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State of lllinois
Office of the Treasurer

College Savings Program
Financial Audit
For the Years Ended June 30, 2022 and 2021

Financial Statement Report
Summary

The audits of the accompanying financial statements of the College Savings Program of the State of lllinois,
Office of the Treasurer, were performed by Crowe LLP as of and for the years ended June 30, 2022 and
2021.

Based on their audits, the auditors expressed an unmodified opinion on the College Savings Program’s
financial statements.
Exit Conference

The Office waived an exit conference in correspondence from Leighann Manning, Chief Internal Auditor on
March 23, 2023.
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Crowe LLP
Independent Member Crowe Global

Independent Auditor’s Report

Honorable Frank J. Mautino
Auditor General
State of lllinois

Report on the Audit of the Financial Statements
Opinion

As Special Assistant Auditors for the Auditor General, we have audited the accompanying financial statements
of the College Savings Program, a fiduciary (investment trust) fund of the State of lllinois, Office of the
Treasurer, as of and for the years ended June 30, 2022 and 2021, and the related notes to the financial
statements, as listed in the table of contents.

In our opinion, the accompanying financial statements referred to above present fairly, in all material respects,
the financial position of the College Savings Program, of the State of lllinois, Office of the Treasurer, as of
June 30, 2022 and 2021, and the changes in its financial position for the years then ended in accordance with
accounting principles generally accepted in the United States of America.

Basis for Opinion

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America (GAAS) and the standards applicable to financial audits contained in Government Auditing Standards
(Government Auditing Standards), issued by the Comptroller General of the United States. Our responsibilities
under those standards are further described in the Auditor's Responsibilities for the Audit of the Financial
Statements section of our report. We are required to be independent of the Office of the Treasurer, and to
meet our ethical responsibilities, in accordance with the relevant ethical requirements relating to our audit. We
believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinion.

Emphasis of Matter

As discussed in Note 1, the financial statements present only the College Savings Program, and do not purport
to, and do not, present fairly the financial position of the State of lllinois, or the State of lllinois, Office of the
Treasurer, as of June 30, 2022 and 2021, the changes in financial position, or, where applicable, its cash flows
for the years then ended in accordance with accounting principles generally accepted in the United States of
America. Our opinion is not modified with respect to this matter.

Responsibilities of Management for the Financial Statements

Management is responsible for the preparation and fair presentation of the financial statements in accordance
with accounting principles generally accepted in the United States of America, and for the design,
implementation, and maintenance of internal control relevant to the preparation and fair presentation of financial
statements that are free from material misstatement, whether due to fraud or error.



Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free
from material misstatement, whether due to fraud or error, and to issue an auditor’'s report that includes our
opinion. Reasonable assurance is a high level of assurance but is not absolute assurance and therefore is not
aguarantee that an audit conducted in accordance with GAAS and Government Auditing Standards will always
detect a material misstatement when it exists. The risk of not detecting a material misstatement resulting from
fraud is higher than for one resulting from error, as fraud may involve collusion, forgery, intentional omissions,
misrepresentations, or the override of internal control. Misstatements are considered material if there is a
substantial likelihood that, individually or in the aggregate, they would influence the judgement made by a
reasonable user based on the financial statements.

In performing an audit in accordance with GAAS and Government Auditing Standards, we
e Exercise professional judgement and maintain professional skepticism throughout the audit.

e l|dentify and assess the risks of material misstatement of the financial statements, whether due to fraud
or error, and design and perform audit procedures responsive to those risks. Such procedures include
examining, on a test basis, evidence regarding the amounts and disclosures in the financial
statements.

e Obtain an understanding of internal control relevant to the audit in order to design audit procedures
that are appropriate in the circumstances, but not for purpose of expressing an opinion on the
effectiveness of the Treasurer’s internal control. Accordingly, no such opinion is expressed.

e Evaluate the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluate the overall presentation of the
financial statements.

We are required to communicate with those charged with govermance regarding, among other matters, the
planned scope and timing of the audit, significant audit findings, and certain internal control-related matters that
we identified during the audit.

Required Supplementary Information

Management has omitted management’s discussion and analysis that accounting principles generally
accepted in the United States of America require to be presented to supplement the financial statements. Such
missing information, although not a part of the financial statements, is required by the Governmental Accounting
Standards Board who considers it to be an essential part of financial reporting for placing the financial
statements in an appropriate operational, economic, or historical context. Our opinion on the financial
statements is not affected by this missing information.

Supplementary Information

Our audits were conducted for the purpose of forming an opinion on the financial statements that collectively
comprise the financial statements of the College Savings Program of the State of lllinois, Office of the Treasurer.
The Supplementary Information (pages 23 - 98), as listed in the table of contents are presented for purposes
of additional analysis and are not a required part of the financial statements of the College Savings Program.

Such information is the responsibility of management and was derived from and relates directly to the
underlying accounting and other records used to prepare the financial statements of the College Savings
Program. The information has been subjected to the auditing procedures applied in the audit of the financial
statements of the College Savings Program and certain additional procedures, including comparing and
reconciling such information directly to the underlying accounting and other records used to prepare the
financial statements of the College Savings Program or to the financial statements of the College Savings
Program themselves, and other additional procedures in accordance with auditing standards generally
accepted in the United States of America. In our opinion, the Supplementary Information is fairly stated, in all
material respects, in relation to the financial statements of the College Savings Program as a whole.
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Other Information

Management is responsible for the other information included in the annual report. The Other Information
(pages 95 — 144), as listed in the table of contents does not include the financial statements and our
auditor’s report thereon. Our opinions on the financial statements do not cover the other information, and
we do not express an opinion or any form of assurance thereon.

In connection with our audit of the financial statements, our responsibility is to read the other information
and consider whether a material inconsistency exists between the other information and the financial
statements, or the other information otherwise appears to be materially misstated. If, based on the work
performed, we conclude that an uncorrected material misstatement of the other information exists, we are
required to describe it in our report.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated March 23, 2023, on
our consideration of the State of lllinois, Office of the Treasurer’s internal control over financial reporting of the
College Savings Program, and on our tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements and other matters. The purpose of that report is soley to describe the scope
of our testing of internal control over financial reporting and compliance and the results of that testing, and not
to provide an opinion on the effectiveness of the Office of the Treasurer’s internal control over financial reporting
or on compliance. Thatreportis an integral part of an audit performed in accordance with Government Auditing
Standards in considering the State of lllinois, Office of the Treasurer’s internal control over financial reporting
of the College Savings Program and its compliance.

SIGNED ORIGINAL ON FILE

Crowe LLP
Springfield, lllinois
March 23, 2023
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State of lllinois
Office of the Treasurer

College Savings Program
Statements of Fiduciary Net Position
June 30, 2022 and 2021

2022 2021
Assets
Cash and Cash Equivalents $ 1,077,463,880 $ 1,057,039,556
Capital Shares Receivable 19,565,056 20,614,746
Dividends Receivable 20,950,168 14,115,090
Mutual Funds 14,276,730,738 15,703,568,577
Total Assets 15,394,709,842 16,795,337,969
Liabilities and Net Position
Liabilities
Capital Shares Payable 17,991,778 18,424,757
Other Liabilities 9,261,784 10,419,274
Total Liabilities 27,253,562 28,844,031
Net Position Held in Trust for Participants $ 15,367,456,280 $ 16,766,493,938

The accompanying notes are an integral part of these statements.



State of lllinois

Office of the Treasurer

College Savings Program
Statements of Changes in Fiduciary Net Position
For the Years Ended June 30, 2022 and 2021

2022 2021

Additions

Investment Income (Expense)
Investment Earnings
Class Action Recovery
Net Change in Fair Value of Investments
State Administrative Fees
Other Operating Expenses
12b-1 Fees
Management and Bank Custodial Fees

Net Investment Earnings

Other Participant Transactions
Program Contributions

Total Additions

Deductions
Program Distributions

Total Deductions

Change in Net Position

Net Position, Beginning of Fiscal Year

Net Position, End of Fiscal Year

$ 498,940,271 $ 332,951,342

1,773,459 ]
(2,598,191,886) 2,721,516,579
(3,050,000) (2,771,106)
(851,794) (85,746)
(19,404,508) (17,767,284)
(16,360,333) (14,989,099)
(2,137,144,791) 3,018,854,686
2,006,944,837 1,837,813,910
(130,199,954) 4,856,668,596
1,268,837,704 1,051,671,329
1,268,837,704 1,051,671,329
(1,399,037,658) 3,804,997,267

16,766,493,938 12,961,496,671

$ 15,367,456,280 $ 16,766,493,938

The accompanying notes are an integral part of these statements.



State of lllinois
Office of the Treasurer

College Savings Program
Notes to the Financial Statements
For the Years Ended June 30, 2022 and 2021

Background

In May 1999, the General Assembly of the State of lllinois adopted Public Act 91-0607 authorizing the
lllinois State Treasurer’'s Office (the “Office”) to establish and administer a program designed to be a
“qualified state tuition program” under Section 529 of the Internal Revenue Code of 1986, as amended.
The program is known as the College Savings Program (the “Program”). Participants of the Program have
a choice of two Section 529 investment programs, the Bright Start College Savings Program (“Bright Start”)
and the Bright Directions College Savings Program (“Bright Directions”). Bright Start commenced
operations on March 27, 2000. Bright Directions commenced operations on November 18, 2005. Bright
Start is offered as the Direct-sold Plan and Bright Directions is offered as the Advisor-sold Plan.

The Program provides an opportunity for investors residing in lllinois to invest on a tax-favored basis toward
the qualified higher education expenses of a designated beneficiary (the “Beneficiary”) associated with
attending an Institution of Higher Education. If the investor is not an lllinois taxpayer, depending upon the
laws of the investor's home state or the home state of the investor's beneficiary, favorable state tax
treatment or other benefits offered by such home state for investing in Section 529 college savings plans
may be available only if invested in the home state’s Section 529 plan. Institutions of Higher Education
generally include accredited postsecondary educational institutions offering credit toward a bachelor’s
degree, an associate’s degree, a graduate level or professional degree, or another recognized
postsecondary credential including certain proprietary, postsecondary vocational and foreign institutions.
The institution must be eligible to participate in the U.S. Department of Education student aid programs.
Qualified higher education expenses generally include tuition, fees, books, supplies, computers, and
equipment required for the Beneficiary’s enroliment plus, subject to certain limitations, room and board
expenses provided the Beneficiary is enrolled on at least a half-time basis, apprentiship programs certified
and registered with the US Department of Labor, and up to $10,000 toward repayment of qualified education
loans for the Beneficiary or the Beneficiary’s sibling.

Under the Program, Program participants (the “Account Owners”) select investment portfolios for their
accounts established for the purpose of helping Account Owners meet the qualified higher education
expenses of the Beneficiaries designated on the Program accounts (the “Accounts”). Amounts contributed
to the Program will be invested in the College Savings Trust (the “Trust”). Union Bank and Trust Company
(“UBT) advises the Office on the investment of contributions and provided administrative, recordkeeping
and marketing services for Bright Start and Bright Directions Programs. As such, UBT acts as program
manager (the “Manager”) of the two investment programs. The Office acts as trustee and is responsible for
the overall administration of the programs.

Note 1. Summary of Significant Accounting Policies

Financial Reporting Entity

As described in the lllinois Annual Comprehensive Financial Report, the State of lllinois is the primary
government which includes all funds, elected offices, departments and agencies of the State, as well as
boards, commissions, authorities, universities and colleges over which the State’s executive or legislative
branches exercise legal control.

The College Savings Program is an instrumentality of the State of lllinois, with the assets segregated into
a Trust, and the Office appointed as Trustee of the Trust, as established in the Declaration of Trust dated
March 27, 2000. However, for financial reporting purposes, the College Savings Program is a part of the
primary government. The Program is included in the lllinois Annual Comprehensive Financial Report as a
investment trust fund. The scope of the College Savings Program financial statements presented herein is
limited to the financial position of the College Savings Program investment trust fund.



State of lllinois
Office of the Treasurer

College Savings Program
Notes to the Financial Statements
For the Years Ended June 30, 2022 and 2021

Note 1. Summary of Significant Accounting Policies (Continued)

Fiduciary Fund

GASB Statement No. 84, Fiduciary Activities, establishes criteria for identifying and reporting fiduciary
activities. The statement was implemented by the Office for the fiscal year ended June 30, 2021. The Office
determined the Program should continue to be reported as a fiduciary fund. The implementation of this
statement did result in changing the type of fiduciary fund from a private-purpose trust fund to an investment
trust fund. The presentation of the financial statements and notes to the financial statements did not change.
This trust fund is used to account for assets held by the Office in a trustee capacity. This fund is not held in
the State Treasury and is a non-appropriated fund.

Basis of Accounting and Measurement Focus

The accounts of the College Savings Program are maintained and reported using the economic resources
measurement focus and the accrual basis of accounting. Revenues are recorded when earned and
expenses are recorded at the time liabilities are incurred, regardless of when the related cash flow takes
place.

Cash and Cash Equivalents

Cash and cash equivalents consist of money market mutual funds and timing differences associated with
the purchase of mutual fund shares, an FDIC-Insured bank savings account, and short-term, highly liquid
investments readily convertible to cash, with a maturity of 90 days or less at the time of purchase.

Investment Earnings

Investment earnings are a combination of dividend income and interest income generated from mutual fund
investments. Mutual fund yields are subject to market rate fluctuations.

Fair Value of Investments

Investments in the underlying funds are carried at fair value as determined on the last business day on or
prior to June 30.

Management Estimates

To prepare financial statements in conformity with accounting principles generally accepted in the United
States of America, management is required to make certain estimates that affect the reported amounts of
assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements
and the reported amounts of revenues and expenses during the reporting period. These estimates may
differ from actual results.

Eliminations

Participants move funds between portfolios within a plan (Bright Start or Bright Directions) in addition to
moving funds from one plan to another plan within the College Savings Program. Intra-fund activity for
transfers between Bright Start portfolios of $3.090 billion in fiscal year 2022 and $2.962 billion in fiscal year
2021 reported in the Statement of Changes in Fiduciary Net Position by Portfolio for Bright Start were
eliminated from the Combining Statements of Changes in Fiduciary Net Position. Intra-fund activity for
transfers between Bright Directions portfolios of $2.591 billion in fiscal year 2022 and $2.372 billion in fiscal
year 2021 reported in the Statement of Changes in Fiduciary Net Position by Portfolio for Bright Directions
were eliminated from the Combining Statements of Changes in Fiduciary Net Position. Intra-fund activity,
transfers between the Bright Start and Bright Directions plans and transfers between portfolios within each

10



State of lllinois
Office of the Treasurer

College Savings Program
Notes to the Financial Statements
For the Years Ended June 30, 2022 and 2021

Note 1. Summary of Significant Accounting Policies (Continued)

plan, related to portfolio exchanges of $6.087 million and $8.589 million were eliminated, in fiscal years
2022 and 2021, respectively.

Note 2. Investments
Governmental Accounting Standards Board (GASB) Statement No. 31, Accounting and Financial Reporting
for Certain Investments and for External Investment Pools, established standards for accounting for

investments held by governmental entities.

Fair Value Measurements:

The College Savings Program investments are recorded at fair value as of June 30, 2022 and 2021. GASB
Statement No. 72, Fair Value Measurement and Application, defines fair value as the price that would be
received to sell an asset or paid to transfer a liability in an orderly transaction between market participants
at the measurement date. This statement establishes a hierarchy of valuation inputs based on the extent
to which the inputs are observable in the marketplace. Inputs are used in applying the various valuation
techniques and take into account the assumptions that market participants use to make valuation decisions.
Inputs may include price information, credit data, interest and yield curve data, and other factors specific to
the financial instrument. Observable inputs reflect market data obtained from independent sources. In
contrast, unobservable inputs reflect the entity’s assumptions about how market participants would value
the financial instrument. Valuation techniques should maximize the use of observable inputs to the extent
available.

A financial instrument’s level within the fair value hierarchy is based on the lowest level of any input that is
significant to the fair value measurement. The following describes the hierarchy of inputs used to measure
fair value and the primary valuation methodologies used for financial instruments measured at fair value on
a recurring basis:

Level 1 Investments whose values are based on quoted prices
(unadjusted) for identical assets in active markets that a
government can access at the measurement date.

Level 2 Investments with inputs — other than quoted prices included within
Level 1 — that are observable for an asset, either directly or
indirectly.

Level 3 Investments classified as Level 3 have unobservable inputs for an

asset and may require a degree of professional judgment.

Bright Start College Savings Program

Permitted Investments:

The Office’s Bright Start investment activities are governed by the Office’s published Bright Start Investment
Policy (included in the “other information” section of this report), which was developed in accordance with
the State statute. In addition, the Office has adopted its own investment practices, which supplements the
statutory requirements.

The Bright Start Investment Policy allows funds (contributions) to be invested in one of several Portfolios,
each with a designated mix of investments that is appropriate for the investment objective of the Portfolio.

11



State of lllinois
Office of the Treasurer

College Savings Program
Notes to the Financial Statements
For the Years Ended June 30, 2022 and 2021

Note 2. Investments (Continued)

Each Portfolio allocates assets in a combination of underlying investments, including but not limited to the
following broad asset categories: short-term investments, FDIC-Insured bank savings investments, fixed
income investments, real estate investments, domestic equity investments, and international equity
investments. The asset allocation of each Portfolio is established by the Office and managed by the
Manager. The Office may adjust the weighting in stocks, bonds and cash in each Portfolio and may change
the underlying investments within the Portfolios consistent with its Investment Policy Statement and its
agreement with the Manager.

