AGENCY NAME: Office of the State Treasurer
AGency CODE: El6 98

Fiscal Year 2015-16
Accountability Report

SUBMISSION FORM

“To serve the citizens of South Carolina by providing transparent,
accountable and efficient banking, investment and financial
management services for South Carolina State Government. Our
commitment is to safeguard our State’s financial resources and to

AGENCY MISSION .« e .
maximize return on our State’s investments.”

“To be the most transparent, accountable and reliable steward of
public money in the country.”

AGENCY VISION

Please state yes or no if the agency has any major or minor (internal or external) recommendations that would
allow the agency to operate more effectively and efficientiy.

RESTRUCTURING
RECOMMENDATIONS: No

Please identify your agency’s preferred contacts for this year's accountability report.

Name Phone Email
PrIMARY CONTACT: | Paul J. Ham 803-734-9811 | Paul. Ham@sto.sc.gov
SECONDARY CONTACT: | Cynthia G. Dannels 803-734-2655 | Cynthia.Dannels@sto.sc.gov
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AGENCY NAME: Office of the State Treasurer

AGENCY CODE: E1l6 98
| have reviewed and approved the enclosed FY 2015-16 Accountability Report, which is complete and accurate to
the extent of my knowledge.

AGENCY DIRECTOR ZZ i f
(S1Gn AND DATE): ( M &/‘ {A

(Tvee/Print NAME): | The Honorable Curtis M. Loftis, Jr.

BoARD/CMSN CHAIR
{SiGn AND DATE):

{TyPe/PRINT NAME]}:
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AGENCY NAME: Office of the State Treasurer
AGENCY CODE: El6 98

AGENCY’S DISCUSSION AND ANALYSIS

State Treasurer Curtis M. Loftis, Jr. is now in the beginning of his second term in the South Carolina Office of the
State Treasurer (STO). The Treasurer has worked tirelessly to reform the STO, enhance services and create an
environment of openness, transparency and accountability in government. The Treasurer has also focused on
bringing the STO into the 21st century as it conducts business on behalf of the State. This document serves as a
review of the STO’s accomplishments for fiscal year 2015- 2016.

The Office of the State Treasurer is responsible for the investment, cash management and safekeeping of the
State's General and restricted funds and serves as the custodian of approximately $28 billion in retirement funds
of the South Carolina Retirement System. The STO serves as the State’s bank, receiving, disbursing and
managing funds from all sources. The STO coordinates all banking services, structures and administers the State's
debt, invests all state funds, manages the Local Government Investment Pool and administers the Unclaimed
Property and College Savings Programs. The STO also works and communicates regularly with the three major
bond rating firms to maintain high credit ratings that keep the State's borrowing costs low,

The STO has five major program areas: Treasury Management and Banking; Investment Management; Debt
Management; Unclaimed Property; and College Savings Plans.

Treasury Management and Banking. The Treasury Management and Banking Division is responsible for
managing the Statewide Banking and Accounting programs, which involves the daily accounting for cash
operations of the State, payroll processing and other disbursements on behalf of the State, administration of Aid to
Subdivisions, collection and remittance of court fines, and account deposits. For fiscal year 2015-2016, the
Division made approximately 4.4 million disbursements consisting of approximately 1.2 million paper checks and
approximately 3.2 million electronic payments and made 279,016 deposits on behalf of the State.

The Treasury Management and Banking Division successfully converted 19 statewide depository bank accounts
to SCEIS. The STO is also working with the Department of Social Services and the Department of Health and
Human Services to convert major financial distributions to SCEIS and expects this to be completed in 2018.

Investment Management. The Investment Management Division manages, according to SC Code 11-9-660,
approximately $15 billion in assets for both the State of South Carolina and local governments, with the priority
of preserving capital, maintaining liquidity and obtaining the best return within the appropriate risk parameters.
The current custodial agent acts as a safe-keeper, holder and record keeper of these funds.

In addition to active daily monitoring and management by the Investment Management Division, the STO utilizes
the services of an external investment advisor. The investment advisor’s role is to advise the Division on
investment strategy in order to optimize potential earnings on all of the investments that the State of South
Carolina holds. The STO also utilizes the services of an investment consultant for portfolio monitoring services.

For fiscal year 2015-2016, the composite portfolio investment return for the General Portfolios was 1.61%. The
General Fund and State Investment Pool portfolio had a 0.97% and a 1.22% return on investments respectively as
compared to benchmarks of the 90-day Treasury Bills and Barclay’s 1-3 Year Gov't/Credit rates of 0.19% and
1.59% respectively. The Local Government Investment Pool (LGIP) continued to produce above-market returns
for its participants, earning an average rate of .65% compared to the average 90-day T-Bill benchmark rate of
0.19%. The STO provided investment services at a low cost of 0.02%, and the cost of services decreased over the
previous fiscal year.

