnsurance Reserve Fund are as
follows.

For the purposeg of thls policy, the following deflnltlons shall apply to the lnsurance Reserve
Fund:

o lmmunized: Deposited Cash, Repurchase agreements, CDs, and T-bills.
. ShorUlntermediate Residual: Securlties with a maturity of five years or less (see the

sect¡on tltled "lnvestment Maturitf for the lnsurance Reserve Fund for clarification).
r Long-term Residual: Securltiee wlth a maturity of greater than five years (see the section

titled "lnvestment Maturity" for the lnsurance Reserue Fund for clarificatlon).

Peúormance Objective and Benchmark:

The STO Staff, and/or any inveslment adviso(s) engaged by the 8TO, will manage an active
portfolio for the STO that will utilize investment grade fixed income securities, The lnsurance
Reserve Fund wlll be structured with lhe obiective of attaining a market rate of retum throughout
budgetary and economic cycles, commensurate with the inveslment risk parameters and the
cash flow characteristics of the portfolio.

Given this orientation, lhe goal of the lnsurance Reserve Fund is to provide superior
performance as compared to a customlzed benchmark consisting of:

o 15o/o T-Bills,
. 50/o S&P US GommercialPaper lndex, and
t 80o/oo/o BC Aggregate lndex.

lmmunlzed O -25o/o
ShorUlntermedlate Resldual 29 -80o/o

Long-term Residual 0.50%

)
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I nvesfrn ent Pa ra m eter s :

To protect capital and meet benefit and expense obligations when due, the lnsurance Reserve
Fund will be subject to the restrictions listed below. These represent minlrnum investment
reslrictions under this formal lnvestment policy.

Minimum/maximum percentages for a particular issuer, investment type or llquidity constraints
may on occasion be exceeded (e.9., fluctuations ln fund batances and/or setflement
issues/rollover dates). Securitíes need not be liquidated to realign the portfollo; howevor,
consideration will be given to this matter when future purchases are made. Additionally, the
STO Staff and/or the lnvestment Advisor are required to notify the State Treasurer, in wriiing, if
the pollcy breach exceeds the stated minimum/maximum and to provide an explanation of the
rationale for the deviation ln policy, including the duration of time the portfollo is expected to be
misaligned with the pollcy guldelines. lf the policy minimum/maximum is exceeded by 10
pêrcent or mor€, approval from the State Treasurer is required. Once the State Treasurer ig
notified, a determination will be made if an exceptlon is granted for the lemporary policy
exemption' lf the exemption ls not granted, STO Staff will realign the portfolio to be within policy
llmits within 30 days. Temporary policy exceptlons aro llmited to three months. The Treasurer
can oxtend these exceptions at his/her discretion

Liouiditv

The investrnent portfolío will be structured to maintain a sufficienl degree of llquidity necessary
to meet reasonable redemption requests and reduce the likelihood that the investment portfotio
will have to meel redemptions by selllng portfolio securlties into a declining market.

1. A minimum of 10 percent of the portfolio will be maintalned in "monthly liquid assets" -
and includes (i) cash, (ii) direct obligations of lhe U.S. Government, (iii) Government
Agency discount notes that have remaining maturity of 60 days or less, (iv) commercial
Paper, and (v) securities that will mature or have a demand feature exercisable and
payable to meet immediate cash flow needs.

Diversilication and Percentaqe Limitaüorls;

1. Non-govemmentSecurities

Jnvestments in non-govemment securities will not exceed the following percentages of
the total daily portfolio balance at an amortized cost:

\
J

)

a. Certificates of Deposit
b. Repurchase Agreements

10o/o

507o

)
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)

)
c. Credittl 75o/o

i. CommercialPaper 45o/o

¡¡. Corporatesr2 607o

1. Private Placemenlsls 2o/o

2. Holdlngs are subject to the following limitations by issuer:

a. For prudent diversif¡cation, the portfolio shall have a minimum of 50 positions.
Further, no more than three percent of the market value of the portfolio shallbe
invested in any one issuer with the following exceptions:

i. Obligations issued or guaranteed by lhe U.S, govemment, U.S. agencies,
or U.S. govemment-sponsored enterprises are eligible for inclusion
without limit.

b. Government-Supported securities, excluding U.S. DebL are defined as
Supranationals, Local Authorities, sovereign debt of Organizalion for Economlc
cooperation and Development (oEcD) govemments, and equivalenily rated
agencies of OECD governments.

c. Investment ln U,S. dollar denominated issues of foreign govemments and
international organizations are permitted; however, these shall not exceed 20
percent of the lesser of cost or market value of the aggregate portfollo.

d. Permissible securities also include government and government agency bonds,
GNMAS, U.S. dollar denomlnated Eurobonds, Yankee CD's, and corporate
bonds subJoct to individual manager guidellnes.

e. Prohibited securities include: commercial mortgage bonds (including CMOs),
mortgage-backed securities, asseþbackod securities, Rule 144A investment-
grade bonds with registratlon rights, financial futures, forward foreign exchange
contracts, currency futures, derivatlves, and all sec-urig types outllned in Seclion
M. Excluded lnyesfmenls.

tt lncl¡ding lixed and lloalim ral6 securitios
'] lncludlng Floallng Rate Noles, Yankee CD's and Pdvate Placemants
" Rule 1444 investmenlgrade bonds wílh regislratlon rights are prohibited lnvesùnenb, Cuncnt 1444 posltlons r€presenl logacy
holdlngs that wcre purctused prlor lo lhe exduslon.)
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lnvest¡nent Maturitv

1. Securities covering the full range of avaitable maturities are acceptable as long as the
maturites are within the maturity bands prov¡ded for the sub portfolios'allocations,

Repurchase Aqreements

Repurchase agreernents will be subfect to the following additional restrictions:

1. Transactlons will be conducted only with primary dealers, the Federal Reserve Bank of
New York, the State's bank of record, or masler custodial bank, and under the terms of a
written master repurchase agreement;

2. The maximum term of repurchase agreements willbe 30 days.

securities utillzed in repurchase agreements will be subject lo the following addit|onal
restrictions:

1. Securitles utilized in a repurchase agreement with a maturity date longer than seven
days wlll be priced daily;

2. The market value, plus accrued income, of lreasury and agency securities utilized in \
repurchase agreements will be 102 percent of the value of the repurchase agreement, -]plus accrued income;

3. The market vãlue, plus accrued income, of morlgage-backed securities uillized in
repurchase agreemants wlth moro lhan seven days remaíning until maturity will be 102
percent of the value of the repurchase agreement; and

4Only securities authorlzed in the statute for the investment of public funds will be utilized in
repurchase agreements as described ln Secfi'on O. SIO lnvestment Management Statr
lnvestment Practices, 5. Repurchase Agreements.

CommercialPaper

Commercial paper will be subjected to the following additional restrictions:

1. Commercial paper must be rated al the tlme of purchase in either of the two hlghest
short'term rating calegories (e.g. A-1lP-1tF1, A-ÐlP-aFÐ by at least two nationally
recognized statistical rating organizations (NRSROs). Ratlngs may be tier 1 or tier 2uacross the board" but may also be split rated paper (e.g. A-1/p-z or A-2tp-aFl,.

2. Eligible paper is further limited to issuing corporations that have a total commerciat
paper prograrn size in excess of S2b0,000,000.

ì

)
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f

)

3. Commerdal paper must be issued by a corporatlon organized and/or operating in the
United States or by a depository institution licensed by the United States or any state
and operaling in the Unlled States. Commercial Paper of foreign companles must be
U.S. Dollar denominated.

4. Up to 100 percent of commercial paper holdings may be placed ln second-tier securilies
or better, which shall mean any security that is raled by at least two NRSROs as tler 2
and doEs not have any tler 3 ratings.

5. Commerclal paper backed by a direct letter of credit from a financlal lnstltutlon must
have a long-term credit rating at the lime of purchase in one or the three highest rating
categorles (within whlch there may be subcategories or gradations indicatlng relalfve
standing) by at least two NRSROs.

6. Commercial paper holdings may not have maturities exceeding 180 days.

7. Approved commercial paper programs should provide some diversification by industry.
Purchases of commercial paper ln lndustry sectors subject to undue risk and illiquidity
should be avoided.

8. No more than three (3) percent of total par value of the total portfolio may be in one
issuer. There rnay be deviations to the policy maximum due lo settlement issues.

Commerclal paper may be purchased directly from the issuers.

P o rtlo I I o Gåa¡acferls flcs.'

Qualitv

The total portfolio's average rating will be A3/A- or better as rated by Moody's, Standard &
Poor's (S&P), and/or Fitch.

1. Rated Securitles: The portfolio shall be 100 percent comprised of investmenþrade,
fixed-income securities as defined by at least two of the Nationally Recognized
Statistical Rating Organizations (NRSRO).

2. Unrated Securities: Securities not covered by the slandards in (1) above are not
permissible inveslments.

3. Downgraded Securities: Securities which fall below the stated minimum credit
requlrements subsequent to initial purchase may be held at the STO Staff/lnvestment

)
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Advisor's discretlon. All downgraded securities below the minimum credit requirement
held in the porÚolio must be reporled to the Treasurer on at least a monthly basis.

Duratlon Exoosure

The effective duratlon of the lnsurance Reserve Fund Trust will be within t 30 percent of the BC
Aggregate lndex.

Maturitv

The average maturlty of the lnsurance Reserve Fund Trust will be within r 30 percent of the BC
Aggregate Index.

Administratlve:

The administrative fee, establlshed by the Proviso g8.4, is set by the Division Director with the
approval of the State Treasurer. Thls fee may change upon recommendation by the Division
Director to the State Treasurer.

)

)

)
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l 5. Long Term Pool (General Deposit Portfolio)

Overuiew:

Participants in this portfolio include trusts, endowments and scholarships. Beneficlaries may be
the State, an Agency or an eduçationalentity.

Section 6-6-10, Section 1245-220 and Section 11-1-60 of the 1976 Code of Larus of South
Carolina authorize the State Troasurer to recelve, keep and invest all money of the State of
South Carolina, which ls not expressly required by law to be recelved and kept by another party.

The Long Term Pool's investment objectives are: 1) preservation of capltal, 2) maintaining
adequate liquidity to meet cash flow needs, 3) attalning a competitlve interest rate in relailon to
prevalllng budgetary and economic environments, while taking into account the State's
investment risk constraints, lhe cash flow characteristlcs of the portfollo, and 4) legality, where
the State Treasurer will invest the State's excess funds only within lhe legal guidelines set forth
by the laws of the State. Any investment alternative outside these guidetines is not permissible,

The STO may appoint an investment advisor to aid ln the management of the Long Term pool's
assets. These assets will be managed in conformity with the objectives and guidelínes
delineated below and ín accordance with a formal contractwith the sTo.

) The Long Term Pool will conceptually be segmented into three separate components
(lmmunized sub-portfollo, ShorUlntermediate Residual sub-portfolio, and Long-term Residual
suÞportfolio) where the assets are segregated by the líme horizon of each portfolio's respective
fiabilities as oullined under Secfion J, Broad Objectlves.

The percentage allocalions of the sub-portfolios wlthln the Long Term Pool are as follows.

For lhe purposes of this policy, the following definitions shall apply to the Long Term Pool:

o lmmunized: Deposited Cash, Repurchase agreements, CDs, and T-bills.
r ShorVlntermediate Residual: Securities with a maturity of five years or less (see the

section tltled 'lnvestmenl Maturity" for lhe Long Term Poolfor clarification).
o Long-term Residual: Securities with a maturity of greater than five years. (See the

section tilled "lnvestment Maturity" for the Long Term Pool for clarification).

)

lmmunlzed O -23o/o
ShorUlntormediate Residual 20 -80o/o

Long-term Resldual 0 - 55o/o
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Peûormance Objectlve and Benchmark:

The STO Staff, and/or investrnent advisor(s) engaged by the STO, wlll manago an active
portfolio for the STO that will utllize investment grade fixed income securities. The Long Term
Pool will be structured with the objectlve of atlaining a markel rate of return throughout
budgetary and economlc cycles, comrnensurate with the investment risk pararneters and tho
cash flow characterlstics of the portfolio.

Given this orientation, the goal of the Long Term Pool ls to provide superlor performance as
compared to a customized benchmark consisfing of:

o 1Ùola T-Bills and
o 90%BC Aggregate lndex.

I nv e stm ent P a rameters :

To provide for the safety and liquidity of the Long Term Pool, the investment por$olio will be
subject to the restrictlons listed below. These represent minimum lnvestment restrictlons under
this formal lnvestment policy.

Minimum/maximum percentages for a particular issuêr, investment type or liquidity constraints
may on occaslon be exceeded (e.9., due to flucluations in fund balances and/or setflement
lssues/rollover dollars). Securities need not be liquidated to realign the portfolio; however,
consideration will be given to this matter when future purchases are made. Additionally, the
STO Staff and/or the lnvestment Advisor are required to notify the State Treasurer, in writing, if
the policy breach exceeds the stated minimum/rnaximum and to provide an explanation of the
rationale for tho deviation in policy, including the duration of time the portfollo is expected to be
misaligned with the pollcy guidelines. lf the policy minimum/maximum is exceeded by r0
percent or more, approval from the State Treasurer ls required. Once the State Treasuror is
notified, a determination will be made if an exception is granted for the temporary policy
exernption. lf the exemption is not granted, STO Staff wifl realign the portfolio to be within policy
limits within 30 days. Temporary policy exceptions are limited to three months. The Treasurer
can extend these exceptions at his/her discretion.

Liquiditv

The investment portfolio will be structured to malntain a sufficient degree of llquidig necessary
to meet reasonable redemption requests and reduce the likelihood that the investment portfolio
will have to meet redemptions by selling portfolio securities into a declining market.

1. A minimum of 10 percentwill be maintained in "daily liquid assets", which includes (i)
cash, (ii) direct obligalions of the U,S. Governmenl, (lii) demand deposits, (iv) overnight
repurchase agreements, and (v) securities that mature the following business day.

)

)

I
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]

f Dlverslficallon and Percentage Limltations:

1. Nongovemment Securlties

lnvestments in non-govemment securities will not exceed the following percentages of
the totaldaily porfolio balance at an amortlzed cost:

a. Certif¡cates of Deposit 1Ûo/o

b. Repurchase Agreements 50o/o

c. Credilta Too/o

i. CommercialPaper 45o/o

¡¡. Corporatesrs 41o/o

1. Prlrate Placementsta 2o/o

2. Holdings are subject to the following limitatlons by issuer:

a. For prudent diversification, the portfolio shall have a minimum of 50 positions.
Further, no mor6 than three percent of the market value of the portfolio shall be
invested in any one issuer wlth the following exceptions:

i. Obllgations issued or guaranteed by the U.S. government, U.S. agencies,
or u.s. govemment-sponsored enterprises are eligible for inclusion
without limil

b. Government-supported securities, excluding u.s. Debt, are defined as
Supranationals, Local Authorities, sovereign debt of Organization for Economic
cooperation and Development (OECD) govemments, and equivalenüy rated
agencles of OECD govemments.

c. lnvestment in U.S. dollar denomlnated issues of foreign governments and
lnlernatlonal organizations are permitted; howêver, these shall not exceed 20
percent of the lessEr of cost or market value of the aggregate portfollo.

d. Permissible securities also include govemment and government agency bonds,
GNMAS, U.S. dollar denominated Eurobonds, Yankee CD's, and corporate
bonds subject lo indivldual manager guidelines.

" lnduding fixed and floaling rale securilies* lnctuO¡nõ Floallng Rarc Nõug. Y*rkee CD's arìd P¡¡vals Placemenls
to Rule 1444 investrnenlgrade bonds with reglslrallon rlghts are consldered prohlbited hveslmenls. Cunenl 144A poslüons
represenl legacy holdlngs lhat were ptrchased pior to the exdusion.)
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e. Prohibited securltles include: commercial mortgage bonds (including CMCIs), \
mortgage-backed socurities, asset-backed securlties, Rule 144A investment- ,)
grade bonds with registration rights, financial futures, forward foreign exchange
conlracls, currency futures, derivaliveg, and all security types ou¡ined in Secû'on
ltt, Excluded lnvestments.

Investment Maturity

1. Securities coverlng the full range of available matudties are acceptabte,

Reourchaee Aoreoments

Repurchase agreements will be subject to the following additional restrictions:

1. Ïransactions will be conducled only with primary dealers, the Federal Roserve Bank of
New York, the State's bank of record, or master custodial bank, and under the terms of a
wrilten master repurchase agreemenl;

2. The maximum term of repurchase agreements will be 30 days.

Securitles utilized in repurchase agreements will be subject to the following additional
restriotions:

1. Socuritles utilized In a repurchase agreemont with a maturity date longer than seven
days will be priced daily;

2. The market value, plus accrued income, of treasury and agency securities utilized in
repurchase agreements will be 102 percent of the value of the ropurchase agreement,
plus accrued income;

3. The market value, plus accrued income, of mortgage-backed securiiles utilized in
repurchase agreemenls with more lhan seven days remalning until matudty will be 102
percent of the value of the rapurchase agre€ment; and

4. Only securiues authorized in the statute for the investment of public funds will be utilized
in repurchasa agreements as descriþed in Secllon O. SfO hvestmant Managament
Sfaff lnvesfment Practlces, 5. Repurchase Agreements.

Commercial Paner

Commercial paper will be subjected to the following additional reslrictions:

I ' Commercial paper must be rated at the time of purchase in either of the two hlghest
short'term rating categories (e.9. A-1/P-11F1, A-zlP-ztFzl by at least two nationally

)

\
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recognized statistical rating organizations (NRSROs). Ratings may be tier 1 or lie¡ 2
"across the board" but may also be split rated paper (e.9. A-1/P-2o¡ A-Zlp-aFD.

2. Eligible paper ls further llmited to issuing corporations that have a total commercial
paper program size in excess of $250,000,000.

3. Commercial paper must be issued by a corporation organized and/or operating in the
United States or by a depository institution llcensed by the United States or any state
and operating in the United States. Commerclal Paper of foreign companles must be
U.S. Dollar denomlnated.

4, Up to 100 percent of commercial paper holdíngs may be placed in second-tier securities
or better, which shall mean any security that ls rated by at least two NRSROs as tier 2
and does not have any tler 3 ratings.

5. Commercial papor backed by a direct letter of credlt from a financial institutlon must
have a long-lerm credit rating at the time of purchase in one or the three highest rating
categories (withln which there may be subcategorles or gradations indicating relative
standing) by at least two NRSROs.

6. commercial paper holdings may not have maturiües exceeding 190 days.

7. Approved commercial paper programs should provide somo dlversification by industry.
Purchases of commercial paper in industry sectors subject to undue rlsk and illiquidity
should be avoided.

8. No more than three (3) percent of total par value of the total portfolio may be in one
issuer. There may be deviations to the policy maximum due lo settlement issues.

Commercial paper may be purchased dlrectly from the issuers.

P ortfol I o C ha n cterl stl cs :

Qualitv

The total portfolio's ave¡age ratlng will be A3/A- or better as raled by Moody's, Standard &
Poor's (S&P), and/or Fitcfr.

1. Rated Securities: The portfollo shall be 100 percent comprised of investmentgrade,
flxed-income securities as defined by at least two of the Nationally Recognized
Statistical Rating Organizations (NRSRO).

)

)
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2. Unrated Securities: Securities nol covered by the standards in (1) above are not
permissible investments.

3. Downgraded Securities: Securities which fall below the stated minimum credit
requirements subsequent to initial purchase may be held at the STO Staff/lnvestment
Advisor's discretion, All downgraded securitles below the minimum credit requirement
held in the porffolio must be reporled to the Treasurer on at least a monthly basis.

Quration Exposure

The effective duration of the Long Term Pool will be within t 30 percent of the BC Aggregate
lndex.

Maturitv

The average maturity of the Long Term Pool will be within * 30 percent of the BC Aggregate
lndex.

Administratlve:

The admlnistrative fee, established by the Proviso g8.4, is set by the Division Director with lhe
approval of the State Treasurer. This fee may chang€ upon recommendation by the Division
Director to the State Treasurer.

)

vìv

)
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]
6, SC Retirees Health lnsurance Trust Fund - OPEB IRHI Trust]

Overulaw:

The South Carolina Retirees Health lnsurance Trust Fund (RHl Trust) was established by the
State of South Carolina through Act 195 on May 1,2008. ln accordancewithAct 195, the RHI
Trust was created to provide for the employer costs of retiree post-employment health and
dental insurance benefits for retired state employees and retired employees of publlc Echool
districts. The South Carolina Publlc Employee Benefit Authority (PEBA) administors the RHI
Trust and the PEBA Board has been designated as the Trustee. The State Treasurer is the
custodian of the funds held in the RHI Trust and invests those funds ln accordance with the
statutes of the State.

The invsstment objectlves of the RHI Trust are primarily to accumulate and preserve assets
from ongoing employer and participant contributions ln order to rneet benefit and expense
obligations when due. Secondarily, the RHI Trust seeks growth of assets uslng a dlversified
portfolio of lnvestments, as allowed under S.C. Code of Laws $ f 1-9-660, that emphasizes
current income and capitalapprociation, while rninimizing risk rvhen possible.

The General Assembly determines the funding of the RHI Trust and the amount funded by the
General Assembly has resulted ln a $9.34 billíon unfunded liability as of June 30, 2015.

PEBA executes and manages the benetits, services, expenditures, and cosls associated with
the RHI Trust, including plan options, vendors, and authorized seMce providers. PEBA's
controlled costs and expenditures impact the size of the unfunded liability as well. Moreover, the
RHI Trust is "pay-as-you-go"; lherefore, PEBA's monthly disbursements to pay bllls prevent the
STO from investing the entirety of the funds.

The STO invosts the RHI Trust funds dedicated for benefit eeMces in accordance with stricl,
conservatlve statutory mandates and can only invest the amount of funds provided by the
General Assembly. The ST0 has no input whatsoever on funding declsions made by the
General Assembly or the management and expenditure of services by PEBA.

The STO may appoint an investment advlsor to aid in the management of the RHI Trusl's
assets. These assets will be managed in conformlty with the obJectives and guldelines
delineated below and in accordance with a formal contract with the STO.

To meel the obiectives outlined above, the RHI Trust will conceptually be segmented into three
separale components (lmmunized sub-portfolio, ShorUlntermediate Residual sub-portfolio, and
Long-term Residual sub-portfolio)where the assets are segregated by the time horizon of each
portfolio's respective liabilitles as outlined under Secfibn J. Broad objectives.

]

)
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lmmunized O -30o/o

ShorVlntermediate Residual 25 - 80o/o

Long-term Residual 0 - 50Yo

The percentage allocations of the sub-portfolios within the RHI Trust are as follows.

For the purPoses of this pollcy, the following definitions shall apply to the RHI Trusl

. lmmunized: Dêposlted Cash, Repurchase agreoments, CDs, and T-bills.

. ShorUlntermediate Residual: Securities with a maturity of fiva years or less (see the
section titled "lnvestment Maturity'for the RHI rrust for clarificaüon).

. Long-tenn Residual: Securities with a maturity of greater than five years (see the section
titled "lnvestment Maturity" for the RHI Trust for clarificafion).

Perfarmancc ObJactive and Benchmark:

The STO Staff, and/or any investment advisor(s) engagod by the STO, will manage an active
portfolio for the STO that will utilize investment grade fixed incomerT securities.

The RHlTrust will be slructured with the objectlve of attaining a market rate of retum throughout
budgetary and economic cycles, commensurate with the investment risk parameters and the
cash flow characteristics of the portfolio.

hj!

Given this orientation, the total return of the RHI Trust portfolio over a market cycle is expected
lo match or exceed the return of a custom benchmark that comprises:

. Z0o/o ËBllls,

. íYo S&P US Commerclal Paper lndex, and

. 75o/o BC Aggregate lndex.

I nv e stm ent Pa rametêrs :

Ïo protect capital and mEet all benefit and expense obllgations as they come due, the RHlTrust
investment portfolio will be subJect to the restrictions listed below. These represent minirnum
investment restrictions under this formal investment policy,

Minimum/maxlmum percentages for a particular issuer, investment type or liquidity constraints
may on occasion be exceeded (e.9., fluctuations in fund balances and/or seülernent

It Slate oflklals have adv¡sed thal ths Slato Conslilulion crnenlly uouH protÍbit ihe lnveslment pollcy of such a Trust f¡om lnvesling )in equilies.

)
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issues/rollover dates). Securities need not be liquidated to reallgn the portfolio; however,
consideration will be given to this matter when future purchases are made. Additionally, the
STO Staff and/or the lnvestment Advisor are required to notify the State Treasurer, ln wdting, if
the policy breach exceeds the stated mlnlmum/maximum and to provide an explanation of lhe
rationale for the deviation in policy, including the duration of tlme the portfolio is expecled to be
misaligned wilh the policy guidelines. lf the policy mlnimum/maximum is exceeded by 10
percent or more, approval from the State Treasurer is required. Once lhe State Treasurer is
notlfied, a determlnatlon will be made lf an exception is granted for the temporary policy
exemptlon. lf the exemplion ls not granted, ST0 Staff will realign the portfolio to be within policy
limits within 30 days. Temporary policy exceptions are limited to lhree months. The Treasurer
can extend these exceptions at their discretion.

Llqulditv

The investment portfollo wlll be structured to maintain a sufficient degree of liquldlty necessary
to meet reasonable redemption requests and reduce the likelihood that the investment portfolio
willhave to meet redemptlons by selllng portfolio securitles lnto a declining market.

1. A minimum of 10 percent of the portfolio will be maintained in "monthly llquid assels',
which includes (i) cash, (il) direct obligatlons of the U.S. Govemment, (¡¡i) Government
Agency discount notes that have remaining maturity of 60 days or less, (iv) commercial
paper, and (v) securitieE that will maturg, or have a demand feature exercisable and
payable to meet immediate cash flow needs.

Piversificatlon and Percentaqe Llmltations:

L Non-governmentSecurities

lnvestments in nongovemment securities will not exceed the following percentages of
the tolaldaily portfolio balance at an amortized cost:

a, Certlficates of Deposit
b. RepurchaseAgreements
c. Creditls

i. Prlvate Placements

100/o

50o/o

7s%
2o/o

2. Holdings are subject to the followlng limitations by issuer:

a. For prudent diversifìcalion, the portfolio shall have a minlmum of 50 posltlons.
Further, no more lhan 3 percent of the market value of the portfolio shall be
invested in any one issuer with the following exceptlons:

i. Obligations lssued or guaranteed by the U.S. government, U.S. agencies,

tt lncluding commerclal paper, corporales, and flxed and lloatlng rete sêcillüeg)
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or u.s. govemment-sponsored enterprises are eligible for inclusion
wlthout limit.

b. Government-supported securities, excluding u.s. Debt, are defined as
Supranationals, Local Authorities, sovereign debt of Organizaüon for Economic
cooperation and Development (OECD) govemmenls, and equivalenly rated
agencies of OECD govemments.

c. Inveslment in U.S. dollar denominated issues of forelgn govemments and
intemational organizations are permltted; howev€r, these shall not oxceed 20
percent of the lesser of cost or market value of the aggregate portfollo.

d. Permissible securities also incJude government and govornment agency bonds,
GNMAs, u.s. dollar denomlnated Eurobonds, yankee cD's, and corporate
bonds subject to individual manager guidelines.

Prohibited securlties include: commerciar mortgage bonds (lncluding cMos),
mortgage-backed securities, asseþbacked securities, financial futures, forward
foreign exchange contracts, currency futures, derivatives, and all security types
outlinad ln Secfion M. Excluded lnvestments.

lnvestment Maturltv

1. Securities covering the full range of available maturitles are acceptabte.

Reourchase Aoreements

Repurchase agreements will be subject to the followlng additional rest¡ictions:

1. Transactions will be conducted only with primary dealers, the Federal Reserve Bank of
New York, the State's bank of record or master custodial bank, and under the terms of a
written master repurchase agreement;

2. The maximum term of repurchase agreements will be 30 days.

Securities utilized in ropurchase agreements will be subject to the following additional
restrictlons:

'), Securities utilized in a repurchase agreement with a maturity date longer than seven
days will be príced daily;

2. The rnarket value, plus accrued income, of treasury and agency securities utilized in
repurchase agreements will be 102 percent of the value of lhe repurchase agreement,
plus accrued income;

)

e

9

)
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f 3. The market value, plus accrued income, of modgage'backed securlties utilized in
repurchaso agreements wlth more than seven days remaining until maturlty will be 102
percent of the value of lhe repurchase agrooment; and

4. Only securities authorized in the statute for the investment of public funds wlll be utilized
in repurchase agreernents as deEcribed ln Secfion O. SIO lnvastment Managemant
Staff Investment Practices, 5. Repurchase Agreemants.

CoTnmerclal Paoer

Commercial paper will be subjected to the following addltional restrictions:

1. Commercial paper must be rated at the time of purchase in either of the two highest
short-term rating categories (e.9. A-1lP-'llFI, A-Z|P-AF} by at least two nationally
recognized statistical rating organizations (NRSROs). Ratings may be tier 1 or tier 2
"across the board'but may also be split rated paper (e.g. A-1/P-2or A-2|P-21F1),

2. Eligible paper is further llmited to issuing corporations that have a total commercial
pâper program size in excess of $250,000,000.

3. Commercial paper must be issued by a corporation organized and/or operating in the
United States or by a depository institutlon llcensed by the United Etates or any state
and operating in the United States. Commercial Paper of foreign companles must be
U.S. Dollar denominated.

4. Up to 100 percent of commercial paper holdings may be placed in second-tier securities
or better, which shall mean any security that is rated by at least two NRSROs as tier 2
and does not have any tier 3 ratings.

5. Commercial paper backed by a direct letter of credit from a financial institution must
have a long-term credit raüng at the tlme of purchase ln one or the three highest ratirq
categories (within which there may be subcategories or gradations lndlcatlng relative
standing) by at least two NRSROS.

6. Commerclal paper holdlngs may not have maturilles exceedlng 180 days.

7. Approved comrnercial paper programs should provide some diversification by lndustry.
Purchases of commercial paper ln industry sectors subject to undue risk and illiquldity
should be avoided.

8. No more than three (3) percent of total par value of the total portfolio may be in one
issuer. There may be deviations to the policy maximum due to setllement issues.

]

)
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Commercial paper may be purchased direcfly from the issuers.

P a ¡lfo I I o Cf¡aracferls flcs..

Quality

The total portfollo's average ratlng will be A3/A- or better as rated by Moody's, Standard &
Poor's (S&P), and/or Fitch.

Rated Securities: The portfolio shall be 100 percent comprised of investment-grade,
fixed-income sEcurities as deflned by at least two of the Natlonally Recognlzed
Statistical Rating Organlzations (NRSRO),

2. Unrated Securltles: Securities not covered by the standards ln (1) above are not
pormisslble investmente.

3. Downgraded Securities: Securities which fall below the stated minimum credit
requirements subsequent to initial purchase may be held at the STO Staff/lnvestment
Advisor's discretion. All downgraded securltles below the minimum credit requirement
held in the portfolio must be reported to the Treasurer on at least a monthly basis,

Duration Exoosure

The effective duration of the RHI Trust will be withln t 30 percent of the BC lntermediate
Aggregate lndex.

Maturitv

Tho average maturity of the RHI Trust will be within t 30 percent of the BC lntermediate
Aggregate lndex.

Admlnistrative:

The administrative fee, established by lhe Proviso g8.4, is set by the Division Director with the
approval of the State Treasurer. This fee may change upon recommendation by the Dlvision
Direclor to the State Treasurer.

)

1

)
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s

7, Long-Term Disability Insurance - OPEB Trust Fund (LTDI Trust)

Qvervlew:

The Long-Term Disability lnsurance Trust Fund (LTDI Trust) was established by the State of
South Carolina through Act 195 on May 1, 2008. ln accordance with Act 195, the LTDI Trust
was created to fund and account for the employer costs of the State's Baaic Long-Term
Disability lncome Benelit Plan. The Employee Insurance Program administers the Trust, and the
State Fiscal Accountability Authority is the Trustee. The Slate Treasurer is the custodian of the
funds held in the Trust and invesls those funds in accordance with the statutes of the State.

The investment obiectives of the LTDI Trust are primarily to accumulate and preservê assets
from ongoing employer and participant contributions in order to meet all benefit and expense
obligations when due. Secondarily, the LTDI Trust seeks growth of assets using a dlversified
portfolio of fixed-income investments, as allowed under S.C. Code of Laws S 11-9-660, lhat
emphasizes current income and capital appreciation, vvhilo minimizing risk when possible.

The STO may appoint an investment advisor to ald in the management of the LTDI Trust's
assets. These assets will be managed ln conformity with the objectives and guidelines
delineated below and in accordance with a formal contract with the STO.

To meet the objectives outlined above, the LTDI Trust will conceptually be segmented lnto three
separate components (lmmunlzed sub-portfollo, ShorUlntermediale Residual sub-portfolio, and
Long-term Residual sub-portfollolwhere the assots are segregated by the time horizon of each
portfofio's respective liabilities as outlined under Secfion J. Broad Objectives.

The percentage allocations of the sub-portfolios within the LTDI Trust are as follows.

For the purposes of this policy, the following definitions shall apply to the LTDI Trust:

. lmmunlzed: Repurchase agreements, CDs, and T-bills.
o ShorUlntermediate Reeidual: Securlties with a maturity of five years or less (see the

seclion titled "lnvestment Maturity" for the LTDI Trust for clarification).
. Long-term Residual: Securities with a maturity of greater than five years (see the section

litled -lnvestment Maturity" for the LTDI Trust for clarification).

)

lmmunized 0,30%
S horUlntermedlale Resldual 25 -80o/o

Long-term Residual 0-50%
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Pørtormance Objectlve and Benchmarl<:

The STO Staff, and/or investment advisor(s) engaged by the STO, will manage an active
portfolio for lhe STO that will utillze investment gn¡de fixed incomele securities.

Ïhe LTDI Trust will be structured with the objective of attaining a market rate of retum
throughout budgetary and economic cycles, commensurate with thE lnvestment risk parameters
and the cash flow characteristicç of the portfolio

Given this orientation, the total return of the LTDI Trust portfolio over a market cycle is
expected to match or exceed the retum of a custom benchmark that comprises:

. 29o/o T-Bills,

. õolo S&P US Commercialpaper Indox, and
75o/o BC Aggregate lndex.

I nvestn ent Parameters :

To protect capital and meet all benefit and expense obllgations as lhey come, due the LTDI
Trust investment portfolio will be subject to the restrictions listed below. These represent
minimum investment rostrictions under this formal investment policy.

Minlmum/maximum percentages for a particular issuer, investment type or liquidity constrainls
may on occasion be exceeded (e.9., fluctuations in fund þalances and/or setflement
issues/rollover dates). Securities need not be liquidated to realign the portfolio; however,
consideration will be given to this rnatter when future purchases are made. Additionally, the
STo Staff and/or lhe lnvest¡nent Advisor are requlred to notify the State Treasurer, in wriilng, if
the policy breach exceeds the stated minlmum/maximum and to provide an explanation of the
rationale for tha deviation in policy, lncluding the duration of time the portfolío ls expected to bo
misaligned with the policy guidelines. lf the policy minimum/maximum ls exceeded by l0
percont or more, approval from the State Treasurer is required. Once lhe State Treasurer is
notifled, a determination will be made if an exceptlon is granted for the temporary policy
exemption. lf the exemptlon is not granted, STO Staff will realign the portfolio to be within policy
limits within 30 days. Temporary policy exceptions are limiled to lhree months. The Treasurer
can exlend these exceptþns at his/her discrelion

Liquiditv

The investment portfolio will be structured lo maintaln a sufficient degree of liquidity necessary
to meet reasonable redemption requests and reduce the likelihood that the investment portfolio
will have to meet redemptlons by selling portfolio secuÍtles into a declining market.

¡Û Slale olficlab have advised that lhe Slal€ Constllutlon cunently would prohlbll lhe ¡nveslrnenl policy ol suct a Trusr trom lnvesllng
in eq.dtles.

)

)

\
J

LTD|Trust Page | 60



]

SC STO Comprehensive lnvestment Policy October 19, 2015

1. A minimum of 10 percent of the portfolio will be maintained in "monthly liquid assets',
which includes (i) cash, (ii) direct obligations of the U.S, Government, (iii) Government
Agency discount notes that have remalning maturity of 60 days or less, (lv) commercial
paper, and (v) securltles that will mature, or have a demand feature exerclsable and
payable within 31 days.

Dlverslfication atÉFercenlage Llmit?tlons:

1. Non-government Securities

lnvestments ln non-govemment securitlEE will not exceed the following percentages of
the totaldaily portfolio balance at an amortized cost:

a. Certlñcates of Deposlt
b. RepurchaseAgreements
c. Creditæ

l. Private Placements

10o/o

50o/o

7íalo

2o/o

)

2. Holdings are subject to the following limitations by issuer:

a. For prudent dlverslflcatlon, the portfolio shall have a minimum of 50 positions,
Further no more than 3 percent of the market value of lhe portfollo shall be
lnvested in any one issuer with thE followlng exceptlons:

i. Obligations issued or guaranteed by the U,S. government, U.S. agencies,
or U.S. govemment-sponsored enterprises are ellglbte for inclusion
without limit.

b. Government-supported securities, excludlng u.s. Debt, are defined as
Supranationals, Local Authorities, sovereign debt of Organization for Economic
cooperation and Development (OECD) govemments, and equivalenily rated
agencies of OECD govemments.

c. lnvestment ln U.S. dollar denorninated issues of foreign governmenls and
lnternatlonal organlzatlons and are permitled; however, these shall not exceed
20 percent of the lesser of cost or market value of the aggregate portfolio.

d. Permissible securities also include government and govemment agency bonds,
GNMAs, u.s. dollar denominaled Eurobonds, yankee cD's, and corporale
bonds subject to individual manager guldelines.

e. Prohibited securities include: commercial mortgage bonds (including CMOs),

10 lncluding commercial pepêr. coryor¡tEs. and fixed and lloating rale securilies)
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mortgage-backed securilieE, asseþbacked securitles, financial futures, fonruard
forelgn exchange contracts, currency fulures, derlvatives, and all security types
outlined ln Secf¡on M. Excluded lnvestmants.

lnvestment Maturitv

1. Securities covering the full range of available maturities are acceptable.

Reourchase Agrgements

Repurchase agreements will be subject to the fcillowing addilional restrictions:

1. Transactions will be conducted only with primary dealers, the Federal Reserve Bank of
New York, the State's bank of record or master custodial bank, and under the terms of a
written master repurchase agreement; and

2. The maxirnum term of repurchase agrêements will be 30 days.

Securitiee utilized in repurchase agreêments will be subJect to the following additional
restriclions:

1- Securities utilized in a repurchase agraement with a matudty date longer than seven
days will be priced daily;

2. The market value, plus accrued income, of treasury and agency securities utilEed in
repurchase agreements will be 102 percent of the valuo of the repurchasa agreement,
plus accrued income;

3. The market rralue, plus accrued income, of mortgage-backed securilies ullized in
repurchase agreements with more than seven days remaining until maturity will be i02
percent of the rralue of the repurchase agreement; and

4. Only securltles authorized in the statute for the investment of publlc funds will be utilized
in repurchase agreemenls as described ln Secfion O. SIO Investment Management
Staff lnvestment Practíces, 5. Repurchase Agreements.

)

)

'l
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)

)

Commercial Paper

Commercial paper will be subjected to the following additional restrictions:

1. Commercial paper must be rated at the time of purchase in either of the two highest
short-term rating categories (e.g. A-1/P-11F1. A-2|P-2F21 by at least two nationally
recognized statistical rating organizalions (NRSROs). Ratings may be tier 1 or tier 2
'across the board" but may also be split rated paper (e.9, A-1/P-2 or A-ZlP-2lFIl,

2. Ellglble paper is further limited to issuing corporations that have a total commercial
paper program size in excess of $250,000,000.

3. Commercial paper must be lssued by a corporation organized and/or operating in the
Unlted States or by a depository institution licensed by the Unitod States or any state
and operaling in the United States. Commercial Paper of foreign companies must be
U.S. Dollar denomlnated.

4. Up to 100 percent of commercial paper holdings may be placed in second-tler securities
or better, which shall mean any securlty that is rated by at least two NRSROs as tler 2
and does not have any tier 3 ratings.

5. Commerclal paper backed by a direct letter of credit from a linanclal lnstitutlon must
have a long-term credlt ratlng at the time of purchase in one or the three highest rating
categories (within which there may be subcategories or gradations indicating relative
standlng) by at least two NRSROS.

6. Commerclal paper holdings may not have matudties exceeding 180 days.

7. Approved commercial paper programs should provide some diversif¡catlon by lndustry.
Purchases of commercial paper in industry sectors subject to undue risk and illiquidity
should be avoided.

8. No more than three (3) percent of total par value of he total portfollo may be in one
issuer. There may be deviations to the policy maximum due to settlement issues.

Commercial paper may be purchased directly from the issuers

)
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P ortfol i o C h ara cterì stí cs :

Qualitv

The total portfolio's averags rating will be A3/A- or better as rated by Moody's, Standard &
Poo/s (S&P), andlor Fltch.

1, Rated Securltles: The portfolio shall be 100 percenl comprised of investment-grade,
flxed'income securitieE as defined by at least two of the Nationally Recognized
Statistical Ratlng Organizations (NRSRO).

2. Unrated Securities: Securities not covered by the standards in (1) above are not
permissible ¡nvestments

3. Downgraded Securitles: Securlties which fall below the stated minimum credit
roquirements subsequent to inltial purchase may be held at the STO Statf/lnvestment
Advisor's discretion. All downgraded securities below lhe minimum credlt requirement
held ln the portfollo must be reported to the Treasurer on at least a monthly basis.

Duration Exoosure

The effective duration of the LTDI Trust will be within * 30 percent of the BC Aggregate.

Maturitv

The average maturity of the LTDI Trust will be within t 30 percent of the BC Aggregate.

Admlnistntive:

The administrative fee, establíshed by the Proviso 98.4, is set by the Dlvision Dlrector with the
approval of the State Treasurer. This fee may change upon recommendatlon by the Division
Director to lhe State Treasurer.

)

I2
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]
8. Education Improvement Fund (General Deposit)

Overvíew:

The Education Capital lmprovements Sales and Use Tax Act was eslablished by the State of
South Carollna through Act 316 on June 12,2OO8.|n accordance wlth Act 316, revenues of the
Eales and use tax collected must be remitted to the State Treasuror and credited to a fund
separate and distinct from the State General Fund. The Slate Treasurer is the custodian of the
funds held in the Trust and investE those funds in accordance with the statutes of the State.

The Education lmprovement Fund's lnvestment objectives are: 1) preservation of capital,
2) maintaining adequate llquldlty to meet cash flow needs, and 3) providing a competitlve
interest rate relative to other comparable investment alternatives.

The STO may appoint an investment advisor to aid in the management of the Education
lmprovement Fund. Theee assets will be managed in conformlty with the obJectives and
guidelines delineated below and in accordance with a formal contract with the STO.

i]

The Education lmprovement Fund will conceptually bo segmented into two separate
components (lmmunlzed sub-portfolio and Short Residual sub-portfollo) where the assets are
segregated by the time horizon of each portfolio's respective liabilities as outlined under Secfion
J. Broad Objectives-

The percentage allocations of the sub-portfolios within the Educatlon lmprovement Fund Ë¡re as
follows.

For the purposos of this policy, the following definltions shall apply to the Education
lmprovement Fund:

o lmmunized: Repurchase agreements, CDs, and T-bills.
r Short Resldual: Securities with a maturity of 3 months or less (see the seclion tiiled

"lnvestîent Maturity'for the Educatlon lmprovement Fund for clariñcation).

Pertormance ObJective and Benchmerk:

The STO Staff, and/or any lnvestment advisor(s) engaged by the STO, wlll manage an aclive
portfollo for the STO that will utilize investment grade flxed income securities with a shorter
duration portfolio positioning than the broad fixed lncome market. The Education lmprovement

lmmunized 15 -75o/o
Short Residual 25 - 600/o

Long-term Resldual Oo/o

)
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Fund will be structured with the objective of attaining a market rate of retum throughout
budgetary and economic cycles, commensurate with the investment risk parameters and the )
cash flow characteristlcs of the portfolio.

Given this orientalion, the goal of the Education lmprovement Fund is to provide superior
performance as compared to the Fed Funds Rate.

I nv estment Parameters:

To provide for the safety and liquidity of the Education lmprovement Fund, the investment
portfolio will be subject to the restrictions listed below. These represent minimum investment
restrictions under this formal investment policy.

Minimum/maximum percenlages for a particular issuêr, investment type or liquidity constraints
may on occasion be exceeded (e.9., fluctualions in fund balances and/or setflement
issueslrollover dates). Securlties need not be liquidated to realign the portfolio; however,
consideration will be given to this matter when future purchases are made. Additionally, the
STO Staff and/or the lnvestment Advisor are required to notlfy the State Treasurer, in wriflng, if
the pollcy þreach exceeds the stated minimum/maximum and to provide an explanation of the
rationale for the deviation in pollcy, includlng the duratlon of time the portfolio is expected to be
misaligned with the policy guidelines. lf the policy minimum/maximum is exceeded by 10
percent or more, approval from the State Treasurer is requlred. Once the State Treasurer ís
notified, a determination will be made if an exceptlon is granted for the temporary policy
exemplion. lf the exemption is not granted, STO Staff will realign the portfollo to be within policy
limits wÍthin 30 days. Temporary policy exceptions are limited to three monlhs. The Treasurer
can extend these exceptions at theÍr dlscretion.

Liquiditv

The investment portfolio will be structured to maintaln a sufficient degree of liquidity necessary
to meet reasonable redemption requests and reduce the llkelihood that the investment portfotio
will have to meet rodemptions by selling portfolio securlties into a declining markel.

I' A mlnimum of 10 percent will be maintained in "daily liquid assets", which lncludes (i)
cash, {il) direct obligatlons of the U.S. Government, (iii) demand deposits, (iv) overnight
repurchase agreements, and (v) securities that mature the following business day.

)

I
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]
Diversification and Percentaoe Llmitationg;

1. Non-govemment Securities

lnvestments in nongovernment securities wlll not exceed the following percentages of
the lotaldally portfolio balance at an amortized cost:

a. Certificates of Deposit
b. Repo
c. Credit2l

i. CommercialPaper
l¡. Corporateszz

10o/o

50Yo

90o/o

90o/o

45Vo

,3

2. Holdings are subject to the following limitations by issuen

a. For prudent diversification, the portfolio shall have a sufficient number of issuers
and no more lhan three percent of the market value of the portfollo shall be

invested ln any one issuer.

i, Obligations issued or guaranteed by the U.S. govemment, U.S. agencles,
or U.S. govemment-sponsored enterprises are ellglble for lnclusion
without limit.

b. GovernmenþSupported securities, excluding U.S. Debt, are defined as
Supranationals, Local Authorities, soverelgn debt of Organization for Economic
Cooperalion and Development (OECD) govemments, and equivalently-rated
agencies of OECD governments.

c. lnvestment in U.S. dollar denomlnated issues of foreign govemments and
internatlonal organizations are permitted; however, these shall not exceed 20
percent of the lesser of cost or market value of the aggregate portfolio.

d. Permissible securities also include government and government agency bonds,
GNMAs, U.S. dollar denomlnated Eurobonds, Yankee CD's, and corporate
bonds subject to individual manager guidelines.

?' lnduding flxod and lloaling rate s€cudtles
¡r lncludlng Floating Râlo Notes, YankÊs CO's and Privalê Plâcemenls)
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e. Prohibited socuritíes include: commercial mortgage bonds (including CMOs),
mortgage-backed securlties, asseþbacked securities, Rule l44A investment-
grade bonds with registration rights, financlal futures, fonruard foreign exchange
conlracts, currency futures, derivalives. and all security types ou¡ined in Secûbn
M. Excluded I nvestments.

lnvestment Maturity

1. Maxlmum Final Matudty

a. One-hundred percent of the portfolio will be invested in securities with maturities of
90 days or less.

Repurchase Aoreemenls

Repurchase agreements will be subject to the following additional restrlctions:

1, Transactions will be conducted only with prlmary daalers, the Federal Reserve Bank of
New York, the State's bank of record or master custodlal bank, and under the terms of a
written master repurchase agreement.

2. The maximum term of repurchase agreemenrs will be B0 days.

securllies utilized in repurchase agreements will be subject to the following additional
restrictlons:

1. Securitles utilized in a repurchase agreement with a maturity date longer than seven
days will be priced dally;

2. The rnarket value' plus accrued income, of treasury and agency securitíes utilized in
repurchase agreements will be 102 percenl of the value of the rápurchaso agreement,
plus accrued income;

3. The market value, plus accruod income, of mortgage-backed securi¡es utilized in
repurchase agreements wilh more than seven days remaining until maturity will be l0Z
percent of the value of the repurchase agreement; and

4. Only securities authorized in the statute for the investment of publfc funds will þe utilized
in repurchase agreements as described ln Secfion O. SfO hvestment lvlanagement
Sfaff ln yesfm ent Pracïces, 5. Ra purchase,4greemenfs.

CommercialPapef

Commercial paperwlllbe subjected to the fotlowing additional restrictions:

)

þ

)
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f

)

1. Commercial paper must be rated at the time of purchase in either of the two hlghest
short-term rating categoños (e.9. P\-1|P-11F1, A-Z|P-AFZ) by at least two natlonally
recognized statistical rating organlzations (NRSROS). Ratings may be tler 1 or tler 2
"across the board" but may also be split rated paper (e.g. A-1/P-2 or A-ZlP-ZlFl),

2. Eligible pap€r is further limlted to issuing corporatlons that have a total commercial
paper program slze in excess of $250,000,000.

3. Commercial paper must be issued by a corporation organized and/or operatlng in the
Uniled Statos or by a depository instítution llcensed by the United States or any state
and operating in the Untted States. Commercial Paper of foreign companies must be

U.S. Dollar denominated.

4. Up to 100 percent of commercial paper holdlngs may be placed in second-tier securllles
or better, which shall mean any security that is rated by at least two NRSROs as tier 2
and does not have any tier 3 ratings.

5. Commerclal paper backed by a direct letter of credlt from a financial institution must
havo a long-term credit rating at the time of purchase in one or the three highest rating
categories (within which there may be subcategorios or gradations indicating relative
standing) by at least two NRSROS.

6. Commerclal paper holdings may not have maturities exceeding 90 days.

7. Approved commerclal paper programs should provide some diversification by industry.
Purchases of commercial paper in industry sectors subject to undue risk and illiquidity
should be avoided.

8. No more than three (3) percent of total par value of the total portfolio may be in one

issuer. There may be deviations to the policy maximum due to settlement issues.

Commercial paper may be purchased directly from the issuers.

Portfol í o Cha racterí stì cs :

Qualitv

The total portfollo's averagÊ rating will be A3/A- or better as rated by Moody's, Standard &

Poor's (S&P), and/or Fitch.

1. Rated Securities: The portfolio shall be 100 percent comprised of investmentgrade,
fixed-income securities as defined by two of the Nationally Recognized Statistical Rating)

Educatlon lmprovement Fund Page 169



SC STO Comprehensive lnvestment Policy October 19, 2015

Organizations (NRSRO).

2, Unrated Securities: Securities not covered by the standards in (f) above are not
permissible investments.

3. Downgraded Securitles: Securities which fall below the stated minlmum credit
requirements subsequent to initial purchase may be held al the STO Staff/lnvestment
Advisor's dlscretion. All downgraded securitles below the minimum credit requlrement
held ín the portfolio must be reported to the Treasurer on at least a monthly basis.

Duralion Exoosure

Given the allocation guldelines, duration exposure will be minlmal.

Maluritv

The maximum maturity will be no greater than three months.

Adminístratlve:

The administrative fee, establlshed by the Proviso g8.4, is set by the Division Director with lhe
approval of the State Treasurer. Thls fee may change upon recommendatlon by the Division
Director to the Slate Treasurer.

)

)

)
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)
9. Ordinary Sinking Fund

OvewÍew:

The Ordlnary Sinking Fund is derived from recelpts from lhe sale and/or income of publlc lands.
All monies arising from the redemption of lands, leases, and sales of property or othenrvise
coming to the authority for the Ordinary Sinking Fund must be paid into the State Treasury.
These monles must be kept on a separate account by the Treasurer as a fund to be drawn upon
the warrants of the department for the exclusive uses and purposes which have beEn or shall be
declared in relation to the Ordinary Sinklng Fund.

ln accordance with S.C. Code of Laws S 11€-610, the Ordinary Sinking Fund is controlled by
the State Fiscal Accountabilily Authority. Proceeds are used for emergency purposes.

The Ordinary Slnking Fund's investment objectives are: 1) preservation of capital, 2)
maintainlng adequate liquidity to meet cash flows, and 3) provldlng a competitive interest rate
relative to other comparable investment altematives.

The STO may appoint an investment advisor to aide in the management of the Ordinary Sinking
Fund. These assets will be managed in confonnity with the objectlves and guidelines delinealed
below and in accordance with a formal contract with the STO.

) All of the Ordinary Sinking Fund's assels will conceptually be segmented into two separate
components (lmmunized sub-portfollo and Short Resldual sub-porffolio) where ìhe assets are
segregated by the time horizon of each portfolio's respective liabilities as outllned under Secfion
J. Broad Objecfives.

The percentage allocations of the suÞportfolios within the Ordlnary Ordinary Sinking Fund are
as follows.

For the purposes of this policy, the following definitions shall apply to the Ordinary Sinking Fund:

. lmmunized: Deposited Cash, Repurchase Agreements, CDs, and Êbills.
r Short Residual: Securities with a maturity of three months or less (see the sectlon titled

"lnvestment Maturit/ for the Ordinary Sinking Fund for clarification.

lmmunized 0 - 1007o

Short Residual 0 - 100%
Long{erm Resldual 0%

)
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Pe¡tormance Abjectíve and Benchmark:

The STO Slaff, and/or inveslment advisor{s) engaged by the STO, will manage an active
portfolio for the STO that will utilize inveslment grade fixed income securilies wlth a shorter
duration portfolio positioning than the broad fixed income market. Tho Ordinary Sinking Fund
will be struclured wlth the obiective of attaining a market rate of return throughout budgetary and
econornic cycles, commengurate with the lnvestment risk parameters and the cash flow
characteristics of the portfolio.

Given this orientation, the goal of the Ordinary Sinklng Fund is to provide superior performance
as compared to the Fed Funds Rate.

I nv e stm ent Param eters :

To protect capital and meet all expense obligations when due, the Ordinary Slnking Fund
investment portfolio will be subject to the restrictions listed bolow. These represent minimum
inveslment restrictions under this formal investment policy.

Minimum/maxlmum percentages for a particular issuer, inveshnent type or liquidity constrainls
may on occasion be exceeded (e.9., fluctuations in fund balances andlor settlement
issues/rollover dates). Socurltles need not be liquidated to realign the portfollo; however,
consideration will be given to this matter when future purchases are made. Addiüonally, the
SÏO Staff and/or the lnvestment Advisor are required to notify the State Tr€esurer, in writing, if
the policy breach exceeds the slated minimum/maximum and to provlde an explanation of lhe
rationale for the deviation in policy, includlng the duration of time the portfolio is expected to be
misaligned with the policy guidelines. lf the policy minimum/maximum is exceeded by lO
percent or more, approval from the State Treasurer is required. Once the State Trsasurer is
notified, a dotermlnation will be made if an exception is granted for the temponry policy
exemption. lf the exomption ls not granted, STCI Staff wíll realign the portfolio to be within policy
limits wíthin 30 days. Temporary pollcy exceptlons are limlted lo three months. The Treasurer
can extend these exceptions at his/her discretion.

Liquidity

The lnveslment portfollo will be structured to maintain a sufficient degree of liquidity necessary
to meet reasonable redemption requests and reduce the llkelihood that the investment portfolio
will have to meet redemptions by selling portfolio securities into a declining market.

1. A minimum of 10 percent will be malntained in "daily liquid assets", which includes (i)
cash, (ii) direct obligations of the U.S. Government, (iii) demand deposits, (lv) overnight
repurchase agreements, and (v) securities that mature the following business day.

