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ILLINOIS STATE EMPLOYEES' DEFERRED COMPENSATION PLAN
FINANCIAL STATEMENT REPORT
SUMMARY

The audits of the accompanying statements of plan net position of the State of Illinois,
Department of Central Management Services State Employees' Defened Compensation Plan
Fund (755) (Plan) as of December 31 , 2012 and 2011 , and the related statements of changes in
plan net position for the years then ended, were perfonned by Sikich LLP as Special Assistant
Auditors to the Auditor General, State of Illinois.
Based on their audits, the auditors expressed an unmodified opinion on the Plan's basic financial
statements as noted above for the years ended December 31, 2012 and 2011.
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INDEPENDENT AUDITOR'S REPORT

Honorable William G. Holland
Auditor General
State of Illinois
As Special Assistant Auditors for the Auditor General, we have audited the accompanying
financial statements of the State Employees' Defened Compensation Plan Fund (755) of the
State of Illinois, Depmiment of Central Management Services as of and for the years ended
December 31, 2012 and 2011 , and the related notes to the financial statements, as listed in the
table of contents.
Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements
in accordance with accounting principles generally accepted in the United States of Ame1ica; this
includes the design, implementation, and maintenance of intemal control relevant to the
preparation and fair presentation of financial statements that are free from mate1ial misstatement,
whether due to fraud or enor.
Auditor's Responsibility

Our responsibility is to express an opinion on these financial statements based on our audits. We
conducted our audits in accordance with 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. Those standards
require that we plan and perfonn the audits to obtain reasonable assurance about whether the
financial statements are free of material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor's
judgment, including the assessment of the risk of material misstatement of the financial
statements, whether due to fraud or enor. In making those 1isk assessments, the auditor
considers intemal control relevant to the entity's preparation and fair presentation of the financial
statements in order to design audit procedures that are appropliate in the circumstances, but not
for the purpose of expressing an opinion on the effectiveness of the entity's intemal control.
Accordingly, we express no such opinion. An audit also includes evaluating the approp1iateness
of accounting policies used and the reasonableness of significant accounting estimates made by
management, as well as evaluating the overall presentation of the financial statements.
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We believe that the audit evidence we have obtained is sufficient and approp1iate to provide a
basis for our audit opinion.

Opinion
In our opinion, the financial statements refened to above present fairly, in allmate1ial respects,
the plan net position of the State Employees' Deferred Compensation Plan Fund (755) of the
State oflllinois, Depmiment of Central Management Services, as ofDecember 31,2012 and
2011, m1d the changes in plan net position thereof for the years then ended in accordance with
accounting p1inciples generally accepted in the United States of Amelica.

Emphasis of Matter
As discussed in Note 1, the financial statements present only the State Employees' Deferred
Compensation Plan Fund (755), a fund ofthe State of Illinois, Department of Central
Management Services, and do not purport to, and do not present fairly, the financial position of
the State of Illinois or the Department of Central Management Services, as of December 31, 2012
and 2011 , the changes in its financial position, or, where applicable, its cash flows for the years
then ended in accordance with accounting plinciples generally accepted in the United States of
Ame1ica. Our opinion is not modified with respect to this matter.

Other l\1atters
Required Supplem.entmy Information
The State of Illinois, Department of Central Management Services has omitted the management's
discussion and analysis for the State Employees' Defened Compensation Plan Fund (755) that
accounting p1inciples generally accepted in the United States of Amelica require to be presented
to supplement the financial statements. Such missing infonnation, although not a pmi of the
financial statements, is required by the Governmental Accounting Standards Board who
considers it to be an essential pali of financial repmiing for placing the financial statements in an
approp1iate operational, economic, or histmical context. Our opinion on the financial statements
is not affected by this missing infon11ation.

Other Inform.ation
Our audits were conducted for the purpose of fonmng opinions on the financial statements of the
State Employees' Defened Compensation Plan Fund (755) ofthe State of Illinois, Depmiment of
Central Management Services. The accompanying combined schedules of receipts,
disbursements, and changes in cash balances, schedules of investment increases, deductions, and
balances and schedules of administrative costs are presented for purposes of additional analysis
and are not a required part of the financial statements. The accompanying supplementary
infonnation, as listed in the table of contents, is the responsibility of management m1d was
delived from and relates directly to the underlying accounting and other records used to prepare
the financial statements. Such infonnation has been subjected to the auditing procedures applied
in our audits of the financial statements and ce1iain additional procedures, including comparing
and reconciling such infonnation directly to the underlying accounting and other records used to
5