Investment Options

General Overview

The Bright Start Program offered the following investment portfolios in fiscal year 2022 and 2021:

Index Age Based Portfolios

e Aggressive
e Moderate
e Conservative

The goal of a portfolio under the Index Age-Based Option is to seek an asset allocation strategy consistent
with the ages of the Beneficiaries of those Account Owners who have invested in that Portfolio while
mirroring the Index or Benchmark of the underlying funds.

Multi-Firm Age Based Portfolios

e Aggressive
e Moderate
e Conservative

The goal of a portfolio under the Multi-Firm Age-Based Option is to seek an asset allocation strategy
consistent with the ages of the Beneficiaries of those Account Owners who have invested in that Portfolio
while attempting to outperform the Index or Benchmark of the underlying funds.

Index Target Portfolios

¢ Index Equity
e [ndex Balanced
¢ Index Fixed Income

The Index Target Portfolios are asset allocation portfolios that invest in a set or “static” mix of equity, fixed
income, or money market funds, with the objective of mirroring the performance of the underlying funds
respective benchmark or index. The allocation between equity, fixed income, and money market
investments within the Target Portfolios does not change as the Beneficiary gets older.

12



State of lllinois
Office of the Treasurer

College Savings Program
Notes to the Financial Statements
For the Years Ended June 30, 2022 and 2021

Note 2. Investments (Continued)

Investment Options (Continued):

General Overview (Continued)

Multi-Firm Target Portfolios

e  Multi-Firm Equity
e  Multi-Firm Balanced
e  Multi-Firm Fixed Income

The Multi-Firm Target Portfolios are asset allocation portfolios that invest in a set or “static” mix of equity,
fixed income, or money market funds, with the objective of outperforming the performance of the underlying
funds respective benchmark or index. The allocation between equity, fixed income, and money market
investments within the Target Portfolios does not change as the Beneficiary gets older.

Individual Portfolios

Direct Bank Savings 529 Portfolio (added November 2021)
Vanguard Federal Money Market 529 Portfolio

Baird Short-Term Bond 529 Portfolio

Vanguard Short-Term Inflation-Protected Securities Index 529 Portfolio
Vanguard Total Bond Market Index 529 Portfolio

Dodge & Cox Income 529 Portfolio

Vanguard Total International Bond Index 529 Portfolio
Vanguard 500 Index 529 Portfolio

T. Rowe Price Large Cap Growth 529 Portfolio

Ariel 529 Portfolio

DFA U.S. Targeted Value 529 Portfolio

Vanguard Explorer 529 Portfolio

Vanguard Total International Stock Index 529 Portfolio
DFA International Small Company 529 Portfolio

Vanguard REIT Index 529 Portfolio

DFA U.S. Large Cap Value 529 Portfolio

Vanguard Total Stock Market Index 529 Portfolio

The Bright Start Program offered sixteen Individual Fund Portfolios in FY21 and seventeen Individual Fund
Portfolios in FY22. Each Individual Fund Portfolio is invested solely in shares of a single underlying mutual
fund. Account balances may be allocated among one or more Individual Fund Portfolios according to the
Account Owners investment objectives, investment time horizon, and risk tolerance.

Investment Risk:

Interest Rate and Credit Risk:

Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of an investment.
Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its obligations. In
its investment policy, the Office has adopted a long - term total return strategy. A long - term diversified

13



State of lllinois
Office of the Treasurer

College Savings Program
Notes to the Financial Statements
For the Years Ended June 30, 2022 and 2021

Note 2. Investments (Continued)

Investment Risk (Continued):

Interest Rate and Credit Risk (Continued):

asset allocation strategy based on (1) asset classes (stocks, bonds, cash, etc.), (2) geography/country, (3)
industry, (4) maturity will be the primary method of risk control, and (5) duration.

The investments in the Bright Start College Savings Program are not guaranteed or insured by the State of
lllinois, Office of the Treasurer, the Program Manager, affiliates of the Program Manager, the FDIC, or any
other party.

The fair values, interest rate risk and credit risk of the money market and fixed income funds, which make
up a portion of the total Cash and Cash Equivalents and Mutual Funds, for the Bright Start Program as of
June 30, 2022 are detailed in the table below.

Interest Rate Credit Rating

Type Fair Value Risk Duration Calculation Method Risk Service
Money Market: $ 456,103,162 28 days Weighted Average Maturity NR* NA**
Fixed Income Funds: 2,791,093,647 5.883 yrs Effective Maturity NR* NA**
58,899,681 4.130 yrs Model Duration NR* NA**
245,660,138 5.200 yrs Effective Duration NR* NA**

$ 3,551,756,628

*Credit Risk of NR indicates that while the underlying securities within the funds may be rated, the mutual fund itself is not rated.
**Not applicable

The fair values, interest rate risk and credit risk of the money market and fixed income funds, which make
up a portion of the total Cash and Cash Equivalents and Mutual Funds, for the Bright Start Program as of
June 30, 2021 are detailed in the table below.

Interest Rate Credit Rating

Type Fair Value Risk Duration Calculation Method Risk Service
Money Market: $ 627,394,840 39 days Average Maturity NR* NA**
Fixed Income Funds: 2,907,774,962 5.455 yrs Effective Maturity NR* NA**
268,407,484 5.200 yrs Effective Duration NR* NA**

$ 3,803,577,286

*Credit Risk of NR indicates that while the underlying securities within the funds may be rated, the mutual fund itself is not rated.
**Not applicable

14



State of lllinois
Office of the Treasurer

College Savings Program
Notes to the Financial Statements
For the Years Ended June 30, 2022 and 2021

Note 2. Investments (Continued)

Fair Value Measurement:

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date.

The Program determines the fair value for investments classified in Level 1 by using quoted prices as of
the close of the New York Stock Exchange (the Exchange). The fair value of investments classified in Level
2 are valued using quoted prices for identical assets in markets that are not active.

Each investment asset or liability of Bright Start is assigned a level at measurement date based on the
significance and source of the inputs to its valuation. Various data inputs are used in determining the value
of each of the Program’s investments as of the reporting period end.

The Bright Start Program is managed by Union Bank and Trust, which has provided the Office with the fair
value measurements, the level of fair value hierarchy, and the valuation techniques as of June 30, 2022
and 2021. The Program classified its investments in the underlying mutual funds as Level 1, totaling
$8,707,440,740 and $9,500,858,861, for June 30, 2022 and 2021, respectively, without consideration as to
the classification level of the specific investments held by the underlying investments.

The following table summarizes the Program’s investments within the fair value hierarchy at June 30, 2022:

Type Fair Value Level 1 Level 2 Level 3

Money Market: $ 456,103,162 $ 456,103,162 $ - $ -
Mutual Funds: 8,251,337,578 8,251,337,578 - -
Total: $ 8,707,440,740 $ 8,707,440,740 $ - $ -

The following table summarizes the Program’s investments within the fair value hierarchy at June 30, 2021:

Type Fair Value Level 1 Level 2 Level 3

Money Market: $ 627,394,840 $ 627,394,840 $ - $ -
Mutual Funds: 8,873,464,021 8,873,464,021 - -
Total: $ 9,500,858,861 $ 9,500,858,861 $ - $ -
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State of lllinois
Office of the Treasurer

College Savings Program
Notes to the Financial Statements
For the Years Ended June 30, 2022 and 2021

Note 2. Investments (Continued)

Bright Directions College Savings Program

Permitted Investments:

The Office’s Bright Directions investment activities are governed by the Office’s published Bright Directions
Investment Policy (included in the “other information” section of this report), which was developed in
accordance with the State statute. In addition, the Office has adopted its own investment practices, which
supplements the statutory requirements.

Contributions will be invested in one or more of the available Portfolios, each composed of a designated
mix of investments or an individual investment fund, which is appropriate for the age of the participant or
the investment objective of the Portfolio. Each Portfolio may allocate assets among domestic equity,
international equity, real estate, fixed-income, and/or money market investments/FDIC-Insured Bank
Savings. The asset allocation of each Portfolio will be established by the Office and managed by Union
Bank and Trust. The Office may adjust the weighting in stocks, bonds, real estate, and cash/cash
equivalents in each Portfolio and may change the mutual funds within the Portfolios consistent with its
Investment Policy Statement.

Investment Options:

General Overview

The Bright Directions Program offered the following investment portfolios during fiscal years 2022 and 2021:

Fiscal Year 2022 Fiscal Year 2021

Eleven Target Portfolios Eleven Target Portfolios

Thirty Six Individual Fund Portfolios Thirty Two Individual Fund Portfolios
Fifteen Exchange-Traded Fund Portfolios Fifteen Exchange-Traded Fund Portfolios
Three Female & Minority Owned Portfolios Two Female & Minority Owned Portfolios

Additionally, there are three Age-Based Portfolios, each with nine beneficiary age ranges, which are
imbedded within the other fund portfolio options.

The Age-Based portfolios are designed to reduce the account’s exposure to equity securities the closer the
Beneficiary is to college age; the Target Portfolios maintain a constant asset allocation between equity,
fixed income, and money market securities; the Individual Fund Portfolios each invest in a single underlying
investment; the Exchange-Traded Fund (“ETF”) Portfolios invest in Vanguard ETFs; and the Female &
Minority Owned Portfolios invest in underlying investment funds which are managed by female or minority-
owned investment advisors. The Age-Based, Target, Individual, ETF, and Female & Minority Owned
Portfolios have been designed by the Office, Manager, and Wilshire Associates.

Brief Description of Investment Options:

Age-Based Portfolios:

The Age-Based Portfolios generally invest in a mix of equity, fixed income, real estate, and money market
funds allocated based on the current age of the Beneficiary. The Age-Based Portfolios adjust over time so
that as the Beneficiary nears college age each Age-Based Portfolio’s allocation between equity, fixed
income, real estate, and money market/FDIC Bank Savings funds becomes more conservative relative to
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State of lllinois
Office of the Treasurer

College Savings Program
Notes to the Financial Statements
For the Years Ended June 30, 2022 and 2021

Note 2. Investments (Continued)

Brief Description of Investment Options (Continued):

Age-Based Portfolios (Continued):

the allocation in earlier years. For each Aged-Based Portfolio, the Program will automatically exchange
assets to the next age band during the month the Beneficiary reaches such age band.

Program participants may choose from the following three Age-Based Tracks:

e Age-Based Aggressive Portfolio
e Age-Based Moderate Portfolio
e Age-Based Conservative Portfolio

Each Age-Based Option has nine Age-Based Portfolios based on the Beneficiary’s age: 0-2 years, 3-5
years, 6-8 years, 9-10 years, 11-12 years, 13-14 years, 15-16 years, 17-18 years, and 19 years and over.

Target Portfolios:

The Target Portfolios are asset allocation portfolios that invest in a set or “static” mix of equity, fixed income,
real estate, or money market funds. The allocation between equity, fixed income, real estate, and money
market underlying investments within the Target Portfolios does not change as the Beneficiary gets older.
The eleven Target Portfolios, ranging from the most aggressive to conservative, are as follows:

Fund 100
Fund 90
Fund 80
Fund 70
Fund 60
Fund 50
Fund 40
Fund 30
Fund 20
Fund 10
Fixed Income Fund

Individual Fund Portfolios:

The Bright Directions Program offered thirty-three Individual Fund Portfolios (thirty-four portfolios are listed
below due to the addition/removal of portfolios on August 29, 2019, September 26, 2019, and October 1,
2020). Each Individual Fund Portfolio is invested solely in shares of a single underlying mutual fund.
Account balances may be allocated among one or more Individual Fund Portfolios according to the Account
Owners investment objectives, investment time horizon, and risk tolerance.

The Individual Fund Portfolios offered are as follows:

AB Global Bond 529 Portfolio

American Century Equity Growth 529 Portfolio

American Century Growth 529 Portfolio

American Century Short Duration Inflation Protection Bond 529 Portfolio (Removed November
2021)
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State of lllinois
Office of the Treasurer

College Savings Program
Notes to the Financial Statements
For the Years Ended June 30, 2022 and 2021

Note 2. Investments (Continued)

Brief Description of Investment Options (Continued):

Individual Fund Portfolios (Continued):

American Century Value 529 Portfolio

Baird Short-Term Bond Institutional 529 Portfolio

Bank Savings 529 Portfolio (Added November 2021)

BlackRock Emerging Markets 529 Portfolio (Added November 2021)
BlackRock High Yield Bond 529 Portfolio (Added November 2021)
BlackRock Inflation Protected Bond 529 Portfolio

Calvert Equity 529 Portfolio
Credit Suisse Flat Rate High Income 529 Portfolio

Delaware Small Cap Core 529 Portfolio

DFA International Small Company 529 Portfolio

DFA Real Estate Securities 529 Portfolio

Dodge & Cox International Stock 529 Portfolio

Fidelity ST Bond Index 529 Portfolio (Added November 2021)
Fidelity US Bond Index 529 Portfolio

Harbor Small Cap Growth Opportunities 529 Portfolio

Invesco Government & Agency 529 Portfolio

Invesco Oppenheimer International Growth 529 Portfolio

iShares 0-5 Tips Bond ETF 529 Portfolio (Added November 2021)

MFS Value 529 Portfolio

Northern Funds International Equity Index 529 Portfolio
Northern Funds Small Cap Index 529 Portfolio
Northern Funds Small Cap Value 529 Portfolio
Northern Funds Stock Index 529 Portfolio

PGIM Core Bond 529 Portfolio

PIMCO Short-Term 529 Portfolio

Principal Global Real Estate Securities 529 Portfolio

T. Rowe Price Balanced 529 Portfolio

T. Rowe Price Equity Income 529 Portfolio

T. Rowe Price Extended Equity Market Index 529 Portfolio
T. Rowe Price Large Cap Growth 529 Portfolio

Exchange-Traded Fund Portfolios:

The Bright Directions Program offers fifteen Exchange-Traded Fund Portfolios.

BlackRock Mid Cap Growth Equity 529 Portfolio (Added November 2021)

Causeway Emerging Markets 529 Portfolio (Removed as of November 2021)

MainStay Mackay Total Return Bond 529 Portfolio (Removed as of November 2021)

Templeton International Bond 529 Portfolio (Removed as of November 2021)
William Blair Mid Cap Growth 529 Portfolio (Removed as of November 2021)

These portfolios are

additional Individual Fund Portfolios that invest in certain exchange-traded funds available under Fee
Structure F. Fee Structure F is available only to Account Owners that establish an Account through
registered investment advisors or other financial advisors that are not compensated through commissions,
but rather through payment of an hourly fee or a percentage of assets under management.
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Notes to the Financial Statements
For the Years Ended June 30, 2022 and 2021

Note 2. Investments (Continued)

Brief Description of Investment Options (Continued):

Exchange- Traded Fund Portfolios (Continued):

The Exchange-Traded Fund Portfolios offered are as follows:

Vanguard FTSE Developed Markets Index ETF 529 Portfolio
Vanguard FTSE Emerging Markets Stock Index ETF 529 Portfolio
Vanguard Global Ex-U.S. Real Estate Index ETF 529 Portfolio
Vanguard Mega Cap Index ETF 529 Portfolio

Vanguard Mega Cap Growth Index ETF 529 Portfolio
Vanguard Mega Cap Value Index ETF 529 Portfolio
Vanguard Mid-Cap Index ETF 529 Portfolio

Vanguard Mid-Cap Growth Index ETF 529 Portfolio

Vanguard Mid-Cap Index Value ETF 529 Portfolio

Vanguard REIT Index ETF 529 Portfolio

Vanguard Short-Term Bond Index ETF 529 Portfolio
Vanguard Small-Cap Index ETF 529 Portfolio

Vanguard Small-Cap Growth Index ETF 529 Portfolio
Vanguard Small-Cap Value Index ETF 529 Portfolio
Vanguard Total Bond Market Index ETF 529 Portfolio

Female & Minority Owned Portfolios:

The Bright Directions Program offers three Female & Minority Owned Portfolios. Each portfolio is invested
in funds which are managed by female and/or minority-owned investment advisors.

The Female & Minority Owned Portfolios are as follows:
e American Beacon Garcia Hamilton Quality Bond 529 Portfolio
e Ariel 529 Portfolio
e SIT Dividend Growth 529 Portfolio

Investment Risk:

Interest Rate and Credit Risk:

Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of an investment.
Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its obligations. In
its investment policy the Office has adopted a long-term total return strategy. A long-term diversified asset
allocation strategy based on (1) asset classes (stocks, bonds, cash, etc.), (2) geography/country, (3)
industry, and (4) maturity is the primary method of risk control.

The investments in the Bright Directions College Savings Program are not guaranteed or insured by the

State of lllinois, Office of the Treasurer, the Program Manager, affiliates of the Program Manager, the FDIC,
or any other party.
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Note 2. Investments (Continued)

The fair values, interest rate risk and credit risk of the money market and fixed income funds, which make
up a portion of the total Cash and Cash Equivalents and Mutual Funds, for the Bright Directions Program as
of June 30, 2022 are detailed in the table below.

Interest Rate Credit Rating

Type Fair Value Risk Duration Calculation Method Risk Service
Money Market: $ 289,329,418 24 days Weighted Average Maturity  AAAmM S&P
Fixed Income Funds: 642,861,230 5.716 years Average Maturity NR* NA**
592,908,912  4.928 years Effective Maturity NR* NA**
135,614,621 4.130 years Model Duration NR* NA**
609,358,447  8.124 years = Weighted Awerage Maturity NR* NA**
586,649,067 3.832 years Effective Duration NR* NA**

$ 2,856,721,695

*Credit Risk of NR indicates that while the underlying securities within the funds may be rated, the mutual fund itself is not rated.

