
















































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































Robert:
Yes, BNYM proposed these changes re subcustodians.
3 of the requested definitions are in the following:

“BNY Mellon Affiliate” shall mean any direct or indirect subsidiary of The Bank of New
York Mellon Corporation.

“Book-Entry System” shall mean the U.S. Federal Reserve/Treasury book-entry system for
receiving and delivering securities, its successors and nominees.

“Business Day” shall mean any day on which the Custodian and relevant Depositories and
Subcustodians are open for business.

“Certificate _of Authorized Person” shall mean the written certificate designating
Authorized Persons and the extent of their authority which the Client shall deliver to the Custodian
from time to time.

“Code” shall mean the Internal Revenue Code of 1986, as amended.

“Custody Services” shall mean all services provided by the Custodian in the normal course
of business when acting as custodian for a global institutional investor. Such services include, but
are not limited to, safekeeping of the Public Funds and the pension Funds, trade processing of
assets acquired or disposed of (including, but not limited to, online security clearing, trade
settlement, and electronic registration of all book entry and physically-held securities), cross-
border settlements, asset servicing to facilitate the receipt of all economic benefits of ownership
(including, but not limited to, income collection, cash processing, proxy notification, tax reclaims,
and class action processing as requested by Client), regulatory reporting, accounting and monthly
and annual reporting in compliance with standards issued by the Governmental Accounting
Standards Board (“GASB”), asset valuation, manager reconciliations, on-line reporting (through
Workbench or any subsequently adopted system with the same or improved features), and data
interface with third-party providers. Such services are detailed in the RIP, the Custodian’s
response to the RFP, the Master Trust/Custody RFP Questions and Answers, and documents and
presentations created or made subsequent to the Custodian’s response to the RFP including the
Custodian’s January 16, 2012 presentation in Columbia, S.C., the Custodian’s May 2, 2012
presentation in Boston, Mass., and the Custodian’s fee clarifications dated April 16,
2012. Custody Services also include the services described in Section 9.1 of this Agreement
regarding Non-Custody Assets.

“Data Providers” shall mean pricing vendors, analytics providers, brokers, dealers,
investment managers, Authorized Persons, Subcustodians, Depositories and any other Person
providing Market Data to the Custodian.

“Data Terms Website” shall mean http:/iwww.bnymelion.com/products/assetservicing/vendoragreementpdf OT any
successor website the address of which is provided by the Custodian to the Client.

149 3

Depository” shall include the Book-Entry System, the Depository Trust Company,
Euroclear, Clearstream Banking S.A., the Canadian Depository System, CLS Bank and any other
securities depository, book-entry system or clearing agency (and their respective successors and
nominees) authorized to act as a securities depository, book-entry system or clearing agency
pursuant to applicable law.
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“Losses” shall mean, collectively, losses, costs, expenses, damages, liabilities and claims.

“Market Data” shall mean pricing or other data related to Securities and other
assets. Market Data includes but is not limited to security identifiers, valuations, bond ratings,
classification data, and other data received from investment managers and others.

“Non-Custody Assets” shall have the meaning set forth in Section 9.1.

“Oral Instructions™ shall mean instructions expressed in spoken words received by the
Custodian from an Authorized Person and within the extent of the Authorized Person’s authority.

“Pension Funds” shall mean assets of the State of South Carolina’s five defined benefit
pension plans as currently or subsequently described in Title 9 of the S.C. Code of Laws and any
amendments thereto, including cash, Securities and other assets held by the Custodian, and the
Non-Custody Assets.

“Person” or “Persons” shall mean any entity or individual.

“Public Funds™ shall mean assets owned by the State of South Carolina or its agencies or
instrumentalities invested pursuant to statute by the Client. Public Funds are comprised of separate
and distinct funds, including, but limited to, )the Local Government Investment Pool, the General
Fund, the State Investment Pool, the Insurance Reserve Fund, the S.C. Retirement Health
Insurance (SCRHI) Fund, the Long-Term Disability Insurance (LTDI) Trust Fund, the Education
Improvement Act Fund, and the S.C. Tuition Prepayment Fundl{xl] J[x?.]

“Securities” shall include, without limitation, any common stock and other equity
securities, depository receipts, limited partnership and limited liability company interests, bonds,
debentures and other debt securities, notes or other obligations, and any instruments representing
rights to receive, purchase, or subscribe for the same, or representing any other rights or interests
therein (whether represented by a certificate or held in a Depository, with a Subcustodian or on
the books of the issuer) that are acceptable to the Custodian.

