MAKE
THE
DECISION
THAT'S
BEST FOR

YOU

Separation from state service is a big step which
requires making many decisions. Whether you are
retiring, moving to ajob outside state government or
leaving the state to pursue family or educational goals,
youneed to decide how to handle the benefits you are
eligible to receive. Choosing how you want your
Deferred Compensation account distributed is one of
these decisions. Thanks to new tax laws, you will be
allowed to set the distribution date and time that best
fits your needs, and, if your needs change, your distri-
bution election can also be changed.

Things You Need To Consider

e When you want your account distributed,
e How you want it distributed, and
e Your tax consequences.

You have a variety of distribution options from which
to choose - a single lump sum, installments, or a
plan-to-plan rollover. In addition, you may choose to
begin distribution immediately, or wait to start it until
some future date. You may also change or discon-
tinue the distibution method you have chosen.

This booklet is designed to help you understand your
distribution choices, so that you can make an in-
formed decision that is best for your personal situa-
tion. Distribution materials, including the appropriate
forms are also included with this booklet.

You may want to ask the advice of a financial plan-
ner or tax consultant before making your choice. If
you have any questions, or would like additional
information or assistance, call T. Rowe Price at 888-
457-5770 or 800-521-0325 (TDD). A team of
specialists will assist you.
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Who is eligible to take a distribution

Youare eligible for a distribution when you separate State
service and are off any State payroll for 30 days. If you
begin arelationship as an independent contractor providing
personal services to the State within the 30 day period, you
will not be considered terminated and thus not eligible for a
distribution.

You now have time to decide

New rules allow youmore flexibility in choosing your distribu-
tion method and the date you wish to begin your distribution.
There isis no longer a 60-day election period after separation.
Aslongasyouareunderage 70 1/2, you can wait to make your
distribution decision. When you areready to begin distribution,
contact T. Rowe Price at 888-457-5770.

You can change your distribution decision
Atno extra charge, you can start, change or stop your distri-
bution decision since there is no longer the restriction of an
'irrevocable’ election.

Select how you want your account
distributed

Your distribution can begin immediately or you can wait to start
your distribution at any time until you reach age 70 1/2.
Remember, there is no penalty for “early withdrawal™ associ-
ated with distributions from this type of Plan.

e [Ifthevalue of youraccountatseparationis $5,000 or less,
you may wait to make your distribution decision, take a
lump sum distribution, or make the Plan-to-Planrolloveras
discussed on the nextpage.

e If'the value of your account at separation is $5,000 or

more, you can choose any one ofthe available distribution
methods listed on the next page.
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Paperless Distributions

To provide you with greater flexibility and
ease, you can call T. Rowe Price at 888-
457-5770 or 800-521-0325 (TDD) to
request a distribution over the phone. You
do not need to complete any distribution
paperwork. Be sure to read the 457
Special Tax Notice Regarding Plan
Payments on pages 11-14.



YOUR DISTRIBUTION
OPTIONS AT A GLANCE

Your distribution
choices

Totallump sum

Partial lump sum

Installments

Fixed Dollar Installments

Plan-to-plan Rollovers

How it works

A complete one-time distribution of the total
value of your account.

A single payment that can be followed by install-
ments or you can wait to resume any other pay-
ments.

The installment amounts may vary. Payments can
be made monthly, quarterly, semi-annually or
annually. See schedule for distribution dates.

Youcanchoose:

-adefinite number of years you wanttoreceive
payments
or

-arecalculation of your life expectancy annu-
ally to allow payments that would extend
beyond your life expectancy at the time you
separate state service.

Youdecide the amount of each installment pay-
ment, which stays constant. Payments can be
made monthly, quarterly, semi-annually or
annually.

You may move your retirement plan assets
between retirement plans in the public, private,
education and nonprofit sectors as you move
between employment in those sectors. Monies
may be moved between (to and from) 401,
403(b) and governmental 457 plans as well as
Traditional IRAs.
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Rollovers

Legislative changes now make it possible for
separated employees torollover their retirement
assets among 401(k) plans, 403(b) plans, 457
plansand traditional IRA's. Rollovers provide an
opportunity for the nation’s workforce to con-
solidate their holdings to a single plan. This will
assistinsimplifying retirement saving decisions,
such as assetallocation and distribution elections,
by considering only one account. However, this
provision also clearly places the responsibility on
the participantto verify the rollover plan’s quality
ofinvestments and study its expenses.

Participants may want to review each of the
options of distribution and review the planin
which they may intend to rollover their money.
Investigate each plan for trading costs, restrictive
planrules, and all the costs and fees for initiating
and maintaining such atransfer. Afterall, you
have worked hard to save forretirement and
build youraccount to its current day balance.

Ifyoudecide torollover youraccount, you
may rollover just part of it or all of'it. A
directrollover from one plan to the other is
preferable. Indirectrollovers, when the
participantreceives the distribution, have a
mandatory federal tax withholding 0f20%.
Also, some plans donotaccept indirect
rollovers. The State of Illinois Deferred
Compensation Plan does not acceptindirect
transfers into the plan.