**Not applicable

The fair values, interest rate risk and credit risk of the money market and fixed income funds, which make

up a portion of the total Cash and Cash Equivalents and Mutual Funds, for the Bright Directions Program
as of June 30, 2021 are detailed in the table below.

Interest Rate Credit Rating

Type Fair Value Risk Duration Calculation Method Risk Service
Money Market: $ 424,671,215 51 days Weighted Average Maturity = AAAmM S&P
Fixed Income Funds: 166,167,989  7.600 years Average Maturity NR* NA**
1,553,668,498  4.030 years Effective Maturity NR* NA**
651,814,705 5.851 years = Weighted Average Maturity NR* NA**
423,776,543 3.099 years Effective Duration NR* NA**

$ 3,220,098,950

*Credit Risk of NR indicates that while the underlying securities within the funds may be rated, the mutual fund itself is not rated.

**Not applicable

Fair Value Measurement

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date.
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Note 2. Investments (Continued)

Fair Value Measurement (Continued):

The Program determines the fair value for investments classified in Level 1 by using quoted prices as of
the close of the New York Stock Exchange (the Exchange). The fair value of investments classified in Level
2 are valued using quoted prices for identical assets in markets that are not active. Various inputs may be
used to determine the value of the fund’s investments. These inputs are summarized in three broad levels
for financial statement purposes. The inputs or methodologies used to value securities are not necessarily
an indication of the risk associated with investing in those securities.

The Bright Directions Program is managed by Union Bank and Trust, which has provided the Office with
the fair value measurements, the level of fair value hierarchy, and the valuation techniques as of June 30,
2022 and 2021. The Program classified each of its investments in the registered underlying mutual funds
as Level 1, totaling $6,314,722,578 and $7,254,775,771, for June 30, 2022 and 2021, respectively, without
consideration as to the classification level of the specific investments held by the underlying investments.

The following table summarizes the Program’s investments within the fair value hierarchy at June 30, 2022:

Type Fair Value Level 1 Level 2 Level 3

Money Market: $ 289,329,418 $ 289,329,418 $ - $ -
Mutual Funds: 6,025,393,160  6,025,393,160 - -
Total: $6,314,722,578 $6,314,722,578 $ - $ -

The following table summarizes the Program’s investments within the fair value hierarchy at June 30, 2021:

Type Fair Value Level 1 Level 2 Level 3
Money Market: $ 424,671,215 $ 424,671,215 $ - $ -
Mutual Funds: 6,830,104,556 6,830,104,556 - -
Total: $7,254,775,771 $7,254,775,771 $ - % -
Note 3. Administrative Fees

To administer the College Savings Program, the Office has a division titled, “The College Savings Program
Division.” This division had three employees as of June 30, 2022. The revenues and expenses of the
division are recorded in an enterprise proprietary fund maintained by the Office titled College Savings
Program Administrative Trust Fund No. 668.
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Note 3. Administrative Fees (Continued)

The Manager of the College Savings Program receives fees for their services. The Bright Start Program
management fee was at an annual rate of 0.075% through July 1, 2021. The rate has been reduced to
0.07% as of July 2, 2021 to present. The Bright Directions Program management fee has remained at an
annual rate of 0.14% of the average daily net assets of each Portfolio since the last reduction on January
13, 2020. The fee is calculated daily but payable monthly.

The College Savings Program management and bank custodial fees paid from the Trust and the College
Savings Program Administrative Trust Fund expenses are as follows:

2022 2021
Management & Bank Custodial Fees $ 16,360,333 $ 14,989,099
Administrative Trust Fund expenses 1,927,482 2,177,775

Note 4. Contingencies

The Office was involved in the Kay v. Frerichs lawsuit, brought in 2018 and decided in favor of the Office in
2019. While the Office obtained a favorable decision in the lower court, the Plaintiff has appealed the matter.
First District Appellate Court affirmed the ruling of the Circuit Court and issued its mandate dated July 28,
2021. Therefore, the case has been dismissed and is now closed.

There is a separate suit the Plaintiff filed against only the Department of Central Management Services,
Kay v. CMS, 19-CH-12160. This matter is before Judge Meyerson, the same judge who presided over Kay
v. Frerichs.

In Kay v. CMS, Plaintiff seeks payment of the $10,000,000 bond the Treasurer was required to obtain
pursuant to statute, for the conduct alleged in Kay v. Frerichs. While the lawsuit is against CMS only, the
Treasurer would be responsible for paying up to the $10,000,000 limit of the bond. Katherine Snitzer is the
Assistant Attorney General Representing the Defendant. The AG filed a Motion to Dismiss.

Note 5. Class Action Recovery

The prior program manager utilized and invested a portion of portfolio assets in several separately managed
accounts. In a review by the State of lllinois, not all class actions had been filed and received by the prior
program manager. The State of lllinois pursued with the prior program manager and received $414,706 for
the Bright Directions portfolios and $1,358,753 for the Bright Start Portfolios.

Note 6. COVID-19 Impact

The COVID-19 pandemic continues to impact domestic and global financial markets. As a result, the Office
is unable to accurately predict how the COVID-19 pandemic will impact the Program, account owner
savings behavior, or the volume of distributions due to uncertainties surrounding the severity of the disease
and the duration of its outbreak.
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1.0 Statement of Purpose of Investment Policy

The purpose of this Investment Policy Statement (the “Policy”) is to assist contractors retained by the Office
of the lllinois State Treasurer (the “Treasurer”) to provide services related to the management of the assets
of the lllinois College Savings Pool (the “Pool”) that are contributed to the Bright Start College Savings
Program (the “Program”) and to assist the Treasurer in evaluating the performance of such contractors by:

e Describing the Treasurer’s investment objectives;
e Providing general guidelines for the investment of assets of the Program;
e Describing the Treasurer’s long-term investment strategy;

e Describing the process of evaluating the performance of employees or contractors that provide
investment management services to the Program;

e Describing the Treasurer’s objective to include sustainability factors within the investment decision
process; and

e Specifying the responsibilities of any contractors that provide investment management services to
the Program.

2.0 Establishment and Authority of Entity

The Program has been established as part of the lllinois College Savings Pool, and is intended to qualify
as a qualified tuition program in accordance with Section 529 of the Internal Revenue Code of 1986, as
amended. The Program was established to provide families with an opportunity to invest toward future
college education expenses.

3.0 Investment Philosophy

The Treasurer has adopted a long-term total return strategy for the Program and its investments. To achieve
the Program’s objectives, investments shall be diversified so as to minimize the risk of loss. While some
asset classes may experience short-term and intermediate-term volatility, their long-term return
assumptions justify their inclusion. A long-term focus on investment results as well as prudent diversification
across financial markets will be the primary risk control mechanisms.

In its investment strategy, the Treasurer relies on prevailing financial theory, which currently utilizes a long-
term diversified asset allocation strategy. A prudently allocated investment program possesses a significant
level of diversification, which produces risk reduction. In terms of impact, diversification shall be considered
along the following lines: (1) asset classes (stocks, bonds, cash, etc.); (2) geography/country; (3) industry;
(4) maturity; and (5) duration.

Contributions to the Program will be directed to one or more of the available Portfolios, Age-Based, Target,
or Individual, (the “Portfolios”), each composed of a designated mix of investments or an individual
investment fund. The determination of the investment parameters of each Portfolio shall be made by the
Treasurer and shall take into account the financial characteristics of the investments in the Program. The
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investment parameters will also give due consideration to the fact that the investment horizon for
participants will vary from a few months to over 18 years.

The Treasurer will review the investment performance of each Portfolio at least quarterly and shall review
this Policy at least annually.

The holdings of the Program and the Portfolios may be divided into the following broad asset categories:
A. Short-Term Investments;
B. Fixed Income Investments;
C. Real Estate Investments;
D. Domestic Equity Investments; and
E. International Equity Investments.

The Treasurer will establish reasonable guidelines for each Portfolio, specifying (as applicable) limits on
asset and asset class exposures, risk constraints and investment return objectives. While the investment
parameters offered under the Program are developed by the Treasurer, participants bear the risk of
investment results. Individual participants who seek investments materially different from those offered may
wish to select an investment alternative outside of the Program.

Section 30 of the State Treasurer Act (15 ILCS 505/30) declares that it is the policy of the Treasurer to
promote and encourage the use of businesses owned by or under the control of qualified veterans of the
armed forces of the United States, qualified service-disabled veterans, minority persons, women, or
persons with a disability (“MWVD Persons”) and sets forth the aspirational goal of directing 25% of the total
dollar amount of funds under management, purchases of investment securities, and other contracts to
businesses owned by or under the control of MWVD Persons. As such, consistent with achieving the
foremost investment objectives of the Treasurer set forth herein, the Treasurer will endeavor to identify and
evaluate investment managers that are more than 50% owned and/or managed by MWVD Persons.

Pursuant to the lllinois Sustainable Investing Act (30 ILCS 238/1 et seq.), the Treasurer shall prudently
integrate sustainability factors into its investment decision-making, investment analysis, portfolio
construction, risk management, due diligence, and investment ownership in order to maximize anticipated
financial returns, minimize projected risk, and more effectively execute its fiduciary duty. As such, consistent
with achieving the foremost investment objectives of the Treasurer set forth herein, the Treasurer will
prudently exercise investment stewardship and integrate sustainability factors within such a framework
predicated on the following:

A. Integration of Material Sustainability Factors — Prudent integration of material sustainability
factors, including, but not limited to (1) corporate governance and leadership factors, (2)
environmental factors, (3) social capital factors, (4) human capital factors, and (5) business model
and innovation factors, as components of portfolio construction, investment decision-making,
investment analysis and due diligence, prospective value proposition, risk management, and
investment ownership, given that these tangible and intangible factors may have material and
relevant financial impacts;
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B. Regular Evaluation of Sustainability Factors — Recurring evaluation of sustainability factors to
ensure the factors are relevant and decision-useful to the Program and the evolving marketplace;

C. Active Ownership — Attentive oversight of investment holdings to encourage the advancement of
sustainability accounting and disclosure through the exercise of proxy voting rights and
engagement with entities — such as investment funds, investment holdings, portfolio companies,
government bodies, and other organizations — and move the marketplace toward more prudent,
sustainable business practices; and

D. Additional Relevant and Financially Material Factors — Consideration of other relevant factors
such as legal, regulatory, and reputational risks that enable an optimal risk management framework
and supports long-term investment value.

4.0 Investment Objectives

The overall investment program for the Program and, as applicable, the Portfolios provided to the
participants, shall seek to achieve the following long-term investment objectives:

A. A long-term competitive rate of return on investments that is equal to or exceeds a return of the
applicable benchmarks shown in Section 7.0 hereof; and

B. An investment program flexible enough to meet the needs of participants based upon their age or
investment objective and that provides each participant with the ability to invest in a diversified
portfolio to meet his or her investment goals.

5.0 Investment Responsibilities

The Treasurer is responsible for the investment policy statement, the direction of investments, and
administration of the assets of the Program. In order to properly carry out his responsibilities, the Treasurer
may rely on one or more contractors to assistin the administration of the Program. The Treasurer will engage
and plan to rely heavily on said contractor (the “Manager”) for administrative services as well as the
contractor’s pertinent investment advisor, should they retain one, for investment management services. The
Treasurer also plans to rely heavily on an external investment consultant for investment advisory services.
Among the current responsibilities of the Manager is the implementation of the investment strategy outlined
in this Policy and the rebalancing of the Age-Based and Target Portfolios when market movement and/or
cash flows cause an asset class to be outside its policy allocation bands. With the Treasurer’s approval, the
Manager may retain an investment advisor to provide it with portfolio design, due diligence, and ongoing
monitoring services with respect to the Portfolios and the implementation of the investment strategy outlined
in this Policy. The Treasurer and the Manager shall meet quarterly to review portfolio performance as
compared to the applicable benchmarks and peer group performance.

In managing the investments of the Program and the Portfolios, the Manager agrees that it will act with the
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 like character and with
like objectives.

In addition, the Treasurer may engage an independent investment consultant that will:
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e Measure investment performance results, evaluate the investment program, and advise the
Treasurer as to the performance and continuing appropriateness of each investment manager;

¢ Recommend modifications to the investment policies, objectives, guidelines, or management
structure as appropriate; and
e Promptly inform the Treasurer regarding significant matters pertaining to the investment program.

6.0 Investment Parameters

Contributions will be invested in one or more of the available Portfolios, each composed of a designated
mix of investments or an individual investment fund, which is appropriate for the age of the participant or
the investment objective of the Portfolio. Each Portfolio may allocate assets among domestic equity,
international equity, real estate, fixed-income, and/or short-term investments. The asset allocation of each
Portfolio will be established by the Treasurer and managed by the Manager. The Treasurer may adjust the
weighting in stocks, bonds, real estate, and cash in each Portfolio and may change the underlying
investment funds within the Portfolios consistent with this Policy.

The Policy target asset allocations and benchmarks for the underlying investments within the Age-Based
and Target Portfolios are shown in the following table. There is a permissible range of plus or minus 10%
of the target allocation for each underlying investment fund.

7.0 Plan Options

Direct Plan: Index Age-Based and Target Portfolios
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Age-Based Portfolios Age of Beneficiary
Aggressive Option 0-2 3-5 6-8 | 9-10 11-12 13-14 | 15-16 | 17-18 19+
Moderate Option 0-2 3-5 6-8 9-10 11-12 | 13-14 | 15-16 | 17-18 19+
Conservative Option 0-2 3-5 6-8 9-10 11-12 | 13-14 | 15-16 | 17-18 19+
. Equity Balanced Fixed
Target Portfolios Portfolio Portfolio Income
Asset
Class Benchmark
Domesti | ORSPU.S. Total Markell 57,05 | 52.0% | 48.0% | 42.0% | 36.0% | 30.0% | 25.0% | 200% | 130% | 7.0% | 00%
Equity
Real Estate | MSCI US REIT Index 7.0% 6.0% | 50% | 50% | 4.0% 40% | 30% | 20% | 20% | 10% | 00%
imtemational | FISESlobal AlCaPeX | 36.0% | 32.0% | 27.0% | 23.0% | 20.0% | 160% | 120% | 80% | 50% | 20% | 00%
BofA/Merrill  Lynch —
High Yield Master II 0.0% 10% | 3.0% | 50% 6.0% 70% | 70% | 50% | 50% | 30% | 00%
Index
Bloomberg  Barclays
US. 15 - Year | g00 | 00% | 0.0% | 0.0% 6.0% 1.0% | 14.0% | 22.0% | 250% | 22.0% | 20.0%
Domesti Government / Credit e e e e o e e e o o e
¢ Fixed Float Adjusted Index
Income Bloomberg  Barclays
U.S. Aggregate Float |  0.0% 50% | 12.0% | 18.0% | 20.0% | 23.0% | 24.0% | 27.0% | 25.0% | 25.0% | 15.0%
Adjusted Index
Sloomberg Barclays US| 0.0% | 30% | 30% | 40% | 40% | 40% | 90% | 11.0% | 120% | 140% | 15.0%
Bloomberg  Barclays
Forei Global Aggregate ex-
orelg USD Float Adjusted 0.0% 10% | 20% | 30% | 40% 50% | 60% | 50% | 50% | 30% | 00%
RIC  Capped Index
Bonds | USD Hedged)
money | 3-month T-Bills 0.0% 00% | 00% | 0.0% 0.0% 00% | 00% | 00% | 40% | 115% | 25.0%
Mo 3-month T-Bills 0.0% 00% | 00% | 0.0% 0.0% 00% | 00% | 00% | 40% | 115% | 25.0%
Savings
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Direct Plan: Multi-Firm Age-Based and Target Portfolios

Age-Based Portfolios Age of Beneficiary
Aggressive Option 0-2 3-5 6-8 | 9-10 11- 13-14 | 15-16 | 17-18 19+
12
Moderate Option 0-2 3-5 | 6-8 9-10 11-12 | 13-14 | 15-16 | 17-18 19+
Conservative Option 0-2 3-5 6-8 9-10 11-12 13- 15- 17 - 19 +
14 16 18
. Equity Balanced Fixed
Target Portfolios Portfolio Portfolio Income
Asset
Class Benchmark
Russell 1000 115% | 105% | 10.0% | 85% 7.5% 6.0% 5.0% 4.0% 3.0% 2.5% 0.0%
Value S & P 500 23.0% | 21.0% | 19.0% | 17.0% | 14.0% 12.0% | 10.0% | 8.0% 5.0% 2.0% 0.0%
Dc‘"“es“ Index 115% | 105% | 10.0% | 85% 7.5% 6.0% 5.0% 4.0% 3.0% 1.5% 0.0%
Equity Russell 1000 Growth
Russell 2500 Value 5.5% 50% | 45% | 4.0% 3.5% 3.0% 2.5% 2.0% 1.0% 0.0% 0.0%
Russell 2500 Growth 5.5% 50% | 45% | 4.0% 3.5% 3.0% 25% 2.0% 1.0% 1.0% 0.0%
Global EES;ZEN e ot 70% | 60% | 50% | 50% | 40% 40% | 30% | 20% | 20% 1.0% 0.0%
Estate Index
MSCIACWI ex-U.S. Index | 26.0% | 235% | 20.0% | 17.0% | 14.5% 12.0% | 95% 6.0% 3.0% 2.0% 0.0%
Internationa '(\:";Sf" | world ex-U.S. Small 300 | 25% | 20% | 20% | 15% 15% | 10% | 1.0% | 00% | 0.0% 0.0%
MSC| Emerging Market
merging Markels| 2% | e0% | 50% | 40% |  4.0% 25% | 15% | 1.0% | 00% | 0.0% 0.0%
Index
Soraerrll Lynchh ~High | 0.0% 10% | 20% | 30% | 3.5% 40% | 40% | 30% | 3.0% | 2.0% 0.0%
Bloomberg Barclays
-3 Year US. 0.0% 0.0% | 00% | 0.0% 6.0% 11.0% | 14.0% | 22.0% | 25.0% | 22.0% 20.0%
Government / Credit
Domestic Bond Index
3 0, 0, 0, 0, 0 0, 0, 0, 0, 0,
E:g?n . Bloomberg  Barclays 0.0% 50% | 12.0% | 18.0% | 20.0% 23.0% | 24.0% | 27.0% | 250% | 25.0% 15.0%
U.S. Aggregate Bond
Index 0.0% 3.0% | 3.0% | 4.0% 4.0% 4.0% 9.0% | 11.0% | 120% | 14.0% 15.0%
Bloomberg  Barclays
US. 0-5 Year TIPS 0.0% 0.0% | 10% | 2.0% 2.5% 3.0% 3.0% 2.0% 2.0% 1.0% 0.0%
Index
Credit Suisse
Leveraged Loan
Index

*Benchmarks are subject to change as mutually agreed by the Treasurer and Manager in order
to ensure that they remain appropriate for each underlying investment and consistent with
industry standards.

