STATE OF ILLINOIS DEFERRED COMPENSATION PLAN
Request for Competitive Proposal:  Defined Contribution Target Date Funds

I. OVERVIEW

[bookmark: _GoBack]The Illinois State Board of Investment (the “Board” or “ISBI”) hereby issues a request for competitive proposals (“RFP”) from qualified defined contribution target-date retirement fund series providers on behalf of the State of Illinois Deferred Compensation Plan. 

All forms needed for submitting a response to this RFP are available on the Board’s website at: http://www.illinois.gov/isbi/Pages/RFP.aspx. Respondents to this RFP are responsible for monitoring the Board’s website for information pertaining to the RFP, while the RFP is outstanding.

ISBI is a non-appropriated state agency that is responsible for overseeing the Illinois Deferred Compensation Plan (the “Plan”). The relevant Plan demographical and investment option data is listed below as of June 30, 2015:

Plan Demographics
Total Plan Assets: 			$4.1 Billion
Total Number of Participants:		52,424
Average Participant Balance:		$78,385
Annual Net Cash Flows:		-$23.8 Million
Total Loan Assets:			$37.1 Million

Service Provider(s)
Separate Account Custodian:		Northern Trust
Recordkeeper:				T. Rowe Price

Investment Line-Up

	Asset Class
	Investment Manager
	Market Value

	Money Market
	Vanguard Money Market
	$29.0 Million

	Stable Value
	INVESCO Stable Value
	$449.9 Million

	Core Fixed Income Index
	Vanguard Total Bond Market Index
	$66.5 Million

	Core Fixed Income
	T. Rowe Price Bond Trust
	$30.4 Million

	Balanced
	Fidelity Puritan
	$210.3 Million

	Large-Cap Value Equity
	LSV Value Equity
	$62.6 Million

	Large-Cap Core Equity Index
	Vanguard Instl. Index
	$331.5 Million

	Large-Cap Growth Equity
	Wellington Diversified Growth
	$43.3 Million

	Mid-Cap Value Equity
	Ariel
	$143.9 Million

	Mid-Cap Core Equity Index
	Northern Trust S&P 400 Index
	$37.2 Million

	Small-Cap Core Equity Index
	Northern Trust Russell 2000 Index
	$26.3 Million

	Small-Cap Growth Equity
	Franklin Templeton
	$245.5 Million

	Non U.S. Large-Cap Core Equity Index
	Northern Trust ACWI ex U.S. Index
	$15.0 Million

	Non U.S. Large-Cap Growth Equity
	Invesco
	$53.3 Million

	Non U.S. Small-Cap Growth Equity
	William Blair
	$6.9 Million

	Target Date Fund Series
	T. Rowe Price
	$2.3 Billion



 
II.	RFP TIMELINE

1. Date of Issue: 					October 5, 2015		
2. Deadline to Submit Written Questions: 		October 19, 2015, 3:00 PM CST	
3. Q&A Document Posted:  			October 28, 2015		
4. Final Filing Date: 				November 6, 2015 3:00 PM CST
5. Respondent Interviews:				January 18-22, 2016	
6. Finalist Notified By:				March 16, 2016
7. Target Projected Implementation:		June 30, 2016	

III.  	ISBI RFP PROCEDURES

The Board will provide notice of this RFP in the State of Illinois newspaper and in one or more industry periodicals at least 14 days before the response to the RFP is due.  Notice will also be provided to the Board and/or the investment consultant’s universe of Advisers.  Qualified Advisers that do not receive an RFP from ISBI or the investment consultant are encouraged to compete and may obtain the RFP document from the ISBI website.  Neither this RFP nor any response to this RFP should be construed as a legal offer.

All interested Advisers must submit their responses in accordance with the proposal submission instructions below.  ISBI reserves the right to reject any or all proposals submitted.  All material submitted in response to the RFP will become the property of the Board.  ISBI is not responsible for any costs incurred by the Respondents in responding to this RFP.  

Staff and investment consultant shall open the responses and thoroughly review each for content, quality and compliance with the RFP’s requirements.  Staff will compile a list of all Respondents to the RFP, identifying which responses are complete and incomplete.  

If it becomes necessary to revise any part of the RFP, or if additional information is necessary for a clarification of provisions within this RFP, prior to the due date for proposals, a supplement will be provided to all known Respondents and posted on the Board’s website.  If a supplement is necessary, the Board may extend the due date and time of the proposals to accommodate any additional information requirements. 

Respondents are advised that proposal materials are subject to the Illinois Freedom of Information Act (5 ILCS 140).  After completion of the RFP, selection by the Board and successful negotiation of a contract, if any, proposals submitted may be viewed and copied by any member of the public, including news agencies and competitors.  Respondents claiming a statutory exception to the Illinois Freedom of Information Act for information within the Respondents’ proposals must identify relevant language as confidential, and identify in the email transmission of the proposal whether confidential information is included.  Further, each page of confidential documentation must be labeled as such.  The Respondent must also specify which statutory exemption applies for each piece of confidential information.  The Freedom of Information Act can be found at the Illinois General Assembly’s website (http://www.ilga.gov/).   

ISBI reserves the right to make determinations of confidentiality.  If ISBI disagrees with a Respondent’s confidential designation, it may either reject the proposal or discuss its interpretation of the exemptions with the Respondent.  If agreement can be reached, the proposal will be considered.  If agreement cannot be reached, ISBI will remove the proposal from consideration. 

Following review and evaluation of complete responses from interested Respondents, the field of candidates will be narrowed to a smaller list of the most highly qualified Respondents.  The Board’s Staff and investment consultant will meet with representatives of each Respondent to obtain an independent assessment of the Respondent’s capabilities.  

Following the interviews with the selected Respondents, the Board’s Staff and investment consultant will prepare Respondent recommendations for approval by the Board.  The finalists may appear before the Board’s Staff and investment consultant to present their firms’ qualifications.  The Board shall accept or modify the recommendation from the Board’s Staff and investment consultant and make the final selection, if satisfied with the Respondents’ capabilities. 

