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INTRODUCTION

This Investment Policy Statement (“IPS”) is designed to provide a framework within which to
manage the investments for the Commonwealth of Pennsylvania ABLE Savings Program (the
“Program”). The Treasury Department (“Treasury”) is authorized, pursuant to the laws of the
Commonwealth of Pennsylvania, Act 17 of 2016 (“the PA ABLE Act”), to administer the Program.
The PA ABLE Act requires Treasury to administer the Program in such a manner as to ensure
and maintain its status as “qualified ABLE program,” as defined in Section 529A of the Internal
Revenue Code, 26 U.S.C. § 529A. This document will assist Treasury in fulfilling its Legislative
and fiduciary responsibility. The IPS establishes investment standards that are consistent with
The Fiscal Code 72 P.S. §301 et seq.; The Administrative Code, 71 P.S. §1 et seq.; and all other
applicable laws, rules, and regulations. The provisions of this IPS are intended to aid Treasury
employees and financial professionals retained by Treasury in making decisions about investment
matters related to the Program.

Pursuant to Fiscal Code directive, the Treasurer maintains the authority to grant waivers and
approve exceptions to any provisions of the IPS.

Following a written request to the Investment Committee from a financial professional seeking
prior approval, the Treasurer may grant a waiver of a provision of the IPS if there is a determination
that strict adherence would have a detrimental economic effect upon one or more Treasury
programs, or if a waiver would be appropriate and in the best interests of Treasury and the
Commonwealth.

Background

The Program is a 529A plan sponsored by the Commonwealth of Pennsylvania. The Program is
authorized by the laws of the Commonwealth of Pennsylvania, Act 17 of 2016, and is administered
by the Pennsylvania Treasury Department. The Pennsylvania Treasury Department is an
independent executive office created by the Constitution of the Commonwealth of Pennsylvania,
Article 1V, § 1, 18. The Treasurer serves as statutory custodian of the funds of virtually all state
agencies, with the responsibility for monitoring and safeguarding money and securities pursuant
to Fiscal Code (72 P.S. § 302-303). The Program, established as an investing vehicle for disability
expenses, is designed to qualify for treatment as a qualified ABLE program under Section 529A
of the Internal Revenue Code of 1986, as amended, and any regulations and other guidance
issued there under (“Section 529A”).

Individuals who are currently investors in the Program are referred to as “Account Owners”.

Purpose of the IPS

This IPS has been adopted by Treasury in order to provide a strategic framework for managing
the investments for the Program. The IPS is intended to:

Define the investment philosophy for the Program;

Define and assign the responsibilities of all involved parties;

Establish a clear understanding of the investment goals and objectives of the Program;
Establish a methodology and criteria for retaining and terminating the Program
relationships with investment professionals;



e Establish the criteria and procedures for selecting the investment manager(s) and
underlying investment portfolios for the Program; and
o Establish a basis for monitoring and evaluating the Program investment results.

This IPS only addresses the investments for the Program and does not address duties or
responsibilities with respect to any other aspects of the establishment or maintenance of the
Program, including without limitation, its administration, operation, or compliance with tax laws.

In general, the purpose of this IPS is to outline a philosophy which will guide the investment
management of Program assets toward the desired results. This IPS is intended to serve as a
reference tool, an operating code, and a communication link among Treasury, the Investment
Committee, the Investment Consultant, and the Investment Advisor. Deviation from this IPS is not
permitted without prior, explicit, written permission from the Treasurer.

Scope

This IPS applies to all assets within the Program. The investment strategy for the Program reflects
a unique application of the principles of Prudent Person investing, crafted specifically to balance
the investment criteria in an appropriate manner for the Program Account Owners.

STANDARD OF CARE

Prudence

Guidelines respecting prudence have been developed in light of investment objectives related to
the Program. Accordingly, these guidelines are, as a part of this IPS, intended to present broad
and balanced considerations to guide incumbent and successor Treasury, Investment Committee
and all other parties concerned, seeking appropriate investment, safekeeping, monitoring and
evaluation of the Program assets.