Each underlying investment fund’s return objective is to equal or exceed, over a five-year rolling period, the
return of the applicable benchmark. Volatility, measured by the standard deviation of quarterly returns over
that period, is expected to be similar to the benchmark. Each underlying investment is also expected to
perform favorably relative to its peer group.
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To the extent that the assets of a Portfolio are invested in one or more underlying investments approved by
the Treasurer having investment objectives consistent with the above-noted asset allocation categories,
the above-noted percentage guidelines shall be deemed satisfied. This shall be the case even if such an
underlying investment’s assets may not be entirely invested in the asset class in which such underlying
investment has been placed.

Individual Fund Portfolios:

To provide additional diversity and flexibility to participants the Individual Fund Portfolios and underlying
investment funds the Treasurer selects will be described in the Program’s current Program Disclosure
Statement and may include the following asset classes:

Asset Class Benchmar
k
High Yield Savings 3 Month T-Bills
Money Market 3 Month T-Bills

Bloomberg Barclays 1-3 Year U.S. Government/Credit Bond Index
Bloomberg Barclays U.S. 1-5 Year Government/Credit Float Adjusted
Index

Bloomberg Barclays U.S. Aggregate Float Adjusted Index

Short Term Fixed Income

Core Bond Bloomberg Barclays U.S. Aggregate Bond Index
High Yield Bonds BofA/Merrill Lynch — High Yield Master Il Index
Short Term U.S. TIPs Bloomberg Barclays U.S. 0-5 Year TIPS Index

Bloomberg Barclays Global Aggregate ex-USD Float Adjusted RIC

Foreign Bonds Capped Index (USD Hedged)

Global Bonds Bloomberg Barclays Global Aggregate Index (Hedged)

Bank Loans Credit Suisse Leveraged Loan Index

Balanced 60% S&P 500 Index / 40% Bloomberg Barclays U.S. Aggregate Bond
Index

All Cap US Equity CRSP U.S. Total Market Index

Large Cap Value Russell 1000 Value

Large Cap Blend S&P 500 Index

Large Cap Growth Russell 1000 Growth

Small-Cap Value Russell 2500 Value

Small-Cap Growth Russell 2500 Growth

All-Country Non-US FTSE Global All Cap ex US Index

Emerging Market MSCI Emerging Markets Index

Non-U.S. Small Cap MSCI World ex-U.S. Small Cap Index
MSCI U.S. REIT Index

Real Estate FTSE EPRA/NAREIT Developed Real Estate Index

8.0 Minority- and Woman-Owned Portfolios

The Treasurer may also add additional Individual Fund Portfolios — for example, Minority, Woman, Veteran,
and Disabled-Managed Portfolios — for participants who would like to have a more diverse set of investment
options as new viable options become available. The woman- and minority-owned underlying investment
funds utilized in the program shall be screened on the following initial criteria: (1) firms with at least 50%
woman and/or racial minority ownership or (2) funds that have a woman and/or racial minority investment
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manager that makes the portfolio management decisions (i.e., a minority- owned subadvisor), and (3) funds that
deliver above median returns over a 3-year and/or 5-year time period. The woman- and minority-owned options
provided in the program shall include relatively high scoring female- and minority-owned investment managers
representing a diverse set of asset classes.

Contributions will be invested in one or more of the available Portfolios, each composed of an individual
investment fund, which is appropriate for the investment objective of the Portfolio. The Treasurer may change the
underlying investment funds within specially designated portfolios, such as the woman- and minority-owned
portfolios, consistent with this Policy.

The Treasurer may also add additional portfolios — for example, a veteran- or disabled-owned and/or managed
portfolio — as new viable options become available.
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1.0 Statement of Purpose of Investment Policy

The purpose of this Investment Policy Statement (the “Policy”) is to assist contractors retained by the Office
of the lllinois State Treasurer (the “Treasurer”) to provide services related to the management of the assets
of the lllinois College Savings Pool (the “Pool”) that are contributed to the Bright Start College Savings
Program (the “Program”) and to assist the Treasurer in evaluating the performance of such contractors by:

e Describing the Treasurer’s investment objectives;
e Providing general guidelines for the investment of assets of the Program;
e Describing the Treasurer’s long-term investment strategy;

e Describing the process of evaluating the performance of employees or contractors that provide
investment management services to the Program;

e Describing the Treasurer’s objective to include sustainability factors within the investment decision
process; and

e Specifying the responsibilities of any contractors that provide investment management services to
the Program.

This is the official Policy of the Program. Deviation from this Policy is not permitted without prior, explicit,
written permission from the Treasurer.

2.0 Establishment and Authority of Entity

The Program has been established as part of the lllinois College Savings Pool, and is intended to qualify
as a qualified tuition program in accordance with Section 529 of the Internal Revenue Code of 1986, as
amended. The Program was established to provide families with an opportunity to invest toward future
college education expenses.

3.0 Investment Philosophy

The Treasurer has adopted a long-term total return strategy for the Program and its investments. To
achieve the Program’s objectives, investments shall be diversified so as to minimize the risk of loss. While
some asset classes may experience short-term and intermediate-term volatility, their long-term return
assumptions justify their inclusion. A long-term focus on investment results as well as prudent
diversification across financial markets will be the primary risk control mechanisms.

In its investment strategy, the Treasurer relies on prevailing financial theory, which currently utilizes a long-
term diversified asset allocation strategy. A prudently allocated investment program possesses a significant
level of diversification, which produces risk reduction. In terms of impact, diversification shall be considered
along the following lines: (1) asset classes (stocks, bonds, cash, etc.); (2) geography/country; (3) industry;
(4) maturity; and (5) duration.

Contributions to the Program will be directed to one or more of the available Portfolios, Age-Based, Target,
or Individual, (the “Portfolios”), each composed of a designated mix of investments or an individual
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investment fund. The determination of the investment parameters of each Portfolio shall be made by the
Treasurer and shall take into account the financial characteristics of the investments in the Program. The
investment parameters will also give due consideration to the fact that the investment horizon for
participants will vary from a few months to over 18 years.

The Treasurer will review the investment performance of each Portfolio at least quarterly and shall review
this Policy at least annually.

The holdings of the Program and the Portfolios may be divided into the following broad asset categories:
F. Short-Term Investments;
G. Fixed Income Investments;
H. Real Estate Investments;
I. Domestic Equity Investments; and
J. International Equity Investments.

The Treasurer will establish reasonable guidelines for each Portfolio, specifying (as applicable) limits on
asset and asset class exposures, risk constraints and investment return objectives. While the investment
parameters offered under the Program are developed by the Treasurer, participants bear the risk of
investment results. Individual participants who seek investments materially different from those offered
may wish to select an investment alternative outside of the Program.

Section 30 of the State Treasurer Act (15 ILCS 505/30) declares that it is the policy of the Treasurer to
promote and encourage the use of businesses owned by or under the control of qualified veterans of the
armed forces of the United States, qualified service-disabled veterans, minority persons, women, or
persons with a disability (“MWVD Persons”) and sets forth the aspirational goal of directing 25% of the total
dollar amount of funds under management, purchases of investment securities, and other contracts to
businesses owned by or under the control of MWVD Persons. As such, consistent with achieving the
foremost investment objectives of the Treasurer set forth herein, the Treasurer will endeavor to identify and
evaluate investment managers that are more than 50% owned and/or managed by MWVD Persons.

Pursuant to the lllinois Sustainable Investing Act (30 ILCS 238/1 et seq.), the Treasurer shall prudently
integrate sustainability factors into its investment decision-making, investment analysis, portfolio
construction, risk management, due diligence, and investment ownership in order to maximize anticipated
financial returns, minimize projected risk, and more effectively execute its fiduciary duty. As such,
consistent with achieving the foremost investment objectives of the Treasurer set forth herein, the Treasurer
will prudently exercise investment stewardship and integrate sustainability factors within such a framework
predicated on the following:

A. Prudent integration of material sustainability factors, including, but not limited to (1) corporate
governance and leadership factors, (2) environmental factors, (3) social capital factors, (4) human
capital factors, and (5) business model and innovation factors, as components of portfolio
construction, investment decision-making, investment analysis and due diligence, prospective
value proposition, risk management, and investment ownership, given that these tangible and
intangible factors may have material and relevant financial impacts;
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B. Recurring evaluation of sustainability factors to ensure the factors are relevant and decision-useful
to the Program and the evolving marketplace;

C. Attentive oversight of investment holdings to encourage the advancement of sustainability
accounting and disclosure through the exercise of proxy voting rights and engagement with entities
— such as investment funds, investment holdings, portfolio companies, government bodies, and
other organizations — and move the marketplace toward more prudent, sustainable business
practices; and

D. Consideration of other relevant factors such as legal, regulatory, and reputational risks that enable
an optimal risk management framework and supports long-term investment value.

4.0 Investment Objectives

The overall investment program for the Program and, as applicable, the Portfolios provided to the
participants shall seek to achieve the following long-term investment objectives:

A. A long-term competitive rate of return on investments that is equal to or exceeds a return of the
applicable benchmarks shown in Section 7.0 hereof; and

B. An investment program flexible enough to meet the needs of participants based upon their age or
investment objective and which provides each participant with the ability to invest in a diversified
portfolio to meet his or her investment goals.

5.0 Investment Responsibilities

The Treasurer is responsible for the investment policy statement, the direction of investments and
administration of the assets of the Program. In order to properly carry out his responsibilities, the Treasurer
may rely on one or more contractors to assist in the administration of the Program. The Treasurer will
engage and plan to rely heavily on said contractor (the “Manager”) for administrative services as well as
the contractor’s pertinent investment advisor, should they retain one, for investment management services.
The Treasurer also plans to rely heavily on an external investment consultant for investment advisory
services. Among the current responsibilities of the Manager is the implementation of the investment
strategy outlined in this Policy and the rebalancing of the Age-Based and Target Portfolios when market
movement and/or cash flows cause an asset class to be outside its policy allocation bands. With the
Treasurer’s approval, the Manager may retain an investment advisor to provide it with portfolio design, due
diligence and ongoing monitoring services with respect to the Portfolios and the implementation of the
investment strategy outlined in this Policy. The Treasurer and the Manager shall meet quarterly to review
portfolio performance as compared to the applicable benchmarks and peer group performance.

In managing the investments of the Program and the Portfolios, the Manager agrees that it will act with the
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 like character and with
like objectives.

In addition, the Treasurer may engage an independent investment consultant that will:
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e Measure investment performance results, evaluate the investment program, and advise the
Treasurer as to the performance and continuing appropriateness of each investment manager;

¢ Recommend modifications to the investment policies, objectives, guidelines, or management
structure as appropriate; and

e Promptly inform the Treasurer regarding significant matters pertaining to the investment program.
6.0 Investment Parameters

Contributions will be invested in one or more of the available Portfolios, each composed of a designated
mix of investments or an individual investment fund, which is appropriate for the age of the participant or
the investment objective of the Portfolio. Each Portfolio may allocate assets among domestic equity,
international equity, real estate, fixed-income, and/or short-term investments. The asset allocation of each
Portfolio will be established by the Treasurer and managed by the Manager. The Treasurer may adjust the
weighting in stocks, bonds, real estate, and cash in each Portfolio and may change the underlying
investment funds within the Portfolios consistent with this Policy.

The Policy target asset allocations and benchmarks for the underlying investments within the Age-Based

and Target Portfolios are shown in the following table. There is a permissible range of plus or minus 10%
of the target allocation for each underlying investment fund.
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7.0 Plan Options

Direct Plan: Index Age-Based and Target Portfolios

Age-Based Portfolios

Age of Beneficiary

Aggressive Option 0-2 - 6-8 | 9-10 11-12 | 13-14|15-16|17-18| 19+
Moderate Option - 3-5 -8 9-10 11-12|13-14|15-16 | 17-18| 19+
Conservative Option 0-2 3-5 6-8 9-10 | 11-12|13-14|15-16|17-18 19 +
. Equity Balanced Fixed
Target Portfolios Portfolio Portfolio Income
Asset Class Benchmark
Donfestc CRSP US. Total 57.0% | 54.0% | 49.0% | 42.0% 36.0% 32.0% | 25.0% | 19.0% | 140% | 7.0% 0.0%
Equity Market Index
Real Estate [MSCI US REIT Index 7.0% 6.0% | 50% | 5.0% 5.0% 30% | 3.0% | 2.0% 2.0% 1.0% 0.0%
Internation (FTSE Global All Cap| 65 0o, | 30.09% | 26.0% | 23.0% | 19.0% | 15.0% | 12.0% | 9.0% | 4.0% | 2.0% | 0.0%
al Equity ex US Index
BofA/Menmill Lynch —
High Yield Master Il 0.0% 1.0% | 3.0% | 5.0% 5.0% 6.0% | 7.0% | 50% 50% | 3.0% 0.0%
Index
Bloomberg Barclays
Us. 15 Year
| 0.0% 20% | 40% | 6.0% 9.0% 11.0% | 14.0% | 22.0% | 25.0% | 22.0% | 20.0%
Domestic Govemm_ent / Credit
Fixed Float Adjusted Index
Income Bloomberg Barclays
U.S. Aggregate Float| 0.0% 40% | 7.0% | 11.0% 17.0% 23.0% | 24.0% | 25.0% | 25.0% | 25.0% | 15.0%
Adjusted Index
Bloomberg Barclays
US. 0-5 Year TIPS| 0.0% 20% | 3.0% | 4.0% 4.0% 40% | 9.0% | 13.0% | 11.0% | 14.0% | 15.0%
Index
Bloomberg Barclays
Forei Global Aggregate ex-
Orelgn  1ysD Float Adjusted] 00% | 1.0% | 3.0% | 4.0% | 5.0% 6.0% | 6.0% | 50% | 50% | 3.0% | 0.0%
Bonds
RIC Capped Index
(USD Hedged)
mney 1 0 0/ 0, 0, 0, 0, 0, 0, 0, 0/ 0,
Market 3-month T-Bills 0.0% 0.0% | 0.0% | 0.0% 0.0% 0.0% | 0.0% | 0.0% 9.0% | 23.0% | 50.0%
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Direct Plan: Multi-Firm Age-Based and Target Portfolios

Age-Based Portfolios Age of Beneficiary
Aggressive Option 0-2 3-5 6-8 | 9-10 11-12 13-14|15-16| 17-18 19+
Moderate Option 0-2 3-5 9-10 11-12|13-14| 15-16 | 17-18 | 19+
Conservative Option 0-2 3-5 6-8 9-10 | 11-12| 13-14 | 15-16 | 17-18 19+
. Equity Balanced Fixed
Target Portfolios Portfolio Portfolio Income

Asset Benchmark
Class

Russell 1000 Value 12.0% | 12.0% | 11.0% | 9.0% 8.0% 7.0% | 6.0% 4.0% 3.0% 2.0% 0.0%
Domestic S & P 500 Index 23.0% | 20.0% | 19.0% | 16.0% 14.0% 12.0% | 9.0% 7.0% 6.0% 2.0% 0.0%
Equity Russell 1000 Growth 12.0% | 12.0% | 11.0% | 9.0% 8.0% 7.0% | 6.0% 4.0% 3.0% 2.0% 0.0%

Russell 2500 Value 5.0% 50% | 4.0% | 4.0% 3.0% 3.0% | 2.0% 2.0% 1.0% 1.0% 0.0%
Russell 2500 Growth 5.0% 50% | 4.0% | 4.0% 3.0% 3.0% | 2.0% 2.0% 1.0% 0.0% 0.0%

Global FTSE EPRA/NAREIT]
Real Developed Real Estate| 7.0% 6.0% | 5.0% 5.0% 5.0% 3.0% | 3.0% 2.0% 2.0% 1.0% 0.0%
Estate Index

MSCI ACWI ex-U.S.
Index

Internatio |MSCI World ex-U.S.
nal Equity |Small Cap Index

MSCI Emerging
Markets Index

26.0% | 22.0% | 19.0% | 17.0% 14.0% 12.0% | 10.0% | 7.0% 4.0% 2.0% 0.0%

50% | 40% | 3.0% | 3.0% 2.0% 1.0% | 1.0% 1.0% 0.0% 0.0% 0.0%

5.0% | 40% | 40% | 3.0% 3.0% 2.0% | 1.0% 1.0% 0.0% 0.0% 0.0%

BofA/Merrill Lynch —
High Yield Master Il 0.0% 1.0% | 2.0% | 3.0% 3.0% 3.0% | 4.0% 3.0% 3.0% 2.0% 0.0%
Index

Bloomberg Barclays 1-
3 Year U.s.

| 0.0% 2.0% | 4.0% 6.0% 9.0% 11.0% | 14.0% | 22.0% | 25.0% | 22.0% | 20.0%
Government / Credit

Bond Index

Domestic

Fixed Bloomberg  Barclays

Income U.S. Aggregate Bond| 0.0% | 4.0% | 7.0% | 11.0% 17.0% 23.0% | 24.0% | 25.0% | 25.0% | 25.0% | 15.0%
Index
Bloomberg  Barclays
U.S. 0-5 Year TIPS| 0.0% 2.0% | 3.0% | 4.0% 4.0% 4.0% | 9.0% | 13.0% | 11.0% | 14.0% | 15.0%
Index
Credit Suissel 006 | 0.0% | 1.0% | 20% | 20% | 3.0% | 3.0% | 20% | 2.0% | 1.0% | 0.0%
Leveraged Loan Index

Global Bloomberg  Barclays

Bo‘:‘ das Global Aggregate] 0.0% | 1.0% | 3.0% | 4.0% 5.0% 6.0% | 6.0% | 50% | 5.0% | 3.0% | 0.0%
Index (Hedged)

Money H 0, 0, 0, 0, 0, 0, 0, 0, 0, 0, 0,

Market 3-month T-Bills 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 9.0% 23.0% | 50.0%

* Benchmarks are subject to change as mutually agreed by the Office and Manager in order to ensure that they remain appropriate
for each underlying investment and consistent with industry standards
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Each underlying investment fund’s return objective is to equal or exceed, over a five-year rolling period, the
return of the applicable benchmark. Volatility, measured by the standard deviation of quarterly returns over
that period, is expected to be similar to the benchmark. Each underlying investment is also expected to
perform favorably relative to its peer group.