The Board shall conduct the RFP process and any potential retainer in accordance with applicable provisions of the Illinois Pension Code, the State Officials and Employees Ethics Act and any other relevant authority under the Illinois Compiled Statutes.  All ex parte communications between the Board and its Staff and interested parties, including Respondents, or non-interested parties shall be recorded or disclosed, in accordance with the State Officials and Employees Ethics Act.  Board Members and Staff shall comply with all Illinois gift ban restrictions. 

No Respondent shall retain a person or entity to influence (i) the outcome of an investment decision or (ii) the procurement of investment advice or services of the Board for compensation, contingent in whole or in part upon the decision or procurement.

ISBI shall post the name of the successful Respondent, if any, on the Board’s website, along with a disclosure including the total amount applicable to the contract, the total fees paid or to be paid and a description of the factors that contributed to the selection of the Adviser.    

IV.  	PROPOSAL SUBMISSION

The Board’s investment consultant, Marquette Associates, Inc. (“the Consultant”) shall oversee the RFP process. If Respondent is interested in submitting a proposal, Respondent must submit an electronic copy of the complete proposal by Friday, November 6, 2015 3:00 P.M. CST to:



SEARCH CONTACT:	Illinois State Board of Investment
				Isbi.backstop@illinois.gov, 								 		Johara.farhadieh@illinois.gov

And

Marquette Associates, Inc.
ISBISearch2@marquetteassociates.com

Questions concerning the RFP must be submitted in writing via e-mail to the Search Contact by Monday, October 19, 2015, 3:00 P.M. CST. Responses to properly submitted questions will be consolidated into a single Q & A document and posted on the Board’s website on or about Wednesday, October 28, 2015.  The Q & A document will not identify the source of the query.  

PLEASE NOTE: Respondents WILL NOT receive individualized responses from the Search Contact, in response to questions submitted by a Respondent.  Respondents must review the Q & A document posted on the Board’s website to receive answers to all questions submitted.  

If Staff or the investment consultant has a question(s) regarding how to interpret a Respondent’s proposal, Staff and/or investment consultant is/are authorized to request additional information from that Respondent.  

ANY PROPOSAL RECEIVED AFTER THE FRIDAY, NOVEMBER 6, 2015 3:00 P.M. CST DUE DATE AND TIME WILL NOT BE CONSIDERED. 

PROPOSALS MUST CONTAIN THE FOLLOWING DOCUMENTS:

1. Transmittal Letter.  A transmittal letter must be submitted on the Respondent’s official business letterhead.  The letter must identify all documents provided collectively as a response to the RFP, and must be signed by an individual authorized to bind the Respondent contractually.  An unsigned proposal shall be rejected.  The letter must also contain the following:
· Statement that the proposal is being made without fraud or collusion; that the Respondent has not offered or received any finder’s fees, inducements or any other form of remuneration, monetary or non-monetary, from any individual or entity relating to the RFP, the Respondent’s proposal or the Board’s resulting selection.
· Statement that discloses any current business relationship or any current negotiations for prospective business with the Board or any ISBI Board Members or ISBI Staff.
2. Minimum Qualification Certification.  The Respondent must complete the certification and provide all supporting documentation.
3. Questionnaire.  The Respondent must address the questionnaire items in the RFP in the order in which they appear in the RFP.  Further, each question number and question in the RFP shall be repeated in its entirety before stating the answer.  Certain questions require supporting documentation. Supporting documentation should be submitted as attachments to the questionnaire.   
4. Vendor Disclosure Attachment(s).  

V.  	SCOPE OF SERVICES

The Respondent selected will provide, through a mutual fund or daily priced collective trust fund, a qualified target date retirement fund series for the Plan.  T. Rowe Price is currently the record-keeper for the Plan.  The target date fund series selected and its transfer agent must enter into an agency agreement with T. Rowe Price Retirement Plan Services, Inc. (as Agent) and T. Rowe Price Investment Services, Inc. (as Broker - Dealer).  The agency agreement establishes roles, responsibilities and procedures governing the trading within the Plan.  The agency agreement reflects generally accepted industry practices. 

VI.  	POST PERFORMANCE REVIEW

Any Respondent retained by the Board will undergo annual performance reviews, at Staff’s discretion, wherein the Respondent’s compliance with agreement objectives and deliverables will be assessed.  Evidence of material non-compliance will be reviewed by the Board’s Staff and Consultant, as well as the Board, if necessary.

VII.	MINIMUM QUALIFICATION REQUIREMENTS AND CERTIFICATION

Respondents must satisfy each of the following minimum qualifications for this RFP, in order to be given further consideration by the Board.  Failure to satisfy each of the requirements will result in the immediate rejection of the proposal. Failure to provide complete information will result in the rejection of the proposal.

Please circle “YES” or “NO” where indicated.  If evidence is requested, please provide complete documentation.  

1) If selected as a target date retirement fund series to the Plan, Respondent agrees to serve as a fiduciary to the investors within the funds. 
YES or NO
 
2) Respondent is a registered investment adviser, registered with the SEC under the Investment Advisers Act of 1940, or, is classified as a bank, as defined by the Investment Advisers Act of 1940.  
YES or NO
If yes, please provide evidence of Respondent’s registration or classification (i.e. Forms ADV I and II) with Respondent’s proposal.  

3) Respondent and its personnel have all other authorizations, permits, licenses, and certifications required by federal and state laws and regulations to perform the services specified in this RFP at the time Respondent submits a response to the RFP.
YES or NO

4) HRespondent has provided investment advisory services to at least three (3) public funds over the last three (3) years.
YES or NO
If yes, please list the names and assets under management of the three (3) public funds.  

5) Respondent has a dedicated investment advisory services unit with a minimum of three (3) years of experience.
YES or NO
If yes, please provide evidence.