)

)

\
/
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)
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Dlversificatlon and Percentaqe,LjFitations :

1. Non-governmentSecurilies

lnvestments in non-government securities will not exceed thE following percenlages of
the totaldaily portfollo balance at amortized cost:

a. Certiflcates of Deposit 10o/o

b. Repurchase Agreements ffioh
c. Creditz3 70o/o

i. CommercialPaper 45o/o

¡i. Corporates2a 45o/o

1. PrivatE Placements2s 2o/o

2. Hotdings are subJect to the following limitations by lssuer:

a. For prudent diversiflcation, the portfolio shall have adequate position

diversiflcatlon relative to the portfolio balance and no more than three percent of
the market value of the portfolio shall be lnvested in any one issuer,

i. Obligatlons issued or guaranteed by the U.S. government, U.S. agencies,
or U.S. govemment-sponsored enterprises are eliglble for inclusion
without llmit.

b. Govemment-Supported securities, excluding U.S. Debt, ars definod as
Supranationals, Local Authorities, sovereign debt of Organization for Economic
Cooperation and Development (OECD) govemments, and equivalently rated
agencias of OECD governments.

c. lnvestmont in U.S. dollar denominated issues of loreign govemments and

international organizations are permitted; however, these shall not exceed 20
percent of the lesser of cost or market value of the aggregate portfolio.

d. Permissible securities also lnclude GNMAs, U.S. dollar denominated Eurobonds,
Yankees CD's, and corporate bonds subJect to lndividual manager guidelines.

tt lncluding lixed and floatlng ralo securllles

" lncludlng Fbating Rale Noles, Yankee CD's and Privale Placêmênl6
¡' Rule 1444 investnsnl€rade bonds with regislrallon r¡ghts afe consËerËd prohlblled lnvesünents. Cunenl '1444 positions

¡epresenl legacy holdlngs lhal uere purchased prlor to lhe excluslon.
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e. Prohibited securlties indude: commercial mortgage bonds (including CMOs),
mortgage'backed securitles, asseþbacked securitles, Rule 1444 investment-
grade bonds with registration rlghts, ñnanclal futures, forward foreign exchange
contracts, currency futures, derivatlves, and all security types outlined in Secfi'on
M. Excluded lnvestments.

lnvestment Matufitv

1. Maximum Final Maturity

a. One-hundred percent of the portfollo will be invested in securities with maturities of
90 days or less

Repurcha se- Aoreements

Repurchase agreements will be subject to the following additíonal restricfions:

1. Transactjons will be conducted only with prlmary dealerE, the Federal Reserve Bank of
New York, the State's bank of record or master custodial bank, and under the terms of a
vwitten master repurchase agreement.

2. The maxlmum term of repurchase agreements will be 30 days.

Securitles utilized in repurchase agreements will be subject to the following additional
restrictions:

1, Securities utlllzed ín a repurchase agreement wlth a maturlty date longer than seven
days will be priced daily;

2. The market value, plus accrued income, of treasury and agency securities utilized in
repurchase agreemênts will be 102 percent of the value of the repurchase agreement,
plus accrued income;

3. The market value, plus accrued income, of mortgage-backed securi¡es utilized in
repurchase agreements with more than seven days remainlng until maturity wlll be 102
percent of the value of the repurchase agr€ement; and

5. Only securities authorized in the statute for the investment of public funds will be utillzed
in repurchase agreem€nts as described in Secfron O. SfO hvestment Management
Staff lnvestment Practlces, 5. Repurchase Agreements.

)

Þ

)
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)

Co.mmercial Paoer

Commercial paper will be subjected to the following additional restrictions:

1. Commercial paper must be rated at the timo of purchase in either of the two hlghest
short-term rating categories (e.9., f1/P-11F1, NZP-AF2) by at least two nationally
recognized statistical rating organizations (NRSROs). Ratings may be tier 1 or tle¡ 2
'açross the board", but may also be split rated paper(e.9., A-1/P-Z o¡ A-ZlP-zlF1l.

2. Eligible paper is further limited to issuing corporations that have a total commercial
paper program size in €xcess of $250,000,000,

3. Commercial paper must be issued by a corporation organized and/or operating in the
Unlted $tates or by a depository institution licensed by the United States or any state
and operatlng in the United States. Commercial Paper of foreign companies must be
U.S. Dollar denomlnated.

4. Up to 100 percent of commerclal paper holdlngs may be placed ln second-tler securitles
or better, which shall mean any security that ls rated by at least NRSROs as lier 2 and
does not have any tier 3 ratings.

5. Commercial paper backed by a direct letter of credit from a flnanclal lnstitution must
have a long-term credit rating at the time of purchase in one or the three highest rating
categories (within which there may be subcategories or gradations indicatinE relative
standlng) by at least two NRSROS.

6. Commerclal paper holdings may not have maturities exceeding 90 days.

7. Approved commercial paper programs should provide some diversification by industry.
Purchases of commercial paper in industry sectors subject to undue risk and illiquidity
should be avoided.

8. No more than three (3) percent of total par value of the total portfolio may be in one
issuer. There may be devlations to the policy maximum due lo settlement issues.

Commercial paper may be purchased directly from lhe issuers.

)

I
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P ortfolio Characterlstí cs :

Qualitv

The total portfolio's av€rage rating will be A3/A- or better as rated by Moody's, Standard &
Poor's (S&P), or Fitch.

1. Rated Securities: The portfolio shall be 100 percent comprised of lnvestmenþrade,
fixed-income securities as defined by at least two of the Nationally Recognized
Statlstical Ratlng Organizatlons (NRSRO).

2' Unrated Securities: Securities not covered by the standards in (1) above are not
permissible investments.

3. Downgraded Securitles: Securities which fall below the stated minimum credit
requlrements subsequent to initlal purchase mey be held at the STO Staff/lnvestrnent
Advlsor's discretion. All downgraded securities below the minimum credit requirement
held in the portfolio must be reported to the Treasurer on at least a monthly basls.

Duratign Exoosure

Glven the allocation guidellnes, duration exposure will be minimar.

Maturity

The maximum maturity will be no greater than three months.

AdmínlstatÍve:

The administrative fee, established by the Proviso g8.4, is set by the Dlvision Director with the
approval of the State Treasurer. This fee may change upon recommendation by the Division
Director to the State Treasurer.

)

)

)
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)
10. Treasury Fund (General Deposit)

Overuiew:

The Treasury Fund was established by the State of South Carolina in 1989 to provide a vehicle

to invest the reserve funds of The Medlcal University of South Carolina that are restricted to
U.S. Treasuries. lnvestments are limited to Treasuries and/or full-faith- and -credit debt

lnstruments only.

The lnvestment objectives of the Treasury Fund are primarily to accumulate and pres€rve

assêts, growth of assets, as allowed under S.C. Code of Laws S 11-9-660, whlle emphasizing

cunent income and capitalappreciatlon, while minimizing risk when possible..

The STO may appoint an investment advisor to aid in the management of the Treasury Fund

assets. These assets will be managed in conformity with the objectives and guidelines

delineated below and in accordance with a forrnal contract wlth the 8TO,

To rneet the obJectlves outlined abov6, the Treasury Fund will conceptually be segmented into

lhree separate components (lmmunized sub-portfolio, ShorUlntermedlate Residualsub-portfolio,

and Long-term Resldual sub-portfolio) where the assets are segregated by the time horizon of

each portfolio's respective liabilities as outlined under Secfion J, Broad ObJectlves.

) The percentage allocations of the sub-porfolios within the Treasury Fund are as follows.

For the purposes of this policy, the followlng definitions shall apply to the Treasury Fund:

r lmmunized: T-bills and Repurchase Agreements.
. ShorUlntermediate Residual: U.S. Treasury Securities with a maturity of five years or

less {see the section titled "lnvestment Maturity''for the Treasury Fund for clarification).
. Long-Term Residual: U.S. Treasuries with a maturity of greater than five years (see the

section titled 'lnvestment Maturitf for the Treasury Fund for clarification).

Pertarmance Qbjectíve and Benchmark:

The STO Staff will manage an aclive portfolio for the STO lhat will utilize U.S. Treasury

Securitles {see the section titled "lnvestment Maturity'' for the Treasury Fund for clarification).

The Treasury Fund will be structured with the objective of attaining a market rate of return

throughout budgetary and economic cycles, commensurate with the investment risk parameters

and the cash flow characleristics of the portfolio.)

0-30%lmmunlzed
25€00¿ShorUlntermediate Resldual
0-55%Long-term Residual
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Given this orientation, lhe goal of the Treasury Fund is to provide superior performance as
compared to the BC 1-3 Year Government.

I nv estm ent P a¡a meter s :

To protect capital and meet all obligations when due, the Treasury Fund's investmenl portfolio
wlll be subject to the restrlctions listed below. These ropresent minimum investment restrictions
under this formal investment policy.

Minimum/maxlmum percentages for a particular issuer, investment type or liquidlty constrainls
may on occasion be exceeded (e.9., fluctuations in fund balances and/or settlement
issues/rollover dates). Securities need not be liquidated to realígn the portfolio; however,
consideratlon will be given to this matter when future purchases are made. Addiïonally, the
STO Staff and/or the lnvestment Advisor are required to notify the State Treasurer, in writing, if
the policy breach exceads the stated minimumlmaxlmum and lo provide an explanation of the
rationale for the deviation in policy, including the durallon of time the portfollo is expected to be
misallgned with the policy guidelines. lf the policy minimum/maximum is exceeded by 10
percent or more, approval from the State Treasurer ls required. Once the State Treasurer is
notified, a determination will be made if an exceplion is granted for the temporary poliey
exemption" lf the exemption is not granted, STO Statr will realign the portfolio to be wlthin pollcy
limits within 30 days, Temporary policy exceptions are limited to three months. The Treasurer
can extend these exceptions at his/her discretion.

Liquiditv

The investment portfolio will be structured to maintain a sufficient degree of liquidity necessary
lo meet reasonable redemption requests and reduce the likelihood that the investment portfolio
will havo to meet redemptions by selling portfolio secufities into a declining market.

1. A minimum of l0 percentwill be maintained in "daily liquid assets", which includes (i)
cash, (ii) direct obligations of the U.S. Government, (iii) demand deposits, (lv) ovemlght
repurchase agreements, and (v) securities that mature the following business day.

ReourchaÞo Aqreements

Reourchase aqrgements will be subiect to the,followinq Additiona!-restrictio.ns:

1. Transactions will be conducted only with primary dealers, lhe Federal Reserve Bank of
New York, the State's bank of record or master custodial bank, and under the terms of a
written master repurchase agreement.

2. ïhe maximum term of repurchase agreements will be 30 days.

)

)

1
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) Securities utitized in repurchase agr€ements will be subject to the following additional
restrictions:

L securitles utilÞed in a repurchase agreement with a maturity date longer than seven
days willbe prlced daily;

Z. The market value, plus accrued lncome, of treasury and agency securities utllized in
repurchase agreements will be 102 percent of the value of the repurchase agreement,
plus accrued income;

3. The market value, plus accrued lncome, of mortgage-backed securltles utilized in

repurchase agreemenls with more than seven days remaining untll maturity will be 102
percent of the value of the repurchase agreement: and

5. Only securities authorized in the statute for the investment of public funds will be utillzed

ln repurchase agreemenls as described in Section O. STO lnvestment Management

Staff lnvestment Practices, 5. Repurchase Agreements.

lnvestment Maturitv

'1. Securities covering the full range of available maturities are acceptable

) Portfol la Ch aracterì stl cs :

Quality

The total portfolios average rating will be AA+ , or equal to the current øedlt rating of the U.S.

Government, as rated by Moody's, Standard & Poor's (S&P), and/or Fitch.

1. All downgraded securities below the rninlmum credit requirement held in the portfolio

must be reported to the Treasurer on at least a monthly basis.

Duration Exoosule

The effective duration of the Treasury Fund will be within t 30 percent of the BG 1-3 Year

Govemment lndex.

Maturitv

The average maturity of the Treasury Fund will be within t 30 percent of the BC 1-3 Year

Govemment lndex.

)
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Admlnlstratíve:

The administrative fee, established by the Proviso 98.4, is set by lhe Division Dlrector with the
approval of the State Treasurer. This fee may change upon recommendation by the Division
Director to the State Treasurer.

)

)

l
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GLOSSARY

ASSET- BACKED SECURITY (ABSI - A security backed by notes or receivables against assets other
lhan realestate, Examples are automobiles and credit card receivables.

AUTHORIZED BROKERTDEALERS AND FINANCIAL lNSTlTl-tTlONS - Broker/dealers and financlal
instllutions approved by the Slate Treasurer to provlde lnveslment serv¡c6s.

BANKERS'ACGEPTANCES (BA) - Negotlable short-term financial instruments, whlch are uncondltional
obligalions of lhe accepling bank. They are lssued on a discount basis.

BASIS POINT. 1/100 of one (1) percent. (decimally .0ffi1 and displayed as 0.01o/o in percentage terms)

BENCIIMARK - A comparatlve base for measuring the performancÊ or risk tolerance of the lnvestment
portfollo. A benchmark should represent a close conelation to the levelof risk and the âverage duratlon of
the portfollo's lnvestments.

BROKER - A party who brings buyers and selle¡s together and charges a commission, fee, or'mark-up"
for thie servlce.

CERflFICATE OF DEPOSIT (CD) - A negoliabla time deposlt lssued by a bank in certificate form. A CD
ls issued with a speclfic maturily date and pays interest at maturlty.

COLLATERAL - Securltles or cash for whlch a bonower pledges to secure repayment of a loan.

COLLATERALIZED MORTGAGE OBLIGATION (CMO) - A securlty lhat pools togelhar mortgages and
separales them into short, medium, and long-term "lrånches". Tranches are sel up to pay different ratss
of intcreet dapendlng upon their maturity. Interest is usually recelved on a monthly basls.

COMMERCIAL PAPER (CP) - A short-term promissory note lssued by a corporation. Commercial paper
is issued on a discount basls and has specific malurity dates. The STO maximum maturity when
purchasing Commercial Paper ls 180 days.

CORPORATE NOTETBOND - A negotiable seorlty lssued by a corporalion.

DEALER - An enterprise thal bu¡æ and sells for its own accounl.

DELIVËRY VS. PAYMENT (DVP) - The exchanç of securitieg end câsh at setllement date.

DISCOUNT BASIS - The price of a security expressed as an annualized rate of discount. Discounted
securitles are purchased at a dollar prlce below face value and mature at face value.

DIVERSIFICAÌ|ON - Allocallng lnvestment funds to a variely of securilies to mlnimlze market risk.

DURATION - The weighted average maturlty of the security's cash flows, where thê presgnt values of the
cash flons serve as lhe weights. The greater the duratlon of a secudly, lhe greater lt's percenlage price
volatility.

FAIR VALUE - The amount at whlch an inveslmenl can be exchanged between buyer and seller,

FANNIE MAE (FNMA) - Establlshed by Congress in 1938 to provide liquidity to lhe mortgage market,
especially the secondary market for resldentlal mortgagas. Legislation in 1968 lransformed the agency
into a publicly owned, privately manaçd corporation but whlch stlll requhes government regulation.
Previously known as lhE Federal Natlonal Mortgaç Association.

)
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FEDERAL AGRICULTURAL MORTGAGE CORPORATION ("FARltlER MAC") - A federally chartered
agôncy of the United States. lt was established to provide a secondary market for agricultural real estate
mortgage loans.

FEDERAL FARM CREDIT BANK (FFCB) - The Federal Farm Credlt Admlnistration, a federal agency, is
responsible for regulaling the banks and associations that comprlse the Federal Farm Credit System. This
System provides credit solely to the United States agriculturalsector.

FEDERAL FUNDS RATE - The interest rate charged by banks havlng excess reservês to banks needing
the rnoney lo meet reserve requirements.

FEDERAL HOME LOAN BANK (FHLB) -The FederalHome Loan Bank Board. established by Congress
in 1932, is comprlsed of 12 Federal Home Loan Banks. The Board is authorized to provide support and

liquidity lo savlngs and loans, banks, and insurance companles engaged ln home flnanclng.

FEDERAL HOME LOAN MORTGAGE CORPORATION ("FREDDIE MAC"I - Established by Congress
in 1970 to enhance the liquidity of mortgage lnveslments and to improve the distr¡bulion of investment
capital available for home mortgage financlng. Legislation in 1989 transformed the agency into a publicly
ownêd, prlvately managed corporation but which still requires government regulation.

FIDUCIARY STANDARD - Investment advisors are bound to a fiduciary standard lhat was establishod as
part of the lnvestment Advisors Act of 1940. They can be regulated by the SEC or state securities
regulators, both of which hold advisors to a flduciary standard that requires them to put their client's

)

FLOATING RATE NOTES ('FLOATERS") - Securitles lssued with a variable rale lhat resels (daily,
weekly, monthly, quarterly, elc.), according to the index it is ber¡chmarked against. When lssued, the
security can either be benchmarked to an index with no spread, a positive spread, or a negative spread
which will hold steady through the life of the security.

GOVERNMENT AGEIICIES - Refers to securities issued by agencies of the United States government
and United States govemment sponsored enterprises. Securities lssued range ln malurily from overnlght
to longer than 10 years. Securilies may be issued on a discount basis or may be interest beating.
Agencies would include FARMER MAC, FFCB, FHLB, FREDDIE MAC, and FANNIE MAE.

GOVERIIMENT NATIONAL MORTGAGE ASSOCIATION (GNI¡IA OR'GlNNlE MAE") - Eslabllshed in
1986 to lake over some of the functions performed by FNMA, GNMA is an agency controlled by lhe
Department of Housing and Urban Development (HUD). GNMA is authorized to confer a full falth and
credil guaranlee of the United Slates government for the timely payment of both prlnclpal and lnterest on
packages of mortgaçs il creates ln its mortgage pass-th¡ough securities program.

LTBOR - LIBCIR or ICE LIBOR (previously BBA LIBOR) (London lnterþank Offering Rate) is a benchmark
rate that some of the world's leadirrg banks charge each other for short-term loans. lt stands for
lntercontlnental Exchange London lnterbank Offered Rate and serves as the first step to calculating
interest rates on varlous loans throughout the world. LIBOR ls adminislered by lhe ICE Benchmark
Administratron (lBA) and is based on five currencies: U.S. dollar (USD), Euro (EUR), pound sterling
(GBP), Japanese yen (JPY) and Swiss franc {CHF). Further, it serves seven different malurities:
overnighl, one week, and one, two, lhre€, six and 12 months. There are a total of 35 different LIBOR
rates each business day. The most commonly quoted ratE is the three-rnonth U.S. dollar rate.

LlQUlDllY.The capacily 1o meet fulure financial obligalions from available resources"

IJIASTER REPURCHASE AGREEMENT - A writlen conlract between the State Treasurer and an
approved counter-party, which details each party's obligations in a repurchase agreement lransactfon.
Among olher things, it will specify the right of lhe buyer to liquitlate the underlying securities in the event
of default by the seller.

Þ

)
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MONEY MARKET FUNDS - A fund that invests only in money market instruments, or those securities
havlng a maturily of 397 days and under.

PREMIUM - The amount by whhh the market prlce of an lssue exceeds face value, or par.

PRUDENT PERSON RULE - An investment standard which may be adopted by an investment
organlzallon to guide those with the responsibility for tha investmenl of money for others. Such fÌduclaries
must acl as a prudent parson would be expected lo acl, with discrelion and intellþence, to seek
reasonable lncome, preserve capital, and in general, avoid speculative inveslments.

RATINGS - The evaluation of an issuer's cradit standing published by Moody's, Standard & Poo/s, Fltch
or other rating services.

REPURCHASE AGREEI,IENT - A simult¡aneous sale of securities by a bank or broker/dealer with an
agreement to repurchase those securilies at an agreed upon date and an agrecd-upon rate of interest.

SAFEKEEPING - A fee arrangament vvhareby an approved financial inetltution holds a cuslomer's
securitios in its vaulls, or in the case of book-entry securitles, malntalns a safekeeplng receipt recorded in
lhe customer's name as evldence of ownership.

SECURITIES ¡NDUSTRY ASSOCIATION - An organizatlon whlch offers premlere educational programs
to member securilies firms.

SEQUENTIAL PAY - A type of collateralized morlgage obligatlon (CMO) ln whlch lhere are several
lranches. Each lranche's holder receives interest paymenls as long as the tranche's principal amount has
not been completely pald off. The senlor tranche receives all initial principal payments until it is
completely pald off, after whlch the next most senlor tranche receives all the principle payments, and so
on,

STUDENT LOAN MARKETING ASSOCIATION (SALLIE MAE) - Eslablished in 1972 by Congress as a
publically owned, govemmant sponsored enterprise (GSE), created to provide liquidity for orlglnators of
student loans made under federally sponsored student loan programs. ln 1997, shareholders voted to
privatize Sallle Mae, although the GSE remains the obllgor in all pre and post prlvatlzation public debt
issued.

UNITED STATES TREASURY B¡LLS (T-BILLS) - Short-term government securities with maturities
ranglng from a few days to 52 weeks. Bills are sold at a discount from their face value. For purposes of
lhls ClP, the STO considers all United States Treasury securities wlth a remalnlng maturity of one yeer or
less lo be Treasury Bllls, regardless of issue dale.

UNITED STATES TREASURY NOTES - Government seourities that are issued wilh maturities of 2, 3, 5,
7, and 10 years and pay interest every six monlhs.

UNITED STATES TREASURY BONDS - Governmenl securities that are issued with e mâturity of 30
years and pay interest every six monlhs.

YIELD , YIELD TO MATURITY - The rate of annual return on an lnveslment expressed as a percentage.
The total money earned from investment date lo maturlly date assuming: 1) semi-annual interest
paynents, 2) interest is relnvesled at same rate security was purchased at, and 3) the premium is
sublracted or discount is added to final money.

)
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A. MISSION AND PURPOSE

The South Carolina Office of the State Treasurer is responsible for the administration,
management, and investment of the State's funds. The investment of State funds is managed
through multiple investment portfolios to preserve the State's capital, while maintaining liquidity
and obtaining the best relative rates of return.

The mission of the lnvestment Management Division within the State Treasurer's Office (STO) is
to safely and effectively manage the funds for the State's agencies, local governments, and
political subdivisions. The office manages multiple U.S. domestic fixed income portfolios. The
Staff consists of three front office personnel, who conduct the trading and portfolio management,
and five back office personnel, who conduct the day-to-day operations.

The Staff manages between $10,000,000,000 and $14,000,000,000, depending upon the cyclical
nature of the cash flows for the State's agencies, local governments, and political subdivisions
and the revenues they receive. Over 1,500 accounts are managed within all the portfolios.

The current structure of the Investment Management division within the State Treasurer's Office
is illustrated below.

Director of
lnvestment

Management

Fixed lncome
Trader

lnvestment
Operations

Manager

lnvestment
Operations
Manager

Custody and
Compliance

Officer

LGIP Operations LGIP Securities General Deposit
Operations

General Deposit
Securities
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B. SCOPE

This investment policy applies to allfinancial assets deposited and retained in the South Carolina

Office of the State Treasurer's STO lnvestment Portfolios.

C. ETHICS AND CONFLICT OF INTEREST

The South Carolina State Treasurer and STO Staff involved in the investment process shall refrain

from personal business activity that could conflict with proper execution of the investment program

or which could impair their ability to make impartial investment decisions.

The South Carolina State Treasurer and STO Staff are required to abide by the South Carolina

State Ethics Commission's 'Rules of Conduct'. Regarding the subject of receiving gifts and

objects of monetary value, the Rules of Conduct state that:

"A public official, public member, or public employee may not knowingly use his official office,

membership, or employment to influence a government decision to obtain an economic interest

for himself, a family member, an individual with whom he is associated, or a business with which

he is associated.

A person may not directly or indirectly give, offer, or promise anything of value to a public official,
public member, or public employee with intent to influence the public official's, public member's,

or public employee's official responsibilities, nor is the public official, public member, or public

employee to ask, demand, solicit, or accept anything of value for himself or for another person in

return for fulfilling his official responsibilities or duties.

A public official, public member, or public employee may not receive anything of value for
speaking before a public or private group in his/her official capacity. A meal can be accepted if
provided in conjunction with the speaking engagement where all participants are entitled to the

same meal and the meal is incidental to the speaking engagement. A public official, public

member or public employee may receive payment or reimbursementfor actual expenses incurred.

Public officials, public members, or public employees may not receive money in addition to that
received by the public official, public member, or public employee in his official capacity for advice

or assistance given in the course of his employment as a public official, public member, or public

employee."
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D. PRUDENCE

lnvestments shall be made with judgment and care, under the prevailing circumstances, which
persons of prudence, discretion, and intelligence exercise in the management of their own affairs.
lnvestments shall not be made for speculation. Further, the probable safety of capital as well as
the probable income derived shall be considered.

The standard of prudence to be used by the Staff shall be the "fiduciary" standard and shall be
applied in the context of managing an overall portfolio. The Staff, acting in accordance with the
investment policy and exercising due diligence, shall be relieved of personal responsibility for an
individual security's credit risk or market price changes, provided deviations from expectations
are reported in a timely fashion and appropriate action is taken to control adverse developments.

E. PURPOSE OF TH|S COMPREHENSTVE TNVESTMENT pOLtCy (Ctp)

This CIP defines the investment objectives of the STO lnvestment Portfolios and establishes
policies and procedures so that investment objectives can be met in a prudent manner. This CIP
is intended to:

o articulate the objectives of the STO lnvestment Portfolios and set forth in writing the
expectations, objectives, and guidelines for the investment of the STO lnvestment
Portfolios' assets;

o formulate policies regarding permitted investments, benchmarks, and asset allocation
strategies;

o identify roles of specific entities having fiduciary responsibility to the STO;
o establish guidelines, consistent with Performance Standards defined herein, for

monitoring investment risk and evaluating investment performance.

All assets in the STO lnvestment Portfolios must be invested in a manner that meets the
requirements of this ClP. ln conjunction with this ClP, the STO has also established Performance
Standards, which provide guidance on the specific procedures to monitor investment performance
and risk. These performance standards help achieve short-term and long-term investment
objectives and maximize the investment returns in the STO lnvestment Portfolios.

F. DELEGATION OF AUTHORITY

The authority to invest State Funds is limited to the State Treasurer under S.C. Code of Laws $
1 1 -1 3-30:

S 1 1-13-30. Only the State Treasurer may invest and deposit funds

To facilitate the management, investment, and disbursement of public funds, no board,
commission, agency or officer within State government except the State Treasurer shall be
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authorized to invest and deposit funds from any source, including, but not limited to, funds for
which he is custodian, such funds to draw the best rate of interest obtainable.

Attornev General's Opinion
The State Treasurer is authorized to invest and depositfunds as provided in section 511-13-30
of the Code and is fu¡ûher authorized to employ an investment advisory seruice.
1988 S.C. Op. AtU. Gen. 168, 1988 S.C. Op. Atty. Gen. No. 88-60, (Aug. 16, 1988 WL 383543)

Various professionals may be engaged to assist the STO with the STO lnvestment Portfolios.
The STO may employ a qualified firm (the "lnvestment Advisor'') to provide investment
management services for the STO lnvestment Portfolios. The STO may also engage an

lnvestment Consultantto provide advice to the STO and to monitorthe STO lnvestment Portfolios.

The Comprehensive lnvestment Policy (ClP) for the South Carolina State STO lnvestment
Portfolios includes the investment policies of the STO lnvestment Portfolios, which shall be

followed by the STO Staff, the lnvestment Advisor, lnvestment Consultant and all other entities

engaged by the STO to provide investment advice andior consulting services.

To the extent that there is any conflict between i) this CIP and ii) any contractual relationships

between any entity and the STO -, the terms of such contractual relationship(s) (the "Contractual

Obligations") will control. However, applicable law supersedes this CIP and any Contractual

Obligations.

G. MANAGEMENTFEES

98.4 (Treas: Management Fees) The State Treasurer is authorized to charge a fee for the

operating and management costs associated with the Local Government lnvestment Pool, the
Deferred Compensation Program, the Tuition Prepayment Program, and the College lnvestment
Program and is further authorized to retain and expend the fees to provide these services. The
fees assessed may not exceed the cost of the provision of such services.

98.5 (Treas: lnvestment Management Fees) Unless otherwise prohibited by law, the State
Treasurer may charge a fee for the operating and management costs associated with the
investment management and support operations of various state funds and programs, and further,
may retain and expend the fees to provide these services. The fees assessed may not exceed

the actual cost of the provision of these services or the earnings on these investments.

H. ROLES AND RESPONSIBILITIES

1. The STO: The STO will operate the STO lnvestment Portfolios in compliance with the SC

Code, and this ClP. The STO also will conduct its responsibilities as a trustee and
fiduciary of the STO lnvestment Portfolios. The STO may delegate functions that a
prudent entity acting in a like capacity and familiar with those matters could properly

delegate under the circumstances. lt will also ensure that the lnvestment Advisor and
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lnvestment Consultant are similarly in compliance with the SC Code and this CIP
Pursuant to this ClP, the STO will:

(a) develop a sound and consistent statement of investment policies;
(b) review and refine the CIP as needed;
(c) establish criteria for the selection of the lnvestment Advisor and/or the lnvestment

Consultant;
(d) review and approve investment proposals by the lnvestment Advisor;
(e) approve procedures for monitoring investment performance and investment-related

contractual obligations of the lnvestment Advisor and other vendors; and
(f) monitor adherence to policies, procedures, and criteria as set forth in the Performance

Standards approved by the STO.

2. lnvestment Gonsultant: The STO may determine that it is necessary and reasonable to
retain an lnvestment Consultant to provide general advice and recommendations on
matters including, but not limited to, investment performance, investment strategy,
objectives, and risk characteristics of the portfolios. Under this ClP, the lnvestment
Consultant works for the benefit of the STO and shall be responsible for the following:

(a) Provide independent and unbiased information to the STO;
(b) Assist in the development and amendment of this Comprehensive lnvestment Policy;
(c) Assist in the establishment of strategic asset allocation targets/guidelines;
(d) Assist in the development of performance measurement standards;
(e) Propose appropriate benchmarks, which are congruent with STO's ClP, and analyze

current benchmarks and provide advice regarding their appropriateness as well as
potential changes;

(0 Report quarterly investment performance results and risk characteristics of the STO
lnvestment Portfolio's investments to the STO;

(g) Monitor and evaluate the lnvestment Advisor's performance on an ongoing basis;
(h) Provide clarification and assistance to the STO in understanding various investment

climate or market conditions that could affect investments held in the STO lnvestment
Portfolios;

(¡) Attend quarterly lnvestment meetings of the STO unless notified othenruise by the
STO;

0) Be available to consult and provide research and advice as necessary;
(k) Participate in conference calls to review current performance or other matters in

advance of quarterly meetings of the STO and/or other investment meetings as
requested by the STO;

(l) Participate in conference calls with the STO Staff and/or lnvestment Advisor as
needed; and

(m) Provide independent monitoring of the lnvestment Advisor, including, but not limited
to, changes in company structure, investment professionals, investment styles,
compensation of investment personnel, litigation, headline risks, growth of assets
under management and investment staff, industry competitive position, real and
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potential conflicts of interest, and immediately notify the STO if a relevant development
or change occurs.

3. Investment Advisor: The STO may determine that it is necessary and reasonable to
retain an investment advisor who is qualified to provide professional investment advice

and guidance. lnvestment Advisor has certain fiduciary responsibilities as defined by the

lnvestment Management Agreement with the STO and defined by the lnvestment Act of
1940. The responsibilities of the lnvestment Advisor are to:

(a) advise and counselthe STO on methods to achieve investment objectives, which will

include, but not be limited to, guidelines on the following: asset allocation, short-term

and long-term investments, quality restrictions, diversification among investment

sectors, turnover, and restrictions on exchanges;
(b) at least quarterly, formally review the investment strategy to verify it is consistent with

objectives and make recommendations to the State Treasurer if necessary;
(c) communicate with the STO immediately when revisions to the CIP are warranted

based on structural change in market conditions;
(d) assist the STO in performing research on broker/dealers through which investment

transactions may be executed (see STO INVESTMENT MANAGEMENT STAFF

INVESTMENT PRACTICES);
(e) research and offer input on market trends and interest rate forecasts in preparation for

the State Treasurer's lnvestment projection for General Fund income earnings for the

current and subsequent fiscal year;

(f) comply with the guidelines forthe STO lnvestment Portfolios (as expressed in this CIP

and the Performance Standards) relating to asset mix, quality, etc.;
(g) monitor ongoing adherence to the SC Code and this CIP;
(h) promptly communicate to the STO any material organizational changes;
(i) provide any customized reports as contractually permitted and as reasonably

requested by the STO in a format acceptable to the STO and, if necessary, following

consultation with the lnvestment Consultant; and

0) provide quarterly compliance certification detailing any deviations from policy.

4. Gustodian Bank: The Custodian's fiduciary responsibility shall involve the proper

safekeeping, valuation, pricing, accounting, and reporting of the STO lnvestment
Portfolios' assets across multiple portfolios and asset classes. As co-fiduciary of the STO

lnvestment Portfolios, the Custodian shall apply investment prudence to short-term cash

management and securities lending functions.

The Custodian is hired by, and responsible to, the State Treasurer.
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The Custodian Bank ("Custodian") for the STO lnvestment Portfolios is responsible for:

Main Responsibilities
(a) Fulfilling all the regular duties of a custodian as required by applicable state and federal

laws (as further defined in the custodial services agreement);
(b) Safekeeping of assets, timely settlement of securities transactions, timely crediting of

all income and principal realizable by the STO lnvestment Portfolios, and the daily
sweep of excess cash from the STO lnvestment Portfolios' accounts into suitable cash
management vehicles;

(c) Pricing all securities at least on a monthly basis, preferably on a daily basis, contingent
on strategic class and types of securities;

(d) Providing access to performance history for the specified STO lnvestment Portfolios
to the lnvestment Advisor and lnvestment Consultant;

(e) Providing monthly, quarterly and annual reports; and
(f) Managing a securities lending program.

Ancillary Seryices
(a) Performance & Risk Analytics;
(b) Monthly Risk Analytics and Reporting;
(c) Collateral Management System;
(d) Transfer Agency Services; and
(e) Cash Management

I. SELECTION PROCESS OF INVESTMENT ADVISOR

The process of selecting an lnvestment Advisor shall originate with the State Treasurer. Unless
the State Treasurer decides otherwise, all searches shall be conducted by the Staff and/or the
I nvestment Consultant.

The lnvestment Advisor shall be a bank, insurance company, investment management company,
or investment advisor as defined by the lnvestment Advisors Act of 1940.

The first step may involve the establishment of appropriate minimum criteria such as minimum
asset base, performance history, special firm qualifications, years of experience, etc. that reflect
an appropriate level of institutional investment service. Based upon these criteria, the Staff and/or
lnvestment Consultant may design the appropriate request for proposal (RFP) or request for
information (RFl) to be delivered to the institutional marketplace.

The STO Staff and/or lnvestment Consultant may devise a ranking system to evaluate the
qualifications of the RFP/RFl respondents. Their objective shall be to narrow the field to several
firms for in-depth review and finalist selection. The finalists may then be scheduled to make
presentations to the State Treasurer and/or the Staff. Following the State Treasurer's selection,
the Staff may negotiate final terms and conditions with the chosen lnvestment Advisor and
complete the review and negotiation of all appropriate contracts and agreements.
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J. SELECTION PROCESS OF INVESTMENT CONSULTANT

The process of lnvestment Consultant selection shall originate with the State Treasurer. Unless
the State Treasurer decides otherwise, the Staff shall conduct all searches.

The first step may involve the establishment of appropriate minimum criteria such as clients of
similar size and type, special firm qualifications, years of experience, etc. that reflect an

appropriate level of institutional investment service. Based upon these criteria, the Staff may
design the appropriate request for proposal (RFP) or request for information (RFl) to be delivered
to the institutional marketplace.

The STO Staff may devise a ranking system to evaluate the qualifications of the RFP/RFI

respondents. Their objective shall be to narrow the field to several firms for in-depth review and
finalist selection. The finalists may then be scheduled to make presentations to the State
Treasurer andior the Staff. Following the State Treasurer's selection, the Staff may negotiate final
terms and conditions with the chosen lnvestment Consultant and complete the review and
negotiation of all appropriate contracts and agreements.

K. BROAD OBJECTIVES

As a steward of public funds, the Office of State Treasurer seeks to generate the best rate of
return within prescribed parameters while maintaining liquidity and attempting to preserve capital.

This policy recognizes that investment decisions involve managing the State's daily fluctuating
cash flows and anticipating future revenues and expenditures. STO Staff manages cash balances
available to anticipate the future use of these funds. Also, earnings on investments provide one

of the major sources of revenue for the State and State agencies annually. Consequently, the

soundness and success of an investment program is of primary importance to meet the State's
funding needs.

The three investment goals are based on the following principles:

Liquidity- Liquid assets shall be defined as cash and securities with maturities not exceeding
one year. To achieve liquidity goals, liquid investments will be limited to cash, repurchase
agreements (when collateralized by U.S. Treasury or Federal Agency obligations having a
market value in excess of 102 percent of funds advanced), U.S. Treasury Bills, Commercial
Paper, and FederalAgency Discount Notes.

Preservation of Capital - ln order to minimize the potential for loss of principal, investment
grade fixed income securities are to be purchased. A range of maturities and diversification
among issuers is desirable as a defense against the susceptibility to price change of the STO
lnvestment Portfolios' assets.
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Rates of Return - Enhancement of purchasing power through consistent compounding of
underlying principal at rates exceeding the economy's underly¡ng inflation rate is the ultimate
objective.

The STO investment portfolios are actively managed and may conceptually be segmented into a
maximum of three separate components (or sub-portfolios) where the assets are segregated by
the time horizon of each portfolio's respective liabilities. The sub-portfolios may include an
Ultrashort fixed income portfolio, ShorUlntermediate Residual portfolio, and a Long-term Residual
portfolio.

ln general, the components (or sub-portfolios) may be comprised of the following types of assets.

The percentage allocations of the sub-portfolios within each investment portfolio will reflect the
strategic allocations as approved by the Treasurer. This structure is designed to better delineate
responsibilities between internal and external resources and more directly match liabilities with
portfolio assets. lt is expected that the Ultrashort Fixed lncome and lntermediate Residual
portfolios wíll be managed internally by the STO Staff, and the Long-term Residual portfolio may
be managed externally by the lnvestment Advisor.

lnvestment policies and procedures shall comply with applicable state law and are designed to
guide and assist Staff toward achieving the stated objectives. To meet these objectives, the Staff
may use various resources, including an lnvestment Advisor, an Electronic Marketing
Communications Network (i.e. Bloomberg), various economic reports, and daily communication
with various brokers and financial institution investment officers.

L. ASSET ALLOCATION GUIDELINES

Asset allocation refers to the strategic deployment of assets among the major classes and/or
sectors of investments permitted under the S.C. Code of Laws $ 1 1-9-660: lnvestment of Funds.
It is the primary determinant of success in meeting long-term investment objectives. The asset
allocations for the STO lnvestment Portfolios are established by the State Treasurer, STO Staff,
and the lnvestment Advisor, with input from the lnvestment Consultant. lt is a function of the State
Treasurer's expectations of current and future liquidity and income needs, eligible investment

Repurchase Agreements
Treasury Bills
CDs
Agency & Agency Mortgages
Cash
CommercialPaper

Treasury Notes
CDs
Agency & Agency Mortgages
CommercialPaper
Floating Rate Notes
Short-term Credit

Treasury Notes & Bonds
Agency & Agency Mortgages
TIPS (lnflation Protected
Securities)
lntermediate- & Long-term
Credit
Yankee Bonds / CD's
GICS (Government lnsured
Contract Securities)

Ultrashort Fixed lncome
Portfolio

Short/lntermediate Resid ual
Portfolio

Long-term Residual
Portfolio
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types under the S.C. Codes of Laws S 11-9-660, expectations of asset class investment
performance likely to be achieved over the short-term, medium/intermediate and long-term, and
risk tolerance.

Monitoring
The asset allocations of the STO lnvestment Portfolios are expected to remain within the stated
policy guidelines. As markets move over time, the actual asset mix of the lnvestment Portfolios
may diverge from the policy ranges established by the State Treasurer. lf the lnvestment
Portfolios' allocations are allowed to deviate too far from the acceptable ranges, there is a risk that
the lnvestment Portfolios willfailto meet the investment objectives set by the State Treasurer.

The investment guidelines for each individual STO lnvestment Portfolio can be found in Secfion
T: Objectives & Parameters of Specific lnvestment Portfolios.

M. PERMITTED PROGRAM INVESTMENTS

lnvestment options are described under S.C. Code of Laws $ 11-9-660:

S 11-9-660. lnvestment of Funds.

A. The State Treasurer has full power to invest and reinvest all funds of the State in any of
the following:

1. Obligations of the United States, its agencies and instrumentalities;

2. Obligations issued or unconditionally guaranteed by the lnternational Bank for
Reconstruction and Development, the African Development Bank, and the Asian
Development Bank;

3. Obligations of a corporation, state, or political subdivision denominated in United
States dollars if the obligations bear an investment grade rating of at least two
nationally recognized rating services;

4. Certificates of deposit if the certificates are secured collaterally by securities of the
types described in items (1) and (3) of this section and held by a third party as escrow

agent or custodian and are of a market value not less than the amount of the
certificates of deposit so secured, including interest; except that this collateral is not
required to the extent the certificates of deposit are insured by an agency of the federal
government;

5. Repurchase agreements if collateralized by securities of the types described in items
(1) and (3) of this section and held by a third party as escrow agent or custodian and
of a market value not less than the amount of the repurchase agreement so

collateralized, including interest; and
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6. guaranteed investment contracts issued by a domestic or foreign insurance company
or other financial institution whose long-term unsecured debt rating bears the two
highest ratings of at least two nationally recognized rating services.

B. The State Treasurer may contract to lend securities invested pursuant to this section

N. EXCLUDED INVESTMENTS

The STO will not knowingly invest in the following types of securities unless otherwise denoted

1. Human Rights Violators: Obligations issued by any country or corporation principally
located in any country which the United States Department of State determines commits
major human rights violations based on the Country Reports on Human Rights Practices
by the Bureau of Democracy, Human Rights and Labor of the U.S. Department of State.

2. Terrorist Sponsors: Any security or obligation issued by a company or a corporation that
is a known sponsor of terrorist organizations or of a company domiciled in a country that
is a recognized sponsor of terrorism or terrorist organizations as based on reports from
the Office of Terrorism and Financial lntelligence of the Department of Treasury and the
Country Reports on Terrorism by the Office of the Coordinator for Counterterrorism of the
U.S. Department of State.

3. Sudan and lran Divestment Laws: The managers of the Portfolio's accounts other than
index funds, commingled funds, limited partnerships, derivative instruments or the like are
required to assist the STO in meeting its obligations under the following laws: (1) S.C.
Code Ann. S9-16-55 sets forth limitations on investment in certain types of companies that
are engaged in active business operations in Sudan. (2) S.C. Code Ann. $11-57-10 et
seq. sets forth limitations on investment in certain types of companies that are engaged in
business operations in lran.

O. STO INVESTMENT MANAGEMENT STAFF INVESTMENT PRACTICES

1. lnvestment Procedures and lnternal Controls:
The State Treasurer will establish written procedures detailing the operation and
regulation of the investment program. The procedures set forth the trading authorization
of the Staff, the daily responsibilities of implementing the investment program, and
segregation of investment duties, among others. A system of controls will be established
to ensure that investment transactions and associated activities (e.9., banking) are
monitored. These controls are created to safeguard against fraud, Staff error, or other
actions that could result in a loss of public money. lndependent audits may be conducted
to determine that investment activities adhere to State statutes, administrative rules, and
investment policies.
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2. Sale of Assets:
From time to time, as economic and interest rate conditions warrant, outright sales of
assets will be made to take profits or to otherwise enhance the investment position of the
portfolios. ln the event that the credit rating of securities held fall below investment grade,

securities may be sold based upon market conditions. Each situation is to be reviewed
and the securities are either held until maturity or sold during appropriate market
conditions to minimize the impact on the portfolio.

3. Selection of Broker/Dealers:
The proliferation of investment dealers requires that they be selected based on an

evaluation of their actual and/or potential contribution to the STO lnvestment Portfolios.
Such criteria include, but are not limited to, net capital (of the firm, not of its clearing agent),
underwriting capability, research services, execution capabilities and commitment to
secondary market trading. An approved broker list will be maintained.

4. Certificates of Deposit:
To assist in meeting local economic needs of communities in South Carolina, funds will
be invested in certificates of deposit with financial institutions and branches throughout
the State. To distribute these investments equitably, the funds are auctioned off every
quarter via internet auction. The guidelines can be reviewed at the web address
www.BidSC.com. Collateral for these securities must be placed on deposit with a third
party institution.

5. Repurchase Agreements:

Financial institutions will be polled each morning to determine what interest rates
are offered on overnight and/or term repurchase agreements. Rates will include
DVP and Tri-Party rates. Investment of funds for repurchase agreements will be
based on the competitiveness of these rates and the bank's ability to pledge

required collateral. Permitted collateral must meet the following minimum criteria:

Types of Repos and how collateral is held: DVP or Tri-Party
Custody Agent must be BNY Mellon

Collateral must be no less than 102 percent of principal and interest
Allowable collateral includes: Treasuries, and/or U.S. Agencies to include FFCB,
FHLB, GNMA, FNMA

The Operations Desks will review the collateral confirmations daily to confirm collateral
meets the minimum criteria.

The percentage of daily funds invested in repurchase agreements will be determined in

the context of the State's liquidity needs, cash flow projections, and investment strategy.

a

a

a
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6. Undenryriting Credit:
STO Staff and/or the investment advisor are expected to have performed thorough due
diligence on the issuer of each security purchased (which may include, but is not limited
to, the analysis of company audited financial statements in the case of corporate holdings,
relevant government reports and records, etc.), and such due diligence must be available
for each investment in case of an audit.

P. MARKET VALUATION

The market valuation of investments shall be priced monthly, as of each quarter-end date. Market
pricing is determined by the custodian bank.

1) The current value as determined by the custodial bank for all bonds, notes, certificates of
indebtedness, and commercial paper.

2) Par value for certificates of deposit, and repurchase agreements

Q. SAFEKEEPING AND CUSTODY

lnvestments, except vault assets (i.e., gifted securities), shall be held in custody with the custodian
bank, or other institutions approved by the State Treasurer.

R. PERFORMANCE STANDARDS

The STO staff has developed investment performance standards as a management tool to
monitor performance and compliance issues in the lnvestment Portfolios. STO may delegate
such a role to the lnvestment Consultant.

Performance Eval uation
lnvestment Portfolios will be evaluated against their stated investment objectives and investment
performance standards, and it is expected that each lnvestment Portfolio meet or exceed these
investment objectives over a complete market cycle (generally three to five years). Performance
will be compared relative to the lnvestment Portfolios' benchmarks. A list of the STO lnvestment
Portfolios and their respective benchmarks is provided below. Performance will be measured and
analyzed quarterly. Evaluation will take into consideration both rates of return and volatility of
returns.
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Portfolio lD Portfolio Name Maturity Benchmark

AA Local Government lnvestment Pool
12 months,
uo to 10olo 2 vears

80% 90-day ï-Bills
2Oo BC Short-term GovVCredit

GF State General Fund / General Deposit ShorUintermediate bias
50% 90-day T-Bills
30o/o BC 1-3 Yr Govt/Credit
2oo/o BC lntermediate Aqqreqate

01 State lnvestment Pool / General Deposit
Medium-term bias

40% 90-day T-Bills
30% BC 1-3 Yr GovUCredit
30o/n BC lntermediate Aooreoate

SB
lnsurance Reserve Fund / General
Deoosit

Long-term bias
20% 90-day T-Bills
80% BC Aooreoate

03 Long Term Pool / General Deposit Long-term bias
20% 90-day T-Bills
80% BC Aooreoate

HI SC Retirement Health lnsurance - OPEB Long-term bias
20% 90-day T-Bills
80% BC Aooreoate

DI Long Term Disability lnsurance - OPEB Long-term bias
20% 90-day T-Bills
80% BC Aqqreoate

AD USC lnsurance & Stock Trust* 1 day nla

CV SC Housing Trust Fund* 1 day nla
cz SC Housing Home Mortgages* 1 day nla
c5 SHA Multi Mortgage Escrow Fund* 1 day nla
c6 SHA Program Fund* 1 day nla

EI
Education lmprovement Fund / General
Deposit

0-90 days Fed Funds

SA Ordinary Sinking Fund Short-term bias Fed Funds

04 Treasury Fund/ General Deposit Medium-term bias BC 1-3 Yr Government

Shading indicates lnvestment Portfolios being monitored and reviewed by lnvestment Consultant.
*Given the portfolio structure, these portfolios are not measured against a benchmark.

A. Benchmarks

All investment decisions made on behalf of the STO lnvestment Portfolios shall be made
with due consideration of the objectives set forth in this ClP. The STO Staff shall evaluate
investment performance relative to assigned benchmarks but may also delegate this task
to a third party such as an investment consultant. The STO Staff and any lnvestment
Advisor, shall at all times, seek to provide performance consistent with performance

objectives as shown in Secflon T. Objectives & Parameters of Specific lnvestment
Portfolios. When evaluating investment performance, a benchmark will be used to provide

relative results with the following stipulations:

Each lnvestment Portfolio is evaluated by STO Staff, which may seek consultation from

an lnvestment Consultant, to determine the appropriate benchmark to be used for
comparison purposes. Benchmarks will be reviewed on (at least) an annual basis, reviews
will be conducted by the STO Staff, as well as any lnvestment Advisor(s), or lnvestment
Consultant(s) engaged by the STO. More frequent evaluations will be conducted as

market conditions, portfolio adjustments, or other factors warrant.

Benchmark Parameters
(a) lndustry standard benchmarks may be used;
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(b) Customized or blended benchmarks are also acceptable, provided the component
indexes are industry standard benchmarks;

(c) Each lnvestment Portfolio is to be compared against an appropriate benchmark as
outlined in the Performance Standards; and

(d) Each lnvestment Portfolio shall be considered against their respective benchmarks
over multiple time periods.

Each of the benchmarks to be utilized in performance evaluation is identified in the
Performance Standards and Section S.

B. Portfolio Characteristics

Each STO lnvestment Portfolio will be monitored with respect to the following
characteristics:

Diversification

Duration

Quality
Marketability

Parameters for these characteristics corresponding to specific STO lnvestment Portfolios
can be found in Section S.

a

a

a

Reporting
A. STO Staff Reports:

The STO Staff shall provide quarterly reports to the State Treasurer and other executive
Staff. These reports may include economic updates, portfolio characteristics and
performance updates, as well as any other relevant market or portfolio topics relating to
the Treasurer's Office investments.

Monthly Reports:
. lnvestment Advisor Monthly Reports
o lnternally generated reports

Quarterly Reports:
o Executive/lnvestment Staff lnvestment Meeting
. lnvestment Advisor Quarterly Reports

Annual Audit Reports, when applicable
. ExternalAuditreports
o lnternalAuditreports
. State Auditor's Office reports
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Annual GASB Reports by Custodian:
o GASB 28 - Securities Lending collateral/income reports
o GASB 40 - Fair Market Value of lnvestments reports

B. lnvestment Monitoring Report

The STO Staff or an investment consultant shall prepare and present to the Treasurer an

evaluation of the performance and status of the stipulated STO lnvestment Portfoliosl on

a quarterly basis. The investment monitoring report shall include an overview of the capital

markets, performance and allocation comparisons of the STO lnvestment Portfolios
versus their respective benchmarks, current allocation versus policy ranges, and portfolio

characteristics. The quarterly lnvestment Monitoring Report will also provide an executive

summary highlighting the STO lnvestment Portfolios' relative performance and

compliance with policy ranges.

S. SECURITIES LENDING

The policies and guidelines governing the securities lending program shall pertain to the
Custodian, unless such services are contracted otherwise. A separate contract, distinct from the
custody relationship, detailing the type of securities lending relationship and program is both

mandatory and essential, as the treatment of securities lending is, foremost, an investment

function with associated risk and return implications and fiduciary responsibility.

Objectives, guidelines, and policies regarding the securities lending program are detailed the

Securities Lending Agreement dated May 7,2014. Procedures for the securities lending program

are detailed in a separate document titled: SC STO Securities Lending Gomprehensive Policy.

T. ADOPTION AND REVIEW OF COMPREHENSIVE INVESTMENT POLICY

The STO will review this CIP at least annually. Changes to this CIP can be made at any time by

the STO to the extent such changes would be in the best interest of the State's funds; however,

material changes are expected to be infrequent as the CIP reflects long-term considerations,

rather than short-term changes in the financial markets. The STO will communicate any proposed

modifications in writing on a timely basis to interested parties, including any lnvestment Advisor(s)
and/or lnvestment Consultant(s), who shall have a reasonable amount of time to respond to such
proposals.

I Stipulated STO lnvestment Portfolios include: 1) Local Government lnvestment Pool, 2) Long Term Disability lnsurance - OPEB,
3) State General Fund, 4) SC Retirement Health lnsurance - OPEB, 5) lnsurance Reserve Fund, 6) State investment Pool, 7) Long
Term Pool, 8) Education lmprovement Fund, 9) Ordinary Sinking Fund, and 10) Treasury Fund.

Page | 16



SC STO Comprehensive lnvestment Policy January 30,2017

U. OBJECTIVES & PARAMETERS OF SPEC¡FIC INVESTMENT PORTFOLIOS

Each STO lnvestment Portfolio possesses unique purposes and cash flows. As a result, the STO
has developed custom guidelines for each STO lnvestment Portfolio that reflects their respective
attributes. Some STO lnvestment Portfolios are General Deposit Portfolios while others are
Separate Funds. All are eligible for block trading.

General Deposit Portfolios
o State General Fund
o State lnvestment Pool
o lnsurance Reserve Fund
. Long Term Pool
o Education lmprovement Fund
o Ordinary Sinking Fund
o Treasury Fund

Separate Funds
o Local Government lnvestment Pool
. SC Retirement Health lnsurance - OPEB
. Long Term Disabifity lnsurance - OPEB

Guidelines pertaining to each STO lnvestment Portfolio are provided on the following pages.
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t. Local Government Investment Pool (LGIP)

Overuiew:

The Local Government lnvestment Pool (LGIP) is a voluntary investment vehicle authorized by

SC State Legislation and operated by the STO. lt was signed into law in 1983 to provide local
governments and other political subdivisions a conservative, liquid, and competitive investment
option.

Section 6-6-10, Section 12-45-220 and Section 11-1-60 of the 1976 Code of Laws of South
Carolina authorize the State Treasurer to sell to all political subdivisions of the State participation

units in the Pool, which shall be legal investments for the subdivisions.

The LGIP lets local governments use the State Treasurer's resources to conservatively invest
their funds while enjoying the economies of scale available from a multi-billion dollar pooled fund
investment portfolio. Local governments that are eligible to join include: cities and towns, counties,
special purpose districts, municipal corporations, political subdivisions, community and technical
colleges, and four-year universities, etc.

LGIP's investment objectives are: 1) preservation of capital, 2) maintaining adequate liquidity to
meet cash flow needs, and 3) providing a competitive interest rate relative to other comparable
investment alternatives. LGIP offers liquidity to its participants.

The STO may appoint an investment advisor to aid in the management of the LGIP portfolio.

These assets will be managed in conformity with the objectives and guidelines delineated below
and in accordance with a formal contract with the STO.

The LGIP will conceptually be segmented into two separate components (lmmunized sub-portfolio
and ShorVlntermediate Residual sub-portfolio) where the assets are segregated by the time
horizon of each portfolio's respective liabilities as outlined under Secfr'on J. Broad Objectives.

The percentage allocations of the sub-portfolios within LGIP are as follows

For the purposes of this policy, the following definitions shall apply to the LGIP

Ultrashort Fixed lncome: Cash Deposits, Repurchase Agreements, CDs, Commercial
Paper, and direct U.S. Treasuries (notes and bonds) with similar maturity characteristics.
ShorVlntermediate Residual: Securities with a maturity of two years or less (see the

section titled "lnvestment Maturity" for LGIP for clarification).

a

a

Ultrashort Fixed lncome 15 - 75o/o

ShorUlntermediate Residual 25 - 85o/o

Long-term Residual 0%

Sub-portfolios Allocation
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I nvestment Pa rameters:

Pertormance Objective and Benchmark:

The STO Staff and/or any investment advisor(s) will manage an active portfolio for the STO that
will utilize investment grade fixed income securities with a shorter duration portfolio positioning
than the broad fixed income market. The LGIP portfolio will be structured with the objective of
attaining a market rate of return throughout budgetary and economic cycles, commensurate with
the investment risk parameters and the cash flow characteristics of the portf<llio.

Given this orientation, the goal of the LGIP portfolio is to provide superior performance as
compared to a customized benchmark consisting of:

. 80% T-Bills and

. 20o/o BC Short-term Government/Credit lndex

To provide for the safety and liquidity of LGIP funds, the investment portfolio will be subject to the
restrictions listed below. These represent minimum investment restrictions under this formal
investment policy.