Plan fiduciaries shall discharge their responsibilities and assets shall be invested in a manner
consistent with this IPS, and generally accepted fiduciary standards. All transactions undertaken
on behalf of the Program shall be solely in the interest of Account Owners.

In selecting investment portfolios for the Program, the Treasurer is charged with exercising that
degree of judgment and care that experienced investors of prudence, discretion, and intelligence
employ in the management of their own affairs regarding permanent disposition of their assets,
as discussed in Fiscal Code (72 P.S. § 301 et seq.). Implementation of this investment standard,
commonly called the Prudent Person test, requires the exercise of careful judgment in determining
an appropriate range of investment portfolios that are appropriate for the Program and will span
the risk/return spectrum. Investment decisions must also reflect any legal standards that authorize
or limit the particular kinds of investments that the Program may hold.

Ethics and Conflicts of Interest

Treasury employees involved in the investment process shall refrain from any personal business
activity that could conflict with the proper execution and management of any Treasury investment
program or that could impair their ability to make impartial decisions. Treasury employees shall
provide all disclosures required by 65 Pa.C.S. § 1101 et seq., commonly known as the Public
Official and Employee Ethics Act, and internal Treasury Code of Conduct, which prohibits by way



of example Treasury employees receiving anything of value from a vendor or anyone doing
business with the Treasury. Financial professionals shall disclose in writing to the Investment
Committee any material interests they hold in financial institutions with which they conduct
business or any other sources of potential conflicts of interest. Such written disclosure shall be
made immediately upon discovery of the potential conflict. Treasury reserves the right, in its sole
discretion, to require financial professionals to sell or otherwise dispose of such material interests
or to limit or terminate the financial professionals’ engagements.

Delegation of Authority

Authority to manage Program assets is granted to the Investment Advisor. Investment Advisors
shall act as an agent of the Treasury and abide by the same Standard of Care applicable to
Treasury. No person may engage in an investment transaction except as provided under the
terms of this IPS and/or other relevant Agreement(s).

DISTINCTION OF RESPONSIBILITIES

Responsibilities of the Treasurer

The Treasurer is the Chief Executive Officer of Treasury and has ultimate and final authority over
and responsibility for the actions of Treasury and the fulfillment of its legal mission. The Treasurer
is responsible for the IPS, the selection of investment portfolios and the administration of assets
of the Program.

To achieve these objectives, the Treasurer has the right and responsibility to manage the various
employees, agents, and contractors of Treasury. The Treasurer may designate specific agents,
such as the Investment Committee and/or the Chief Investment Officer to carry out activities in
fulfillment of these responsibilities. Acting alone, or through agents in Treasury, the Treasurer,
consistent with the Prudent Person investment authority, shall:

e Comply with §529A of the Internal Revenue Code and the proposed regulations
thereunder;

o Establish reasonable and consistent investment objectives, policies, benchmarks and
guidelines that will direct the selection of investment portfolios of the Program in
accordance with applicable law;

e Adopt proposed and reviewed number and types of investment portfolios to be made
available for investment;

e Adopt proposed and reviewed asset allocation targets, ranges and step-downs for any
risk-based or target-date investment portfolios;

e Prudently and diligently select qualified financial professionals in pursuit of these
objectives;

e Regularly monitor and evaluate performance, risk and ongoing suitability of the
investment portfolios;

e Regularly monitor the performance of the financial professionals to evaluate progress
in attaining investment objectives;

e Maintain compliance monitoring to ensure adherence to this IPS;

e Periodically review and revise the IPS to reflect changing circumstances or
experiences; and

e Establish and maintain due diligence guidelines.



Responsibilities of the Investment Committee

Treasury shall utilize an Investment Committee to advise and assist the Treasurer in the discharge
of their statutory duties. The Investment Committee shall consist of the Chief Investment Officer,
who shall Chair meetings of the Investment Committee; the Chief Counsel; and other persons
whom the Treasurer may wish to appoint. The Investment Committee shall meet at least once
each calendar quarter and on such other occasions as the Treasurer shall direct.