6) Respondent has at least $100.0 billion in firm assets under management, $5.0 billion in the product, and maintains at least $5.0 million in Errors & Omissions Insurance.
YES or NO
If yes, please provide evidence.

7) Respondent’s proposed target date retirement fund series is a mutual fund or daily priced collective trust vehicle?
YES or NO

8) The allocation for this target date retirement fund series mandate will represent the Plan’s only target date fund series. The total asset size in the current suite of target date funds is currently $2.3 billion. Per Marquette Associates’ Fee Study[footnoteRef:1], the bottom quartile fee for an allocation of this size and type is 55 basis points.  Respondent’s proposed fee is at or below this fee. [1:  Source: www.eVestmentAlliance.com ] 

YES or NO

9) Respondent maintains sufficient procedures and capabilities necessary to ensure the timely and accurate backup and full recovery for all computers and other data storage systems related to the Plan.
YES or NO
If yes, please provide a complete description of these procedures and capabilities.

10) Respondent has both (i) reviewed the Board’s Vendor Disclosure Policy and (ii) provided all disclosures required under the Policy.  If Respondent has no disclosures to report, Respondent has indicated that fact in the firm’s response.  The Vendor Disclosure Policy is attached as Exhibit A.
YES or NO

11) Respondent has (i) reviewed the Plan’s Investment Policy attached as Exhibit B and (ii) understands that the guidelines are subject to change. 
YES or NO

12) Respondent agrees that if retained to provide services to the Plan, Respondent, in conjunction with the Board’s Staff, will be required to submit periodic written reports, on at least a quarterly basis, for the Board’s review at its regularly scheduled meetings.  Respondent will also have to provide participant education materials as available. All returns on investment shall be reported as net returns after payment of all fees, commissions, and any other compensation.  
YES or NO

13) Respondent agrees that, if retained to provide services to the Plan, Respondent will enter into an agency agreement with T. Rowe Price, the Plan’s current record-keeper.
YES or NO

14) Respondent has reviewed the Scope of Services and understands the Board’s expectations.
YES or NO
	
IF RESPONDENT PROVIDED A “NO” RESPONSE TO ANY OF THE MINIMUM QUALIFICATION REQUIREMENTS ABOVE, RESPONDENT SHOULD NOT SUBMIT A PROPOSAL TO THE BOARD.

PLEASE CERTIFY THE RESPONDENT’S SATISFACTION OF THE MINIMUM QUALIFICATIONS BY PROVIDING THE RESPONDENT’S AUTHORIZED SIGNATURE BELOW.


Authorized Signer Name:	________________________________

Title:				________________________________

Respondent Firm:		________________________________

Signature:			________________________________

Date:				________________________________



         VII.	QUESTIONNAIRE 

I. Firm

1) Please provide the year your firm was established and give a brief history of your firm.

2) Please provide the organization’s name, and the name, title, address, phone number, fax number, and email address of the individual who will be our primary contact. 
 
3) Please provide the address and website of the firm’s headquarters and all branch offices.

4) Please comment on the financial solvency of your firm. 

5) Does your firm have any debt? If so, what is the amount of firm debt and the plan to pay off the debt? Please include a timeline. 

6) What is the minimum asset level required for your firm to remain profitable? Please be specific. 

7) Please provide a brief description of your firm’s plans for growth, such as asset growth, personnel growth, succession planning, over the next three (3) to five (5) years. 

8) Please give succession plans for key employees if retirements are planned within the next five (5) years. 

II. Ownership

9) Please discuss your general ownership structure, including what percentage of your firm is owned by current active employees and investment professionals.

10) Have there been any changes in the ownership structure of your firm in the past five years?   If yes, please explain in detail.

11) Please explain any known or potential changes in firm ownership or personnel.













III. Client Breakdown

12) Please provide the firm’s and product’s (“target date retirement fund series”) breakdown by clients as of the current date (as measured by % of assets under management) using the following format.   Please provide a brief explanation as to the contents of “other.” 

	


	Corporate 
	Foundation/
Endowment
	HNW/
Family
	Insurance/
Financial
	Mutual Fund
	Public 

	Firm
	 
	 
	 
	 
	 
	 

	Product
	 
	 
	 
	 
	 
	 




	
	Religious 
	Taft-Hartley
	Sub-Advisory
	Wrap*
	Other

	Firm
	 
	 
	 
	 
	 

	Product
	 
	 
	 
	 
	 



13) Please provide the firm’s and product’s breakdown by clients as of the current date (as measure by # of clients under management) using the following format.  Please provide a brief explanation as to the contents of “other.”

	
	Corporate 
	Foundation/
Endowment
	HNW/
Family
	Insurance/
Financial
	Mutual Fund
	Public 

	Firm
	 
	 
	 
	 
	 
	 

	Product
	 
	 
	 
	 
	 
	 




	
	Religious 
	Taft-Hartley
	Sub-Advisory
	Wrap*
	Other

	Firm
	 
	 
	 
	 
	 

	Product
	 
	 
	 
	 
	 



14) Please provide the approximate client turnover in the firm using the format below. Please include all client types (e.g., institutional, commingled, mutual fund, etc.). 

	
	2008
	2009
	2010
	
2011
	2012
	
2013

	# of Clients Gained
	
	
	
	
	
	

	Assets ($MM) Gained
	
	
	
	
	
	

	# of Clients Lost
	
	
	
	
	
	

	Assets ($MM) Lost 
	
	
	
	
	
	


15) Please provide the approximate client turnover in the product using the format below. Please include all client types (e.g., institutional, commingled, mutual fund, etc.). 