To the extent that the assets of a Portfolio are invested in one or more underlying investments approved by
the Treasurer having investment objectives consistent with the above-noted asset allocation categories,
the above-noted percentage guidelines shall be deemed satisfied. This shall be the case even if such an
underlying investment’s assets may not be entirely invested in the asset class in which such underlying
investment has been placed.

Individual Fund Portfolios:
To provide additional diversity and flexibility to participants the Individual Fund Portfolios and underlying

investment funds the Treasurer selects will be described in the Program’s current Program Disclosure
Statement and may include the following asset classes:

Benchmark

3 Month T-Bills

Bloomberg Barclays 1-3 Year U.S. Government/Credit Bond Index
Bloomberg Barclays U.S. 1-5 Year Government/Credit Float Adjusted
Index

Bloomberg Barclays U.S. Aggregate Float Adjusted Index
Bloomberg Barclays U.S. Aggregate Bond Index

BofA/Merrill Lynch — High Yield Master 1l Index

Bloomberg Barclays U.S. 05 Year TIPS Index

Bloomberg Barclays Global Aggregate ex-USD Float Adjusted RIC
Capped Index (USD Hedged)

Asset Class
Money Market

Short Term Fixed Income

Core Bond

High Yield Bonds
Short Term U.S. TIPs

Foreign Bonds

Global Bonds Bloomberg Barclays Global Aggregate Index (Hedged)
Bank Loans Credit Suisse Leveraged Loan Index
Balanced 60% S&P 500 Index / 40% Bloomberg Barclays U.S. Aggregate Bond

Index

CRSP U.S. Total Market Index
Russell 1000 Value

S&P 500 Index

All Cap US Equity
Large Cap Value
Large Cap Blend

Large Cap Growth

Russell 1000 Growth

Small-Cap Value

Russell 2500 Value

Small-Cap Growth

Russell 2500 Growth

All-Country Non-US

FTSE Global All Cap ex US Index

Emerging Market

MSCI Emerging Markets Index

Non-U.S. Small Cap

MSCI World ex-U.S. Small Cap Index

Real Estate

MSCI U.S. REIT Index
FTSE EPRA/NAREIT Developed Real Estate Index
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8.0 Minority- and Woman-Owned Portfolios

The Treasurer may also add additional Individual Fund Portfolios — for example, Minority, Woman, Veteran,
and Disabled-Managed Portfolios — for participants who would like to have a more diverse set of investment
options as new viable options become available. The woman- and minority-owned underlying investment
funds utilized in the program shall be screened on the following initial criteria: (1) firms with at least 50%
woman and/or racial minority ownership or (2) funds that have a woman and/or racial minority investment
manager that makes the portfolio management decisions (i.e., a minority-owned subadvisor), and (3) funds
that deliver above median returns over a 3-year and/or 5-year time period. The woman- and minority-
owned options provided in the program shall include relatively high scoring female- and minority-owned
investment managers representing a diverse set of asset classes.

Contributions will be invested in one or more of the available Portfolios, each composed of an individual
investment fund, which is appropriate for the investment objective of the Portfolio. The Treasurer may
change the underlying investment funds within specially designated portfolios, such as the woman- and
minority-owned portfolios, consistent with this Policy.

The Treasurer may also add additional portfolios — for example, a veteran- or disabled-owned and/or
managed portfolio — as new viable options become available.
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1.0 Statement of Purpose of Investment Policy

The purpose of this Investment Policy Statement (the “Policy”) is to assist contractors retained by the Office
of the lllinois State Treasurer (the “Treasurer”) to provide services related to the management of the assets
of the lllinois College Savings Pool (the “Pool”) that are contributed to the Bright Start College Savings
Program (the “Program”) and to assist the Treasurer in evaluating the performance of such contractors by:

e Describing the Treasurer’s investment objectives;
e Providing general guidelines for the investment of assets of the Program;
e Describing the Treasurer’s long-term investment strategy;

e Describing the process of evaluating the performance of employees or contractors that provide
investment management services to the Program; and

e Specifying the responsibilities of any contractors that provide investment management services to
the Program.

This is the official Policy of the Program. Deviation from this Policy is not permitted without prior, explicit,
written permission from the Treasurer.

2.0 Establishment and Authority of Entity

The Program has been established as part of the lllinois College Savings Pool, and is intended to qualify
as a qualified tuition program in accordance with Section 529 of the Internal Revenue Code of 1986, as
amended. The Program was established to provide families with an opportunity to invest toward future
college education expenses.

3.0 Investment Philosophy

The Treasurer has adopted a long-term total return strategy for the Program and its investments. To
achieve the Program’s objectives, investments shall be diversified so as to minimize the risk of loss. While
some asset classes may experience short-term and intermediate-term volatility, their long-term return
assumptions justify their inclusion. A long-term focus on investment results as well as prudent
diversification across financial markets will be the primary risk control mechanisms.

In its investment strategy, the Treasurer relies on prevailing financial theory, which currently utilizes a long-
term diversified asset allocation strategy. A prudently allocated investment program possesses a significant
level of diversification, which produces risk reduction. In terms of impact, diversification shall be considered
along the following lines: (1) asset classes (stocks, bonds, cash, etc.); (2) geography/country; (3) industry;
(4) maturity; and (5) duration.

Contributions to the Program will be directed to one or more of the available Portfolios (the “Portfolios”),
each composed of a designated mix of investments or an individual investment fund. The determination of
the investment parameters of each Portfolio shall be made by the Treasurer and shall take into account the
financial characteristics of the investments in the Program. The investment parameters will also give due
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consideration to the fact that the investment horizon for participants will vary from a few months to over 18
years.

The Treasurer will review the investment performance of each Portfolio at least quarterly and shall review
this Policy at least annually.

The holdings of the Program and the Portfolios may be divided into the following broad asset categories:
A. Short-Term Investments;

Fixed Income Investments;

B

C. Real Estate Investments;

D. Domestic Equity Investments; and
E

International Equity Investments.

The Treasurer will establish reasonable guidelines for each Portfolio, specifying (as applicable) limits on
asset and asset class exposures, risk constraints and investment return objectives. While the investment
parameters offered under the Program are developed by the Treasurer, participants bear the risk of
investment results. Individual participants who seek investments materially different from those offered
may wish to select an investment alternative outside of the Program.

The administration and offering of the Program should not be relied upon as a guarantee to participants.
Each participant should seek appropriate advice as he or she deems necessary.

Consistent with achieving the foremost investment objectives of the Treasurer set forth herein, the
Treasurer will endeavor to identify and evaluate investment managers that are more than 50% owned
and/or managed by minorities, women, military veterans, or disabled persons.

Consistent with achieving the foremost investment objectives of the Treasurer set forth herein, the
Treasurer will prudently exercise investment stewardship to maximize anticipated financial returns,
minimize projected risk, and more effectively execute its fiduciary duty. Sustainability factors shall be
implemented within such a framework predicated on the following:

A. Prudent integration of material sustainability factors, including, but not limited to (1) corporate
governance and leadership factors, (2) environmental factors, (3) social capital factors, (4) human
capital factors, and (5) business model and innovation factors, as components of portfolio
construction, investment decision-making, investment analysis and due diligence, prospective
value proposition, risk management, and investment ownership, given that these tangible and
intangible factors may have material and relevant financial impacts;

B. Recurring evaluation of sustainability factors to ensure the factors are relevant and decision-useful
to the Program and the evolving marketplace;
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C. Attentive oversight of investment holdings to encourage the advancement of sustainability
accounting and disclosure through the exercise of proxy voting rights and engagement with entities
— such as investment funds, investment holdings, portfolio companies, government bodies, and
other organizations — and move the marketplace toward more prudent, sustainable business
practices; and

D. Consideration of other relevant factors such as legal, regulatory, and reputational risks that enable
an optimal risk management framework and supports long-term investment value.

4.0 Investment Objectives

The overall investment program for the Program and, as applicable, the Portfolios provided to the
participants shall seek to achieve the following long-term investment objectives:

A. A long-term competitive rate of return on investments that is equal to or exceeds a return of the
applicable benchmarks shown in Section 7.0 hereof; and

B. An investment program flexible enough to meet the needs of participants based upon their age or
investment objective and which provides each participant with the ability to invest in a diversified
portfolio to meet his or her investment goals.

5.0 Investment Responsibilities

The Treasurer is responsible for the investment policy statement, the direction of investments and
administration of the assets of the Program. In order to properly carry out his responsibilities, the Treasurer
may rely on one or more contractors to assist in the administration of the Program. The Treasurer will
engage and plan to rely heavily on said contractor (the “Manager”) for administrative services as well as
the contractor’s pertinent investment advisor, should they retain one, for investment management services.
The Treasurer also plans to rely heavily on an external investment consultant for investment advisory
services. Among the current responsibilities of the Manager is the implementation of the investment
strategy outlined in this Policy and the rebalancing of the Age-Based and Target Portfolios when market
movement and/or cash flows cause an asset class to be outside its policy allocation bands. With the
Treasurer’s approval, the Manager may retain an investment advisor to provide it with portfolio design, due
diligence and ongoing monitoring services with respect to the Portfolios and the implementation of the
investment strategy outlined in this Policy. The Treasurer and the Manager shall meet quarterly to review
portfolio performance as compared to the applicable benchmarks and peer group performance.

In managing the investments of the Program and the Portfolios, the Manager agrees that it will act with the
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 like character and with
like objectives.

In addition, the Treasurer may engage an independent investment consultant that will:

e Measure investment performance results, evaluate the investment program, and advise the
Treasurer as to the performance and continuing appropriateness of each investment manager;
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e Recommend modifications to the investment policies, objectives, guidelines, or management
structure as appropriate; and

e Promptly inform the Treasurer regarding significant matters pertaining to the investment program.
6.0 Investment Parameters

Contributions will be invested in one or more of the available Portfolios, each composed of a designated
mix of investments or an individual investment fund, which is appropriate for the age of the participant or
the investment objective of the Portfolio. Each Portfolio may allocate assets among domestic equity,
international equity, real estate, fixed-income, and/or short-term investments. The asset allocation of each
Portfolio will be established by the Treasurer and managed by the Manager. The Treasurer may adjust the
weighting in stocks, bonds, real estate, and cash in each Portfolio and may change the underlying
investment funds within the Portfolios consistent with this Policy.

The Policy target asset allocations and benchmarks for the underlying investments within the Age-Based

and Target Portfolios are shown in the following table. There is a permissible range of plus or minus 10%
of the target allocation for each underlying investment fund.
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7.0 Plan Options

Direct Plan: Index Age-Based and Target Portfolios

Age-Based Portfolios Age of Beneficiary
Aggressive Option 0-2 3-5| 6-8 | 9-10 11-12 | 13-14|15-16|17-18| 19+
Moderate Option 0-2 3-5 -8 9-10 11-12|13-14)15-16 | 17-18 | 19+
Conservative Option 0-2 - 6-8 9-10 | 11-12| 13-14 | 15-16 | 17-18 19 +
. Equity Balanced Fixed
Target Portfolios Portfolio Portfolio Income
Asset Class Benchmark
Domestic |CRSP ~ US. Totall o7 4o | 54 094 | 49.0% | 42.0% | 36.0% | 32.0% | 25.0% | 19.0% | 14.0% | 7.0% | 0.0%
Equity Market Index
Real Estate |MSCI US REIT Index 7.0% 6.0% | 5.0% | 5.0% 5.0% 3.0% 3.0% 2.0% 2.0% 1.0% 0.0%
Internation |FTSE Global All Cap| a5 0o, | 30,09 | 26.0% | 23.0% | 19.0% | 15.0% | 12.0% | 9.0% | 4.0% | 2.0% | 0.0%
al Equity ex US Index
BofA/Merrill Lynch —
High Yield Master Il 0.0% 1.0% | 3.0% | 5.0% 5.0% 6.0% 7.0% 5.0% 5.0% 3.0% 0.0%
Index
Bloomberg Barclays
US. 15 vean oo | 20% | 4.0% | 6.0% | 9.0% | 11.0% | 14.0% | 22.0% | 25.0% | 22.0% | 20.0%
Domestic Gowernment / Credit
) Float Adjusted Index
Fixed
Income Bloomberg Barclays
U.S. Aggregate Float| 0.0% 4.0% | 7.0% | 11.0% 17.0% 23.0% | 24.0% | 25.0% | 25.0% | 25.0% | 15.0%
Adjusted Index
Bloomberg Barclays
U.S. 0-5 Year TIPS| 0.0% 2.0% | 3.0% | 4.0% 4.0% 4.0% 9.0% | 13.0% | 11.0% | 14.0% | 15.0%
Index
Bloomberg Barclays
Forei Global Aggregate ex-|
Bz:’t;g" USD Float Adjusted 0.0% | 1.0% | 3.0% | 4.0% | 5.0% 6.0% | 6.0% | 5.0% | 5.0% | 3.0% | 0.0%
RIC Capped Index
(USD Hedged)
Money H 0, 0, 0, 0, 0, 0, 0, 0, 0, 0, 0,
Market 3-month T-Bills 0.0% 0.0% | 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 9.0% | 23.0% | 50.0%
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Direct Plan: Multi-Firm Age-Based and Target Portfolios

Age-Based Portfolios Age of Beneficiary
Aggressive Option 0-2 3-5 6-8 | 9-10 11-12 13-14|15-16| 17-18 19+
Moderate Option 0-2 3-5 9-10 11-12|13-14| 15-16 | 17-18 | 19+
Conservative Option 0-2 3-5 6-8 9-10 | 11-12| 13-14 | 15-16 | 17-18 19+
. Equity Balanced Fixed
Target Portfolios Portfolio Portfolio Income

Asset Benchmark
Class

Russell 1000 Value 12.0% | 12.0% | 11.0% | 9.0% 8.0% 7.0% | 6.0% 4.0% 3.0% 2.0% 0.0%
Domestic S & P 500 Index 23.0% | 20.0% | 19.0% | 16.0% 14.0% 12.0% | 9.0% 7.0% 6.0% 2.0% 0.0%
Equity Russell 1000 Growth 12.0% | 12.0% | 11.0% | 9.0% 8.0% 7.0% | 6.0% 4.0% 3.0% 2.0% 0.0%

Russell 2500 Value 5.0% 50% | 4.0% | 4.0% 3.0% 3.0% | 2.0% 2.0% 1.0% 1.0% 0.0%
Russell 2500 Growth 5.0% 50% | 4.0% | 4.0% 3.0% 3.0% | 2.0% 2.0% 1.0% 0.0% 0.0%

Global FTSE EPRA/NAREIT]
Real Developed Real Estate| 7.0% 6.0% | 5.0% 5.0% 5.0% 3.0% | 3.0% 2.0% 2.0% 1.0% 0.0%
Estate Index

MSCI ACWI ex-U.S.
Index

Internatio |MSCI World ex-U.S.
nal Equity |Small Cap Index

MSCI Emerging
Markets Index

26.0% | 22.0% | 19.0% | 17.0% 14.0% 12.0% | 10.0% | 7.0% 4.0% 2.0% 0.0%

50% | 40% | 3.0% | 3.0% 2.0% 1.0% | 1.0% 1.0% 0.0% 0.0% 0.0%

5.0% | 40% | 40% | 3.0% 3.0% 2.0% | 1.0% 1.0% 0.0% 0.0% 0.0%

BofA/Merrill Lynch —
High Yield Master Il 0.0% 1.0% | 2.0% | 3.0% 3.0% 3.0% | 4.0% 3.0% 3.0% 2.0% 0.0%
Index

Bloomberg Barclays 1-
3 Year U.s.

| 0.0% 2.0% | 4.0% 6.0% 9.0% 11.0% | 14.0% | 22.0% | 25.0% | 22.0% | 20.0%
Government / Credit

Bond Index

Domestic

Fixed Bloomberg  Barclays

Income U.S. Aggregate Bond| 0.0% | 4.0% | 7.0% | 11.0% 17.0% 23.0% | 24.0% | 25.0% | 25.0% | 25.0% | 15.0%
Index
Bloomberg  Barclays
U.S. 0-5 Year TIPS| 0.0% 2.0% | 3.0% | 4.0% 4.0% 4.0% | 9.0% | 13.0% | 11.0% | 14.0% | 15.0%
Index
Credit Suissel 006 | 0.0% | 1.0% | 20% | 20% | 3.0% | 3.0% | 20% | 2.0% | 1.0% | 0.0%
Leveraged Loan Index

Global Bloomberg  Barclays

Bo‘:‘ das Global Aggregate] 0.0% | 1.0% | 3.0% | 4.0% 5.0% 6.0% | 6.0% | 50% | 5.0% | 3.0% | 0.0%
Index (Hedged)

Money H 0, 0, 0, 0, 0, 0, 0, 0, 0, 0, 0,

Market 3-month T-Bills 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 9.0% 23.0% | 50.0%

* Benchmarks are subject to change as mutually agreed by the Office and Manager in order to ensure that they remain appropriate
for each underlying investment and consistent with industry standards
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Each underlying investment fund’s return objective is to equal or exceed, over a five-year rolling period, the
return of the applicable benchmark. Volatility, measured by the standard deviation of quarterly returns over
that period, is expected to be similar to the benchmark. Each underlying investment is also expected to
perform favorably relative to its peer group.