Minimum/maximum percentages for a particular issuer, investment type or liquidity constraints
may on occasion be exceeded (e.9., fluctuations in fund balances and/or settlement
issues/rollover dates). Securities need not be liquidated to realign the portfolio; however,
consideration will be given to this matter when future purchases are made. Additionally, the STO
Staff and/or the lnvestment Advisor are required to notify the State Treasurer, in writing, if the
policy breach exceeds the stated minimum/maximum and to provide an explanation of the
rationale for the deviation in policy, including the duration of time the portfolio is expected to be
misaligned with the policy guidelines. lf the policy minimum/maximum is exceeded by 10 percent
or more, approval from the State Treasurer is required. Once the State Treasurer is notified, a
determination will be made if an exception is granted for the temporary policy exemption. lf the
exemption is not granted, STO Staff will realign the portfolio to be within policy limits within 30
days. Temporary policy exceptions are limited to three months. The Treasurer may extend these
exceptions at his/her discretion. (For example, if the maximum limit is 50%, approval would be
needed at 55%.)

Liquiditv

The investment portfolio will be structured to maintain a sufficient degree of liquidity necessary to
meet reasonable redemption requests and reduce the likelihood that the investment portfolio will
have to meet redemptions by selling portfolio securities into a declining market.
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1. For the "Ultrashort Fixed lncome Sub Portfolio", a minimum of 10 percent will be

maintained in "daily liquid assets", which includes (i) cash, (ii) direct obligations of the U.S.

Government to include U.S. Treasury bills, notes, or bonds, and agencies, with maturities

of 1 year or less, (iii) demand deposits, (iv) overnight repurchase agreements, and (v)

securities that mature the following business day.

Diversification and Percentaoe Limitations:

1. Non-government Securities

lnvestments in non-government securities will not exceed the following percentages of the
total daily portfolio balance at an amortized cost:

a. Certificates of Deposit
b. Repurchase Agreements
c. Credit2' 3' 4

1Oo/o

50%
85%

2. Holdings are subject to the following limitations by issuer:

a. For prudent diversification, the portfolio shall have a minimum of 50 positions.

Further, no more than three percent of the market value of the portfolio shall be

invested in any one issuer with the following exceptions:

i. Obligations issued or guaranteed by the U.S. government, U.S. agencies,
or U.S. government-sponsored enterprises are eligible for inclusion without
limit.

b. Government-Supported securities, excluding U.S. Debt, are defined as

Supranationals, Local Authorities, sovereign debt of Organization for Economic

Cooperation and Development (OECD) governments, and equivalently rated

agencies of OECD governments.

c. lnvestment in U.S. dollar denominated issues of foreign governments and
international organizations are permitted; however, these shall not exceed 20
percent of the lesser of cost or market value of the aggregate portfolio.

d. Permissible securities also include government and government agency bonds,

GNMAs, U.S. dollar denominated Eurobonds, Yankee Bonds / CD's, and corporate
bonds subject to individual manager guidelines.

2 lncluding commercial paper, corporates, and fixed and floating rate securities
3 Corporates include Floating Rate Notes, Yankee Bonds / CD's and Pr¡vate Placements
a Rule 1444 investment-grade bonds with registration rights are considered prohibited invêstments. Cunent 1444 positions
represent legacy holdings that were purchased prior to the exclusion.
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e. Prohibited securities include: mortgage bonds (including CMOs), mortgage-
backed securities, asset-backed securities, Rule 1444 investment-grade bonds
with registration rights, financial futures, fonruard foreign exchange contracts,
currency futures, derivatives, and all security types outlined in Secfion M. Excluded
Investments.

lnvestment Maturitv

1. Maximum Final Maturity

The maximum final maturity of any security will not exceed two years.

a. Up to 100 percent of portfolio invested in securities with maturities of one-day to
28 days.

b. Up to 50 percent of the portfolio may be invested in securities with maturities of 29
days to twelve months.

c. Up to 10 percent of the portfolio may be invested in securities with maturities
greater than 12 months and less than or equal to two years.

Repurchase Aqreements

Repurchase agreements will be subject to the following additional restrictions:

1. Transactions will be conducted only with primary dealers, the Federal Reserve Bank of
New York, the State's bank of record, or master custodial bank, and under the terms of a
written master repurchase agreement; and

2. The maximum term of repurchase agreements will be 30 days.

Securities utilized in repurchase agreements will be subject to the following additional restrictions:

1 . Securities utilized in a repurchase agreement with a maturity date longer than seven days
will be priced daily;

2. The market value, plus accrued income, of treasury and agency securities utilized in
repurchase agreements will be at least 102 percent of the value of the repurchase
agreement plus accrued income; and

3. Only securities authorized in the statute for the investment of public funds will be utilized
in repurchase agreements as described in Secfion O. SIO lnvestment Management Staff
I nvestme nt Practices, 5. Repurch ase Agree me nts.
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Commercial Paper

Commercial paper will be subjected to the following additional restrictions:

1. Commercial paper must be rated at the time of purchase in either of the two highest short-

term rating categories (e.9. A-1/P-1|F1, A-21P-21F2) by at least two nationally recognized

statistical rating organizations (NRSROs). Ratings may be tier 1 or tier 2 "across the
board" but may also be split rated paper (e.9. A-1/P-2 or A-2|P-21F1).

2. Eligible paper is further limited to issuing corporations that have a total commercial paper
program size in excess of $250,000,000.

3. Commercial paper must be issued by a corporation organized and/or operating in the

United States or by a depository institution licensed by the United States or any state and

operating in the United States. Commercial Paper of foreign companies must be U.S.

Dollar denominated.

4. No more than 20 percent of commercial paper holdings may be placed in second-tier
securities (e.9. A2lP2, A2lP2lF2), which shall mean any security that is rated by at least

two NRSROs as tier 2 and does not have any tier 3 ratings.

5. Commercial paper backed by a direct letter of credit from a financial institution must have

a long-term credit rating at the time of purchase in one of the three highest rating

categories (within which there may be subcategories or gradations indicating relative

standing) by at least two NRSROS.

6. Commercial paper holdings may not have maturities exceeding 180 days.

7. Approved commercial paper programs should provide some diversification by industry.

Purchases of commercial paper in industry sectors subject to undue risk and illiquidity

should be avoided.

8. No more than three (3) percent of total par value of the total portfolio may be in one issuer

There may be deviations to the policy maximum due to settlement issues.

Commercial paper may be purchased directly from the issuers
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Po rtfol io C h a racteri stics :

Qualitv

The total portfolio's weighted average credit rating will be A3/A- or better as rated by Moody's,
Standard & Poor's (S&P), and/or Fitch.

1. Rated Securities: The portfolio shall be 100 percent comprised of investment-grade, fixed-
income securities as defined by at least two of the Nationally Recognized Statistical Rating
Organizations (NRSRO).

2. Unrated Securities: Securities not covered by the standards in (1) above are not
permissible investments.

3. Downgraded Securities: Securities which fall below the stated minimum credit
requirements subsequent to initial purchase may be held at the STO Staff/lnvestment
Advisor's discretion. All downgraded securities below the minimum credit requirement
held in the portfolio must be reported to the Treasurer on at least a monthly basis.

Duration Exposure

The effective duration of portfolio security holdings should be within t30 percent of the customized
benchmark.

Maturitv

The effective duration of the LGIP portfolio will be t30 percent of the customized benchmark

Ad m i n i strative Rese rue Ac cou nt:

A prorated portion of the LGIP's total assets have been designated to be held in reserve to
i) cover the administrative expenses associated with the management of the portfolio and
ii) serve as a contingency reserve for losses.

The administrative fee, currently five basis points and established by the Proviso 98.4, is set by
the Division Director with the approval of the State Treasurer. This fee may change upon
recommendation by the Division Director to the State Treasurer.
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lndividual Accounts:

From time to time the STO may also be engaged to create participant specific portfolios. ln these

instances, the assets are segregated into a separate account and managed to unique guidelines

agreed upon by the STO and the local government or political subdivision.
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2. State General Fund (General Deposit Portfolio)

Overview:

This policy applies to all money that comprises the State General Fund, the purpose of which is
to finance the ordinary operations of the State and to finance those operations not provided for in
other funds. lt also applies to money deposited in special revenue funds, debt service funds,
proprietary fund types, fiduciary fund types, and capital projects funds. All funds are reported in
the State's Comprehensive Annual Financial Report (CAFR), which is audited annually by an
independent accounting firm.

Section 6-6-10, Section 12-45-220 and Section 11-1-60 of the 1976 Code of Laws of South
Carolina authorize the State Treasurerto receive, keep and invest all money of the State of South
Carolina, which is not expressly required by law to be received and kept by another party.

The State General Fund's investment objectives are: 1) preservation of capital, 2) maintaining
adequate liquidity to meet cash flow needs, 3) attaining a competitive interest rate in relation to
prevailing budgetary and economic environments while taking into account the State's investment
risk constraints and cash flow characteristics of the portfolio, and 4) legality, where the State
Treasurer will invest the State's excess funds only within the legal guidelines set forth by the laws
of the State. Any investment alternative outside these guidelines is not permissible.

The STO may appoint an investment advisor to aid in the management of the State General
Fund's assets. These assets will be managed in conformity with the objectives and guidelines
delineated below and in accordance with a formal contract with the STO.

The State General Fund will conceptually be segmented into three separate components
(Ultrashort Fixed lncome sub-portfolio, ShorUlntermediate Residualsub-portfolio, and Long-term
Residual sub-portfolio) where the assets are segregated by the time horizon of each portfolio's
respective liabilities as outlined under Section J. Broad Qbjectives.

The percentage allocations of the sub-portfolios within the State General Fund are as follows.

For the purposes of this policy, the following definitions shall apply to the State General Fund

Ultrashort Fixed lncome: Cash Deposits, Repurchase Agreements, CDs,
Commercial Paper, and direct U.S. Treasuries (notes and bonds) with similar
maturity characteristics.

a

Ultrashort Fixed lncome 35 - 70o/o

ShorUlntermediate Residual 30 - 650/o

Long-term Residual 0-10%

Sub-portfolios Allocation
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ShorVlntermediate Residual: Securities with a matu rity of five years or less (see the
section titled "lnvestment Maturity" for the State General Fund for clarification).

Lonq-term Residual: Securities with a maturity of greater than five years (see the

section titled "lnvestment Maturity" for the State General Fund for clarification).

Performance Objective and Benchmark:

The STO Staff, andior any investment advisor(s) engaged by the STO, will manage an active
portfolio for the STO that will utilize investment grade fixed income securities with a shorter
duration portfolio positioning than the broad fixed income market. The State General Fund will

be structured with the objective of attaining a market rate of return throughout budgetary and

economic cycles, commensurate with the investment risk parameters and the cash flow
characteristics of the portfolio.

Given this orientation, the goal of the State General Fund portfolio is to provide superior
performance as compared to a customized benchmark consisting of:

. 50% T-Bills,
r 30% BC 1-3 Year GovernmenVCredit, and
e 20o/o BC lntermediate Aggregate lndex.

To provide for the safety and liquidity of the State General Fund, the investment portfolio will be

subject to the restrictions listed below. These represent minimum investment restrictions under
this formal investment policy.

Minimum/maximum percentages for a particular issuer, investment type or liquidity constraints
may on occasion be exceeded (e.9., fluctuations in fund balances and/or settlement
issues/rollover dates). Securities need not be liquidated to realign the portfolio; however,

consideration will be given to this matter when future purchases are made. Additionally, the STO

Staff andior the lnvestment Advisor are required to notify the State Treasurer, in writing, if the
policy breach exceeds the stated minimum/maximum and to provide an explanation of the
rationale for the deviation in policy, including the duration of time the portfolio is expected to be

misaligned with the policy guidelines. lf the policy minimum/maximum is exceeded by 10 percent

or more, approval from the State Treasurer is required. Once the State Treasurer is notified, a
determination will be made if an exception is granted for the temporary policy exemption. lf the

exemption is not granted, STO Staff will realign the portfolio to be within policy limits within 30

days. Temporary policy exceptions are limited to three months. The Treasurer may extend these
exceptions at his/her discretion. (For example, if the maximum limit is 50%, approval would be

needed at 55%.)

a

I nvestment Parameters:
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Liquiditv

The investment portfolio will be structured to maintain a sufficient degree of liquidity necessary to
meet reasonable redemption requests and reduce the likelihood that the investment portfolio will
have to meet redemptions by selling portfolio securities into a declining market.

1. For the "Ultrashort Fixed lncome Sub Portfolio", a minimum of 10 percent will be
maintained in "daily liquid assets", which includes (i) cash, (ii) direct obligations of the U.S.
Government to include U.S. Treasury bills, notes, or bonds, and agencies, with maturities
of 1 year or less, (iii) demand deposits, (iv) overnight repurchase agreements, and (v)
securities that mature the following business day.

Diversification and Percentaqe Limitations:

1. Non-government Securities

lnvestments in non-government securities will not exceed the following percentages of the
total daily portfolio balance at an amortized cost:

a. Certificates of Deposit
b. RepurchaseAgreements
c. Cred¡t5' 6' 7

10o/o

50%
70o/o

2. Holdings are subject to the following limitations by issuer:

a. For prudent diversification, the portfolio shall have a minimum of 50 positions.
Further, no more than 3 percent of the market value of the portfolio shall be
invested in any one issuer with the following exceptions:

i. Obligations issued or guaranteed by the U.S. government, U.S. agencies,
or U.S. government-sponsored enterprises are eligible for inclusion without
limit.

b. Government-Supported securities, excluding U.S. Debt, are defined as
Supranationals, Local Authorities, sovereign debt of Organization for Economic
Cooperation and Development (OECD) governments, and equivalently rated
agencies of OECD governments.

5 lncluding commercial paper, corporates, and fixed and floating rate secur¡ties
6 Corporates include Floating Rate Notes, Yankee Bonds / CD's and Private Placements
7 Rule l44A investment-grade bonds with registration rights are considered prohibited investments. Cunent '1444 positions
represent legacy holdings that were purchased prior to the exclusion.
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c. lnvestment in U.S. dollar denominated issues of foreign governments and
international organizations are permitted; however, these shall not exceed 20
percent of the lesser of cost or market value of the aggregate portfolio.

d. Permissible securities also include government and government agency bonds,
GNMAs, U.S. dollar denominated Eurobonds, Yankee Bonds / CD's, and corporate
bonds subject to individual manager guidelines.

e. Prohibited securities include: commercial mortgage bonds (including CMOs),
mortgage-backed securities, asset-backed securities, Rule 1444 investment-
grade bonds with registration rights, financial futures, forward foreign exchange
contracts, currency futures, derivatives, and all security types outlined in Secfion
M. Excluded lnvestments.

lnvestment Maturifv

1. Maximum Final Maturity

a. Up to 100 percent of the portfolio may be invested in securities with maturities of 90
days or less

b. Up to 50 percent of the portfolio may be invested in securities with maturities less
than five years

c. Up to 10 percent of the portfolio may be invested in securities with a maturity of five
years or greater

Repurchase Aqreements

Repurchase agreements will be subject to the following additional restrictions

1. Transactions will be conducted only with primary dealers, the Federal Reserve Bank of
New York, the State's bank of record or master custodial bank, and under the terms of a
written master repurchase ag reement.

2. The maximum term of repurchase agreements will be 30 days

Securities utilized in repurchase agreements will be subject to the following additional restrictions:

L Securities utilized in a repurchase agreement with a maturity date longer than seven days
will be priced daily;

2. The market value, plus accrued income, of treasury and agency securities utilized in
repurchase agreements will be 102 percent of the value of the repurchase agreement,
plus accrued income;
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3. The market value, plus accrued income, of mortgage-backed securities utilized in
repurchase agreements with more than seven days remaining until maturity will be 102
percent of the value of the repurchase agreement; and

4. Only securities authorized in the statute for the investment of public funds will be utilized
in repurchase agreements as described in Secfion O. SIO lnvestment Management Staff
I nvestme nt Practices, 5. Re pu rchase Agreements.

Commercial Paper

Commercial paper will be subjected to the following additional restrictions:

L Commercial paper must be rated at the time of purchase in either of the two highest short-
term rating categories (e.9. A-1lP-1|F1, A-2|P-21F2) by at least two nationally recognized
statistical rating organizations (NRSROS). Ratings may be tier I ortier 2 "across the board"
but may also be split rated paper (e.9. A-1/P-2 or A-2|P-21F1).

2. Eligible paper is further limited to issuing corporations that have a total commercial paper
program size in excess of $250,000,000.

3. Commercial paper must be issued by a corporation organized and/or operating in the
United States or by a depository institution licensed by the United States or any state and
operating in the United States. Commercial Paper of foreign companies must be U.S.
Dollar denominated.

4. Up to 100 percent of commercial paper holdings may be placed in second-tier securities
or better, which shall mean any security that is rated by at least two NRSROs as tier 2 and
does not have any tier 3 ratings.

5. Commercial paper backed by a direct letter of credit from a financial institution must have
a long-term credit rating at the time of purchase in one of the three highest rating
categories (within which there may be subcategories or gradations indicating relative
standing) by at least two NRSROs.

6. Commercial paper holdings may not have maturities exceeding 180 days.

7. Approved commercial paper programs should provide some diversification by industry.
Purchases of commercial paper in industry sectors subject to undue risk and illiquidity
should be avoided.

8. No more than three (3) percent of total par value of the total portfolio may be in one issuer
There may be deviations to the policy maximum due to settlement issues.

Commercial paper may be purchased directly from the issuers
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Qualitv

P o rtfo I i o C h a ra cter i sti c s :

The total portfolio's average rating will be A3/A- or better as rated by Moody's, Standard & Poor's
(S&P), and/or Fitch.

1. Rated Securities: The portfolio shall be 100 percent comprised of investment-grade, fixed-
income securities as defined by two of the Nationally Recognized Statistical Rating

Organizations (NRSRO).

2. Unrated Securities: Securities not covered by the standards in (1) above are not
permissible investments.

3. Downgraded Securities: Securities which fall below the stated minimum credit
requirements subsequent to initial purchase may be held at the STO Staff/lnvestment
Advisor's discretion. All downgraded securities below the minimum credit requirement
held in the portfolio must be reported to the Treasurer on at least a monthly basis.

Duration Exposure

The effective duration of the State General Fund will be t30 percent of the customized

benchmark.

Maturitv

The average maturity of the State General Fund will be t30 percent of the customized benchmark.

Administrative:

The administrative fee, established by the Proviso 98.4, is set by the Division Director with the
approval of the State Treasurer. This fee may change upon recommendation by the Division

Director to the State Treasurer.
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3. State Investment Pool (General Deposit Portfolio)

Overview:

This portfolio is comprised of State funds and State Agency funds. Agencies include colleges,
universities, tech schools and their affiliated organizations. These agency funds are partially
comprised of bond proceeds.

Section 6-6-10, Section 12-45-220 and Section 11-1-60 of the 1976 Code of Laws of South
Carolina authorize the State Treasurer to receive, keep and invest all money of the State of South
Carolina, which is not expressly required by law to be received and kept by another party.

The State lnvestment Pool's investment objectives are: 1) preservation of capital, 2) maintaining
adequate liquidity to meet cash flow needs, 3) attaining a competitive interest rate in relation to
prevailing budgetary and economic environments while taking into account the State's investment
risk constraints and cash flow characteristics of the portfolio, and 4) legality, where the State
Treasurer will invest the State's excess funds only within the legal guidelines set forth by the laws
of the State. Any investment alternative outside these guidelines is not permissible.

The STO may appoint an investment advisor to aid in the management of the State lnvestment
Pool's assets. These assets will be managed in conformity with the objectives and guidelines
delineated below and in accordance with a formal contract with the STO.

The State lnvestment Pool will conceptually be segmented into three separate components
Ultrashort Fixed lncome sub-portfolio, ShorUlntermediate Residual sub-portfolio, and Long-term
Residual sub-portfolio) where the assets are segregated by the time horizon of each portfolio's
respective liabilities as outlined under Secfion J. Broad Objectives.

The percentage allocations of the sub-portfolios within State lnvestment Pool are as follows

For the purposes of this policy, the following definitions shall apply to the State lnvestment Pool

Ultrashort Fixed lncome: Cash Deposits, Repurchase Agreements, CDs, Commercial
Paper, and direct U.S. Treasuries (notes and bonds) with similar maturity characteristics.
ShorUlntermediate Residual: Securities with a maturity of five years or less (see the
section titled "lnvestment Maturity" for the State lnvestment Poolfor clarification).
Lonq-term Residual: Securities with a maturity of greater than five years (see the section
titled "lnvestment Maturity" for the State lnvestment Poolfor clarification).

a

a

a

Ultrashort Fixed lncome 10 - 30%
ShorUlntermediate Residual 25 -g0o/o

Long-term Residual 0 -20%

Sub-portfolios Allocation
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Pertormance Objective and Benchmark:

The STO Staff, and/or any investment adviso(s) engaged by the STO, will manage an active
portfolio for the STO that will utilize investment grade fixed income securities with a shorter
duration portfolio positioning than the broad fixed income market. The State lnvestment Poolwill
be structured with the objective of attaining a market rate of return throughout budgetary and
economic cycles, commensurate with the investment risk parameters and the cash flow
characteristics of the portfolio.

Given this orientation, the goal of the State lnvestment Pool portfolio is to provide superior
performance as compared to a customized benchmark consisting of:

. 40o/o T-Bills,

. 30o/o BC 1-3 Year GovernmenVCredit lndex, and
¡ 30% BC lntermediate Aggregate lndex.

I nvestment Parameters:

To provide for the safety and liquidity of the State lnvestment Pool, the investment portfolio will

be subjectto the restrictions listed below. These represent minimum investment restrictions under
this formal investment policy.

Minimumimaximum percentages for a particular issuer, investment type or liquidity constraints
may on occasion be exceeded (e.9., due to fluctuations in fund balances and/or settlement
issues/rollover dates). Securities need not be liquidated to realign the portfolio; however,
consideration will be given to this matter when future purchases are made. Additionally, the STO
Staff and/or the lnvestment Advisor are required to notify the State Treasurer, in writing, if the
policy breach exceeds the stated minimum/maximum and to provide an explanation of the
rationale for the deviation in policy, including the duration of time the portfolio is expected to be

misaligned with the policy guidelines. lf the policy minimum/maximum is exceeded by l0 percent

or more, approval from the State Treasurer is required. Once the State Treasurer is notified, a
determination will be made if an exception is granted for the temporary policy exemption. lf the
exemption is not granted, STO Staff will realign the portfolio to be within policy limits within 30

days. Temporary policy exceptions are limited to three months, although the Treasurer can extend
these exceptions at his/her discretion. (For example, if the maximum limit is 50%, approval would

be needed at 55%.)

Liquiditv

The investment portfolio will be structured to maintain a sufficient degree of liquidity necessary to
meet reasonable redemption requests and reduce the likelihood that the investment portfolio will
have to meet redemptions by selling portfolio securities into a declining market.
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1. For the "Ultrashort Fixed lncome Sub Portfolio", a minimum of 10 percent will be
maintained in "daily liquid assets", which includes (i)cash, (ii) direct obligations of the U.S.
Government to include U.S. Treasury bills, notes, or bonds, and agencies, with maturities
of I year or less, (iii) demand deposits, (iv) overnight repurchase agreements, and (v)
securities that mature the following business day.

Diversification and Percentaqe Limitations:

1. Non-government Securities

lnvestments in non-government securities will not exceed the following percentages of the
total daily portfolio balance at an amortized cost:

a. Certificates of Deposit
b. RepurchaseAgreements
c. Credits, e, 10

10o/o

50o/o

70%

2. Holdings are subject to the following limitations by issuer:

a. For prudent diversification, the portfolio shall have a minimum of 50 positions.
Further, no more than three percent of the market value of the portfolio shall be
invested in any one issuer with the following exceptions:

i. Obligations issued or guaranteed by the U.S. government, U.S. agencies,
or U.S. government-sponsored enterprises are eligible for inclusion without
limit.

b. Government-Supported securities, excluding U.S. Debt, are defined as
Supranationals, Local Authorities, sovereign debt of Organization for Economic
Cooperation and Development (OECD) governments, and equivalently rated
agencies of OECD governments.

c. lnvestment in U.S. dollar denominated issues of foreign governments and
international organizations are permitted; however, these shall not exceed 20
percent of the lesser of cost or market value of the aggregate portfolio.

d. Permissible securities also include government and government agency bonds,
GNMAs, U.S. dollar denominated Eurobonds, Yankee Bonds / CD's, and corporate
bonds subject to individual manager guidelines.

e Prohibited securities include: commercial mortgage bonds (including CMOs),

I lncluding commercial paper, corporates, and fixed and floating rate securities
e Corporates include Floating Rate Notes, Yankee Bonds / CD's and Private Placements
10 Rule 144,{ investment-grade bonds with registration r¡ghts are considered prohibited investments. Cunent 144A positions
represent legacy holdings thatwere purchased priorto the exclusion.
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mortgage-backed securities, asset-backed securities, Rule 1444 investment-
grade bonds with registration rights, financial futures, forward foreign exchange

contracts, currency futures, derivatives, and all security types outlined in Secfion

M. Excluded lnvestments.

lnvestment Maturitv

1. Maximum Final Maturity

a. Up to 100 percent of the portfolio may be invested in securities with maturities of 90

days or less
b. Up to 90 percent of the portfolio may be invested in securities with maturities less

than five years

c. Up to 20 percent of the portfolio may be invested in securities with a maturity of five
years or greater

Repurchase Aqreements

Repurchase agreements will be subject to the following additional restrictions:

1. Transactions will be conducted only with primary dealers, the Federal Reserve Bank of
New York, the State's bank of record, or master custodial bank, and under the terms of a

written master repurchase agreement; and

2. The maximum term of repurchase agreements will be 30 days.

Securities utilized in repurchase agreements will be subject to the following additional restrictions:

1. Securities utilized in a repurchase agreement with a maturity date longerthan seven days

will be priced daily;

2. The market value, plus accrued income, of treasury and agency securities utilized in

repurchase agreements will be 102 percent of the value of the repurchase agreement,
plus accrued income;

3. The market value, plus accrued income, of mortgage-backed securities utilized in

repurchase agreements with more than seven days remaining until maturity will be 102

percent of the value of the repurchase agreement; and

4. Only securities authorized in the statute for the investment of public funds will be utilized

in repurchase agreements as described in Secfion O. SIO lnvestment Management Staff
lnvestment Practices, 5. Repurchase Agreements.
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Commercial Paper

Commercial paper will be subjected to the following additional restrictions

1. Commercial paper must be rated at the time of purchase in either of the two highest short-
term rating categories (e.9. A-llP-1|F1, A-2|P-21F2) by at least two nationally recognized
statistical rating organizations (NRSROs). Ratings may be tier 1 or tier 2 "across the board"
but may also be split rated paper (e.9. A-1/P-2 or A-21P-21F1).

2. Eligible paper is further limited to issuing corporations that have a total commercial paper
program size in excess of $250,000,000.

3. Commercial paper must be issued by a corporation organized and/or operating in the
United States or by a depository institution licensed by the United States or any state and
operating in the United States. Commercial Paper of foreign companies must be U.S.
Dollar denominated.

4. Up to 100 percent of commercial paper holdings may be placed in second-tier securities
or better, which shall mean any security that is rated by at least two NRSROs as tier 2 and
does not have any tier 3 ratings.

5. Commercial paper backed by a direct letter of credit from a financial institution must have
a long-term credit rating at the time of purchase in one or the three highest rating
categories (within which there may be subcategories or gradations indicating relative
standing) by at least two NRSROs.

6. Commercial paper holdings may not have maturities exceeding 180 days.

7. Approved commercial paper programs should provide some diversification by industry.
Purchases of commercial paper in industry sectors subject to undue risk and illiquidity
should be avoided.

8. No more than three (3) percent of total par value of the total portfolio may be in one issuer
There may be deviations to the policy maximum due to settlement issues.

Commercial paper may be purchased directly from the issuers
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Po rtfo I io C h a racteri stics :

Qualitv

The total portfolio's average rating will be A3/A- or better as rated by Moody's, Standard & Poor's
(S&P), and/or Fitch.

1. Rated Securities: The portfolio shall be 100 percent comprised of investment-grade, fixed-
income securities as defined by at least two of the Nationally Recognized Statistical Rating

Organizations ( NRS RO).

2. Unrated Securities: Securities not covered by the standards in (1) above are not
permissible investments.

3. Downgraded Securities: Securities which fall below the stated minimum credit
requirements subsequent to initial purchase may be held at the STO Staff/lnvestment
Advisor's discretion. All downgraded securities below the minimum credit requirement

held in the portfolio must be reported to the Treasurer on at least a monthly basis.

Duration Exposure

The effective duration of the State lnvestment Pool will be within t30 percent of the customized

benchmark.

Maturitv

The average maturity of the State lnvestment Pool will be within t30 percent of the customized

benchmark.

Administrative:

The administrative fee, established by the Proviso 98.4, is set by the Division Director with the

approval of the State Treasurer. This fee may change upon recommendation by the Division

Director to the State Treasurer.
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4. Insurance Reserve Fund (General Deposit Portfolio)

Overview:

The purpose of the South Carolina lnsurance Reserve Fund is to provide property and liability
insurance products to governmental entities in South Carolina. Governmental entities include
state agencies, counties, municipalities, school districts, regional transportation authorities,
special purpose districts and governmental and eleemosynary hospitals.

The lnsurance Reserve Fund is an Office of the South Carolina State Fiscal Accountability
Authority and reports to the five-member board through the Division of lnsurance and Grants
Services and the Office of the Executive Director. The State Fiscal Accountability Authority is
authorized and required to provide insurance to governmental entities by a number of statutes.
Those statutes are:

Sect¡on 1-11-140 Authority to provide tort liability insurance to governmental
entities, their employees, and charitable medical facilities

Authority to insure public buildings and contentsSection 10-7-10
through L0-7-40

Section 10-7-120

Section 10-7-130

Section 15-78-10
through 15-78-150

Section 59-67-7L0 /
59-67-790

Section 59-67-790

Section L-LI-L47

Section tl-9-75
Sect¡on 38-13-190

Authority to purchase reinsurance

Authority to hold monies paid as premiums for the purpose of
paying Insured losses

S.C. Governmental Tort Claims Act. Authority to provide liability
insurance

Authority to insure school buses and pupils transported by school
bus

Pupil Injury Fund

Automobile Liability Reinsurance

Debt Collection Procedures

Requ¡res South Carolina Insurance Department audits of Insurance
Reserve Fund finances

The lnsurance Reserve Fund functions as a governmental insurance operation with the mission
to provide insurance specifically designed to meet the needs of governmental entities at the
lowest possible cost. The lnsurance Reserve Fund operates like an insurance company by issuing
polic¡es, collecting premiums (based on actuarially calculated rates), and paying claims from the
accumulated premiums in accordance with the terms and conditions of the insurance policies it
has issued. The lnsurance Reserve Fund uses its consulting actuaries in determining rates, IBNR
reserves, adequacy of loss reserves, and adequacy of policyholder's equity in making
management recommendations to the State FiscalAccountability Authority regarding the financial
management of the Fund. The lnsurance Reserve Fund is a revenue agency and does not receive
any appropriation from the General Fund.

The lnsurance Reserve Fund files a National Association of lnsurance Commissioners (NAIC)
Annual Statement with the South Carolina Department of lnsurance, as required by law, reflecting
the annualfinancial status of its insurance operation. Also, the lnsurance Reserve Fund is audited
by the South Carolina Department of lnsurance every three years, or more often as needed,
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pursuant to Section 38-13-190 of the South Carolina Code of Laws. The South Carolina Fiscal
Accountability Authority and the lnsurance Reserve Fund are also audited annually by an
independent CPA firm.

All premiums received by the lnsurance Reserve Fund are deposited with the Office of the State
Treasurer where the funds are maintained as the lnsurance Reserve Fund Trust Account. By
statutory requirement, these funds are to be used to pay claims and operating expenses of the
lnsurance Reserve Fund. The Office of the State Treasurer is responsible for investing these
funds.

The lnsurance Reserve Fund uses no agents, brokers, or advertising, and does not actively solicit
accounts. The lack of a profit motive and the lack of acquisition expenses such as agents'
commissions, along with the use of the investment income in rate determination allows the
lnsurance Reserve Fund to maintain the lowest possible rate structure. Not all governmental

entities elect to purchase their insurance through the lnsurance Reserve Fund. The South
Carolina Tort Claims Act allows political subdivisions of the State access to other mechanisms to
meet their insurance needs at their discretion. Some entities participate in other self-insurance
pools, some purchase commercial insurance, and some elect to self-insure their insurance
exposures.

The lnsurance Reserve Fund offers the following lines of insurance

Liability Insurance:

Property Insurance

Automobile Liability
School Bus Liability
General Tort Liability
Medical Professional Liability

"All Risk" Coverage on Buildings and Contents
Builders'Risk
Data Processing Equipment and Media
Inland Marine
Business Interruption and Extra Expense

Because South Carolina has significant hurricane and earthquake exposures, all lnsurance
Reserve Fund property insurance policies include coverage for wind, flood, and earthquakes. All
lnsurance Reserve Fund liability policies are designed to meet the needs of governmental entities
and to comply with applicable statutes.

The South Carolina lnsurance Reserve Fund also provides risk management services such as
driver improvement training, real property appraisals, boiler and machinery inspections, and
property engineering inspections for its participants.

The investment objectives of the lnsurance Reserve Fund are, as a priority, to accumulate and
preserve assets from ongoing premiums received in order to meet all claim payments and
operating expenses of the lnsurance Reserve Fund. Secondarily, the lnsurance Reserve Fund

seeks growth of assets using a diversified portfolio of fixed-income investments, as allowed under
S.C. Code of Laws S 11-9-660, that emphasizes current income and capital appreciation, while
minimizing risk when possible.
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The STO may appoint an investment advisor to aid in the management of the lnsurance Reserve
Fund assets. These assets will be managed in conformity with the objectives and guidelines
delineated below and in accordance with a formal contract with the STO.

The lnsurance Reserve Fund will conceptually be segmented into three separate components
(Ultrashort Fixed lncome sub-portfolio, ShorVlntermediate Residual sub-portfolio, and Long-term
Residual sub-portfolio) where the assets are segregated by the time horizon of each portfolio's
respective liabilities as outlined under Section J. Broad Objectives.

The percentage allocations of the sub-portfolios within the lnsurance Reserve Fund are as
follows.

Forthe purposes of this policy, the following definitions shall apply to the lnsurance Reserve Fund

Ultrashort Fixed lncome: Cash Deposits, Repurchase Agreements, CDs, Commercial
Paper, and direct U.S. Treasuries (notes and bonds) with similar maturity characteristics.
ShorVlntermediate Residual: Securities with a maturity of five years or less (see the
sect¡on titled "lnvestment Maturity" for the lnsurance Reserve Fund for clarification).
Lonq-term Residual: Securities with a maturity of greater than five years (see the section
titled "lnvestment Maturity" for the lnsurance Reserve Fund for clarification).

Petfo rm a nce O bj ective a n d Be nc h m ark :

The STO Staff, and/or any investment advisor(s) engaged by the STO, will manage an active
portfolio for the STO that will utilize investment grade fixed income securities. The lnsurance
Reserve Fund will be structured with the objective of attaining a market rate of return throughout
budgetary and economic cycles, commensurate with the investment risk parameters and the cash
flow characteristics of the portfolio.

Given this orientation, the goal of the lnsurance Reserve Fund is to provide superior performance
as compared to a customized benchmark consisting of:

o 20o/o T-Bills and
. 80o/oo/o BC Aggregate lndex.

a

o

a

Ultrashort Fixed lncome 0 -25%
ShorUlnterm ediate Residual 20 - 80o/o

Long-term Residual 0-50%

Sub-portfolios Allocation
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I nvestment Parameters:

To protect capital and meet benefit and expense obligations when due, the lnsurance Reserve
Fund will be subject to the restrictions listed below. These represent minimum investment
restrictions under this formal investment policy.

Minimum/maximum percentages for a particular issuer, investment type or liquidity constraints
may on occasion be exceeded (e.9., fluctuations in fund balances andior settlement
issues/rollover dates). Securities need not be liquidated to realign the portfolio; however,
consideration will be given to this matter when future purchases are made. Additionally, the STO
Staff and/or the lnvestment Advisor are required to notify the State Treasurer, in writing, if the
policy breach exceeds the stated minimumimaximum and to provide an explanation of the
rationale for the deviation in policy, including the duration of time the portfolio is expected to be

misaligned with the policy guidelines. lf the policy minimumimaximum is exceeded by 10 percent

or more, approval from the State Treasurer is required. Once the State Treasurer is notified, a
determination will be made if an exception is granted for the temporary policy exemption. lf the
exemption is not granted, STO Staff will realign the portfolio to be within policy limits within 30
days. Temporary policy exceptions are limited to three months. The Treasurer can extend these
exceptions at his/her discretion. (For example, if the maximum limit is 50%, approval would be

needed at 55%.)

Liquiditv

The investment portfolio will be structured to maintain a sufficient degree of liquidity necessary to
meet reasonable redemption requests and reduce the likelihood that the investment portfolio will
have to meet redemptions by selling portfolio securities into a declining market.

1 . A minimum of 10 percent of the portfolio will be maintained in "monthly liquid assets" -
and includes (i) cash, (ii) direct obligations of the U.S. Government, to include U.S.

Treasury bills, notes, or bonds, and agencies, with maturities of 1 year or less, (iii)

commercial paper, and (iv) securities that will mature or have a demand feature
exercisable and payable to meet immediate cash flow needs.

Diversification and Percentaqe Limitations:

1. Non-government Securities

lnvestments in non-government securities will not exceed the following percentages of the
total daily portfolio balance at an amortized cost:

a. Certificates of Deposit
b. RepurchaseAgreements

10%
50%
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c. Creditlr, 12,13 75o/o

2. Holdings are subject to the following limitations by issuer:

a. For prudent diversification, the portfolio shall have a minimum of 50 positions.
Further, no more than three percent of the market value of the portfolio shall be
invested in any one issuer with the following exceptions:

i. Obligations issued or guaranteed by the U.S. government, U.S. agencies,
or U.S. government-sponsored enterprises are eligible for inclusion without
limit.

b. Government-Supported securities, excluding U.S. Debt, are defined as
Supranationals, Local Authorities, sovereign debt of Organization for Economic
Cooperation and Development (OECD) governments, and equivalently rated
agencies of OECD governments.

c. lnvestment in U.S. dollar denominated issues of foreign governments and
international organizations are permitted; however, these shall not exceed 20
percent of the lesser of cost or market value of the aggregate portfolio.

d. Permissible securities also include government and government agency bonds,
GNMAs, U.S. dollar denominated Eurobonds, Yankee Bonds / CD's, and corporate
bonds subject to individual manager guidelines.

e. Prohibited securities include: commercial mortgage bonds (including CMOs),
mortgage-backed securities, asset-backed securities, Rule 1444 investment-
grade bonds with registration rights, financial futures, fonruard foreign exchange
contracts, currency futures, derivatives, and all security types outlined in Secfion
M. Excluded lnvestments.

1r lncluding commercial paper, corporates, and fixed and floating rate securities
12 Corporates include Floating Rate Notes, Yankee Bonds / CD's and Private Placements
13 Rule 144A investment-grade bonds w¡th regishation rights are prohibited investments. Current 1444 positions represent legacy
holdings that were purchased prior to the exclusion.
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lnvestment Maturitv

1. Securities covering the full range of available maturities are acceptable as long as the

maturities are within the maturity bands provided for the sub portfolios' allocations.

Reourchase Aoreements

Repurchase agreements will be subject to the following additional restrictions

L Transactions will be conducted only with primary dealers, the Federal Reserve Bank of
New York, the State's bank of record, or master custodial bank, and under the terms of a

written master repurchase agreement;

2. The maximum term of repurchase agreements will be 30 days.

Securities utilized in repurchase agreements will be subject to the following additional restrictions:

1. Securities utilized in a repurchase agreement with a maturity date longer than seven days

will be priced daily;

2. The market value, plus accrued income, of treasury and agency securities utilized in

repurchase agreements will be 102 percent of the value of the repurchase agreement,
plus accrued income;

3. The market value, plus accrued income, of mortgage-backed securities utilized in

repurchase agreements with more than seven days remaining until maturity will be 102

percent of the value of the repurchase agreement; and

4Only securities authorized in the statute for the investment of public funds will be utilized in

repurchase agreements as described in Secfion O. SIO lnvestment Management Staff

I nve stment Practices, 5. Repurchase Agreeme nts.

Commercial Paoer

Commercial paper will be subjected to the following additional restrictions

1. Commercial paper must be rated at the time of purchase in either of the two highest short-
term rating categories (e.9. A-1iP-1|F1, A-2|P-21F2) by at least two nationally recognized

statistical rating organizations (NRSROs). Ratings may be tier 1 or tier 2 "across the board"

but may also be split rated paper (e.9. A-1/P-2 or A-2|P-21F1).

2. Eligible paper is further limited to issuing corporations that have a total commercial paper

program size in excess of $250,000,000.
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3. Commercial paper must be issued by a corporation organized and/or operating in the
United States or by a depository institution licensed by the United States or any state and
operating in the United States. Commercial Paper of foreign companies must be U.S.
Dollar denominated.

4. Up to 100 percent of commercial paper holdings may be placed in second-tier securities
or better, which shall mean any security that is rated by at least two NRSROs as tier 2 and
does not have any tier 3 ratings.

5. Commercial paper backed by a direct letter of credit from a financial institution must have
a long{erm credit rating at the time of purchase in one or the three highest rating
categories (within which there may be subcategories or gradations indicating relative
standing) by at least two NRSROs.

6. Commercial paper holdings may not have maturities exceeding 180 days

7. Approved commercial paper programs should provide some diversification by industry.
Purchases of commercial paper in industry sectors subject to undue risk and illiquidity
should be avoided.

8. No more than three (3) percent of total par value of the total portfolio may be in one issuer
There may be deviations to the policy maximum due to settlement issues.

Commercial paper may be purchased directly from the issuers

Portfo I i o C h a racteri sti c s :

Qualitv

The total portfolio's average rating will be A3/A- or better as rated by Moody's, Standard & Poor's
(S&P), and/or Fitch.

L Rated Securities:The portfolio shall be 100 percent comprised of investment-grade, fixed-
income securities as defined by at least two of the Nationally Recognized Statistical Rating
Organizations (NRSRO).

2. Unrated Securities: Securities not covered by the standards in (1) above are not
permissible investments.

3. Downgraded Securities: Securities which fall below the stated minimum credit
requirements subsequent to initial purchase may be held at the STO Staff/lnvestment
Advisor's discretion. All downgraded securities below the minimum credit requirement
held in the portfolio must be reported to the Treasurer on at least a monthly basis.
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Duration Exoosure

The effective duration of the lnsurance Reserve Fund Trust will be within + 30 percent of the BC
Aggregate lndex.

Maturitv

The average maturity of the lnsurance Reserve Fund Trust will be within t 30 percent of the BC

Aggregate lndex.

Administrative:

The administrative fee, established by the Proviso 98.4, is set by the Division Director with the
approval of the State Treasurer. This fee may change upon recommendation by the Division
Director to the State Treasurer.
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5. Long Term Pool (General Deposit Portfolio)

Overuiew:

Participants in this portfolio include trusts, endowments and scholarships. Beneficiaries may be
the State, an Agency or an educational entity.

Section 6-6-10, Section 12-45-220 and Section 11-1-60 of the 1976 Code of Laws of South
Carolina authorize the State Treasurer to receive, keep and invest all money of the State of South
Carolina, which is not expressly required by law to be received and kept by another party.

The Long Term Pool's investment objectives are: 1) preservation of capital, 2) maintaining
adequate liquidity to meet cash flow needs, 3) attaining a competitive interest rate in relation to
prevailing budgetary and economic environments, while taking into account the State's
investment risk constraints, the cash flow characteristics of the portfolio, and 4) legality, where
the State Treasurer will invest the State's excess funds only within the legal guidelines set forth
by the laws of the State. Any investment alternative outside these guidelines is not permissible.

The STO may appoint an investment advisor to aid in the management of the Long Term Pool's
assets. These assets will be managed in conformity with the objectives and guidelines delineated
below and in accordance with a formal contract with the STO.

The Long Term Poolwill conceptually be segmented into three separate components (Ultrashort
Fixed lncome sub-portfolio, ShorVlntermediate Residual sub-portfolio, and Long-term Residual
sub-portfolio) where the assets are segregated by the time horizon of each portfolio's respective
liabilities as outlined under Secfion J. Broad Objectives.

The percentage allocations of the sub-portfolios within the Long Term Pool are as follows.

For the purposes of this policy, the following definitions shall apply to the Long Term Pool:

Ultrashort Fixed lncome: Cash Deposits, Repurchase Agreements, CDs, Commercial
Paper, and direct U.S. Treasuries (notes and bonds) with similar maturity characteristics.
ShorUlntermediate Residual: Securities with a maturity of five years or less (see the
sect¡on titled "lnvestment Maturity" for the Long Term Poolfor clarification).
Lonq-term Residual: Securities with a maturity of greater than five years. (See the section
titled "lnvestment Maturity" for the Long Term Poolfor clarification).

a

a

Ultrashort Fixed lncome 0 - 25o/o

ShorUlntermediate Residual 20 -80%
Long-term Residual 0-55%

Sub-portfolios Allocation
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Pertormance Objective and Benchmark:

The STO Staff, and/or investment advisor(s) engaged by the STO, will manage an active portfolio

for the STO that will utilize investment grade fixed income securities. The Long Term Pool will be

structured with the objective of attaining a market rate of return throughout budgetary and

economic cycles, commensurate with the investment risk parameters and the cash flow
characteristics of the portfolio.

Given this orientation, the goal of the Long Term Pool is to provide superior performance as

compared to a customized benchmark consisting of:

. 20o/o T-Bills and

. 80%BC Aggregate lndex.

I nvestment Parameters:

To provide for the safety and liquidity of the Long Term Pool, the investment portfolio will be

subject to the restrictions listed below. These represent minimum investment restrictions under

this formal investment policy.

Minimum/maximum percentages for a particular issuer, investment type or liquidity constraints
may on occasion be exceeded (e.9., due to fluctuations in fund balances and/or settlement
issues/rollover dollars). Securities need not be liquidated to realign the portfolio; however,

consideration will be given to this matter when future purchases are made. Additionally, the STO

Staff and/or the lnvestment Advisor are required to notify the State Treasurer, in writing, if the
policy breach exceeds the stated minimum/maximum and to provide an explanation of the

rationale for the deviation in policy, including the duration of time the portfolio is expected to be

misaligned with the policy guidelines. lf the policy minimum/maximum is exceeded by 10 percent

or more, approval from the State Treasurer is required. Once the State Treasurer is notified, a

determination will be made if an exception is granted for the temporary policy exemption. lf the

exemption is not granted, STO Staff will realign the portfolio to be within policy limits within 30

days. Temporary policy exceptions are limited to three months. The Treasurer can extend these

exceptions at his/her discretion. (For example, if the maximum limit is 50%, approval would be

needed at 55%.)

Liquiditv

The investment portfolio will be structured to maintain a sufficient degree of liquidity necessary to

meet reasonable redemption requests and reduce the likelihood that the investment portfolio will

have to meet redemptions by selling portfolio securities into a declining market.

1. A minimum of 10 percent will be maintained in "monthly liquid assets", which includes (i)

cash, (ii) direct obligations of the U.S. Government, to include U.S. Treasury bills, notes,
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or bonds, and agencies, with maturities of 1 year or less, (iii) commercial paper, and (iv)
securities that will mature or have a demand feature exercisable and payable to meet
immediate cash flow needs.

Diversification and Percentaqe Limitations:

1. Non-government Securities

lnvestments in non-government securities will not exceed the following percentages of the
total daily portfolio balance at an amortized cost:

a.

b.

c.

Certificates of Deposit
Repurchase Agreements
çr"6¡1tn, ts, t6

10o/o

50%
75%

2. Holdings are subject to the following limitations by issuer:

For prudent diversification, the portfolio shall have a minimum of 50 positions.
Further, no more than three percent of the market value of the portfolio shall be
invested in any one issuer with the following exceptions:

i. Obligations issued or guaranteed by the U.S. government, U.S. agencies,
or U.S. government-sponsored enterprises are eligible for inclusion without
limit.

b. Government-Supported securities, excluding U.S. Debt, are defined as
Supranationals, Local Authorities, sovereign debt of Organization for Economic
Cooperation and Development (OECD) governments, and equivalently rated
agencies of OECD governments.

c. lnvestment in U.S. dollar denominated issues of foreign governments and
international organizations are permitted; however, these shall not exceed 20
percent of the lesser of cost or market value of the aggregate portfolio.

d. Permissible securities also include government and government agency bonds,
GNMAs, U.S. dollar denominated Eurobonds, Yankee Bonds / CD's, and corporate
bonds subject to individual manager guidelines.

1a lncluding commercial paper, corporates, and fixed and floating rate securities
lsCorporates include Floating Rate Notes, Yankee Bonds / CD's and Private Placements
16 Rule 144A investment-grade bonds with registration rights are considered prohibited investments. Cunent l44A positions
represent legacy holdings that were purchased prior to the exclusion.

a
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e. Prohibited securities include: commercial mortgage bonds (including CMOs),
mortgage-backed securities, asset-backed securities, Rule 1444 investment-
grade bonds with registration rights, financial futures, forward foreign exchange
contracts, currency futures, derivatives, and all security types outlined in Secfion
M. Excluded lnvestments.

lnvestment Maturitv

1. Securities covering the full range of available maturities are acceptable.

Repurchase Aqreements

Repurchase agreements will be subject to the following additional restrictions:

1. Transactions will be conducted only with primary dealers, the Federal Reserve Bank of
New York, the State's bank of record, or master custodial bank, and under the terms of a
written master repurchase agreement;

2. The maximum term of repurchase agreements will be 30 days

Securities utilized in repurchase agreements will be subject to the following additional restrictions:

1. Securities utilized in a repurchase agreement with a maturity date longer than seven days
will be priced daily;

2. The market value, plus accrued income, of treasury and agency securities utilized in

repurchase agreements will be 102 percent of the value of the repurchase agreement,
plus accrued income;

3. The market value, plus accrued income, of mortgage-backed securities utilized in

repurchase agreements with more than seven days remaining until maturity will be 102
percent of the value of the repurchase agreement; and

4. Only securities authorized in the statute for the investment of public funds will be utilized
in repurchase agreements as described in Secfion O. SIO lnvestment Management Staff
I nvestment Practices, 5. Repurchase Agree me nts.

Commercial Paper

Commercial paper will be subjected to the following additional restrictions:

L Commercial paper must be rated at the time of purchase in either of the two highest short-
term rating categories (e.9. A-1lP-1|F1, A-2|P-21F2) by at least two nationally recognized
statistical rating organizations (NRSROS). Ratings may be tier 1 or tier 2 "across the board"
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but may also be split rated paper (e.9. A-1lP-2 or A-2|P-21F1).

2. Eligible paper is further limited to issuing corporations that have a total commercial paper
program size in excess of $250,000,000.

3. Commercial paper must be issued by a corporation organized and/or operating in the
United States or by a depository institution licensed by the United States or any state and
operating ln the Unlted States. Commercial Paper of foreign companies must be U.S.
Dollar denominated.

4. Up to 100 percent of commercial paper holdings may be placed in second-tier securities
or better, which shall mean any security that is rated by at least two NRSROs as tier 2 and
does not have any tier 3 ratings.

5. Commercial paper backed by a direct letter of credit from a financial institution must have
a long-term credit rating at the time of purchase in one or the three highest rating
categories (within which there may be subcategories or gradations indicating relative
standing) by at least two NRSROs.

6. Commercial paper holdings may not have maturities exceeding 180 days

7. Approved commercial paper programs should provide some diversification by industry.
Purchases of commercial paper in industry sectors subject to undue risk and illiquidity
should be avoided.

8. No more than three (3) percent of total par value of the total portfolio may be in one issuer
There may be deviations to the policy maximum due to settlement issues.

Commercial paper may be purchased directly from the issuers

Po rtfo I io C h a ra cteri sti c s :

Qualitv

The total portfolio's average rating will be A3/A- or better as rated by Moody's, Standard & Poor's
(S&P), and/or Fitch.

1. Rated Securities: The portfolio shall be 100 percent comprised of investment-grade, fixed-
income securities as defined by at least two of the Nationally Recognized Statistical Rating
Organizations (NRSRO).

2. Unrated Securities: Securities not covered by the standards in (1) above are not
permissible investments.
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3. Downgraded Securities: Securities which fall below the stated minimum credit
requirements subsequent to initial purchase may be held at the STO Staff/lnvestment
Advisor's discretion. All downgraded securities below the minimum credit requirement

held in the portfolio must be reported to the Treasurer on at least a monthly basis.

Duration Exposure

The effective duration of the Long Term Pool will be within t 30 percent of the BC Aggregate
lndex.

Maturitv

The average maturity of the Long Term Pool will be within t 30 percent of the BC Aggregate
lndex.

Administrative:

The administrative fee, established by the Proviso 98.4, is set by the Division Director with the

approval of the State Treasurer. This fee may change upon recommendation by the Division

Director to the State Treasurer.
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6. SC Retirees Health Insurance Trust Fund - OPEB IRHI Trust)

Overview:

The South Carolina Retirees Health lnsurance Trust Fund (RHl Trust) was established by the
State of South Carolina through Act 195 on May 1, 2008. ln accordance with Act 195, the RHI
Trust was created to provide for the employer costs of retiree post-employment health and dental
insurance benefits for retired state employees and retired employees of public school districts.
The South Carolina Public Employee Benefit Authority (PEBA) administers the RHI Trust and the
PEBA Board has been designated as the Trustee. The State Treasurer is the custodian of the
funds held in the RHI Trust and invests those funds in accordance with the statutes of the State.

The investment objectives of the RHI Trust are primarily to accumulate and preserve assets from
ongoing employer and participant contributions in order to meet benefit and expense obligations
when due. Secondarily, the RHI Trust seeks growth of assets using a diversified portfolio of
investments, as allowed under S.C. Code of Laws S 11-9-660, that emphasizes current income
and capital appreciation, while minimizing risk when possible.

The General Assembly determines the funding of the RHI Trust and the amount funded by the
GeneralAssembly has resulted in a $9.34 billion unfunded liability as of June 30, 2015.

PEBA executes and manages the benefits, services, expenditures, and costs associated with the
RHI Trust, including plan options, vendors, and authorized service providers. PEBA's controlled
costs and expenditures impact the size of the unfunded liability as well. Moreover, the RHI Trust
is "pay-as-you-go"; therefore, PEBA's monthly disbursements to pay bills prevent the STO from
investing the entirety of the funds.

The STO invests the RHI Trust funds dedicated for benefit services in accordance with strict,
conservative statutory mandates and can only invest the amount of funds provided by the General
Assembly. The STO has no input whatsoever on funding decisions made by the General
Assembly or the management and expenditure of services by PEBA.

The STO may appoint an investment advisor to aid in the management of the RHI Trust's assets.
These assets will be managed in conformity with the objectives and guidelines delineated below
and in accordance with a formal contract with the STO.

To meet the objectives outlined above, the RHI Trust will conceptually be segmented into three
separate components (Ultrashort Fixed lncome sub-portfolio, ShorVlntermediate Residual sub-
portfolio, and Long-term Residual sub-portfolio) where the assets are segregated by the time
horizon of each portfolio's respective liabilities as outlined under Secfrbn J. Broad Qbjectives.
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Ultrashort Fixed lncome 0-30%
25 - 80o/oShorUlntermediate Residual

Long-term Residual 0-50%

Sub-portfolios Allocation

The percentage allocations of the sub-portfolios within the RHI Trust are as follows

For the purposes of this policy, the following definitions shall apply to the RHI Trust:

Ultrashort Fixed lncome: Cash Deposits, Repurchase Agreements, CDs, Commercial
Paper, and direct U.S. Treasuries (notes and bonds) with similar maturity characteristics.

ShorUlntermediate Residual: Securities with a maturity of five years or less (see the
section titled "lnvestment Maturity" for the RHI Trust for clarification).

Lonq-term Residual: Securities with a maturity of greater than five years (see the section

titled "lnvestment Maturity" for the RHI Trust for clarification).

Pertormance Objective and Benchmark :

The STO Staff, and/or any investment advisor(s) engaged by the STO, will manage an active
portfolio for the STO that will utilize investment grade fixed incomelT securities.

The RHI Trust will be structured with the objective of attaining a market rate of return throughout
budgetary and economic cycles, commensurate with the investment risk parameters and the cash
flow characteristics of the portfolio.

Given this orientation, the total return of the RHI Trust portfolio over a market cycle is expected

to match or exceed the return of a custom benchmark that comprises:

20% T-Bills and

80% BC Aggregate lndex

I nvestment Pa ra m eters :

To protect capital and meet all benefit and expense obligations as they come due, the RHI Trust
investment portfolio will be subject to the restrictions listed below. These represent minimum
investment restrictions under this formal investment policy.

