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Understanding Plan fees
and expenses

The State of lllinois Deferred Compensation Plan (DCP) provides
a great way to save for your retirement. It lets you defer part of
your salary before or after taxes and invest the money. Of course,
there are costs associated with participating in any 457 plan,

like the DCRP, for services like plan administration and investment
management. Take a few moments to understand these fees and
their impact on your retirement savings.

Fees associated with 457

retirement plans

Generally, there are four types of fees associated with 457 plans
like the DCP: individual service fees, plan redemption fees, plan
administrative fees, and investment management fees.

Individual services fees

There are individual service fees associated with various
services provided, such as loans. The DCP offers this service
to all participants in the DCP, but you only pay for it if you use
it. For example, if you were to initiate a loan, you would be
assessed a one-time loan initiation fee of $75, which covers the
cost of processing the loan. Other individual service fees may
include loan maintenance fee, distribution fee, etc.

Redemption fees

Although the DCP does not currently offer any investments

that charge a redemption fee, some 457 plans do carry them.
Redemption fees are designed to mitigate the effect of short-term
trading and protect the fund and its long-term investors, as well
as to help offset the transaction costs that may be generated

by frequent trading. Redemption fees are charged only to those
participants who sell shares of a mutual fund on or before a
designated holding period specified by the fund.
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Plan administrative fees

The fee you pay each quarter, along with any applicable DCP
investment administrative credit offsets, covers the administrative
cost of operating the Plan. This includes costs of both the state
and third-party administrator or recordkeeper. These expenses
include such services as investing the daily contributions, requests
for the purchase and sale of securities made by participants on
the Plan Account Line (PAL), distribution processing, Plan forms
processing, and trained representatives to answer participant
questions and telephone inquiries. Additional expenses include
producing and mailing account statements, educational services,
legal services, accounting and auditing services, and trustee and
consulting services.

By state law, the costs of the DCP must be borne by the
participants. These costs and the quarterly fee charged to
participants have fluctuated over time due to changes in total
expenses, economies of scale, market value of accounts, and
competitive bidding. Between 2007 and 2013, the lllinois State
Board of Investment (ISBI), which has general Plan oversight,
was able to provide a “fee holiday” in which participants did not
pay a plan administrative fee to the DCP to cover expenses.
During this time, the DCP spent down surplus reserves primarily
from investment administrative credit offsets provided by the
participating investment companies to pay these expenses.

DISTRIBUTION REMINDER

Installment payments scheduled for the month of January
2017 will be sent in the third week of the month. Please
note that all scheduled future installments, with the
exception of January installments, will continue to be
distributed on the first business day of each month.

continued on page 2

3Q16-NEWS-250901




Plan administrative fees (continued)

To illustrate, the chart below shows the actual historical
average annual cost/expense per participant of the DCP
and the average annual per-participant fee charged over
the last five years. As you will see, the average annual
plan administrative fee does not cover the total average
per-participant cost. The chart projects the remainder of
2016 and makes an assumption of what the fee might
need to be to cover the total Plan costs for 2017.*
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*2016 and 2017 are projected.

The Plan administrative fee is deducted from your quarter-end
account balance each quarter. It is shown on your quarterly
account statement in the Account at a Glance section as the
line item titled “Fees.”
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Investment fees

Investment management fees are charged by the mutual
fund, common trust, or separate account in which you have
contributed your savings to cover the investment manager’s
cost to manage the investment. For some of the mutual
fund options in the DCP, the investment management fee is
bundled with an administrative fee that covers the manager’s
cost to market and distribute the investment. When that
investment is part of a large employer-sponsored plan, such
as the DCP, the investment manager sometimes provides
an investment administrative fee credit back to the DCP

to reduce the cost of expenses. Together, the investment
management fee and the investment administrative fee
charged by a mutual fund are referred to as the “expense
ratio” and a “trustee fee” for common trusts. Separate
accounts only charge investment management fees.

For example, a 0.80% expense ratio for a mutual fund
equates to an annual fee of $8 per $1,000 invested to cover
the cost of managing the fund. On a balance of $100,000,
this equates to $800 annually. This fee is an indirect charge
to your investment in that fund, taken from the daily net
asset value (daily price) of the investment. This means that it
is deducted directly from the fund assets, thereby reducing
the rate of return of the investment. You do not see this fee
as a separate line item on your statement as it is reflected in
the rate of return for that investment.

Below are the fees that may be associated with your investment
options. Every shareholder helps pay for the services provided.

¢ Investment management fees—Paid to the fund’s
investment manager for overseeing the portfolio. They are
generally stated as a percentage of the amount of assets
invested in the fund.

¢ |nvestment administrative fees—In some investments,
such as mutual funds, the costs of administrative services
related to the investments, such as those associated with
the processing of transactions involving the funds and
maintaining account records, were reimbursed directly
back to the DCP to offset costs.

Over the past few years, ISBI has worked prudently to
lower the investment costs associated with the DCP without
sacrificing investment return, thus essentially allowing the
investment to earn more. In the previous example, if the
expense ratio was reduced to 0.40%, this equates to an
annual fee of $4 per $1,000. On a balance of $100,000

this equates to $400 annually, which is a savings of $400
annually in comparison.

NEXT STEPS
LLearn more about the appropriate asset allocation for your
investment goals at rps.troweprice.com/investsavings.

llinois Department of Central Management Services | 3




Investment fee structure for
the DCP

ISBI will continue to review the DCP and investment
management fees to ensure best practices.

The DCP has negotiated lower-cost investments over the
past several years, where feasible, that have resulted in the
elimination of the administrative fee from the expense ratio
for several of the investment options in the DCP.

This change means that participants in investments with

no administrative fee will see less of a reduction in the

rate of return on those investments. It also means that the
cost to administer the DCP cannot continue to be paid
through the investment administrative fee offset, since the
investment administrative fee has been eliminated from most
of the investments offered through the DCP. Therefore, the
quarterly plan administrative fee you pay from your account
will become the primary revenue source to cover the cost of
administering the DCP as mandated by law.

Special note for participants invested in funds with an
investment administrative fee: There are two investments

in the DCP that will continue to have an administrative fee
credit. Participants invested in either the Fidelity Puritan Fund
or the William Blair Small Cap Growth Fund will receive a
credit to their account each quarter to mitigate the impact of
the administrative fees charged by these funds.
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There are two investments offered in the DCP that
have an expense ratio that includes both an investment
management fee and an administrative fee. The other
investment options in the DCP (those not listed below)
do not have an administrative fee payment associated
with them. Participants invested in either of these funds
will receive a credit to their account.

Administrative
Investment Fee Payment

0.25%
0.15%

Fidelity Puritan Fund
William Blair Small Cap
Growth Fund

Would you like more information?

If you have questions or would like additional information,
you can call 1-888-457-5770 or log in to the website at
rps.troweprice.com to request a prospectus, trust report,
or other information.
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