	
	2008
	2009
	2010
	
2011
	2012
	
2013

	# of Clients Gained
	
	
	
	
	
	

	Assets ($MM) Gained
	
	
	
	
	
	

	# of Clients Lost
	
	
	
	
	
	

	Assets ($MM) Lost 
	
	
	
	
	
	



16) Please provide the following information on the product’s client breakdown:

	
	Assets (in Millions) 

	Average Client Size:
	 

	Largest:
	

	Smallest:
	 


	
		
IV. Investment Professionals

Firm Specific:

17) Please provide brief biographies of the investment professionals (analysts/portfolio managers/traders) in the firm. 

18) Please provide an organization chart of the firm’s structure and investment professionals.

19) List directorships or board positions held by the investment professionals of other firms.

20) Please discuss the compensation plan of the investment professionals. Please distinguish the differences between portfolio manager compensation and analyst compensation. 

21) Please specifically describe whether the bonus plans are based on asset growth, investment performance, or some combination. If any or part of the compensation is based on investment performance, please specifically cite the performance measurement (i.e., performance vs. peers, vs. benchmark) and the time period involved (i.e., one (1) year, three (3) years, or a weighted measurement). 

22) Are the investment professionals under employment contracts with the firm? If so, what are the terms of the employment contracts, including non-compete clauses?

23) Discuss all turnover of investment professionals (i.e., analysts, portfolio managers, traders, and operational due diligence personnel) in the firm during the last three years. 

24) Is your firm represented by any third party firm or individual whose purpose is marketing and/or gathering assets for the firm? If so, list all relationships and compensation structure.

25) Is your firm a certified Minority, Woman, or Person with a Disability owned Business Enterprise (MWDBE)? If yes, please provide certification.

Product Specific: 

26) Please provide brief biographies of the investment professionals (i.e., analysts, portfolio managers, traders, and operational due-diligence personnel) on this product. 

27) What is the estimated percentage of time each professional devotes solely to this product? 

28) Please describe the typical working hours of the portfolio manager(s) and investment analyst(s). 

29) Are your portfolio manager(s) and investment analyst(s) expected to be present prior to each day’s market open? 

30) Do your investment professionals invest their own assets in this product?  If so, does the day-to-day portfolio manager have more than one-third of his or her liquid net worth invested in this product? 

31)  What educational materials do you provide for the participants of the Plan for your target date funds? Can the materials be customized? Will the Plan have a dedicated education consultant? 

V. Glide Path

32) Describe the philosophy that supports your target date fund glide path. How did you arrive at your conclusions on how to construct the glide path and what are the assumptions used?

33) What is your approach to managing the following risks; longevity, inflation, interest rate, market, and stress testing risks? 

34) Explain the primary objectives of your target date funds and how they differ from your competitors?

35) What asset classes are included? What advantages are you offering by including the specified asset classes? Please provide a sample asset allocation chart of the entire series. 

36) What percentage of each target date fund is actively managed and what percentage is passively managed? Please provide in table format.

37) When does the glide path reach its final (static) asset allocation and what is the underlying rationale? Do you classify your funds as “through” or “to” retirement?  Please include your definition of those terms and explain the advantage of your firm’s methodology.

38) How often do you make changes to the strategic asset allocation and please detail the rationale for the last three changes?

39) What distinguishes your firm’s product versus the peer universe of products offered?

VI. Compliance 

40) Please attach a copy of your firm’s Code of Ethics. 

41) Is your firm affiliated with a broker dealer? If yes:

a. Do you trade with your affiliated broker dealer? If so, what is the percentage of trades for this product that are executed through the affiliated broker dealer?
b. Please provide a copy of your “screen” procedures. These should include the separation of duties and systems between the broker dealer and the firm in regards to traders, back office, and settlement functions.
c. Does your broker dealer have a separate profit and loss statement? If no, please explain why.

42) Are you compliant with GIPS® Standards? If no, please explain why.  

43) Have you contracted with an outside firm to conduct a GIPS® verification?  If yes, please indicate the last verification year, name of outside firm and provide the most recent verification letter. 

44) Are you a registered investment advisor? Please provide a copy of your ADV Part II.

45) Please provide a brief description of any past or pending regulatory action, litigation, or other legal proceedings involving the firm or any registered employees and/or principals as defendants in the last five (5) years. 

46) Are you currently or have you been in the last five (5) years out of compliance with any regulatory agency, including but not limited to the DOL and the SEC? If yes, please explain thoroughly. 

47) Has your firm been audited by the SEC, DOL, or any other regulatory agency in the past five (5) years? If so, when was the last audit (month and year)?

48) Please explain any and all findings on your most recent SEC audit, including minor deficiencies and attach a copy of the SEC Review findings and firm responses. 

49) Do you have a dedicated compliance officer, or do they serve other roles within the firm?  If so, please describe.
50) Who is the firm’s independent auditor and how long have they been serving in this capacity? 

51) Who is the firm’s legal counsel or do you use an in-house legal team? 
Please provide brief biographies for your legal counsel, indicating how long they have been serving in this capacity. 

52) Please address the most recent dates and the numbers of times you have practiced and tested your disaster recovery procedures in the past five (5) years, and the results of those exercises.  

53) What is your firm’s personal trading policy? 

54) What are your procedures for personal trading policy violations? 

55) How many violations of your personal trading policy have occurred in the past 12 months?  Please describe the nature of each violation.

56) What software, systems and/or processes ensure client-specific guidelines and regulations are adhered to?

VII. Trading and Soft Dollars

57) Please describe your firm’s policy on soft dollar trading.

58) If your firm utilizes soft dollars, please list the top five brokers utilized in the last calendar year: 

	Broker

	1)

	2)

	3) 

	4)

	5) 



59)  If your firm utilizes soft dollars, please rank by dollar value, in descending order, your top five (5) soft dollar relationships within the last year: 

	Item/Vendor
	Dollar Value ($)

	1)
	 

	2)
	 

	3)
	 

	4)
	 

	5) 
	 



60) If a client requests that soft dollars are not to be used in the construction of any separate account, can you comply?
 
61) If you didn’t use soft dollars, what impact would that have on portfolio performance and trading costs? 