Minimum/maximum percentages for a particular issuer, investment type or liquidity constraints
may on occasion be exceeded (e.9., fluctuations in fund balances andior settlement

17 State officials have advised that the State Constitution currently would prohibit the investment policy of such a Trust from investing

in equities.

a

a

a

a
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issuesirollover dates). Securities need not be liquidated to realign the portfolio; however,
consideration will be given to this matter when future purchases are made. Additionally, the STO
Staff and/or the lnvestment Advisor are required to notify the State Treasurer, in writing, if the
policy breach exceeds the stated minimum/maximum and to provide an explanation of the
rationale for the deviation in policy, including the duration of time the portfolio is expected to be
misaligned with the policy guidelines. lf the policy minimum/maximum is exceeded by 10 percent
or more, approval from the State Treasurer is required. Once the State Treasurer is notified, a
determination will be made if an exception is granted for the temporary policy exemption. lf the
exemption is not granted, STO Staff will realign the portfolio to be within policy limits within 30
days. Temporary policy exceptions are limited to three months. The Treasurer can extend these
exceptions at their discretion. (For example, if the maximum limit is 50%, approval would be
needed at 55%.)

Liquiditv

The investment portfolio will be structured to maintain a sufficient degree of liquidity necessary to
meet reasonable redemption requests and reduce the likelihood that the investment portfolio will
have to meet redemptions by selling portfolio securities into a declining market.

1. A minimum of 10 percent of the portfolio will be maintained in "monthly liquid assets",
which includes (i) cash, (ii) direct obligations of the U.S. Government, to include U.S.
Treasury bills, notes, or bonds, and agencies, with maturities of 1 year or less, (iii)
commercial paper, and (iv) securities that will mature, or have a demand feature
exercisable and payable to meet immediate cash flow needs.

Diversification and Percentaqe Limitations:

1. Non-government Securities

lnvestments in non-government securities will not exceed the following percentages of the
total daily portfolio balance at an amortized cost:

a. Certificates of Deposit
b. Repurchase Agreements
c. Creditls

i. Private Placements

10%
50%
75To

2o/o

2. Holdings are subject to the following limitations by issuer:

a For prudent diversification, the portfolio shall have a minimum of 50 positions.
Further, no more than 3 percent of the market value of the portfolio shall be
invested in any one issuer with the following exceptions:

18 lncluding commercial paper, corporates, and fixed and floating rate securities
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i. Obligations issued or guaranteed by the U.S. government, U.S. agencies,

or U.S. government-sponsored enterprises are eligible for inclusion without
limit.

b. Government-Supported securities, excluding U.S. Debt, are defined as

Supranationals, Local Authorities, sovereign debt of Organization for Economic

Cooperation and Development (OECD) governments, and equivalently rated

agencies of OECD governments.

c. lnvestment in U.S. dollar denominated issues of foreign governments and

international organizations are permitted; however, these shall not exceed 20
percent of the lesser of cost or market value of the aggregate portfolio.

d. Permissible securities also include government and government agency bonds,

GNMAs, U.S. dollar denominated Eurobonds, Yankee Bonds / CD's, and corporate

bonds subject to individual manager guidelines.

e. Prohibited securities include: commercial mortgage bonds (including CMOs),

mortgage-backed securities, asset-backed securities, financial futures, forward

foreign exchange contracts, currency futures, derivatives, and all security types

outlined in Secfion M. Excluded lnvestments.

lnvestment Maturitv

1. Securities covering the full range of available maturities are acceptable

Reourchase Aqreements

Repurchase agreements will be subject to the following additional restrictions:

1. Transactions will be conducted only with primary dealers, the Federal Reserve Bank of
New York, the State's bank of record or master custodial bank, and under the terms of a

written master repurchase ag reement;

2. The maximum term of repurchase agreements will be 30 days.

Securities utilized in repurchase agreements will be subject to the following additional restrictions:

1. Securities utilized in a repurchase agreement with a maturity date longer than seven days

willbe priced daily;

2. The market value, plus accrued income, of treasury and agency securities utilized in
repurchase agreements will be 102 percent of the value of the repurchase agreement,
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plus accrued income;

3. The market value, plus accrued income, of mortgage-backed securities utilized in
repurchase agreements with more than seven days remaining until maturity will be 102
percent of the value of the repurchase agreement; and

4. Only securities authorized in the statute for the investment of public funds will be utilized
in repurchase agreements as described in Secfr'on O. SIO lnvestment Management Staff
Investment Practices, 5. Repurchase Agreements.

Commercial Paper

Commercial paper will be subjected to the following additional restrictions:

1. Commercial paper must be rated at the time of purchase in either of the two highest short-
term rating categories (e.9. A-1lP-1|F1, A-2|P-21F2) by at least two nationally recognized
statistical rating organizations (NRSROs). Ratings may be tier 1 or tier 2 "across the board"
but may also be split rated paper (e.9. A-1lP-2 or A-21P-21F1).

2. Eligible paper is further limited to issuing corporations that have a total commercial paper
program size in excess of $250,000,000.

3. Commercial paper must be issued by a corporation organized and/or operating in the
United States or by a depository institution licensed by the United States or any state and
operating in the United States. Commercial Paper of foreign companies must be U.S.
Dollar denominated.

4. Up to 100 percent of commercial paper holdings may be placed in second-tier securities
or better, which shall mean any security that is rated by at least two NRSROs as tier 2 and
does not have any tier 3 ratings.

5. Commercial paper backed by a direct letter of credit from a financial institution must have
a long-term credit rating at the time of purchase in one or the three highest rating
categories (within which there may be subcategories or gradations indicating relative
standing) by at least two NRSROs.

6. Commercial paper holdings may not have maturities exceeding 180 days

7. Approved commercial paper programs should provide some diversification by industry.
Purchases of commercial paper in industry sectors subject to undue risk and illiquidity
should be avoided.

8. No more than three (3) percent of total par value of the total portfolio may be in one issuer
There may be deviations to the policy maximum due to settlement issues.

RHI Trust Page | 55



SC STO Comprehensive lnvestment Policy January 30,2017

Qualitv

Commercial paper may be purchased directly from the issuers.

P o rtfo I i o C h a ra cte r i sti c s :

The total portfolio's average rating will be A3/A- or better as rated by Moody's, Standard & Poor's
(S&P), and/or Fitch.

1. Rated Securities: The portfolio shall be 100 percent comprised of investment-grade, fixed-
income securities as defined by at least two of the Nationally Recognized Statistical Rating

Organizations (N RSRO).

2. Unrated Securities: Securities not covered by the standards in (1) above are not
permissible investments.

3. Downgraded Securities: Securities which fall below the stated minimum credit
requirements subsequent to initial purchase may be held at the STO Staff/lnvestment
Advisor's discretion. All downgraded securities below the minimum credit requirement

held in the portfolio must be reported to the Treasurer on at least a monthly basis.

Duration Exposure

The effective duration of the RHI Trust will be within t 30 percent of the BC Aggregate lndex.

Maturitv

The average maturity of the RHI Trust will be within t 30 percent of the BC Aggregate lndex.

Administrative:

The administrative fee, established by the Proviso 98.4, is set by the Division Director with the
approval of the State Treasurer. This fee may change upon recommendation by the Division

Director to the State Treasurer.
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7. Long-Term Disability Insurance - OPEB Trust Fund (ITDI Trust)

Overuiew:

The Long-Term Disability lnsurance Trust Fund (LTDI Trust) was established by the State of
South Carolina through Act 195 on May 1, 2008. ln accordance with Act 195, the LTDI Trust was
created to fund and account for the employer costs of the State's Basic Long-Term Disability
lncome Benefit Plan. The Employee lnsurance Program administers the Trust, and the State
Fiscal Accountability Authority is the Trustee. The State Treasurer is the custodian of the funds
held in the Trust and invests those funds in accordance with the statutes of the State.

The investment objectives of the LTDI Trust are primarily to accumulate and preserve assets from
ongoing employer and participant contributions in order to meet all benefit and expense
obligations when due. Secondarily, the LTDI Trust seeks growth of assets using a diversified
portfolio of fixed-income investments, as allowed under S.C. Code of Laws $ 11-9-660, that
emphasizes current income and capital appreciation, while minimizing risk when possible.

The STO may appoint an investment advisor to aid in the management of the LTDI Trust's assets.
These assets will be managed in conformity with the objectives and guidelines delineated below
and in accordance with a formal contract with the STO.

To meet the objectives outlined above, the LTDI Trust will conceptually be segmented into three
separate components (Ultrashort Fixed lncome sub-portfolio, ShorVlntermediate Residual sub-
portfolio, and Long-term Residual sub-portfolio) where the assets are segregated by the time
horizon of each portfol¡o's respective liabilities as outlined under Secfion J. Broad Objectives.

The percentage allocations of the sub-portfolios within the LTDI Trust are as follows

For the purposes of this policy, the following definitions shall apply to the LTDI Trust:

Ultrashort Fixed lncome: Cash Deposits, Repurchase Agreements, CDs, Commercial
Paper, and direct U.S. Treasuries (notes and bonds) with similar maturity characteristics.
ShorUlntermediate Residual: Securities with a maturity of five years or less (see the
section titled "lnvestment Maturity" for the LTDI Trust for clarification).
Lonq-term Residual: Securities with a maturity of greater than five years (see the section
titled "lnvestment Maturity" for the LTDI Trust for clarification).

a

a

a

Ultrashort Fixed lncome 0-30%
ShorUlnterm ediate Residual 25 - 80o/o

Long-term Residual 0-50%

Sub-portfolios Allocation
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Pertormance Objective and Benchmark:

The STO Staff, and/or investment advisor(s) engaged by the STO, will manage an active portfolio

for the STO that will utilize investment grade fixed incomele securities.

The LTDI Trust will be structured with the objective of attaining a market rate of return throughout
budgetary and economic cycles, commensurate with the investment risk parameters and the cash

flow characteristics of the portfolio.

Given this orientation, the total return of the LTDI Trust portfolio over a market cycle is expected

to match or exceed the return of a custom benchmark that comprises:

. 2oo/o T-Bills and

. 80% BC Aggregate lndex.

I nvestment Parameters:

To protect capital and meet all benefit and expense obligations as they come, due the LTDI Trust
investment portfolio will be subject to the restrictions listed below. These represent minimum

investment restrictions under this formal investment policy.

Minimumimaximum percentages for a particular issuer, investment type or liquidity constraints

may on occasion be exceeded (e.9., fluctuations in fund balances and/or settlement
issuesirollover dates). Securities need not be liquidated to realign the portfolio; however,

consideration will be given to this matter when future purchases are made. Additionally, the STO

Staff and/or the lnvestment Advisor are required to notify the State Treasurer, in writing, if the
policy breach exceeds the stated minimum/maximum and to provide an explanation of the
rationale for the deviation in policy, including the duration of time the portfolio is expected to be

misaligned with the policy guidelines. lf the policy minimum/maximum is exceeded by 10 percent

or more, approval from the State Treasurer is required. Once the State Treasurer is notified, a
determination will be made if an exception is granted for the temporary policy exemption. lf the

exemption is not granted, STO Staff will realign the portfolio to be within policy limits within 30

days. Temporary policy exceptions are limited to three months. The Treasurer can extend these

exceptions at his/her discretion. (For example, if the maximum limit is 50%, approval would be

needed at 55%.)

Liquiditv

The investment portfolio will be structured to maintain a sufficient degree of liquidity necessary to

meet reasonable redemption requests and reduce the likelihood that the investment portfolio will

have to meet redemptions by selling portfolio securities into a declining market.

1s State officials have advised that the State Constitution currently would prohibit the investment policy of such a Trust from investing

in equities.
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1. A minimum of 10 percent of the portfolio will be maintained in "monthly liquid assets",
which includes (i) cash, (ii) direct obligations of the U.S. Government, to include U.S.
Treasury bills, notes, or bonds, and agencies, with maturities of 1 year or less, (iii)
commercial paper, and (iv) securities that will mature, or have a demand feature
exercisable and payable within 31 days.

Diversification and Percentaqe Limitations:

1. Non-government Securities

lnvestments in non-government securities will not exceed the following percentages of the
total daily portfolio balance at an amortized cost:

a. Certificates of Deposit
b. RepurchaseAgreements
c. Credit2o

i. Private Placements

10%
50o/o

75To

2%

2. Holdings are subject to the following limitations by issuer:

a. For prudent diversification, the portfolio shall have a minimum of 50 positions,
further no more than 3 percent of the market value of the portfolio shall be invested
in any one issuer with the following exceptions:

i. Obligations issued or guaranteed by the U.S. government, U.S. agencies,
or U.S. government-sponsored enterprises are eligible for inclusion without
limit.

b. Government-Supported securities, excluding U.S. Debt, are defined as
Supranationals, Local Authorities, sovereign debt of Organization for Economic
Cooperation and Development (OECD) governments, and equivalently rated
agencies of OECD governments.

c. lnvestment in U.S. dollar denominated issues of foreign governments and
international organizations and are permitted; however, these shall not exceed 20
percent of the lesser of cost or market value of the aggregate portfolio.

d. Permissible securities also include government and government agency bonds,
GNMAs, U.S. dollardenominated Eurobonds, Yankee Bonds/CD's, and corporate
bonds subject to individual manager guidelines.

20 lncluding commercial paper, corporates, and fixed and floating rate secur¡ties
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e. Prohibited securities include: commercial mortgage bonds (including CMOs),

mortgage-backed securities, asset-backed securities, financial futures, forward

foreign exchange contracts, currency futures, derivatives, and all security types
outlined in Secfion M. Excluded lnvestments.

lnvestment Maturitv

L Securities covering the full range of available maturities are acceptable

Repurchase Aoreements

Repurchase agreements will be subject to the following additional restrictions

1. Transactions will be conducted only with primary dealers, the Federal Reserve Bank of
New York, the State's bank of record or master custodial bank, and under the terms of a
written master repurchase agreement; and

2. The maximum term of repurchase agreements will be 30 days.

Securities utilized in repurchase agreements will be subject to the following additional restrictions:

L Securities utilized in a repurchase agreement with a maturity date longer than seven days

will be priced daily;

2. The market value, plus accrued income, of treasury and agency securities utilized in
repurchase agreements will be 102 percent of the value of the repurchase agreement,
plus accrued income;

3. The market value, plus accrued income, of mortgage-backed securities utilized in
repurchase agreements with more than seven days remaining until maturity will be 102

percent of the value of the repurchase agreement; and

4. Only securities authorized in the statute for the investment of public funds will be utilized

in repurchase agreements as described in Secfion O. SIO lnvestment Management Staff

I nvestment Practice s, 5. Re purchase Agreements.
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Commercial Paper

Commercial paper will be subjected to the following additional restrictions

1. Commercial paper must be rated at the time of purchase in either of the two highest short-
term rating categories (e.9. A-1lP-1|F1, A-2|P-2F2) by at least two nationally recognized
statistical rating organizations (NRSROs). Ratings may be tier 1 or tier 2 "across the board"
but may also be split rated paper (e.9. A-1lP-2 or A-2|P-21F1).

2. Eligible paper is further limited to issuing corporations that have a total commercial paper
program size in excess of $250,000,000.

3. Commercial paper must be issued by a corporation organized and/or operating in the
United States or by a depository institution licensed by the United States or any state and
operating in the United States. Commercial Paper of foreign companies must be U.S.
Dollar denominated.

4. Up to 100 percent of commercial paper holdings may be placed in second-tier securities
or better, which shall mean any security that is rated by at least two NRSROs as tier 2 and
does not have any tier 3 ratings.

5. Commercial paper backed by a direct letter of credit from a financial institution must have
a long-term credit rating at the time of purchase in one or the three highest rating
categories (within which there may be subcategories or gradations indicating relative
standing) by at least two NRSROs.

6. Commercial paper holdings may not have maturities exceeding 180 days.

7. Approved commercial paper programs should provide some diversification by industry.
Purchases of commercial paper in industry sectors subject to undue risk and illiquidity
should be avoided

8. No more than three (3) percent of total par value of the total portfolio may be in one issuer
There may be deviations to the policy maximum due to settlement issues.

Commercial paper may be purchased directly from the issuers.
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Portfo I io C h aracteri sti c s :

Qualitv

The total portfolio's average rating will be A3iA- or better as rated by Moody's, Standard & Poor's
(S&P), and/or Fitch.

1. Rated Securities: The portfolio shall be 100 percent comprised of investment-grade, fixed-
income securities as defined by at least two of the Nationally Recognized Statistical Rating
Organizations (NRSRO).

2. Unrated Securities: Securities not covered by the standards in (1) above are not
permissible investments

3. Downgraded Securities: Securities which fall below the stated minimum credit
requirements subsequent to initial purchase may be held at the STO Staff/lnvestment
Advisor's discretion. All downgraded securities below the minimum credit requirement
held in the portfolio must be reported to the Treasurer on at least a monthly basis.

Duration Exoosure

The effective duration of the LTDI Trust will be within t 30 percent of the BC Aggregate.

Maturitv

The average maturity of the LTDI Trust will be within t 30 percent of the BC Aggregate.

Administrative:

The administrative fee, established by the Proviso 98.4, is set by the Division Director with the
approval of the State Treasurer. This fee may change upon recommendation by the Division
Director to the State Treasurer.
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8. Education Improvement Fund (General Deposit)

Overview:

The Education Capital lmprovements Sales and Use Tax Act was established by the State of
South Carolina through Act 316 on June 12,2008.|n accordance with Act 316, revenues of the
sales and use tax collected must be remitted to the State Treasurer and credited to a fund
separate and distinct from the State General Fund. The State Treasurer is the custodian of the
funds held in the Trust and invests those funds in accordance with the statutes of the State.

The Education lmprovement Fund's investment objectives are: 1) preservation of capital,
2) maintaining adequate liquidity to meet cash flow needs, and 3) providing a competitive interest
rate relative to other comparable investment alternatives.

The STO may appoint an investment advisor to aid in the management of the Education
lmprovement Fund. These assets will be managed in conformity with the objectives and
guidelines delineated below and in accordance with a formal contract with the STO.

The Education lmprovement Fund willconceptually be segmented into two separate components
(Ultrashort Fixed lncome sub-portfolio and Short Residual sub-portfolio) where the assets are
segregated by the time horizon of each portfolio's respective liabilities as outlined under Secfion
J. Broad Objectives.

The percentage allocations of the sub-portfolios within the Education lmprovement Fund are as
follows.

For the purposes of this policy, the following definitions shall apply to the Education lmprovement
Fund:

Ultrashort Fixed lncome: Cash Deposits, Repurchase Agreements, CDs, Commercial
Paper, and direct U.S. Treasuries (notes and bonds) with similar maturity characteristics.
Short Residual: Securities with a maturity of three months or less (see the section titled
"lnvestment Maturity" for the Education lmprovement Fund for clarification).

Perto rm a nce O bjective a nd Ben c h m ark :

The STO Staff, and/or any investment advisor(s) engaged by the STO, will manage an active
portfolio for the STO that will utilize investment grade fixed income securities with a shorter

a

a

Ultrashort Fixed lncome 15 - 75o/o

Short Residual 25 - 600/o

Long-term Residual 0o/o

Sub-portfolios Allocation
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duration portfolio positioning than the broad fixed income market. The Education lmprovement
Fund will be structured with the objective of attaining a market rate of return throughout budgetary
and economic cycles, commensurate with the investment risk parameters and the cash flow
characteristics of the portfolio.

Given this orientation, the goal of the Education lmprovement Fund is to provide superior
performance as compared to the Fed Funds Rate.

I nvestment Parameters:

To provide forthe safety and liquidity of the Education lmprovement Fund, the investment portfolio

will be subject to the restrictions listed below. These represent minimum investment restrictions
under this formal investment policy.

Minimum/maximum percentages for a particular issuer, investment type or liquidity constraints
may on occasion be exceeded (e.9., fluctuations in fund balances and/or settlement
issues/rollover dates). Securities need not be liquidated to realign the portfolio; however,
consideration will be given to this matter when future purchases are made. Additionally, the STO
Staff and/or the lnvestment Advisor are required to notify the State Treasurer, in writing, if the
policy breach exceeds the stated minimum/maximum and to provide an explanation of the
rationale for the deviation in policy, including the duration of time the portfolio is expected to be

misaligned with the policy guidelines. lf the policy minimum/maximum is exceeded by 10 percent

or more, approval from the State Treasurer is required. Once the State Treasurer is notified, a
determination will be made if an exception is granted for the temporary policy exemption. lf the
exemption is not granted, STO Staff will realign the portfolio to be within policy limits within 30
days. Temporary policy exceptions are limited to three months. The Treasurer can extend these
exceptions at their discretion. (For example, if the maximum limit is 50%, approval would be

needed at 55%.)

Liquiditv

The investment portfolio will be structured to maintain a sufficient degree of liquidity necessary to
meet reasonable redemption requests and reduce the likelihood that the investment portfolio will
have to meet redemptions by selling portfolio securities into a declining market.

1. A minimum of 10 percent will be maintained in "daily liquid assets", which includes (i) cash,
(ii) direct obligations of the U.S. Government, to include U.S. Treasury bills, notes, or
bonds, and agencies, with maturities of 3 months or less, (iii) demand deposits, (iv)

overnight repurchase agreements, and (v) securities that mature the following business
day.
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Diversification and Percentaoe Limitations:

1. Non-government Securities

lnvestments in non-government securities will not exceed the following percentages of the
totaldaily portfolio balance at an amortized cost:

a. Certificates of Deposit
b. Repo
c. Credit21,22

10%
50%
90%

2. Holdings are subject to the following limitations by issuer:

a. For prudent diversification, the portfolio shall have a sufficient number of issuers
and no more than three percent of the market value of the portfolio shall be
invested in any one issuer.

i. Obligations issued or guaranteed by the U.S. government, U.S. agencies,
or U.S. government-sponsored enterprises are eligible for inclusion without
limit.

b. Government-Supported securities, excluding U.S. Debt, are defined as
Supranationals, Local Authorities, sovereign debt of Organization for Economic
Cooperation and Development (OECD) governments, and equivalently-rated
agencies of OECD governments.

c. lnvestment in U.S. dollar denominated issues of foreign governments and
international organizations are permitted; however, these shall not exceed 20
percent of the lesser of cost or market value of the aggregate portfolio.

d. Permissible securities also include government and government agency bonds,
GNMAs, U.S. dollar denominated Eurobonds, Yankee Bonds / CD's, and corporate
bonds subject to individual manager guidelines.

21 lncluding commercial paper, corporates, and fixed and floating rate securities
22 Corporates includes Floating Rate Notes, Yankee Bonds / CD's and Private Placements
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e. Prohibited securities include: commercial mortgage bonds (including CMOs),
mortgage-backed securities, asset-backed securities, Rule 1444 investment-
grade bonds with registration rights, financial futures, forward foreign exchange
contracts, currency futures, derivatives, and all security types outlined in Secfion

M. Excluded lnvestments.

lnvestment Maturitv

1. Maximum Final Maturity

a. One-hundred percent of the portfolio will be invested in securities with maturities of
90 days or less.

Repurchase Aqreements

Repurchase agreements will be subject to the following additional restrictions:

1. Transactions will be conducted only with primary dealers, the Federal Reserve Bank of
New York, the State's bank of record or master custodial bank, and under the terms of a
written master repurchase agreement.

2. The maximum term of repurchase agreements will be 30 days

Securities utilized in repurchase agreements will be subject to the following additional restrictions:

1. Securities utilized in a repurchase agreement with a maturity date longerthan seven days

willbe priced daily;

2. The market value, plus accrued income, of treasury and agency securities utilized in
repurchase agreements will be 102 percent of the value of the repurchase agreement,
plus accrued income;

3. The market value, plus accrued income, of mortgage-backed securities utilized in

repurchase agreements with more than seven days remaining until maturity will be 102

percent of the value of the repurchase agreement; and

4. Only securities authorized in the statute for the investment of public funds will be utilized
in repurchase agreements as described in Secfion O. SIO lnvestment Management Staff

lnvestment Practices, 5. Repurchase Agreements.

Commercial Paper

Commercial paper will be subjected to the following additional restrictions:
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1. Commercial paper must be rated at the time of purchase in either of the two highest short-
term rating categories (e.9. A-1lP-1|F1, A-2|P-21F2) by at least two nationally recognized
statistical rating organizations (NRSROs). Ratings may be tier 1 ortier 2 "across the board"
but may also be split rated paper (e.9. A-1lP-2 or A-21P-21F1).

2. Eligible paper is further limited to issuing corporations that have a total commercial paper
program size in excess of $250,000,000.

3. Commercial paper must be issued by a corporation organized and/or operating in the
United States or by a depository institution licensed by the United States or any state and
operating in the United States. Commercial Paper of foreign companies must be U.S.
Dollar denominated.

4. Up to 100 percent of commercial paper holdings may be placed in second-tier securities
or better, which shall mean any security that is rated by at least two NRSROs as tier 2 and
does not have any tier 3 ratings.

5. Commercial paper backed by a direct letter of credit from a financial institution must have
a long{erm credit rating at the time of purchase in one or the three highest rating
categories (within which there may be subcategories or gradations indicating relative
standing) by at least two NRSROs.

6. Commercial paper holdings may not have maturities exceeding g0 days.

7. Approved commercial paper programs should provide some diversification by industry.
Purchases of commercial paper in industry sectors subject to undue risk and illiquidity
should be avoided.

8. No more than three (3) percent of total par value of the total portfolio may be in one issuer
There may be deviations to the policy maximum due to settlement issues.

Commercial paper may be purchased directly from the issuers.

Portfol i o C h a racteri sti c s :

Qualitv

The total portfolio's average rating will be A3iA- or better as rated by Moody's, Standard & Poor's
(S&P), and/or Fitch.

1. Rated Securities: The portfolio shall be 100 percent comprised of investment-grade, fixed-
income securities as defined by two of the Nationally Recognized Statistical Rating
Organizations (NRSRO).
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2. Unrated Securities: Securities not covered by the standards in (1) above are not
permissible investments.

3. Downgraded Securities: Securities which fall below the stated minimum credit
requirements subsequent to initial purchase may be held at the STO Staff/lnvestment
Advisor's discretion. All downgraded securities below the minimum credit requirement
held in the portfolio must be reported to the Treasurer on at least a monthly basis.

Duration Exoosure

Given the allocation guidelines, duration exposure will be minimal

Maturitv

The maximum matur¡ty will be no greater than three months.

Administrative:

The administrative fee, established by the Proviso 98.4, is set by the Division Director with the
approval of the State Treasurer. This fee may change upon recommendation by the Division
Director to the State Treasurer.
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9. Ordinary Sinking Fund

Overview:

The Ordinary Sinking Fund is derived from receipts from the sale and/or income of public lands.
All monies arising from the redemption of lands, leases, and sales of property or otherwise coming
to the authority for the Ordinary Sinking Fund must be paid into the State Treasury. These monies
must be kept on a separate account by the Treasurer as a fund to be drawn upon the warrants of
the department for the exclusive uses and purposes which have been or shall be declared in
relation to the Ordinary Sinking Fund.

ln accordance with S.C. Code of Laws S 11-9-610, the Ordinary Sinking Fund is controlled by the
State Fiscal Accountability Authority. Proceeds are used for emergency purposes.

The Ordinary Sinking Fund's investment objectives are: 1) preservation of capital, 2) maintaining
adequate liquidity to meet cash flows, and 3) providing a competitive interest rate relative to other
comparable investment alternatives.

The STO may appoint an investment advisor to aide in the management of the Ordinary Sinking
Fund. These assets will be managed in conformity with the objectives and guidelines delineated
below and in accordance with a formal contract with the STO.

All of the Ordinary Sinking Fund's assets will conceptually be segmented into two separate
components (Ultrashort Fixed lncome sub-portfolio and Short Residual sub-portfolio) where the
assets are segregated by the time horizon of each portfol¡o's respective liabilities as outlined
under Secfibn J. Broad Objectives.

The percentage allocations of the sub-portfolios within the Ordinary Ordinary Sinking Fund are as
follows.

For the purposes of this policy, the following definitions shall apply to the Ordinary Sinking Fund

Ultrashort Fixed lncome: Cash Deposits, Repurchase Agreements, CDs, Commercial
Paper, and direct U.S. Treasuries (notes and bonds) with similar maturity characteristics.
Short Residual: Securities with a maturity of three months or less (see the section titled
"lnvestment Maturity" for the Ordinary Sinking Fund for clarification.

a

a

Ultrashort Fixed lncome 0 - 100%
Short Residual 0 - 100%
Long-term Residual Oo/o

Sub-portfolios Allocation
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Pertormance Objective and Benchmark:

The STO Staff, and/or investment advisor(s) engaged by the STO, will manage an active portfolio

for the STO that will utilize investment grade fixed income securities with a shorter duration
portfolio positioning than the broad fixed income market. The Ordinary Sinking Fund will be

structured with the objective of attaining a market rate of return throughout budgetary and

economic cycles, commensurate with the investment risk parameters and the cash flow
characteristics of the portfolio.

Given this orientation, the goal of the Ordinary Sinking Fund is to provide superior performance

as compared to the Fed Funds Rate.

I nvestment Parameters:

To protect capital and meet all expense obligations when due, the Ordinary Sinking Fund

investment portfolio will be subject to the restrictions listed below. These represent minimum

investment restrictions under this formal investment policy.

Minimum/maximum percentages for a particular issuer, investment type or liquidity constraints
may on occasion be exceeded (e.9., fluctuations in fund balances and/or settlement
issues/rollover dates). Securities need not be liquidated to realign the portfolio; however,

consideration will be given to this matter when future purchases are made. Additionally, the STO

Staff and/or the lnvestment Advisor are required to notify the State Treasurer, in writing, if the
policy breach exceeds the stated minimum/maximum and to provide an explanation of the
rationale for the deviation in policy, including the duration of time the portfolio is expected to be

misaligned with the policy guidelines. lf the policy minimumimaximum is exceeded by 10 percent

or more, approval from the State Treasurer is required. Once the State Treasurer is notified, a
determination will be made if an exception is granted for the temporary policy exemption. lf the
exemption is not granted, STO Staff will realign the portfolio to be within policy limits within 30

days. Temporary policy exceptions are limited to three months. The Treasurer can extend these
exceptions at his/her díscretion. (For example, if the maximum limit is 50%, approval would be

needed at 55%.)

Liquiditv

The investment portfolio will be structured to maintain a sufficient degree of liquidity necessary to

meet reasonable redemption requests and reduce the likelihood that the investment portfolio will

have to meet redemptions by selling portfolio securities into a declining market.

L A minimum of 10 percent will be maintained in "daily liquid assets", which includes (i) cash,
(ii) direct obligations of the U.S. Government, to include U.S. Treasury bills, notes, or
bonds, and agencies, with maturities of 3 months or less, (iii) demand deposits, (iv)
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overnight repurchase agreements, and (v) securities that mature the following business
day.

Diversification and Percentaqe Limitations:

1. Non-government Securities

lnvestments in non-government securities will not exceed the following percentages of the
total daily portfolio balance at amortized cost:

a. Certificates of Deposit
b. RepurchaseAgreements
c. Çredit23,24,25

10o/o

50o/o

70o/o

2. Holdings are subject to the following limitations by issuer:

a. For prudent diversification, the portfolio shall have adequate position diversification
relative to the portfolio balance and no more than three percent of the market value
of the portfolio shall be invested in any one issuer.

i. Obligations issued or guaranteed by the U.S. government, U.S. agencies,
or U.S. government-sponsored enterprises are eligible for inclusion without
limit.

b. Government-Supported securities, excluding U.S. Debt, are defined as
Supranationals, Local Authorities, sovereign debt of Organization for Economic
Cooperation and Development (OECD) governments, and equivalently rated
agencies of OECD governments.

c. lnvestment in U.S. dollar denominated issues of foreign governments and
international organizations are permitted; however, these shall not exceed 20
percent of the lesser of cost or market value of the aggregate portfolio.

d. Permissible securities also include GNMAs, U.S. dollar denominated Eurobonds,
Yankee Bonds / CD's, and corporate bonds subject to individual manager
guidelines.

23 lncluding commercial paper, corporates, and fixed and floating rate secur¡ties
2a Corporates include Floating Rate Notes, Yankee Bonds / CD's and Private Placements
25 Rule 1444 investment-grade bonds with registration rights are considered prohibited investments. Cunent 1444 positions
represent legacy holdings that were purchased prior to the exclusion.
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e. Prohibited securities include: commercial mortgage bonds (including CMOs),
mortgage-backed securities, asset-backed securities, Rule 1444 investment-
grade bonds with registration rights, financial futures, forward foreign exchange
contracts, currency futures, derivatives, and all security types outlined in Secfion
M. Excluded lnvestments.

lnvestment Maturitv

1. Maximum Final Maturity

a. One-hundred percent of the portfolio will be invested in securities with maturities of
90 days or less

Repurchase Aqreements

Repurchase agreements will be subject to the following additional restrictions

L Transactions will be conducted only with primary dealers, the Federal Reserve Bank of
New York, the State's bank of record or master custodial bank, and under the terms of a
written master repurchase agreement.

2. The maximum term of repurchase agreements will be 30 days

Securities utilized in repurchase agreements will be subject to the following additional restrictions:

1. Securities utilized in a repurchase agreement with a maturity date longer than seven days
will be priced daily;

2. The market value, plus accrued income, of treasury and agency securities utilized in
repurchase agreements will be 102 percent of the value of the repurchase agreement,
plus accrued income;

3. The market value, plus accrued income, of mortgage-backed securities utilized in
repurchase agreements with more than seven days remaining until maturity will be 102

percent of the value of the repurchase agreement; and

5. Only securities authorized in the statute for the investment of public funds will be utilized
in repurchase agreements as described in Secfion O. STO lnvestment Management Staff
I nve stment Practice s, 5. Repurchase Agreements.
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Commercial Paoer

Commercial paper will be subjected to the following additional restrictions

L Commercial paper must be rated at the time of purchase in either of the two highest short-
term rating categories (e.9., A-1lP-1|F1, A-2|P-21F2) by at least two nationally recognized
statistical rating organizations (NRSROs). Ratings may be tier 1 or tier 2 "across the
board", but may also be split rated paper (e.9., A-1lP-2 or A-2|P-21F1).

2. Eligible paper is further limited to issuing corporations that have a total commercial paper
program size in excess of $250,000,000.

3. Commercial paper must be issued by a corporation organized and/or operating in the
United States or by a depository institution licensed by the United States or any state and
operating in the United States. Commercial Paper of foreign companies must be U.S.
Dollar denominated.

4. Up to 100 percent of commercial paper holdings may be placed in second-tier securities
or better, which shall mean any security that is rated by at least NRSROs as tier 2 and
does not have any tier 3 ratings.

5. Commercial paper backed by a direct letter of credit from a financial institution must have
a long-term credit rating at the time of purchase in one or the three highest rating
categories (within which there may be subcategories or gradations indicating relative
standing) by at least two NRSROs.

6. Commercial paper holdings may not have maturities exceeding g0 days

7. Approved commercial paper programs should provide some diversification by industry.
Purchases of commercial paper in industry sectors subject to undue risk and illiquidity
should be avoided.

L No more than three (3) percent of total par value of the total portfolio may be in one issuer
There may be deviations to the policy maximum due to settlement issues.

Commercial paper may be purchased directly from the issuers.
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Po rtfo I i o C h aracteri stics :

Qualitv

The total portfolio's average rating will be A3/A- or better as rated by Moody's, Standard & Poor's
(S&P), or Fitch.

1. Rated Securities: The portfolio shall be 100 percent comprised of investment-grade, fixed-
income securities as defined by at least two of the Nationally Recognized Statistical Rating

Organizations (N RSRO).

2. Unrated Securities: Securities not covered by the standards in (1) above are not
permissible investments.

3. Downgraded Securities: Securities which fall below the stated minimum credit
requirements subsequent to initial purchase may be held at the STO Staff/lnvestment
Advisor's discretion. All downgraded securities below the minimum credit requirement
held in the portfolio must be reported to the Treasurer on at least a monthly basis.

Duration Exposure

Given the allocation guidelines, duration exposure will be minimal.

Maturitv

The maximum matur¡ty will be no greater than three months.

Administrative:

The administrative fee, established by the Proviso 98.4, is set by the Division Director with the
approval of the State Treasurer. This fee may change upon recommendation by the Division
Director to the State Treasurer.
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10. Treasury Fund (General Deposit)

Overview:

The Treasury Fund was established by the State of South Carolina in 1989 to provide a vehicle
to invest the reserve funds of The Medical University of South Carolina that are restricted to U.S.
Treasuries.

The investment objectives of the Treasury Fund are primarily to accumulate and preserve assets,
growth of assets, as allowed under S.C. Code of Laws S 11-9-660, while emphasizing current
income and capital appreciation, while minimizing risk when possible.

The STO may appoint an investment advisor to aid in the management of the Treasury Fund
assets. These assets will be managed in conformity with the objectives and guidelines delineated
below and in accordance with a formal contract with the STO.

To meet the objectives outlined above, the Treasury Fund will conceptually be segmented into
three separate components (Ultrashort Fixed lncome sub-portfolio, ShorUlntermediate Residual
sub-portfolio, and Long-term Residual sub-portfolio) where the assets are segregated by the time
horizon of each portfol¡o's respective liabilities as outlined under Secfion J. Broad Objectives.

The percentage allocations of the sub-portfolios within the Treasury Fund are as follows.

For the purposes of this policy, the following definitions shall apply to the Treasury Fund:

Ultrashort Fixed lncome: T-bills and Repurchase Agreements.
ShorUlntermediate Residual: U.S. Treasury Securities with a maturity of five years or less
(see the sect¡on titled "lnvestment Maturity" for the Treasury Fund for clarification).
Lono-Term Residual: U.S. Treasuries with a maturity of greater than five years (see the
section titled "lnvestment Maturity" for the Treasury Fund for clarification).

Pertormance Objective and Benchmark:

The STO Staff will manage an active portfolio forthe STO that will utilize U.S. Treasury Securities
(see the section titled "lnvestment Maturity" for the Treasury Fund for clarification). The Treasury
Fund will be structured with the objective of attaining a market rate of return throughout budgetary
and economic cycles, commensurate with the investment risk parameters and the cash flow
characteristics of the portfolio.

a

o

Ultrashort Fixed lncome 0-30%
ShorUlntermediate Residual 25-80o/o

Long-term Residual 0-55%

Sub-portfolios Allocation
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Given this orientation, the goal of the Treasury Fund is to provide superior performance as

compared to the BC 1-3 Year Government.

I nvestment Parameters:

To protect capital and meet all obligations when due, the Treasury Fund's investment portfolio

will be subject to the restrictions listed below. These represent minimum investment restrictions

under this formal investment policy.

Minimum/maximum percentages for a particular issuer, investment type or liquidity constraints
may on occasion be exceeded (e.9., fluctuations in fund balances and/or settlement
issues/rollover dates). Securities need not be liquidated to realign the portfolio; however,

consideration will be given to this matter when future purchases are made. Additionally, the STO

Staff andior the lnvestment Advisor are required to notify the State Treasurer, in writing, if the
policy breach exceeds the stated minimum/maximum and to provide an explanation of the
rationale for the deviation in policy, including the duration of time the portfolio is expected to be

misaligned with the policy guidelines. lf the policy minimum/maximum is exceeded by 10 percent

or more, approval from the State Treasurer is required. Once the State Treasurer is notified, a
determination will be made if an exception is granted for the temporary policy exemption. lf the
exemption is not granted, STO Staff will realign the portfolio to be within policy limits within 30

days. Temporary policy exceptions are limited to three months. The Treasurer can extend these
exceptions at his/her discretion. (For example, if the maximum limit is 50%, approval would be

needed at 55%.)

Liquiditv

The investment portfolio will be structured to maintain a sufficient degree of liquidity necessary to
meet reasonable redemption requests and reduce the likelihood that the investment portfolio will

have to meet redemptions by selling portfolio securities into a declining market.

1. A minimum of 10 percent will be maintained in "daily liquid assets", which includes (i) cash,
(ii) direct obligations of the U.S. Government, to include U.S. Treasury bills, notes, or
bonds, and agencies, with maturities of 1 year or less, (iii) demand deposits, (iv) overnight
repurchase agreements, and (v) securities that mature the following business day.

Repurchase Aqreements

Repurchase aqreements will be subiect to the followino additional restrictions:

1. Transactions will be conducted only with primary dealers, the Federal Reserve Bank of
New York, the State's bank of record or master custodial bank, and under the terms of a
written master repurchase ag reement.
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2. The maximum term of repurchase agreements will be 30 days

Securities utilized in repurchase agreements will be subject to the following additional
restrictions:

1. Securities utilized in a repurchase agreement with a maturity date longer than seven days
will be priced daily;

2. The market value, plus accrued income, of treasury and agency securities utilized in
repurchase agreements will be 102 percent of the value of the repurchase agreement,
plus accrued income;

3. The market value, plus accrued income, of mortgage-backed securities utilized in
repurchase agreements with more than seven days remaining until maturity will be 102
percent of the value of the repurchase agreement; and

5. Only securities authorized in the statute for the investment of public funds will be utilized
in repurchase agreements as described in Section O. STO lnvestment Management Staff
lnvestment Practices, 5. Repurchase Agreements.

lnvestment Maturitv

L Securities covering the full range of available maturities are acceptable

Portfol i o C h a racteri sti cs :

Qualitv

The total portfolio's average rating will be AA+, or equal to the current credit rating of the U.S
Government, as rated by Moody's, Standard & Poor's (S&P), and/or Fitch.

1. All downgraded securities below the minimum credit requirement held in the portfolio must
be reported to the Treasurer on at least a monthly basis.

Duration Exposure

The effective duration of the Treasury Fund will be within t 30 percent of the BC 1-3 Year
Government lndex.

Maturitv

The average maturity of the Treasury Fund will be within t 30 percent of the BC l-3 Year
Government lndex.
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Administrative:

The administrative fee, established by the Proviso 98.4, is set by the Division Director with the

approval of the State Treasurer. This fee may change upon recommendation by the Division

Director to the State Treasurer.
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GLOSSARY

ASSET- BACKED SECURITY (ABS) - A security backed by notes or receivables against assets other than
real estate. Examples are automobiles and credit card receivables.

AUTHORIZED BROKER/DEALERS AND FINANCIAL INSTITUTIONS - Broker/dealers and financial
institutions approved by the State Treasurer to provide investment services.

BANKERS'ACCEPTANCES (BA) - Negotiable short{erm financial instruments, which are unconditional
obligations of the accepting bank. They are issued on a discount basis.

BASIS POINT - 11100 of one (1) percent. (decimally .0001 and displayed as 0.01% in percentage terms)

BENCHMARK - A comparative base for measuring the performance or risk tolerance of the investment
portfolio. A benchmark should represent a close correlation to the level of risk and the average duration of
the portfolio's investments.

BROKER - A party who brings buyers and sellers together and charges a commission, fee, or "mark-up"
for this service.

CERTIFICATE OF DEPOSIT (CD) - A negotiable time deposit issued by a bank in certificate form. A CD is
issued with a specific maturity date and pays interest at maturity.

COLLATERAL - Securities or cash for which a borrower pledges to secure repayment of a loan.

COLLATERALIZED MORTGAGE OBLIGATION (CMO) - A security that pools together mortgages and
separates them into short, medium, and long-term "tranches". Tranches are set up to pay different rates of
interest depending upon their maturity. lnterest is usually received on a monthly basis.

COMMERCIAL PAPER (CP) - A short-term promissory note issued by a corporation. Commercial paper is
issued on a discount basis and has specific maturity dates. The STO maximum maturity when purchasing
Commercial Paper is 180 days.

CORPORATE NOTE/BOND - A negotiable security issued by a corporation.

DEALER - An enterprise that buys and sells for its own account.

DELIVERY VS. PAYMENT (DVP) - The exchange of securities and cash at settlement date.

DISCOUNT BASIS - The price of a security expressed as an annualized rate of discount. Discounted
securities are purchased at a dollar price below face value and mature at face value.

DIVERSIFICATION - Allocating investment funds to a variety of securities to minimize market risk.

DURAT¡ON - The weighted average maturity of the security's cash flows, where the present values of the
cash flows serve as the weights. The greater the duration of a security, the greater it's percentage price
volatility.

FAIR VALUE - The amount at which an investment can be exchanged between buyer and seller.

FANNIE MAE (FNMA) - Established by Congress in 1938 to provide liquidity to the mortgage market,
especially the secondary market for residential mortgages. Legislation in 1968 transformed the agency into
a publicly owned, privately managed corporation but which still requires government regulation. Previously
known as the Federal National Mortgage Association.
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FEDERAL AGRICULTURAL MORTGAGE CORPORATION ("FARMER MAC") - A federally chartered
agency of the United States. lt was established to provide a secondary market for agricultural real estate
mortgage loans.

FEDERAL FARM CREDIT BANK (FFCB) - The Federal Farm Credit Administration, a federal agency, is
responsible for regulating the banks and associations that comprise the Federal Farm Credit System. This
System provides credit solely to the United States agricultural sector.

FEDERAL FUNDS RATE - The interest rate charged by banks having excess reserves to banks needing
the money to meet reserve requirements.

FEDERAL HOME LOAN BANK (FHLB) - The Federal Home Loan Bank Board, established by Congress
in 1932, is comprised of 12 Federal Home Loan Banks. The Board is authorized to provide support and
liquidity to savings and loans, banks, and insurance companies engaged in home financing.

FEDERAL HOME LOAN MORTGAGE CORPORATION ("FREDDIE MAC") - Established by Congress in
1970 to enhance the liquidity of mortgage investments and to improve the distribution of investment capital
available for home mortgage financing. Legislation in 1989 transformed the agency into a publicly owned,
privately managed corporation but which still requires government regulation.

FIDUCIARY STANDARD - lnvestment advisors are bound to a fiduciary standard that was established as
part of the lnvestment Advisors Act of 1940. They can be regulated by the SEC or state securities
regulators, both of which hold advisors to a fiduciary standard that requires them to put their client's interests
above their own.

FLOATING RATE NOTES ("FLOATERS') - Securities issued with a variable rate that resets (daily, weekly,
monthly, quarterly, etc.), according to the index it is benchmarked against. When issued, the security can
either be benchmarked to an index with no spread, a positive spread, or a negative spread which will hold
steady through the life of the security.

GOVERNMENT AGENCIES - Refers to securities issued by agencies of the United States government and
United States government sponsored enterprises. Securities issued range in maturity from overnight to
longerthan 10 years. Securities may be issued on a discount basis or may be interest bearing. Agencies
would include FARMER MAC, FFCB, FHLB, FREDDIE MAC, and FANNIE MAE.

GOVERNMENT NATIONAL MORTGAGE ASSOCIATION (GNMA OR "GINNIE MAE") - Established in
1986 to take over some of the functions performed by FNMA. GNMA is an agency controlled by the
Department of Housing and Urban Development (HUD). GNMA is authorized to confer a full faith and credit
guarantee of the United States government for the timely payment of both principal and interest on
packages of mortgages it creates in its mortgage pass-through securities program.

LIBOR - LIBOR or ICE LIBOR (previously BBA LIBOR) (London lnterbank Offering Rate) is a benchmark
rate that some of the world's leading banks charge each other for short-term loans. lt stands for
lntercontinental Exchange London lnterbank Offered Rate and serves as the first step to calculating interest
rates on various loans throughout the world. LIBOR is administered by the ICE Benchmark Administration
(lBA) and is based on five currencies: U.S. dollar (USD), Euro (EUR), pound sterling (GBP), Japanese yen
(JPY) and Swiss franc (CHF). Further, it serves seven different maturities: overnight, one week, and one,
two, three, six and 12 months. There are a total of 35 different LIBOR rates each business day. The most
commonly quoted rate is the three-month U.S. dollar rate.

LIQUIDITY - The capacity to meet future financial obligations from available resources.

MASTER REPURCHASE AGREEMENT - A written contract between the State Treasurer and an approved
counter-party, which details each party's obligations in a repurchase agreement transaction. Among other
things, it will specify the right of the buyer to liquidate the underlying securities in the event of default by the
seller.
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MONEY MARKET FUNDS - A fund that invests only in money market instruments, or those securities
having a maturity of 397 days and under.

PREMIUM - The amount by which the market price of an issue exceeds face value, or par.

PRUDENT PERSON RULE - An investment standard which may be adopted by an investment organization
to guide those with the responsibility for the investment of money for others. Such fiduciaries must act as a
prudent person would be expected to act, with discretion and intelligence, to seek reasonable income,
preserve capital, and in general, avoid speculative investments.

RATINGS - The evaluation of an issuer's credit standing published by Moody's, Standard & Poor's, Fitch
or other rating services.

REPURCHASE AGREEMENT - A simultaneous sale of securities by a bank or broker/dealer with an
agreement to repurchase those securities at an agreed upon date and an agreed-upon rate of interest.

SAFEKEEPING - A fee arrangement whereby an approved financial institution holds a customer's
securities in its vaults, or in the case of book-entry securities, maintains a safekeeping receipt recorded in
the customer's name as evidence of ownership.

SECURITIES INDUSTRY ASSOCIATION - An organization which offers premiere educational programs
to member securities firms.

SEQUENTIAL PAY - A type of collateralized mortgage obligation (CMO) in which there are several
tranches. Each tranche's holder receives interest payments as long as the tranche's principal amount has
not been completely paid off. The senior tranche receives all initial principal payments until it is completely
paid off, after which the next most senior tranche receives all the principle payments, and so on.

STUDENT LOAN MARKETING ASSOCIATION (SALLIE MAE) - Established in 1972 by Congress as a
publically owned, government sponsored enterprise (GSE), created to provide liquidity for originators of
student loans made under federally sponsored student loan programs. ln 1997, shareholders voted to
privatize Sallie Mae, although the GSE remains the obligor in all pre and post privatization public debt
issued.

UNITED STATES TREASURY BILLS (T-BILLS) - Short-term government securities with maturities
ranging from a few days to 52 weeks. Bills are sold at a discount from their face value. For purposes of
this ClP, the STO considers all United States Treasury securities with a remaining maturity of one year or
less to be Treasury Bills, regardless of issue date.

UNITED STATES TREASURY NOTES - Government securities that are issued with maturities of 2, 3, 5,
7, and 10 years and pay interest every six months.

UNITED STATES TREASURY BONDS - Government securities that are issued with a maturity of 30 years
and pay interest every six months.

YIELD / YIELD TO MATURITY - The rate of annual return on an investment expressed as a percentage.
The total money earned from investment date to maturity date assuming: 1) semi-annual interest payments,
2) interest is reinvested at same rate security was purchased at, and 3) the premium is subtracted or
discount is added to final money.
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STO PORTFOLIO BENCHMARK DEFINITIONS

LGIP General Fund State lnvestment Pool
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ACTUARIAL RESOURCES
CORPORATION
CONSULTANT$ . ACTUARIES

4080 McGinnis Ferry Road, Suite 901 . Alpharetta, GA 30005
PH: (770) 752 - 5656 . FAX: (770) 752 - 5650

September 1.4,201,6

The Honorable Curtis M. Loftis, Jr
Treasurer, State of South Carolina
118 Wade Hampton Building
Columbia, SC 29201,

Dear Treasurer Loftis:

We have completed our actuarial analysis of the Fund ("the Fund") for the South Carolina
Tuition Prepayment Program ("SCTPP" or "the Program") as of June 30,20'J.6. This report
presents our findings with respect to the Fund's expected cash flows and the
surplus/deficit position of the Fund. The analyses have been prepared in accordance
with generalþ accepted actuarial principles and practices commonly applicable to similar
types of arrangements.

Currently the expected value of liabilities is $125,660,\73 and the value of assets is

fi82,392,324,foradifference of fi43,267,849. Thefundedratiois 65.6% of liabilities. For
comparison purposes, in 201,5 the deficit was $55,91-0,003 and the funded ratio was
62.8%. You should note that the Fund is projected to run out of assets in the Fiscal
Year beginning on laly l,2022sn[ess remedial actions are taken.

SCTPP was created by the 1997 SouthCarolina General Assembly, and enrollment into
the Program began in L998. Since, 2001 the Fund has been operating with an actuarial
deficit.

In making our projections, we have included the effects of the statutory limitation on
benefits to Program participants to a maximum of seven percent arurual increase. You
should also note that we have not assumed any further sales of prepaid tuition
contracts.

The results above are based on assumptions approved by SCTPP personnel after
consultation with us.

*******

Atløntu. Bìrmíngham' Kansøs City' Los Angeles' Tømpa' ll/ashington, D.C



We appreciate the opportunity to serve the State of South Carolina. Any questions about
the report should be directed to me at (770)752-5656.

Very truly yours,

92æ*
John T. Condo, FSA, MAAA, Ph.D.
Vice President
Actuarial Resources Corporation

Atlønta'Bìrmíngham . Kansøs Cíly . Los Angeles . Tømpa . Washington, D.C
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I. EXECUTIVE SUMMARY

The following are the key findings of our analysis.

Adequøcy of the Eunil

The Fund's liabilities exceed its assets by $43,267,849. The key results are shown below

Value as of
Iune 30,201-6

Assets and
Liabilities

Assets
Inveshnents
Future Contract Payments

Total Assets

Liabilities and Surplus
Future Contract Benefits
Other Liabilities

Total Liabilities

Surplus
Total Liabilities and Surplus

$80,375,573
2,0\6,751

s82392.324

fi125,600,052
60,12'1,

st25Á6![z3

ß43.267.849\
s82.392.324

Funded Ratio 65.6%

Note: The above assets and liabilities are based on unaudited financial information.
Audited balances are contained in the Fund's Annual Report.
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From Last Yeør to This Yeør

The table below summarizes the change in the deficitfrom |une 30,201.5 to ]une 30,

2016.

Progression of Surplus/(Deficit)
Surplus atJune 30,2015

Projected Change to ]une 30,201-.6

Gain From Favorable Investrnent Experience

Gain Due to Favorable Tuition Inflation

Gain Due to Change in Assumptions

All Other Experience Items

Surplus atJune 30,2016

($ 55,910,003)

('I..,458,620)

503,467

4,393,91,4

9,976,688

226,705

($ 43,267,849)

Implicøtions of the Deficit

SCTPP was created by the L997 SoulhCarolina General Assembly, and enrollment into
the Program began in 1998. Since,2001 the Fund has been operating with an actuarial
deficit. SCTPP has not accepted new entrants into the program since 2006. The South
Carolina General Assembly indefinitely closed the Program to new enrollment in 2008

due to the Fund's actuarial deficit.

The existing deficit is an indicator that existing assets combined with future cash flows
are insufficient to pay allcontract owners their benefits. We project that assets will be

depleted in the Fiscal Year beginning onJuly'I..,2022. Unless remedial action is takeru
the Program will be unable to pay benefig.

Remedial actions may include, but are not limited to the following:

'1,. Shut down the Program. This will require the refund of unused contributions on a
return of premium basis. As of June 30, 2016 this liability was $86.0 million. If the
Program is shut down at June 30,2017, we project that the liability will be $85.6
million. We project assets to be $69.L million, so that we are projecting that the State
would need to refund $16.5 million from the General Fund.

2. Shut down the Program on September 30 2022 when the Program is projected to run
out of assets. This would require the refund of unused contributions on a return of

2
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premium basis, which we project to be $52.1, million. This would require that the
entire amountbe paid from the General Fund.

3. Provide additional appropriations annually beginning at the time of asset depletion
to pay the contractual benefit. The estimated total cost to pay these benefits is $8.7
million arurually beginning in September 2022 (immediately before asset depletion)
continuing until all benefig are projected to be paid. Total additional
appropriations woul d be fi52,200,000.

4. Scenario 3, immediately above, allows for assets to be depletetl at interim dates since
cash out-flows are greater than $8.7 million dollars in the early years. A similar
scenario that provides non-level appropriations such that assets are projected never
to be depleted is shown immediatãiy bãlow. The total appropriations fór this
scenario are $50,1"80,000.

o September 2022: 927.33 million
o September 2023: $ 8.81 million
o September 2024: $ 6.48 million
o September 2025: fi +.U million
o September 2026: fi 2.31. million
o September 2027: $ O.S¿ million

5. Provide an additional appropriation now to offset the deficit. We are projecting that
a lump-sum appropriation oÍ fi437 million in December 2016 would offset the
deficit, if all actuarial assumptions are realized.

6. Provide an additional appropriation at the time of asset depletion to offset the
deficit. We are projecting that a lump-sum appropriation of $49.3 million in
September 2022would offset the deficit if all actuarial assumptions are realized.

7. Provide a series of annual appropriations until asset depletion. We project that
annual appropriations of $6.60 million beginning Septembet 20-1.6 and ending
September 2022wouLd offset the deficit if all actuarial assumptions are realized.
This is a total appropriation of fi46,200,000.