prepare the financial statements or to the financial statements themselves, and other additional
procedures in accordance with auditing standards generally accepted in the United States of
Ametica. In our opinion, the accompanying supplementary infom1ation, as listed in the table of
contents, is fairly stated, in all material respects, in relation to the financial statements as a whole.
Other Reporting Required by Government Auditing Standards
In accordance with Government Auditing Standards, we have also issued our rep01t dated
June 14, 2013 on our consideration of the State of Illinois, Depmtment of Central Management
Services' internal control over financial repmting of the State Employees' Defened
Compensation Plan Fund (755) and on our tests of the State of Illinois, Depmtment of Central
Management Services' compliance with certain provisions oflaws, regulations, contracts and
grant agreements, and other matters. The purpose of that report is to desctibe the scope of our
testing ofintemal control over financial reporting and compliance and the results of that testing,
and not to provide an opinion on the intemal control over financial repmting or on compliance.
That repmt is an integral part of a11 audit perfonned in accordance with Government Auditing
Standards in consideting the State of Illinois, Depmtment of Central Management Services',
State Employees' Defened Compensation Plan Fund (755) intemal control over financial
repmting and complim1ce.
Purpose of this Report
The purpose of this repmt is solely for the infom1ation and use of the Auditor General, the
General Assembly, the Legislative Audit Commission, the Governor, the Comptroller, the
Illinois State Board of Investment, and Depmtment management. Accordingly, this
cmmnunication is not suitable for any other purpose

Springfield, Illinois
June 14, 2013
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ILLINOIS STATE EMPLOYEES' DEFERRED COMPENSATION PLAN
STATEMENTS OF PLAN NET POSITION
PENSION TRUST FUND
December 31 ,2012 and 2011

2012

ASSETS
Cash and cash equivalents
Cash in custody of State Treasurer
Cash advanced to recordkeeping agent
Total cash and cash equivalents
Accounts receivable
Investments
Investment contracts
Bond trust funds
Mutual funds
Equity trust funds
Ammities
Total investments

$

5,384,745
4,661 ,092
10,045,837

20 11

$

5,867,485
1,750,645
7,618,130

2,526,846

1,067,964

908,941 ,43 6
104,867,904
2,215,014,646
254,133,126
874,772
3,483 ,831 ,8 84

828,865,631
97,934,585
1,990,221,243
229,080,215
987,807
3,147,089,481

Property and equipment
Office equipment, net of accumulated
depreciation of$140,973 and $140,307

665
3,496,404,567

3,155,776,240

LIABILITIES
Accounts payable
Accrued compensated absences

1,139,604
128,268

905,250
123,825

Total Liabilities

1,267,872

1,029,075

3,495,136,695

3,154,747,165

$ 3,495,136,695

$ 3,154,747,165

Total Assets

NET POSITION
Held in trust for deferr-ed compensation
benefits and other purposes
TOTAL NET POSITION

The accompanying notes to financial statements are an integral pati of this statement.
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ILLINOIS STATE EMPLOYEES' DEFERRED COMPENSATION PLAN
STATEMENTS OF CHANGES IN PLAN NET POSITION
PENSION TRUST FUND
Years Ended December 31, 2012 and 2011
2011

2012
ADDITIONS
Contributions
Participant defenals
Patiicipant accounts transfened in from
qualified retirement plm1s
Total Contributions

$

Investment Income
Interest, dividends and other investment income
Net appreciation (depreciation) in fair value of investments
Total Investment Income
Less investment expense
Net Investment Income
Other Income (Expense)
Recordkeeping reimbursement income
Recordkeeping and marketing expense
Other operating income (expense)
Total Other Income (Expense)
Total Additions
DEDUCTIONS
Distributions:
Temlinations
Deaths
Hardship
Patiicipant accounts transfened out to
other qualified plans
Administrative costs
Total Deductions
CHANGE IN NET POSITION
NET POSITION, BEGINNING OF YEAR
NET POSITION, END OF YEAR

169,944,493

169,073 ,790

$

4,586,609
174,5 31,102

5,221,134
174,294,924

109,465,462
293,286,029
402,751,491
(478,752)
402,272,739

88,458 ,317
(127,122,263)
(38 ,663,946)
(598 ,230)
(39,262,176)

2,363,254
(1,874,299)

2,333 ,048
(1,970,534)

54
489,009

(124)
362,390

577,292,850

135,395,138

75,831,067
7,365,594
5,108,911

62,652,750
6,803,503
5,795,404

147,424,180
1,173,568

105,918,138
1,072,5 17

236,903,320

182,242,3 12

340,389,530

(46,847,174)

3,154,747,165

3,201,594,339

$ 3,495 ,136,695

$ 3,154,747,165

The accompanying notes to financial statements are an integral patt of this statement.
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ILLINOIS STATE EMPLOYEES' DEFERRED COMPENSATION PLAN
NOTES TO FINANCIAL STATEMENTS
December 31,2012 and 2011