“Subcontractor” or “subcontractor” means those third parties, if any, hired by Custodian
specifically for the Client to provide services covered under this Agreement. Such term does not
include third party service providers and vendors engaged by Custodian to provide services to
Custodian and to or for all or a substantial portion of similarly situated clients of Custodian,
including Subcustodians, Data Providers, Depositories, Book-Entry Systems and/or BNY Mellon
Affiliates.

“Subcustodian” shall mean a bank or other financial institution (other than a Depository)
that is utilized by the Custodian or by a BNY Mellon Affiliate, in its discretion, in connection with
the purchase, sale or custody of Securities or cash hereunder.

“Tax Obligations™ shall mean taxes, withholding, certification and reporting requirements,
claims for exemptions or refund, interest, penalties, additions to tax and other related expenses.

“Third Party Service Provider” shall mean a service provider hired by the Custodian to
provide or to assist the Custodian with providing value-added services requested by the Client.

“Written Instructions™ shall mean written communications received by the Custodian by
S.W.LF.T., overnight delivery, postal services, facsimile transmission, email, on-line
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| am available to discuss implementation of the motion that the Commission approved relating
to securities lending and ancillary services. In order to implement the motion, the Commission
and State Treasurer’s Office (STO) will need to enter into two separate agreements:

a. One agreement would relate to securities lending. In this agreement, the
Commission would (i) appoint STO as the entity responsible for the conduct of the
SCRS trust funds’ securities lending program, and (ii) set forth its parameters for the
program (for example, the investment guidelines applicable to investment and re-
investment of securities lending collateral). Key terms and conditions — for example,
the term of the agreement, termination provisions, reporting, process for notifying
STO of changes to parameters, etc. —would also be spelled out. We will need to
include provisions noting that the SCRS trust funds’ securities lending program
(securities placed on loan, sec lending revenues) must be kept separate and distinct
from, and cannot be commingled with, any other program overseen by STO, and
documenting how this separation will be maintained. STO would, in turn, enter into
a sub-advisory or similar arrangement with the securities lending agent selected as a
result of the pending solicitation which duly incorporates the Commission’s
requirements.

b. The second agreement would concern ancillary services. In this second document,
(i) the Commission would identify certain enumerated ancillary services which STO
would agree to obtain from the bank selected to provide core custody services for
the SCRS trust funds (the “core custody provider”), (ii) key terms and conditions — for
example, the term of the agreement, termination provisions for each ancillary
service selected by the Commission, service level agreements, etc. — would be
spelled out, and (iii) the parties would clarify the budgetary arrangements that will
be used to pay for the ancillary services selected by the Commission. STO would, in
turn, ensure that the Commission’s requirements are duly incorporated into a
contract with the core custody provider.

Wouldn’t a lightly modified version of the one page confidentiality document signed by
members of the evaluation committee suffice to provide the commissioners and others with
necessary information?

The motion approved by the Commission earlier this month at Wampee provided that one
entity - the Commission -- would be retaining fiduciary counsel. RSIC staff and counsel are not
free to modify this directive unless and until directed by the Commission.

Regards,

Robert

From: Condon, Bill [mailto:Bill.Condon@sto.sc.gov]
Sent: Thursday, May 24, 2012 8:29 AM

To: Robert Feinstein

Subject: RE: Follow-up from last week's RSIC meeting

Thanks

004013



From: Robert Feinstein [mailto:RFeinstein@ic.sc.gov]
Sent: Wednesday, May 23, 2012 4:10 PM

To: Condon, Bill
Subject: RE: Follow-up from last week's RSIC meeting

Bill:

Thanks for your note.

I am reviewing both items with staff, and will follow up with you.
Best wishes,

Robert

From: Condon, Bill [mailto:Bill. Condon@sto.sc.gov]
Sent: Tuesday, May 22, 2012 2:53 PM

To: Robert Feinstein

Subject: Follow-up from last week's RSIC meeting

Robert:

The Treasurer would like for the RSIC and STO to jointly hire and be jointly represented by the fiduciary
counsel that is to be engaged concerning STO's access to information. Please let me know your
thoughts, time frame, etc.