8. Provide a series of annual appropriations until all liabilities are mature in February
2028. (As in Scenario 3, assets may depleted at interim dates.) We project that these
amounts would be:

o $7.66 milliorl if begun at December 201.6 for a total of 945,960,000;
o $9.29 milliory if begun at December 2017 for a total of fi46,450,000;
o fi11.74 million, if begun at December 2018 for a total of.fi46,960,000

Inaestment Strøtegy

As of June 30, 2015, the inveshnent strategy of SCTPP migrated to 100% duration
matched fixed income assets. The State Treasurer's Office, with the assistance of the
Program advisors, has adopted this strategy to better match the fund's assets and
liabilities in order to manage the Fund's long-standing actuarial deficit in an effort to
preserve existing assets. The porffolio was revised in part to lower risk by eliminating
equity holdings and investing in high quality fixed income assets which provide cash
flows which better match liability payments. The strategy is based on the
recommendation of Columbia Management Investment Advisers,LLC which assumed
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investrnent management of the Fund assets on October 2012 and the approval of the
fund's investment advisor, Pension Consulting Alliance.

Actuarial Resources Corporation of Georgia has not reviewed the strategy nor are we
expressing an opinion on the strategy.

Key economic assumptions are listed below. The assumption for future investrnent
returns is based on the recommendation of Columbia Management Inveshnent
Advisers, LLC and Pension Consulting Alliance after considering the likely
returns of the SCTPP Porffolio and reviewing with the Actuarial Resources Corporation
of Georgia and the State Treasurer's Office.

Key Assumptions
Return on Investrnents (net of expenses)

All future years 2.10'/r

Asset Allocation
Fixed Income
Tuition Inflation

All future years

100.00%

55%

Bias Load
All years 3.0%

For this year's report, our office, Columbia Management Investnent Adviserc,LLC,
Pension Consulting Alliance and the State Treasurer's Office, reviewed all major
assumptions. Consequently, the expected tuition inflation was decreased from 7% per
year to 5.5%, contracts are now assumed to be utilized for 5 years after matriculation
instead of 4, the investment return assumption is decreased from 2.2% to 2.1.%, and
contracts which have sat idle well past their planned matriculation dates are valued on
a return of premium basis. In all previous years, it was assumed these contracts would
begin usage immediately after the valuation date.
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II. RELIANCES & ACTUARIAL STANDARDS

In making the projections on which this report is based, we relied on the following
information supplied to us as indicated below.

Tuition and fee amounts atSouth Carolina public institutions of post-secondary
educatior¡ supplied by InTuition Solutions, Inc., and reviewed by the Office of
the State Treasurer;
Hcadcount at South Carolina public institutions of post-secondary education,
supplied by the Office of the State Treasurer;
Market value of assets of the Program's trust fund, supplied by Columbia
Management Investrnent Advisers, LLC;
Inventory of Program contracts, supplied by InTuition Solutions, Inc., the
Program's records administrator; and
Assumptions regarding future investment returns on the Program's trust fund,
supplied by the Office of the State Treasurer and Columbia Management
Investrnent Advisers, LLC.

There are no actuarial standards of practice that apply specifically to prepaid tuition
plans. However, there are two general standards thatwe believe apply:

a

a

a

a

a

a

Actuarial Standard of Practice #23 "Data Quality". This standard sets guidelines
on review of data supplied by a third patry. We have performed reasonableness
and consistency checks on the data supplied to us by personnel of the Program
and by the records administrator, and are in compliance with this standard. Our
review of the data was not an audit of the data.
Actuarial Standard of Practice #4'1, " Actuarial Communications". This standard
sets general guidelines for actuarial communications. This report is in
compliance with this standard.
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III. DESCRIPTION OF THE PROGRAM

The Program was created n1997 by the South Carolina Legislature to " ...assist the
citizens of South Carolina with the expense of college by providing an advanced
payment program for tuition at a fixed and guaranteed level for public colleges and
universities." The Office of the South Carolina State Treasurer administers the
Program.

Since,2001 the Fund has been operating with an actuarial deficit. SCTPP has not
accepted new entrants since 2006. The South Carolina General Assembly indefinitely
closed the Program to new enrollment in 2008 due to the Fund's actuarial deficit.

The Program is summarized below. This summary is provided for explanation
purposes only, and the Program will be governed by the provisions of the enabling
legislation and State Treasurer's Office procedures. The General Assembly passed the
legislation below which was effective ]uly'1.,2008.

S.75 (Rat #0296, Act#0246 of 2008)

Section 59-4-110
(A) Notwithstanding another provision of law, the South Carolina Tuition Prepayment
Program may not accept new participants until the General Assembly authorizes the
program to accept new participants by joint resolution.
(B) This section does not affect the existing participants in the program, and the South
Carolina Tuition Prepayment Program remains in full operation for this purpose.
Section 59-4-120

Types of Contrøcts

Existing contracts are comprised of two types. Both types provide for tuition and
mandatory fees imposed by public higher education institutions in the State of South
Carolina.

The four-year college/university contract provides for up to eight semesters of tuition
and fees at any accredited senior higher education institution. The benefits provided
for under this contract may also be used to provide for junior college tuition and fees or
a combination of junior and senior college tuition and fees.

The two-year college/university contract provides for up to four semesters of tuition
and fees at any accredited senior higher education institution. The benefits provided
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for under this contract may also be used to provide for junior college tuition and fees or
a combination of junior and senior college tuition and fees.

Types of Contrøct Pøyment Options

There are three payment options for existing contracts:
. Lump-sum payments;
. 48 monthly installment payments; and
. Extended payments, which arc monthly installment payments that run until the year

of anticipated matriculation of the beneficiary.

Refunds
If the beneficiary dies or becomes disabled, monies paid for the purchase of a tuition
prepayment contract shall be returned to the contributor in lump sum to include the
lesser of the total of contract contributions plus the compounded rate of return earned
by the Fund or the current Weighted Average. Applicable interest is determined by the
State Treasurer's Office on a year-to-year basis.

If the beneficiary is awarded a scholarship, monies paid for the purchase of a tuition
PrePayment contract shall be returned on a pro-rata basis to the contributor in semester
installments coinciding with the matriculation by the beneficiary in amounts equal to
the lesser of the original purchase price plus the compounded rate or return earned by
the Fund or the currentWeighted Average Tuition.

Rollovers to the South Carolina Future Scholar 529 College Savings Plan receive a
refund equal to contract payments accumulated at2o/o interest per year.

Voluntary terminations receive a refund equal to contract payments accumulated at2%
interest per year/ less a deduction of the lesser of $150 or 50% of the sum of all
payments, not including administrative fees, minus any amounts paid as benefits by the
Fund.

Involuntary terminations receive a refund equal to contractpayments accumulated at
2% interest per year, less a deduction of the lesser of $150 or 50o/o of the sum of all
payments, not including administrative fees, minus any amounts paid as benefits by the
Fund.

Chønge of Beneficiøry

Generally, a contract owner can change the beneficiary at any time provided that the
new beneficiary is the same age or younger than the original beneficiary, and is a
member of the currentbeneficiary's immediate family.
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AgeLimit onBenefits

Benefits are available until the beneficiary is age 30. This limit may be extended to age

34 if the beneficiary has military service.
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IV. SUMMARY OF CONTRACT DATA AND CURRENT ASSETS

ContractDøta

Data on the number of outstanding contracts and contributions were provided by
hrTuitiorç Inc., the Progranrís records administrator. The graphs below summarize the
data provided concerning these contracb.

Distribution of Gontracts by Contract Type

I4.Year Gontracts l2.Year Contracts

Distribution of Contracts by Enrollment Year

Note: The Program has not accepted new entrants since 2006. In 2008, the General
Assembly closed the program to new entranb indefinitely as a result of the actuarial
deficit.
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Number of Gontracts By Year of Matriculation

2001 2004 2007 2010 2013 2016 2019 2022 2025 2028

The benefit payments for tuition generated by these contracts are shown in the chart
and table immediately following.

Mlllions Assets vs.Tuition Payments By Academic Year
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Assets vs. Tuition Payments By Academic Year
Amounts in $ millions

Year Assets Payments
20L6/17
2017 /18
2018/19
20'te/20
2020/21,

82.4

70.6

56.4

42,5

28.8

12.9
15.2

14.6
14.2
L4.0

2021,/22
2022/23
2023/24
2024/25
2025/26

15.0 T2.9

11.3

8.8
6.5
4.4

2026/27
2027/28

2.3

0.8

Cunent Assets

As of June 30,2016 the Program's assets were deployed 100% in duration matched fixed
income assets.

Frrnd Investrnents

The marketvalue of Program assets is shown in the table below.

Market value of assets held as of June 30,2016
Amount
80,375,573

% Of Total
Fixed Income 100.00%

1t
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V. ACTUARIAL METHODS AND ASSUMPTIONS

Methods

The actuarial method for the determination of the adequacy of the Fund consists of
projecting future tuition rates based on the average anticipated number of contracts and
future utilization of contracts. Future benefits are discounted using the assumed
investrnent yield as the interest discount rate. The assumed discount rate is based on
the current and anticipated mix of assets of the Fund.

For the projection of future benefits, the analysis proceeds as follows:

Project future tuition rates for all years under consideration. Future tuition is based
on the assumptions for tuition inflation.

Determine the nominal cost of future benefit payments.

Determine the nominal value of future contract payments.

Determine the present value of future contract benefits, future expenses and future
revenue based on the investrnentyield assumptions.

Perform projections for all of the Program's beneficiaries to determine if the Fund is
adequate in the aggregate.

in making our projections of the surpius, we assume that the Program will not sell
any more contracts. This is a conservative limitation that provides a static "snapshot
view" of the Program as of ]une 30,2016.

Assumptions

Actuarial assumptions used to determine financial soundness of programs are of two
general types: economic and demographic. Demographic assumptions determine the
expected exposure to financial claims and generally answer the question "Flow and
when will people use their contractual benefits?" Economic assumptions are concerned
with the expected level of benefit usage and answer the question "What is the expected
value of benefit usage?" The assumptions that we used were those that were approved
by the South Carolina Treasurer's Office, after consultation with us.

o

a

a
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Economic Assumptions

Economic assumptions are used to estimate the annual tuition rates at two- and four-
year colleges, increases in Fund expenses, and Fund earnings on assets invested.
Because inflation is a major component of the rate of increase in tuition rates and of
investnent returns, we considered these rates together. We believe that the difference
in these rates is more important than the absolute level of the rates. The following
paragraphs describe the economic assumptions used in this study.

lncome Tax

We assumed that Fund earnings are exempt from Federal and State Income Tax.

Annual Tuition Røtes and Biøs Loød

Our assumptions were guided by our observations of historic tuition increases, trends
in post secondary enrollment in South Carolina and the level of legislative
appropriations for post secondary schools in South Carolina.

The Bias Load assumption accounts for Program enrollment at institutions that are
more expensive than the Weighted Average Tuition. The choice of this assumption was
based on a review of Program experience and what we have seen in other prepaid
tuition programs.

The assumptions for tuition inflation and bias load are shown in the table immediately
below.

Tuition Inflation
All future years 5.5To

Bias Load
All Years 3.07o

The tuition inflation assumption for those attending public universities in South
Carolina is based on the statutory limit on benefit increases for Program beneficiaries.

Fund Earnings Rate

In setting our assumptions for the yield on assets, we relied on input from the State
Treasurer's Office personnel and their invesbnent advisor Pension Consulting Alliance,
and Columbia Management Investment Advisers, LLC.

t3
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Our investrnentyield assumption (net of investment expenses) is:

2.10% for all future years.

The assumption for yield on future investrnent returns is based on the recommendation
of Columbia Management Inveshnent Advisers ,LLC and Pension Consulting Alliance
after considering the likely returns of the SCTPP Porffolio and reviewing with Actuarial
Resources Corporation of Georgia and the State Treasurer's Office.

The State Treasurer annually informs the State Legislature of the Program's funded
status by letter. A letter was sent to the State Legislature in December 20L5 with a copy
of the 20L5 SCTPP Actuarial Report and an update on the unfunded liability.

In conjunction with Columbia Management Investrnent Advisers, LLC, Pension
Consulting Alliance and Actuarial Resources Corporation of Georgia, the State
Treasurer's Office reviews the inveshnent return assumption annually. Although we do
not expect the Fund to realize this exact rate in any year, we believe it represents a
reasonable earnings rate over the time horizon of this report. In some years the Fund
will have yields in excess of the assumed rate, while in other years the Fund will earn
less than this rate.

Demo graphic Assumptions

The demographic assumptions used in this report are based on our experience with
similar types of liabilities. Our choice of assumptions is based on recent experience and
our best estimates as to future events. These assumptions are as follows:

Mortølity and Disøbility

We assumed that there would be no terminations due to death or disability.

T4
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At-Will Terminøtion of Contrøct

Our projections include assumptions regarding voluntary termination of contracts prior
to matriculation. These assumptions vary by payment type and by number of years
from contract purchase. These assumptions are shown in the following table.

Lump Sum 48 Monthly
Payments

Extended Payments

Year of purchase
Year of purchase+1
Year of purchase+2
Year of purchase+3
Year of purchase+4
Year of purchase+5
Year of purchase+6
Year of purchase+7
Year of purchase+8
Thereafter

2.0%
2.07o

2.0%
1.5%
1".57o
'l,.5To

15%
1.0%

1..0%

1.0%

5.0%
4.0%
3.ÙYo

2.jYo
1.0%

1.0%

1..0%

1..0%

1.0%
1.07o

8.ÙYo

7.0%

6.0%

5.0%
4.0o/o

3.0%
2.0Yo

2.0To

2.0To

1.0%

Møtriculøtion Percent

All beneficiaries are assumed to matriculate at the matriculation date specified in the
application, except for those who are projected to terminate.

Utilization of Benefts

Four-year contract beneficiaries are assumed to use their benefits ratably over five
years, while two-year contract beneficiaries are assumed to use their benefits ratably
over two years. However, for contracts which are past their anticipated matriculation
date, but have not used any benefits, all benefits are projected to be used completely
over the next two years.

We believe that this is a reasonable assumption since experience at other prepaid tuition
programs, and universities in general, indicates that the average student takes
somewhat longer than four years to complete a four-year degree.

Dropout Røte

All beneficiaries are assumed to use 100% of their contractual benefits once they have
enrolled in college.

15
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F requency of Beneficiary Repløcement

Since all surviving beneficiaries are expected to matriculate and are expected to use
their benefits until completior¡ the assumption is made that no replacement of
beneficiaries will occur.

16
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vI. ADEQUACY OF THE FUND AS OF JUNE 30,2016

In determining the adequary of the Fund, we estimated the future disbursements for
higher education expenses of beneficiaries, expenses and refunds for terminated
contracts. We also projected the future assets based on current assets and expected
earnings on assets. We believe these estimates are reasonable based on the information
available and our past experience and judgment.

The estimates of the prospective assets and liabilities of the Fund arc summarizcdin thc
table on the following page and demonstrate the financial position of the Fund. The
value of all assets isfi82,392,324 while the expected value of all liabilities is fi125,660,173.
The expected present value of the excess of liabilities over assets is fi43,267,849. This
compares to the prior year's deficit of $55,910,003.

The deficit will change from year to year due to positive and negative cash flows and
due to the change in the present value of future benefit usage because of the passage of
time. The deficit will also change due to the variance of experience from the
assumptions. These variances include tuition increases and investrnent income.

The deficit will also change due to the updating of the assumptions to reflect the
Program's emerging experience. The changes for the year ending June 30,2016 arc
summarized in the table below.

Progression of Surplus/(Deficit)
Surplus atJune 30,2015

Projected Change to ]une 30,20't6

Gain From Favorable Investrnent Experience

Gain Due to Favorable Tuition Inflation

Gain Due to Change in Assumptions

All Other Experience Items

Surplus at June 30, 20'1.6

($ 55,910,003)

(1,458,620)

503,467

4,393,9'1"4

8,976,688

226,705

($ 43,267,949\

t7
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In the following chart we show the value of expected future benefit usage/ expected
future payments, current assets and expected surplus as of the end of each future year
for contracts in place as of June 30,20'1.6. Note that existing assets are projected to be
sufficient to meet future liabilities through 2020.

PRESENT VALUE OF ASSETS AND LIABILITIES

Fiscal Year
Endine

Value of
Assets

Present Value of
Future Benefits

Surplus/
(Deficit)

20't6
2017

2018
2019

2020

82,392,324
70,595,273

56,360,217

42,484,202

28,757,936

15,033,741,

2,'J,43,537

(27,736,491)
(37,277,550)
(44,650,755)

(50,069,580)

(53,468,781)
lÉ,É, /l 

^A ^1 
É,\IJJtAtWtWLJ t

125,600,052
1],4,909,200

1"0-1,,577,492

88,624,936

75,842,286

63,082,026

51,,177,945

22,275,768
13,769,438

7,456,797

3,124,462
838,266

n

(43,207,728)
(44,313,927)
(45,217,275)
(46,'t40,734)
(47,084,350)

(48,048,285\
(49,034,408)
(50,012,259)
(51,046,988)
(52,107,55r)

(53,194,042)
(54,307,048)
Itr-h 

^AA ^1R\\¿9 rAAVtW LW t

2021

2022
2023
2024
2025

2026

2027
1nîa
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VII. CHANGES IN ACTUARIAL ASSUMPTIONS

This year, all major assumptions were reviewed. Consequently, the expected tuition
inflation was decreased from 7o/o per year to 5.5%, contracts are now assumed to be
utilized for 5 years after matriculation instead of 4, the investrnent return assumption is
decreased from2.2% to 2.1.%, and contracts which have sat idle well past their planned
matriculation dates are valued on a return of premium basis. In all previous years, it
was assumed these contracts would bcgin usage immediately after the valuation date.

D ecr eø s e d Tuition lnfløtion

The average tuition inflation over the last 5 years and over the last ten years is less than
4% per year. To more accurately reflect this while maintaining an element of
conservatism, the expected inflation was reduced from 7% to 5.5% per year.

5 Yeør Utilizøtion of Contrøcts

Actual SCTPP cash flows consistently showed projected cash flows to be excessive. An
analysis of contract usage indicated that a major reason for this was contracts were not
always used in the first 4yearc post-matriculation. As a result, the 4 year usage
assumption has been changed to 5 years.

Chønge in lnaestment Return

The investment return assumption was modestþ adjusted from2.Zo/o to 2.'1.%

Current Assumption Prior Assumption
2.L07o 2.207o

Vøluing ldle Contrøcts on ø Return of Premium Bøsis

An experience study of contract usage showed that many contracts have never been
used even though they are well past the planned matriculation dates. Additionally,
many contracts that have not been used for several years still have available tuition
credits. As these contracts will likely never be used, they are now valued on a return of
premium basis (the same as other contract terminations).

l9



Dollør Effect of Chønge in Assumptions

If assumptions had been the same as last year, the Plan's deficit would have been

(fi52,244,537)

These changes reduced the deficit by fi8,976,688.

The components of the change are:

o Change in Tuition Inflation $
o Change in Contract Utilization $
. Change in Inveshent Return $
o Return of Premium on Idle Contracts $

:98#

5,369,599 improvement of results
'1,73L,066 worsening of results

467,219 worsening of results
5,805,374 improvement of results

20
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VIII. EXPECTED USE OF FUNDS

The Fund is expected to pay benefits and expenses in the following proportions:

o Tuition payments - 86.2Yo

o Payments of refunds to contract owners - 13.87o

These results are shown graphically below

Expected Use of SCTPP Funds

lTuition lRefunds

2t
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State of South Carolina
Office of the State Tfeasurer

South Carolina T[ition Prepayment Program
Annual Report

For theYear Ended June 30,2016

Management's Discussion and Analysis (unaudited)

As program manager of the South Carolina Tuition Prcpaymcnt Program (thc "Program"), Columbia
Management InvestmentAdvisers, LLC and Columbia Management Investment Distributors, Inc. (collectively,
"Columbio" or thc "Program Managcr"), cach a wholly-owned subsidiary ofAmeriprise Financial, Inc., are
responsible for the day-to-day operations of the Program, including providing certain investment management and
administrative services to the Program.

Program Overview
The Program is part of the South Carolina College Investment Trust Fund (the "Trust Fund") and was established
by the South Carolina General Assembly (the 'Assembly") as a way to provide a tax-advantaged method to prepay
future higher education expenses ofdesignated beneficiaries at eligible educational institutions. The Program was
established to assist the citizens of South Carolina with the expense of college by providing an advanced payment
program for tuition at a fixed and guaranteed level for public colleges and universities. Operations ofthe Program
began in 1998 with the initial enrollment period commencing on September 14, 1998.

The Program's last open enrollment period lasted from March 2006 through ly'ray 2006. Effective July l, 2008, the
Assembly closed the Program to new enrollment. Closing the Program to new enrollment did not affect existing
participants in the Program and the Program remains in full operation. At June 30, 2016, contract holders
continue to pay any amounts due, including monthly installments, penalties and fees, and the Program continues
to pay all benefits due.

The Office of the State Treasurer of South Carolina (the "Treasurer") is responsible for administering the
Program and effective October l, 2012, selected Columbia to serve as the Program Manager. Prior to October I ,
2012, the Program was managed by the Treasurer.

tr'inancial Highlights
During the year ended June 30,2016, the Program received $0.8 million in contract contributions and paid $14.1
million in contract benefits.

As of June 30,2016, the Program's liabilities (primarily consisting of discounted future tuition payments)
exceeded its assets by approximately $43.3 million, resulting in a net deficit. The net deficit decreased from $55.9
million at June 30,2015, primarily as a result of a net decrease in operating expenses of $10.5 million, which
consists of contract benefit payments and a decrease in the actuarial value of future contract benefit payments, as
well as a net investment gain of $2.2 million.

The financial statements present only the Program, and do not purport to, and do not, present the net position or
activity of the Trust Fund or the State of South Carolina.

Overview of the Financial Statements
The Program's financial statements are prepared in accordance with Governmental Accounting Standards Board
("GASB") Statement No. 34, Basic Financial Stalements and Management's Discussion and Analysis þr State
and Locql Government, as amended. The activities of the Program are accounted for as an enterprise fund. As an
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State of South Carolina
Office of the State Tfeasurer

South Carolina T[ition Prepayment Program

Management's Discussion and Analysis (continued) (unaudited)

enterprise fun{ the financial statements of the Program are presented on the flow of economic resources

measurement focus and accrual basis accounting in conformity with accounting principles generally accepted in
the United States of America.

The State of South Carolina reports the Program as a nonmajor enterprise fund in its Comprehensive Annual

Financial Report ("CAFR"). Enterprise fund reporting is used to report the functions of a governmental entity

with business-type activities in which a fee is charged to external users for goods and services.

This report consists of two parts: management's discussion and analysis (this section) and the basic financial

statements. The basic financial statements are composed of a Statement of Net Position; a Statement of Revenues,

Expenses and Changes in Net Position; a Statement of Cash Flows and Notes to Financial Statements.

The Statement of Net Position presents information on the Program's assets and liabilities, with the difference

reported as net position (deficit). This statement is categorized into current and non-current assets and liabilities.

For purposes of the financial statements, current assets and liabilities are those assets and liabilities with
immediate liquidity or which are collectible or becoming due within 12 months of the statement's date.

The Statement of Revenues, Expenses and Changes in Net Position reflects the operating and non-operating

revenues and expenses for the operating year. Operating revenues and expenses generally result from providing

services in connection with the enterprise fundt principal ongoing operations. The principal operating revenues

and expenses relate to tuition contract revenues and tuition benefit payments. Investment activify and program

management fees are reported as non-operating activities.

The Statement of Cash Flows is presented on the direct method of reporting, which reflects the enterprise fund's

cash flows from operating and investing activities. Cash collections and payments are reflected in this statement

to arrive at the net increase or decrease in cash and cash equivalents during the year.

The Notes to Financial Statements provide additional information and explanations that are integral to a full
understanding ofthe data provided in the basic financial statements.

X'inancial Analysis

Net Position. The following is a condensed Statement of Net Position for the Program as of June 30, 2016 and

June 30, 2015.

2016 2015

$ 81,355,651
t,438,265

Current assets

Noncurrent assets

Total assets

Current liabilities
Noncurrent liabilities

Total liabilities

Net position (deficit)

82,793,916

13,710,621
112,350,993

s 92,391,718
2,053.640

94,445,358

26,302,195
t24,049 .471

126,06t,6t4 150,3 sL.666

2
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State of South Carolina
Office of the State Tfeasurer

South Carolina T[ition Prepayment Program

Management's Discussion and Analysis (continued) (unaudited)

Net position (deficit) decreased by approximately $12.6 million or 22.60/o. Net position is the excess of total
assets over total liabilities and a net (deficit) occurs when liabilities exceed assets. The decrease in the net
(deficit) is primarily attributable to net investment gain and a decrease in projected contract benefit payments.
Although the deficit decreased during the yeaq the Program is still in a significant deficit position.

Based on the financial statements, the funded status (assets divided by liabilities) of the Program is 65.7o/o at
June 30, 2016, comparedto 62.80/0 at June 30,2015. The funded status represents the Program's abilify to fund
payment of its liabilities as of the date on which the value of the assets and liabilities are measured. The Treasurer
is evaluating the implications of the deficit on the ongoing operations of the Program. In the event that remedial
actions are not taken by the Assembly, the Program is projected to run out ofassets in the fiscal year beginning on
July l, 2022. If the State determines that the Program is no longer fiscally or actuarially sound, the State may
discontinue the Program and cancel all tuition prepayment contracts.

Statement of Revenues, Expenses and Changes in Net Position.

The following is a condensed Statement of Revenues, Expenses and Changes in Net Position for the years ended
June 30, 2016 and June 30, 2015:

2016 2015

Operating revenues:

Tuition contracts

Operating expenses:

Tuition benefits

Operating income

s 6t,236 $ 31,579

(r0.542.678\ l)
10.603.914 895,830

Non-operating revenues (expenses):

Net investment gain
Program management fees

Total non-operating revenues

Change in net position

Net position (deficit), beginning of year

Net position (deficit), end of year

2.034.696 628,405

12,638.610 524,235

(55,906,309) (57.43 0,543)

s(43,267,698) $(5s,906.308)

2,289,614
(254.918\

920,619
(292,2r4)

1.

Operating revenues reflect contract payments received and the effect of discounting future contract payments
receivable. Operating expenses reflect contract benefits paid and the effect ofdiscounting future contract benefits
payable.
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State of South Carolina
Office of the State Tfeasurer

South Carolina Tirition Prepayment Program

Managementos Discussion and Analysis (continued) (unaudited)

Effective July 1, 2008, the Assembly closed the Program to new enrollment and as a result, no new contracts have

been sold since that time.

Net investment gain consists of investment income (interest and dividends accrued from Program investments),

net realized gain (loss) and the change in fair value ofinvestments during the year.

Economic Factors

The actuarial valuation oftuition contracts receivable and the accrued contract benefits liability as ofJune 30,

2016 is based on various actuarial assumptions. Key assumptions include a tuition inflation assumption of 5.5o/o,

which is based on the statutory limit on benefit increases for Program beneficiaries. The rate decreased from

7.0o/o for those attending South Carolina's public universities and 8.0% for all other universities as of June 30,

2015. The change decreased the future contract benefits by approximately $5.4 million.

From October 1,2012 through December 2013, the Program's targeted investment allocation was approximately

34o/o to equity, fixed income and alternative asset classes and 660/o to a fixed income portfolio. The Program's

fixed income portfolio follows an immunized, liability driven investment ("LDI") strategy, where the LDI
investments are managed based on the cash flows needed to fund expected future liabilities. The LDI investments

are structured in such a way that value increases/decreases in conjunction with increases/decreases in the value of
liabilities due to changes in interest rates. As the Program approaches its projected asset depletion date in2022,
the allocation to LDI increases in order to reduce funded status volatility. As a result, the Program's LDI
allocation increased to 80% in December 2013,900/o in November 2014 and 100% in February 2015.

Changes in long-term actuarial assumptions and actual experience can have a significant impact on the Program's

projected assets and liabilities. The Program Manager, Treasurer and its investment consultant review the

assumptions annually. The actuarial assumption for the long-term investment rate of return and discount rate is

2.lVo annually, net ofexpenses. The rate decreased from 2.2o/o as ofJune 30, 2015. This change increased

discounted future contract benefits by approximately $0.47 million.

As discussed in Note 8 and Note 9 of the financial statements, the Program has a net deficit of ($a3.3) million.
Each year, the Treasurer notifies the Assembly of the implications of the deficit on the ongoing operations of the

Program, with various remedial actions for funding as reported in the Program's annual actuarial valuation.

Additional funding requires approval of the Assembly.

If the State determines that the Program is no longer fiscally or actuarially sound, the State may discontinue the

Program and cancel all tuition prepayment contracts. In this instance, the State will determine the level of refunds

dependent upon available monies in the Program, as described in the Program's Master Agreement. In general,

unused contributions shall be refunded, less certain administrative expenses, plus interest on these contributions

from the date payment is made at the rate of at least 4o/o per annum.

Any act or undertaking ofthe Program shall not constitute a debt ofthe State or any agency, department,
arhrertb-
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State of South Carolina
Office of the State Tleasurer

South Carolina Thition Prepayment Program

Management's Discussion and Analysis (continued) (unaudited)

institution, or political subdivision, but is payable solely from the Program. The Program deficit is also not an
obligation of the Program Manager.

Requests for Information

The financial report is designed to provide a general overview of the Program's finances. Questions concerning any
of the information provided in this report or requests for additional financial information should be addressed to
Office of the State Treasurer, South Carolina Tuition Prepayment Program, P.O. Box 11778, Columbia, SC 29211.
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lndependent Auditor's Report

To the Office of the State Treasurer of the State of South Carolina:

Report on the Financial Statements

We have audited the accompanying financialstatements of the South Carolina ïuition Prepayment
Program, which comprise the statement of net position as of June 30, 2016, the related statements of
revenues, expenses and changes in net position, and cash flows for the year then ended, and the
related notes to the financial statements (collectively, the financialstatements).

Managemenf's ResponsÍbility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this
includes the design, implementation and maintenance of internal control relevant to the preparation
and fair presentation of financial statements that are free from material misstatement, whether due to
fraud or error.

Aud ítor's Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We
conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free from
material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor's judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error ln making those risk assessments, the auditor considers internal control relevant to the entity's
preparation and fair presentation of the financial statements in order to design audit procedures that
are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the entity's internalcontrol. Accordingly, we express no such opinion. An audit also
includes evaluating the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluating the overall presentation
of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinion.

THE POWER OF BE¡NG UNDERSTOOD
AUDIT ITAX ICONSULTING

RSMUSLLPisthÊU.S.m.mbrfFmof RSMlnlm¿llm¿|,åglobalnetwkolindepcndcntedlt,tðx.ÐdcosrjtlrBtirms. \¡5¡trsmu5.(m/¡boutusldruchfcmt¡onæ9rd¡ngRSMUSLLPæd
R9!l lnldn¡timð|.
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Opinion

ln our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the South Carolina Tuition Prepayment Program as of June 30, 2016, and the
changes in is financial position and its cash flows for the year then ended in accordance with
accounting principles generally accepted in the United States of America.

Emphasis of Matters

As discussed in Note 1, the financial statements present only the South Carolina Tuition Prepayment
Program administered by the Office of the State Treasure¡ and do not purport to, and do not, present
fairly the financial position of the State of South Carolina, or the Office of the South Carolina State
Treasurer as of June 30,2016, the changes in theirfinancial positions, o¡ where applicable their cash
flows for the year then ended in accordance with accounting principles generally accepted in the United
States of America. Also, as discussed in Notes B and 9, the South Carolina Tuition Prepayment
Program has a deficit as of June 30, 2016 of $43.3 million. The amount of the reported deficit is highly
dependent on the actuarial assumptions used to calculate the actuarial present value of future tuition
benefit obligations. our opinion is not modified with respect to these matters.

Other Matters

Req u i red Su pple mentary I nformation

Accounting principles generally accepted in the United States of America require that the
management's discussion and analysis on pages 1-5 be presented to supplement the basic financial
statements. Such information, although not a part of the basic financial statements, is required by
Governmental Accounting Standards Board, who considers it to be an essential part of financial
reporting for placing the basic f'inancial statements in an appropriate operational, economic or historical
context. We have applied certain limited procedures to the required supplementary information in
accordance with auditing standards generally accepted in the United States of America, which
consisted of inquiries of management about the methods of preparing the information and comparing
the information for consistency with management's responses to our inquiries, the basic financial
statements and other knowledge we obtained during our audit of the basic financial statements. We do
not express an opinion or provide any assurance on the information because the limited procedures do
not provide us with sufficient evidence to express an opinion or provide any assurance.

Other Reporting Required by Government Auditing Standards

ln accordance with Government Auditing Standards, we have also issued our report dated
September 26,2016 on our consideration of the South Carolina Tuition Prepayment Program's internal
control over financial reporting and on our tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements and other matters. The purpose of that report is to
describe the scope of our testing of internal control over financial reporting and compliance and the
results of that testing, and not to provide an opinion on internal control over financial reporting or on
compliance. That report is an integral part of an audit performed in accordance with Gove rnment
Auditing Standards in considering South Carolina Tuition Prepayment Program's internalcontrolover
financial reporting and compliance.

Psg us l/.P
Boston, Massachusetts
September 26,2016



State of South Carolina
Office of the State Tleasurer

South Carolina Tirition Prepayment Program
Statement of Net Position

June 30,2016

Assets
Current assets

Investments
Cash and cash equivalents
Receivables:

Tuition contracts receivable
Accrued investment income

Total current assets

Noncurrent assets

Tuition contracts receivable

Total noncurrent assets

Total assets

Liabilities
Current liabilities

Payable for investments purchased

Accrued program management fees

Accrued contract benefits

Total current liabilities

Noncurrent liabilities
Accrued contract benefits

Total noncurrent liabilities

Total liabilities

Net position (deficit)

g 79,107,202
1,224,865

578,486
445,098

81,3 55,651

1,439,265

82,'793,916

401,441
60,121

t3,249,059

13, 710,621

112,35 0,993

t12,350,993

126,06 t,6t4
greÆ,6e8)

See accompanying Notes to Financial Statements.
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State of South Carolina
Office of the State Tfeasurer

South Carolina Thition Prepayment Program
Statement of Revenues, Expenses and Changes in Net Position

tr'or theYear Ended June 30r 2016

Operating revenues:

Contract contributions
Decrease in actuarial value of future contract contributions

Total operating revenues

Operating expenses:

Contract benefit payments
Decrease in actuarial value of future contract benefit payments

Total operating expenses

Operating income

Non-operating revenues (expenses):

Income from investment securities
Program management fees

Total non-operating revenues (expenses)

Change in net position

Net position (deficit), July l, 2015

Net position (deficit), June 30, 2016

$ 818,141

61,236

14,140,002
(24,682,680\

(10,542,678\

10,603,914

2,289,614
(2s4,9t8)

2,034,696

12,638,610

(55,906,309)

sØ3,267.6981

See accompanying Notes to Financial Statements.
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State of South Carolina
Office of the State Tleasurer

South Carolina Thition Prepayment Program
Statement of Cash Flows

For theYear Ended June 30,2016

Cash flows from operating activities:
Cash receipts from prepaid tuition contracts
Cash paid for tuition

Net cash used in operating activities

Cash flows from investing activities:
Purchases of investment securities
Sales and maturities of investment securities
Interest and dividends on investments
Cash paid for program management services

Net cash provided by investing activities

Net increase in cash and cash equivalents

Cash and cash equivalents, July 1,2015

Cash and cash equivalents, June 30,2016

Reconciliation of operating income to net cash used in operating activities:
Operating income

Adjustments to reconcile operating income to net cash used in operating activities:
Decrease in tuition contracts receivable
Decrease in contract benefits payable

Total adjustments

Net cash used in operating activities

Supplemental disclosure of noncash investing transactions:
Net change in appreciation on investments

$ 8l8,14l
(14,140,002)

(13,321,861)

(18,407,522)
30,768,971

1,833,832
(263,73t)

13,931,550

609,689

615,176

$l

$1 I4

756,905
(24,682,680\

(23,925,775!'

$(13,321,861)

$ 814,31 I

See accompanying Notes to Financial Statements.
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State of South Carolina
Office of the State Treasurer

South CarolÍna T[ifion Prepayment Program
Notes to Financial Statements

For theYear Ended June 30,201ó

Note 1. Organization

The South Carolina Tuition Prcpaymcnt Program (thc "Program"), p&tr of the South Carolina College Investmeut
Trust Fund (the "Trust Fund"), was established by the South Carolina General Assembly (the 'Assembly") in
accordance with Section 529 ofthe Internal Revenue Code of 1986, as aurendetl (the "Code"), and Chapter 4 of
Title 59 of the South Carolina Code of Laws of 1976, as amended (the "SC Code"). The Program is intended to
provide a tax-advantaged method to prepay future higher education expenses ofdesignated beneficiaries at
eligible educational institutions and has been designed to comply with the requirements for treatment as a
"qualified tuition program" under the Code. The Office of the State Treasurer of South Carolina (the "Treasurer")
is responsible for administering the Program and selecting a Program Manager to provide overall program
management services.

The Program was established to assist the citizens of South Carolina with the expense of college by providing an
advanced payment program for tuition at a fixed and guaranteed level for public colleges and universities.
Operations of the Program began in 1998 with the initial enrollment period commencing on September 14, 1998.

The Program's last open enrollment period lasted from March 2006 through May 2006. Effective July l, 2008, the
Assembly closed the Program to new enrollment. Closing the Program to new enrollment did not affect existing
participants in the Program and the Program remains in full operation. At June 30, 2016, contract holders
continue to pay any amounts due, including monthly installments, penalties and fees, and the Program continues
to pay all benefits due.

Effective October 1,2012, Columbia Management Investment Advisers, LLC ("Columbia") and Columbia
Management Investment Distributors, Inc,, (collectively the "Program Manager"), each a wholly-owned
subsidiary of Ameriprise Financial, Inc., serve as the Program Manager. The Program Manager is responsible for
the day-to-day operations of the Program, including providing certain investment management and administrative
services to the Program. Prior to October 1,2012, the Program was managed by the Treasurer.

The financial statements present only the South Carolina Tuition Prepayment Program administered by the State
of South Carolina, Office of the State Treasurer, and do not purport to, and do not, present fairþ the financial
position of the State of South Carolina or the Office of the South Carolina State Treasurer as of June 30, 2016,
and changes in their financial position and cash flows, where applicable, for the year then ended in conformity
with accounting principles generally accepted in the United States ofAmerica. As of June 30, 2016, the
Program's liabilities (primarily consisting of discounted future tuition payments) exceeded its assets by
approximately $43.3 million.

Note 2. Significant Accounting Policies

The financial statements of the Program have been prepared in conformity with accounting principles generally
accepted in the United States ofAmerica ("GAAP") as applied to governmental entities. The Governmental
Accounting Standards Board ("GASB") is the accepted standard setting body for establishing governmental
accounting and financial reporting principles. The Program's significant accounting policies are described below.
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State of South Carolina
Office of the State Tfeasurer

South Carolina T[ition Prepayment Program
Notes to Financial Statements (continued)

For theYear Ended June 30,2016

Basis of Presentation
The State of South Carolina reports the Program as a nonmajor enterprise fund in its Comprehensive Annual

Financial Report. As an enterprise fund, the financial statements of the Program are presented on the flow of
economic resources measurement focus and accrual basis accounting in conformity with GAAP Under this

method ofaccounting, revenues are recorded when earned and expenses are recorded when incurred, regardless of
the timing of related cash flows. Enterprise funds are used to account for operations that are financed and

operated in a manner similar to private business enterprises where the intent is that the costs of providing services

to the general public and others on a continuing basis be financed or recovered primarily through user charges.

Enterprise funds distinguish operating revenues and expenses from non-operating. Operating revenues and

expenses generally result from providing services in corurection with the enterprise fund's principal ongoing

operations. The principal operating revenues and expenses relate to tuition contract contributions and tuition
benefit payments. Activity related to investment activity (such as investment income, changes in the fair value of
investments and program management fees) is reported as non-operating activity.

Use of Estimates
The preparation of financial statements in conformity with generally accepted accounting principles requires

Program management to make estimates and assumptions that affect the reported amounts included in the

financial statements and disclosure of contingent assets and liabilities at the date of the financial statements.

Actual results could differ from those estimates.

Cash and Cash Equivalents
Cash includes cash in banks and interest bearing deposits with banks. Cash equivalents include short-term, highly
liquid investments (three months or less until maturity) that are readily convertible to known amounts of cash and

so near their maturity that they present insignificant risk of changes in value. Such amounts include money

market mutual funds.

Investments
Investment hansactions are recorded on the trade date. Dividends are recorded on the ex-dividend date. Interest

income is determined on an accrual basis.

Investment Valuation
Investments are valued on a daily basis at fair value. Fair value is defined by GASB Statement No. 72, Fair Value

Measurement and Applicøtion, as "the price that would be received to sell an asset or paid to transfer a liability in
an orderþ transaction between market participants at the measurement date." Investments in mutual funds

(including money market funds) are valued at their respective net asset values and are determined as of the close

of the NewYork Stock Exchange (generally 4:00 PM Eastern time) on the valuation date. Debt securities are

generally valued by independent pricing services approved by Columbia based upon market transactions for
normal, institutional-size trading units of similar securities. The services may use various pricing techniques

which take into account appropriate factors such as yield, quality, coupon rate, maturity, type ofissue, trading

characteristics and other data, as well as broker quotes. Debt securities for which quotations are readily available

may also be valued based upon an over-the-counter or exchange bid quotation.
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State of South Carolina
Office of the State Tleasurer

South Carolina T[ition Prepayment Program
Notes to Financial Statements (continued)

For theYear Ended June 30,2016

Tlrition Contracts Receivable
Tuition contracts receivable of the Program at the balance sheet date represents Program management's best
cstituate of tlte presertt value uf future uontract payments using the payments at the discount râte. The discount
rate represents the assumed net investment yield and was 2.lVo as of June 30, 2016.

Accrued Contract Benefits
The Program records accrued contract benefits at the actuarial present value of its future tuition obligation, which
is adjusted for the effects of projected tuition and fee increases and termination of contracts. The tuition inflation
assumption of 5.5o/o is based on the statutory limit on benefit increases for Program beneficiaries. See Note 7 for
the key actuarial assumptions used in the June 30, 2016 independent Actuarial Valuation.

Income Taxes
The Program intends to quali$ each year as a qualified tuition program in accordance with Section 529 ofthe
Code, which provides exemption from federal income tax. Under South Carolina state law, the Program will not
pay a South Carolina franchise tax or other tax based on income. Therefore, no provision for federal or state
income taxes has been recorded in accordance with the enabling legislation.

Recent Accounting Pronouncements
The GASB has issued the following standards that were effective during the current reporting period or will be
effective in fufure periods:

In February 2015, the GASB issued GASB No. 72, Fair Value Measurement and Applicatior. This Statement
establishes general principles for measuring fair value and standards ofaccounting and financial reporting for
assets and liabilities measured at fair value. This Statement is effective for financial statement periods beginning
after June 15, 201 5. The Program has adopted this standard and included a disclosure for Fair Value Measurement
within the Notes to Financial Statements.

In June, 2015, the GASB issued GASB No. 73, Accounting and Financial Reportingfor Pensions and Related
Assets That are Not within the Scope of GASB Staîement 68, andAmendments to Certain Provisions of GASB
Statements 67 and ó8. Statement No. 73 addresses the accounting and financial reporting rules for pension plans
and sponsoring employers that are not covered under Statement No. 67 andNo. 68. Generally, the provisions of
Statement No. 73 are effective for fiscal years beginning after June 15, 2015 The adoption of this standard did not
have a significant impact on the Programs financial statements.

In June, 2015, the GASB issued GASB No. 74, Financial Reporting for Postemployment Benefit Plans Other
Than Pension Plans. This Statement applies to Benefit Plans other than pension plans (OPEB) plans that
administer benefits on behalf of governments through trusts that meet the GASB's specified criteria. It replaces
GASB Statement No. 43 and requires more extensive note disclosures and required supplementary information
(RSI) for both defined benefit and defined contribution OPEB plans. The provisions of Statement No. 74 are
effective for plan fiscal years beginning after June 15,2016. Program management has not determined the effect,
if any, this Statement will have on its financial statements.
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State of South Carolina
Office of the State Tfeasurer

South Carolina Tirition Prepayment Program
Notes to Financial Statements (continued)

For theYear Ended June 30,2016

In June, 2015, the GASB issued GASB No. 75, Accounting and Financial Reporting for Postemployment

Benefits Other Than Pensions. The Statement replaces the requirements of GASB Statement No. 45, Accounting

and Financial Reporting by Employers for Postemployment Benefits OtherThan Pensions (OPEB). Among other

things, Statement No. 75 requires governments to report a liability on the face of the financial statements for the

OPEB that they provide and requires goverffnents in all types of OPEB plans to present more extensive note

disclosures and required supplementary information about their OPEB liabilities. This Statement is effective for
fiscal years beginning after June 15,2017. Program management has not determined the effect, if any, this

Statement will have on its financial statements.

In June, 2015, the GASB issued GASB No. 76, The Hierarchy of Generally Accepted Accounting Principles for
State and Local Governments, This Statement reduces the GAAP hierarchy to two categories of authoritativc

GAAP from the four categories under GASB Statement No. 55, The Hierarchy of Generally Accepted Accounting

Principles for State and Local Governments. The first category of authoritative GAAP consists of GASB

Statements of Governmental Accounting Standards. The second category comprises GASB Technical Bulletins

and Implementation Guides, as well as guidance from the AICPA that is cleared by the GASB. The Statement is

effective for reporting periods beginning after June L5, 2015 . The adoption of this standard did not have a

significant impact on the Programs financial statements.

In August, 2015, the GASB issued GASB No. 77, Tax Abatement Disclosures. This Statement requires state and

local governments, for the first time, to disclose information about tax abatement agreements. It requires

governments to disclose information about their own tax abatements separately from information about tax

abatements that are entered into by other governments and reduce the reporting government's tax revenues. The

requirements of this Statement are effective for financial statements for periods beginning after December 15, 2015

Program management has not determined the effect, if any, this Statement will have on its financial statements.

In December, 2015, the GASB issued GASB No. 78, Pensions Provided through Certain Multiple-Employer

DeJined BeneJìt Pension Plans.This Statement amends the scope and applicability of GASB 68 to exclude

pensions provided to employees of state or local governmental employers through a cost-sharing multiple-employer

defined benefit pension plan that: (l) is not a state or local governrnental pension plan; (2) is used to provide

defined benefit pensions both to employees of state or local governmental employers and to employees of
employers that are not state or local governmental employers; and (3) has no predominant state or local

governmental employer (either individually or collectively with other state or local govemmental employers that

provide pensions through the pension plan). This Statement establishes requirements for recognition and

measurement of pension expense, expenditures, and liabilities; note disclosures; and required supplementary

information for pensions that have the characteristics described above. This Statement is effective for financial

statement periods beginning after December 15, 2015. Program management has not determined the effect, if any,

this Statement will have on its financial statements.

In December,2015, the GASB issued GASB No. 79, Certain External Investment Pools and Pool Participants.

This Statement permits qualiffing external investment pools to measure pool investments at amortized cost for
financial reporting purposes and provides guidance that will allow many pools to continue to qualiff for
amortized cost accounting. Existing standards provide that external investment pools may measure their

investments at amortized cost for financial reporting purposes if they follow substantially all of the provisions of
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State of South Carolina
Office of the State Treasurer

South Carolina Tirition Prepayment Program
Notes to FinancÍal Statements (continued)

For theYear Ended June 30,2016

the SEC's Rule 2a7. Likewise, participants in those pools are able to report their investments in the pool at
amortized cost per share. GASB 79 replaces the reference in existing GASB literature to Rule 2a7 with criteria
that arc similar in many r€spects to those in Rule 2a7. GASB 79 is effective for lepurting periotls bcginnirrg after
June 15, 2015, except for certain provisions on portfolio qualiry custodial credit risk, and shadow pricing. Those
provisiotts are effective ftrr reporting periotls beginning after December 15, 2015. Eadier application is
encouraged. The adoption of this standard did not have a significant impact on the Programs financial statements

In January 2016,the GASB issued GASB No. 80 Blending Requirementsþr Certain Component Units-An
Amendment of GASB Statement No. I4.The Statement clarifies the display requirements in GASB Statement
No. 14, The Financial Reporting Entity, by requiring these component units to be blended into the primary state
or local government's financial statements in a manner similar to a department or activity of the primary
government. The guidance addresses diversity in practice regarding the presentation ofnot-for-profit corporations
in which the primary government is the sole corporate member. Although GASB 80 applies to a limited number
of governmental units, such as, for example, public hospitals, the GASB intends for it to enhance the
comparability of financial statements among those units and improve the value of this information for users of
state and local government financial statements. This Statement is effective for financial statement periods
beginning after June 15,2016. Program management has not determined the effect, if any, this Statement will
have on its financial statements.

In March, 2016, The GASB issued GASB No. 8l lrrevocable Split-Interest Agreements. The Statement requires
that a government that receives resources pursuant to an irrevocable split-interest agreement recognize assets,

liabilities, and deferred inflows of resources at the inception of the agreement. Furthermore, this Statement requires
that a government recognize assets representing its beneficial interests in irrevocable split-interest agreements that
are administered by a third party, if the government controls the present service capacity of the beneficial interests.
GASB 8l requires that a government recognize revenue when the resourc€s become applicable to the reporting
period. This Statement is effective for financial statement periods beginning after December 15,2016. Program
management has not determined the effect, if any, this Statement will have on its financial statements.

In March, 20l6,The GASB issued GASB No. 82 Pension Issues- An Amendment of GASB Statements No. 67,
No. 68, qnd No. 73.The Statement addresses, among other things, presentation of payroll-related measures in
required supplementary information, selection of assumptions and the treatment of deviations from guidance in
Actuarial Standards of Practice for financial reporting pu{poses, and classification of payments made by
employers to satisf plan member contribution requirements. GASB 82 is designed to improve consistency in the
application of the pension standards by clariffing or amending related areas of existing guidance. Specifically, the
practice issues raised by stakeholders during implementation relate to GASB 67,68, and73. This Statement is
effective for financial statement periods beginning after June 15, 2011 . Program management has not determined
the effect, if any, this Statement will have on its financial statements.

Note 3. Investments

Pursuant to Section 59-4-30 of the SC Code, the Treasurer is responsible for developing and adopting the
investment policies, guidelines and strategies for the Program. The Treasurer has adopted a Comprehensive
Investment Plan ("CIP") for the Program, which shall by followed by the Treasurer, Program Manager and any
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State of South Carolina
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South Carolina Ttrition Prepayment Program
Notes to Financial Statements (continued)

For theYear Ended June 30,2016

advisor engaged by the Treasurer to provide advice and monitor the Program. The current CIP was adopted on

October 1,2012, as since amended.

The CIP is intended to:
. Articulate the objectives ofthe Program and set forth in writing the expectations, objectives and guidelines

for the investment of Program assets;
. Formulate policies regarding permitted investments, benchmarks and asset allocation strategies;
. Establish the criteria and procedures for selecting investments available to the Program Manager;
. Identify roles of specific entities having fiduciary responsibility to the Program;
. Establish guidelines, consistent with separate monitoring procedures, for monitoring investment risk and

evaluating investment performance; and
. Provide for an annual investment review of the Program.

All assets of the Program must be invested in a manner that meets the requirements of the CIP. Under the CIB the

assets ofthe Program shall be invested in various individual investments for each specified asset classification.
The investment objectives of the Program assets are to:

. Strive to achieve an investment rate of return and appropriate risk level in order to maximize the life of the

Program.
. Invest in a manner which is appropriate and prudent for the Program.
. Reasonably anticipate liquidity needs of the Program.

The Treasurer is responsible for monitoring and operating the Program in compliance with the Code, the SC Code

and the CIP. The Treasurer is also generally responsible for establishing investment policies; approving or
disproving of investments arurually or otherwise, as needed; establishing criteria for selecting investments, asset

classes and advisors; reviewing and approving investment proposals by the Program Manager and approving

procedures for monitoring investment performance and contractual obligations.

The Treasurer has also developed a written investment monitoring program with regard to investment and

compliance matters ("Monitoring Program"), dated October 7,2012, as since amended.

The Treasurer has retained an investment consultant to assist with the CIP and Monitoring Program, providing
general advice and recommendations on matters including, but not limited to, investment personnel, investment

performance, investment strategy and objectives and Program investment and asset class changes.

Unless otherwise limited by the CIB the Program's investments may include securities authorized by
Section I l-9-660 ofthe SC Code:

. Equity securities of a corporation that is registered on a national securities exchange or quoted through the

National Association of Securities Dealers Automatic Quotations system or similar services;
. Securities issued by an investment company registered under the Investment Company Act of 1940

("Underlying Funds");
. Obligations of the United States, its agencies and instrumentalities;
. Obligations issued or unconditionally guaranteed by the International Bank for Reconstruction and

Development, the African Development Bank and the Asian Development Bank;
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South Carolina T[ition Prepayment Program
Notes to Financial Statements (continued)

For theYear Ended June 30,2016

' Obligations of a corporation, state or political subdivision denominated in U.S. dollars, provided that the
obligation bears an investment grade rating from at least two nationally recognized rating services ("Rating
Agcncy");

. Certificates of deposit;

. Repurchase agreeurents; aud

' Guaranteed investment contracts issued by a domestic or foreign insurance company or other financial
institution, whose long-term unsecured debt rating bears the two highest ratings of at least two Rating
Agencies.

' For avoidance of doubt, collateralized mortgage obligations ("CMO's") are not authorized investments
under Section I l-9-660 of the SC Code: therefore, investments in CMO's are prohibited.

At June 30,2016, the Program's CIP benchmark was a custom blend (80% Barclays Credit l-5 Year Index, l0%o

Barclays Treasury Credit l-5 Year Index and l0o/o Merrill Lynch 3 Month Treasury Index).

As of June 30,2016, the Program's assets were deployed in a mix of fixed income investments and cash and
equivalents, as shown in the table below:

Asset Class Investment Tlpe
FairValue

($)

Immunized Fixed Income Cash and equivalents
Corporate Bonds
Governrnent/Treasury

$ 1,224,865

53,524,150
25,583,052

$80,332,067

Under the Monitoring Program, the Immunized Fixed Income investments are monitored based on sector
allocation, duration, yield to maturity and average credit rating.

Fair Value Measurements
The Program categorizes its fair value measurements according to a three-level hierarchy that maximizes the use
of observable inputs and minimizes the use of unobservable inputs by prioritizing that the most observable input
be used when available. Observable inputs are those that market participants would use in pricing an investment
based on market data obtained from sources independent of the reporting entity. Unobservable inputs are those
that reflect the Program's assumptions about the information market participants would use in pricing an
investment. An investment's level within the fair value hierarchy is based on the lowest level of any input that is
deemed significant to the asset's or liability's fair value measurement. The input levels are not necessarily an
indication of the risk or liquidity associated with investments at that level. For example, certain U.S. government
securities are generally high quality and liquid, however, they are reflected as Level 2 because the inputs used to
determine fair value may not always be quoted prices in an active market.

Fair value inputs are summarized in the three broad levels listed below:

' Level 1 - Valuations based on quoted prices for investments in active markets that the Program has the
ability to access at the measwement date. Valuation adjustments are not applied to Level I investments.
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For theYear Ended June 30,2016

Level2 - Valuations based on other significant observable inputs (including quoted prices for similar

securities, interest rates, prepayment speeds, credit risks, etc.).

Level 3 - Valuations based on significant unobservable inputs (including the Program's own assumptions

and judgment in determining the fair value of investments).

Inputs that are used in determining fair value of an investment may include price information, credit data,

volatility statistics, and other factors. These inputs can be either observable or unobservable. The availability of
observable inputs can vary between investments, and is affected by various factors such as the type of investment,

and the volume and level of activity for that investment or similar investments in the markeþlace. The inputs will
be considered by the Program Manager, along with any other relevant factors in the calculation of an investment's

fair value. The Program uses prices and inputs that are current as of the measurement date, which may include

periods of market dislocations. During these periods, the availability of prices and inputs may be reduced for
many investments. This condition could cause an investment to be reclassified between the various levels within
the hierarchy.

Investments falling into the Level 3 category are primarily supported by quoted prices from brokers and dealers

participating in the market for those investments. However, these may be classified as Level 3 investments due to

lack of market transparency and corroboration to support these quoted prices. Additionally, valuation models may

be used as the pricing source for any remaining investments classified as Level 3. These models may rely on one

or more significant unobservable inputs and/or significant assumptions by the Investment Manager. Inputs used

in valuations may include, but are not limited to, financial statement analysis, capital account balances, discount

rates and estimated cash flows, and comparable company data.