1. ORGANIZATION

The Illinois State Employees' Deferred Compensation Plan (the Plan) is administered by the
State of illinois, Department of Central Management Services (the Department) at 801 South
i 11 Street, Sp1ingfield, Illinois. The Plan consists of the State Employees' DefeiTed
Compensation Fund (Fund 755), a pension tmst fund which records all the assets and
liabilities and additions and deductions of the plan. A pmtion of the Fund is held in the State
Treasury and ce1tain administrative costs are appropriated. The cunent Director is Malcolm
Weems. The cunent Deputy Director for the Bureau of Benefits is Janice Bmmeville and the
cunent acting division manager for the Plan is Jason Musgrave. The Plan employed nine
full-time employees dming 2012. The Illinois State Board of Investment has oversight
responsibilities for the Plan.
The Department is part of the executive branch of the State of Illinois and operates under the
authmity of and review by the Illinois General Assembly. Activities of the Plan are subject to
the authority of the Office of the Governor, the State's chief executive office, and other
depmiments of the executive and legislative branches ofthe govennnent (such as the State
Comptroller's Office) as defined by the General Assembly.
As desc1ibed in the illinois Comprehensive Annual Financial Repmt, the State of Illinois (the
State) is the oversight unit which includes all funds, elected offices, departments and agencies
of the State, as well as boards, cmmnissions, authmities, universities, and colleges over
which the State's executive or legislative branches exercise oversight responsibility. The
Department is pmi of the p1imary government of the State of Illinois ' executive branch.
These financial statements present the statement of plan net position and statement of
changes in plan net position for the years ended December 31 , 2012 and 2011 . The
statements are not intended to, and do not present the financial position or changes in
financial position of the Department or the State.
2. GENERAL DESCRIPTION OF THE PLAN
The following desc1iption of the Plan provides only general infmmation. Participants should
refer to the Plan agreement for a complete desctiption of the Plan's provisions.
General
The Plan was created in accordance with Illinois Compiled Statutes (40 ILCS 5/24-101) and
Section 457 of the Intemal Revenue Code. The first contributions to the Plan were made in
May 1979. Under Plan provisions, all employees of the State are eligible to voluntmily elect
to contribute a portion of their compensation into the Plan through payroll deductions.
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ILLINOIS STATE EMPLOYEES' DEFERRED COMPENSATION PLAN
NOTES TO FINANCIAL STATEMENTS- Continued

2. GENERAL DESCRIPTION OF THE PLAN- Continued
General - Continued
All amounts of compensation defened pursuant to the Plan, all property and rights purchased
with such amounts, and all income attributable to such amounts, prope1ty, or 1ights shall be
held in one or more custodial accounts for the exclusive benefit of participants and
beneficiar·ies under the Plar1. Pa1ticipants' rights under the Plar1 are limited to an amount
equal to the fair mar·ket value of the defened account for each participar1t.
Effective January 1, 1999, the State of Illinois amended the Plan in accordance with the
provisions oflntemal Revenue Code (IRC) Section 457(g). IRC Section 457(g) requires that
assets and income thereon be held in trust for the exclusive benefit of participants and their
beneficiaries. Accordingly, the net assets are no longer assets of the State of Illinois.
However, due to the administrative involvement of the State of Illinois, this Plan is repo1ted
as a pension trust fund as required by the Govemmental Accounting Standards Board
(GASB).
Contributions
In compliance with IRC Section 457, the Plan limits the amount of an individual's ammal
contribution to 100 percent of their a111mal taxable compensation, not to exceed $17,000 ar1d
$16,500 for 2012 and 2011, respectively, or $22,500 and $22,000 for participants age 50 or
older for 2012 and 2011, respectively. The State does not make any contributions to the Plan.
In the Plan, the mmual compensation on which the maximum is calculated is reduced by the
following:
•

Employee retirement system contributions, which are tax defened under Section 414(h)
of the IRC.

•

Payroll deductions for the payment of group health insurance premiums and member life
insurance premiums for coverage up to $5 0,000, elected by the employee through state
sponsored plans.

•

Employee contributions made to the Dependent or Medical Care Assistance Plan which
are authorized under Section 125 ofthe IRC.

In accordar1ce with IRC Section 457, the Plan allows participants a limited make-up on
defenals in the three years p1ior to the year a participant reaches nonnal retirement age. For
each of these three years, a participant can defer the regular limit plus an additional amount
based on actual underutilized defenals which were made in p1ior years, up to a maximum of
$34,000 and $33,000 in 2012 and 2011, respectively, or twice the regular limits.
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ILLINOIS STATE EMPLOYEES' DEFERRED COMPENSATION PLAN
NOTES TO FINANCIAL STATEMENTS- Continued