62) Please describe the trading platform(s) utilized by your firm’s trading desk.  

63) Do you utilize brokerage firms owned by a Minority, Woman, or Persons with a Disability (MWDBE)?  If so, please provide a list of the brokerage firms you utilize and the percentage of trades directed by your firm.

64)  Are you conducting step-outs or direct trades with MWDBE brokerage firms?  Please indicate the breakout of step-outs to direct trades. 

65) Please discuss your portfolio manager’s interaction with your trading desk. 

66) How are orders communicated (e.g., does the portfolio manager specify price, etc.)? 

VIII. Product 

67) What benchmarks do you use to evaluate the total target date fund and the underlying funds? 

68) How are the underlying investment funds selected and monitored? 

69) Do you have a watch status procedure for the underlying funds? 

70) Are all of the underlying funds proprietary? If not, will you allow for non-proprietary funds?

71) Explain the process of replacing an existing underlying fund from start to finish.

72) Has the product ever significantly underperformed its benchmark over a consecutive three (3) quarter period? If so, please explain.

73) What are the liquidity terms for this product?

IX. Fees and Other

74) What is your proposed fee schedule for this product?
75) What is the current Most Favored Nations Policy?  How do you ensure compliance?

76) Are you open to side letters to address legal concerns? 

77) Please provide three references, including contact phone number and email address. Please include, at least, one current and one former client in your references.

X. Attachments and Disclosure 

Please check off items included as attachments. If any required items are excluded, please indicate an alternate means for our review of requested items. 

Required 							    Included? 
	

	

	

	


								
ADV Part II
SEC Review Findings Letter
Disaster Recovery and Business Continuity Plans
Code of Ethics 


Include, if Applicable 				                Included? 
	

	



State or Local Registration for M/WBE
GIPS Verification Letter 


Chief Compliance Officer Signature 

I, chief compliance officer of                                                       , have reviewed all of the aforementioned statements and documents. To the best of our ability, we believe all statements and documents to be accurate, truthful and timely.  



Signature 


Print Name 
















Exhibit A
       
The Illinois State Board of Investment (ISBI) acts as fiduciary for the General Assembly Retirement System, Judges’ Retirement System and State Employees’ Retirement System of Illinois. As fiduciaries, the Board is responsible for managing, investing, reinvesting, preserving and protecting fund assets.

It is the policy objective of the Illinois State Board of Investment (ISBI) to prevent actual, potential or perceived conflicts of interest with its current and prospective vendors on behalf of its participants.

In furtherance of this policy, ISBI shall require the following disclosures:

1.	Political Contribution Disclosure
All (i) vendors submitting bidding proposals to ISBI and (ii) vendors retained by ISBI, as well as each of the aforesaid vendors’ solicitors, finders, officers, directors, partners, principals, lobbyists, and any individual whose compensation is directly derived by the awarding of the Board’s contracts must provide written disclosures of all political contributions made during the preceding five years to a Board Member or a Board Member’s Campaign Committee, and provide disclosures in writing of any future political contributions made to Board Members or a Board Member’s Campaign Committee.  

All, (i) vendors submitting bidding proposals to ISBI and (ii) vendors retained by ISBI, as well as each of the aforesaid vendors’ solicitors, finders, officers, directors, partners, principals, lobbyists, and any individual whose compensation is directly derived by the awarding of the Board’s contracts must provide written disclosures of any future instances where a Board Member or a Board Member’s Campaign Committee solicits any political contributions from such persons, regardless of the candidate or political campaign committee for whom the solicitation is requested.  

Additionally, (i) vendors submitting bidding proposals to ISBI and (ii) vendors retained by ISBI, as well as each of the aforesaid vendors’ solicitors, finders, officers, directors, partners, principals, lobbyists, and any other individual whose compensation is directly derived by the awarding of the Board’s contracts, must provide written disclosures of all political contributions made during the preceding five years to any political committee established to promote the candidacy of the office of the Governor or any other declared candidate for that office.  

The failure to provide written disclosures of political contributions or solicitations may result in the disqualification or termination of the vendor.

PROVIDE RESPONDENT’S POLITICAL CONTRIBUTION DISCLOSURES IN AN ATTACHMENT.

IF RESPONDENT HAS NO POLITICAL CONTRIBUTIONS TO REPORT, INDICATE THAT RESPONDENT HAS NO DISCLOSURES TO REPORT IN AN ATTACHMENT.


2.	Vendor Disclosure of Financial Interests and Potential Conflicts of Interest
All bidding materials from potential ISBI vendors must be accompanied by a disclosure of any ownership of the vendor in excess of 5%, as well as a disclosure of any distributive income share in excess of $100,000.00 of the bidding entity and its parent entity. If the vendor is a publicly traded entity subject to Federal 10K reporting, it may submit its 10K disclosure to satisfy the 5% ownership disclosure. Distributive income share, in this instance, is a fee, commission, bonus or any other form of remuneration conferred by the bidding entity or its parent contingent on the bidding entity’s selection for procurement of services by ISBI.

Disclosures must include at least the names, addresses, and dollar or proportionate share of ownership of each person identified and their instrument of ownership.

PLEASE PROVIDE OWNERSHIP DISCLOSURES IN AN ATTACHMENT. 

IF RESPONDENT HAS NO OWNERSHIP DISCLOSURES TO REPORT, INDICATE THAT RESPONDENT HAS NO OWNERSHIP DISCLOSURES TO REPORT IN AN ATTACHMENT.