On a second issue, | heard many differing opinions on the meaning of the motion approved by the
Commission members concerning securities lending and ancillary services. My understanding is that the
Commission members approved a motion for the RSIC to contract w/ the STO to perform securities
lending and ancillary services that the RSIC deems proper. Therefore, | am thinking that STO and RSIC
may need to enter into one or two MOUs in which RSIC authorizes STO to perform (likely subcontract)
securities lending and ancillary services. However, as | said, not everyone, even at STO, agrees w/ how |
heard and understood the motion. I'd like to meet w/ you to agree upon the meaning of the motion (if
it is clear enough to come to an agreement) and to talk about how it can be implemented. (We may
need a copy of the transcript.) Certainly getting this work done as the procurement process continues
will allow RSIC to get the services that it wants in a more timely fashion. At today’s procurement
advisory team meeting, we also discussed the need to the Commission members to decide on whether
to engage in securities lending and presenting them w/ a recommendation and certain facts

ASAP. (Rebecca plans to start preparing a memo.) There are some procedural legalities about doing
disclosing confidential procurement information that we also should discuss (e.g., whether NDAs are
needed for Commission members to receive this procurement information and whether this discussion
can and should be held in executive session). | believe that we should be able to find a way for the
Commission members to get the information about securities lending and ancillary services that they
need. Please let me know your thoughts about this too.

Of course, we could meet on either or both issues if email becomes too burdensome.

Thanks,
Bill

Bill Condon

General Counsel

State Treasurer's Office
803-734-2655
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Ashleigh Hollins

From: Adam Jordan

Sent: Friday, June 01, 2012 11:58 AM

To: Robert Feinstein

Cc: Hershel Harper; Nancy Shealy

Subject: Re: Response to questions re: last Commission meeting

| concur that you should accept the offer to meet.

Thanks

Adam

OnlJun 1, 2012, at 11:49 AM, "Robert Feinstein" <RFeinstein@ic.sc.gov> wrote:

Adam and Hershel:

Please see Mr. Condon’s reply below. | think | should offer to meet with him, but would benefit greatly
from your further guidance in formulating a response.

Thanks,

R

From: Condon, Bill [mailto:Bill. Condon@sto.sc.gov]

Sent: Friday, June 01, 2012 11:47 AM

To: Robert Feinstein

Subject: RE: Response to questions re: last Commission meeting

Robert, | think we should meet to discuss implementation. When these agreements would be needed
seems like an unknown variable right now. The commission hasn’t made a decision on whether it wants
to engage in sec lending or which ancillary services it wants to procure and whether it has the budget to
do so. Therefore, do we wait until those decisions are made before entering into one or both of these
agreements? And if those decision are not made soon, the procurement decision regarding the master
custodian would need to be made w/o knowing whether the commission will engage in sec lending or
which ancillary services the commission wants and what custodian it may prefer. Are you available on
Tuesday or Thursday afternoon of next week to discuss?

From: Robert Feinstein [mailto:RFeinstein@ic.sc.gov]

Sent: Friday, June 01, 2012 10:35 AM

To: Condon, Bill

Cc: Adam Jordan; Harper, Hershel; Shealy, Nancy

Subject: Response to questions re: last Commission meeting

Bill:

In response to your email of May 22:

004015



| am available to discuss implementation of the motion that the Commission approved relating
to securities lending and ancillary services. In order to implement the motion, the Commission
and State Treasurer’s Office (STO) will need to enter into two separate agreements:

a. One agreement would relate to securities lending. In this agreement, the
Commission would (i) appoint STO as the entity responsible for the conduct of the
SCRS trust funds’ securities lending program, and (ii) set forth its parameters for the
program (for example, the investment guidelines applicable to investment and re-
investment of securities lending collateral). Key terms and conditions — for example,
the term of the agreement, termination provisions, reporting, process for notifying
STO of changes to parameters, etc. — would also be spelled out. We will need to
include provisions noting that the SCRS trust funds’ securities lending program
(securities placed on loan, sec lending revenues) must be kept separate and distinct
from, and cannot be commingled with, any other program overseen by STO, and
documenting how this separation will be maintained. STO would, in turn, enter into
a sub-advisory or similar arrangement with the securities lending agent selected as a
result of the pending solicitation which duly incorporates the Commission’s
requirements.

b. The second agreement would concern ancillary services. In this second document,
(i) the Commission would identify certain enumerated ancillary services which STO
would agree to obtain from the bank selected to provide core custody services for
the SCRS trust funds (the “core custody provider”), (ii) key terms and conditions —for
example, the term of the agreement, termination provisions for each ancillary
service selected by the Commission, service level agreements, etc. — would be
spelled out, and (iii) the parties would clarify the budgetary arrangements that will
be used to pay for the ancillary services selected by the Commission. STO would, in
turn, ensure that the Commission’s requirements are duly incorporated into a
contract with the core custody provider.