The Investment Committee’s responsibilities shall include the following:

Advise Treasury on the IPS and monitor implementation thereof;

Evaluate outside professionals related to the Program investment program;

Use available information and resources, including advice from the Investment
Advisor, to evaluate the investment portfolios, fund managers, and other professionals
as needed to assist in the administration and implementation of the IPS;

Review the number and types of investment portfolios to be made available for
investment;

Review recommended asset allocation targets, ranges and step-downs for any risk-
based or target-date portfolios;

On a quarterly basis, monitor the asset allocation, investment performance, risk,
suitability and diversification of investment options, and conduct of all professionals
associated with the Program;

Perform specific tasks and functions identified in this IPS or as directed by the
Treasurer; and

Post, maintain, and update this Investment Policy on its publicly accessible Internet
website.

Responsibilities of the Investment Consultant

Treasury has retained an Independent Investment Consultant to assist in fulfilling its
investment goals and objectives in accordance with this IPS. The Consultant’s
responsibilities shall include the following as the Treasurer may direct:

Provide advice to the Treasurer and Investment Committee to determine the most
effective investment program for the Program, including, but not limited to, Investment
Policy, Asset Allocation, Diversification, Investment Management, Fees and
assignment of Portfolio Benchmarks;

Monitor and measure quarterly, the Program investment performance and risk metrics,
evaluate the investment program, and advise the Treasurer and Investment
Committee as to the performance, risk and continuing appropriateness of the
Investment Advisor and investment portfolios;

Review the number and types of investment portfolios to be made available for
investment;

Review recommended asset allocation targets, ranges and step-downs for risk-
selected, age-based investment portfolios;

Review this IPS on a regular basis and recommend modifications as appropriate;
Promptly inform the Treasurer and Investment Committee regarding significant
matters pertaining to the investment of the Program assets; and

Adhere to the applicable investment consulting agreement between the Treasury and
Investment Consultant.



Responsibilities of Investment Advisor

Assets will be invested by a third-party Investment Advisor. The Investment Advisor is
responsible for investing the self-directed assets in accordance with the Advisor’s
agreement with the Program, and in accordance with any other governing documents,
such as fund prospectus, to achieve assigned investment objectives. In addition, the
Investment Advisor has the following responsibilities:

Overseeing investment portfolios and their underlying investments in accordance with
this IPS and any applicable management agreement or prospectus;

Reviewing, analyzing, and making recommendations regarding the Program’s
investment options;

Implementing the Program’s investment policies;

Providing monthly and quarterly reports as contractually obligated or directed by Law,
the Board, or Treasury;

Promptly inform Treasury regarding significant matters pertaining to the investment of
the assets, including, but not limited to changes in ownership, organizational structure,
investment strategy, portfolio design, or configuration of the investment team;
Adhere to the applicable agreement between Treasury and Investment Advisor and
comply with applicable laws, regulations and rulings; and

Investments shall be made with the care, skill, prudence and diligence under the
circumstances then prevailing that a prudent person acting in a like capacity and
familiar with such matters would use in the conduct of an enterprise of a like character
and with like aims.

Responsibilities of the Record Keeper

Certain responsibilities for day-to-day Program administration and operation have
been contracted to a third-party record keeper, which shall perform the following
primary functions, among others, as will be detailed in a formal services agreement.
Maintaining individual Account Owner records;

Processing Account Owner contributions and distributions;

Administering existing Investment Options and any new Investment Options;
Maintaining custodial and Investment Option provider records;

Valuing all Account Owner accounts;

Distributing Account Owner statements and summaries of quarterly financial data;
Providing enrollment and services; and

Providing assistance and information to the Treasurer, Investment Committee and
Investment Consultant as needed.