Further, the bidding entity must disclose whether any of the following relationships, conditions, or statuses are applicable to representatives of the bidding entity or its parent entity:
a. State employment, currently or in the previous three years, including contractual employment services; 
b. State employment by spouse, father, mother, son, daughter or immediate family including contractual employment for services in the previous two years;
c. Elective Status: the holding of elective office of the State of Illinois, the government of the United States, any unit of local government authorized by the Constitution of the State of Illinois or the statutes of the State of Illinois currently or in the previous three years;
d. Relationship to anyone (spouse, father, mother, son, daughter or immediate family) holding elective office currently or in the previous two years;
e. Employment, currently or in the previous three years, as or by any registered lobbyist of the State government;
f. Relationship to anyone (spouse, father, mother, son, daughter or immediate family) who is or was a registered lobbyist of the State government in the previous two years;
g. Compensated employment, currently or in the previous three years, by any registered election or re-election committee registered with the Secretary of State or any county clerk in the State of Illinois, or any political action committee registered with either the Secretary of State or the Federal Board of Elections;
h. Relationship to anyone (spouse, father, mother, son, daughter or immediate family) who is or was a compensated employee in the last two years of any registered election or re-election committee registered with the Secretary of State or any county clerk in the State of Illinois, or any political action committee registered with either the Secretary of State or the Federal Board of Elections.

PROVIDE DISCLOSURES APPLICABLE UNDER SECTION 3.a. – 3.h. IN AN ATTACHMENT.

IF RESPONDENT HAS NO DISCLOSURES TO REPORT FOR 3.a. – 3.h., INDICATE RESPONDENT HAS NO DISCLOSURES TO REPORT FOR 3.a. – 3.h. IN AN ATTACHMENT.

4.	Public Act 98-1022 Disclosures
Public Act 98-0122 (the Act) amends the Illinois Pension Code to require certain disclosures regarding utilization of minorities, females and persons with a disability.  For purposes of this Policy, the terms “minority owned business”, “female owned business”, and “business owned by a person with a disability” are as defined in the Business Enterprise for Minorities, Females, and Persons with Disabilities Act.” In accordance with the Act, all (i) vendors submitting bidding proposals to ISBI and (ii) vendors retained by ISBI, must provide the following numerical data:
	a. 	The number of the vendor’s investment and senior staff and the percentage of its investment and senior staff who are a (i) minority person, (ii) female, or (iii) person with a disability;
	DIVERSITY PROFILE

	Name of Investment Advisory Firm:

	Data as of:

	Job Category
	Non-Disabled
	
	Total Minority, Female and Disabled Persons
	Total Staff Minority &
Non-Minority

	
	Non-Minority
	Minority
	Disabled
	
	

	
	Male
	Female
	Male
	Female
	Male
	Female
	
	

	Senior Staff (as defined 
by your Firm)
	
	
	
	

	Investment Professionals (Excluding Senior Staff)
	
	
	
	

	Total Senior Staff & Investment Professionals
	
	
	
	

	Percent of Total Senior & Investment Professionals
	
	
	
	


Note:  Do not count employees twice.  Employees must be placed in one category ONLY. 
Example: A black female with a disclosed disability can go into either the “minority female” category OR the “disabled female” category, not both. 

	b. The number of contracts, oral or written, that the vendor has in place for investment services, consulting services, and professional and artistic services that constitute a (i) minority owned business, (ii) female owned business, or (iii) business owned by a person with a disability; and
	c. 	The number of contracts, oral or written, that the vendor has in place for investment services, consulting services, and professional and artistic services where more than 50% of services performed pursuant to contract are performed by a (i) minority person, (ii) female, or (iii) person with a disability but do not constitute a business owned by a minority, female, or person with a disability. 

	Number of contracts, oral or written, for investment services, consulting services, and professional and artistic services that the investment advisor, consultant or private market fund has with:

	
	Number of Contracts
	Funds Expenses to Date

	Minority/Female/Disabled Firms
	
	

	Non-Minority owned Firms where greater than 50% of the services performed pursuant to the contact are completed by Minority/ Female/ Disabled persons within that Firm. 
	
	

	Total
	
	$


Finally, in a separate attachment, please provide any additional information related to your firm’s diversity initiatives that might be useful during the search and/or selection process. 

These disclosures are not intended to prohibit or prevent any contract. The disclosures are (i) considered by the Board, within the bounds of financial and fiduciary prudence, prior to awarding a contract and (ii) used to fully and publicly disclose any potential conflict to ISBI so that ISBI may adequately discharge its duty to protect its participants.

When a potential for a conflict of interest is identified, discovered, or reasonably suspected, the Executive Director shall review and comment on it in writing to the Board’s Audit and Compliance Committee. This Committee shall recommend in writing to the Board whether to void or allow the contract, bid, proposal or response weighing the best interests of the State of Illinois. The comment and determination shall be a part of the associated file.

These thresholds and disclosures do not relieve ISBI, or its designees, from reasonable care and diligence for any contract, bid, proposal or response. ISBI, or its designees, shall use any reasonably known and publicly available information to discover any undisclosed potential conflict of interest and act to protect the best interest of the State of Illinois.

Failure to make any disclosure required by this provision may render the contract, bid, proposal, response or relationship voidable by the Board and may result in the termination of any existing relationship, suspension from future contracts, bids, proposals, responses or relationships for a period up to ten years. Reinstatement must be reviewed and commented on in writing by the Executive Director. The Board shall determine in writing whether and when to reinstate the party at issue. The comment and determination must be a part of the associated file.

Additionally, all disclosures must note any other current or pending contracts, leases, bids, proposals, responses or other ongoing procurement relationships the bidding, proposing, or responding entity has with any other unit of State government and must clearly identify the unit and the contract, lease, bid, proposal, response or other relationship.
**************
This policy shall be disclosed to all vendors as early as possible in the marketing process, ideally at the initial point of contact with ISBI. However, a failure on the part of ISBI to make such disclosure shall in no way detract from the application of this policy.