Wouldn’t a lightly modified version of the one page confidentiality document signed by
members of the evaluation committee suffice to provide the commissioners and others with
necessary information?

The motion approved by the Commission earlier this month at Wampee provided that one
entity -- the Commission -- would be retaining fiduciary counsel. RSIC staff and counsel are not
free to modify this directive unless and until directed by the Commission.

Regards,

Robert

From: Condon, Bill [mailto:Bill.Condon@sto.sc.gov]
Sent: Thursday, May 24, 2012 8:29 AM

To: Robert Feinstein

Subject: RE: Follow-up from last week's RSIC meeting

Thanks
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From: Robert Feinstein [mailto:RFeinstein@ic.sc.gov]
Sent: Wednesday, May 23, 2012 4:10 PM

To: Condon, Bill

Subject: RE: Follow-up from last week's RSIC meeting

Bill:

Thanks for your note.

| am reviewing both items with staff, and will follow up with you.
Best wishes,

Robert

From: Condon, Bill [mailto:Bill. Condon@sto.sc.gov]
Sent: Tuesday, May 22, 2012 2:53 PM

To: Robert Feinstein

Subject: Follow-up from last week's RSIC meeting

Robert:

The Treasurer would like for the RSIC and STO to jointly hire and be jointly represented by the fiduciary
counsel that is to be engaged concerning STO’s access to information. Please let me know your
thoughts, time frame, etc.

On a second issue, | heard many differing opinions on the meaning of the motion approved by the
Commission members concerning securities lending and ancillary services. My understanding is that the
Commission members approved a motion for the RSIC to contract w/ the STO to perform securities
lending and ancillary services that the RSIC deems proper. Therefore, | am thinking that STO and RSIC
may need to enter into one or two MOUs in which RSIC authorizes STO to perform (likely subcontract)
securities lending and ancillary services. However, as | said, not everyone, even at STO, agrees w/ how |
heard and understood the motion. I'd like to meet w/ you to agree upon the meaning of the motion (if
it is clear enough to come to an agreement) and to talk about how it can be implemented. (We may
need a copy of the transcript.) Certainly getting this work done as the procurement process continues
will allow RSIC to get the services that it wants in a maore timely fashion. At today’s procurement
advisory team meeting, we also discussed the need to the Commission members to decide on whether
to engage in securities lending and presenting them w/ a recommendation and certain facts

ASAP. (Rebecca plans to start preparing a memo.) There are some procedural legalities about doing
disclosing confidential procurement information that we also should discuss {e.g., whether NDAs are
needed for Commission members to receive this procurement information and whether this discussion
can and should be held in executive session). | believe that we should be able to find a way for the
Commission members to get the information about securities lending and ancillary services that they
need. Please let me know your thoughts about this too.

Of course, we could meet on either or both issues if email becomes too burdensome.

Thanks,
Bill
Bill Condon

General Counsel
State Treasurer's Office
803-734-2655
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Ashleigh Hollins

From: Nicole Waites

Sent: Friday, December 16, 2011 9:14 AM

To: Robert Feinstein; Rebecca Gunnlaugsson; Mike Addy

Cc: Hershel Harper; Adam Jordan; Nancy Shealy

Subject: RE: STO's custody RFP - remaining vendor questions - CONFIDENTIAL
Attachments: 2011 12 16 StateStreetQA.docx

Hi Robert,

Attached is the answer to questions #8.
Thanks,

Nicole

From: Robert Feinstein

Sent: Friday, December 16, 2011 9:04 AM

To: Robert Feinstein; Rebecca Gunnlaugsson; Nicole Waites; Mike Addy

Cc: Hershel Harper; Adam Jordan; Nancy Shealy

Subject: RE: STO's custody RFP - remaining vendor questions - CONFIDENTIAL

State Street’s questions are attached. |think that's it for vendor ¢’s....