Considerations for Investors

When choosing another retirement plan, there
are several issues to consider.

e Does your new employer accept
rollovers? While it is mandated that
plans allow for a rollover out, it is
optional to accept a rollover into a plan.

e What kind of investment options does
your rollover plan contain? Will the
plan’s offerings provide foradequate
diversification?

e Assets transferred from a Section 457
government deferred compensation plan
must assume the characteristics of the
receiving plan. There is no penalty for
distribution prior to age 59 2 in a
Section 457. Does your rollover plan
have any penalties for early distribu-
tion?

e What kind of access will you have to

your account and what services are
provided?
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WHEN
DISTRI-
BUTIONS
WILL
BEGIN

How installment payments

are calculated

The amount of your installment payment is
calculated by dividing your current account
value by the total number of payments
remaining. For example, if you choose five
annual installments, the first installment
amount will be your account value divided
by 5. The next year, the installment
amount will be your account value at that
time divided by 4.

You may choose any number of years or
amount until you reach age 70 1/2. After that
your payments may have to be adjusted to
comply with the Minumum Distribution re-
quirements. If you elect fixed dollar install-
ments, the amount may have to be adjusted
periodically, afteryouturnage 70 1/2,to meet
federal distribution guidelines.

If you choose installments, each installment
may be electronically wired to your checking
or savings account. If you select this option,
complete the Authorization Agreement for
Automatic Deposits Form for Distributions
found on the internet at :
http://www.state.il.us/cms/download/pdfs/
emp_trpdirdep.pdf
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Once you start distribution, your distribution
payment(s) will be made according to the Plan's
Distribution Schedule. Refer to it for specific
accounting dates--the dates that your payments are
valued and withdrawn from your account, as well
as the dates the checks are mailed or the money
wired.

Your payment is taken proportionally from
each of your investment options. For instance,
1f60% of your money in the Deferred Compen-
sation Plan is in Fund A and 40% is in Fund B,
a $100 payment would be taken proportionally
from each Fund - $60 from Fund A and $40
from Fund B.

Total lump sum

Your lump sum will be valued for distribution
the first accounting date of the month your com-
pleteddistribution formis effective.

Partial lump sum

Yourpartial lump sumwill be valued for distribution
the first accounting date of the month your com-
pleted distribution formiseffective. Afterchoosing
apartial lump sum, youmay resume distributions at
alater date or youmay begin installments.

Installments

Your firstinstallment (whether calculated or fixed
dollaramount) will be valued for distribution the
firstaccounting date for thattype of payment.



Your
Income
Tax
Conse-
quences

Page 6

The State of Illinois Deferred Compensation Plan
is authorized under section 457 of the Internal
Revenue Code. Yourdeferrals and any earnings
compound free of current taxes. However, for
federal tax purposes, your Deferred
Compensationis fully taxable as retirement
income when it is distributed to you or your
beneficiary.

Deferred Compensation payments are not taxable
under the [llinois Income Tax Actand therefore are
not subject to Illinois withholding. Out-of-state
residents' Deferred Compensation payments may
be taxable under the income tax laws of their own
state.

Federal income tax withholding is mandatory. New
rules distinguish between distributions taken overa
ten year period or greater and those that do not.

Distributions over a 10 year period

or greater

Ifyou choose a distribution method that extends for
aperiod of 10 years or greater, your withholding
will be calculated using the federal withholding
tables based on the way you complete the W-4P
form. Note that no other income is considered
when making the calculation. Remember that you
may putanadditional amounton line 3 ofthe W-4P
form or we do accept the following percentages:
10%, 11%, 15%, 20%, 23%, 25%, 28%, 30%,
35%, or 40% of the distribution amount to be
withheld.

Ifyoudonotcomplete a W-4P form, the withhold-
ing will be calculated at a “married-claiming three
dependents” rate.

Less than 10 year Distributions

If you choose a a lump sum distribution or a
distribution method that extends for a period of less
than 10 years, the IRS requires that a minimum of
20% be withheld. You may complete the form W-
4P to withhold an amount greater than 20%. 1fyou
do not complete a W-4P form, 20% will be with-
held.



Social Security Payments Not

Affected

Yourrights to Social Security will not be affected
when your Deferred Compensation account is dis-
tributed. Yourdistribution has already been taxed
for Social Security purposes. The Social Security
Administration does not consider your Deferred
Compensation distribution as earned income to be
applied against the maximum a Social Security
recipient can earn before Social Security is re-
duced.

Your Account After You Leave

State Service

After you separate from state service, you may no
longer defer or make contributions to your account.
However, as long as you have an account balance,
itwill continue to be subject to market fluctuation
according to the investment options you continue to
choose. Youwillalso continue to earn interest and/
or dividends and receive quarterly statements. In
addition, you may move money from one invest-
ment option to another in your account. Call T.
Rowe Price at 888/457-5770 or 800/521-0325
(TDD) anytime day or night to make transactions.
To speak to a representative, call business days
between 7:30 a.m. and 9 p.m. (central time). You
may also use your computer to make exchanges or
check account information by logging onto
rps.troweprice.com.
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