Responsibilities of Account Owners or their Authorized Legal Representatives

The Account Owners or, if applicable, their Authorized Legal Representatives, are responsible for
selecting an appropriate investment portfolio or portfolios within the Program and making
adjustments as appropriate for the Account Owner’s unique time horizon, risk tolerance, return
expectation and asset class preferences. Since each Account Owner’s risk tolerance is different,
each Account Owner or, if applicable, their Authorized Legal Representative, is ultimately
responsible for the investment results of their account.



INVESTMENT BELIEFS

Treasury has the following investment beliefs about its own office, the companies and securities
in which it invests to earn a return, and the capital markets through which Treasury transacts.
These investment beliefs inform specific investment policies and guidelines which guide the
investment activities of Treasury as fiduciary of Commonwealth assets.

Treasury Office: Treasury Office investment staff are governed by these investment beliefs in
their partnership with managers and in selection of investment securities. In order to integrate
fully these investment beliefs, Investment staff will partner with Policy, General Counsel, and other
offices within Treasury.

Investments: Treasury Investment staff invest across multiple asset classes and security types in
their stewardship of investment programs under Prudent Person. These beliefs hold across all
assets.

Capital Markets: Treasury investments benefit from well-functioning capital markets, where
those investing and seeking investment can do so fairly. Pennsylvania, a large state with vast
financial assets, is endowed with a responsibility to advance healthy capital markets.

PA ABLE Savings Program Investment Options: Treasury believes that to ensure a successful
ABLE savings program, the investment menu should be deemed prudent for the objectives of the
Account Owners, namely; liquid, transparent, low-cost and diversified with both risk-based and
target date glide path options.

Treasury will address issues which are material, consistent with policy and these investment
beliefs, and for which the Investment Office has the expertise and capacity to improve outcomes.

For a more thorough review of these beliefs, please see Appendix A.

INVESTMENT OBJECTIVES

Consistent with its obligation to act as a Prudent Person in carrying out its fiduciary responsibility,
Treasury will exercise due care to provide a broad range of investment options designed to
accommodate the different time horizons and risk tolerances common among Account Owners
investing for Qualified Disability Expenses, as defined in Section 529A. Underlying Investments
shall be selected and managed in accordance with the prudent investor rule set forth in Fiscal
Code directive (72 P.S. § 301 et seq.), that is (a) with the care under the circumstances then
prevailing that persons of prudence, discretion, and intelligence exercise in the management of
their own affairs, not in regard to speculation but in regard to permanent disposition of their own
funds, considering the probable income as well as the probable safety of their capital, and (b) for
the sole benefit of the Account Owners.

In accordance with these requirements, Treasury intends to provide Account Owners with a
selection of diversified Investment Options that represent a broad risk/return spectrum in order to
achieve their own investment goals based on the following:

e Each Investment Option should be broadly diversified within its investment mandate and
managed to a strategic benchmark;



e Each Investment Option should be transparent, liquid and cost-competitive relative to a
peer universe of like funds;

e Each Investment Option should seek to meet benchmarks from a risk-adjusted return
basis over a market cycle; and

e Each Investment Option’s investment strategy should be easily communicated to Account
Owners.

Asset Classes

In developing strategic asset allocation guidelines for the Program, Treasury places an emphasis
on the long-term characteristics of individual asset classes, and the benefits of diversification
among multiple asset classes. Treasury also considers the proper long-term level of risk for
Account Owners, particularly with respect to the long-term nature of the investments and the
impact of asset allocation on investments.

The Underlying allowable Investments are to be invested in the following broad asset classes:

Short-Term Reserves, including Cash and FDIC-insured bank products;
Stable Value Instruments;

U.S. Fixed Income Securities;

International Fixed Income Securities;

Treasury Inflation Protection Securities (TIPs);

U.S. Equity Securities; and

International Equity Securities.

Investment Options

The primary goal of the Investment Options is to ensure that Account Owners are provided with
diversified investment opportunities that meet benchmarks over a market cycle to help the
Account Owner achieve their savings goals. The appropriate Investment Option(s) for each
Account Owner is a function of multiple factors, including the age of the Account Owner,
investment time horizon, future expenses, and tolerance for investment risk.