Rebecca: Please see State Street questions 1-3. | would be happy to discuss with you and others.
Nicole: Could you help me with question 87

Thanks,
R

From: Robert Feinstein

Sent: Thursday, December 15, 2011 6:36 PM

To: Rebecca Gunnlaugsson; Nicole Waites; Mike Addy

Cc: Hershel Harper; Adam Jordan; Nancy Shealy

Subject: STO's custody RFP - remaining vendor questions - CONFIDENTIAL

Folks:

While there might be a straggler or two, the vendor community appears to be ‘all in” with their questions regarding the
STO's custody RFP.

First — please treat list below as confidential — questions have been rec’d from:

1. Northern

2. JPM Chase

3. Citi

4. BNY

5. Deutsche Bank (sec lending only).
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Responses to s from vendors 1 and 2 have already been worked on. BNY’s questions are all procurement law-related;
STO will need to take lead in responding. I've attached copies of relevant g’s from Citi and DB.

Rebecca: You may need help with some of Citi’s g's... | would be happy to discuss with you and others.
Nicole: There was one q from DB that | don’t know answer to.

Thanks in advance for the help.

R

J ROBERT FEINSTEIN | CHIEF LEGAL OFFICER
P BORTITGE09 | T B0AT3T.7070 | RFEINSTEINGICSC.GOV
1201 MAIN STREET | SUITE 1510 | COLUMBLA, SC | 23201

" SOUTH CAROLINA RETIREMENT SYSTEM

[INVESTMENT COMMISSION
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STO’s custody RFP RSIC responses
State Street questions - December __, 2011

On behalf of State Street, thank you for the opportunity to submit the following questions related to the
above referenced bid:

10.

Can South Carolina provide a list of the performance composites?
Can South Carolina send us a list of the benchmarks that the different portfolios and composites
are measured against?
a. Ifthere are any custom benchmarks, could they include a description of the component
pieces?
Is performance required on the individual plans? Down to what level? How will State Street
handle the plan accounting?

Sec Lending
Please provide any South Carolina State Treasurer imposed securities lending restrictions that
are in place in your current lending program?

Are there any legacy collateral reinvestment assets that would need to be funded through a
transition to a new provider? If yes, can these investments and their current market value be
shared?

What types of noncash collateral are acceptable for loans?

What is the securities lending fee split arrangement in your current lending program?

Are you currently paying a cash management fee for investing your securities lending cash
collateral in a separately managed account?

No. We have a revenue sharing arrangement (85%/15%) with the securities lending agent.

B. Capabilities
5) Discuss how your organization employs arbitrage and non-traditional transactions for your
securities lending agent program.

Can you please specify what types of non-traditional transactions are being referred to in this
question? In particular, are non-traditional transactions referring to non-traditional securities
lending transactions or something else? [Let Callan take lead with this one]

Can you please also provide guidance on what specifically is meant by arbitrage transactions in
this question?

B. Capabilities

13) Explain how your securities lending program is T+1 and STP processing ready. Discuss how
your securities lending program is in compliance with industry standards.
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11.

Regarding T+ 1, is this question asking us to comment on how ready we are to support a one day
settlfement cycle should it be adopted in the equity markets as was proposed a number of years
ago? [Let Callan take lead]

(i) The Request For Proposal included a "Terms and Conditions" section, which listed provisions
relating to the Contract Documents, Order of Precedence and a Record of Negotiations. There is
also the concept in II.A ("General Instructions"} that a contract would be binding between the
Offerer upon acceptance by the State of South Carolina. Please confirm that these provisions are
not applicable to the provision of securities lending services, State Street delivers securities
lending services separately from custodial services and the contract governing securities lending
services: (i} would not be part of the custody agreement; (i} would contain terms mutually
agreed to between State Street and the Stote of South Caroling prior to delivery of lending
services (and no contract between State Street and the State of South Caroling with respect to
securities lending services would be effective prior to such agreement), and (iii} would expressly
not include provisions of any other document, including without limitation, the custody
agreement, the RFP or the responses thereto. State Street will attach to its response to the RFP
our form securities lending authorization agreement. State Street would be willing and eager to
discuss our form agreement and any concerns the State of South Carolina has with our form and
we are confident we could come to mutual agreement on any contractual issues that may arise.
ISTC will need to take lead/ RF to review w/NES]
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Ashleigh Hollins

From: Nancy Shealy

Sent: Monday, May 09, 2011 4:21 PM

To: Robert Feinstein; Hershel Harper; Sarah Corbett
Subject: RE: Treasurer's Office - Custody Search Solicitation Doc.