ADOPTED: September 7, 2005
AMENDED: December 16, 2005
AMENDED: January 30, 2009
AMENDED: December 5, 2014
AMENDED: March 20, 2015


Exhibit B


INVESTMENT POLICY
FOR THE STATE OF ILLINOIS EMPLOYEES’ DEFERRED COMPENSATION PLAN

Mission Statement
Pursuant to Article 5/24 of the Illinois Pension Code, the Illinois State Board of Investment (the “Board”) is responsible for developing and establishing a deferred compensation plan for employees[footnoteRef:2] of the State which shall be known as the State Employees Deferred Compensation Plan (the “Plan”).  In recognition of the Board’s role as the named fiduciary to the Plan, the Board has adopted the following Mission Statement: [2:  For purposes of this Policy, the term “employee” has the same meaning as set forth under the Illinois Pension Code (40 Ill. Comp. Stat. § 5/24-102).] 


The Plan Mission Statement
It is the mission of the Plan to allow employees to designate a portion of their compensation[footnoteRef:3] to be withheld by the State of Illinois and invested in a manner approved by the Board as a voluntary method of accumulating long-term savings to supplement their retirement income or bridge income between jobs. [3:  For purposes of this Policy, the term “compensation” has the same meaning as set forth under the Illinois Pension Code (40 Ill. Comp. Stat. § 5/24-102).] 


Statement of Purpose of Investment Policy
The purpose of this investment policy (the “Policy”) is to formalize the Board’s investment objectives, policies and procedures with regard to the assets of the the Plan.  This Policy may be modified, in whole or in part, by the Board at any point in time.
  
It is the intention of the Board that the assets of the Plan shall be maintained in compliance with all applicable laws and administrative rules governing the operation of the Plan.  In effecting the Policy, all fiduciaries shall perform their duties with respect to the Plan with the care, skill and diligence that would be applied by a prudent person, acting in a like capacity and with like aims for the sole interest of Plan participants and beneficiaries.

Distinction of Responsibilities
The Board, with the input of its Staff and an independent investment consultant (“Consultant”), is responsible for the selection of the investment options of the Plan.  Plan participants are responsible for the allocation of their assets among the investment options of the Plan.  Investment managers are responsible for selecting individual investments and constructing portfolios to meet the investment option’s performance objectives.

Investment Objectives
The objective of the Board is to offer a sufficient range of investment options to allow Plan participants to diversify their account balances and construct portfolios that reasonably span the risk/return spectrum.

In that regard, the Plan’s investment structure shall follow the guidelines listed below:

	Type of Option
	Minimum Number of Options

	Money Market[footnoteRef:4] [4:  The Plan must offer at least one investment option amoung the Money Market and Stable Value type.] 

	1

	Stable Value  
	1

	Core Bond
	1

	Core Bond (Passive)
	1

	U.S. Large Cap Equity
	0 - 1

	U.S. Large Cap Equity (Passive)
	1

	U.S. Mid Cap Equity
	0 - 1

	U.S. Mid Cap Equity (Passive)
	1

	U.S. Small Cap Equity
	1

	U.S. Small Cap Equity (Passive)
	1

	Non-U.S. Equity
	1

	Non-U.S. Equity (Passive)
	1

	Balanced/Asset Allocation
	0 - 1

	Target Retirement Date Funds
	Suite



The Board will also make best efforts to include representation of emerging investment managers[footnoteRef:5] and minority investment managers[footnoteRef:6] in the Plan.   The Plan will seek to include at least one investment option managed by a State of Illinois certified[footnoteRef:7] minority investment manager, unless the Board determines that no such entity exists that conforms to the Board’s fiduciary responsibility. [5:  The term “emerging investment manager” is set forth under the Illinois Pension Code and is defined as “a qualified investment adviser that manages an investment portfolio of at least $10,000,000 but less than $10,000,000,000 and is a ‘minority owned business’, ‘female owned business’ or ‘business owned by a person with a disability’ as those terms are defined in the Business Enterprise for Minorities, Females, and Persons with Disabilities Act.” (Ill. Comp. Stat. § 5/1-109(4)).]  [6:   For purposes of this Policy, the term “minority investment manager” includes emerging investment managers and/or minority owned business, female owned business, or business owned by a person with a disability as those terms are defined in the Business Enterprise for Minorities, Females, and Persons with Disabilities Act.]  [7:  A “State of Illinois certification” is a certification granted by the Illinois Department of Central Management Services to a Minority Business Enterprise, a Female Business Enterprise or a Person with Disabilities Enterprise under the Business Enterprise Program for Minorities, Females, and Persons with Disabilities.] 


The Board will select investment options after satisfactory review of factors such as the investment experience of the underlying manager, the suitability of the investment approach used and the investment record.  

Selecting Investment Options
The combination of investment options will be consistent with the goals and investment structure outlined in this Policy.  This allows the Plan participant to select investment options to construct an efficient portfolio, thereby reducing the independent risk of any one asset class.

The criteria used in selecting investment options is based on the combination of several factors.  For consideration by the Plan, an investment option must meet the defined standards or mandatory minimum thresholds as listed.  The criteria for passively managed investment options designed to approximate the return of a specific index are, in some cases, different from those of actively managed products as outlined below.  The criteria for suitable investment options within the Plan are:

1. The investment option has consistently adhered to clearly defined investment objectives.
2. The investment option has demonstrated investment results that consistently rank it in the upper median of those investment options with similar objectives.
3. The investment option has performed favorably in difficult market environments relative to its peers.
4. The alpha, beta, R-squared, standard deviation, and a risk/reward analysis of the investment option are favorable and commensurate with the stated investment objectives of the Plan.
5. The expense ratio of the investment option is reasonable relative to investment options with similar objectives.
6. The investment option is an appropriate size to accommodate assets of the Plan.
7. The investment option sponsor or family of investment options has demonstrated over time that their depth of operation and management is superior. The future outlook of the investment option is positive considering the investment manager, portfolio structure, and investment style.
8. The investment option must be willing, pursuant to contract between the Board, on behalf of the Plan, and the investment option, to meet specified requirements, including the obligation to meet with Board Staff and Consultant once a year for a summary review of the performance of the investment option.
 