Two different types of Investment Portfolios are offered to account owners in the Program:

¢ Risk-Based Portfolios; and
e Target Date Portfolios.

More specific information on each type of Investment Portfolio and corresponding Strategic
Benchmark can be found in the PA ABLE Savings Program Disclosure Statement at
www.paable.gov.

Target Date Portfolios

Account Owners will be offered a diversified target date option which will be managed,
from a risk-return point-of-view, according to the expected usage date of the Account
Owner. These portfolios will de-risk gradually over time, via a predetermined glide path.

The Investment Advisor offers Account Owners a diversified investment portfolio that
adjusts to become more conservative as the Account Owner nears their intended year(s)
for Qualified Disability Expenses. Portfolios represent a weighted allocation among a pre-
determined number and type of investment strategies that “step down” in equity allocation


https://www.paable.gov/

over time. This change in asset allocation helps smooth the shift from capital accumulation
in the earlier years to capital preservation in usage years. The glide path periodically
adjusts this allocation to create a smooth transition from equities to fixed income.

The Investment Advisor rebalances the underlying asset allocation of the risk-based and
target date portfolios on a quarterly basis, or if the allocations fall outside the strategic
targets.

Risk-Based Portfolios

The Risk-Based Portfolios are stand-alone options which allow Account Owners to
allocate their account into one or more Investment Portfolios. The goal in offering the Risk-
Based Portfolios is to provide Account Owners with the ability to construct diversified
portfolios by asset class and investment style that match their risk tolerance, asset class
preferences, time horizons and expected returns.

The Investment Advisor provides seven diversified portfolios, ranging from Capital
Preservation to Aggressive, that include a blend of the broad asset classes listed above.

INVESTMENT GUIDELINES

The Investment Advisor shall ensure that each underlying fund conforms to the Investment
Guidelines set forth in each fund’s prospectus. Given the nature of funds, it is recognized that
there may be deviations between the objectives, intent or specific requirement of this IPS and the
stated objectives, intent or content of any fund. However, every effort shall be made, to the extent
practical, prudent and appropriate, to select funds that have investment objectives and policies
that are consistent with this IPS.

REVIEW PROCEDURES
Policy

The Treasurer, Investment Committee and the Investment Advisor shall perform an annual review
of this IPS and, as needed, recommend appropriate modifications. Key environmental or
operational occurrences, which could result in a Policy modification, include:

Changes in federal and/or state legislation and regulations;

Significant changes in Account Owner investment objectives;

Changes in time horizons; and

Convincing arguments for change presented by the Treasurer, Investment Committee, or
Investment Advisor.

As Trustee, the Treasurer acknowledges that this Policy should be responsive to changing
conditions, particularly those affecting Account Owner investment objectives and the
requirements of the Internal Revenue Code and the PA ABLE Act.

Asset Classes
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The Treasurer, Investment Committee and the Investment Advisor will review at least annually to
determine the continued appropriateness to the Program of the asset classes included in the
Investment Options.

Investment Advisor

The Treasurer, Investment Committee, Investment Consultant and the Investment Advisor will
monitor the portfolios, reviewing performance monthly, on a net-of-fees basis. The ongoing
performance monitoring will emphasize, but will not be limited to, the following:

e Each underlying fund’s adherence to this IPS, fund manager’s guidelines and each
prospectus, as applicable;

e Comparison of portfolio and underlying fund results to their relevant benchmarks;

e Comparison of portfolio and underlying fund results to a relevant peer universe; and

e Material changes to the underlying fund manager’s organization, including mergers or
acquisitions and changes in its investment philosophy, additions and losses of customer
accounts, assets under management, ownership, etc.

Treasury and the Investment Advisor will consider several qualitative and quantitative factors
when selecting and monitoring any Investment Option or Underlying Investment. However, no
single factor will determine whether an Investment Option or Underlying Investment should be
added, retained, or eliminated; and certain factors may carry more weight in Treasury’s and/or
Investment Advisor’s final analysis.