2. GENERAL DESCRIPTION OF THE PLAN- Continued
Payment of Benefits
Participants may withdraw the curr-ent value of funds contributed upon tetmination of
employment with the State of Illinois. Withdrawal can also be made due to financial
hardship if approved by a conunittee established by the Plan.
Upon retirement, patiicipants may select various payment options, including lump sum,
patiiallump sum, periodic payments or rollover to another qualified tax defened retirement
plan. The pmiicipants may wait to start the disttibution of their account up to the tax year
they tum age 70 'iS. They can also stop or change their elected disttibution method.
Pmiicipants with accounts less than or equal to $5,000 who tenninate their employment with
the State of Illinois are required to take a lump sum distribution or transfer to another
qualified retirement plan. Death beneficimies may select similar payment options as retired
employees. All investments of the Plan are held in custodial accounts for the exclusive
benefit of the participants until such time as payments are made.
3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Use of Estimates in Prepming Financial Statements
The preparation of financial statements in confonnity with accounting principles generally
accepted in the United States of Amelica requires management to make estimates and
assumptions 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 repmied
amounts of additions and deductions during the repmiing petiod. Actual results could differ
from those estimates.
Measurement Focus and Basis of Accounting
Pension Trust Fund financial statements are repmied using the economic resources
measurement focus and the accrual basis of accounting. Additions are recognized when
eamed and deductions are recorded when a liability is incurr-ed, regardless of when the related
cash flow takes place.
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ILLINOIS STATE EMPLOYEES' DEFERRED COMPENSATION PLAN
NOTES TO FINANCIAL STATEMENTS- Continued

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES- Continued
Cash and Cash Equivalents
Cash equivalents consist of money market mutual funds, funds maintained by the Office of
the State Treasurer, and cash advanced to recordkeeping agency representatives . The cash
advanced to the recordkeeping agent represents amounts withheld from employees but not
remitted to the investment caniers at December 31, and other amounts, such as reinvested
income and other fees .
Investment Valuation and Income Recognition
Investments in the guaranteed investment contracts are stated at fair value. Investments in
mutual funds are stated at fair value as detennined by using the closing price listed on
national exchanges as of December 31. Investments in equity trust funds are also stated at
fair value as repmied by the respective trustees and investment managers. Annuities are
stated at their present value of future payments calculated by the Plan using information as
repmied by the various insurance companies.
Interest income from the investments in the guaranteed investment contracts and interest
eamed on temporary cash deposits in both the State Treasury and with the recordkeeping
agent at the cmTent money market rates are recorded as eamed.
Capital Assets
Capital assets are canied at cost, net of accumulated depreciation. The illinois State
Employees' Defened Compensation Plan capitalizes purchases over $5,000 and uses the
straight-line method to depreciate approp1iate assets over their estimated useful lives
approximating five years.
Compensated Absences
Vested or accumulated vacation leave is recorded as a deduction and liability of the fund as
the benefits accrue to employees. Until January 1, 1984, sick leave, which generally is
earned one day per month with unlimited accumulation, was paid only where an employee
was absent due to illness or other acceptable circumstances as outlined by persormel
regulations. Effective January 1, 1984, upon death, retirement by resignation, or tennination
from State employment, employees are able to receive payment for one-half of accumulated
sick leave eamed subsequent to J anumy 1, 1984, or full service credit for such accumulated
sick leave under the State Employees' Article of the State Pension Code.
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ILLINOIS STATE EMPLOYEES' DEFERRED COMPENSATION PLAN
NOTES TO FINANCIAL STATEMENTS - Continued

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES- Continued
Compensated Absences - Continued
Effective January 1, 1998, upon death, retirement by resignation, or tennination from State
employment, employees are no longer able to receive payment for accumulated sick leave
eamed subsequent to January 1, 1998.
Changes in compensated absences are as follows:
2012

2011

Balance January 1
Additions
Deletions
Balance December 31

$ 123 ,825
34,508
(30,065)
$ 128.268

$ 107,889
16,064
(128)
$ 123.825

Amounts due within one year

$

-0

$

28 .839

Deferred Outflows/Inflows of Resources
In addition to assets, the statement of plan net position will sometimes report a separate
section for deferred outflows of resources. This separate financial statement element,
deferred outflows ofresources, represents a consumption of net position that applies to a
future period(s) and so will not be recognized as an outflow of resources (expense/
expenditure) until then. In addition to liabilities, the statement of plan net position will
sometimes report a separate section for defened inflows of resources. This separate financial
statement element, deferred inflows ofresources, represents an acquisition of net position
that applies to a future pe1iod(s) and so will not be recognized as an inflow of resources
(revenue) until that time.
Subsequent Events
Subsequent events are events or transactions that occur after the statement of net position
available for benefits date but before financial statements are issued or are available to be
issued. These events and transactions either provide additional evidence about conditions
that existed at the date of the statement of net position available for benefits, including the
estimates inherent in the process of preparing financial statements (that is, recognized
subsequent events), or provide evidence about conditions that did not exist at the date of the
statement of net position available for benefits but arose after that date (that is, non
recognized subsequent events).
The Plan has evaluated subsequent events tlu·ough June 14, 2013, which was the date that
these financial statements were available for issuance, and detennined that there were no
significant non-recognized subsequent events tlu·ough that date.
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ILLINOIS STATE EMPLOYEES' DEFERRED COMPENSATION PLAN
NOTES TO FINANCIAL STATEMENTS- Continued

