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INDEPENDENT AUDITORS’ REPORT 
 
 
 
 
The Board of Control 
Public Employees’ Individual Retirement  
     Account Fund/Deferred Compensation Plan 
 
We have audited the accompanying statement of fiduciary net assets of the Public Employees’ 
Individual Retirement Account Fund/Deferred Compensation Plan (a component unit of the 
State of Alabama) as of September 30, 2010, and the related statement of changes in fiduciary 
net assets for the year then ended.  These financial statements are the responsibility of the 
Public Employees’ Individual Retirement Account Fund/Deferred Compensation Plan.  Our 
responsibility is to express an opinion on these financial statements based on our audit.  The 
prior year partial comparative information has been derived from the Public Employees’ 
Individual Retirement Account Fund/Deferred Compensation Plan’s 2009 financial statements 
and, in our report dated January 27, 2010, we expressed an unqualified opinion on such 
financial statements. 
 
We conducted our audit in accordance with auditing standards generally accepted in the United 
States of America.  Those standards require that we plan and perform the audit to obtain 
reasonable assurance about whether the financial statements are free of material misstatement.  
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures 
in the financial statements.  An audit also includes assessing the accounting principles used and 
significant estimates made by management, as well as evaluating the overall financial statement 
presentation.  We believe that our audit provides a reasonable basis for our opinion. 
 
In our opinion, the 2010 financial statements referred to above present fairly, in all material 
respects, the financial position of the Public Employees’ Individual Retirement Account 
Fund/Deferred Compensation Plan (a component unit of the State of Alabama) as of September 
30, 2010, and its changes in fiduciary net assets for the year then ended in conformity with U.S. 
generally accepted accounting principles. 
 
The management’s discussion and analysis on pages 2 and 3 are not required parts of the 
basic financial statements but are supplementary information required by U.S. generally 
accepted accounting principles.  We have applied certain limited procedures, which consisted 
principally of inquiries of management regarding the methods of measurement and presentation 
of the required supplementary information.  However, we did not audit the information and 
express no opinion on it. 
 

 

January 28, 2011 
Montgomery, Alabama 
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The Public Employees’ Individual Retirement Account Fund/Deferred Compensation Plan (PEIRAF/DCP) 
operates as a deferred compensation plan as defined in Section 457 of the Internal Revenue Code of the 
United States. The following discussion provides an overview of the financial position and results of 
operation for the PEIRAF/DCP as of and for the year ended September 30, 2010, respectively.  For more 
detailed information, please refer to the financial statements, including the Notes to the Financial Statements. 
 
Financial Statements  
 
The financial statements include the Statement of Fiduciary Net Assets and the Statement of Changes in 
Fiduciary Net Assets.  The Notes to the Financial Statements are considered an integral part of the financial 
statements.  The financial statements are prepared using the economic resources measurement focus and 
accrual basis of accounting.  Revenues are recognized when earned and expenses are recognized when 
incurred, regardless of when cash is received or expended.  Investments are reported at fair value. 
 
Statement of Fiduciary Net Assets – Includes all assets and liabilities of the PEIRAF/DCP and provides a 
snapshot of the financial position of the PEIRAF/DCP as of the end of the fiscal year.  Assets less liabilities 
results in the net assets held in trust for members at fiscal year-end. 
 
Statement of Changes in Fiduciary Net Assets – Reports all additions and deductions of the PEIRAF/DCP for 
the fiscal year.  Additions are primarily comprised of member contributions and investment income.  
Deductions are principally made up of normal distributions.  Additions minus deductions provide the change 
in fiduciary net assets for the fiscal year.  The change in fiduciary net assets plus the beginning fiduciary net 
assets results in the fiduciary net assets held in trust for members at fiscal year-end. 
 
The Notes to the Financial Statements include plan descriptions, a summary of significant accounting 
policies, credit risk disclosures for cash and investments, concentration of investments disclosures, and 
securities lending disclosures. 
 