To the extent that the assets of a Portfolio are invested in one or more underlying investments approved by
the Treasurer having investment objectives consistent with the above-noted asset allocation categories,
the above-noted percentage guidelines shall be deemed satisfied. This shall be the case even if such an
underlying investment’s assets may not be entirely invested in the asset class in which such underlying
investment has been placed.

Individual Fund Portfolios:
To provide additional diversity and flexibility to participants the Individual Fund Portfolios and underlying

investment funds the Treasurer selects will be described in the Program’s current Program Disclosure
Statement and may include the following asset classes:

Benchmark

3 Month T-Bills

Bloomberg Barclays 1-3 Year U.S. Government/Credit Bond Index
Bloomberg Barclays U.S. 1-5 Year Government/Credit Float Adjusted
Index

Bloomberg Barclays U.S. Aggregate Float Adjusted Index
Bloomberg Barclays U.S. Aggregate Bond Index

BofA/Merrill Lynch — High Yield Master 1l Index

Bloomberg Barclays U.S. 0-5 Year TIPS Index

Bloomberg Barclays Global Aggregate ex-USD Float Adjusted RIC
Capped Index (USD Hedged)

Asset Class
Money Market

Short Term Fixed Income

Core Bond

High Yield Bonds
Short Term U.S. TIPs

Foreign Bonds

Global Bonds Bloomberg Barclays Global Aggregate Index (Hedged)
Bank Loans Credit Suisse Leveraged Loan Index
Balanced 60% S&P 500 Index / 40% Bloomberg Barclays U.S. Aggregate Bond

Index

CRSP U.S. Total Market Index
Russell 1000 Value

S&P 500 Index

Russell 1000 Growth

Russell 2500 Value

All Cap US Equity
Large Cap Value
Large Cap Blend
Large Cap Growth
Small-Cap Value

Small-Cap Growth

Russell 2500 Growth

All-Country Non-US

FTSE Global All Cap ex US Index

Emerging Market

MSCI Emerging Markets Index

Non-U.S. Small Cap

MSCI World ex-U.S. Small Cap Index

Real Estate

MSCI U.S. REIT Index
FTSE EPRA/NAREIT Developed Real Estate Index
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8.0 Minority- and Woman-Owned Portfolios
The Treasurer may also add additional Individual Fund Portfolios — for example, Minority, Woman, Veteran,

and Disabled-Managed Portfolios — for participants who would like to have a more diverse set of investment
options as new viable options become available.
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1.0 Statement of Purpose of Investment Policy

The purpose of this Investment Policy Statement (the “Policy”) is to assist contractors retained by the Office
of the lllinois State Treasurer (“Treasurer”) to provide services related to the management of the assets of
the lllinois College Savings Pool that are contributed to the Bright Directions College Savings Program (the
“Program”) and to assist the Treasurer in evaluating the performance of such contractors by:

e Describing the Treasurer’s investment philosophy for the Program;
e Describing the Treasurer’s investment objectives for the Program;

e Specifying the responsibilities of the Treasurer and any contractors that provide investment
management services to the Program to thereby provide a basis to evaluate the performance of
contractors that provide services to the Program;

¢ Providing investment parameters for the investment of assets of the Program;

e Describing the Treasurer’s objective to include sustainability factors within the investment decision
process; and

e Detailing the investment plan options available through the Program and the applicable
performance benchmarks.

This is the official Policy of the Program. Deviation from this Policy is not permitted without prior, explicit,
written permission from the Treasurer.

2.0 Establishment and Authority of Entity

The Bright Directions College Savings Program has been established as part of the lllinois College Savings
Pool and is intended to qualify as a qualified tuition program in accordance with Section 529 of the Internal
Revenue Code of 1986, as amended. The Program is sold through financial advisors and was established
to complement the existing Bright Start College Savings Program by allowing families to utilize a financial
advisor to assist them with investing toward future college education expenses.

3.0 Participating Financial Institution

Accounts in the Program will be distributed through registered broker-dealers and financial institutions that
have entered into a Selling Agent Agreement with the designated distributor for the Program. All new
accounts in the Program will be processed through the designated participating financial institution.

4.0 Investment Philosophy

The Treasurer has adopted a long-term total return strategy for the Program and its investments. To achieve
the Program’s objectives, investments shall be diversified so as to minimize the risk of loss. While some
asset classes may experience short-term and intermediate-term volatility, their long-term return
assumptions justify their inclusion. A long-term focus on investment results as well as prudent diversification
across public security markets will be the primary risk control mechanisms.
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As part of its investment strategy, the Treasurer has relied on prevailing financial theory, which currently
utilizes a long-term diversified asset allocation strategy. A prudently allocated investment program
possesses a significant level of diversification, which produces risk reduction. In terms of impact,
diversification shall be considered along the following lines: (1) asset classes (stocks, bonds, cash, etc.);
(2) geography/country; (3) industry; and (4) maturity.

Contributions to the Program will be directed to one or more of the available Age-Based, Target, Individual,
each composed of a designated mix of investments or an individual investment fund. The determination of
the investment parameters of each Portfolio shall be made by the Treasurer and shall take into account the
financial characteristics of the investments in the Program. The investment parameters will also give due
consideration to the fact that the investment horizon for participants will vary from a few months to over 18
years.

The Treasurer will review the investment performance of each Portfolio at least quarterly and shall review
this Policy at least annually.

The holdings of the Program and the Portfolios are divided into the following broad asset categories:
A. Short-Term Investments;
B. Fixed Income Investments;
C. Real Estate Investments;
D. Domestic Equity Investments; and
E. International Equity Investments.

The Treasurer will establish reasonable guidelines for each Portfolio, specifying (as applicable) limits on
asset and asset class exposures, risk constraints and investment return objectives. While the investment
parameters offered under the Program are developed by the Treasurer, participants bear the risk of
investment results. Individual participants who seek investments materially different from those offered may
wish to select an investment alternative outside of the Program.

Section 30 of the State Treasurer Act (15 ILCS 505/30) declares that it is the policy of the Treasurer to
promote and encourage the use of businesses owned by or under the control of qualified veterans of the
armed forces of the United States, qualified service-disabled veterans, minority persons, women, or
persons with a disability (“MWVD Persons”) and sets forth the aspirational goal of directing 25% of the total
dollar amount of funds under management, purchases of investment securities, and other contracts to
businesses owned by or under the control of MWVD Persons. As such, consistent with achieving the
foremost investment objectives of the Treasurer set forth herein, the Treasurer will endeavor to identify and
evaluate investment managers that are more than 50% owned and/or managed by MWVD Persons.

Pursuant to the lllinois Sustainable Investing Act (30 ILCS 238/1 et seq.), the Treasurer shall prudently
integrate sustainability factors into its investment decision-making, investment analysis, portfolio
construction, risk management, due diligence and investment ownership in order to maximize anticipated
financial returns, minimize projected risk, and more effectively execute its fiduciary duty. As such, consistent
with achieving the foremost investment objectives of the Treasurer set forth herein, the Treasurer will
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prudently exercise investment stewardship and integrate sustainability factors within such a framework
predicated on the following:

A. Integration of Material Sustainability Factors — Prudent integration of material sustainability
factors, including, but not limited to (1) corporate governance and leadership factors, (2)
environmental factors, (3) social capital factors, (4) human capital factors, and (5) business model
and innovation factors, as components of portfolio construction, investment decision-making,
investment analysis and due diligence, prospective value proposition, risk management, and
investment ownership, given that these tangible and intangible factors may have material and
relevant financial impacts;

B. Regular Evaluation of Sustainability Factors — Recurring evaluation of sustainability factors to
ensure the factors are relevant and decision-useful to the Program and the evolving marketplace;

C. Active Ownership — Attentive oversight of investment holdings to encourage the advancement of
sustainability accounting and disclosure through the exercise of proxy voting rights and
engagement with entities — such as investment funds, investment holdings, portfolio companies,
government bodies, and other organizations — and move the marketplace toward more prudent,
sustainable business practices; and

D. Additional Relevant and Financially Material Factors — Consideration of other relevant factors
such as legal, regulatory, and reputational risks that enable an optimal risk management framework
and supports long-term investment value.

5.0 Investment Objectives

The overall investment program for the Program and, as applicable, the Portfolios provided to the
participants shall seek to achieve the following long-term investment objectives:

¢ A long-term competitive rate of return on investments that is equal to or exceeds a return of the
applicable benchmarks shown in Section 7.0 hereof; and

¢ Aninvestment program flexible enough to meet the needs of participants based upon their age or
investment objective and which provides each individual with the ability to invest in a diversified
portfolio to meet his or her long-term investment goals.

6.0 Investment Responsibilities

The Treasurer is responsible for the investment policy statement, the direction of investments and
administration of the assets of the Program. In order to properly carry out his responsibilities, the Treasurer
may rely on one or more contractors to assist in the administration of the Program. The Treasurer will
engage and plan to rely on said contractor (the “Manager”) for administrative services as well as the
contractor’s pertinent investment advisor, should they retain one, for certain investment management
services. The Treasurer also plans to rely heavily on an external investment consultant for investment
advisory services. Among the current responsibilities of the Manager is the implementation of the
investment strategy outlined in this Policy and the rebalancing of the Age-Based and Target Portfolios when
market movement and/or cash flows cause an asset class to be outside its policy allocation bands. With
the Treasurer’'s approval, the Manager may retain an investment advisor to provide it with portfolio design,
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due diligence and ongoing monitoring services with respect to the Portfolios and the implementation of the
investment strategy outlined in this policy. The Treasurer and the Manager shall meet quarterly to review
portfolio performance as compared to the applicable benchmarks and peer group performance.

In managing the investments of the Program and the Portfolios, the Manager agrees that it will act with the
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 like character and with
like objectives.

In addition, the Treasurer may engage an independent investment consultant that will:

e Measure investment performance results, evaluate the investment program, and advise the
Treasurer as to the performance and continuing appropriateness of each investment manager;

¢ Recommend modifications to the investment policies, objectives, guidelines, or management
structure as appropriate; and

e Promptly inform the Treasurer regarding significant matters pertaining to the investment program.
7.0 Investment Parameters

Contributions will be invested in one or more of the available Portfolios, each composed of a designated
mix of investments or an individual investment fund, which is appropriate for the age of the participant or
the investment objective of the Portfolio. Each Portfolio may allocate assets among domestic equity,
international equity, real estate, fixed-income, and/or short-term investments. The asset allocation of each
Portfolio will be established by the Treasurer and managed by the Manager. The Treasurer may adjust the
weighting in stocks, bonds, real estate, and cash in each Portfolio and may change the underlying
investment funds within the Portfolios consistent with this Policy.

The policy target asset allocations and benchmarks for the underlying investments within the Age- Based

and Target Portfolios are shown in the following table. There is a permissible range of plus or minus 10%
of the target allocation for each underlying investment fund.
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8.0 Plan Options
Age-Based Portfolios Age of Beneficiary
Aggressive Option 0-2 3-5 6-8 | 9-10 11-12 |13-14 |[15-16 |17-18 19+
Moderate Option 0-2 | 3-5 | 6-8 9-10 |11-12 [13-14 |15-16 |17-18
Conservative Option 0-2 3-5 6-8 9-10 11-12 |13-14 |15-16
. Fund Fund Fund Fund Fund
Target Portfolios 100 80 60 40 20
Asset
Class Benchmark
Russell 1000 Value 11.5% | 10.5% | 10.0% | 85% 7.5% 6.0% 5.0% 4.0% 3.0%
S &P 500 Index 23.0% | 21.0% | 19.0% | 17.0% | 14.0% | 12.0% | 100% | 8.0% 5.0%
Russell 1000 Growth 11.5% | 10.5% | 10.0% | 85% 7.5% 6.0% 5.0% 4.0% 3.0%
Df“‘es“ Russell 2000 Value 25% | 25% | 20% | 2.0% 15% 15% 1.0% 1.0% 0.0%
Equity
Russell 2500 Value 30% | 25% | 25% | 20% 2.0% 1.5% 1.5% 1.0% 1.0%
Russell Mid Cap Growth | 3.0% | 25% | 25% | 2.0% 2.0% 1.5% 1.5% 1.0% 1.0%
Russell 2000 Growth 25% | 25% | 20% | 20% 1.5% 1.5% 1.0% 1.0% 0.0%
Global FoE EPRANAREIT 7.0% | 60% | 50% | 50% | 40% | 40% | 30% | 20% | 2.0%
Estate
MSCI EAFE. 24.0% | 215% | 18.0% | 155% | 135% | 10.5% | 8.0% 50% 4.0%
e | Smalcan O US| a0 | 5% | s0% | 25% | 20% | 20% | 15% | 10% | 00%
MSCI Emerging Markets | 8.0% | 7.0% | 6.0% | 5.0% 4.5% 3.5% 2.5% 20% 1.0%
Bloomberg Barclays U.S.| 0.0% 0.0% 0.0% 0.0% 3.0% 5.5% 7.0% 11.0% 12.5%
Gov't/Credit 1-3yr
ML 1-3 yr Treasury 0.0% | 00% | 00% | 0.0% 3.0% 5.5% 70% | 11.0% | 12.5%
Domesti 25’;2;;2’5:;3'% US| 00% | 5.0% | 120% | 180% | 200% | 23.0% | 240% | 27.0% | 25.0%
¢ Fixed | ) mberg Barclays U.S
Income | 00 e e | 00% | 30% | 3.0% | 40% | 40% | 40% | 9.0% | 11.0% | 120%
BofA/Merrill  Lynch —
High Yield Master Il | 0.0% | 1.0% | 2.0% | 3.0% 3.5% 4.0% 4.0% 3.0% 3.0%
Index
Credit Suisse Leveraged 0% | 00% | 10% | 20% | 25% | 30% | 30% | 20% | 20%
Globa Bloomberg Barclays
| Global Aggregate (USD| 0.0% | 1.0% | 2.0% | 3.0% 4.0% 5.0% 6.0% 5.0% 5.0%
Bond Hedged)
S
Money | 3 i % % % % % % % % %
Nty -month T-Bills 00% | 00% | 00% | 0.0% 0.0% 0.0% 0.0% 0.0% 4.0%
o 3-month T-Bills 00% | 00% | 00% | 00% | 00% | 00% | 00% | 00% | 40%
Savings
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Each underlying investment fund’s return objective is to equal or exceed, over a five-year rolling period, the
return of the applicable benchmark. Volatility, measured by the standard deviation of quarterly returns over
that period, is expected to be similar to the benchmark. Each underlying investment fund is also expected
to perform favorably relative to its peer group.

To the extent that the assets of a Portfolio are invested in one or more underlying investment funds
approved by the Treasurer having investment objectives consistent with the above-noted asset allocation
categories, the above-noted percentage guidelines shall be deemed satisfied. This shall be the case even
if such underlying investment fund’s underlying assets may not be entirely invested in the asset class in
which such underlying investment fund has been placed.