4. RETIREMENT BENEFITS
Retirement benefits for Plan employees are provided under a separate State plan and are
funded by State approptiations which are invested and accounted for by other State agencies.
5. DEPOSITS AND INVESTMENTS
Deposits
Deposits in the custody of the State Treasurer are pooled and invested with other State funds
in accordance with the Deposit of State Moneys Act of the Compiled Statutes (15 ILCS
520/ 11 ). Funds held by the State Treasurer have not been categmized as to credit tisk
because the Plan does not own individual secmities. Detail on the nature of these deposits
and investments are available within the State of Illinois' Comprehensive Annual Financial
Rep mi.
Investments
The Plan's investment policy allows investment options selected by the Illinois State Board
of Investment (Board) after satisfactory review of such factors as the investment expetience
of the underlying manager, the suitability of the investment approach used, and the
investment record.
The Plan assets shall be invested with care, skill and diligence that would be applied by a
pmdent professional investor, acting in a like capacity and knowledgeable in the investment
of retirement funds and all transactions undertaken on behalf of the Plan shall be for the sole
interest of Plan patiicipants and beneficiaries.
The objective of the Board is to offer a sufficient range of investment options to allow
participants to diversify their account balances and construct pmifolios that reasonably span
the risk/retum spectmm.
In accordance with govenunental accounting standards, the net assets held in trust for
defened compensation benefits includes $874,772 and $987,807 at December 31, 2012 and
2011, respectively, of ammities due to retired pmiicipants who are receiving monthly
benefits. The accounts of those participants electing annuity payments have been liquidated
and closed by the Plan recordkeeper on the scheduled accounting date and the proceeds were
used by the Plan to purchase an ammity on behalf of the patiicipant, but not in the
participant's name.
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ILLINOIS STATE EMPLOYEES' DEFERRED COMPENSATION PLAN
NOTES TO FINANCIAL STATEMENTS- Continued

5. DEPOSITS AND INVESTMENTS- Continued
The canying and fair market value of investments and annuities are smmnarized as follows:
2012
Stable Return Fund:
Investment contracts - synthetic investment funds:
ING Life Insurance & Ammity Co.
JP Morgan Chase Co.
Monumental Life Insurance Co.
Rabobank Nederland
State Street Bank & Trust
Prudential Insurance Co.
New York Life Insurance Co.
# Nmihern Trust Co.
Total Stable Reh1rn Fund
Mutual Funds:
Columbia Acom Fund
Ariel Fund
Fidelity Puritan Fund
LSV Value Equity
T. Rowe Price Retirement Income Fund
T. Rowe Price Retirement 2005 Fund
T. Rowe Price Retirement 2010 Fund
T. Rowe Price Retirement 2015 Fund
T. Rowe Price Retirement 2020 Fund
T. Rowe P1ice Retirement 2025 Fund
T. Rowe P1ice Retirement 2030 Fund
T. Rowe Price Retirement 203 5 Fund
T. Rowe Price Retirement 2040 Fund
T. Rowe P1ice Retirement 2045 Fund
T. Rowe P1ice Retirement 2050 Fund
T. Rowe Price Retirement 2055 Fund
# Vanguard Total Bond Market Index Fund 
Institutional Shares
Vanguard Institutional Index Fund

$

203,892,122
21,018,951
217,633,451

229,942,813
182,564,664
53,889,435
908,941,436

$

133,979,642
182,921,494
166,009,327
105 ,225,089
100,496,804
33,561 ,752
106.671,523
828,865,631

952,080,8 69*
108 ,659,404*
274,627,831
37,871,116
20,656,964
7,189,092
41,323,303
57,791,337
72,557,550
34,311,602
29,453,768
15,978,065
13,490,119
6,139,3 03
1,28 0,004
1,954,736

877,588,254
97,777,412*
247,888,565
33,095,325
16,630,847
5,906,105
39,661,438
47,302,327
57,857,271
26,547,366
22,374,729
11,754,945
9,890,401
4,402,874
832,833
1,307,048

137,074,52 1
263,046,449

120,610,229
233,061,656

*Plan's i11vestment amount is greater than five percent of investment fund's total assets.
# Debt mutual funds
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ILLINOIS STATE EMPLOYEES' DEFERRED COMPENSATION PLAN
NOTES TO FINANCIAL STATEMENTS- Continued

5. DEPOSITS AND INVESTMENTS- Continued
2012
Mutual Funds - Continued:
# Vanguard Money Market Reserves Plime
Pmifolio - Institutional Shares
William Blair Int'l Sm Cap Growth Fund
Janus Adviser Intemational Growth Fund
Northern Small Capital Value Fund
Total Mutual Funds

$

84,519,730
4,048,324
24,242,584
26 717 975
2215,014,646

2011

$

84,116,905
3,179,007
24,507,494
23,928,212
1,990,221243

Bond Trust Funds:
T. Rowe Price Bond Trust I

104 867 904*

Equity Trust Funds:
Wellington Trust Diversified Growth
Lord Abbett Large Cap Core Strategy Account
llwesco l11temational Growth Equity Trust
Total Equity Trust Funds

