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THE HONORABLE CURTIS M. LOFTIS, JR.
State Treasurer

August 16,2016

The Honorable Joshua A. Putnam
Chairman, House Legislative Oversight Executive Subcommittee
418C Blatt Building
Columbia, SC 29201

Dear Chairman Putnam,

We are in receipt of your August 3,20l6letter which requests on or before Tuesday August 16,2016,
the production of certain documents regarding "Goal 2" covered at the March 17,2016 hearing.

We look forward to a recap of the information the State Treasurer's Office (STO) presented to the
subcommittee at the March l7 hearing conceming the agency's history, enabling legislation, goals,
strategies, objectives, potential negative impacts, as well as budget and staff resources, and at the April
14th hearing concerning partnerships, public survey and performance measures.

In response to your recent investment questions regarding "Goal 2", it is important to note investments
within the STO are mandated by statute and, as the State's bank, invests excess cash on a short term
basis to meet critical liquidity needs.

All STO investment portfolios are govemed by statuto, e.g. S.C. Code of Laws $ 11-13-30, $ l1-9-660,
$ 6-5-10, $ 6-6-10, $ 6-6-20, $ 6-6-30, and g 6-6-40.

SECTION 11'9-660. Investment of funds.
(A) The State Treasurer has fulI power to invest and reinvest all funds of the State in any of the

following:
(1) obligations of the united states, its agencies and instrumentalities;
(2) obligations issued or unconditionally guaranteed by the International Bank for

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

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

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

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

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

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

The STO's investment pool/portfolios are primarily short term or ultra-short term bond funds. These
pools/portfolios are created and structured to meet the needs of the pool participants. As such,
preservation of capital, liquidity, and obtaining the best retum within appropriate risk parameters is of
utmost importance.

With respect to Questions I and 5 pertaining to total returns and performance, \rye enclose statements
from BNY Mellon. See Tab I and Tab 2. As a reminder, the reports do not include securities lending as
securities lending earnings are posted to the securities lending collateral account. 'We 

have provided a
separate eamings report regarding security lending. See Tab 3.

Prior to October 1,2005, the STO invested the Retirement System Trust Funds. The transfer of funds,
which transpired under former Treasurer Patterson, to the newly formed RSIC changed the account or
portfolio structure of the funds. V/ith the exception of OPEB Trust Funds, no reports are provided by
the STO for the Retirement System Trust Funds.

With respect to Question2 rcgarding annual portfolio allocation, we enclose the requested data for years
2008 to 2016, current as of June 30. See Tab 4.Information prior to 2008, under former Treasurer
Patterson, is not available but is in compliance with S.C. government retention and audit policy.

V/ith respect to Question 3 pertaining to the STO's research and portfolio management team, the team
has consistently been a team of two for the current, five and ten year marks. The STO has also had an
investment advisor during the entire ten year period and an investment consultant was added during the
current period.

Cunent Team Five Years Ten Years
2 2 2

V/ith respect to Question 4 &,6 regarding net returns and performance, as previously stated, the STO
investment portfolios are governed by various statutes and the STO's investment pool/portfolios are
primarily short term or ultra-short term bond funds. These pools/portfolios are created and structured to
meet the needs of the pool participants. The customizationand the portfolios' characteristics make it
impractical to provide a legitimate comparison to other investor's portfolios.

However, during Treasurer Loftis' first term, information was sought from industry experts, who
determined that differences in state laws and required portfolio characteristics, as well as quality and
sector constraints, make comparisons difficult. Additionally, cash/liquidity issues, govemance,

Page 2 of 4



regulatory differences (unique rules and holding restrictions) and the nature of each pool/plan would
create misleading comparisons regardless of the outcome. The STO does however use appropriate
benchmarks as a means of comparing portfolio performance.

With respect to Question 7 pertaining to internal bench marks and performance, the STO's benchmarks
are as follows:

The STO, in consultation with its investment consultant, determines appropriate benchmarks and
regularly reviews and assesses performance.