Individual Fund Portfolios

Participants in the Program open their Accounts through registered broker-dealers and other financial
advisors. As a result, the Treasurer deems it appropriate to offer individual funds as separate Portfolios in
the Program. The Individual Fund Portfolios and underlying investment funds the Treasurer selects will be
described in the Program’s current Program Disclosure Statement and may include the following asset
classes:

Asset Class Benchmark
High Yield Savings 3 Month T-Bill
Money Market 3 Month T-Bill
Ultra Short Bond Bloomberg Barclays U.S. Gov't/Credit 1-3yr Index
Low Duration ML 1-3 Treasury Index
Bank Loans Credit Suisse Leveraged Loan Index
Corporate Bond Bloomberg Barclays U.S. Credit Index
Intermediate Bond Bloomberg Barclays U.S. Aggregate Bond Index
High Yield BofA/Merrill Lynch — High Yield Master Il Index
Global Bonds Bloomberg Barclays Global Aggregate (USD Hedged)
U.S. Short Term TIPS Bloomberg Barclays U.S. 0-5 Year TIPS Index
Balanced Bloomberg Barclays U.S. Aggregate Bond Index; S&P 500; MSCI EAFE
Large Cap Value Russell 3000 Value Index, Russell 1000 Value Index
Large Cap Growth Russell 1000 Growth Index
Large Cap Blend Russell 1000 Index, S&P 500
Mid-Cap Value Russell 2500 Value Index
Mid-Cap Growth Russell Mid-Cap Growth Index
Mid-Cap Blend \Wilshire 4500 Index
ISmall-Cap Value Russell 2000 Value Index
ISmall-Cap Growth Russell 2000 Growth Index
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'Small-Cap Blend Russell 2000 Index
Foreign Stock MSCI EAFE, MSCI World ex U.S. Small Cap, and MSCI Emerging Markets
[Socially Responsible IS&P 500
Real Estate DJ Wilshire Real Estate Securities

9.0 Minority and Woman Owned Portfolios

The Program has included the Woman- and Minority-Owned Portfolios for participants who would like to
have a more diverse set of investment options. The woman- and minority-owned underlying investment
funds utilized in the program were screened on the following initial criteria: (1) firms with at least 50% female
and/or racial minority ownership or (2) funds that have a woman and/or racial minority investment manager
that makes the portfolio management decisions (i.e., a minority-owned subadvisor), and (3) funds that
delivered above median returns over a 3-year and/or 5-year time period. The woman- and minority- owned
options provided in the program include relatively high scoring woman- and minority-owned investment
managers representing a diverse set of asset classes.

Contributions will be invested in one or more of the available Portfolios, each composed of an individual
investment fund, which is appropriate for the investment objective of the Portfolio. The Treasurer may
change the underlying investment funds within specially designated portfolios, such as the woman- and
minority-owned portfolios, consistent with this Policy.

The Treasurer may also add additional portfolios — for example, a veteran- or disabled-owned and/or
managed portfolio — as new viable options become available.
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1.0 Statement of Purpose of Investment Policy

The purpose of this Investment Policy Statement (the “Policy”) is to assist contractors retained by the Office of
the lllinois State Treasurer (“Treasurer”) to provide services related to the management of the assets of the
llinois College Savings Pool that are contributed to the Bright Directions College Savings Program (the
“Program”) and to assist the Treasurer in evaluating the performance of such contractors by:

e Describing the Treasurer’s investment philosophy for the Program;

e Describing the Treasurer’s investment objectives for the Program;

e Specifying the responsibilities of the Treasurer and any contractors that provide investment
management services to the Program to thereby provide a basis to evaluate the performance of
contractors that provide services to the Program;

¢ Providing investment parameters for the investment of assets of the Program;

e Describing the Treasurer’s objective to include sustainability factors within the investment decision
process; and

e Detailing the investment plan options available through the Program and the applicable
performance benchmarks.

This is the official Policy of the Program. Deviation from this Policy is not permitted without prior,
explicit, written permission from the Treasurer.

2.0 Establishment and Authority of Entity

The Bright Directions College Savings Program has been established as part of the lllinois College
Savings Pool, and is intended to qualify as a qualified tuition program in accordance with Section 529 of the
Internal Revenue Code of 1986, as amended. The Program is sold through financial advisors and was
established to complement the existing Bright Start College Savings Program by allowing families to utilize
a financial advisor to assist them with investing toward future college education expenses.

3.0 Participating Financial Institution

Accounts in the Program will be distributed through registered broker-dealers and financial institutions that
have entered into a Selling Agent Agreement with the designated distributor for the Program. All new
accounts in the Program will be processed through the designated participating financial institution.

4.0 Investment Philosophy

The Treasurer has adopted a long-term total return strategy for the Program and its investments. To achieve

the Program’s objectives, investments shall be diversified so as to minimize the risk of loss. While some asset
classes may experience short-term and intermediate-term volatility, their long-term return assumptions justify
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their inclusion. A long-term focus on investment results as well as prudent diversification across public security
markets will be the primary risk control mechanisms.

As part of its investment strategy, the Treasurer has relied on prevailing financial theory, which currently utilizes
a long-term diversified asset allocation strategy. A prudently allocated investment program possesses a
significant level of diversification, which produces risk reduction. In terms of impact, diversification shall be
considered along the following lines: (1) asset classes (stocks, bonds, cash, etc.); (2) geography/country; (3)
industry; and (4) maturity.

Contributions to the Program will be directed to one or more of the available Age-Based, Target, Individual,
each composed of a designated mix of investments or an individual investment fund. The determination of the
investment parameters of each Portfolio shall be made by the Treasurer and shall take into account the financial
characteristics of the investments in the Program. The investment parameters will also give due consideration
to the fact that the investment horizon for participants will vary from a few months to over 18 years.

The Treasurer will review the investment performance of each Portfolio at least quarterly and shall review this
Policy at least annually.

The holdings of the Program and the Portfolios are divided into the following broad asset categories:
A. Short-Term Investments;
B. Fixed Income Investments;
C. Real Estate Investments;
D. Domestic Equity Investments; and
E. International Equity Investments.

The Treasurer will establish reasonable guidelines for each Portfolio, specifying (as applicable) limits on asset
and asset class exposures, risk constraints and investment return objectives. While the investment parameters
offered under the Program are developed by the Treasurer, participants bear the risk of investment results.
Individual participants who seek investments materially different from those offered may wish to select an
investment alternative outside of the Program.

Section 30 of the State Treasurer Act (15 ILCS 505/30) declares that it is the policy of the Treasurer to promote
and encourage the use of businesses owned by or under the control of qualified veterans of the armed forces
of the United States, qualified service-disabled veterans, minority persons, women, or persons with a disability
(“MWVD Persons”) and sets forth the aspirational goal of directing 25% of the total dollar amount of funds under
management, purchases of investment securities, and other contracts to businesses owned by or under the
control of MWVD Persons. As such, consistent with achieving the foremost investment objectives of the
Treasurer set forth herein, the Treasurer will endeavor to identify and evaluate investment managers that are
more than 50% owned and/or managed by MWVD Persons.
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Pursuant to the lllinois Sustainable Investing Act (30 ILCS 238/1 et seq.), the Treasurer shall prudently integrate
sustainability factors into its investment decision-making, investment analysis, portfolio construction, risk
management, due diligence and investment ownership in order to maximize anticipated financial returns,
minimize projected risk, and more effectively execute its fiduciary duty. As such, consistent with achieving the
foremost investment objectives of the Treasurer set forth herein, the Treasurer will prudently exercise
investment stewardship and integrate sustainability factors within such a framework predicated on the following:

A. Prudent integration of material sustainability factors, including, but not limited to (1) corporate
governance and leadership factors, (2) environmental factors, (3) social capital factors, (4) human
capital factors, and (5) business model and innovation factors, as components of portfolio
construction, investment decision-making, investment analysis and due diligence, prospective
value proposition, risk management, and investment ownership, given that these tangible and
intangible factors may have material and relevant financial impacts;

B. Recurring evaluation of sustainability factors to ensure the factors are relevant and decision-useful
to the Program and the evolving marketplace;

C. Attentive oversight of investment holdings to encourage the advancement of sustainability
accounting and disclosure through the exercise of proxy voting rights and engagement with entities
— such as investment funds, investment holdings, portfolio companies, government bodies, and
other organizations — and move the marketplace toward more prudent, sustainable business
practices; and

D. Consideration of other relevant factors such as legal, regulatory, and reputational risks that enable
an optimal risk management framework and supports long-term investment value..

5.0 Investment Objectives

The overall investment program for the Program and, as applicable, the Portfolios provided to the
participants shall seek to achieve the following long-term investment objectives:

¢ A long-term competitive rate of return on investments that is equal to or exceeds a
return of the applicable benchmarks shown in Section 7.0 hereof; and

¢ An investment program flexible enough to meet the needs of participants based upon
their age or investment objective and which provides each individual with the ability to
invest in a diversified portfolio to meet his or her long-term investment goals.

6.0 Investment Responsibilities

The Treasurer is responsible for the investment policy statement, the direction of investments and
administration of the assets of the Program. In order to properly carry out his responsibilities, the
Treasurer may rely on one or more contractors to assist in the administration of the Program. The
Treasurer will engage and plan to rely on said contractor (the “Manager”) for administrative services as
well as the contractor's pertinent investment advisor, should they retain one, for certain investment
management services. The Treasurer also plans to rely heavily on an external investment consultant for
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investment advisory services. Among the current responsibilities of the Manager is the implementation of
the investment strategy outlined in this Policy and the rebalancing of the Age-Based and Target Portfolios
when market movement and/or cash flows cause an asset class to be outside its policy allocation bands.
With the Treasurer's approval, the Manager may retain an investment advisor to provide it with portfolio
design, due diligence and ongoing monitoring services with respect to the Portfolios and the
implementation of the investment strategy outlined in this policy. The Treasurer and the Manager shall
meet quarterly to review portfolio performance as compared to the applicable benchmarks and peer group
performance.

In managing the investments of the Program and the Portfolios, the Manager agrees that it will act with
the skill, prudence, anddiligence 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 like character and
with like objectives.

In addition, the Treasurer may engage an independent investment consultant that will:

e Measure investment performance results, evaluate the investment program, and advise the
Treasurer as to the performance and continuing appropriateness of each investment manager;

¢ Recommend modifications to the investment policies, objectives, guidelines, or management
structure as appropriate; and

e Promptly inform the Treasurer regarding significant matters pertaining to the investment
program.

7.0 Investment Parameters

Contributions will be invested in one or more of the available Portfolios, each composed of a designated
mix of investments or an individual investment fund, which is appropriate for the age of the participant or
the investment objective of the Portfolio. Each Portfolio may allocate assets among domestic equity,
international equity, real estate, fixed-income, and/or short-term investments. The asset allocation of each
Portfolio will be established by the Treasurer and managed by the Manager. The Treasurer may adjust
the weighting in stocks, bonds, real estate, and cash in each Portfolio and may change the underlying
investment funds within the Portfolios consistent with this Policy.

The policy target asset allocations and benchmarks for the underlying investments within the Age-Based

and Target Portfolios are shown in the following table. There is a permissible range of plus or minus 10%
of the target allocation for each underlying investment fund.
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8.0 Plan Options
Age-Based Portfolios Age of Beneficiary

Aggressive Option 0-2 3-5 6-8 9-10 11-12 13-14 15-16 17 -18 19 +

Moderate Option 0-2 3-5 9-10 11-12 13-14 15-16 17 -18 19 +

Conservative Option 0-2 3-5 6-8 9-10 11-12 13-14 15-16 17-18 19 +
Target Portfolios Fund 100 Fund 80 Fund 60 Fund 40 Fund 20 | Fund 10 Fixed

Income

Asset Class Benchmark
Russell 1000 Value 12.0% 12.0% 11.0% 9.0% 8.0% 7.0% 6.0% 4.0% 3.0% 2.0% 0.0%

S & P 500 Index 25.0% 22.0% 21.0% 17.0% 15.0% 13.0% 10.0% 8.0% 6.0% 2.0% 0.0%

Domestic |Russell 1000 Growth 12.0% 12.0% 11.0% 9.0% 8.0% 7.0% 6.0% 4.0% 3.0% 2.0% 0.0%

Equity Russell 2000 Value 3.0% 3.0% 2.0% 2.0% 2.0% 2.0% 1.0% 1.0% 1.0% 0.0% 0.0%

Russell 2000 2.0% 2.0% 2.0% 3.0% 1.0% 1.0% 1.0% 1.0% 0.0% 1.0% 0.0%

Russell 2000 Growth 3.0% 3.0% 2.0% 2.0% 2.0% 2.0% 1.0% 1.0% 1.0% 0.0% 0.0%

Global Real |[FTSE EPRAINAREIT |/ o0 | 500, | 50% | 50% | 50% | 30% | 30% | 20% | 20% 1.0% | 0.0%

Estate Global
MSCI EAFE 25.0% | 21.0% | 18.0% | 16.0% | 13.0% | 11.0% | 9.0% | 60% | 30% | 20% | 0.0%
Internation [MSCIWord ex-US. 15000 | 400, | 30% | 30% | 20% | 10% | 10% | 10% | 00% | oo% | o00%

: Small Cap
al Equi
auity MSCI Emerging

6.0% 5.0% 5.0% 4.0% 4.0% 3.0% 2.0% 2.0% 1.0% 0.0% 0.0%
Markets

3-month T-Bills
Bloomberg Barclays 0.0% 1.0% 2.0% 4.0% 5.0% 7.0% 8.0% 13.0% 15.0% 13.0% 12.0%
U.S. Gov't/Credit 1-3yr|

Domestic |ML 1-3 yr Treasury 0.0% 1.0% 2.0% 2.0% 4.0% 4.0% 6.0% 9.0% 10.0% 9.0% 8.0%

Fixed

Bloomberg Barclays
Income

0.0% 5.0% 10.0% 16.0% 22.0% 29.0% 31.0% 30.0% 30.0% 28.0% 15.0%
U.S. Aggregate Bond
Bloomberg Barclays

US. TIPS 0.0% 2.0% 3.0% 4.0% 4.0% 4.0% 9.0% 13.0% 11.0% 14.0% 15.0%

Foreign |CitiGroup Non-U.S.

Bonds |World Govt Bond 0.0% 1.0% 3.0% 4.0% 5.0% 6.0% 6.0% 5.0% 5.0% 3.0% 0.0%

Money

Market 3-month T-Bills 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 9.0% 23.0% 50.0%

Each underlying investment fund’s return objective is to equal or exceed, over a five-year rolling period,
the return of the applicable benchmark. Volatility, measured by the standard deviation of quarterly returns
over that period, is expected to be similar to the benchmark. Each underlying investment fund is also
expected to perform favorably relative to its peer group.

To the extent that the assets of a Portfolio are invested in one or more underlying investment funds

approved by the Treasurer having investment objectives consistent with the above-noted asset allocation
categories, the above-noted percentage guidelines shall be deemed satisfied. This shall be the case even
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if such underlying investment fund’'s underlying assets may not be entirely invested in the asset class

in which such underlying investment fund has been placed.

Individual Fund Portfoli

Participants in the Program open their Accounts through registered broker-dealers and other financial
advisors. As a result, the Treasurer deems it appropriate to offer individual funds as separate Portfolios
in the Program. The Individual Fund Portfolios and underlying investment funds the Treasurer selects
will be described in the Program’s current Program Disclosure Statement and may include the following

asset classes:

Asset Class

Benchmark

Money Market

3 Month T-Bill

Ultra Short Bond

Bloomberg Barclays U.S. Gov't/Credit 1-3yr Index

Low Duration

ML 1-3 Treasury Index

Corporate Bond

Bloomberg Barclays U.S. Credit Index

Intermediate Bond

Bloomberg Barclays U.S. Aggregate Bond Index

Foreign Bonds

Citigroup Non-U.S. World Government Bond Index

U.S. TIPS

Bloomberg Barclays U.S. TIPS Index

Balanced

Bloomberg Barclays U.S. Aggregate Bond Index; S&P 500;
MSCI EAFE

Large Cap Value

Russell 3000 Value Index, Russell 1000 Value Index

Large Cap Growth

Russell 1000 Growth Index

Large Cap Blend

Russell 1000 Index, S&P 500

Mid-Cap Value Russell 2500 Value Index
Mid-Cap Growth Russell Mid-Cap Growth Index
Mid-Cap Blend Wilshire 4500 Index

Small-Cap Value

Russell 2000 Value Index

Small-Cap Growth

Russell 2000 Growth Index

Small-Cap Blend

Russell 2000 Index

Foreign Stock

MSCI EAFE, MSCI World ex U.S. Small Cap, and MSCI
Emerging Markets

Socially Responsible

S&P 500

Real Estate

DJ Wilshire Real Estate Securities
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8.0 Minority- and Woman-Owned Portfolios

The Program has included the Woman- and Minority-Owned Portfolios for participants who would like to
have a more diverse set of investment options. The woman- and minority-owned underlying investment
funds utilized in the program were screened on the following initial criteria: (1) firms with at least 50%
female and/or racial minority ownership or (2) funds that have a woman and/or racial minority investment
manager that makes the portfolio management decisions (i.e., a minority-owned subadvisor), and (3) funds
that delivered above median returns over a 3-year and/or 5-year time period. The woman- and minority-
owned options provided in the program include relatively high scoring woman- and minority-owned
investment managers representing a diverse set of asset classes.

Contributions will be invested in one or more of the available Portfolios, each composed of an individual
investment fund, which is appropriate for the investment objective of the Portfolio. The Treasurer may
change the underlying investment funds within specially designated portfolios, such as the woman- and
minority-owned portfolios, consistent with this Policy.