With regard to performance evaluation, the Treasurer, Investment Committee, Investment
Consultant and Investment Advisor will continually monitor the Portfolio’s and Underlying
Investments’ benchmarks to ensure that they are the most appropriate for comparison purposes.

The Treasurer and Committee reserve the right to recommend and terminate a relationship with
any underlying fund manager(s) at any time. In addition, the Treasurer and Committee reserve
the right to remove assets, in part, at any time.

Risk Metrics

At least quarterly, the Treasurer, Investment Committee and the Investment Advisor will closely
monitor volatility and downside risk metrics relative to each portfolio’s strategic benchmark.

Asset Allocation

Asset allocation of the risk-based and target date portfolios will be reviewed at least annually, or
more frequently should the changing circumstances dictate a review of investment objectives
and/or risk tolerance or if capital market moves warrant. Additionally, glide path analysis of the
portfolios will be reviewed at least annually and where appropriate, an asset allocation study will
be conducted as a part of this review process.

Fees

All management fees, trading costs, and other program expenses will be monitored, and carefully
controlled, and publicly reported. Investment manager fees, costs and expenses will be reviewed
on a quarterly basis and compared to industry averages. Treasury believes that reducing costs
will enhance expected return without increasing risk.
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APPENDIX A
INVESTMENT BELIEF MATRIX

Investment Office

Managers & Holdings

Capital Markets

Transparency
provides a basis
for trust.

Treasury will make
publicly available asset
allocations, fees, and
other material
investment information
for Pools.

Investors can best manage
risk when companies
seeking investment provide
adequate disclosure of
material risks.

Manager transparency helps
align interests.

Capital markets that
promote
transparency are key
to risk management
and optimizing
outcomes for
stakeholders.

Accountability
enforces trust.

Investment staff
will articulate
portfolio objectives,
identify
benchmarks, and
analyze outcomes.

Treasury will monitor and
engage with investment
managers and the issuers of
securities to minimize risk and
maximize return for
stakeholders. Treasury’s
fiduciary duty to
Pennsylvanians includes
actively engaging with
companies on key issues of
governance, and risk in order
to hold them accountable for
outcomes that affect
Pennsylvanians.

Entities regulating capital
markets should hold
stakeholders accountable
for their actions.

Costs have a
material impact

Skilled investment staff
who can directly

Fees are a critical contractual
consideration to align

Belief in the reliability of
information found in free

on returns. oversee portfolios investment partners with the and fair capital markets
provide operating outcomes Treasury seeks for can increase investor
leverage to cost the Commonwealth. participation, and lower
effectively manage transaction costs for both
Treasury’s investment borrowers and investors.
programs.

Simplicity Treasury is limited in Complexity adds risk to Efficient capital markets

facilitates the control of all factors investment portfolios with benefit both investors and

responsible and will therefore scale uncertain reward. Treasury those individuals and

stewardship of
funds.

the management of the
portfolios and the
capital markets
accordingly.

favors understandable, rules-
based, measurable index
strategies with regular
rebalancing.

businesses seeking
capital. Treasury will
engage in efforts to
support efficient and fair
capital markets.

Time Horizons of
portfolios and

Investment decisions
will be informed by the

Time constraints inform liquidity
demands and thus asset

The Commonwealth is a
perpetual entity. Treasury

stakeholders Pool and its allocation of risk and cost will work to make capital
influence stakeholders, not the sharing investment pools. markets and investment
portfolio term of office of the decisions that support
management. Treasurer. intergenerational equity.
Riskis both Treasury will set and Material, forward-looking risks The Commonwealth may

qualitative and
quantitative, and
future risks may
differ from
historical risks.

stress test quantitative
investment risk
measures appropriate
for the risks of each
program. Staff will
endeavor to minimize
operational risk.

exist that are not captured by
historical measures such as
market volatility. These risks
must be evaluated and
managed.

be affected by systemic
risks created irrespective
of Treasury’s investment
decisions. As a universal
owner, Treasury seeks to
proactively call attention to
and manage these risks.
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