Columbia's Valuation Committee (the Committee) is responsible for overseeing all valuation procedures. The

Committee consists of voting and non-voting members from various groups within Columbia Management's

organization, including operations and accounting, trading and investments, compliance, risk management and

legal.

The Committee meets at least monthly to review and approve valuation matters, which may include a description

of specific valuation determinations, data regarding pricing information received from approved pricing vendors

and brokers and the results ofBoard-approved valuation control policies and procedures (the Policies). The

Policies address, among other things, instances when market quotations are or are not readily available, including

recommendations of third party pricing vendors and a determination of appropriate pricing methodologies; events

that require specific valuation determinations and assessment of fair value techniques; securities with a potential

for stale pricing, including those that are illiquid, restricted or in default; and the effectiveness ofthird party

pricing vendors, including periodic reviews of vendors. The Committee meets more frequently, as needed, to

discuss additional valuation matters, which may include the need to review back-testing results, review time-

sensitive information or approve related valuation actions. The Committee reports to the Board, with members of
the Committee meeting with the Board at each of its regularly scheduled meetings to discuss valuation matters

and actions during the period" similar to those described earlier.

For investments categorized as Level 3, the Committee monitors information similar to that described above,

which may include: (i) data specific to the issuer or comparable issuers, (ii) general market or specific sector
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tr'or theYear Ended June 30,201ó

news and (iii) quoted prices and specific or similar security transactions. The Committee considers this data and
any changes from prior periods in order to assess the reasonableness ofobservable and unobservable inputs, any
assumptions or internal models used to value those securities and changes in fair value. This data is also uscd to
corroborate, when available, information received from approved pricing vendors and brokers. Various factors
impact the frequency of monitoring this information (which may occur as often as daily). Ilowever, the
Committee may determine that changes to inputs, assumptions and models are not required as a result of the
monitoring procedures performed.

Level I Level2 Level 3 Total ($)

Quoted Prices in Other Significant
active Markets for Observable
IdenticalAssets ($) Inputs ($)Investment Tlpe

Cash equivalents
Corporate Bonds
Government/Treasury

Significant
Unobservable

Inputs ($)

s 1,224,865 $

23,389,075

wéþe.

53,524,150
2,193,977

s55,718,127

g 1,224,865
53,524,150
25,583,052

$!9,1i2@

$-

$-

The Program's assets assigned to the Level 2 input category are generally valued using the market approach, in
which a security's value is determined through reference to prices and information from market transactions for
similar or identical assets.

There were no transfers offinancial assets between levels during the period.

tr'oreign Securities Risk
There are certain additional risks involved when investing in foreign securities that are not inherent with
investments in domestic securities. These risks may involve foreign currency exchange rate fluctuations, adverse
political and economic developments and the possible prevention of currency exchange or other foreign
governmental laws or restrictions. In addition, the liquidity of foreign securities may be more limited than that of
domestic securities. At June 30, 2016, I I . I % of the fair value of the investments of the Program were invested in
securities whose identified country of risk was outside the United States ofAmerica. All foreign securities were
denominated in United States Dollars at June 30,2016.

Custodial Credit Risk
Custodial credit risk for deposits is the risk that, in the event of the failure of a depository financial institution, the
Program will not be able to recover deposits that are in the possession ofan outside party. The State's policy, by
law, requires all banks or savings and loan associations that receive State funds deposited by the Treasurer, to
secure the deposits by deposit insurance, surety bonds, collateral securities, or letters of credit to protect the State
against any loss. The Program has no formal policy that would further limit the requirements under State law. As
of June 30,2016, the Program's deposits were covered by federal depository insurance and which at times may
exceed insured limits. The Program has not experienced any losses in such accounts. The Program believes it is
not exposed to any significant credit risk on cash and cash equivalents.
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For theYear Ended June 30,201ó

For an investment, custodial credit risk is the risk that, in the event ofthe failure ofthe counterparty, the Program

will not be able to recover the value of its investments that are in the possession of an outside party. Invesünent

securities are exposed to custodial credit risk if the securities are not registered in the Program's name. However,

all Program investments are marked to indicate ownership by the Program and to the extent possible, registered in
the name of the Program. Investments are held by the Bank of NewYork Mellon (the Program's custodian) and

third party transfer agents or registrars (for money market funds) in the Program's name.

Interest Rate Risk and Credit Risk
Effective February 2015,the Program invests in fixed income securities (the "Immunized Fixed Income

Portfolio"). Investing in fixed income securities may involve certain risks, including the credit quality of
individual issuers, possible prepayments, market or economic developments and yields and price fluctuations due

to changes in interest rates.

Interest rate risk is the risk that changes in interest rates of debt investments will adversely impact the fair value

of those investments. The Program has a formal monitoring policy intended to limit investment maturities as a

means of managing its exposure to fair value losses arising from increasing interest rates. The Program follows an

immunized, liability driven investment strategy, where the Immunized Fixed Income Portfolio is managed based

on the cash flows needed to fund expected future liabilities. The Immunized Fixed Income Portfolio's investments

are structured in such a way that value increases/decreases in conjunction with increases/decreases in the value of
liabilities due to changes in interest rates. The Immunized Fixed Income Portfolio is managed to a duration within
0.5 years (plus or minus) of Program liabilities.

The following table provides weighted average maturity ("WAM") and duration for each investment type held by

the Immunized Fixed Income Portfolio (other than cash and equivalents) as of June 30,2016.

Corporate Bonds
U.S. GovernmentAgency
Treasury

Total

FairValue

$53,524, I 50

2,193,971
23,389,075

$79,107,202

\ilAM Duration
(Years) (Years)

2.42 2.24
296 2.66
2.57 2.51

2.48 2.33

Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its obligations. The

Program has a formal monitoring policy for credit risk exposure, whereby the average credit rating of the

Immunized Fixed Income Portfolio must be AA- or greater. The Immunized Fixed Income Portfolio's authorized

investments must bear an investment grade rating from at least two nationally recognized rating services

(i.e. Moody's, S&P and Fitch). For purposes of determining the average credit rating, the Program uses the middle

of the Moody's, S&P and Fitch ratings. When only two ratings are available, the lower rating is used. U.S. Treasury

issues are explicitly guaranteed by the U.S. government, not subject to credit risk and under the monitoring policy,

considered to have a rating ofAAA.
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The following table sets forth the credit quality breakdown of the Immunized Fixed Income Portfolio's corporate
bonds and U.S. government agency securities:

AAA AA A BBB BB
Immunized Fixed lncome Portfolio

Corporate Bonds
U.S. GovernmentAgency

Total

$511,018 $4,065,807 $25,316,990
2,193,977

$51 1.018 s6,259,784 $25,316,990

s23,062,246 $568,088

923,952øþ- $ff!,q!q

Concentration of Credit Risk
Concentration of credit risk is the risk of loss attributed to the magnitude of the Program's investments with a
single issuer. The Program does not have a policy to limit concentrations of credit risk. At June 30, 2016, the only
issuer which represents more than 5% of the Program's investments is the United States Treasury (29.6% of
investment value). However, Treasury securities are backed by the full faith and credit of the United States
government and therefore not subject to credit risk.

Note 4. Related Party Tlansactions

Program Management Fee

The Treasurer has entered into a contract with Columbia to serve as Program Manager, pursuant to which the
Program Manager provides program management and investment advisory services to the Program. For its
services, the Program pays Columbia a monthly fee, equal to an annual rate of 0.30% of the daily value of the
Program's assets (excluding tuition contracts receivable). The Program Management fee is reflected in the
Statement of Revenues, Expenses, and Changes in Net Position, while the accrued expense is included in the
Statement of Net Position.

Other Expenses

Other than the Program Management fee described above, there are no other operating fees or expenses charged
or allocated directly to the Program. Columbia (out of its Program Management fee) pays certain expenses on
behalf of the Program, including, but not limited to, investment services, recordkeeping, actuadral, audit and legal.
In addition, expenses of the Treasurer are not allocated to the Program.

Note 5. Tuition Contracts Receivable

The future tuition contract receipts are actuarially calculated based on the present value of future receipts and
projected investment performance, assumed to be 2.lo/o annually, net of expenses.

The total actuarial present value offuture tuition contracts receivable is $2,016,751. Current tuition contract
payments of $578,486 represent payments that are expected to be received within a year from June 30, 2016.
Noncurrent tuition contract payments of $ 1,438,265 represent payments that are expected to be received more
than a year after June 30,2016.
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For theYear Ended June 30,2016

Note 6.Accrued Contract Benefits

The accrued contract benefits represent Program management's estimate of the present value of the estimated

tuition payments to be made in future years. As the Program is closed to new contracts, the estimate is determined

based on a closed group projection for existing contracts. Accrued contract benefits is actuarially calculated by
projecting tuition costs and fee increases at the assumed annual rate ofincrease and then calculating the expected

present value ofbenefit payments based on the discount rate assumption and outstanding contracts.

The total actuarial present value of accrued contract benefits liability of $125,600,052 as of June 30, 2016, was

based on the remaining provision for contract benefits since inception of the Program. Current liabilities of
$13,249,059 represent ohligations that will hecome due within a year from June 30, 2016. Noncurrent liabilities
of $l 12,350,993 represent obligations and expenses that will become due more than a year after June 30,2016.

Note 7. Actuarial Data

* The bias load assumption accounts for Program enrollment at institutions that are more expensive than the

weighted av et age tuition.

Note 8. Program Net Position (Deficit)

As of June 30,2016, the Program has a net deficit (total liabilities in excess of total assets) of ($43,267,698). The

table below details a reconciliation of the deficit in the Actuarial Valuation to the Statement of Net Position as of
June 30, 2016:

Total tuition contracts receivable
Total accrued contract benefits

Funded ratio

Actuarial valuation date

Assumed net investment return and discount rate

Rate of tuition increases

Bias load*

Unfunded liability per actuarial valuation
Other accrued income

Net deficit per Statement of Net Position

$ 2,016,751

$125,600,052

65.7%

June 30, 2016
2.1%
5.5%
3.0o/o

$(43,267,849)
$ 151

$(43,267,698)

Note 9. Program Risks

As discussed in Note 8, the Program has a net deficit of ($43,267 ,698) as of June 30,2016. Each year, the

Treasurer notifies the Assembly of the implications of the deficit on the ongoing operations of the Program, with
various remedial actions for funding as reported in the Program's annual actuarial valuation. In the event that
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remedial actions are not taken by the Assembly, the Program is projected to run out of assets in the fiscal year
begiruring on July 1,2022.

If the State determines that the Program is no longer fiscally or actuarially sound, the State may discontinue the
Program and cancel all tuition prepayment contrâcts. In this instance, the State will determine the level of refunds
dependent upon available monies in the Program, as described in the Program's MasterAgreement. In general,
unused contributions shall be refunded, less certain administrative expenses, plus interest on these contributions
from the date payment is made at the rate of at least 4o/o per annum.

Any act or undertaking ofthe Program shall not constitute a debt ofthe State or any agency, department,
institution, or political subdivision, or a pledge of the full faith and credit of the State or any agency, department,
institution, or political subdivision, but is payable solely from the Program. The Program deficit is also not an
obligation of the Program Manager.

Note 10. Subsequent Events

The Program has evaluated the events and transactions that have occurred through the date the financial
statements were issued. There were no additional items requiring adjustment of the financial statements or
additional disclosure.
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INDEPENDENT AUDITOR'S REPORT ON
INTERNAL CONTROL OVER FINANCIAL REPORTING

AND ON COMPLIANCE AND OTHER MATTERS BASED ON
AN AUDIT OF FINANCIAL STATEMENTS PERFORMED ¡N

AC CO RDAN C E WIT H G OV ERN M ENT AU D ITI N G STAA'DA RDS

To the Office of the State Treasurer of the State of South Carolina

We have audited, in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards
issued by the Comptroller General of the United States, the financial statements of the South Carolina
Tuition Prepayment Program, as of and for the year ended June 30, 2016, and the related notes to the
financial statements, and have issued our report thereon dated September 26, 2016. The report
contains an emphasis of matters paragraph which states "as further discussed in Notes 8 and 9, the
South Carolina Tuition Prepayment Program has a deficit as of June 30, 2016 of $43.3 million. The
amount of the reported deficit is highly dependent on the actuarial assumptions used to calculate the
actuarial present value of future tuition benefit obligations. Our opinion is not modified with respect to
these matters."

Internal Control over Financial Reporting

ln planning and performing our audit of the financial statements, we considered the South Carolina
Tuition Prepayment Program's internal control over financial reporting (internal control) to determine
the audit procedures that are appropriate in the circumstances for the purpose of expressing our
opinion on the financial statements, but not for the purpose of expressing an opinion on the
effectiveness of the South Carolina Tuition Prepayment Program's internalcontrol. Accordingly, we do
not express an opinion on the effectiveness of the South Carolina Tuition Prepayment Program's
internal control.

A deficiency in internal controlexists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent, or
detect and correct, misstatements on a timely basis. A materialweakness is a deficiency, or a
combination of deficiencies, in internal control, such that there is a reasonable possibility that a
material misstatement of the entity's financial statements will not be prevented, or detected and
corrected on a timely basis. A significant deficiency is a deficiency, or a combination of deficiencies, in
internal control that is less severe than a material weakness, yet important enough to merit attention by
those charged with governance.

THE POWER OF BEING UNDERSTOOD
AUDIT ITAX ICONSULTING

RSMUSLLPisthcU.9.mrmbsñrmof Rsl,lllntmãtimà|,ðtlobalnetwkoti¡dcgendentildlt.t¡r.ildmrü3kBñrms. M¡ltrsmus.(m/àbotuslqmr¡ìldmtionEs¡rdingRSMUSLLP¿nd
RSM ¡nldn¡tlmd
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Our consideration of internal control was for the limited purpose described in the first paragraph of this
section and was not designed to identify all deficiencies in internal controlthat might be material
weaknesses or significant deficiencies. Given these limitations, during our audit we did not identify any
deficiencies in internal control that we consider to be material weaknesses. Howevel material
weaknesses may exist that have not been identified.

Gompliance and Other Matters

As part of obtaining reasonable assurance about whether the South Carolina Tuition Prepayment
Program's financialstatements are free from material misstatement, we performed tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements,
noncompliance with which could have a direct and material effect on the determination of financial
statement amounts. Howeveç providing an opinion on compliance with those provisions was not an
objective of our audit, and accordingly, we do not express such an opinion. The results of our tests
disclosed no instances of noncompliance or other matters that are required to be reported under
Gove rn me nt Auditing Standa rds.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and
compliance and the results of that testing, and not to provide an opinion on the effectiveness of the
entity's internal control or on compliance. This report is an integral part of an audit performed in
accordance with Government Auditing Standards in considering the entity's internalcontrol and
compliance. Accordingly, this communication is not suitable for any other purpose.

Psg us ¿LP
Boston, Massachusetts
September 26,2016
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INDEPENDENT AUDITORS' REPORT

Mr. George L. Kennedy, lll, CPA

state Aud¡tor
Office of the State Auditor
Columbia, South Carolina

REPORT ON THE FINANCIAL STATEMENTS

We have audited the accompanying financial statements of the South Carolina Local Government
lnvestment Pool (the "Pool"l, an investment trust fund of the State of South Carolina as of and for the
year ended June 30, 2016, and the related notes to the financial statements, which collectively comprise

the Pool's basic financial statements as listed in the table of contents.

MANAGEMENT'S RESPONSIBILITY FOR THE FINANCIAL STATEMENTS

The Pool's management is responsible for the preparation and fair presentation of these financial

statements in accordance with accounting principles generally accepted in the United States of America;

this includes the design, implementation, and maintenance of internal control relevant to the
preparation and fair presentation of financial statements that are free from material m¡sstatement,

whether due to fraud or error.

AUDITORS' RESPONSIBILITY

Our responsibility is to express opinions on these financial statements based on our audit. We

conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standords,

issued by the Comptroller General of the United States. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free from
materia I misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in

the financ¡al statements. The procedures selected depend on the auditors' judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. ln making those risk assessments, the auditor considers internal control relevant to the entity's
preparation and fair presentation of the financial statements in order to design audit procedures that
are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the entity's internal control. Accordingly, we express no such opinion. An audit also

includes evaluating the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluating the overall presentation of
the financial statements.
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We believe that the audit evidence we have obtained is sufficient and appropr¡ate to provide a basis for
our audit opinion.

OPINION

ln our opinion, the financial statements referred to above present fairly, in all material respects, the net
position of the Pool, as of June 30, 20!6, and the respective changes in fiduciary net position for the
year then ended in accordance with accounting principles generally accepted in the United States of
America.

EMPHASIS OF MATTER

As discussed in Note L, the financial statements present only the South Carolina Local Government
lnvestment Pool, an investment trust fund of the State of South Carolina and do not purport to, and do
not, present fairly the financial position of the South Carolina State Treasurer's Office, or the State of
South Carolina, as of June 30, 2016, and the changes in its financial pos¡t¡on, or where applicable, their
cash flows for the year then ended in accordance with accounting principles generally accepted in the
United States of America. Our opinion is not modified with respect to this matter.

OTHER MATTERS

Required Supplementary lnformation

Accounting principles generally accepted in the United States of America require that the management's
discussion and analysis on pages 4 through 6 be presented to supplement the basic financial statements.
Such information, although not a part of the basic financial statements, is required by the Governmental
Accounting Standards Board who considers it to be an essential part of financial reporting for placing the
basic financial statements in an appropriate operational, economic, or historical context. We have
applied certain limited procedures to the required supplementary information in accordance with
auditing standards generally accepted ¡n the United States of America, which consisted of inquiries of
management about the methods of preparing the information and comparing the information for
consistency with management's responses to our inquiries, the basic financial statements, and other
knowledge we obtained during our audit of the basic financial statements. We do not express an opinion
or provide any assurance on the information because the limited procedures do not provide us with
sufficient evidence to express an opinion or provide any assurance.

Other lnformation

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the Pool's basic financ¡al statements. The schedule of net position in pool
participants' accounts lthe "Schedule") is presented for purposes of additional analysis and is not a

required part of the basic financial statements.

The Schedule is the responsibility of management and was derived from and relates directly to the
underlying accounting and other records used to prepare the basic financial statements. Such
information has been subjected to the auditing procedures applied in the audit of the basic financial
statements and certain additional procedures, including comparing and reconciling such information
directly to the underlying accounting and other records used to prepare the basic financial statements
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or to the basic financial statements themselves, and other additional procedures in accordance with
auditing standards generally accepted in the United States of America. ln our opinion, the Schedule is

fairly stated, in all material respects, in relation to the basic financial statements as a whole.

OTH E R REPORTI NG RE QU I RED BY G OVE RN M EN T AU D ITI N G STAN D ARDS

ln accordance with 6overnment Auditing Stondords, we have also issued our report dated September
2L,2OL6 on our consideration of the Pool's internalcontroloverfinancial reporting and on ourtests of
its compliance with certain provisions of laws, regulations, contracts, and grant agreements and other
matters. The purpose of that report is to describe the scope of our testing of internal control over
financial reporting and compliance and the results of that testing, and not to provide an opinion on

internal control over financial reporting or on compliance. That report is an integral part of an audit
performed in accordance with Government Auditing Stondards in considering the Pool's internal control
over financial reporting and compliance.

Columbia, South Carolina

September 2L,2OL6
f," V/4- 6'-y, ?.4,
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Management's Discussion and Analysis

The South Carolina Local Government lnvestment Pool (the "Pool") is an investment option for local
governments of the State of South Carolina provided by the State Treasurer's Office as required by statute.
The Pool invests in fixed income securities as provided by statute and is managed in a manner to preserve
capital and provide needed liquidity while earning a prudent daily variable rate of return. A fixed rate option
is also available. The attached financial statements present a financial "snapshot" of the Pool. The
Statement of Fiduciary Net Position presents information on the Pool's assets and liabilities at June 30,
2016 with the difference between the two reported as net position. The Statement of Changes in Fiduciary
Net Position during the period from July 1,2015 to June 30,2016 presents information showing howthe
Pool's net position changed during the year. All changes in net position are reported as soon as the
underlying event giving rise to the change occurs, regardless of the timing of related cash flows.

During the fiscal year, the Federal Reserve continued aggressive stimulus via its low "zero" interest rate
policy. Our internal policy to control risk insulated the portfolio from many of the market pitfalls by
maintaining a high degree of liquidity and well diversified profile of credit risk. The Federal Reserve is
expected to maintain its policy of low interest rates thru the 2017 fiscal year. Commercial paper and LIBOR
rates will remain low as a result.

Financial Analysis

Table 1: Summary Statement of Fiduciary Net Posítion

Assets
Cash and cash equiwlents
Accounts receirable
Inrcsted securities lending

collateral

lnterest receimble
Inwstnrents. at fair value

June 30, 2016

$ 3,868,519,192

June 30, 2015

$ 2,577,677,806
2,O02

80,007
2,115,029

Ghange

$ 1,290,841,386
(2,O02)

1,900,090
2,086,431

996,192.055 1.785.208.373

1,920,073
(28,598)

ø89.016.318)

TotalAssets $ 4,868,697,759 $ 4,365,083,217 $ 503,614,541

Liabilities
Account payable

Collateral for loaned securities
Due to participants

$
1,900,080

1',|,387,207

24,4y+,511
92,400

(24,494,511)

1,817,680
1'1,387.207

$ $

Total Liabilities $ 13,287.287 $ 24.576.911 $ (1.289.624\

Total Net Position - Restricted $ 4,855,410,471 $ 4,340,506,306 $ 514,904,165
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The Statement of Fiduciary Net Position shows that the assets of the Pool are the cash and investments
made by the State Treasurer as Custodian of the Pool plus accrued income receivable on those
investments at June 30, 201ô. The market conditions that existed during the year created a limited demand
for loaned securities.

The liabilities of the Pool usually consist of collateral held for loaned securities that are due back to the
borrowers under securities lending transactions and amounts due to participants. There was $1,900,080
and $82,400 in securities out on loan at June 30, 2016 and 2015, respectively. Market conditions drive the
securities lending activity of the Pool. Additionally, the Pool held cash in the amount of $11,387,207 thal
had yet to be distributed to participants. As of June 30, 2015, there was $24,494,511 due as accounts
payable to settle outstanding investment transactions. There was not a similar investment transaction being
settled at June 30, 2016.

The Net Position of the Pool is held for the Pool participants and is divided into amounts distributed to
participants' accounts and undistributed amounts. Net position of $4,822,193,832 has been distributed to
participant accounts while $33,216,639 is undistributed. The undistributed portion of net position is primarily
a statutorily permitted reserve for contingencies. The current reserve for contingencies is well below the
allowable cap of 1% of fund assets.

2: Summarv Slatement of Chandes in Fiduciarv Net Position

lnvestment lncome
Expenses
Deposits, withdrawals and other participant

activity

$ $

June 30,2016

28,399,023
(586,481)

487.091,623

June 30,2015

10,611,791
(480,605)

201,091,867

Change

17,787,232
(105,876)

285.999.756

$

Changes in Net Position

Net Position - Beoinnino of Year

514,904,165 211,223,053

4.129.283.253

303,68r,r 12

211.223.053

Net Position - End of Year $ 4,855.410 71 s 4.340.506.306 $ 514.904.165

The significant increase in both investment income and net participant activity is due to increased
participation in the Pool by various municipalities and local governments. The number of accounts in the
Pool increased substantially and drove up both investment income and participant activity balances for the
year ended June 30, 2016. At June 30, 2016 there were 621 participating accounts in the pool as compared
to 617 at the previous year end.

During the fiscal year (FY) 2016, the Federal Reserve Bank continued to keep the Federal Funds rate very
low between 0.13o/o and 0.38%. The average investment rate earned by the Pool increased from 0.23o/oin
FY 15 to 0.50% for FY 16. For this fiscal year, the Pool outperformed its benchmark, the 90-day Treasury
Bills, which returned 0.19%. The pool earned $17,793,313 more in investment income than the prior fiscal
year. During FY 16 there were more deposits to the Pool than withdrawals. There was also a significant
increase in deposits due to low interest rate conditions. Participants took advantage of higher rates paid

by the Pool due to economies of scale. The table below provides the investment rates for the current and
prior fiscal years by month.
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Table 3: LGIP Participant distribution rate comparison for last two fiscal years

FY 15-16

July O.28Vo

August 0.30%
September 0.35%
October 0.40o/o

November 0.39%
December 0.49Yo

January 0.57o/o

February 0.63%
March 0.70o/o

April 0.670/o

May 0.69%
June O.7Oo/o

Average 0.50%

FY 14-15

0.14o/o

O.17Yo

0.18o/o

0.21o/o

0.22o/o

0.25Yo

0.260/o

0.260/o

0.25o/o

0.28o/o

0.27o/o

0.29o/o

0.23%

These funds remain available for withdrawal on a 24 hour notice

The expenses of the Pool are limited to the actual expenses incurred by the State Treasurer's Off¡ce to
operate the Pool, which by law must be offered at no cost to the State. These costs are paid by interest
earnings generated by the pool rather than State appropriations.

Contacting the Pool

Persons needing additional information concerning this report may do so by writing or telephoning the South
Carolina State Treasurer's Office, P.O. Box '11778, Columbia, South Carolina 29211; telephone (803) 734-
2641 ; facsimile (803) 734-2697.
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SOUTH CAROLINA STATE TREASURER'S OFFICE

SOUTH CAROLINA LOCAL GOVERNMENT INVESTMENT POOL

STATEMENT OF FIDUCIARY NET POSITION

JUNE 30, 2016

ASSETS

Cash and cash equiwlents
lnwsted securities lending collateral

Accrued inlerest receiwble
lnvestments, at fair value

Total assets

LIABILITIES

Collateral for loaned securities

Due to participants

Total liabilities

NET POSITION

Restricted for pool participants' accounts

Restricted for pool participants - undistributed

lnwstment Trust Fund

$ 3,868,519,192

1,900,080

2,486,431

996,192,055

4,868,697,758

1,900,080
11 387 207

13,287 287

4,922,193,832
33,216,639

Totalnet position $ 4,855,410,471

The notes to financial statements are an integral part of these financial stiatements.
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SOUTH CAROLINA STATE TREASURER'S OFFICE
SOUTH CAROLINA LOCAL GOVERNMENT INVESTMENT POOL

STATEMENT OF CHANGES IN F¡DUCIARY NET POSITION
YEAR ENDED JUNE 30, 2016

ADDITIONS:

Inræstment incorne

Securities lending incorne

Totialrercnue

DEDUGTIONS:

Ad mi nistrati\re elpenses

lnrestrnent Trust Fund

$ 28,375,611

23,412

28,399,023

586,481

27,812,542

(23,935,292)

9,165,694,884
(8,654,667,969)

511,026,915

514,904,165

4,U0 ,506,306

Net increase in net position resulting from operations

¡NCOME D¡STRIBUTED TO PARTICIPANTS

PARTIC IPANT TRANSACTIONS:

Deposits & incorne reinwsted
Less withdrawals

NET POSITION:

Beginning of year

End of year

Net increase in net position resulting from participant transactions
Total increase in net position

$ 4,855,410,471

The notes to financial statements are an integral part of these financial staternents.
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SOUTH CAROLINA STATE TREASURER'S OFFICE
SOUTH CAROLINA LOCAL GOVERNMENT INVESTMENT POOL

NOTES TO FINANCIAL STATEMENTS
JUNE 30,2016

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

Reporting Entity

The South Carolina State Treasurer's Office (the "Treasurer's Office") is an agency of the State
of South Carolina (the "State") established by Article lll, Section 7 of the Constitution of South
Carolina. Pursuant to Section ô-6-10 of the State of South Carolina Code of Laws, the Treasurer's
Office established, in May 1983, the South Carolina Local Government lnvestment Pool (the
"Pool"), an investment trust fund, in which public monies in excess of current needs, which are
under the custody of any county treasurer or the governing body of any municipality, county,
school district, regional council of government or any other political subdivision of the State, may
be deposited.

The accompanying financial statements present the financial position and results of operations
solely of the Pool and do not include any other agencies or component units of the State or any
other funds of the Treasurer's Office. The Local Government lnvestment Pool is not registered
with the SEC. lt is similar to a money market fund in that it is offered at a stable price and is
guided by risk control principles such as significant overnight Repurchase Agreements for
liquidity; attention to credit quality, portfolio diversification and maintenance of a short average
maturity of fixed and floating rate investments. The Pool is included as an investment trust fund
in the State's Comprehensive Annual Financial Report. There is no regulatory oversight of the
Pool. For purposes of separate fund financial statements, the Pool is treated as an external
investment pool.

Basis of Accounting and Measurement Focus

The Pool is reported using the economic resources measurement focus and the accrual basis of
accounting. Revenues are recorded when earned and expenses are recorded when a liability is
incurred, regardless of the timing of related cash flows. The Pool applies all applicable
Governmental Accounting Standards Board ("GASB") pronouncements.

PoolAccounting

The Pool accounts for assets held by a governmental unit in a trustee capacity as an agent for
individuals, private organizations, other governmental units, or other funds (the "participants"). An
external investment pool is used when an arrangement exists that commingles the monies of more
than one legally separate entity and invests, on the participants' behalf, in an investment portfolio.
An external investment pool can be sponsored by an individual government, jointly by more than
one government, or by a nongovernmental entity. The Pool, which is an investment trust fund of
the State, records participant unit issues and related interest income for which the resources are
restricted for participant unit redemptions, distributions, and related interest expense. The Pool
is open to local government entities.

Gash and Cash Equivalents

For purposes of the financial statements, the Pool considers all highly liquid investments with an
original maturity of three months or less from the date of purchase to be cash equivalents.
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SOUTH GAROLINA STATE TREASURER'S OFFICE
SOUTH CAROLINA LOCAL GOVERNMENT INVESTMENT POOL

NOTES TO FINANCIAL STATEMENTS
JUNE 30,2016

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued):

lnvestments

ln accordance with GASB Statement No.31, Accounting and Financial Reporting for Certain
lnvestments and for External lnvestment Pools and as amended by GASB Statement No. 72, Fair
Value Measurement and Application, investments are carried at fair value. Accordingly, the
change in fair value of investments is recognized as an increase or decrease to investment assets
and investment income. Fair value is the amount at which an investment could be exchanged in
a current transaction between willing parties, other than forced liquidation. Fair value for all
investments of the Pool is determined on a recurring basis based upon quoted market prices.
See Note 2 for further information on fair value measurements.

Section 11-9-660 of the State of South Carolina Code of Laws authorizes the Treasurer's Office
to invest and reinvest the monies of the Pool in the following types of investments:

(1) Obligations of the United States, its agencies and instrumentalities;

(2) Obligations issued or unconditionally guaranteed by the lnternational Bank for
Reconstruction and Development, the African Development Bank, and the Asian Development
Bank;

(3) Obligations of a corporation, state, or political subdivision denominated in United States
dollars, if the obligations bear an investment grade rating of at least two nationally recognized
rating services;

(4) Certificates of deposit, if the certificates are secured collaterally by securities of the types
described in items (1) and (3) of this section and held by a third party as escrow agent or
custodian and are of a market value not less than the amount of the certificates of deposit so
secured, including interest; except that this collateral is not required to the extent the certificates
of deposit are insured by an agency of the federal government;

(5) Repurchase agreements, if collateralized by securities of the types described in items (1)
and (3) of this section and held by a third party as escrow agent or custodian and of a market
value not less than the amount of the repurchase agreement so collateralized, including interest;
and

(6) Guaranteed investment contracts issued by a domestic or foreign insurance company or
other financial institution, whose long{erm unsecured debt rating bears the two highest ratings
of at least two nationally recognized rating services.

Accrued lnterest Receivable

Accrued interest receivable includes interest earned for the month of June 2016 and payable on
July 1,2016.

Due to Participants

Due to participants represent amounts settled in cash on June 30, 2016 for investment
transactions but had not been credited to participant accounts as of year-end.
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SOUTH CAROLINA STATE TREASURER'S OFFICE
SOUTH CAROLINA LOCAL GOVERNMENT INVESTMENT POOL

NOTES TO FINANCIAL STATEMENTS
JUNE 30,2016

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued):

lnvestment lncome

lnvestment income consists of interest revenue, amortization of premium/discount, and
realized/unrealized gains and losses.

Administrative Expenses

Proviso 98.4 of the State's 2015-2016 Appropriations Act authorized the Treasurer's Office to
charge a fee for the operations and management costs associated with the Pool. The Act further
authorized the Treasurer's Office to retain and expend the fees to provide the services. The fees
assessed may not exceed the costs of the provision of services. There is no legal requirement for
the Pool to adopt a budget.

Participant Unit lssues, Redemptions, and Distributions

The Treasurer's Office may sell participation units to all political subdivisions of the State. Funds
may be deposited at any time and may be withdrawn upon 24 hours' notice. At the option of the
participant, such funds can be invested for a fixed period of time for a guaranteed rate of return.
Both the conditions, period and rate, are determined at the time of investment. Participant shares
in the pool are dollar denominated; therefore, the number of shares sold and redeemed is equal
to the dollars withdrawn. Monthly investment income is distributed to participants in the form of
additional units in the pool and is calculated on the accrual basis of accounting, including accrued
interest and amortization of premium or discount. Unrealized gains and losses on investments are
not distributed to participants until realized, however they are recognized in the financial
statements in accordance with generally accepted accounting principle requirements forfair value
accounting of investments. The Pool does not carry any legally binding guarantees to protect
participants against potential loss of investment value.

lnterest earnings are accrued daily based on participation units valued at $1.00 and distributed to
the participants at the end of each month. lnterest accruals are computed first for those fixed rate
participation units, with the balance distributed equitably among the other participant accounts.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets, liabilities, and disclosure of contingent
assets and liabilities at the date of the financial statements and the reported amounts of revenue
and expenditures during the reporting period. Actual results could differ from those estimates.

lmplementation of New Accounting Standards

The Pool implemented the provisions of GASB Statement No. 72, Fair Value Measurement and
Application, for the year ended June 30, 2016. The objective of this Statement is to improve
financial reporting by clarifying the definition of fair value for financial reporting purposes,
establishing general principles for measuring fair value, providing additional fair value application
guidance, and enhancing disclosures about fair value measurements. The Pool previously
reported its investments at fair value on a recurring basis, so the primary effect of the
implementation of this Statement was additional disclosure, which can be found in Note 2.
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SOUTH CAROLINA STATE TREASURER'S OFFICE
SOUTH CAROLINA LOCAL GOVERNMENT INVESTMENT POOL

NOTES TO FINANCIAL STATEMENTS
JUNE 30,2016

NOTE 2: DEPOSITS,INVESTMENTS, AND SECURITIES LENDING TRANSAGTTONS

All deposits, investments, and securities lending transactions of the Pool are under the control of
the Treasurer's Office who, by law, has sole authority for the investment of such funds.

The following schedule reconciles the amounts reported in the Statement of Fiduciary Net Position
to the notes.

Statelrents Notes
Cash and cash equivalents
lnrcstrnents

Totals

$ 3,868,519,192
996,192,055

$ 4,8æ,71',1,247

Deposits
lnræstnents

11,392,700
4,853,318,il7

$

$ 4,8U,711,247

Deposits

Deposits include amounts held by banks. Custodial credit risk for deposits is the risk that in the
event of a bank failure, the Pool's deposits may not be recovered. As prescribed by statute, the
State Treasurer is the Custodian of all deposits and is responsible for securing all deposits held
by banks or savings and loan associations. These deposits must be secured by deposit
insurance, surety bonds, collateral securities, or letters of credit to protect the State against loss
in the event of insolvency or liquidation of the institution or for any other cause. All deposits are
required to be and were insured by the Federal Deposit lnsurance Corporation up to $250,000
or were fully collateralized with securities held by the State or its agent in the State Treasurer's
name as Custodian.

The Pool does not maintain any deposits denominated in a foreign currency

12



NOTE 2:

SOUTH CAROLINA STATE TREASURER'S OFFICE
SOUTH CAROLINA LOCAL GOVERNMENT INVESTMENT POOL

NOTES TO FINANCIAL STATEMENTS
JUNE 30,2016

DEPOSITS, INVESTMENTS, AND SECUR¡TIES LENDING TRANSACTIONS (Continued)

lnvestments

lnvestments consist of the following as of June 30, 2016:

Type of lnvestment Fair Value Maturity Dates lnterest Rates

Consolidated ObliEations
Federal Home Loan Bank
Federal Farm Credit Bank

Corporate
Corporate Bonds
Sovereign Bonds

Certificates of Deposit

Short Term lnvestments
CommercialPaper
Repurchase Agreements

$ 318,222,044
151,513,891

469,489,028
5,000,000

20,001,800

3,531,535,784
357,556,000

9t12t2016 - 6t29t18
8t16t16 - 5118118

9t1t2016 -7t1t2018
111112017

0.5o/o - 1.625%
0.55% - 1.04%

0.75o/o - 1.792%
1.40o/o

7t13t2016

7t11t2016 - 41312017

7t1t2016

0.788o/o

0.s0% -1.20%
0.37o/o

Total $ 4,853,318,547

Fair Value of lnvestments

The Pool measures and records its investments using fair value measurement guidelines
established by generally accepted accounting principles. These guidelines recognize a three-
tiered fair value hierarchy, as follows:

Level 1: Quoted prices for identical investments in active markets;
Level 2: Observable inputs other than quoted market prices; and,
Level 3: Unobservable inputs.

At June 30, 2016, the Pool had the following recurring fair value measurements.
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NOTE 2:

SOUTH CAROLINA STATE TREASURER'S OFFICE
SOUTH CAROLINA LOCAL GOVERNMENT INVESTMENT POOL

NOTES TO FINANCIAL STATEMENTS
JUNE 30,2016

DEPOSITS, INVESTMENTS, AND SECURITIES LENDING TRANSACTIONS (Continued)

lnvestments (Continued)

Fair Value of lnvestments (Continued)

Fair Value ll/þasurements Using
of lnvestrnent Fair Value Level I lnputs Level 2 lnputs Level 3 lnputs

Consolidated Obliqations

Federal Home Loan Bank

Federal Farm Credit Bank

Corporate
Corporate Bonds

Sovereign Bonds

Certificates of Deposit

Short Term lnvestments
Commercial Paper

Repurchase Agreements

318,222,04 $
151,513,891

469,489,028

5,000,000

20,001,800

$ I 318,222,044 $
151,513,891

469,489,028

5,000,000

20,001,800

3,531,535,784

357,556,000

3,531,535,784

357,556,000

Total $ 4,853,318,547 $ $ 4,853,318,il7 $

Debt and equity securities classified in Level 2 are valued using observable inputs other than
quoted market prices. Level 2 inputs are based primarily on prices from several third-party
vendors. At the time of acquisition, each security is automatically assigned a primary pricing
source, based on its characteristics. The price received from a primary source is used in portfolio
valuation reports, unless a tolerance check, or price challenge results in the use of a price from a
secondary vendor.

CustodialCredit Risk

Custodial credit risk for investments is the risk that, in the event of a failure of the counterparty,
the Pool will not be able to recover the value of the investments or collateral securities that are in
the possession of an outside party. At June 30, 2016, all of the Pools' investments were insured
and registered.

lnterest Rate Risk

lnterest rate risk is the risk that changes in interest rates will adversely affect the fair value of an
investment. This risk is managed within the portfolio using effective duration. Effective duration is
a measure of the price sensitivity of a bond or a portfolio of bonds to interest rate movements
given a 50 basis point change in interest rates. lt takes into account that expected cash flows will
fluctuate as interest rates change and provides a measure of risk that changes proportionately
with market rates. The Pool's investment policy requires that the weighted average maturity and
weighted average duration of the actively managed fixed income portfolio should be consistent
with the liquidity requirements of the pool. The following schedule presents the Pool's interest
rate risk.
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NOTE 2:

SOUTH CAROLINA STATE TREASURER'S OFF¡CE
SOUTH CAROLINA LOCAL GOVERNMENT INVESTMENT POOL

NOTES TO FINANCIAL STATEMENTS
JUNE 30,2016

DEPOSITS, INVESTMENTS, AND SECURITIES LENDING TRANSACTIONS (Gontinued)

lnvestments (Gontinued)

lnterest Rafe Rrsk (Continued)

Fair Value
Effective
DurationInvestment Tvpe

Consolidated Obliqations
Federal Horne Loan Bank
Federal Farm Credit Bank

Corporate
Corporate Bonds

Sowreign Bonds

Certificates of Deposit

Short Term lnvestments
Commercial Paper
Repurchase Agreements

$ 318,222,0M
151,513,891

469,489,028
5,000,000

20,001,800

3,531,535,784
357,556,000

AA+

0.57
0.97

0.89
0.00

0.53

0.06
0.00

$ 4,853,318,547

Credit Risk

Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its
obligations to the Pool. The investment policy for credit quality of debt securities states that
securities must bear an investment grade rating from at least two of the national rating agencies.
Credit quality of cash reserves must carry a rating of AJ'lPllFl or D1 from at least one nationally
recognized rating services. ln the event that the rating of a security falls below investment grade,
that security may continue to be held contingent upon an evaluation of the longer term investment
merits of the security. Credit risk ratings are not required for obligations of the U.S. government or
those obligations explicitly guaranteed by the U.S. government. As of June 30, 2016, the Pool's
rated debt investments were rated by Standard & Poor's and are as follows:

lnvestment Type
Consol¡dated Obligatlons
Federal Home Loan Bank
Federal Farm Credit Bank

Corporate
Corporate Bonds
So\êreign Bonds

Certif¡cates of Dêpos¡t

Short Tefm lnvedments
Commerc¡al Paper
Repurchase Agreements

s 318,222,044
$ 151,513,891

$ 469,489,028
$ 5,000,000

$ 20,001,800

$ 318,222,044 $
151,513,891

33,230,020

Fa¡r Value AA AA- A+

$ $

76,100,963 98,169,672

20,00't,800

20,019,500

$ 3,531,535,784
$ 357,556,000

$ 502,965,9s5 $ 76,100,963$ 4,853 .318.547

15

s 118.171.472 $ 20.019,500



Note 2:

SOUTH CAROLINA STATE TREASURER'S OFFICE
SOUTH CAROLINA LOCAL GOVERNMENT INVESTMENT POOL

NOTES TO FINANCIAL STATEMENTS
JUNE 30,2OI6

DEPOSITS, INVESTMENTS, AND SECURITIES LENDING TRANSACTIONS (Continued)

Credit Risk (Contin ued)

A A- A,I A2 BBB+ - BBB- NRlnve$ment Type
Consol¡dated Obl¡oations
Federal Home Loan Bank
Federal Farm Cred¡t Bank

Coroorate
Corporate Bonds
Soìêreign Bonds

Certlf¡cates of DeDoslt

Short Term lnvelments
Commercial Paper
Repurchase Agreements

$ $ $ $ $$

70,342,124 55,O48,746

1,350,270 30,615,023 1,130,093,622 2,082,528,248

116,578,003
5,000,000

286,944,621
357.556.000

$ 71.692.394 $ 85,663,769 $1. 130,093,622 _9_2,082,528,248_ $ 116,578,003 $ 649,504,621

Concentration of credit risk is the risk of loss attributed to the magnitude of a government's
investment in a single issuer. The Pool's policy for reducing this risk states that "Except for United
States Treasury and Agency obligations, the fixed income portfolio shall contain no more than 5%
exposure to any single issuer." At June 30, 2016, the Pool had approximately 7.37o/o oî its
investments in an overnight repurchase agreement with Bank of America that was fully
collateralized by United States Treasury and Agency obligations.

Foreign Cunency Risk

Foreign currency risk is the risk that changes in exchange rates will adversely impact the fair value
of an investment. At June 30, 2016, the Pool did not have any investments denominated in foreign
currencies.
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SOUTH CAROLINA STATE TREASURER'S OFFICE
SOUTH CAROLINA LOCAL GOVERNMENT INVESTMENT POOL

NOTES TO FINANCIAL STATEMENTS
JUNE 30,2OI6

Note 2: DEPOSITS,INVESTMENTS, AND SECURITIES LENDING TRANSACTIONS (Continued)

Securities Lending Transactions

Through a custodial agent, the Pool participates in a securities lending program whereby
securities are loaned for the purpose of generating additional income. The Pool lends securities
from its investment portfolios on a collateralized basis to third parties, primarily financial
institutions. The market value of the required collateral must initially meet or exceed 102% of the
market value of the securities loaned, providing a margin against a decline in the market value of
the collateral, and requires additional collateral if the collateral value falls below 100o/o. At June
30, 2016 there was $1,847,868 of securities out on loan. There are no restrictions on the amount
of securities that may be loaned. The types of securities available for loan during the year ended
June 30, 2016, included U. S. Government securities, U. S. Government Agencies and corporate
bonds. The contractual agreement with the Pool's Custodian provides indemnification in the event
the borrower fails to return the securities lent or fails to pay the Pool income distribution by the
securities' issuers while the securities are on loan. Cash was received as collateral for these
loans. The Pool cannot pledge or sell collateral securities without a borrower default. The Pool
invests cash collateral received; accordingly, securities purchased with cash collateral are
recorded as an asset. A corresponding liability is recorded as the Pool must return the cash
collateral to the borrower upon the expiration of the loan. All securities loaned can be terminated
on demand by either the Pool or the borrower. lncome in the amounl of $23,412 was generated
through securities lending transactions in the year ended June 30, 2016.

NOTE 3: NET POSITION RESTRICTED FOR POOL PARTICIPANTS

Monies are accumulated to meet administrative expenses related to the management of the Pool

and to cover losses resulting from fluctuations in the investment market. The administrative fee is
set and reviewed quarterly by the Treasure/s Office and may be increased or decreased, as needed,
to maintain this account at an amount of no more than 1% of the net position held for participant

accounts. These accounts are considered held on behalf of the participants but are not considered
distributed to their accounts. Other undistributed amounts held on behalf of the participants include
the differences between the fair value of the investment and the amortized cost of the investments.

NOTE 4: RELATED PARTY TRANSACTIONS:

The Pool reimbursed the Treasurer's Office $586,481 for various expenses including banking and
investment functions which are administrative expenses in the financial statements.

The Pool provided no services to other state agencies during the fiscal year.

NOTE5: SUBSEQUENTEVENTS:

Management has evaluated all events subsequent to the statement of net position date of June 30,
2016 through the date of issuance of these financials, September 21 , 2016.
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SOUTH CAROLINA STATE TREASURER'S OFFICE
SOUTH CAROLINA LOCAL INVESTMENT POOL

SCHEDULE OF NET POSITION IN POOL PARTICIPANT'S ACCOUNTS
JUNE 30, 2016

Account No.
1 000
1 001
1002
1003
1004
1005
1 007
1 009
1017
1019
1021
1022
1024
1025
1026
1027
1028
1029
1031
1032
1033
1034
1 035
1 036
1 038
1039
1040
1041
1042
I 049
1057
1 058
1059
1060
1061
1062
1 063
1 066
1067
1068
r 069
't071
1073
1074
1080
1 081
1082
r084
1086
1087
1088
1 089
I 090
1 091
1093
1094
1095
1096
I 098

Account Name Balance
Town Of Prosperity
City Of Sumter
Town Of Winnsboro
City Of Myrtle Beach
City Of Aiken
City Of North Charleston
Town Of Pelion
City Of Myrtle Beach
Town Of Edgefield
Town Of Pelion
City Of Georgetown
City Of Lake City
Town Of Pine Ridge
City Of Simpsonville
Town Of Jackson
City Of Seneca
City Of Seneca
Town Of Winnsboro
Town Of North
Richland Co. S/D 2
Grand Strand Water And Sewer
Grand Strand Water And Sewer
City Of lsle Of Palms
City Of Hanahan
City Of Hanahan
Aiken County Treasurer College
Lower Savannah Cog
Town Of Winnsboro
CiÇ Of Greenville
City Of Florence
Upper Savannah Cog
Town Of Trenton
Town Of Johnston
City Of Orangeburg
Town Of Mccormick
City Of Bamberg
City Of Bamberg
Aiken Co. Consolidated School
Aiken Co. Consolidated School
Aiken Co. Consolidated School
Richland Co. S/D 2
Anderson County S/D 2
Spartanburg Co. S/D
Spartanburg Co. S/D
City Of lsle Of Palms
City Of Newberry
City Of Newberry
Union County Schools
City Of Abbeville
City Of Abbeville
Upper Savannah Cog
Darlington County Treasurer
Oconee County School District
Oconee County School District
Charleston Co School District
City Of Bishopville
City Of Bishopville
Greenville Water System
Town Of Ridge Spring

$ 33,801.32
5,406,699.53

489,539.66
10,523,375.55
33,451,453.50
51,752,916.17

476,336.78
417,884.11
286,438.79

16,805.91
7,887,585.65

277,213.10
147,553.26

1,022.72
287,631.70

1,358.59
9,198.30

28,296.22
43,288.30
63,687.96

4,745.61
17,069.21

1,615,147.21
4,399,088.04

674,559.80
65,681.99

202,259.01
137,575.02

38.212.438.69
47,247,450.17

474,846.64
356,567.08
3r2,693.01

12,023,671.18
333,621.27

1,008.57
1,770,383.14

36,073,616.77
18,257,142.82

24,258.21
90,790.14

5,727,175.30
3,486,144.12
1,083,459.14
3,114,401.66

598,688.59
79,034.66

3,540,434.03
4,544.89

376,368.92
50,789.76

60,050,250.80
14,724,431.48
1,278,384.86

r 34,101.06
894,600.33

1,087,396.64
23,767,267.25

81,583.07
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SOUTH CAROLINA STATE TREASURER'S OFFICE
SOUTH CAROLINA LOCAL INVESTMENT POOL

SCHEDULE OF NET POSITION IN POOL PARTICIPANT'S ACCOUNTS
JUNE 30, 2016

1 100
1101
1 105
1 106
1 109
1110
1113
1114
1115
1126
1128
1131
1132
1 133
1134
1 135
1 136
1137
1 139
1140
1141
1142
1143
I 150
1152
1154
I 155
1157
1r59
1 160
1162
1 163
1164
1 165
I 166
1167
1170
1172
1173
1174
1175
1177
1178
1181
1182
1 183
't186

1187
1 190
1 191

1192
1 193
1 195
1197
I 199
1200
1204
1205
1206
1207

Charleston Co School District
Town Of Ridge Spring
City Of North Augusta
City Of North Augusta
Town Of Walhalla
Town Of Ridge Spring
Catawba Reg. Planning Council
Fairfi eld County Treasurer
City Of Sumter
Newberry County Treasurer
City Of Rock Hill
Town Of Edgefield
Spartanburg Co. S/D
Spartanburg Co. S/D
Dorchester County S/D 2
Dorchester County S/D 2
Mount Pleasant Waterwork & Sewer
Town Of Summerville
City Of Chester
City Of Chester
City Of Chester
City Of Lancaster
Central Midlands Cog
Lexington Co S/D 5
City Of Woodruff
Mount Pleasant Water & Sewer
Mount Pleasant Water & Sewer
Spartanburg Co. S/D
Town Of Pelion
Town Of Richburg
Town Of Winnsboro
S.C. Appalachian Cog
Town Of Winnsboro
City Of Charleston Housing Authority
City Of Charleston Housing Authority
Aiken County Treasurer
Lexington Co S/D 5
Town Of Lexington
Chesterfield Co S/D
City Of Sumter
Town Of Winnsboro
Spartanburg Water System
City Of Clemson
Town Of Jackson
Richland Co S/D 1

Town Of Jackson
Town Of Jackson
City Of Forest Acres
Upper Savannah Cog
Town Of Summerville
Town Of lrmo
Town Of lrmo
Catawba Reg. Council Of Gov't.
Town Of Blythewood
Town Of Winnsboro
City Of Orangeburg
Greenville County Treasurer
Parker Sewer & Fire Subdistrict
Town Of lrmo
Lowcountry Cog

25,776,545.13
257,289.12
64,499.96

1,123,072.32
r46,068.36

1,520.36
660,323.33

1,823,918.84
2,053,034.33
2,040,681.43
8,537,623.24

349,424.84
5,960,723.87

7,998.00
38,567,073.67
10,289,309.07
1 1 ,150,467.08
6,042,604.13

186,256.26
19,880.46

114,031.96
5,129,453.58

12,879.14
21,097,575.41

1,982.41
495,716.82

7,772,818.67
3,112,725.03

106,599.86
367,3r9.97
613,305.53
654,836.98
234,084.90
718,270.32
465,973.10

2,548.07
5,505,020.16
7,226,002.24
7,271,851.89

5,084.40
686,676.49

5,252.28
1,038,127.20

1,424.77
48,983,029.02

291,214.04
64,757.99

257,871.13
188,361.79
208,955.63

1,326,812.37
3,064,549.00
1,994,389.69

211,218.06
1,882,330.40

182,450.53
69,598,983.89

7,019,807.66
6,738.99

22,518.27

19



SOUTH CAROLINA STATE TREASURER'S OFFICE
SOUTH CAROLINA LOCAL INVESTMENT POOL

SCHEDULE OF NET POSITION IN POOL PARTICIPANT'S ACCOUNTS
JUNE 30,2016

12't0
1212
1214
1218
1220
1222
1223
1224
1227
1228
1230
1235
1236
1238
1242
1243
1244
1245
1246
1248
1249
125',1

1253
1254
1256
1257
't258
1259
1260
1262
1263
1264
1270
1271
1273
1275
1276
1277
1279
1280
1289
1290
1291
1292
1295
1296
1297
1298
I 305
1307
1308
1 309
1312
1314
1315
1318
1323
1 331
'|'332
1 333

City Of Chester
Florence Co S/D 3
City Of Chester
York County Treasurer
Oconee County School District
City Of Abbeville
Comm Of Pub Wks Of City Of lsle
City Of Union
Lexington County S/D #4
City Of Greenwood
Union County Treasurer
Clarendon County S/D 3
Spartanburg Co. S/D
Metropolitan Sewer Subdistrict
Town Of Edgefield
Town Of Edgefìeld
Town Of Edgefield
Town Of Seabrook lsland
Spartanburg Sanitary Sewer Dist
Orangeburg Co S/D #4
City Of Abbeville
City Of Spartanburg
City Of Abbeville
St. Andrews Public Srvc
Town Of Winnsboro
Town Of Winnsboro
Chester Metropolitan District
Chester Sewer District
The Health Services District Of
Mount Pleasant Water & Sewer
Mount Pleasant Water & Sewer
Mount Pleasant Water & Sewer
Clarendon County Treasurer
City Of Lancaster
Lexington County S/D #2
Lexington County Treasurer
Lexington County S/D #1
Comm Of Pub Wks Of City Of lsle
Greenville County Schools
Lexington County S/D #3
Berkeley Charleston Dorchester
Bcd Council Of Governments
City Of Greenwood
City Of Greenwood
Mt. Pleasant Water & Sewer Com
Anderson Coung
Mccormick Comm Of Public Works
Mccormick Comm Of Public Works
York County Treasurer
Beaufort County Treasurer
Lexington County Treasurer
Lexington County Treasurer
Lexington Coung Treasurer
City Of North Augusta
City Of North Augusta
Fairfi eld County Treasurer
Town Of Clover
Town Of Springdale
Town Of Ridge Spring
Newberry County Treasurer

25,785.59
409,789.05

78,159.22
333,438,388.23

241,511.22
7,004.81

3,866,036.14
25,069.78

11,025,732.68
2,512,426.45
r,609,700.35

1,229.05
1,292,929.01

935,178.99
74,069.02

204,822.64
269,651.95

3,639,456.90
2,994,173.50

262,847.10
1,936.63

17,199,779.36
778,993.90

6,290,144.85
458,513.89
195,944.90

1,303,294.34
279,953.12
118,333.14

4,604.24
1,246.52

263,701.43
4,562,736.73

265,142.90
10,595,r 68.01

114,598,739.33
54,678,082.31

221,690.42
r 70,468,616.90

10,283,646.35
50,806.12

118,279.13
744,097.53
85,639.84
4,278.94

1,973,254.20
336,562.25
32,893.36

18,368,735.33
74,614,859.77
6,612,915.55
5,827,772.40

19,698,077.65
9s0,045.63
274,309.51

10,063,660.28
300,919.79
136,700.59

16,833.22
11,252,604.78
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1334
1 339
1340
1341
1347
1352
1353
1357
1359
1365
1367
1370
1371
1372
1374
1377
1379
1380
1382
1385
1386
1387
I 388
1 389
1 390
1392
1 393
1395
1396
1397
I 398
1 399
1401
1405
1407
1421
1422
1426
1428
1429
1433
1437
1438
1439
1440
1441
1442
1443
1445
1446
1447
1448
1451
1452
1453
1456
1457
1463
1465
1466

