JUNE 22, 2022

AGENDA ITEM 8
ACTION ITEM

SCHOLARSHARE INVESTMENT BOARD

Resolution to Approve Changes to the Board Administrative Fee for ScholarShare 529

Recommendation
ScholarShare Investment Board (SIB or Board) staff recommends the Board adopt Resolution No.
2022-13 approving changes to the Board Administrative Fee for ScholarShare 529 (Plan).

Background

SIB continually strives to provide Plan participants with an optimal, low-cost, and competitive
college savings plan. SIB staff and the Board’s 529 industry consultant, AKF Consulting Group
(AKF), have reviewed the fee structure for the Plan, and determined that a fee reduction would
provide an overall benefit to current and prospective Plan participants and make the Plan more
competitive among 529 college savings plans nationwide. As outlined in the analysis provided by
AKF (Exhibit A), SIB staff and AKF considered many factors and reviewed various fee reduction
options. As a result, SIB staff recommends a reduction of the Board Administrative Fee (Fee)
from 0.05% to 0.04% for the actively-managed (“active”) and environmental, social and
governance (“ESG”) investment portfolio options in the Plan, as listed below, upon the Plan’s
asset under management (the “AUM”) exceeding $15 billion.

o Active Enrollment Year Investment Portfolios o ESG Enrollment Year Investment Portfolios

o Active Diversified Equity Portfolio o Social Choice Equity Portfolio
o Active Growth Portfolio o ESG International Equity Portfolio
o Active Conservative Portfolio o ESG Bond Portfolio

o Active International Equity Portfolio

In addition, SIB staff and AKF reviewed the Fee revenue projected to be collected in future years,
following a Fee reduction upon the Plan’s AUM exceeding $15 billion, and are confident it will be
sufficient for the Board’s continued administration of the Plan by.
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RESOLUTION NO. 2022-13

RESOLUTION OF THE SCHOLARSHARE INVESTMENT BOARD
RELATING TO THE APPROVAL OF CHANGES TO THE BOARD
ADMINISTRATIVE FEE FOR SCHOLARSHARE 529

WHEREAS, the ScholarShare Investment Board (“SIB” or the “Board”) was created under
Education Code section 69980 et seq. (the “Golden State ScholarShare Trust Act” or “Act”);

WHEREAS, Section 69982(d) of the Act authorizes the Board to promulgate, impose, and
collect administrative fees and charges in connection with transactions of the ScholarShare Trust,
and provide for reasonable services charges;

WHEREAS, the SIB staff, in consultation with the Board’s 529 industry consultant, AKF
Consulting Group (the “Consultant”), have reviewed the fee structure for the ScholarShare 529
College Savings Plan (the “Plan”), and determined that a fee reduction to the Plan would provide
an overall benefit to current and prospective Plan participants and make the Plan more
competitive among 529 college savings plans nationwide; and

WHEREAS, the SIB staff recommend a reduction of the Board Administrative Fee (the
“Fee”) from 0.05% to 0.04% for the actively-managed (“active”) and environmental, social and
governance (“ESG”) investment portfolio options in the Plan upon the Plan’s asset under
management (the “AUM”) exceeding $15 billion.

NOW, THEREFORE, BE IT RESOLVED, that the Board hereby approves a reduction of the
Fee from 0.05% to 0.04% for the active and ESG investment portfolio options in the Plan, as listed
below, upon the Plan’s AUM exceeding $15 billion, as outlined in the Consultant’s analysis dated
June 22, 2022.

o Active Enrollment Year Investment Portfolios o ESG Enrollment Year Investment Portfolios

o Active Diversified Equity Portfolio o Social Choice Equity Portfolio
o Active Growth Portfolio o ESG International Equity Portfolio
o Active Conservative Portfolio o ESG Bond Portfolio

o Active International Equity Portfolio

Attest:

Chairperson

Date of Adoption:




ScholarShare Investment Board

Administrative Fee Reduction Analysis

June 22, 2022
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Overview of Projection Analysis

« Background:
* Current Board Administrative Fees are unchanged since 2013:
* 0% for Passive options
* 0.05% for ESG and Active options
* Program currently has excess reserves