No; | didn’t see the information to STO’s external counsel. | haven't had an opportunity to keep up with this in any

detail. I'll take a look Wednesday after | complete tax documents, and Deloitte review, etc. .
Thank you,
Nancy

Nancy E. Shealy, General Counsel

SC Retirement System Investment Commission
1201 Main Street, Suite 1510

Columbia, SC 29201-3261

803-737-6937 (phone)

803-737-7070 (fax)

nshealy@ic.sc.gov

*PLEASE NOTE THE NEW ADDRESS*

This email message, including any attachments, is infended for the sole use of the individual or entity to which it is addressed and may contain
confidential, proprietary, and/or privileged information. If you are not the named addressee, please contact the sender by reply email and destroy alf
capies of the original message, including any attachments. Any unauthorized review, use, disclostire, or distribution is prohibited.

From: Robert Feinstein

Sent: Monday, May 09, 2011 3:18 PM

To: Hershel Harper; Sarah Corbett; Nancy Shealy

Subject: Treasurer's Office - Custody Search Solicitation Doc.

All: 1did a quick read through of both versions of the custody search solicitation document distributed last Friday
evening by the Treasurer’s Office.

Based on comments that Frank made last week, | am assuming that the Treasurer’s Office is inclined to go with the
version of the document entitled “Option 2”.

Accordingly, I've only done a redline of this version of the document. Copy is attached. It's mostly nits/formatting, but |
am — for the third time — seeking inclusion of language we recommended which would help gauge providers’ receptivity
to participation in a multi-agent sec lending / collateral mgmt program.

| am going to submit these comments to Frank on Wed. a.m., unless there are any objections.

R.

PS - Nancy: Did you see that Messrs. Montgomery and Willoughby were c.c.’d on the last draft?

From: Rainwater, Frank [mailto:Frank.Rainwater@sto.sc.gov]

Sent: Friday, May 06, 2011 5:21 PM

To: Tahiliani, Shakun; McDermott, Mike; Tammy Nichols; Robert Feinstein; Hershel Harper
Cc: Leidinger, Bill; William Blume; Michael H. Montgomery; 'Mitchell Willoughby'

Subject: Final (almost) Drafts

Ladies and Gentlemen,
Attached are, | hope, the almost final drafts ... subject to your review of course.
A couple of points:

1) | have incorporated all comments except those | have discussed with you.
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2) three items are highlighted based on questions or my edits
- one has to do with the 2 day deadline for reports, a question was asked if that was reasonable
- one is a rewrite of a new securities lending item
- one deals with clarifying the compliance monitoring based on a question.

Please comment as you feel appropriate.

Included also is an alternative version. Option 2 simply moves any individual requirements to the general expectations
but with a notation as to which entity the item relates. This option was intended to make the document flow

better. Your comment on which version is appreciated.

{Robert and Hershel ~ again for some reason, | cannot get Nancy's email to pop-up, please forward to her, Bob, or
anyone else you need, thanks)

if you have any final comments or concerns, please let me know by noon, Wednesday May 11,
Have a great weekend.

Frank
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Ashleigh Hollins

From: Nicole Waites

Sent: Tuesday, May 08, 2012 1:09 PM

To: Hershel Harper

Subject: Securities Lending Update-Commission Meeting 5-17-12.pptx
Attachments: Securities Lending Update-Commission Meeting 5-17-12.pptx
Hi Hershel,

Attached are the updated Securities Lending slides.

Please let me know if you have any questions or would like me to make any changes.
Thanks,

Nicole
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Securities Lending Example

-, 62. Negotiates Rebate 9
LENDER BORROWER
(TRUSTASSETS) 1. Appoints - LENDING AGENT &3, Delivers Cash Collateral ex. 5102mm Cash (Broker/Dealer)

4. Delivers Secu.ritie5+ ex. $100mm IBM Stock

CASH COLLATERAL IS INVESTED IN REPURCHASE AGREEMENTS (REPO)

INVESTMENT INCOME (GROSS) $102MM @ .20 FOR 30 DAYS = $17,000

BROKER/DEALER RECEIVES REBATE $102mm @ .10 FOR 30 DAYS = $8,500

DIFFERENCE BEWTEEN INCOME & REBATE IS THE NET INCOME 10 BPS = $8,500 GROSS REVENUE

SOUTH CAROLINA AND BNYMELLON SHARE REVENUE (85%/15%)
South Carolina Revenue = §7,225; BNYMellon Revenue = §1,275

Source: BNYMellon

™Y
! It SOUTH CARDLINA RETIREMENT SYSTEM
INVESTMENT COMMISSION 2

004026




Securities Lending Income

Over the past eight years, the
securities lending program has
generated over $80 million in
total revenue.