Newberry County Treasurer
Sumter Co Council/Treasurer
City Of lsle Of Palms
Seabrook lsland Water & Sewer
Edgefield County School District
City Of Camden
Town Of Clover
Lexington County S/D #4
City Of Hanahan
City Of Hanahan
Town Of Cordova
Town Of Trenton
Town Of Trenton
Lancaster County S/D
Clarendon County Treasurer
City Of Union
City Of Georgetown
City Of Georgetown
Town Of Johnston
Town Of Edisto Beach
Town Of Edisto Beach
Town Of Edisto Beach
Town Of Edisto Beach
Town Of Edisto Beach
Town Of Edisto Beach
City Of Clinton
Edgefield County Treasurer
Spartanburg Co. S/D
City Of York
City Of York
City Of Lancaster
City Of Lancaster
City Of Bamberg
Town Of Prosperity
Dsrf-Pioneer Rural Water Distric
City Of lsle Of Palms
Richland Co. S/D 2
Richland Co. S/D 2
City Of Clinton
Dsrf-Chester Sewer District
Wade Hampton
R.D. Anderson Applied Tech
Florence County Treasurer
City Of Lancaster
City Of Lancaster
Florence Co S/D 2
Florence Co S/D 4
Florence Co S/D 5
Florence Co S/D 1

Clarendon County Treasurer
Richland County Treasurer
Town Of Arcadia Lakes
Town Of Edisto Beach
Laurens County Treasurer
City Of Georgetown
Gity Of Greenwood
Town Of Edisto Beach
Western Piedmont
Clarendon County Treasurer
Spartanburg Co. S/D

16,195,830.29
1,067.82

1,145,044.18
2,977,593.05
2,836,101.60
5,116,098.81

152,528.83
6,294.64

2,226,768.88
2,173,178.74

110,779.05
5,382.51

41,230.99
24,366,103.14

233,626.89
6,056,509.80
4,793,974.50
2,305,054.53

17,115.03
2,497,194.70
1,277,380.82

624,376.36
149,037.82

1,858,514.93
2,041.36

947,858.41
9,533,346.02

369,571.66
13,771.56
9,880.64

123,541.10
411,237.12

2,448.35
8,301 .10

109,616.72
2,235,384.24

22,269,866.57
45,450,279.50

12,764.41
95,535.09

2,873.50
6,r 31 .38

148,050.03
265,437.09
256,799.19

3,070,803.17
1,015,132.22
1.761 ,511 .81

33,854,695.58
384,073.81

135,832,026.91
710,439.82
354,158.67

21,585,547.93
31,363.93
70,'146.85

810,763.22
403,961.73
415,175.61

1,028.92
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1471
1489
1493
1499
1 500
1501
1502
1510
1512
1514
1515
1519
1520
1521
1526
1527
I 535
1 536
1538
1539
1541
1543
1545
1552
1554
1562
1580
1581
r 595
1 596
I 599
1 603
1605
1609
1610
1613
1 616
1617
1618
1619
1622
r 630
1635
1642
1 651
1652
1 654
1658
1659
1662
1 663
I 664
1665
1671
1672
1673
1 675
1 680
1689
1699

York County Treasurer
Dillon County Board Of Education
City Of Westminster
Fort Mill School District 4
Chester County Treasurer
Chester County Treasurer
Chester CounÇ Treasurer
York County S/D I
City Of Greenwood
Greenville County Schools
Chester County Treasurer
Rock Hill S/D 3 Of York Co.
City Of North Augusta
City Of North Augusta
Mt. Pleasant Waterworks Escrow
Charleston Co School District
Pioneer Rural Water District
Pioneer Rural Water District
Pioneer Rural Water District
York County Treasurer
Town Of Port Royal
Bamberg School District One
Lancaster Co Natural Gas Auth
City Of Mauldin
Town Of Sullivan'S lsland
Fairfield County Treasurer
Spartanburg Co. S/D
Dsrf-City Of Traveler'S Rest
Chester County School District
City Of lsle Of Palms
Greenville County Schools
Orangeburg School District 5
Clover School District Two
Greenville Health System
Greenville Health System
City Of Myrtle Beach
Richland CountyTreasurer
City Of North Augusta
City Of North Augusta
City Of North Augusta
Riverbanks Park Commission
Orangeburg Co. S/D Three
Upper Savannah Cog
St. Andrews Public Srvc
York County S/District #1
City Of Mauldin
Chester County School District
Joint Municipal Water & Sewer
Joint Municipal Water & Sewer
Town Of Mccormick
Town Of Mccormick
Town Of Mccormick
Town Of Mccormick
City Of lsle Of Palms
City Of Georgetown
Town Of Blythewood
Town Of Blythewood
City Of Hanahan
Chester Co. Natural Gas Authorit
City Of Fountain lnn

349,427.10
1,897.74

159,704.59
37,680,417.82

1,248,376.19
711,929.02

3,395,703.89
8,705,263.90

153,468.33
10,196,622.15
4,421,151.61

31,500,174.45
154,033.66

1,032,266.72
693,214.23
253,064.03
718,498.99
133,057.62

1,342.94
34,642,748.72

105,100.47
137,583.31

4,118,680.72
715,189.75
114,131.33
1 I I ,918.84
581,225.31

18,493.50
1,258,345.8r
r,383,944.98
4,835,374.19

15,764,381.29
15,978,813.53
29,245,474.05
2,963,243.81

342,610.62
1,422,342.04
5,764,103.32

274,598.74
495,330.68

1,344,033.44
4,091,043.94

219,073.56
1,261,439.01

62,955.45
r,668,749.33
8,375,791.25

11,349,870.08
1 ,199.65

281,389.41
281,389.41
124,864.94
188,605.07
289,891.11

1,388,825.01
203,176.81
257,696.92
985,150.71
'104,760.14
15,524.90
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1702
1703
1714
1715
1716
1718
1726
1730
1731
1733
1740
1741
1744
1745
1754
1755
1 760
1762
1775
1779
1784
1792
1 793
1794
1798
1 800
1 808
1 809
1810
1817
1827
1828
1830
1831
1832
1 833
1 835
1840
1842
1843
184s
1847
1849
r 850
1852
1 854
1856
1857
1 861
1 864
1867
1868
1871
1873
1874
1 875
1 876
1880
1882
1 883

Lancaster County
Greenville Health System
City Of Georgetown
York CounÇ Treasurer
St. John'S Fire District
Lexington Med Center Operating
City Of Forest Acres
City Of Myrtle Beach
City Of New Ellenton
Town Of Lowrys
City Of Rock Hill
City Of Rock Hill
Town Of Lyman
Town Of Lyman
City Of North Augusta
City Of North Augusta
City Of Sumter
City Of Hanahan
Eleventh Circuit Solicitor
Town Of Rockville Council
City Of Conway
Newberry County Treasurer
Town Of Winnsboro
City Of Clinton
Town Of Winnsboro
Laurens County Water Sewer Comm
City Of Walterboro
Pioneer Rural Water District
Town Of Jackson
Williamsburg County S/D
Williamsburg Coun$ Treasurer
Dorchester County Treasurer
Dorchester County Treasurer
Dorchester County Treasurer
Dorchester County Treasurer
Dorchester County Treasurer
Dorchester County Treasurer
York County Treasurer
City Of Mauldin
City Of Abbeville
Dsrf-Big Creek Wtr & Swr Dist
Dillon County Board Of Education
Dillon County Board Of Education
Richland County Treasurer
Dsrf-City Of Traveler'S Rest
Dsrf-Moncks Corner Public Wks
Spartanburg Sanitary Sewer Dist
City Of North Augusta
Richland County Treasurer
Oconee County School District
Bcd Council Of Governments
Town Of Fort Lawn
City Of Mauldin
City Of Clinton
Town Of Walhalla
York County Treasurer
York County Treasurer
Richland County Treasurer
City Of North Augusta
Newberry County Treasurer

23,771,498.05
1,069,005.23

3,205.59
469,565.1 I

10,844.31
11,520,244.62

881,407.14
722,302.52
150,244.62
154,471.29

3,692,323.93
1,438,930.70

356,953.16
1,311 ,444.91

653,135.97
495,218.31

2,731,089.60
464,465.20
85,386.10

172,393.58
3,839.43

2,565,523.85
348,871.34
22,604.85
99,929.12

1,270,199.88
116,761.19
151 ,380.55

52,304.04
7,226,871.20

288,619.28
4,064,823.62

32,250,725.33
7,390,740.38

32,759,322.17
3,967,647.99
6,615,170.05
9,545,962.56
1,737,552.60

600,967.81
208,073.22

1,643.47
1,258.13

246,682.51
30,447.91

412,880.29
2,257,191.28

847,344.83
680,530.71

7,846,338.39
219,220.99

19,556.06
63,285.09

998,723.87
1,303,277.57
3,875,061.11

39,196,072.97
754,818.31

1,337,783.52
484,854.62
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1887
1888
1889
1892
1 893
1895
1897
1898
1 900
1 90s
1 907
1909
1911
1912
1915
1916
1917
1924
1925
1927
1929
1 936
1939
1941
1 943
1944
1947
1948
1954
1956
1 966
1973
1977
1983
1988
1 989
I 991
't992
1 995
1996
2003
2004
2005
2006
2007
2009
2010
2011
2012
2013
2015
2016
2017
2018
2023
2025
2026
2029
2035
2037

Newberry County Treasurer
Lexington Co S/D 3
City Of Camden
Newberry County Treasurer
Florence County Treasurer
Clarendon County S/D 3
Newberry County Treasurer
Greenwood County Treasurer
City Of lsle Of Palms
City Of North Augusta
Greenville Water System
Oconee County Treasurer
City Of North Augusta
Dsrf-Mccormick County
York County Treasurer
City Of Newberry
City Of Newberry
Lancaster Water & Sewer District
Lancaster Water & Sewer District
York County Treasurer
Newberry County Treasurer
Greenville Health System
Lowcountry Council Of Government
Powdersville Water District
Dsrf-City Of Anderson
Dsrf-City Of Anderson
City Of lsle Of Palms
Sumter County CouncilÆreasurer
Dorchester County S/D 2
City Of Columbia
Ds-Town Of Lexington
Greer Comm Public Works
Dsrf-Southside Rural Comm Water
Richland County Treasurer
Dsrf-Town Of Pendleton
Calhoun County Treasurer
Dsrf-Pioneer Rural Water Distric
Greenwood County Treasurer
Richland Co. Rec Comm 20098
Pioneer Rural Water District
Dsrf-City Of Abbeville
City Of Columbia
Central Carolina Tech. College
Anderson County S/D 3
Old Fort Fire District
Anderson County S/D 4
Anderson County S/D 5
Anderson County S/D 1

Anderson 1 &2 Career & Tech Ctr
Anderson County Board Of Ed.
City Of Sumter
North Charleston Sewer District
North Charleston Sewer District
Ds-City Of Barnwell
City Of Columbia
Newberry County Treasurer
Town Of Ridge Spring
Greenville Water System
Newberry County Treasurer
City Of Clinton

1,255.71
676,460.24

1,103,334.92
'145,347.60

25,133,388.79
1,217.94

314,430.75
21,238.398.20

222,948.39
175,002.70

8,864,175.41
8,600,067.29

771,905.65
2,567.15

73,843,854.28
1,063,720.95

853,543.28
9,187,797.78

11,108,277 .75
7,991,883.04

158,773.39
8,361,403.42

256,139.88
1,421.33

30,572.90
109,076.48
326,520.06

2,280,706.35
13,015,602.61

138,760,340.57
1,287,195.42
3,061,777.64

172,569.74
936,425.44
115,428.23

1,767,390.66
193,166.22

2,056,109.45
29,987.82
69,465.19

130,718.89
7,154,459.70
8,107,868.16

5,355.80
1,636,050.66

16,302.87
33,690,158.36
13,036,870.18

895,301.95
72,545.26

211,590.86
5,267,370.10

13,768,536.46
247,776.52

9,404,442.33
64,605.59

325,557.64
2,174,278.60

131,633.00
1,094,486.71
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2038
2045
2050
2051
2052
2057
2065
2066
2067
2071
2073
2074
2081
2082
2083
2084
2085
2091
2092
2093
2094
2095
2096
2105
2106
2113
2114
2117
2',t19
2120
2122
2125
2126
2127
2128
2130
2133
2134
2137
2138
2139
2140
2141
2142
2144
2145
2147
2148
2149
2150
2151
2152
2153
2154
2155
2161
2162
2163
2164
21 66

Richland County Treasurer
Richland County Treasurer
Charleston Co. Park & Recreation
Newberry County Treasurer
Dsrf-City Of Union
Dsrf-City Of Union
Dorchester County Treasurer
City Of Charleston
City Of lsle Of Palms
Calhoun County Treasurer
City Of Orangeburg
City Of Orangeburg
Charleston Co School District
Dsrf-Darlington County W&S Auth.
Charleston Co School District
Dillon County Board Of Education
Oconee County Treasurer
Sumter County School District
South lsland Psd
City Of Fountain lnn
City Of Fountain lnn
Charleston County Treasurer
Richland-Lexingtion Airport Dist
Richland CounÇ Treasurer
Beaufort County Treasurer
Lancaster County School District
Newberry County Treasurer
Beaufort County Treasurer
Beaufort County Treasurer
Beaufort County Treasurer
Beaufort County Treasurer
James lsland Charter High School
Dsrf-City Of Union
Spartanburg County Treasurer
Lugoff-Elgin Water Authority
Santee Lynches Regional Cog
Town Of Mount Pleasant
Town Of Mount Pleasant
Georgetown County Treasurer
City Of Charleston Housing Auth
Mount Pleasant Water & Sewer
City Of Clinton
City Of Clinton
City Of Charleston
City Of Charleston
Cig Of Charleston
Newberry County Water & Sewer
Newberry County Water & Sewer
Newberry County Water & Sewer
Newberry County Water & Sewer
Spartanburg Co. S/D
Calhoun County Treasurer
Dorchester County Treasurer
Lancaster Water & Sewer District
City Of Charleston
Oconee County Treasurer
City Of Charleston
City Of Sumter
Greenville Water System
Edgefield Co Water&Sewer Author

67,955.10
1,923,171.10

161,676.57
111,127.97
141,483.64
1 10,499.96

2,273,223.55
121,',107.06
168,321.43

3,402,950.65
1,594,350.28
I,520,686.08

46,221.38
343,862.23

49,519,426.87
7,807.26

319,332.26
82,144.95

5,624,432.86
507,438.58

't,034.34
100,826,413.87

8,612,046.13
365,208.59

1 ,8r 5,659.65
1,014,094.23
5,003,327.71

684,067.34
22,493,064.29

7,084,650.22
114,155.08

3,546,550.98
177,009.12

78,644,148.61
1,180,755.95

551,655.43
20,373,164.64
22,400,494.50
47,208,123.24

1,543,129.78
447,420.48

1,259,165.57
202,290.10

58,839,527.49
7,090,840.91

28,362,035.99
407,534.96
428,843.80
201,820.15
647,712.29
259,218.39
239,513.00

3,779.61
r,058,302.83
2,267,493.94

7,112.64
3,392,701.52

33,197.63
837,934.70
494,507.30
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2167
2169
2170
2174
2175
2177
2178
2179
2181
2182
2183
2184
2185
2186
2187
2188
2191
2192
2194
2195
2199
2201
2203
2206
2209
2210
2211
2212
2213
2214
2224
2225
2226
2227
2228
2230
2232
2233
2234
2235
2236
2237
2238
2239
2240
2241
2242
2243
2244
2245
2246
2248
2250
2251
2252
2253
2254
2255
2257
2258

Town Of lrmo
Beaufort County Treasurer
Richland County Treasurer
Beaufort County Treasurer
Richland County Treasurer
Dorchester County Treasurer
Lexington County Treasurer
Richland County Treasurer
Richland County Treasurer
City Of Abbeville
Horry County Treasurer
Horry County Treasurer
Lancaster County Treasurer
Town Of Mount Pleasant
Horry County Treasurer
Duncan Chapel Fire District
Broad Creek Public Service Dist
Calhoun County Treasurer
Edgefield Co Water&Sewer Author
Horry County Treasurer
Newberry County Treasurer
Greenville County Schools
City Of Greenwood
Beaufort County Treasurer
City Of Columbia
Dsrf-City Of Abbeville
Oconee County Treasurer
Newberrry County Treasurer
City Of Clinton
Newberry County Treasurer
Mount Pleasant Waterworks
Newberry County Treasurer
Aiken County Treasurer Acps
Lexington County Treasurer
Richland County Treasurer
Richland County Treasurer
Lexington County Treasurer
Richland County Treasurer
Dsrf-City Of Union
Dsrf-Cig Of Union
City Of Fountain lnn
City Of Fountain lnn
Ds-Joint Municipal Water & Sewer
Ds-Joint Municipal Water & Sewer
Town Of Central
Town Of Central
Town Of Central
Town Of Central
Lancaster Water & Sewer District
Town Of Pawleys lsland
City Of Charleston
Greenwood County Treasurer
Laurens County Treasurer
City Of Clinton
Dsrf-Cig Of North Augusta
Kershaw Cty & Lee Cty Reg Water
Town Of Varnville
Kershaw Cty & Lee Cty Reg Water
Town Of Mount Pleasant
Richland County Treasurer

1,009.76
678,693.97

11,499,627.10
5,053,032.45

134,628.9s
'1,785.84

158,088.48
577,755.08

2,887,444.93
50,532.98

55,640,063.24
33,569,452.81

7,917,476.29
14,939,410.18
35,947,169.01

302,094.70
1,464,460.04

530,238.04
1,785,448.67

10,567,920.09
140,710.71

39,191,386.47
670,206.13

3,579,854.80
37,643.03
47,026.77

148,154.29
1,282.30

85,845.27
126,849.12
995,993.20

34,621.57
4,661.84

26,742,942.20
1,644,617.43
7,951,286.99

10,3r 7.85
10,977,708.33

123,329.95
72,326.35
85,139.19
23,074.51

1,367,481.15
1,530,255.09

50,417.42
100,834.88
272,253.11
302,503.90
519,780.95

3,030,281.42
8,338,598.90
6,535,367.29

329,448.35
300,061.07
796,841.73
785,642.82
100,826.36

1,366,373.77
6,829,604.05

102,161,586.51

26



SOUTH CAROLINA STATE TREASURER'S OFFICE
SOUTH CAROLINA LOCAL INVESTMENT POOL

SCHEDULE OF NET POSITION IN POOL PARTICIPANT'S ACCOUNTS
JUNE 30, 2016

2259
2262
2263
2264
2265
2266
2269
2270
2271
2272
2273
2274
2275
2276
2277
2278
2279
2281
2282
2283
2284
2285
2286
2288
2289
2290
2291
2292
2294
2295
2296
2297
2298
2299
2300
2302
2303
2304
2305
2306
2307
2308
2309
2311
2312
2313
2314
2315
2316
2317
2319
2320
2321
2322
2323
2324
2325
2326
2328
2329

Richland County Treasurer
Dsrf-D.P.U. City Of Orangeburg
Richland County Treasurer
Dsrf-City Of Myrtle Beach
Dsrf-D.P.U. City Of Orangeburg
Dsrf-D.P.U. City Of Orangeburg
Lexington County Treasurer
Marion County School District
Spartanburg Sanitary Sewer Dist
City Of Clinton
North Charleston Sewer District
Newberry Co Water & SewerAuthor
Dsrf-Town Of Sullivans lsland
Richland County Treasurer
Lexington County Treasurer
Lexington County Treasurer
Greenville County Schools
North Charleston Sewer District
Lexington County Treasurer
Mount Pleasant Waterworks
Richland CounÇ Treasurer
Ds-Greenville Health System
Startex-Jackson-Wellford-Du ncan
Greenville Water System
Greenville Water System
Dsrf-Town Of Jackson
Dsrf-City Of North Augusta
Lexington County Treasurer
Richland County Treasurer
Charleston County Schools
Laurens Commission Of Public Wor
Charleston County School Distric
Charleston County School Distric
Charleston County School Distric
Dorchester County Treasurer
Laurens CounÇ Water & Sewer Com
Aiken County Treasurer One Cent
Aiken County Public Schools
Chester County Treasurer
Richland County Treasurer
Richland County Treasurer
Laurens County Treasurer
Georgetown County Dsn Board
City Of Clinton
Ds-City Of Charleston
City Of Sumter
Lexington County Treasurer
Greenville County School Distric
Lexington County Treasurer
Lexington Co. Treasurer Series
Mt. Pleasant Waterworks Water lm
Mt. Pleasant Waterworks Waste lm
Richland Co. Treasurer Series A
Lexington Co. Treasurer Sdl 2015
Newberry Go. Treasurer Cpst Fire
City Of Dillon Sc Water Pollutio
Anderson School District Two
Startex-Jackson-Wellford-Duncan
York County
Lancaster Co Water & Sewer Distr

13,856,584.36
1,634,316.96

17,853,484.00
731,771.16
259,137.38

59,458.20
2,686,955.22
4,524,189.38
2,494,668.67

21,101.06
1,306,631.59

75,339.44
91 ,190.77

15,792,357.81
1,801,543.50

385,071.58
1',t,337,272.02
14,749,062.57
2,30s,252.35
4,130,067.21
4,279,482.60

541,496.06
724,316.74

2,07't.124.14
362,769.88

43,164.20
795,451.75
447,928.29

2,009,748.71
16,115.81

804,560.88
1,920.745.48

949,431.95
36,411,355.88

456,764.80
1,418¡28.78

16,395,234.60
44,780.91

7,522,451.10
46,233,502.79
13,356,808.27
2,039,673.33

401,895.61
610,647.42

20,906,131.22
28,318,552.38

6,382,733.34
44,114,694.89

725,410.80
11,502,108.26

160,851.47
1,616,980.07
5,109,335.07
4,017,196.01

39,411.58
45,747.86

669,304.82
2,761,914.32

109,2s4,392.52
9,021,426.80
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SOUTH CAROLINA STATE TREASURER'S OFFICE
SOUTH CAROLINA LOCAL INVESTMENT POOL

SCHEDULE OF NET POSITION IN POOL PARTICIPANT'S ACCOUNTS
JUNE 30, 2016

2330
2331
2332
2333
2334
2335
2336
2337
2338
2339
2340
2341
2342
2343
2344
2345
2346
2347
2348
2349
2350
2351

Spartanburg San¡tary Sewer Dist
Cherokee Coung Treasurer
Aiken County Treasurer School Bo
Charleston County School Distric
Charleston County School Distric
Cherokee County School District
Aiken Co Control Account
Aiken Co Cap¡tal Projects 2
Calhoun Co Rural Fire District
North Charleston General Fund
Dsrf - City Of Goose Creek
Dsrf- City Of Darlington
Lexington County Treasurer
Newberry County Treasurer
Horry County School District
Richland County Treasurer
Richland County Treasurer
Greenville Co School District
Lexington County Treasurer
Lexington County Treasurer
Newberry County Water & Sewer
Aiken County Treas Gob 2016

$ 4,822.193.831.70

249,426.10
7,514,800.45

87,916,945.57
23,319,350.42
8,009,789.18

67,346,329.89
18,023.235.14
15,023,048.19
1,001,161.34

580,456.86
479,537.29

14,701.78
6,559,942.86

980,299.98
150,694,935.07

10,002,385.69
11,404,284.05
9,596,698.40

102,616,408.47
9,524,346.36

100,021.06
9,659,421.32
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INDEPENDENTAUDITORS'REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND
ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS

PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Mr. George L. Kennedy,lll, CPA

state Auditor
Office of the State Auditor
Columbia, South Carolina

We have audited, in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Stondords

issued by the Comptroller General of the United States, the statement of fiduciary net position and

statement of changes in fiduciary net position of the South Carolina Local Government lnvestment Pool

Ithe "Pool"l, an investment trust fund of the State of South Carolina as of and for the year ended June

30,2016, and the related notes to the financial statements, which collectively comprise the Pool's basic

financial statements, and have issued our report thereon dated September 21, 2016.

INTERNAL CONTROL OVER FINANCIAL REPORTING

ln planning and performing our audit of the financial statements, we considered the Pool's internal
control over financial reporting (internal control) to determine the audit procedures that are

appropriate in the circumstances for the purpose of expressing our opinions on the financial statements,

but not for the purpose of expressing an opinion on the effectiveness of the Pool's internal control.

Accordingly, we do not express an opinion on the effectiveness of the Pool's internalcontrol.

A deÍiciency in internal control exists when the design or operation of a control does not allow
management or employees in the normal course of performing their assigned functions, to prevent, or
detect and correct misstatements on a timely basis. A moteriol weokness is a deficiency, or a

combination of deficiencies, in internal control, such that there is a reasonable possibility that a material

misstatement of the entity's financial statements will not be prevented, or detected and corrected on a

timely basis. A significant deficiency is a deficiency, or a combination of deficiencies, in internal control
that is less severe than a material weakness, yet important enough to merit attention by those charged

with governance.

Our considerat¡on of internal control over financial reporting was for the limited purpose described in

the first paragraph of this section and was not designed to identify all deficiencies in internal control
over financial reporting that might be material weaknesses or significant deficiencies. Given these

limitations, during our audit we did not identify any deficiencies in internal control over financial

reporting that we consider to be material weaknesses. However, material weaknesses may exist that
have not been identified.
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COMPLIANCE AND OTHER MATTERS

As part of obtaining reasonable assurance about whether the Pool's financial statements are free from
material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements, noncompliance with which could have a direct and
mater¡al effect on the determination of financial statement amounts. However, providing an opinion on
compliance with those provisions was not an objective of our audit and, accordingly, we do not express
such an opinion. The results of our tests disclosed no instances of noncompliance or other matters that
are required to be reported under Government Auditing Stondards.

PURPOSE OF THIS REPORT

The purpose of this report is solely to describe the scope of our testing of internal control and
compliance and the results of that testing, and not to provide an opinion on the effectiveness of the
entity's internal control or on compliance. This report is an integral part of an audit performed in
accordance with Government Auditing Standords in considering the entity's internal control and
compliance. Accordingly, this communication ¡s not suitable for any other purpose.

Columbia, South Carolina
September 21.,20L6 fl" Z¿¿¿- 6,-y, 14,
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South Carolina Office of the State Treasurer

Report on Financial Statements

For the Year Ended June 30, 2015



South rolina
Office of the State Auditor

George L. Kennedy, lll, CPA

State Aud¡tor

November 30,2016

The Honorable Curtis M. Loftis, Jr., State Treasurer
State of South Carolina
Columbia, South Carolina

This report on the audit of the financial statements of the South Carolina Office of the State

Treasurer for the fiscal year ended June 30, 2015, was issued by Elliott Davis Decosimo, LLC, Certified
Public Accountants, under contract with the South Carolina Office of the State Auditor.

If you have any questions regarding this report, please let us know.

Respectfu lly submitted,

4*r{ Ut*',,l{,Tlt-
George L. Kennedy, III, CPA
State Auditor

GLKIIVcwc

l40l Main Street, Suite 1200 Columbia, S.C. 29201 (803) 253.4160 (803) 343.0723 FAX osa.sc,gov
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Independent Auditor's Report

The Honorable Curtis M. Loftis, Jr.

South Carolina Office of the State Treasurer

and

Mr. George L. Kennedy,III, CPA
State Auditor
South Carolina Office of the State Auditor
Columbia, South Carolina

Report on the FÍnancial Statements

'We have audited the accompanying financial statements of the govemmental activities, each major fund, and the

aggtegate remaining fund information of the South Carolina Office of the State Treasurer (the "Offrce") as of and

for the fiscal year ended June 30,2015, and the related notes to the financial statements, which collectively comprise
the Office's basic financial statements as listed in the table of contents.

M ønøgement's Respons ìbil ity for lh e Fínønc iøl Stalements

Management is responsible for the preparation and fair presentation of these financial statements in accordance with
accounting principles generally accepted in the United States of America; this includes the design, implementation,

and maintenance of internal control relevant to the preparation and fair presentation of financial statements that are

free from material misstatement, whether due to fraud or error.

Au dito r's Re sp on s íbility

Our responsibility is to express opinions on these financial statements based on our audit. We conducted our audit
in accordance with auditing standards generally accepted in the United States of America and the standards

applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller General of
the United States. Those standards require that we plan and perform the audit to obtain reasonable assurance about

whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial

statements. The procedures selected depend on the auditor's judgment, including the assessment of the risks of
material misstatement of the financial statements, whether due to fraud or error. In making those risk assessments,

the auditor considers intemal control relevant to the entity's preparation and fair presentation of the financial
statements in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness ofthe entþ's internal control. Accordingly, we express no such opinion.
An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluating the overall presentation of the financial
statements.

\iVe believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinions.

Elliott Davis Decosimo I www.elliottdavis.conr



Opìníons

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective
financial position of the governmental activities, each major fund, and the aggregate remaining fund information of
the South Carolina Office of the State Treasurer as of June 30,2015,and the respective changes in financial position
for the fiscal year then ended in accordance with accounting principles generally accepted in the United States of
America.

Reportíng Entity

As described in Note LA., the accompanying financial statements of the Office are intended to present the financial
position and the respective changes in financial position of certain governmental activities and fiduciary funds
comprising the reporting entity as defined by the Office. The accompanying financial statements exclude the South
Carolina Tuition Prepayment Program, South Carolina Future Scholar 529 College Savings Plan, South Carolina
Resources Authority, South Carolina Tobacco Settlement Revenue Management Authority, and South Carolina
Local Government Investment Pool (the "Related Entities"), and all debt service transactions related to obligations
of the State of South Carolina, its agencies, departments, and political subdivisions. They do not purport to, and do
not present fairly, the financial position of the State of South Carolina as of June 30,2015, and the changes in its
financial position for the year then ended in accordance with accounting principles generally accepted in the United
States of America. The financial statements of the Related Entities were audited by other auditors as of and for the
fiscal year ended June 30,2015.

Implementøtíon of New Accountíng Standard

As described in Note l.D. and Note 9 to the financial statements, the Office adopted the provisions of GASB
Statement No. 68, Accounting and Financial Reportingfor Pensions - an amendment of GASB Statement No. 27
and GASB Statement No. 71, Pension Transitionþr Contributions Mqde Subsequent to the Measurement Date l
an amendment of GASB Stqtement No. 68, effective July l, 2014. Ov opinions are not modified with respect to
this matter.

Requíred S upplem e ntary Inform øtìo n

Accounting principles generally accepted in the United States of America require that the management's discussion
and analysis, budgetary comparison schedules, schedule of the proportionate share of the net pension liability, and
schedule of contributions, as listed in the table of contents, be presented to supplement the basic financial statements.
Such information, although not a part of the basic financial statements, is required by the Governmental Accounting
Standards Board, who considers it to be an essential part of financial reporting for placing the basic financial
statements in an appropriate operational, economic, or historical context. We have applied certain limited
procedures to the required supplementary information in accordance with auditing standards generally accepted in
the United States of America, which consisted of inquiries of management about the methods of preparing the
information and comparing the information for consistency with management's responses to our inquires, the basic
financial statements, and other knowledge we obtained during our audit of the basic financial statements. We do
not express an opinion or provide any assurance on the information because the limited procedures do not provide
us with sufficient evidence to express an opinion or provide any assurance.
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Other Reporting Required by Governrnent Audítíng Standards

In accordance with Government Auditing Standards, we have also issued our report dated November 30, 2016 on
our consideration of the Office's internal control over financial reporting and on our tests of its compliance with
certain provisions of laws, regulations, contracts, and grant agreements and other matters. The purpose of that report
is to describe the scope of our testing of internal control over financial reporting and compliance and the results of
that testing, and not to provide an opinion on the internal control over financial reporting or on compliance. That
report is an integral part of an audit performed in accordance with Government Auditing Standards in considering
the Office's internal control over financial reporting and compliance.

Columbia, South Carolina
Novernber 30,2016

¿¿¿
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South Carolina Office of the State Treasurer
Management's Discussion and Analysis

For the Year Ended June 30, 2015

Management's Discussion and Analysis ("MD&A") of the South Carolina Office of the State Treasurer (the
"Office") provides an overview of the Office's financial activities for the fiscal year ended June 30, 2015.

FINANCIAL HIGHLIGHTS

The Office prepared its financial statements on the Generally Accepted Accounting Principles ("GAAP") basis and
follows pronouncements from the Governmental Accounting Standards Board ("GASB").

These financial statements do not include the transactions or balances from the South Carolina Tuition Prepayment
Program, South Carolina Future Scholar 529 College Savings Plan, South Carolina Resources Authority, South
Carolina Tobacco Settlement Revenue Management Authority, and South Carolina Local Government lnvestment
Pool (the "Related Entities) and all debt service transactions related to obligations of the State of South Carolina
(the "State"), its agencies, departments, and political subdivisions. The financial statements of the Related Entities
were audited by other auditors as of and for the fiscal year ended June 30, 20 I 5.

As ofand for the fiscal year ended June 30,2015:

The Office's total net position decreased by 5164,792 and its liabilities exceeded its assets (net position) by
$6,599,253.

a

a

a

The Office received 5239,758,641 in appropriations from the State, substantially all of which was disbursed
for general operations, student loans, and aid to subdivisions.

The Office held $988,492,354 of cash and cash equivalents in an agency capacity.

USING THESE AUDITED FINAI{CIAL STATEMENTS

The audited basic financial statements presented in this document include both government-wide and fund financial
statements.

Government-wide Statements:
Govemment-wide statements include a Statement of Net Position and a Statement of Activities. These statements
display information about the Office as a whole. The government-wide financial statements of the Office are
presented on the accrual basis of accounting and provide short-term and long-term information about the Office.
The residual measure of the government is net position and represents assets and deferred outflows of resources
less liabilities and deferred inflows of resourcçs.

Fund Statements:
The fund financial statements include the Governmental Funds Balance Sheet and Statement of Revenues,
Expenditures, and Changes in Fund Balances. The governmental fund financial statements are presented on the
modified accrual basis of accounting which focuses on the near term inflows and outflows of resources available
for expenditure for the current fiscal year.

The Office provides banking and investment services for State agencies. The cash and cash equivalents held by the
Office on behalf of the State and local governments are reported in the Fiduciary Funds. The Statement of Fiduciary
Net Position and Statement of Changes in Fiduciary Net Position are presented on the accrual basis of accounting.
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South Carolina Office of the State Treasurer
Management's Discussion and Analysis

For the Year Ended June 30, 2015

Statement of Net Position and Statement of Activities:
The Statement of Net Position provides a summary of the OfÍice's financial condition at the end of the 2015 fiscal
year; and reports all assets and liabilities using the accrual basis of accounting. The Statement of Activities reports
the revenues and expenses for the fiscal year ended June 30,2015.

SOI.].TH CAROLINA OFFICE OF TI{E STATE TREASURER
STATEMENT OF NET POSITION

2015 2014
Current Assets
Total Assets

$ 1,402,771 $ r.399,263
1,402,771 1,399,263

Defened Outflows of Resources 576,267

Current Liabilities
Noncurrent Liabilities
Total Liabilities

Deferred Inflows of Resources

Unrestricted
Total Net Position

8,040,368 1,543,129

537,923

(6,599,253) (143,865)

$ (6,s99,253) $ (143,865)

1,296,134
6,744,234

I,168,805
374,323
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South Carolina Office of the State Treasurer
Management's Discussion and Analysis

For the Year Ended June 30, 2015

Statement of Net Position and Statement of Activities (Continued):

SOUTH CAROLINA OFFICE OF THE STATE TREASURER
STATEMENT OF ACTIVITIES

2015
Expenses

Personnel Services
Travel
Supplies and Materials
Contracted Services
Student Loans - Teachers
Student Loans - Student Loan Corporation
Rent
Depreciation

Aid to Subdivisions
Total Expenses

2014

General Revenues
State Appropriations
Service Charges
Fines and Penalties
Investment Management Fees
Revenue from Other State Agencies
Other Income

Transfers
Remission to State General Fund

Total General Revenues and Transfers

Change in Net Position

Net Position, July 1, as Originally Reported
Implementation Effect of GASB Nos. 68 and 71

Net Position, July 1, as Restated *
Net Position, June 30

$ 4,961,s50
31,697

145,090
2,332,690
1,065,125
5,ogg,gg1

329,065

231,362,575
245,317,653

239,758,641
5,099

l0g,g7g
2,700,000
2,999,360

165,000
245,738,079

(585,218)
245,152,861

(164,792)

(143,865)
(6,290,596)

I 4,775,244
20,679

237,606
2,551,484

905,230
4,947,955

306,232
7,5 18

230,073,221
243,725,169

(382,203)
243,924,911

99,642

238,064,637
10,469

t09,7lg
2,699,gg6
3,137,017

lg5,lg7
244,207,014

(243,507)

(6,434,461) (243,507)
$ (6,599,253) $0 43,865)

* The Office implemented GASB Statement No. 68, Accounting qnd Financial Reporting þr Pensions - An
Amendment of GASB Statement No. 27 and GASB Statement No. 71, Pension Transitionþr Contributions Made
Subsequent to the Measurement Date - An Amendment of GASB Støtement No. ó8 during the fiscal year ended June
30,2015. Net position as of July 1,2014 has been restated in accordance with these provisions. Information
required to determine the restatement to beginning net position for the fiscal year ended June 30, 2014 was not
available, and is therefore not restated. See Note l.D. and Note 9 to the financial statements for further details
regarding the restatement.

Operating revenues of the Office are largely dependent upon appropriations from the State legislature.

The Office received 5239,758,641 in appropriations from the State legislature. These appropriations were spent for
three purposes. The amount of $ I ,655,842 was spent primarily on the operations of the Office. The amount of
$231,362,575 was disbursed as aid to various governmental subdivisions throughout the State. The amount of
$6,155,006 was spent on student loans. Lastly, $585,218 was not spent by the Office and was remitted back to the
State General Fund.
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South Carolina Office of the State Treasurer
Management's Discussion and Analysis

For the Year Ended June 30, 2015

Fund HÍghlights:

Governmental Funds

The focus of the Office's governmental funds is to provide information regarding actual inflows and outflows of
spendable resources. The General Fund is the chief operating fund of the Office. The General Fund's operating
revenues are provided through appropriations from the State legislature. Revenues are not budgeted by the Office;
therefore, expenditures are typically matched with appropriations so long as expenditures do not exceed budgeted

appropriations. However, in the current year, $559,895 of appropriations went unspent and was remitted back to
the State's General Fund. This resulted in an ending fund balance of $1,883 for the General Fund.

There are two major special revenue funds, the Aid to Subdivisions Fund and the State Treasurer's Office
Earmarked Fund. The Aid to Subdivisions Fund distributes funds to various political subdivisions of the State

based on amounts budgeted by the State. There was a surplus of 525,323 in State appropriations in the Aid to
Subdivisions Fund that were not distributed during the fiscal year ended June 30, 2015. This surplus was remitted
back to the State General Fund during the fiscal year, resulting in no change in fund balance and an ending fund
balance of$0. The State Treasurer's Office Earmarked Fund accounts forrevenues and transfers ofappropriations
earmarked for specific Office operations. As required by the earmark provisions, these amounts can only be spent
on specific operational expenditures of the Office and therefore, the remaining fund balance is considered restricted.
Expenditures exceeded State appropriations and other revenues by $125,336 during the fiscal year ended June 30,
2015 resulting in a decrease in fund balance to $142,014.

Budget llighlights:
The State's Annual Appropriations Act, its legally adopted budget, does not present budgets by GAAP fund.
Instead, it presents programJevel budgets for the following two funds:

General Funds - These funds are general operating funds. The resources in the funds are primarily taxes. The

State expends General Funds to provide traditional State government services.

Total Funds - The Total Funds column in the Appropriations Act includes all budgeted resources. Amounts in this
column include General Funds as well as most, but not all, federal and department-generated resources. Total Funds
include portions of certain proprietary and capital project fund activities as well as most special revenue activities,
but exclude the pension trust funds and some other frduciary fund activities.

Amounts obtained by subtracting the General Funds column in the Appropriations Act from the Total Funds column
in the Appropriations Act are referred as to Other Budgeted Funds.

TheOffice'sbudgetforEl6GeneralFundswasoriginally$l,8l4,l02forthefiscalyearendedJune30,20l5. This
compares to a final budgeted amount of $3,280,862. The primary increase was due to budgeted teacher student
loan payments of $ 1,225,020. Actual expenditures, on the budgetary basis, totaled $2,720,967 . These actual

expenditures were $559,895 less than the final budgeted amount.

The Offrce's budget for E16 Other Budgetary Funds was originally $6,156,645 for the fiscal year ended June 30,

2015. This compares to a final budgeted amount of $l1,314,673. The increase in the final budgeted amount is due
primarily to additional appropriations for student loan payments to the South Carolina Student Loan Corporation in
the budgeted amount of $5,089,881. Actual expenditures, on the budgetary basis, totaled 511,314,673. These actual

expenditures were in line with the final budgeted amount.
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South Carolina Office of the State Treasurer
Management's Discussion and Analysis

For the Year Ended June 30, 2015

Budget Hightights (Continued):

The Office's budget for X22 General Funds was originally 5204,854,145 for the fiscal year ended June 30,2015.
This compares to a final budgeted amount of $231,387,898. The primary reason for the increase from the original
to final budgeted amount is an additional52j12,682 and $14,952,677 that was added to fund State agencies and
fire departments, respectively, additional budgeted distributions to local governments in the amountof $22,712,641,
and a reduction of $13,496,453 inbudgeted distributions to fire departments. Actual expenditures, on the budgetary
basis, totaled $231,362,575. These actual expenditures were $25,323 less than the frnal budgeted amount. The
Office's Aid to Subdivisions Fund only receives General Fund appropriations. Therefore, amounts are not budgeted
forX22 Other Budgetary Funds.

Current Conditions that are Expected to have a Significant Effect on the Office's Financial Position:

The Office implemented GASB Statement No. 68, Accounting and Finsncial Reporting þr Pensions - An
Amendment of GASB Statement No. 27 ("GASB No. 68") and GASB Statement No. 71, Pension Transition þr
Contributions made Subsequent to the Measurement Date - An Amendment of GASB Ststement No. 68 ("GASB
No. 71") during the fiscal year ended June 30, 2015. This required that the Office recognize a portion of the State's
net pension liability, deferred outflows of resources, and deferred inflows of resources. The estimated portion of
the net pension liability applicable to the Office is approximately $6,381,000 for the fiscal year ended June 30,
20 I 5. The implementation of GASB No. 68 and GASB No. 7 I will not affect the required retirement contributions
made by the Office.

This MD&A is designed to provide a general overview of the Ofnice's finances for all of the State's citizens,
taxpayers, customers, investors and creditors. This financial report seeks to demonstrate the Office's accountability
for the money it receives. Questions concerning any of the information provided in this report or requests for
additional information should be addressed to:

South Carolina Office of the State Treasurer
P.O. Box I1778
Columbia, South Carolina 2921 I
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South Carolina Office of the State Treasurer
Statement of Net Position

June 30,2015

Assets
Current Assets:

Cash and Cash Equivalents
Prepaids

Total Current Assets
Total Assets

Deferred Outflows of Resources
Contributions to Retirement Plan after Measurement Date
Difference Between Expected and Actual Retirement Plan

Experience
Total Deferred Outflows of Resources

Liabilities
Current Liabilities:

Accounts Payable
Due to State General Fund
Compensated Absences

Total Current Liabilities

Noncurrent Liabilities:
Net Pension Liability
Compensated Absences

Total Noncurrent Liabilities
Total Liabilities

Deferred Inflows of Resources
Difference Between Projected and Actual lnvestrnent

Earnings - Retirement Plan
Total Deferred Inflows of Resources

Net Position
Unrestricted

Total Net Position

s 1,279,280
123,491

I 771

I 771

395,470

180 '197

576,267

673,656
585,218
37,260

I 134

6,380,503
363 731

6,744,234
9,040,368

s37,923
537,923

(6,599,253)

$ (6,599,253)

The notes to thefinancial statements are an integral part of these financial statements
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South Carolina Office of the State Treasurer
Statement of Activities

For the Year Ended June 30, 2015

Expenses
Personnel Services
Travel
Supplies and Materials
Contracted Services
Student Loans - Teachers
Student Loans - Student Loan Corporation
Rent
Aid to Subdivisions

Total Expenses

General Revenues
State Appropriations
Service Charges
Fines and Penalties
lnvestment Management Fees

Revenue from Other State Agencies
Other Income

Transfers
Remission to State General Fund

Total General Revenues and Transfers

Change in Net Position

Net Position, July l, 2014, as Originally Reported
Implementation Effect of GASB Nos. 68 andTl
Net Position, July l, 2014, as Restated

$ 4,961,550

31,687
145,090

2,332,680
1,065,125

5,ogg,ggl
329,065

231,362,575
245,317,653

239,758,641

5,099
l0g,g7g

2,700,000
2,999,360

165,000
245,738,079

(585,218)
245,152,861

(t64,792)

(143,865)
(6,290,596)
(6,434,461)

Net Position, June 30, 2015 $ (6,599,253)

The notes to thefinancial statements are an integral part of thesefinancial statements.

10



South Carolina Office of the State Treasurer
Balance Sheet

Governmental Funds
June 30,2015

General
f,'und

Aid to
Subdivisions

tr'und

State
Treasurer's

OffÌce
Earmarked

tr'und

Total
Governmental

tr'unds

Assets
Cash and Cash Equivalents
Prepaids

Total Assets

Liabilities
Accounts Payable
Due to State General Fund

Total Liabilitics

tr'und Balances
Nonspendable - Prepaids
Restricted:

State Provisos
Total Fund Balances

Total Liabilities and Fund Balances

$ 570,283 $ 25,323 $ 807,165 S 1,402,771

$ 8,505
559,895

$ $ 665,151 $ 673,656
585,21825,323

568,400 25,323 665,151 1,258,874

I,883

$ 568,400
1,883

g 25,323 $ 685,557
121,608

$ 1,279,280
123,491

121,608

20,406

123,491

20,406
1,883 142,014 143,897

$ 570,283 S 25,323 $ 807,165 $ 1,402,771

The notes to the/ìnancial statements are an integral part ofthese/ìnancial statements
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South Carolina Office of the State Treasurer
Reconciliation of the Balance Sheet of Governmental Funds

to the Statement of Net Position
June 30,2015

Total fund balance, governmental funds

Amounts reported for govemmental activities in the Statement
of Net Position are different because:

The net pension liability and related deferred outflows and inflows
ofresources are not due and payable in the current year and are not
included in the fund financial statements, but are included in the
governmental activities of the Statement ofNet Position.

Net pension liability
Deferred outflows of resources for contributions after the

retirement plan's measurement date
Defened outflows of resources for differences between

expected and actual retirement plan experience
Defened inflows of resources for differences between

projected and actual investment experience

Compensated absences are not due and payable in the current
period and are not included in the fund financial statements,
but are included in the governmental activities of the
Stat€ment of Net Position

Net position of governmental activities in the Statement ofNet
Position

$ 143,897

(6,380,503)

395,470

180,797

(537,923)

$(6,599,253)

The notes to thefinøncial statements are an integral part of thesefinancial statements
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South Carolina Office of the State Treasurer
Statement of Revenues, Expenditures, and Changes in Fund Balances

Governmental Funds
For the Year Ended June 30, 2015

General
Fund

Aid to
Subdivisions

tr'und

State
Treasurer's

Office
Earmarked

tr'und

Total
Governmental

tr'unds

Revenues
State Appropriations
Service Charges
Fines and Penalties
Investment Management Fees

Revenue from Other State Agencies
Other Income

Total Revenues

Expenditures
Personnel Services
Travel
Supplies and Materials
Contracted Services
Student Loans - Teachers
Student Loans - Student Loan Corporation
Rent
Aid to Subdivisions

Total Expenditures

Revenues Over (Under) Expenditures

Other tr'inancing Uses
Remission to State General Fund

Net Change In Fund Balance

Fund Balance , Jruly l, 2014

Fund Balance, June 30, 2015

$ 3,280,862 $231,387,898 $ 5,089,881
5,099

109,979
2,700,000
2,999,360

165,000

s 239,758,641
5,099

109,979
2,700,000
2,999,360

165 000

3,280,862 231,387,898 11,069,319 245,738,O7e

1,546,263
4,925

24,290
29,469

1,065,125

50,470

3,375,406
26,762

120,800
2,303,211

5,089,881
278,595

4,921,669
31,687

145,090
2,332,680
1,065,125
5,089,881

329,065

I 1)0 \47
231,362,575
231,362,575 11,194,655

231
245,277 ,772

560,320 25,323 (t25,336) 460,307

(559,895) (2s ,323\ (585,218)

425

1,458

(125,336)

267,350

(t24,911)

268,808

$ 1,883 $ $ 142,014 $ 143,897

The notes to the financial statements are an integral part of these financíal statements.
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South Carolina Office of the State Treasurer
Reconciliation of the Statement of Revenues, Expenditures,

and Changes in Fund Balances of Governmental Funds to the
Statement of Activities

For the Year Ended June 30, 2015

Total change in fund balance, govemmental funds

Amounts reportcd for govenunental activities in the Statcrrrent of
Activities are different because:

Current year retirement plan contributions are considered a
deferred outflow ofresources rather than a current year
expense in the Statement of Activities

Some expenses reported in the Statement of Activities do not
require the use ofcunent financial resources and therefore are
not reported as expenditures in governmental funds

Increase in pension expense due to changes in deferred
outflows and inflows of resources

Amortization of deferred outflows of resources related to
the net pension liability

Amortization of deferred inflows of resources related to
the net pension liability

Compensated absences

Decrease in net position, govemmental activities

$ (124,911)

395,470

(525,591)

(55,922)

134,480
11,682

$ (164,792)

Ihe notes to thefinøncial statements are an integral part of these/ìnancial statements
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Assets
Current Assets:

Cash and Cash Equivalents
Amounts Due from Other State Agencies

Total Current Assets

Noncurrent Assets:
Capital Assets:

Land and Land Improvements
Buildings and Improvements
Equipment
Vehicles
Accumulated Depreciation

Total Noncurrent Assets
Total Assets

Liabilities
Current Liabilities:

Due to Depositors
Accounts Payable
Amounts Due to Local Governments
Unclaimed Property Refunds

Total Current Liabilities

Total Liabilities

Net Position
Net Investment in Capital Assets
Held in Trust for:

Nuclear Plant Decommissioning
Aid to Subdivisions
Springdale Fund
Other Purposes

Total Net Position
Total Liabilities and Net Position

South Carolina Office of the State Treasurer
Statement of FiduciaryNet Position

Fiduciary Funds
June 30,2015

Private Purpose
Trust

$ 3,332,994
11 I 8"895

10,551,889 1,075,500,117

Agency

s 988,492,354
87,007,763

3,g74,loo
1,643,925

405,871
113,222

(1,379"415\

4,657,703
s 15,209,592 $ 1,075,s00,117

$ $ 717,473,738
7,850,435

255,280,096
102,746,283

7,950,435 1,075,500,1 l7

7,850,435 $ 1,075,500,117

4,657,703

584,148
624,826

1,050,653
441,827

7,359,157
$ 14,158,939

The notes to the /ìnancial statements are an integral part of these Jìnancial støtements
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South Carolina Office of the State Treasurer
Statement of Changes in FiduciaryNet Position

Fiduciary Funds
For the Year Ended June 30, 2015

Private Purpose
Trust

Additions:
Service Fees

Sales and Use Taxes
Interest and Investment Income

Total Additions

Deductions:
State Allocations
Depreciation
Contracted Services
Disbursement to Devisee
Other Expenses

Total Deductions
Change in Net Position

Net Position, Jrtrly 1,2014
Net Position, June 30, 2015

$ 42,843
1,83 1,688

160,179
2,034,710

1,939,336
82,868

2,634,031
I 1,883
9,307

4,576,425
(2,54t,7t5)
9.900,872

$ 7.3 59,157

The notes to thefinancial statemenîs are an integral part of theseJìnancial statements
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South Carolina Office of the State Treasurer
Notes to the Financial Statements
For the Year Ended June 30, 2015

1. Summarv of Siqnificant Accountins Policies

The financial statements ofthe South Carolina Office of the State Treasurer (the "Office") have been
prepared in conformity with accounting principles generally accepted in the United States of
America ("GAA¡t"¡ as applied to governmental units. The Governmental Accounting Standards

Board ("GASB") is the accepted standard-setting body for establishing governmental accounting
and financial reporting principles. The more significant of the Office's accounting policies are

described below.

A. Renortins Entitv

The Offrce is established under the authority of the Constitution of South Carolina (the

"Constitution") as an agency of the State of South Carolina (the "State"). The Office performs duties
as designated by the Constitution or prescribed by law. The Office is a part of the primary
government of the State.

The State Treasurer is elected every four years and is inaugurated the second Monday in January
following the election for the position in November. In January 2011, the Honorable Curtis M.
Loftis, Jr. became the State Treasurer.

The primary functions of the Office are acting as Custodian for both State funds and Retirement
System funds, maintaining bank accounts for the receipt and disbursement of State funds, prudent
investing of certain State funds, and administering the State's Unclaimed Property Program.
Additionally, the Office performs safekeeping and investment functions for State agencies and other
entities as authorized by State statute. Various activities of the Office include receipt of documents,
management of cash and investments, management of debt service for various State entities, and the
reconciliation of account balances and transactions with the various State agencies. The Office is
also responsible for accounting functions associated with the South Carolina Tuition Prepayment
Program, South Carolina Future Scholar 529 College Savings Plan, South Carolina Resources

Authority, South Carolina Tobacco Settlement Revenue Management Authority, and South Carolina
Local Government Investment Pool.

The accompanying financial statements are intended to present the financial position and results of
operations of only that portion of the State that is attributable to transactions of the Office, and

exclude the South Carolina Tuition Prepayment Program, South Carolina Future Scholar 529
College Savings Plan, South Carolina Resources Authority, South Carolina Tobacco Settlement
Revenue Management Authority, and South Carolina Local Government Investment Pool (the
Related Entities), and all debt service transactions related to obligations of the State, its agencies,

departments, and political subdivisions. The financial statements of the Related Entities were audited
by other auditors as ofand for the fiscal year ended June 30, 2015.
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South Carolina Office of the State Treasurer
Notes to the Financial Statements
For the Year Ended June 30, 2015

1. Summarv of Siqnifïcant Accountinq Policies (Cont¡nuedl

B. South Carolina Tuition Prenavment Proqram

The South Carolina Tuition Prepayment Program (the "Program") was created by the General
Assembly and allows families to pay in advance for the tuition expenses of a child's college
education at any of the State's public colleges and universities with potentially significant savings
over actual tuition costs at the time the child enrolls in college. The assets and related transactions
of the Program are accounted for the South Carolina Tuition Prepayment Trust Fund (the "Fund"),
for which the Office serves as the fiduciary agent.

The Program has been closed to new enrollment since July l, 2008. The Office provides the State
legislature with a written report of the unfunded liability of the Program each year as well as the
projected date that the assets will be fully depleted. The Office determined that the Fund should not
be reported in its financial statements because administration of the Program was outsourced on
October 1,2012. The State's Comprehensive Annual Financial Report included the Fund as a non-
major enterprise fund as of and for the year ended fiscal June 30,2015, and reported a net deficit for
the Fund of approximately $55,900,000 as of the fiscal year then ended. The financial statements of
the Fund were separately audited as of and for the fiscal year ended June 30,2015. According to the
actuarial valuation for the Program as ofthe fiscal year ended June 30, 2015, the net deficit in the
Fund is an indicator that existing assets combined with future cash flows are insufficient to pay all
contract owners their benefrts. The Program's actuary projects that assets will be depleted in fiscal
year 2019.

C. Basis of Presentation. Measurement Focus and Basis of Accountins

Government-wide Financial Statements

The government-wide financial statements are presented under GAAP using the accrual basis of
accounting and pronouncements issued by the GASB.

All of the functions available to finance the Office are presented together as general government
activities. Financial information for funds that are not available to finance these activities are not
included; consequently, the government-wide financial statements exclude fiduciary assets and
liabilities.

Additionally, the Office receives reimbursement from the unclaimed property funds for certain costs
incurred in connection with the recovery, advertisement, and sale of unclaimed property. The Office
holds unclaimed property refunds, or escheated property, in an agency capacity. A liability is
recorded for amounts expected to be reclaimed and paid to claimants. This liability is satisfied by
the State's General Fund. For the fiscal year ended June 30, 2015,the Office received $1,300,000
of unclaimed property receipts to ofßet certain capital and administrative costs incurred in
connection with the administration of the State's Unclaimed Property Program. The Unclaimed
Property Program is accounted for as an agency fund.
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South Carolina Office of the State Treasurer
Notes to the Financial Statements
For the Year Ended June 30, 2015

1. Summarv of Sisnificant Accountins PolÍcies (Continued)

C. Basis of Presentation. Measurement Focus and Basis of Accounting (Continued)

Fund Financial Statements

The fund financial statements are used to report the Office's financial position and results of
operations as well as to demonstrate legal compliance and to aid financial management by
segregating transactions related to certain government functions or activities. The governmental

fund financial statements are presented on the modified accrual basis and the fiduciary fund financial
statements are presented on the accrual basis. These methods of accounting are described below.