With respect to Question I regarding investment fees and expenses, percentages are as follows:

FY Expenditures Inv. Market Values* PercentlExp. Paid
2008 s847,206 s8,645,928,763 0.010%

2009 $1,153,202 s8,284,102,545 0.014%

2010 $1,078,041 s9,449,668,290 0.013%

20tt $1,688,718 $9,906,287,589 0.0t7%
2012 $1,505,825 $11,615,43 5,177 0.013%

2013 st,951,627 $12,187,343,830 0.016%

2014 s2,940,082 $13,278,242,433 0.022%

20t5 $2,891,615 $r4,522,185,496 0.020%

2016 $3,085,956 915,169,774,600 0.020%

*BNYMellon

With respect to Question# 9, pertaining to a statement and "bearlbull markets", the statement from one

of the agency's partners was the individual's personal opinion in an effort to share the recent positive
progress and success within the STO, during Treasurer Loftis' tenure.

From the early 1980's to the present, the U.S. bond market has experienced what has become a very
long-bond bull market. In August of 1981, the2year U.S. Treasury reached a high of 16.73% yield.
Currently, the 2 year is yielding 0.70%. During that time span there has been some volatility. However,
from 2009 to 2016, rates have remained relatively flat. A bond "bear market" has not yet developed.

Current Benchmarks as of January,2016

Local Gov.Inv. Pool 35%T-bills,350/o S&P CP, 30%BC Sht G/C

General Fund 40%T-bills,25Yo S&P CP, 25% l-3 Yr G/C, 10% BC Aee

State Investment Pool l5%T-bills,30%o S&P CP, 30% l-3 Yr G/C, 20%BC Aee

Ins. Reserve Fund 15% T-bills,5Yo S&P CP, 80% BC Agg

Long Term Pool 10% T-bills,90Yo BC Agg
RHI Trust Fund 20%T-bills,SYo S&P CP,75%BC Aee
LTDI Trust Fund 20%T-bills,SYo S&P CP, 75%BC Aee

Page 3 of 4



I

V/ith respect to Question 10 regarding General Fund earnings and performance as well as risk, all STO
investment portfolios are governed by statutes such as those previously referenced. These laws and the
securities eligible investments demonstrate an overall low risk level.

If risk is defined as "retum of principal," then securities with short maturities i.e. low liquidity risk have
the "lowest" risk. However, these securities may have higher inflation and reinvestment risk.
Altemately, securities with lower credit ratings i.e. high credit risk have the "highest" risk. However,
these securities may offset other types of risks.

The increase in eamings in "Period 10" resulted during a period where short term bond interest rates
decreased significantly. When bond interest rates decreased, the STO executed its plan, sold bonds and
received capital gains. These gains were apart of Period 10's monthly earnings and resulted in a
positive impact to the portfolio. The bond market conditions did not exist in Period l1 and, therefore,
were not replicated. Again, all investments were within the investment requirements mandated by
statue.

V/ith regards to Question 11 pertaining to liquidity, liquidity needs, i.e. liquidity ranges, fluctuate and
vary during each month of the fiscal year. The liquidity need/range determination is based upon
experience, history, trends and communications with pool participants; however, the STO's minimum
liquidity as a percentage of the portfolio's market value is l0%. Over time, these pools have generally
experienced growth in value. However, discernable cash flow trends exist during the fiscal year. Based
upon these variables, the STO factors in overnight liquidity, cash inflows from bond maturities, and
participant contributions to determine the demand for funds.

V/ith regards to Question12 regarding Other Post-Employment Benefits (OPEB) funds, the Public
Employee Beneflrt Authority (PEBA) administers the funds and the STO, as the custodian, invests the
funds. OPEB funds are governed by the same statute as other pools/portfolios and managed with the
same liquidity needs as outlined in Question 1 l.

We believe that this response and the materials provided materially answer the questions in your August
3,2016letter and look forward to providing a recap of the information presented to the subcommittee at
the March 17 and April 14 hearings later this week. In an effort to assist, we have provided a copy of
this response and the attached notebook to each of the subcommittee members.

Sincerely,

Clarissa T. Adams
Chief of Staff
SC Office of the State Treasurer

CTA/lmd

CC:
Hon. Laurie Funderburk
Hon. 'Weston Newton
Hon. Robert V/illiams
House Legislative Oversight Committee Staff
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Signature Redacted
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