— RSIC currently has a revenue

split of 85%/15%.

— Although the revenue in 2010

<

*

and 2011 did not cover the
estimated cost of custody and
there is an estimated shortfall in
2012, the excess revenue from
prior years is more than
sufficient to cover these
shortfalls.

Cost Of BNYMellon Revenue
Year Total SCRS BNYMellon Custody” less Cusody Cost
2012e%  $1,300,000.00 $1,105,000.00  $195,000.00  $1,200,000.00 ($1,005,000.00)
2011 $1,344,742.52  $1,143,093.11  $201,649.41  $1,200,000.00 ($998,350.59)
2010 $4,249,279.19  $3,697,020.57  $652,258.62  $1,200,000.00 ($547,741.38)
2009  $22,761,916.00 $19,870,023.00 $2,891,893.00 S$1,200,000.00 $1,691,893.00
2008 $29,441,483.00 $24,492,540.00 $4,948,948.00 $1,200,000.00 $3,748,948.00
2007 $10,576,022.00 $8,991,090.00 $1,584,932.00 $1,200,000.00 $384,932.00
2006 $9,040,588.00 $7,688,375.00 51,352,213.00 $1,200,000.00 5152,213.00
2005 $5,075,608.00 $4,060,690.00 $1,014,918.00 $1,200,000.00 (5185,082.00)
Total $83,880,643.71 $71,047,831.68 $12,841,812.03 $9,600,000.00 $3,241,812.03

Footnotes:

1. Cost of Custody is the cost of current services in today's dollars, and is applied as an estimate for prior years

2. Estimated securities lending revenue for FY2012. The estimated revenue is based on restricted guidelines and low interest rate environment.

Source: ENYMelion

SOUTH CAROLINA RETIREMENT SYSTEM
[NWVESTMENT COMMISS IOMN

004027



Securities Lending Income

e Reasons for the continuous decline in revenue:
— Current low interest rate environment

— Restrictive investment guidelines for the reinvestment collateral pool

e As of December 2008, only reinvestment option has been Repurchase
Agreements (Repo)

— If conditions continue, estimated income is expected to be in the
range of $900,000 — $1,500,000 annually.

9
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Market Value of On Loan Securities vs.
Lendable Securities

* Market Value of On Loan
securities continues to
decline

e Unappealing Repo
Economics

(Yield on investment is less than
rebate fee paid to borrower)

* Potential Solutions:
- New guidelines on
reinvestment

- Updated guidelines were
created but due to the current
litigation any updates are on
hold
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Lehman Brothers Update

* |n December 2011, the US Bankruptcy Court approved a Lehman Brothers
Holdings creditor-payment plan. The plan estimated a recovery price of $21.1
on Senior Lehman Brothers Notes*

* Received the first distribution within the terms the creditor-payment plan in

April 2011. Distribution amount was $7.8 million with a payment rate of $.06
per share. Distribution was applied to the amortized cost of the Lehman

Bonds.

e Securities Lending group at BNYMellon recently sold a portion of the Lehman
bonds - $44,115,000 at a dollar price of approximately $24.25. The realized
loss on this sale was approximately $30 million.

* Remaining Par is $85,635,000, with a current unrealized loss of $61 million.

e  Without Lehman exposure, NAV of collateral pool would be 1.00
(current NAV=.40).

*Source: BNYMellon
A
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Securities Lending Issues

e In October 2009, RSIC transferred the ABS positions in the
securities lending reinvestment collateral pool to Strategos.
At the time of transfer, RSIC realized a loss of S75 million on

those positions.

3
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Decision Options

 Does RSIC continue participation in the Securities Lending Program?

e |fyes, must decide the following:
— Who will be the Lending Agent — Custodian or a 3™ party?

— Who will manage the reinvestment collateral pool — Custodian,
Internal or a 37 party?

— Do we change the current investment guidelines for the collateral
pool?

2
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