38,476,903
115,625 ,690
100,030,533
254,133,126

33,881,154
105,322,373
89,876,688
229,080,215

27,104
36,523
24,191
1,245
43,454
1,580
231,089
23,814
6,587
16,709
76,698
385 778
874 772

32,430
43,016
30,519
1,627
46,750
6,088
243,518
26,675
15,477
26,762
94,899
420 046
987 807

$ 3.483,831,884

$ 3.147.089.481

Almuities:
Equitable Life Assurance Society
First Colony Life ll1surance Co.
Hmiford Life Insurance Co.
IDS Financial Services, Inc.
Lincoln National Life
Massachusetts Mutual Life Insurance Co.
Metropolitan Life Insurance Co.
New York Life Insurance Co.
Nmihwestem Mutual Life Insurance Co.
Prudential Insurance Co.
State Fann Life ll1surance Co .
The Travelers l11surance Co.
Total ammities
Total investments

*Plan's investment amount is greater than five percent of investment fund 's total assets.

# Debt mutual funds
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ILLINOIS STATE EMPLOYEES' DEFERRED COMPENSATION PLAN
NOTES TO FINANCIAL STATEMENTS- Continued

5. DEPOSITS AND INVESTMENTS- Continued
Custodial Credit Risk
Custodial credit risk for investments is the risk that, in the event of the failure of the
counterpmiy to the investment, the Plan will not be able to recover the value of its
investments that are in possession of an outside party. None of the Plan's investments are
subject to custodial credit risk.
Interest Rate Risk
Interest rate 1isk is the risk that changes in market interest rates will adversely affect the fair
value of an investment. Generally, the longer the maturity of an investment, the greater the
sensitivity of its fair value to changes in market interest rates. However, the Plan is a long
tenn retirement savings program with guidelines that consider a consistency ofperfonnance
compared to set benchmarks and peer groups over the longer tem1 rather than relying on an
occasional exceptional year or shmi pe1iod of poor perfonnance. Therefore, emphasis is
placed on the long-tenn objectives of the investment vehicles. Inte1im perfonnance reviews
are conducted to continually monitor the investment vehicles to detect any significant
changes or inegular progression that may prove to be outside the realm of the occasional
short-tenn underperformance.
Credit Risk
The Plan does have fonnal investment policies in place regarding the number of investment
options offered in each asset class (e.g. Large Growth stock fund, Large Value stock fund,
and Money Mm·ket fund) . Each of these options also has a perfonnance benchmark, which it
is measured against. Over a complete market cycle, each investment option's a1mualized
total return, after deducting fees, is expected to perfonn above the median of similar
portfolios for that investment objective in a comparable universe of investment options. A
Watch List is utilized by the Plan for investment options that fail to meet expectations. The
Plan employs an independent investment consultant who may recommend to the Illinois State
Bom·d of Investments to terminate an investment option based on the failure to adhere to
stated investment objectives or strategies; substantial changes in investment objectives;
mate1ial orgm1izational changes; underperfonnance of the stated objective; or failure to
maintain approp1iate diversification . The Plan also has fonnal procedures for the
replacement or dismissal of these investment options.
At December 31, 2012, the following debt mutual funds were rated as follows:

Al + (S&P)
AA- (Moody's)
Aaa (Moody's)

Nmihem Trust Company
Vanguard Total Bond Market Index Fund
Vanguard Money Market Reserves
Prime Pmifolio
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Average Maturity
58 days
7 years
59 days