Earnings on General Fund investments were approximately $164 million. The General Fund and other such funds

are excess funds that need to maintain liquidity and preserve capital; therefore, cash flows are being invested for
short periods of time and should not be compared to long-term investments. These earnings were achieved in spite
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of continued historically low interest rates, as well as increased demand for securities on the short end of the yield
curve.

Debt Management. The Debt Management Division manages the debt for the State, its agencies, institutions and
authorities, optimizing the debt structure and ensuring timely repayment of debt when it is due. During the fiscal
year, the STO assisted 9 agencies in the sale of 17 issues for the purposes of academic and housing construction,
economic development and refinancing. In total, the State issued $707.1 million in general obligation and revenue
debt, of which the State will achieve $52.7 million in refinancing savings from the refunded issues. Further, the
State maintained its excellent credit ratings with Moody’s, S&P, and Fitch as AAA, AA+ and Aaa, respectively.

Significant progress was made in implementing SCEIS processing, enhancing the legacy systems to become
SCEIS compliant and omitting dependence on STARS interfaces. Conversion of debt from legacy to SCEIS is
expected during Fiscal Year 2016-2017.

Unclaimed Property. The Unclaimed Property Program Division continued its commitment to returning
unclaimed property to its rightful owners by returning 29,384 properties totaling more than $23.2 million. The
total dollars paid increased by 28% over the previous fiscal year. Also, the Program received over $64.4 million in
unclaimed property from business entities, an increase of 11% over last fiscal year, and the Program returned
580,034 shares of stock at no cost to the claimants.

The Unclaimed Property Holder Outreach and Compliance staff assisted holder companies with compliance
matters, reporting requirements and remittance processes. The Unclaimed Property Program received 12,102
properties totaling over $1.1 million as a result of the unit’s efforts. That property is now available to be returned
to the citizens and businesses to which it belongs.

Each year, the State Treasurer’s Office calculates the refund liability of the Unclaimed Property Program to
determine what amount (if any) is available for transfer to the General Fund. In addition to the $15 million annual
allocation, the Program also transferred $49.5 million this year to assist with non-recurring costs including
expenses related to flood recovery,

Future Scholar College Savings Program. At the end of the fiscal year, the Future Scholar College Savings
Program accounts totaled 129,000 with approximately $2.6 billion in assets under management. Future Scholar is
now in the fourth year since launching new Direct and Advisor products with lower fees, and investment
minimums as well as new and expanded investment products. Future Scholar experienced a 13% increase in new
sales during calendar year 2015 over calendar year 2014.

In conjunction with National 529 Day, Future Scholar launched the fourth annual Future Scholar 529 Day
PalmettoBaby Grant Program. All babies born in South Carolina on May 29th were awarded the opportunity to
receive a $529 grant into a Future Scholar account. The Program was privately funded by Columbia
Threadneedle.

Once again, Future Scholar received top accolades from Morningstar and was recognized by third party research
firm SavingforCollege.com as a national leader, with program rankings for various plans in the top 1%, 5% and
10% in the nation in investment performance, and was ranked number 3 for lowest plan cost in the country.

Tuition Prepayment Program. The STO continues to monitor the South Carolina Tuition Prepayment Program,
which the General Assembly closed to new entrants in 2008, An annual report is sent to the Legislative Budget
Subcommittees with updated information to keep the General Assembly apprised of the ongoing legislative
financial obligation to the Program. The Tuition Prepayment Program continues to have an unfunded liability of
approximately $43.2 million and is scheduled to deplete all assets in 2022 unless additional funds are appropriated
by the General Assembly.
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Risk Assessment and Mitigation Strategies

The State Treasurer’s Office has identified potential negative impacts on the State and public that would result if
the Agency’s goals and objectives were not met. These items are identified below by division.

Treasury Management and Banking. Without enhanced banking security measurers there is the potential
increase of fraud. Inaccuracy in the State’s banking data could lead to inaccurate decision-making for State
agencies.

Investment Management. If the Investment Management Division was not able to obtain the best returns
possible within the prescribed parameters, the State would ultimately reccive less investment income, which
would negatively impact the General Fund.

Debt Management. The State could incur higher interest rates that could result in increased borrowing costs.

Unclaimed Property Program. If the Program did not increase the holder companies’ compliance with reporting
unclaimed property and did not increase the awareness of the Program among the general public, fewer funds
could be collected and retumed to the rightful owners and the availability of funds eligible to be transferred to the
General Fund would be reduced.

Future Scholar 529 Program. Fewer college savings accounts could reduce the amount of savings for education
and increase debt required to attend college.

Any requests that the State Treasurer’s Office had of the General Assembly to help resolve these potential risks

were communicated in recent Legislative Oversight Committee hearings. At this time there are no additional
requests for assistance to the General Assembly from the Treasurer’s Office.
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