
-t

Comprehensive lnveetment policy

for the

SOUTH CAROLINA STATE TREASURER'S INVESTMENT PORTFOLIOS

State Treasurer's Office of South Carolina

October 19, 2015

FINAL



SC STO Comprehensive Investment Policy October 19, 2015

)TABLE OF CONTENTS

O. STO INVESTMENT MANAGEMENT STAFF INVESTMENT PRACTICES.,........
P. MARKET VALUATION..............

Q. SAFEKEEPING AND CUSTODY...........

R. PERFORMANCE STANDARDS

S. SECURITIES LENDING

T. AÐOPTION AND REVIEW OF COMPREHENSIVE INVESTMENT PLAN...

U. OBJECTIVES & PARAMETERS OF SPECIFIC INVESTMENT PORTFOLIOS......,......18
1. tocalGovernment lnvestment Pool (tGlP) .......... ................,.,.....19

2. State General Fund (General Deposft Portfollol ......27

3. State lnvestment Pool(General Deposit Portfoliof ..... .......,.........33

4. lnsurance Reserve Fund (GeneralDeposit Portfolio!,.... .,............39

5. Long Term Pool (General Deposit Portfolio) .47

6, 5C Retirees Health Insurance Trust Fund - OPEB (RHl Trust) ......53

7 , Long-Term Dlæblllty lnsurance - OPEB Trust Fund (tTDl Trust)... .59

L Educatlon lmprovement Fund (General Deposit) ................,.......65

9. Ordinary Slnking Fund........... .......,.......71

10. Treasury Fund (General Deposit) 77

t2
t4
t4
T4

17

L7

Þ

\j



'i

,)

þ

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.

)

Ð
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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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Ij

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.

)

)
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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, (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)
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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%

)

Ordinary Sinklng Fund Page | 71



SC STO Comprehensive lnvestment Policy October'19, 2015

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.

)

)

\
/

Ordinary Sinking Fund PagelT2



SC STO Comprehenslve lnvestment Policy October 19,2015

)

,3

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

)

Page | 82



SC STO Comprehensive lnvestment Policy October 19, 2015

)

)

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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