ILLINOIS STATE EMPLOYEES' DEFERRED COMPENSATION PLAN
NOTES TO FINANCIAL STATEMENTS- Continued

6. PLAN ADMINISTRATION
By statute, the Department administers the Plan. The Department has entered into a contract
for recordkeeping services to be perfom1ed by T. Rowe Price Retirement Plan Services, Inc.
A. Asset charges intended to cover the costs of administration, including recordkeeping, are
computed monthly, withdrawn from pariicipants' accounts and recorded as revenue.
Since inception, the Plan has been able to consistently lov,rer the fee structure. In 2006,
the annual fee was .15 percent on the total account value with a maximum of $3 5. The
maximum fee was reduced in 2007 to $30. Effective January 2008, the Board declared a
fee holiday and there have been no annual fees charged to the participants. This is an
effort to reduce the balance of the Plan Fee Expense Account to a11 amount equal to
approximately one years' worth of expenses. Exchange fees for certain reallocations as
provided by the Plan were waived for 2012 but were incuned by pmiicipants during 2011.
Redemption fees were waived in 2012 m1d 2011 with the exception of excessive trading
fees for Willim11 Blair International Small Cap Growth Fund.
B. For the Stable Retum Fund, the investment management fees assessed by Invesco are
calculated daily, based on values during the quarter, in accordance with an ammal fee rate
applied to billable assets value. The fees are paid on a quarterly basis.
The billable assets value is detennined at the end of each preceding calendar month based
on 100 percent of total guaranteed investment contract assets. The annual fee rate
schedule is as follows:
.15 Percent of the first $50 million of billable assets,
.10 Percent of the next $250 million ofbillable assets, and
.05 Percent of billable assets in excess of $300 million.
C. The funds take their fund expenses, including investment management fees, before any
dividends and/or capital gains are declared. Their fees and expenses are ammiized and
charged to the funds on an ongoing basis and shared equally by all other shareholders of
the mutual funds.
D. Effective January 1, 2008, the Illinois State Board oflnvestment (ISBI) entered into a
new agreement with T. Rowe Price Retirement Plm1 Services, Inc. for expanded
recordkeeping services. This agreement was renegotiated and , as of Ap1il 1, 2010, the
fees were reduced to $35 per pmiicipant per year ($8.75 per quarier).
This fee was reduced by reimbursements of recordkeeping expenses from the
pariicipating investment funds.
Reimbursements of$2,363,254 exceeded fees of$1,874,299 by $488,955 for 2012.
Reimbursements of $2,333,048 exceeded fees of $1,970,534 by $362,5 14 for 2011.
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6. PLAN ADMINISTRATION - Continued
The Plan Fee Expense account (fonnerly known as the Reimbursement cash account)
held at T. Rowe Price Retirement Plan Services, Inc. eamed interest of $150 for 2012 and
$238 for 2011.
7. TAX STATUS
The Plan constitutes an eligible defe1Ted compensation plan under Section 457 of the Internal
Revenue Code and, therefore, the amounts of compensation (and eamings thereon) defelTed
by employees pmticipating in the Plan are not subject to federal income tax withholding nor
are they includable in taxable income until actually paid or otherwise made available to the
pmticipant, a beneficiary, or an estate. In addition, early distlibutions are not subject to the
10% federal tax penalty.
For lllinois Income Tax Act purposes, per p1ivate letter ruling issued by the lllinois
Department of Revenue on February 18, 1977, compensation defelTed under the Plan will be
treated the same as fm~ federal income tax. On December 19, 1988, the illinois Depmiment
of Revenue ruled that distlibutions from Internal Revenue Code Section 457 plans are not
taxable under the lllinois Income Tax Act. Distlibutions qualify as Illinois income tax
subtraction modifications and are not subject to withholding.
Amounts defened are subject to social secmity taxes in the yem· defelTed. Benefit payments
under the Plan do not constitute eamings and thus are not subject to social security taxes in
the year received as clmified by Social Secmity Act Amendments of 1983, P.L. 98-21.
The Plan obtained its latest determination letters on October 7, 1976 and February 18, 1977
for federal and state rulings, respectively. The Plan has been amended since receiving the
detennination letters. However, the Plan Administration (the Department) believes the Plan
is cunently designed and being operated in compliance with applicable requirements of the
Intemal Revenue Code.

19

SUPPLEMENTARY INFORMATION

ILLINOIS STATE EMPLOYEES' DEFERRED COMPENSATION PLAN
COMBINED SCHEDULES OF RECEIPTS, DISBURSEMENTS, AND
CHANGES IN CASH BALANCES
Years Ended December 31,2012 and 2011

2012

2011

$ 169,393 ,111

$ 169,097,556

4,586,609
705,775

5,221,134
1,109,075

22,391
1,300
174,709,186

23,600
21
175,451,386

173,991,070
1,174,280
26,576
175,191,926

173,634,985
1,094,721
151,188
174,880,894

EXCESS (DEFICIENCY) OF RECEIPTS OVER
DISBURSEMENTS

(482,740)

570,492

CASH BALANCE, BEGINNING OF YEAR

5,867,485

5,296,993

RECEIPTS
Patiicipant defelTals
Patiicipant accounts transferred in from other
qualified retirement plans
Transfer from Plan Fee Expense account
Interest received:
State Treasury
Other
Total receipts
DISBURSEMENTS
Transfers to service agent for investment
Administrative costs
Refunds
Total disbursements

CASH BALANCE, END OF YEAR

Note:

$

5,384,745

$

5,867,485

The above schedule presents the combined cash transactions, and sununmizes cash receipts and
cash disbursements in the State Employees' DefelTed Compensation Plan Fund in the State
Treasury. The ending cash balance has been reconciled to the balance repmied by the State
Comptroller.
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ILLINOIS STATE EMPLOYEES' DEFERRED COMPENSATION PLAN
SUMMARY SCHEDULES OF INVESTMENT INCREASES,
. DEDUCTIONS, Al\TD BALANCES
Years Ended December 31,2012 and 2011

2011

2012
INVESTMENT INCREASES
Defenal contributions
Participant accounts transfened in from
other qualified retirement plans
Reinvested income
Net appreciation (depreciation) in value
Total increase