* Purpose:
* Use excess reserves to reduce Board Administrative Fee
* Any fee reduction will not jeopardize operational integrity
» Lower fees will benefit participants

SIB Staff Recommendation:
* SIB Staff recommends a 0.01% Board Administrative Fee reduction at $15 billion in
Program assets under management
* AKF analysis supports this recommendation

* Implementation Benefits:
« Save Participants a projected $3.2 million over the next 13 years
 Enhance Program’s fee competitiveness for ESG and active options
» Demonstrate good governance
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Analysis Goals, Parameters and Assumptions

+ Goals:
* Project the impact of Fee reductions on reserves across market environments
» ldentify viable scenarios that maintain reserves above a desired cushion

* Projection Parameters:
* Projection period spans 13 years (FY 2022 to FY 2034)
* Multiple Fee reduction scenarios reviewed
* Program asset annual growth rates of 3% and 7%
* Projected reserves should never fall below the desired cushion

« Key Assumptions:
+ ESG and Active options represent 31% of Program assets
* 0.25% earnings rate on reserves
* An estimated $2.2 million in annual expenditures, which grow 2% annually as of
FY 2023
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Analysis Results and Recommendation

* Projection analysis results:
* Multiple viable scenarios presented to SIB Staff, including:
* Multiple breakpoints versus single breakpoint
* Immediate versus future breakpoint
» SIB Staff determined that a 0.01% Fee reduction at $15 billion is optimal

* AKF supports Staff recommendation based on the following:
* Reserves expected to remain strong even in a conservative market
* Reduced reserves should not impact Program operations

« Single Fee breakpoint leaves flexibility for future reductions
* Multiple breakpoints lock in future reductions today, removing flexibility to
revisit for potential changes later

« $15 billion asset threshold considers cash infusion from CalKIDS
*  While not immediate, the recommended reduction contemplates a very near-
term implementation

« A 0.01% reduction strikes the right balance
* 0.01% is more impactful than a 0.005% and offers more safeguards to
reserves than a 0.02% reduction
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AKF Legal Disclosure

Pursuant to Municipal Securities Rulemaking Board (“MSRB”) Rule G-42, on Duties of Non-Solicitor Municipal Advisors, Municipal Advisors are
required to make certain written disclosures to clients and potential clients which include, among other things, Conflicts of Interest and Legal or
Disciplinary events of AKF and its associated persons.

Conflicts of Interest

Compensation

AKF represents that in connection with the issuance of municipal fund securities, AKF receives compensation from its client issuers for services
rendered on an hourly, retainer or fixed fee basis. Consistent with the requirements of MSRB Rule G-42, AKF hereby discloses that such forms
of compensation may present a potential conflict of interest regarding AKF’s ability to provide unbiased advice regarding a municipal fund
security transaction. This potential conflict of interest will not impair AKF’s ability to render unbiased and competent advice or to fulfill its fiduciary
duty.

Other Municipal Advisor Relationships

AKF serves a wide variety of clients that may from time to time have interests that could have a direct or indirect impact on the interests of other
AKF clients. For example, AKF serves as Municipal Advisor to other municipal fund securities clients and, in such cases, owes a regulatory duty
to such clients just as it will with the entity receiving this proposal, if hired. These other clients may, from time to time and depending on the
specific circumstances, have competing interests. In acting in the interests of its various clients, AKF could potentially face a conflict of interest
arising from these competing client interests. AKF fulfills its regulatory duty and mitigates such conflicts by dealing honestly and with the utmost
good faith with all clients.

If AKF becomes aware of any potential or actual conflicts of interest after this disclosure, AKF will disclose the detailed information in writing to
the client or obligated person in a timely manner.

Legal or Disciplinary Events

AKF does not have any legal events or disciplinary history on its Form MA and Form MA-I, which includes information about any criminal actions,
regulatory actions, investigations, terminations, judgments, liens, civil judicial actions, customer complaints, arbitrations and civil litigation. You
may electronically access AKF’s most recent Form MA and each most recent Form MA-I filed with the Securities and Exchange Commission at
the following website: www.sec.gov/edgar/searchedgar/companysearch.html. If any material legal or regulatory action is brought against AKF,
AKF will provide complete and detailed disclosure to its clients, thereby allowing each client to evaluate AKF, its management and personnel.
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