Measurement Focus and Basis of Accounting

The government-wide financial statements are reported using the economic resources measurement
focus and the accrual basis ofaccounting. Revenues are recorded when earned or for non-exchange
transactions, when all eligibility requirements have been met, and expenses are recorded when a

liability is incurred, regardless of the timing of related cash flows.

Governmental fund financial statements are reported using the current financial resources

measurement focus and the modified accrual basis of accounting. Revenues are recogttized as soon

as they are both measurable and available. "Measureable" means that the amount of the transaction
can be determined and "available" means collectible within the current period or soon enough
thereafter to pay obligations of the current period. For this pulpose, the Office considers major
sources of revenue to be available if they are collected within sixty days of the end of the current
fiscal year.

Financial resources of fiduciary funds are reported using the economic resources measurement focus

and the accrual basis of accounting.

Governmental Fund Types

General Fund - The General Fund is the primary operating fund of the Office. This fund is used to
account for all financial transactions and resources except those required to be accounted for in
another fund.

Special Revenue Funds - These funds are used to account for revenues derived from specific taxes,

state appropriations, and other revenue sources that are designated to finance particular functions or
activities of the Office. Special Revenue Funds include:

a Aid to Subdivisions Fund - The Aid to Subdivisions Fund is a special revenue fund that
accounts for appropriations set by the General Assembly from the State General Fund for
aid to governmental subdivisions. Actual distributions are formula funded based on actual
collections of the specific State General Fund revenue types.

State Treasurer's Office Earmarked Fund-This special revenue fund accounts forrevenues
and transfers of appropriations earmarked for specific Office operations or restricted for
student loan expenditures.

a
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South Carolina Office of the State Treasurer
Notes to the Financial Statements
For the Year Ended June 30, 2015

1. Summarv of Siqnificant Accountinq Policies (Continued)

C. Basis of Presentation. Measurement Focus and Basis of Accountins lContinued)

Governmental Fund Types (Continued)

Fiduciary Funds - Transactions related to assets held by the Office as an agent of other governmental
agencies or private organizations are accounted for in the Fiduciary Funds. These are presented
separately in the financial statements. The Office's Fiduciary Funds include:

Private Purpose Trust Funds - These funds include a trust fund with assets set aside for site
stabilization and closure of a nuclear waste site operated by a private company within the
State's borders in the event that the company ceases operations or loses its license to operate
as well as a trust fund with assets set aside for the operation of the equestrian center and
activities at the Springdale Race Course (for the exclusive benefit of the Carolina Cup
Racing Association, Inc., apnvale nonprofit corporation). The Private-Purpose Trust Funds
also include miscellaneous other trust agreements holding assets that benefit non-State
parties.

a

Agency Funds - These funds are used to account for assets held by the Office in an agency
capacity. The Office is the official depository for agencies of the State and, accordingly,
administers the significant majority of State agency receipts and disbursements.

The fund financial statements focus on major funds. Each major fund is presented in a separate
column. Major funds include (a) the Office's primary operating fund, (b) any fund for which total
cash, receipts, or disbursements of an individual fund are at least 10% of the corresponding element
total for all funds of that type, and (c) any other fund that Office officials believe is particularly
important to financial statement users. The Office reports the following major governmental funds
which are discretely presented in the governmental fund financial statements:

o General Fund
o Aid to Subdivisions Fund
o State Treasurer's Office Earmarked Fund

Cash and Cash Equivalents

The amounts shown in the accompanying financial statements as cqsh and cash equivølents
represent cash on deposit in banks, restricted cash and cash equivalents with maturities of less than
three months on the date of purchase, on deposit with external parties, and cash invested in various
instruments as a part of the State's cash management pool, an internal investment pool. Since the
cash management pool operates as a demand deposit account, amounts invested in the pool are
classified as cash and cash equivalents. The Office administers the cash management pool. The pool
includes some long-term investments such as obligations of the United States and certain agencies
of the United States, obligations of domestic corporations, certificates of deposit, and collateralized
repurchase agreements.

a
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South Carolina Office of the State Treasurer
Notes to the Financial Statements
For the Year Ended June 30, 2015

1. Summarv of Siqnifïcant Accountinq Policies (Continued)

C. Basis of Presentation. Measurement Focus and Basis of Accountins (Continued)

Cash Manasement Pool - Allocation of Interest

The State cash management pool consists ofa general deposit account and several special deposit
accounts. The State records each fund's equity interest in the general deposit account. All earnings
on that account are recorded in the State General Fund. In contrast, each special deposit account
retains its own eamings.

Prenaids

Expenditures for services paid for in the current or prior fiscal years and benefiting more than one

accounting period are allocated among accounting periods. Amounts reported in this asset account
consist primarily of maintenance and service agreements.

Canital Assets

The Office reports its capital assets in the applicable govemmental or fiduciary type activities in the
government-wide financial statements or Statement of FiduciaryNet Position. General capital assets

for use by the Office are included in the government-wide financial statements while capital assets

managed in trust for the benefit of others are reported in the Statement of Fiduciary Net Position.
The Office reports the following categories of capital assets: land and land improvements, buildings
and improvements, equipment and vehicles.

Capital assets are valued at historical cost or at estimated historical cost if actual historical cost data

is not available. Donated capital assets are recorded at estimated fair market value on the donation
date. The costs of normal maintenance and repairs that do not significantly add to the value of an

asset or materially extend an asset's useful life are not capitalized.

An individual asset is capitalized and reported if it has an estimated useful life of at least two years

and a historical cost of more than $5,000 for buildings and improvements, equipment, and vehicles.
All land and non-depreciable land improvements with a cost of more than $100,000 are capitalized
and reported. Once the Office places a depreciable capital asset in service, depreciation is recorded

using the straighrline method over the following useful lives:

Asset Category Years
Buildings and
Improvements
Equipment
Vehicles

5-55
2-25
3-20
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South Carolina Office of the State Treasurer
Notes to the Financial Statements
For the Year Ended June 30, 2015

l. Summarv of Sisnificant Accountins Policies (Continued)

C. Basis of Presentation" Measurement Focus and Basis of Accounting (Continued)

Compensated Absences

Generally, all permanent full-time State employees and certain part-time employees scheduled to
work at least one-half of the Office's working days of the month are entitled to accrue and carry
forward at calendar year-end maximums of 180 days of sick leave and 45 days of annual vacation
leave. Upon termination of State employment, employees are entitled to be paid for accumulated
unused annual vacation leave up to the maximum, but are not entitled to any payment for unused sick
leave.

The compensated absences liability includes accrued annual leave earned for which the employees
are entitled to paid time off or payment at termination. The entire unpaid liability for which the
Office expects to compensate employees through paid time off or cash payments, inventoried at
fiscal year-end, current salary costs, and the cost of the salary-related benefit payments, is recorded
as a liability. The General Fund is used to liquidate the liability for compensated absences.

Due to Denositors

Due to Depositors reported in the Statement of Fiduciary Net Position - Fiduciary Funds represents
amounts held by the Office in its Agency Funds for the benefit of other State agencies, local
governments, and State boards. The Office collects various taxes, frnes, and fees on behalf of these
entities until the funds are needed for use or are distributed under applicable State provisos. The
balance of this liability was5717,473,738 as of June 30,2015.

Unclaimed Propertv Refunds

The Office holds unclaimed property refunds, or escheated property, in an agency capacity and is
reported in the Agency Funds. Each year, the Unclaimed Property Program receives millions of
dollars from companies that cannot locate the owners of the funds. The Unclaimed Property Progïam
does not include tangible property like land or vehicles. A liability is recorded for amounts expected
to be reclaimed and paid to claimants. See Note 14 for more information on unclaimed property
refunds and the respective Unclaimed Property Program.

Net Position and Fund Balance

Net position is the residual measure of governmental activities while fund balance is the residual
measure of governmental funds. A description of the various classifications ofnet position and fund
balance are as follows:

Net Position

Net investment in caoital assets

The net investment in capital assets portion of net position consists of capital assets, net of
accumulated depreciation.
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South Carolina Office of the State Treasurer
Notes to the Financial Statements
For the Year Ended June 30, 2015

1. Summarv of Siqnificant Accountins Policies (Continued)

C. Basis of Presentation. Measurement Focus and Basis of Accountins (Continued)

Net Position and Fund Balance lContinued)

Restricted net position

Restricted net position consist ofassets with constraints placed on the use either by external gfoups

such as creditors, grantors, contributors, or laws or regulations of other governments; or laws through
constitutional provisions or enabling legislation. In all cases, if individual restricted net position
categories are negative, the negative balance is eliminated and reclassified against unrestricted net
position. As of June 30,2015, the Office did not have any restricted net position.

Net nosition held in trust

Net position held in trust consists of assets that are held by the Office in a fiduciary capacity for the
decommissioning of a nuclear plant, aid to subdivisions, the Springdale Fund which benefits the

Springdale Race Course, or other specific purposes as defined by the trust.

Unrestricted net position

All other assets that do not meet the definition of "restricted" are considered "unrestricted". The
Office's policy is to first apply restricted resources when an expense is incurred for purposes for
which both restricted and unrestricted net position are available.

Fund Balance

The Offrce has implemented the provisions of GASB Statement No. 54, Fund Balance Reporting
and Governmental Fund Type Definitions. The following categories of fund balance are now being
used in the fund level financial statements of the governmental funds:

Non-spendable fund balance

The non-spendable fund balance classification includes amounts that cannot be spent because they
are either not in spendable form or legally or contractually required to be maintained intact. The
"not in spendable form" criterion includes items that are not expected to be converted to cash, for
example, inventories and prepaids. It also includes the long-term amount of loans and notes
receivable, as well as other assets.

Restricted fund balance

The restricted fund balance classification includes amounts that are either restricted extemally by
creditors, grantors, contributors, or laws or regulations of other governments or restricted by law
through constitutional provisions or enabling legislation. Most of the Office's fund balance is
presented as restricted as all fund balance is restricted as to use for specific purposes under State
provisos. These purposes are primarily to pay costs for the management of the Unclaimed Property
Program and investment and debt management.
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South Carolina Office of the State Treasurer
Notes to the Financial Statements
For the Year Ended June 30, 2015

1. Summarv of Sisnifïcant Accountine Policies (Continued)

C. Basis of Presentation. Measurement Focus and Basis of Accountinq (Continued)

Net Position and Fund Balance (Continued)

Committed fund balance

The committed fund balance classification includes amounts that can only be used for specific
purposes pursuant to constraints imposed by formal action of the Office's highest level of decision-
making authority. Those committed amounts cannot be used for any other purpose unless the Office
removes or changes the specified use by taking the same type of action it employed to previously
commit those amounts. Committed fund balances also incorporate contractual obligations to the
extent that existing resources in the fund have been specifically committed for use in satisfying those
contractual requirements. As of June30,2015,the Office did not have any committed fund balance.

Assisned fund balance

The assigned fund balance classification includes amounts that are constrained by the Office's intent
to be used for specific pu{poses but are not restricted or committed. The authority for making an
assignment is not required to be the Office's highest level of decision-making authority and as such,
the nature of the actions necessary to remove or modify an assignment does not require the Office's
highest level of authority. As of June 30,2015,the Office did not have any assigrred fund balance.

Unassiened fund balance

The unassigned fund balance classification includes amounts that have not been assigned to other
funds and have not been restricted, committed, or assigned for specific purposes within the General
Fund.

Based on the Office's policies regarding fund balance classifications as noted above, it considers
amounts that are restricted, committed, or assigned to be spent when the corresponding expenditure
has been designated by the State or donor stipulations have been made. After these fund balances
have been depleted, unassigned fund balances will be considered to have been spent. As of June 30,
2015, the Office did not have any unassigned frrnd balance.

I)eferred Outflows and Inflows of Resources

A deferred outflow or inflow of resources is a consumption or acquisition of net position that is
applicable to a future reporting period. The Office has recorded deferred outflows and inflows of
resources in connection with the retirement plan contributions made subsequent to the measurement
date, the difference between projected and actual investment earnings on retirement plan assets, and
the difference between actual and expected retirement plan experience.
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South Carolina Office of the State Treasurer
Notes to the Financial Statements
For the Year Ended June 30, 2015

1. Summarv of Sisnificant Accounting Policies (Continued)

C. Basis of Presentation" Measurement Focus and Basis of Accounting (Continued)

Revenue from Other State Aqencies

Revenue from Other State Agencies in the State Treasurer's Office Earmarked Fund generally

consists of revenue earned for administering State programs such as the Unclaimed Property
Program and the South Carolina Future Scholar 529 College Savings Plan as well as fees for
administering the State and State agency long term debt.

Contracted Services

Contracted services expenditures in the General Fund generally consist of payments for
professional and data processing services.

Contracted services expenditures in the State Treasurer's Office Earmarked Fund generally

consist of payments for asset and debt management consulting fees, custodial fees, and other

investment consulting services.

Contracted services expenses in the Private Purpose Trust Funds generally consist of payments

for the administration and decommissioning of a nuclear plant.

Student Loans - Teachers

Student Loans - Teachers expenditures in the General Fund are payments to the South Carolina
Student Loan Corporation for its loan disbursements under its Career Changers Loan Program.
These payments are funded through State Appropriations.

Student Loans - Student Loan Cornoration

Student Loans - Student Loan Corporation expenditures in the State Treasurer's Office
Earmarked Fund are payments to the South Carolina Student Loan Corporation for its loan
disbursements under its South Carolina Teachers Loan Program. These payments are funded

through State Appropriations.

State Allocations

State Allocations expenses in the Private Purpose Trust Funds generally consist of payments to

municipalities for their allocated share of State collected fees, such as the solid waste fee.

Disbursements to Devisee

Disbursements to Devisee in the Private Purpose Trust Funds represent paynents to the Carolina
Cup Racing Association, Inc. The Office distributes the investment and interest income on the

Springdale Fund, one of the Private Purpose Trust Funds, which is held for the benefit of the

Springdale Race Course in Camden, South Carolina. The corpus of the fund is $1,050,653 as

ofthe fiscal year ended June 30, 2015.
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1. Summary of Sisnifïcant Accountins Policies fContinued)

D. Implementation of New Accountinq Standards

The Office implemented GASB Statement No.63,Accounting ønd Financial Reportingþr Pensions

- An Amendment of GASB S tatement No. 2 T (* G ASB No. 6 8") and GASB Statement N o. T l, P ens ion
Trønsitionfor Contributions made Subsequent to the Measurement Date - An Amendment of GASB
Statement No. ó& during the fiscal year ended June 30, 2015.

The primary objective of GASB No. 68 is to improve accounting and financial reporting by state
and local governments for pensions. It also improves information provided by state and local
governmental employers about financial support for pensions that is provided by other
entities. GASB No. 68 establishes standards for measuring and recognizing liabilities, deferred
outflows ofresources, deferred inflows ofresources, and expense/expenditures. For defined benefit
pensions, it identifies the methods and assumptions that should be used to project benefit pa¡rments,
discount projected benefit payments to their actuarial present value, and attribute that present value
to periods of employee service.

The objective of GASB No. 7l is to address an issue regarding application of the transition
provisions of GASB No. 68. The issue relates to amounts associated with contributions, if any, made
by a state or local government employer or nonemployer contributing entity to a defined benefit
pension plan after the measurement date of the government's beginning net pension liability. GASB
No. 7l requires that, at transition, a government recognize a beginning deferred outflow of resources
for its pension contributions, if any, made subsequent to the measurement date of the beginning net
pension liability. The provisions of GASB No. 7l are required to be applied simultaneously with the
provisions of GASB No. 68.

2. Budeet Policv

The Office is granted an annual appropriation for operating purposes by the General Assembly. The
appropriation as enacted becomes the legal operating budget for the Office. The Appropriation Act
authorizes expenditures from funds appropriated from the State General Fund and authorizes
expenditures of total funds. The "Total Funds" column in the Appropriation Act for each individual
budgetary unit authorizes expenditures from all budgeted resources. A revenue budget is not
adopted for individual budgetary funds. Budgetary control is maintained at the line-item level of
the budgetary entity. Agencies may process disbursement documents in the State's budgetary
accounting system only ifenough cash and appropriation authorization exist.

Transfers of funds may be approved by the State Budget and Control Board (the "SBCB") under its
authority or by the agency as set forth in Appropriation Act Proviso I 17.9 as follows: Agencies and
institutions shall be authorized to transfer appropriations within programs and within the agency
with notification to the Division of Budget and Analyses and the Comptroller General. No such
transfer may exceed twenty percent of the program budget. Upon request, details of such personnel
transfers may be provided to members of the General Assembly on an agency by agency basis.
Transfers of appropriations from personnel service accounts to other operating accounts or from
other operating accounts to personnel service accounts may be restricted to any established standard
levels set by the SBCB upon formal approval by a majority of the members of the SBCB.
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2. Budset Policv (Continued)

During the fiscal year-end closeout period in July, agencies may continue to charge vendor,
interagency, and interfund payments for the fiscal year to that fiscal year's appropriations. Any
unexpended State General Fund monies as of June 30 automatically lapse to the State General Fund
on July 1 unless authorization is received from the General Assembly to carry over the
funds to the ensuing fiscal year.

3. Deposits

By law, all deposits are under the control of the Office except for those that, by specific authority,
are under the control of other agencies or component units. The deposit and investment policies of
those entities may differ from those of the Office. Typically, these agencies follow the deposit and
investment policies of the Office in an effort to minimize deposit and investment risks.

Deposits include cash and cash equivalents on deposit in banks and non-negotiable certificates of
deposit. The State's policy by law requires all banks or savings and loan associations that receive
State funds deposited by the Office, to secure the deposits by deposit insurance, surety bonds,
collateral securities, or letters of credit to protect the State against any loss. All deposit and

investment transactions of the Office are under the control of the Office who, by law, has sole
authority for the investment of such funds.

Custodial Credit Risk

Custodial credit risk for deposits is the risk that in the event of a depository financial institution's
failure, the Office will not be able to recover collateral securities that are in the possession of an

outside party. Deposits include cash and cash equivalents on deposit in banks and non-negotiable
certificates of deposit. All deposits under the control of the Office are fully insured or collateralized.

4. Investment Manasement Fees

Under Proviso 97.S,the Office may charge a fee for the operating and management costs associated
with the investment management and support operations of various State funds and programs, and
further, may retain and expend the fees to provide these services. The fees assessed may not exceed
the actual cost of the provision of these services or the earnings on these investments. The total
amount the Office received in investment management fees for the fiscal year ended June 30,2015
was $2,700,000.
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5. Amounts Due from Other State Agencies

At June 30,2015, the Private Purpose Trust Funds and Agency Funds held receivables due from
other State agencies. The following is a summary of the amounts due from other State agencies:

Private Purpose
Trust Agency

Selective Sales and Use Taxes
General Sales and Use Taxes
Miscellaneous Revenue
Total Amounts Due from Other

State Agencies $7,218,895 $87,007,763

s 7,213,195

5,700

$ 15,454,318
68,882,430
2,671,015

6. Canital Assets

Capital asset activity for the fiscal year ended June 30,2015, for the Private Purpose Trust Funds
was as follows:

Beginning

Balance

June 30, 2014 Increases Decreases

Ending

Balance

June 30,2015

Private purpose trust funds

Capital assets not being depreciated:

Land and land improvements
Total capital assets not being

depreciated

Capital assets being depreciated:

Buildings and improvements

Equipment

Vehicles
Total capital assets being

depreciated

Less accumulated depreciation for:

Buildings and improvements

Equipment

Vehicles

Total accumulated depreciation
Total capital assets being

depreciated, net
Total capital assets for private

purpose trust funds, net

$ 3,874,100 $ $ $ 3,874,100

3,874,100

r,643,925

412,569

113,222

3,g74,loo

(6,698)

1,643,925

405,871

113,222

2,169,716

(889,788)

(301,300)

(tt2,ts7)

(53,149)

(28,654)

(1,065)

(6,698)

6,698

2,163,018

(942,93',7)

(323,256)

(11 3,222)

(1,303,245) 6,698 (1,379,415)

$ 4,140,571

(82,868)

$ (82,868)

866,471 783,603
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7. Amounts Due to Local Governments

At June 30,2015, the Agency Funds held amounts due to local governments on a variety of items.
The following is a summary of the amounts due to local governments:

Agency
Local Option Sales and Accommodation Taxes
Local Option Sales Tax Development Fee

Additional Accommodation Tax
Tobacco Products Playing Card Tax
Miscellaneous Amounts
Total Amounts Due to Local Governments

$ 204,733,349
6,434,504

22,719,410
14,664,683
6,728,150

$ 255,280,096

8. Lone-term Liabilities

Long-term liabilities consist of compensated absences. Compensated absence activity for the fiscal
year ended June 30, 2015 for the primary government was as follows:

Beginning

Balance

June 30, 2014 Increases Decreases

Ending

Balance

June 30, 2015

Cunent

Portion

$
0

37,26
$ 412,673 $ 322,443 $(334"12Ð $ 400,991

9, Pension Plan

The South Carolina Public Employee Benefit Authority ("PEBA"), which was created July 1,2012,
administers the various retirement systems and retirement programs managed by its Retirement
Division. PEBA has an ll-member Board of Directors, appointed by the Governor and General
Assembly leadership, which serves as co-trustee and co-fiduciary of the South Carolina Retirement
Systems (the "Systems") and the trust funds. By law, the SBCB, which consists of five elected
officials, also reviews certain PEBA Board decisions regarding the funding of the Systems and
serves as a co-trustee of the Systems in conducting that review.

PEBA issues a Comprehensive Annual Financial Report ("CAFR") containing financial statements

and required supplementary information for the Systems' Pension Trust Funds. The CAFR is
publicly available through the Retirement Benefits'link on PEBA's website at www.peba.sc.gov, or
a copy may be obtained by submitting a request to PEBA, PO Box 11960, Columbia, SC 29211-
1960. PEBA is considered a division of the primary government of the State and therefore,
retirement trust fund financial information is also included in the State's CAFR.

Plan Descriptions

The South Carolina Retirement System ("SCRS"), a cost-sharing multiple-employer defined
benefit pension plan, was established effective July 1, 1945, pursuant to the provisions of
Section 9-l-20 of the South Carolina Code of Laws for the purpose of providing retirement
allowances and otherbenefits for employees of the State, its public school districts, and political
subdivisions.
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9. Pension Plan (Continuedl

Plan Descriptions (Continued)

The State Optional Retirement Program ("State ORP") is a defined contribution plan that is
offered as an alternative to certain newly hired State, public school, and higher education
employees. State ORP participants direct the investment of their funds into a plan administered
by one of four investment providers.

Membership

Membership requirements are prescribed in Title 9 of the South Carolina Code of Laws. A brief
summary of the requirements under each system is presented below.

SCRS - Generally, all employees of covered employers are required to participate in and
contribute to the system as a condition of employment. This plan covers general employees and
teachers and individuals newly elected to the General Assembly beginning with the November
2012 general election. An employee member of the system with an effective date ofmembership
prior to July l, 2012, is a Class Two member. An employee member of the system with an
effective date of membership on or after July I , 2012, is a Class Three member.

State ORP - As an alternative to membership in SCRS, newly hired State, public school, and
higher education employees and individuals newly elected to the General Assembly beginning
with the November 2012 general election have the option to participate in the State ORP, which
is a defined contribution plan. State ORP participants direct the investment of their funds into a
plan administered by one of four investment providers. PEBA assumes no liability for State
ORP benefits. Rather, the benefits are the liability of the investment providers. For this reason,
State ORP programs are not considered part of the Systems for financial statement purposes.
Employee and Employer contributions to the State ORP are at the same rates as SCRS. A direct
remittance is required from the employers to the member's account with investment providers
for the employee contribution (8 percent) and a portion of the employer contribution (5 percent).
A direct remittance is also required to SCRS for the remaining portion of the employer
contribution (5.75 percent) and an incidental death benefit contribution (0.15 percent), if
applicable, which is retained by SCRS.

BeneJìts

Benefit terms are prescribed in Title 9 of the South Carolina Code of Laws. PEBA does not have the
authority to establish or amend benefit terms without a legislative change in the Code of Laws. Key
elements of the benefit calculation include the benefit multiplier, years of service, and average final
compensation. A brief summary of the benefit terms for each system is presented below.

' SCRS - A Class Two member who has separated from service with at least five or more years
of eamed service is eligible for a monthly pension at age 65 or with 28 years credited service
regardless of age. A member may elect early retirement with reduced pension benefits payable
at age 55 with 25 years of service credit. A Class Three member who has separated from service
with at least eight or more years of earned service is eligible for a monthly pension upon
satisfying the Rule of 90 requirement that the total of the member's age and the member's
creditable service equals at least 90 years.

9. Pension Plan (Continued)
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Benefits (Continued)

Both Class Two and Class Three members are eligible to receive a reduced deferred annuity at age

60 if they satis$r the five or eight-year earned service requirement, respectively. An incidental death
benefit is also available to beneficiaries of active and retired members of employers who participate
in the death benefit program.

The annual retirement allowance of eligible retirees or their surviving annuitants is increased by the
lesser of one percent or five hundred dollars every July 1. Only those annuitants in receipt of a
benefit on July I of the preceding year are eligible to receive the increase. Members who retire under
the early retirement provisions at age 55 with 25 years of service are not eligible for the benefit
adjustment until the second July I after reaching age 60 or the second July 1 after the date they
would have had 28 years ofservice credit had they not retired.

The retirement allowance of eligible retirees or their surviving annuitants is increased by the lesser

ofone percent or five hundred dollars every July L Only those annuitants in receipt ofa benefit on
July I ofthe preceding year are eligible to receive the increase.

Contributions

Contributions are prescribed in Title 9 of the South Carolina Code of Laws. The PEBA Board may
increase the SCRS employer and employee contribution rates on the basis of the actuarial valuations,
but any such increase may not result in a differential between the employee and employer
contribution rate that exceeds 2.9 percent of earnable compensation for SCRS. An increase in the
contribution rates adopted by the PEBA Board may not provide for an increase of more than one-
half of one percent in any one year. If the scheduled employee and employer contributions provided
in statute or the rates last adopted by the PEBA Board are insufficient to maintain a thirty year

amortization schedule of the unfunded liabilities of the plans, the PEBA Board shall increase the
contribution rates in equal percentage amounts for the employer and employee as necessary to
maintain the thirty-year amofüzalion period; and, this increase is not limited to one- half of one
percent per year.
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9. Pension Plan (Continuedì

C ontributi ons (Continued)

Actuarial Assumptions and Methods

Actuarial valuations involve estimates of the reported amounts and assumptions about the
probability of occurrence of events far into the future. Examples include assumptions about future
employment, mortality, and future salary increases. Amounts determined during the valuation
process are subject to continual revision as actual results are compared with past expectations and
new estimates are made about the future. State statute requires that an actuarial experience study be
completed at least once in each five-year period. The last experience study was performed on data
through June 30, 2010,andthe next experience study is scheduled to be conducted after the June 30,
2015 annual valuation is complete.

The most recent annual actuarial valuation reports adopted by the PEBA Board and SBCB are as of
July I , 20 I 3. The net pension liability of each defined benefit pension plan was therefore determined
by the Systems' consulting actuary, Gabriel, Roeder, Smith and Company ("GRS"), based on the
July 1, 2013 actuarial valuations, using membership data as of July 1,2013, projected forward to
the end of the fiscal year, and financial information of the pension trust funds as of June 30,2014,
using generally accepted actuarial procedures. Information included in the following schedules is
based on the certification provided by GRS.

The following provides a summary of the actuarial assumptions and methods used in the July l,
20 1 3, v altations for SCRS.

Required emplo.'¿ee contribution rates for fiscal year 2014-2015 are as follows:

SCRS
Employee Class Two
Employee Class Three

8.00% of earnable compensation
8.00% of earnable compensation

State ORP Employee 8.00% of eamable compensation

Required emplo)'er contribution rates for fiscal year 2014-2015 are as follows:

SCRS
Employer Class Two
Employer Class Three
Employer Incidental Death Benefit

10.75% of earnable compensation
10.75% of earnable compensation
0.15% of earnable compensation

State ORP Employee
Employer Contribution
Employer Incidental Death Bencfit

10.75% of earnable compensationr
0.15% of earnable compensation

I Of this employer contribution of 10.75% of earnable compensation,5%o of earnable compensation must
be remitted by the employer directly to the State ORP vendor to be allocated to the member's açcount
with the remainder of the contribution remitted to SCRS.
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Actuarial Assumptions and Methods (Continued)

Actuarial cost method
Actuarial assumptions:

Investment rate of return
Projected salary increases

lncludes inflation at
Benefit adjustments

South Carolina Office of the State Treasurer
Notes to the Financial Statements
For the Year Ended June 30, 2015

SCRS
Entry age

7.s%
levels off at 3.5%

2.75%
lesser of l% or $500

The post-retiree mortality assumption is dependent upon the member's job category and gender. This
assumption includes base rates which are automatically adjusted for future improvement in mortality
using published Scale AA projected from the year 2000.

Net Pension Liability

The net pension liability is calculated separately for each system and represents that particular
system's total pension liability determined in accordance with GASB Statement No. 67, Financial
Reportingfor Pension Plans - An Amendment of GASB Statement No. 2 5 ,less that system's fiduciary
net position. As of June 30,2015,the Office's proportional share of the net pension liability amounts
for SCRS is presented below:

System
Proportional Share of Net

Pension Liabititv
SCRS $6,380,503

The total pension liability is calculated by the Systems' actuary, and each plan's fiduciary net position
is reported in the Systems'financial statements. The Office's proportionate share of the net pension

liability was calculated on the basis of historical employer contributions. Although GASB No. 68

encourages the use of the employer's projected long-term contribution effort to the retirement plan,
allocating on the basis of historical employer contributions is considered acceptable. For the fiscal
year ended June 30, 2015, the Office's percentage of the SCRS net pension liability was 0.03706Yo.

tr'ormer Job Class Males tr'emales

Educators and Judges RP-2000 Males (with White
Collar adjustment) multiplied by
tt0%

RP-2000 Females (with White
Collar adjustment) multiplied by
95o/o

General Employees and Members of the
General Assembly

RP-2000 Males multiplied by
100%

RP-2000 Females multiplied by
90%

Public Safety, Firefighters and members of
the South Carolina National Guard

RP-2000 Males (with Blue Collar
adjustment) multiplied by ll5%

RP-2000 Females (with Blue
Collar adjustment) multiplied by
lr5%
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9. Pension Plan (Continuedl

Net Pension Liabitity (Continued)

Discount Rate

The discount rate used to measure the total pension liability was 7.50 percent. The projection of cash
flows used to determine the discount rate assumed that contributions from participating employers
in SCRS will be made based on the actuarially determined rates based on provisions in the South
Carolina Code of Laws. Based on those assumptions, each system's fiduciary net position was
projected to be available to make all projected future benefit payments of current plan members.
Therefore, the long-term expected rate of return on pension plan investments was applied to all
periods of projected benefit payments to determine the total pension liability.

Long-term Expected Rate of Return

The long-term expected rate ofreturn on pension plan investments for actuarial purposes is based
upon the 30 year capital market outlook at the end of the third quarter 20l2.The actuarial long-term
expected rates of refurn represent best estimates of arithmetic real rates of return for each major asset
class and were developed in coordination with the investment consultant for the Retirement System
Investment Commission ("RSIC") using a building block approach, reflecting observable inflation
and interest rate information available in the fixed income markets as well as Consensus Economic
forecasts. The actuarial long-term assumptions for other asset classes are based on historical results,
current market characteristics and professional judgment.

Long-term Expected Rate of Return (Continued)

The RSIC has exclusive authority to invest and manage the retirement trust funds' assets. As co-
fiduciary of the Systems, statutory provisions and governance policies allow the RSIC to operate in
a manner consistent with a long-term investment time horizon. The expected real rates of investment
return, along with the expected inflation rate, form the basis for the target asset allocation adopted
annually by the RSIC. For actuarial pu{poses, the long-term expected rate of return is calculated by
weighting the expected future real rates of return by the target allocation percentage and then adding
the actuarial expected inflation which is summarized in the table on the following page. For actuarial
pu{poses, the 7.50 percent assumed annual investment rate of return used in the calculation of the
total pension liability includes a 4.75 percent real rate of retum and a 2.75 percent inflation
component.
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9. Pension Plan (Continued)

Net Pension Liabitity (Continued)

Asset Class
Target Asset
Allocation

Expected
Arithmetic Real
Rate of Return

Long Term
Expected

Portfolio Real
Rate of Return

Short Term
Cash
Short Duration

Domestic Fixed Income
Core Fixed Income
High Yield
Bank Loans

Global Fixed Income
Global Fixed Income
Emerging Markets Debt

Global Public Equity
Global Tactical Asset Allocation
Alternatives

Hedge Funds (Low Beta)
Private Debt
Private Equity
Real Estate (Broad Market)
Commodities

Total Expected Real Return
lnflation for Actuarial Purposes

Total Expected Nominal Return

1.1

3.5
2.8

0.08
0.07
0.1l

0.8
4.1

7.8
5.1

0.02
0.2s
2.42
0.51

7.0

5.0o/o

2.0
3.0

13.0

2.0
4.0
9.0
3.0
6.0

31.0
10.0
32.0

8.0
7.0
9.0
5.0
3.0

0.3%
0.6

0.01%
0.02

4.0
10.2
10.2
5.9
5.1

0.32
0.71
0.92
0.29
0.15

100.0% s.88

2.75
8.63%

Sensitivity Analysis

The following table presents the collective net pension liability of the participating employers
calculated using the discount rate of 7.50 percent, as well as what the employers'net pension liability
would be if it were calculated using a discount rate that is l.00 percent lower (6.50 percent) or I.00
percent higher (8.50 percent) than the current rate.

Sensitivitv of the Pronortional Share of Net Pension Liabilitv to Chanses in the Discount Rate

Svstem
1.00o/o Decrease

6.50o/ol
Current Discount Rate

(7.50Yo1
1.00o/o Increase

(8.s0%)
SCRS $ 8.256.766 $ 6,380,503 $ 4,81s.162
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9. Pension Plan lContinued)

Deferred Outflows (Inflows) of Resources
For the fiscal year ended June 30, 20 15, the Office recognized pension expense of $447 ,033 which
is included in employer personnel expenses in the accompanying financial statements. At June 30,
2015, the Office reported deferred outflows (inflows) of resources related to pensions from the
following sources:

Deferred Outflows Deferred Inflows
ofResources ofResources

Pension contributions subsequent to measurement date
Differences in actual and expected experience
Net differences between projected and actual earnings

on plan investments

$ 395,470
180,797

$

537,923
s 537,923$ 576,267

The Office reported 5395,470 as deferred outflows of resources related to contributions subsequent
to the measurement date that will be recognized as a reduction of the net pension liability in the year
ended June 30,2016. Other amounts reported as deferred outflows (inflows) of resources will be
recognized in pension expense in future years. The following schedule reflects lhe amortization of
the Office's proportional share of the net balance of remaining deferred outflows (inflows) of
resources at June 30, 2015. Average remaining services lives of all employees provided with
pensions through the pension plans at June 30, 2015 was 4.233 years for SCRS.

Measurement Period
Ending June 30,

2015
2016
2017
2018

Fiscal Year Ending
June 30,

2016
2017
2018
20r9

SCRS
$ (78,558)

(78,558)
(78,558)
t2t

Net balance of deferred outflows (inflows)
ofresources $ (3s7 ,126)
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10. Post-Emplovment Benefits Other Than Pensions

Pløn Description

ln accordance with the South Carolina Code of Laws and the annual Appropriations Act, the State

provides post-employment health and dental and long-term disability benefits to retired State and
school district employees and their covered dependents. The Office contributes to the South

Carolina Retiree Health lnsurance Trust Fund ("SCRHITF") and the South Carolina Long-Term
Disability lnsurance Trust Fund ("SCLTDITF"), cost-sharing multiple employer defined benefit
postemployment healthcare and long-term disability plans administered by the lnsurance Benefits
Division of PEBA.

Generally, retirees are eligible for the health and dental benefits if they have established at least ten
years of retirement service credit. For new hires beginning employment May 2,2008 and after,
retirees are eligible for benefits if they have established 25 years of service for 100% employer
funding and 15 through 24 years of service for 50% employer funding.

Benefits become effective when the former employee retires under a State retirement system. Basic
Long-Term Disability (BLTD) benefits are provided to active State, public school district, and
participating local government employees approved for disability.

Funding Policies

Section l-11-710 of the South Carolina Code of Laws of 1976, as amended, requires these

postemployment and long-term disability benefits be funded through annual appropriations by the

General Assembly for active employees to the Insurance Benefits Division and participating retirees

to PEBA, except for the portion funded through the pension surcharge and provided from the other
applicable sources of the Insurance Benefits Division, for its active employees who are not funded
by State General Fund appropriations. Employers are mandated by State statute to contribute at a
rateassessedeachyearbytheSBCB,5.}}%ofannualcoveredpayrollfor20l5 and,4.92Yoofannual
covered payroll for 2014. The lnsurance Benefits Division sets the employer contribution rate based

on a pay-as-you-go basis. The Office paid $374,223 and $339,040 to the trust fund for the fiscal
years ended June 30, 2015 and 2014, respectively. BLTD benefits are funded through a person's
premium charged to State agencies, public school districts, and other participating local
governments. The monthly premium per active employee paid to the lnsurance Benefits Division
was $3.22 for the fiscal years ended June 30,2015 and20l4.

Effective May 1, 2008, the State established two trust funds through Act 195 for the purpose of
funding and accounting for the employer costs of retiree health and dental insurance benefits and

long-term disability insurance benefits. The SCRHITF is primarily funded through the payroll
surcharge. Other sources of funding include additional State appropriated dollars, accumulated
insurance benefit reserves, and income generated from investments. The SCLTDITF is primarily
funded through investment income and employer contributions.

A copy of the separately issued financial statements for the benefit plans and the trust funds may be

obtained by writing to the South Carolina Public Employee Benefit Authority - Insurance Benefits
Division, P.O. Box 11960, Columbia, South Carolina292ll-1960.
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10. Post-Emplovment Benefits Other Than Pensions (Continued)

Other Employee B ene/its

In accordance with the South Carolina Code of Laws and the annual Appropriation Act, the State
provides certain health care, dental, and life insurancebenefits to all permanent full-time and certain
permanent part-time employees of the Office. These benefits are provided on a reimbursement basis
by the employer agency based on rates established at the beginning of the service period by the
Insurance Benefits Division of PEBA.

11. Deferred Comnensation Plans

Several optional deferred compensation plans are available to State employees. The multiple-
employer plans, created under Internal Revenue Code Sections 457,401(k), and 403(b), are
administered by third parties and are not included in the Office's financial statements. Compensation
deferred under the plans is placed in trust for the contributing employee. The Office has no liability
for losses under the plans. Employees may withdraw the current value of their contributions when
they terminate State employment. Employees may also withdraw contributions prior to termination
if they meet requirements specified by the applicable plan. The Office made no contributions for
the fiscal year ended June 30, 2015.

12. Risk Manasement

The Office is exposed to various risks of loss including theft of, damage to, or destruction of assets,
general torts and maintains State insurance coverage for non-owned motor vehicles and general torts.
The Office did not incur any losses during the year.

The Office and other entities pay premiums to the State's Insurance Reserve Fund ("IRF") which
issues policies, accumulates assets to cover the risks of loss, and pays claims incurred for covered
losses related to the following assets, activities and / or events:

1. Motor vehicles (non-owned);
2. Torts;
3. Building and content;
4. lnland marine; and
5. Data processing.

The IRF is self-insured and purchases reinsurance to obtain certain services and specialized coverage
and to limit losses in the areas of certain property and equipment and auto liability. Reinsurance
permits partial recovery of losses from reinsurers, but the IRF remains primarily liable. The IRF's
rates are determined actuarially. The Office paid$.17,228 to the IRF for insurance premiums during
the fiscal year ended June 30, 2015.

The Office has not transferred the risk of loss for employee theft or misappropriation of assets and
the portion of the risks of loss related to insurance policy deductibles for non-owned motor vehicles
and torts to a State or commercial insurer.
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South Carolina Office of the State Treasurer
Notes to the Financial Statements
For the Year Ended June 30, 2015

13. Transactions with State Entities / Related Parties

The Office had significant transactions with the State and various State agencies. The Office
purchases goods and services from various State agencies. Total purchases from State agencies

were $1,095,427 for the fiscal year ended June 30,2015. Payments totaling $3,239 for the fiscal
year ended June 30, 2015 were also made to another agency for unemployment insurance.

The Office is statutorily mandated to provide services or perform duties related to court fines, Local
Government lnvestment Pool, decommissioning trusts, debt, investments, unclaimed property and
college savings plans. Total revenues earned by the Office for those services were $5,979,438 for
the fiscal year ended June 30, 2015.

The Office provided no material services free of charge to other State agencies during the fiscal
year. The Offrce participates in the statewide dual employment program. Workers' compensation
insurance premiums of $ I 5,542 were paid to the State Accident Fund during fiscal year 20 I 5.

14. Unclaimed Propertv Prosram

The Unclaimed Property Program ("UPP") is administered by the Office. The property transferred
to the UPP for safekeeping is held indefinitely for the benefit of the rightful owners. Until claimed,
the funds are used for the good of all South Carolina citizens.

The Office receives an actuarial valuation for the liability it has to refund the unclaimed properfy it
has received. The liability for the unclaimed property refund is based on historical and expected
payoutfrequenciesandotherrelativefactors. ForthefiscalyearendedJune30,20lí,theestimated
liability was $102,746,283 which approximated the amount of cash and cash equivalents held by the
UPP at June 30, 2015.

15. Implementation of New Accountins Standards and Restatement of Net Position

The Office implemented GASB Statement No. 6S,lccounting and Financial Reportingþr Pensions

- An Amendment of GASB Statement No. 2 7 (" G ASB No. 68") and GASB Statement N o. T l, P ens ion
Transitionþr Contributions made Subsequent to the Meøsurement Døte -An Amendment of GASB
Statement No. ó& during the fiscal year ended June 30, 2015.

The primary objective of GASB No. 68 is to improve accounting and financial reporting by state

and local governments for pensions. It also improves information provided by state and local
governmental employers about financial support for pensions that is provided by other
entities. GASB No. 68 establishes standards for measuring and recognizing liabilities, deferred
outflows ofresources, deferred inflows ofresources, and expense/expenditures. For defined benefit
pensions, it identifies the methods and assumptions that should be used to project benefit payrnents,

discount projected benefit payments to their actuarial present value, and attribute that present value
to periods of employee service.
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South Carolina Office of the State Treasurer
Notes to the Financial Statements
For the Year Ended June 30, 2015

15. Imnlementation of New Accountins Standards and Restatement of Net Position

The implementation of these two GASB standards resulted in the restatement of beginning net
position as reported at July 1,2014 as presented below:

Net position at July 1,2014, as originally reported

Office's share of the net pension liability
Deferred outflow of resources for pension contributions

made after the measurement date

Net position at July 1,2014, as restated

$ (143,865)

(6,647,242)

356,646

$ (6,434,461)

16. Subsequent Events

ln preparing these financial statements, management has evaluated events and transactions for
potential recognition and disclosure through November 30, 2016, the date these financial
statements were available to be issued.

The South Carolina Restructuring Act of 2014 (Act l2l) eliminated the State Budget and Control
Board on June 30, 2015. Act l2l created the State Fiscal Accountability Authority. The State
Fiscal Accountability Authority is governed by the Governor, State Treasurer, Comptroller
General, Chairman of the Senate Finance Committee, and Chairman of the House V/ays and Means
Committee. Effective July 1, 2015, the State Budget and Control Board became the State Fiscal
Accountability Authority.
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South Carolina Office of the State Treasurer
Supplementary Information

Budgetary Comparison Schedule (Non-GAAP) Budgetary Basis
816 - State Treasurer's Office Budgetary General Funds

For the Year Ended June 30, 2015

Budgeted Amounts
Original Final Actual

Variancc
with Final

Budget
Positive

(Negative)
Expenditures:

Administration
Personnel Services

State Treasurer
Classified Positions

Other Operating Expenditures
Total Administration

Programs and Services
Personnel Services

Classified Positions
Other Personnel Services

Other Operating Expenditures
Special Item - Identity Theft

Reimbursement
Total Programs and

Services

Employee Benefits - Employer
Contributions

Special Items - Student Loans,
Teachers

$$ 92,007
64,825
14,ll5

92,007
54,088
14,ll5

92,007
54,088

115

160,210

949,397
45,326
95,464

$ $

I
170,947

978,052

52,64t

200,000

160,210

949,397
45,326
95,464

400,000 400,000

1,230,693

412,462

l,4go,l87

405,445

1,225,02

1,090,187 400,000

405,445

1,065,12 159,895
0 5

Total Expenditures $ 1,814,102 $ 3,280,862 $ 2,720,967 $ 559,895

See accompanying independent auditor's report and notes to required supplementary information.
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South Carolina Office of the State Treasurer
Supplementary Information

Budgetary Comparison Schedule (Non-GAAP) Budgetary Basis
El6 - State Treasurer's Office Budgetary Other Funds

For the Year Ended June 30, 2015

Budgeted Amounts
Original Final Actual

Variance
with Final

Budget
Positive

(Negative)
Expenditures:

Programs and Services
Personnel Services

Classified Positions
Unclassified Positions
Other Personnel Services

Other Operating Expenditures
Total Programs and

Services

Employee Benefits - Employer
Contributions

Special Items - Student Loans,
Student Loan Corporation

Total Expenditures

s 2,348,218
217,000

75,000
2,665,219
5,305,437

851,208

5,387,718

837,074

5,089,99
I-{ 1ryr4,6'r3

5,397,719

837,074

5,089,99
I-l ::.:t4,6ß

$ l,gll,g43
337,281
289,057

2,949,437

l,gll,g43
337,281
289,057

2,949,437

$ $

$ 6,156,645

See accompanying independent auditor's report and notes to required supplemenlary information.

$-
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South Carolina Office of the State Treasurer
Supplementary Information

Budgetary Comparison Schedule (Non-GAAP) Budgetary Basis
X22 - State Treasurer's Office Budgetary General Funds

For the Year Ended June 30, 2015

Budgeted Amounts
Orieinal Final Actual

Variance
with Final

Budget
Positive

(Negative)

Expenditures:
Aid to Subdivisions

Fire Districts
Local Government Fund
Planning Districts
County Veterans' Offices
State Agencies
Fire Departments - Premium

Tax
Fire Departments - Brokers

Premium
Total Aid to Subdivisions

Aid to Subdivisions - Grants
Clerks of Court
Probate Judges
Sheriffs
Register of Deeds
Coroners
Auditors
Treasurers
Employer Contributions

Total Aid to Subdivisions -
Grants

Total Expenditures

$ 13,496,453
187,619,411

556,253
254,932

210,332,052
556,253
260,031

2,312,682

11,175,553

3.777,124

210,306,729
556,253
260,031

2,312,692

11,175,553

25,323
$ $ $

3,777,124
201,927,049

72,450
72,450
72,450
33,075
72,450

l,302,lll
1,302,1 l0

228,413,695 228,388,372 25,323

72,450
72,450
72,450
33,075
12,450

936,240
936,240
778,848

72,450
72,450
72,450
33,075
72,450

936,240
936,240
778,848

2,927,096 2,974,203 2,974,203

$ 204,854,145 $ 231,387,898 $ 231,362,575 $ 25,323

See accompanying independent auditor's report and notes to required supplementary information.
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South Carolina Office of the State Treasurer
Notes to Supplementary Information

Budgetary Comparison Schedules
For the Year Ended June 30, 2015

1. BudgetaryFunds

The State's Annual Appropriations Act, its legally adopted budget, does not present budgets by GAAP
fund. Instead, it presents programJevel budgets for the following two funds:

General Funds - These funds are general operating funds. The resources in the funds are primarily
taxes. The State expends General Funds to provide traditional State government services.

Totsl Funds - The Total Funds column in the Appropriations Act includes all budgeted resources.
Amounts in this column include General Funds as well as most, but not all, federal and department-
generated resources. Total Funds include portions of certain proprietary and capital project fund
activities as well as most special revenue activities, but exclude the pension trust funds and some other
fiduciary fund activities.

Amounts obtained by subtracting the General Funds column in the Appropriations Act from the Total
Funds column in the Appropriations Act are referred to within these notes and in the accompanying
schedules as Other Budgetary Funds.

As operating conditions change, the Office may transfer appropriations between programs and
classifications within programs. However, limits are placed on increasing/decreasing authorizations
for personnel services without SBCB approval. Also, a revision of budgeted amounts over and above
the total revenues appropriated requires approval of the SBCB. Due to the Office's ability to transfer
appropriations, the budgetary comparison schedule for the State Treasurer's Office Budgetary Other
Funds shows no variance between final budgeted amounts and actual expenditures on the budgetary
basis of accounting. The overall increase in appropriations for the E16 - State Treasurer's Office
Budgetary General Funds, E16 - State Treasurer's Office Budgetary Other Funds, X22 - State
Treasurer's Office Budgetary General Funds were approved by the SBCB.

2. Original and Final Budgeted Amounts; Basis of Presentation

The original appropriations presented in the accompanying schedules for the General Fund, Aid to
Subdivisions Fund and State Treasurer's Office Earmarked Fund include amounts in the Appropriations
Act as well as any appropriation reductions specifically authorized by law to prevent duplicate
appropriations. The terminology, classification, and format of the appropriations section of the
accompanying schedules are substantively the same as for the legally adopted budget.

The General Assembly does not approve estimated revenue or fund balance amounts for Budgeted
Other Funds which include the Office's General Fund, State Treasurer's Office Earmarked Fund, and
Aid to Subdivisions Fund. However, Section ll5 (Recapitulations) of the Appropriations Act includes
net source of funds amounts (i.e. estimated cash brought forward from the previous fiscal year plus
estimated revenue for the current fiscal year minus estimated cash to be carried forward to the following
fiscal year) for three categories of Budgeted Other Funds: Federal, Earmarked, and Restricted.

3. Legal Level of Budgetary Control

The Office maintains budgetary control at the level of summary objective category of expenditure
within each program of each department or agency which is the level of detail presented in the
accompanying schedules.
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South Carolina OfÍice of the State Treasurer
Notes to Supplementary Information

Budgetary Comparison Schedules
For the Year Ended June 30, 2015

4. Basis of Budgeting

Current legislation states that the General Assembly intends to appropriate all monies to operate State
government for the current fiscal year. Unexpended appropriations lapse on July 3l unless the
department or agency is given specific authorization to carry them forward to the next fiscal year. Cash-
basis accounting for payroll expenditures is used, while the accrual basis is used for other expenditures.

State law does not precisely define the State's budgetary basis of budgeting. In practice, however, it is
the cash basis with the following exceptions:

Departments and agencies shall charge certain vendor and interfund payments against the
preceding fiscal year's appropriations through July 12.

Revenues are recorded only when the State receives the related cash with the exception of
certain tax amounts, such as motor fuel taxes and gas taxes, which are not received by the
Office's General Fund, State Treasurer's Office Earmarked Fund, or Aid to Subdivisions Fund
in the accompanying schedules.

5. Reconciliation of Budget to GAAP Reporting Differences

The accompanying budgetary comparison schedules compare the Office's legally adopted budget with
actual information in accordance with the legal basis of budgeting. Budgetary accounting principles
differ significantly from GAAP accounting principles. Basis differences arise because the basis of
budgeting differs from the GAAP basis used to prepare the Statement of Revenues, Expenditures, and
Changes in Fund Balances. In the current year, there are basis differences for the Office's General
Fund and State Treasurer's Office Earmarked Fund, which consists primarily of amounts due from
other State agencies, accounts payable, and prepaids.

Reconciliation of Budgetary Basis to GAAP Basis Expenditures
For the Year Ended June 30, 2015

General Fund
State Treasurer's Office

Earmarked Fund

Total expenditures, budgetary basis

Basis of accounting differences:
Prepaids are considered current year

expenditures under the budgetary basis

Other basis differences

Total expenditures, GAAP basis

s 2,720,967 $ 11,314,673

(42s)

$ 2,720,542 $ t1,194,655

a

a

(l 18,735)

(1,283)
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South Carolina Office of the State Treasurer
Schedule ofthe South Carolina Office ofthe State Treasurer's

Proportionate Share of the Net Pension Liability -
South Carolina Retirement System

June 30, 2015

2015 2014
The Office's proportion of the net pension

liability
The Office's proportionate sha¡e of the net

pension liability
The Offrce's covered employee payroll

during the measurement period
The Office's proportionate sha¡e of the net

pension liability as porcentage of
covered employee payroll

Plan fiduciary net position as a percentage of
the total pension liability

$

$

$

$

0.03706%

6,380,503

3,364,594

189.64%

5990%

0.03706%

6,647,242

3,321,241

200.14%

56.40%

Note: The amounts presented above were determined as of June 30ú of the preceding year
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Contractually required contribution
Contributions in relation to the

contractually required contribution
Contribution defi ciency (excess)

The Offrce's covered-employee pay'oll
Contributions as a percentage of

covered-employee payroll

South Carolina Office of the State Treasurer
Schedule of the South Carolina Office of the State Treasurer's Contributions -

South Carolina Retirement System
For the Year Ended June 30, 2015

20t5 2014 2013

$ 395,470

395,470

$ 356,646

3s6.646

$ 3s2,05t

352.051
$ $ $

$ 3,364,584

10.600/o

3,321,241

10.60%

2012
299,385

299,385

3,l3g,g6l

9.54%

$

$

$$ 3,628,165

l090Yo

$

This schedule is presented to illustrate the requirement to show information for ten (10) years. However, information for fiscal years 2006 through
2011 is not readily available.
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Independent Auditorrs Report on Internal Control Over Financial Reporting and on
Compliance and Other Matters Based on an Audit of Financial Statements

Pcrformcd in Accordancc with Goventnent Audílìng Standørds

The Honorable Curtis M. Loftis, Jr.
South Carolina Office of the State Treasurer

and

Mr. George L. Kennedy,III, CPA
State Auditor
South Carolina Office of the State Auditor
Columbia, South Carolina

We have audited, in accordance with the auditing standards generally accepted in the United States of America and
the standards applicable to financial audits contained in Government Auditing Standards issued by the Comptroller
General of the United States, the financial statements of the governmental activities, each major fund, and the
aggregate remaining fund information of the South Carolina Office of the State Treasurer (the "Offrce"), as of and
for the fiscal year ended June 30,2015, and the related notes to the financial statements, which collectively comprise
the Oftice's basic financial statements, and have issued our report thereon dated Novemb er 30,2016.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered the Office's internal control over
financial reporting (intemal control) to determine the audit procedures that are appropriate in the circumstances for
the purpose ofexpressing our opinions on the financial statements, but not for the purpose ofexpressing an opinion
on the effectiveness ofthe Office's internal control. Accordingly, we do not express an opinion on the effectiveness
of the Officeos internal control.

A deficiency in internal control exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent, or detect and correct
misstatements on a timely basis. A material weahtess is a deficiency, or a combination of deficiencies, in internai
control, such that there is a reasonable possibility that a material misstatement of the entity's financial statements
will not be prevented, or detected and corrected on a timely basis. A signiJìcant deficiency is a deficiency, or a
combination of deficiencies, in internal control that is less severe than a material weakness, yet important enough
to merit attention by those charged with governance.

Our consideration of internal control was for the limited purpose described in the first paragraph of this section and
was not designed to identify all deficiencies in internal control that might be material weaknesses or significant
deficiencies. Given these limitations, during our audit we did not identiff any deficiencies in internal control that
we consider to be material weaknesses. However, material weaknesses may exist that have not been identified.

Elliott Davis Decosimo I www.elliottdavis.conr



Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Office's financial statements are free from material
misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts, and grant

agreements, noncompliance with which could have a direct and material effect on the determination of financial
statement amounts. However, providing an opinion on compliance with those provisions was not an objective of
our audit, and accordingly, we do not express such an opinion. The results of our tests disclosed no instances of
noncompliance or other matters that are required to be reported under Government Auditing Standards.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and compliance and the

results of that testing, and not to provide an opinion on the effectiveness of the Office's internal control or on

compliance. This report is an integral part of an audit performed in accordance with Government Auditing Standørds

in considering the Office's internal control and compliance. Accordingly, this communication is not suitable for
any other purpose.

l¿¿,

Columbia, South Carolina
November 30,2016
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Section I. Summary of Auditor's Results

Financial Statements

Type ofauditor's report issued:
Internal control over financial reporting:

r Material weakness(es) identified?
r Significantdeficiency(ies)identified?

Noncompliance material to financial statements noted?

Section II. Financial Statement Findings

South Carolina Office of the State Treasurer
Schedule ofFindings and Responses
For the Year Ended June 30, 2015

Yes
Yes

Unmodified

XNo
X None reported

XNo

X None reported

Yes

Yes
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