$

166,615,051

$

5,231,435
87,936,344
(127,122,263)
134,470,841

5,166,358
107,404,717
293,286,029
572,472,155

INVESTMENT DEDUCTIONS
Distributions:
Terminations
Deaths
Hardship
Total dish·ibutions
PARTICIPANT ACCOUNTS TRANSFERRED OUT
TO OTHER QUALIFIED RETIREI'v1ENT PLANS
Total deductions in response to distribution
qualifying events
l\TET INCREASE (DECREASE) IN INVESTMENTS
DURING THE YEAR
INVESTMENT BALANCE, BEGINNING OF YEAR
INVESTMENT BALANCE, END OF YEAR

168,425 ,325

75,831,067
7,365,594
5,108,911
88,305,572

62,652,750
6,803,503
5,795,404
75,251,657

147,424,180

105,918,138

235,729,752

181,169,795

336,742,403

(46,698,954)

3,147,089,481

3,193,788,435

$ 3,483,831,884

$ 3,147,089,481

52,343

52,218

NUMBER OF PARTICIPANTS
AVERAGE ACCOUNT VALUE

$

66,558

$

60,268

LARGESTACCOUNTVALUE

$

1,907,625

$

1,617,548

SMALLESTACCOUNTVALUE

$

10

$

10

Note:

This schedule summarizes amounts withheld from State employees under the deferred compensation
program and which were invested in the various investment vehicles of the Plan. Due to timing
differences relating to the deposit of funds into the various investment vehicles, certain amounts may
be included in the cash balance at year-end and balances reflected on this schedule may not agree with
balances reported on the Statement of Plan Net Position.
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ILLINOIS STATE EMPLOYEES' DEFERRED COMPENSATION PLAN
SCHEDULES OF ADMINISTRATIVE COSTS
Years Ended December 31,2012 and 2011

2012
584,771 ~
423,522
12,319
48,489

1,281

539,064
359,889
6,527
60,621
326
104,202
245
1,332
(2 ,3 76)
82
2,605

$ 1,173,568

$ 1,072,517

$

Salaries
Fringe benefits
Teleconmmnication services
Computer Software and Services
Travel
Contractual services
Printing
Depreciation
Equipment
Other
Office supplies

101,125
1,395
666

TOTAL ADMINISTRATIVE COSTS

2011

$

Note: The above schedule smmnarizes the administrative costs incuned by the Depmiment of
Central Management Services in connection with the Defen·ed Compensation Plan. These
costs are stated on an accmal basis and have been paid from the State Employees' DefeiTed
Compensation Plan Fund. Alumal appropriations are made to the Depmiment from the Plan
for these administrative expenses. Purchases of investments in the various funds and
payments of benefits to participants are made under continuing appropriations provided under
Public Act 80-1181, effective January 30, 1978.
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INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN
AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE
WITH GOVERNlvfENT AUDITING STANDARDS

Honorable William G. Holland
Auditor General
State of Illinois
As Special Assistant Auditors for the Auditor General, we have audited, in accordance with the
auditing standards generally accepted in the United States of Amelica 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 State Employees'
Defened Compensation Plan Fund (755) of the State of Illinois, Department of Central
Management Services (Depmiment) as of and for the years ended December 31, 2012 and 2011
and the related notes to the financial statements, and have issued our repmi thereon dated June
14, 2013.
Internal Control Over Financial Reporting
In planning and perfonning our audits of the financial statements, we considered the
Depmiment's intemal control over financial repmiing (intemal control) to detennine the 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 Department's intemal control. Accordingly, we do not express an opinion on the
effectiveness of the Depmiment' s intemal control.
A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the nonnal course of perfonning their assigned functions , to
prevent, or detect and conect misstatements on a timely basis. A material wealmess is a
deficiency, or combination of deficiencies, in intemal control, such that there is a reasonable
possibility that a mate1ial misstatement of the entity's finm1cial statements will not be prevented,
or detected and conected on a timely basis. A significant deficiency is a deficiency, or a
combination of deficiencies, in intemal control that is less severe than a material weakness, yet
impmiant enough to merit attention by those charged with govemance.
Our consideration of intemal control was for the limited purpose dese1ibed in the first paragraph
of tllis section and was not designed to identify all deficiencies in intemal 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 mate1ial weaknesses.
However, material weaknesses may exist that have not been identified.
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Compliance and Other Matters
As part of obtaining reasonable assurance about whether the State Employees' Deferred
Compensation Plan Fund's (755) financial statements are free frommate1ialmisstatement, we
perfonned tests of its compliance with ce1tain provisions of laws, regulations, contracts and grant
agreements, noncompliance with which could have a direct and material effect on the
determination of financial statement amounts. However, providing an opinion on compliance
with those provisions was not an objective of our audits 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 repo1ied under Government Auditing Standards.

Purpose of this Report
This purpose of this repmi is solely to describe the scope of our testing of intemal control and
compliance and the results of that testing, and not to provide an opinion on the effectiveness of
the entity's intemal control or on compliance. Tllis report is an integral pari of an audit
perfonned in accordance with Government Auditing Standards in considering the entity's
intemal control and compliance. Accordingly, this conununication is not suitable for any other
purpose.

Sp1ingfield, Illinois
June 14, 2013
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