Performance Expectations
Investment options that are actively managed are expected to exceed their respective performance benchmarks net of fees, over a three to five year market cycle, and rank above the median peer group universe. Investment options that are passively managed are expected to track their respective performance benchmarks.

Risk Tolerance
The Board recognizes the uncertainty of achieving the stated investment objectives in light of the volatility and complexities of contemporary investment markets.  The Board also recognizes that the selection of each investment option involves the assumption of some risk in order to achieve its long-term investment objectives.  Each investment option should be selected with a strong consideration to risk and reward over time.

Ongoing Review and Evaluation
The Board will review each investment option selected and expect the investment option to adhere to the terms as defined within this Policy as well as any negotiated contract between the Board, on behalf of the Plan, and the investment option.  The Board will review investment information pertaining to the Plan’s investment options on an ongoing basis.

Consultant, as selected by the Board, is responsible for performing a thorough due diligence on each investment option.  Consultant will monitor the performance of the Plan’s investment portfolio on an ongoing basis and provide a quarterly report to the Board, addressing the performance of each investment option relative to the appropriate index and similar portfolios in a universe of same style investment options and recommendations for change, as warranted. All of the criteria that was considered by the Board in the investment option selection process will also be reviewed on a quarterly basis.

Watch List Procedures
A “Watch List” is utilized for investment options that fail to meet expectations.   An investment option may be placed on the “Watch List” for any of the following reasons:

1. Poor performance relative to assigned benchmark;
2. Excessive risk relative to assigned benchmark as measured by standard deviation;
3. Portfolio rank below median versus peer group;
4. Style drift versus assigned benchmark;
5. Change in the investment management style for which the investment option was retained;
6. Sub-optimal investment risk characteristics including Alpha, Beta, Sharpe ratio, Information ratio, and tracking error relative to assigned benchmark;
7. Key investment professional turnover;
8. Organizational issues or any ownership change;
9. Excessive out-flows from the firm or product;
10. Violation of any ISBI statutory or contractual requirements;
11. Any other material irregularities where notification to the Board is necessary; or 
12. Three year annualized benchmark return exceeds the return of the investment option.

Board Staff and/or Consultant make a “Watch List” notification to the Board for an investment option based on the above factors, using their discretion. The “Watch List” will be located in the Consultant’s quarterly report.
 
After notifying the Board of the “Watch List” status, Board Staff promptly notifies the investment option of the status verbally and/or in writing. Unless directed by the Board to the contrary, Board Staff shall invite the investment option to appear at the next regularly scheduled meeting of the Board.

Depending on the infraction, the investment option remains on the “Watch List” for a minimum of one quarter to a maximum of one year before further action is taken. 

The “Watch List” statuses are set forth below:

“On Notice” - If Board Staff and/or Consultant remain concerned with one or more of the investment options based upon the “Watch List” factors, Board Staff and/or Consultant may place the investment option “On Notice.” The investment option’s failure to improve the “Watch List” factor(s) at issue within a specific time frame (depending on the infraction) justifies a termination recommendation by Board Staff and/or Consultant to the Board. If the investment option is placed “On Notice”, Board Staff promptly notifies the investment option verbally and/or in writing. During the “On Notice” designation period, Board Staff and/or Consultant formulate a recommendation regarding the investment option and the asset class for the Board’s review. 
 
“Termination” - If the Board votes to terminate the investment option, Board  Staff promptly notifies the investment option in writing and begins coordinating the procedures for investment option replacement or dismissal as outlined below.

“In-Compliance” - If the investment option resolves the issues bringing rise to the “On Notice” designation the investment option will be reclassified as “In-Compliance,” upon the decision of Board Staff and/or Consultant.
 
The aforementioned Watch List procedures serves as a guideline for Plan participants, the Board, its Staff, and Consultant. The Board, as the named fiduciary to the Plan, has discretion to change or deviate from the Watch List procedures at any time as circumstances dictate. 

Procedures for Plan Design Changes
In order to maintain effective communication between the Board and Plan participants, the Board will use reasonable best efforts to limit any Plan design changes to once annually and to make any Plan design changes effective on or around July 1st of each year. However, the Board reserves discretion to make Plan design changes at any point in time, consistent with its fiduciary obligation.
 
Participant Communication
The Board will use reasonable best efforts to provide Plan Participants with a minimum of 30 days prior notice of any Plan design change.

Investment Option Replacement or Dismissal
Once the Board has made the final decision to terminate an investment option, the investment option cannot remain in the Plan for longer than one year.  The following procedures outline the process for investment option replacement or dismissal:

1. Notice will be given to the investment option of termination with a timeline for divestiture.
2. A date will be selected to freeze any new deferrals or transfers into the investment option, if applicable.
3. Participants will be given notice of the closure, effective dates, and a time period no shorter than 30 days but not to exceed one year for transferring out to the new investment option. 
4. Any share in the terminated investment option at the end of the designated time frame will be liquidated and transferred to the investment option with most similar risk/return characteristics and performance objectives.  If no similar investment option is available then a diversified balanced fund investment option in the Plan shall serve as the default.
5. Notice will be sent to participants affected by the liquidation.

Summary
The Plan is a long-term retirement savings program and the guidelines set forth in this Policy must consider a consistency of performance compared to set benchmarks and peer groups over the longer term rather then relying on an occasional exceptional year or short period of poor performance.  Therefore, emphasis is placed on the long-term objectives of the investment options.  Interim performance reviews are conducted to continually monitor the investment options to detect any significant changes or irregular progression that may prove to be outside the realm of the occasional short-term underperformance.

Exceptions
Any changes to this Policy must be made in writing and approved by the Board.



Adopted:	March 24, 2006
Amended:	June 30, 2006
Amended:	October 28, 2008
Amended:	June 15, 2012
Amended:	June 27, 2014
Amended:	September 17, 2015
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