The Treasurer may also add additional portfolios — for example, a veteran- or disabled-owned and/or
managed portfolio — as new viable options become available.
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1.0 Statement of Purpose of Investment Policy

The purpose of this Investment Policy Statement (the “Policy”) is to assist contractors retained by the
Office of the lllinois State Treasurer (“Treasurer”) to provide services related to the management of the
assets of the lllinois College Savings Pool that are contributed to the Bright Directions College Savings
Program (the “Program”) and to assist the Treasurer in evaluating the performance of such contractors by:

e Describing the Treasurer’s investment philosophy for the Program;
e Describing the Treasurer’s investment objectives for the Program;

e Specifying the responsibilities of the Treasurer and any contractors that provide investment
management services to the Program to thereby provide a basis to evaluate the performance of
contractors that provide services to the Program;

e Providing investment parameters for the investment of assets of the Program; and

e Detailing the investment plan options available through the Program and the applicable
performance benchmarks.

This is the official Policy of the Program. Deviation from this Policy is not permitted without prior,
explicit, written permission from the Treasurer.

2.0 Establishment and Authority of Entity

The Bright Directions College Savings Program has been established as part of the lllinois College
Savings Pool, and is intended to qualify as a qualified tuition program in accordance with Section 529 of the
Internal Revenue Code of 1986, as amended. The Program is sold through financial advisors and was
established to complement the existing Bright Start College Savings Program by allowing families to utilize
a financial advisor to assist them with investing toward future college education expenses.

3.0 Participating Financial Institution

Accounts in the Program will be distributed through registered broker-dealers and financial institutions
that have entered into a Selling Agent Agreement with the designated distributor for the Program. All
new accounts in the Program will be processed through the designated participating financial institution.

4.0 Investment Philosophy

The Treasurer has adopted a long-term total return strategy for the Program and its investments. To
achieve the Program’s objectives, investments shall be diversified so as to minimize the risk of loss.
While some asset classes may experience short-term and intermediate-term volatility, their long-term
return assumptions justify their inclusion. A long-term focus on investment results as well as prudent
diversification across public security markets will be the primary risk control mechanisms.
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As part of its investment strategy, the Treasurer has relied on prevailing financial theory, which currently
utilizes a long-term diversified asset allocation strategy. A prudently allocated investment program
possesses a significant level of diversification, which produces risk reduction. In terms of impact,
diversification shall be considered along the following lines: (1) asset classes (stocks, bonds, cash, etc.);
(2) geography/country; (3) industry; and (4) maturity.

Contributions to the Program will be directed to one or more of the available Age-Based, Target,
Individual, or Female- and Minority-Owned Portfolios (“Portfolios”), each composed of a designated mix
of investments or an individual investment fund. The determination of the investment parameters of each
Portfolio shall be made by the Treasurer and shall take into account the financial characteristics of the
investments in the Program. The investment parameters will also give due consideration to the fact that
the investment horizon for participants will vary from a few months to over 18 years.

The Treasurer will review the investment performance of each Portfolio at least quarterly and shall review
this Policy at least annually.

The holdings of the Program and the Portfolios are divided into the following broad asset categories:

A. Short-Term Investments;

B. Fixed Income Investments;

C. Real Estate Investments;

D. Domestic Equity Investments; and

E. International Equity Investments.
The Treasurer will establish reasonable guidelines for each Portfolio, specifying (as applicable) limits
on asset and asset class exposures, risk constraints and investment return objectives. While the
investment parameters offered under the Program are developed by the Treasurer, participants bear
the risk of investment results. Individual participants who seek investments materially different from those
offered may wish to select an investment alternative outside of the Program.
To the greatest extent feasible within the bounds of financial and fiduciary prudence, it is the policy of the
Treasurer to endeavor to actively identify and evaluate investment managers that are more than 50%
owned and/or managed by minorities, women, military veterans, or disabled persons.
Consistent with achieving the foremost investment objectives of the Treasurer set forth herein, the
Treasurer will prudently exercise investment stewardship to maximize anticipated financial returns,
minimize projected risk, and more effectively execute its fiduciary duty. Sustainability factors shall be
implemented within such a framework predicated on the following:

A. Prudent integration of material sustainability factors, including, but not limited to (1) corporate

governance and leadership factors, (2) environmental factors, (3) social capital factors, (4) human
capital factors, and (5) business model and innovation factors, as components of portfolio
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construction, investment decision-making, investment analysis and due diligence, prospective
value proposition, risk management, and investment ownership, given that these tangible and
intangible factors may have material and relevant financial impacts;

B. Recurring evaluation of sustainability factors to ensure the factors are relevant and decision-useful
to the Program and the evolving marketplace;

C. Attentive oversight of investment holdings to encourage the advancement of sustainability
accounting and disclosure through the exercise of proxy voting rights and engagement with entities
— such as investment funds, investment holdings, portfolio companies, government bodies, and
other organizations — and move the marketplace toward more prudent, sustainable business
practices; and

D. Consideration of other relevant factors such as legal, regulatory, and reputational risks that enable
an optimal risk management framework and supports long-term investment value.

5.0 Investment Objectives

The overall investment program for the Program and, as applicable, the Portfolios provided to the
participants shall seek to achieve the following long-term investment objectives:

e A long-term competitive rate of return on investments that is equal to or exceeds a return of
the applicable benchmarks shown in Section 7.0 hereof; and

¢ An investment program flexible enough to meet the needs of participants based upon their age
or investment objective and which provides each individual with the ability to invest in a diversified
portfolio to meet his or her long-term investment goals.

6.0 Investment Responsibilities

The Treasurer is responsible for the investment policy statement, the direction of investments and
administration of the assets of the Program. In order to properly carry out his responsibilities, the
Treasurer may rely on one or more contractors to assist in the administration of the Program. The
Treasurer will engage and plan to rely on said contractor (the “Manager”) for administrative services as
well as the contractor's pertinent investment advisor, should they retain one, for certain investment
management services. The Treasurer also plans to rely heavily on an external investment consultant for
investment advisory services. Among the current responsibilities of the Manager is the implementation of
the investment strategy outlined in this Policy and the rebalancing of the Age-Based and Target Portfolios
when market movement and/or cash flows cause an asset class to be outside its policy allocation bands.
With the Treasurer's approval, the Manager may retain an investment advisor to provide it with portfolio
design, due diligence and ongoing monitoring services with respect to the Portfolios and the
implementation of the investment strategy outlined in this policy. The Treasurer and the Manager shall
meet quarterly to review portfolio performance as compared to the applicable benchmarks and peer group
performance.
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In managing the investments of the Program and the Portfolios, the Manager agrees that it will act with
the skill, prudence anddiligence 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 like character and
with like objectives.

In addition, the Treasurer may engage an independent investment consultant that will:

e Measure investment performance results, evaluate the investment program, and advise the
Treasurer as to the performance and continuing appropriateness of each investment manager;

o Recommend modifications to the investment policies, objectives, guidelines, or management
structure as appropriate; and

e Promptly inform the Treasurer regarding significant matters pertaining to the investment
program.

7.0 Investment Parameters

Contributions will be invested in one or more of the available Portfolios, each composed of a designated
mix of investments or an individual investment fund, which is appropriate for the age of the participant or
the investment objective of the Portfolio. Each Portfolio may allocate assets among domestic equity,
international equity, real estate, fixed-income, and/or short-term investments. The asset allocation of each
Portfolio will be established by the Treasurer and managed by the Manager. The Treasurer may adjust
the weighting in stocks, bonds, real estate, and cash in each Portfolio and may change the underlying
investment funds within the Portfolios consistent with this Policy.

The policy target asset allocations and benchmarks for the underlying investments within the Age-Based

and Target Portfolios are shown in the following table. There is a permissible range of plus or minus 10%
of the target allocation for each underlying investment fund.
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Age-Based Portfolios Age of Beneficiary

Aggressive Option 0-2 3-5 6-8 9-10 | 11-12 | 13-14 | 15-16 | 17-18 | 19+

Moderate Option 0- 3-5 9-10 | 11-12 | 13-14 | 15-16 | 17-18 | 19+

Conservative Option 0-2 3-5 6-8 9-10 11-12 13-14 15-16 17-18 19 +
Target Portfolios Fund 100 Fund 80 Fund 60 Fund 40 Fund 20 | Fund 10| Fixed

Income

Asset Class Benchmark

Russell 1000 Value 12.0% 12.0% 11.0% 9.0% 8.0% 7.0% 6.0% 4.0% 3.0% 2.0% 0.0%
S & P 500 Index 25.0% 22.0% 21.0% 17.0% 15.0% 13.0% 10.0% 8.0% 6.0% 2.0% 0.0%
Domestic |Russell 1000 Growth 12.0% 12.0% 11.0% 9.0% 8.0% 7.0% 6.0% 4.0% 3.0% 2.0% 0.0%

Equity Russell 2000 Value 3.0% 3.0% 2.0% 2.0% 2.0% 2.0% 1.0% 1.0% 1.0% 0.0% 0.0%

Russell 2000 2.0% 2.0% 2.0% 3.0% 1.0% 1.0% 1.0% 1.0% 0.0% 1.0% 0.0%

Russell 2000 Growth 3.0% 3.0% 2.0% 2.0% 2.0% 2.0% 1.0% 1.0% 1.0% 0.0% 0.0%

Global Real |FTSE EPRA/NAREIT

Estate Global 7.0% 6.0% 5.0% 5.0% 5.0% 3.0% 3.0% 2.0% 2.0% 1.0% 0.0%

MSCI EAFE 250% | 21.0% | 180% | 16.0% | 13.0% | 11.0% | 90% | 6.0% | 30% | 20% | 0.0%
Internation [MSCIWorldex-US. | g0 | 400 | 300 | 30% | 20% | 10% | 10% | 10% | 00% | o0o0% | 00%
al Equity Small Cap

MSCI Emerging

6.0% 5.0% 5.0% 4.0% 4.0% 3.0% 2.0% 2.0% 1.0% 0.0% 0.0%
Markets

3-month T-Bills
Bloomberg Barclays 0.0% 1.0% 2.0% 4.0% 5.0% 7.0% 8.0% 13.0% 15.0% 13.0% 12.0%
U.S. Govt/Credit 1-3yr|

Domestic |ML 1-3 yr Treasury 0.0% 1.0% 2.0% 2.0% 4.0% 4.0% 6.0% 9.0% 10.0% 9.0% 8.0%

Fixed

Bloomberg Barclays
Income

0.0% 5.0% 10.0% 16.0% 22.0% 29.0% 31.0% 30.0% 30.0% 28.0% 15.0%
U.S. Aggregate Bond
Bloomberg Barclays

US. TIPS 0.0% 2.0% 3.0% 4.0% 4.0% 4.0% 9.0% 13.0% 11.0% 14.0% 15.0%

Foreign |CitiGroup Non-U.S.

Bonds |World Govt Bond 0.0% 1.0% 3.0% 4.0% 5.0% 6.0% 6.0% 5.0% 5.0% 3.0% 0.0%

Money

Market 3-month T-Bills 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 9.0% 23.0% 50.0%

Each underlying investment fund’s return objective is to equal or exceed, over a five-year rolling period,
the return of the applicable benchmark. Volatility, measured by the standard deviation of quarterly returns
over that period, is expected to be similar to the benchmark. Each underlying investment fund is also
expected to perform favorably relative to its peer group.

To the extent that the assets of a Portfolio are invested in one or more underlying investment funds
approved by the Treasurer having investment objectives consistent with the above-noted asset allocation
categories, the above-noted percentage guidelines shall be deemed satisfied. This shall be the case even
if such underlying investment fund's underlying assets may not be entirely invested in the asset class
in which such underlying investment fund has been placed.
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Individual Fund Portfoli

Participants in the Program open their Accounts through registered broker-dealers and other financial
advisors. As a result, the Treasurer deems it appropriate to offer individual funds as separate Portfolios
in the Program. The Individual Fund Portfolios and underlying investment funds the Treasurer selects
will be described in the Program’s current Program Disclosure Statement and may include the following

asset classes:

Asset Class

Benchmark

Money Market

3 Month T-Bill

Ultra Short Bond

Bloomberg Barclays U.S. Gov't/Credit 1-3yr Index

Low Duration

ML 1-3 Treasury Index

Corporate Bond

Bloomberg Barclays U.S. Credit Index

Intermediate Bond

Bloomberg Barclays U.S. Aggregate Bond Index

Foreign Bonds

Citigroup Non-U.S. World Government Bond Index

U.S. TIPS

Bloomberg Barclays U.S. TIPS Index

Balanced

Bloomberg Barclays U.S. Aggregate Bond Index;
S&P 500; MSCI EAFE

Large Cap Value

Russell 3000 Value Index, Russell 1000 Value Index

Large Cap Growth

Russell 1000 Growth Index

Large Cap Blend

Russell 1000 Index, S&P 500

Mid-Cap Value Russell 2500 Value Index
Mid-Cap Growth Russell Mid-Cap Growth Index
Mid-Cap Blend Wilshire 4500 Index

Small-Cap Value

Russell 2000 Value Index

Small-Cap Growth

Russell 2000 Growth Index

Small-Cap Blend

Russell 2000 Index

Foreign Stock

MSCI EAFE, MSCI World ex U.S. Small Cap, and
MSCI Emerging Markets

Socially Responsible

S&P 500

Real Estate

DJ Wilshire Real Estate Securities
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8.0 Female- and Minority-Owned Portfolios

The Program has included the Female- and Minority-Owned Portfolios for participants who would like to
have a more diverse set of investment options. The female- and minority-owned underlying investment
funds utilized in the program were screened on the following initial criteria: (1) firms with at least 50%
female and/or racial minority ownership or (2) funds that have a female and/or racial minority investment
manager that makes the portfolio management decisions (i.e., a minority-owned subadvisor), and (3) funds
that delivered above median returns over a 3-year and/or 5-year time period. The female- and minority-
owned options provided in the program include relatively high scoring female- and minority-owned
investment managers representing a diverse set of asset classes.

Contributions will be invested in one or more of the available Portfolios, each composed of an individual
investment fund, which is appropriate for the investment objective of the Portfolio. The Treasurer may
change the underlying investment funds within specially designated portfolios, such as the Female- and
Minority-Owned Portfolios, consistent with this Policy.

The Treasurer may also add additional portfolios — for example, a veteran- or disabled-owned and/or
managed portfolio — as new viable options become available.
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Independent Auditor’s Report on Internal Control Over Financial
Reporting and on Compliance and Other Matters Based on an
Audit of Financial Statements Performed in Accordance
with Government Auditing Standards

Honorable Frank J. Mautino
Auditor General
State of lllinois

As Special Assistant Auditors for the Auditor General, we have audited, in accordance with the auditing
standards generally accepted in the United States of America and the standards applicable to financial audits
contained in Government Auditing Standards issued by the Comptroller General of the United States, the
financial statements of the College Savings Program, a fiduciary (investment trust) fund of the State of lllinois,
Office of the Treasurer, as of and for the year ended June 30, 2022, and the related notes to the financial
statements, which collectively comprise the College Savings Program’s financial statements, and we have
issued our report thereon dated March 23, 2023.

Report on Compliance and Other Matters

As part of obtaining reasonable assurance about whether the State of lllinois, Office of the Treasurer, College
Savings Program’s financial statements are free from material misstatement, we performed tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements, noncompliance with
which could have a direct and material effect on the financial statements. However, providing an opinion on
compliance with those provisions was not an objective of our audit, and accordingly, we do not express such
an opinion. The results of our tests disclosed no instances of noncompliance or other matters that are required
to be reported under Government Auditing Standards.

Report on Internal Control Over Financial Reporting

Management of the State of lllinois, Office of the Treasurer is responsible for establishing and maintaining
effective internal control over financial reporting (internal control).

In planning and performing our audit of the financial statements, we considered the State of lllinois, Office of
the Treasurer’s internal control of the College Savings Program as a basis for designing audit procedures that
are appropriate in the circumstances for the purpose of expressing our opinion on the financial statements, but
not for the purpose of expressing an opinion on the effectiveness of the State of lllinois, Office of the Treasurer’s
internal control. Accordingly, we do not express an opinion on the effectiveness of the State of lllinois, Office
of the Treasurer’s internal control.

A deficiency in internal control exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent, or detect and correct,
misstatements on a timely basis. A material weakness is a deficiency, or a combination of deficiencies, in
internal control, such that there is a reasonable possibility that a material misstatement of the entity’s financial
statements will not be prevented, or detected and corrected on a timely basis. A significant deficiency is a
deficiency, or a combination of deficiencies, in internal control that is less severe than a material weakness,
yet important enough to merit attention by those charged with governance.
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Our consideration of internal control was for the limited purpose described in the first paragraph of this section
and was not designed to identify all deficiencies in internal control that might be material weaknesses or
significant deficiencies. Given these limitations, during our audit, we did not identify any deficiencies in
internal control that we consider to be material weaknesses. However, material weaknesses or significant
deficiencies may exist that have not been identified.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and compliance and
the results of that testing, and not to provide an opinion on the effectiveness of the State of lllinois, Office of
the Treasurer’s internal control or on compliance. This report is an integral part of an audit performed in
accordance with Government Auditing Standards in considering the State of lllinois, Office of the Treasurer’s
internal control and compliance. Accordingly, this communication is not suitable for any other purpose.

SIGNED ORIGINAL ON FILE

Crowe LLP
Springfield, lllinois
March 23, 2023
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