Comparative Summary Statements 
 

% Increase

2010 2009 Variance (Decrease)

Assets

Cash 478$                   1$                       477$                47,700.00     

Interest and Dividends Receivable 10,394,206         9,960,213           433,993           4.36              

Investments 1,322,165,061    1,179,130,095    143,034,966    12.13            

Invested Securities Lending Collateral 244,882,771       292,097,983       (47,215,212)    (16.16)           

Total Assets 1,577,442,516    1,481,188,292    96,254,224      6.50              

Liabilities

Securities Lending Collateral 244,882,771       292,097,983       (47,215,212)    (16.16)           

Investment Purchases Payable 19,667                -                          19,667             -                

Total Liabilities 244,902,438       292,097,983       (47,195,545)    (16.16)           

Net Assets Held in Trust for

   Deferred Compensation Benefits 1,332,540,078$  1,189,090,309$  143,449,769$  12.06            

Summary Comparative S tatement of Fiduciary Net Assets

As of September 30, 2010 and 2009
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% Increase

2010 2009 Variance (Decrease)

Additions

Member Contributions 118,533,403$      107,705,801$     10,827,602$    10.05              

Interest and Dividend Income 47,952,720          51,558,602         (3,605,882)       (6.99)               

Net Increase in Fair Value of Investments 51,517,383          31,529,078         19,988,305      63.40              

Net Income from Securities Lending Activities 653,204               2,365,159           (1,711,955)       (72.38)             

Total Additions 218,656,710        193,158,640       25,498,070      13.20              

Deductions

Normal Distributions 74,410,501          83,122,661         (8,712,160)       (10.48)             

Emergency Withdrawals 796,440               858,154              (61,714)            (7.19)               

Total Deductions 75,206,941          83,980,815         (8,773,874)       (10.45)             

Increase in Fiduciary Net Assets 143,449,769        109,177,825       34,271,944      31.39              

Net Assets Held in Trust for Deferred 

   Compensation Benefits - Beginning of Year 1,189,090,309     1,079,912,484    109,177,825    10.11              

Net Assets Held in Trust for Deferred

   Compensation Benefits - End of Year 1,332,540,078$   1,189,090,309$  143,449,769$  12.06              

Summary Comparative Statement of Changes in Fiduciary Net Assets

For the Fiscal Years Ended September 30, 2010 and 2009

 
 

Financial Analysis 
 
 
 Member contributions increased in fiscal year 2010 as a result of an increase in the amount of Deferred 

Retirement Option Program (DROP) rollovers. A significantly higher amount of DROP distributions were 
rolled into PEIRAF/DCP in 2010 as compared to 2009.  

 
 Investment return for fiscal year 2010 was due to improvements in the fixed and equity income 

components of the PEIRAF/DCP Plan.  
 
 
 
 



2010 2009

Assets

Cash 478$                            1$                         

Interest and Dividends Receivable 10,394,206                  9,960,213             

Investments, at Fair Value (Note 2)

Commercial Paper 193,690,615                174,989,485         

Money Market Funds 43,889,603                  46,086,703           

U. S. Government Guaranteed Bonds 254,343,826                164,213,872         

U. S. Agency Securities 126,426,921                122,385,352         

Mortgage-backed Securities 100,974,038                99,185,145           

Corporate Bonds 361,512,575                353,182,095         

Private Placements 43,411,643                  51,557,720           

Common Stocks 197,915,840                167,529,723         

Total Investments 1,322,165,061             1,179,130,095      

Invested Securities Lending Collateral 244,882,771                292,097,983         

Total Assets 1,577,442,516             1,481,188,292      

Liabilities

Securities Lending Collateral 244,882,771                292,097,983         

Investment Purchases Payable 19,667                         -                            

Total Liabilities 244,902,438                292,097,983         

Net Assets Held in Trust for Deferred Compensation Benefits 1,332,540,078$           1,189,090,309$    

See accompanying Notes to the Financial Statements.
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2010 2009

Additions
Member Contributions 118,533,403$      107,705,801$      

Investment Income (Note 2)
From Investing Activities
Interest and Dividends 47,952,720         51,558,602          
Net Increase in Fair Value of Investments 51,517,383         31,529,078          

Total Investment Income from Investing Activities 99,470,103         83,087,680          

From Securities Lending Activities

Securities Lending Income 1,520,443           3,929,640            
Less Securities Lending Expenses:

Borrower Rebates 587,234              1,102,373            
Management Fees 280,005              462,107               
Total Securities Lending Expenses 867,239              1,564,480            
Income from Securities Lending Activities, Net 653,204              2,365,159            

Net Investment Income 100,123,307       85,452,839          

Total Additions 218,656,710         193,158,640         

Deductions
Normal Distributions 74,410,501         83,122,661          

Emergency Withdrawals 796,440              858,154               

Total Deductions 75,206,941           83,980,815           

Change in Net Assets 143,449,769         109,177,825         

Net Assets Held in Trust for Deferred Compensation Benefits:

Beginning of Year 1,189,090,309      1,079,912,484      
End of Year 1,332,540,078$    1,189,090,309$    

See accompanying Notes to the Financial Statements.

PUBLIC EMPLOYEES' INDIVIDUAL RETIREMENT ACCOUNT FUND
DEFERRED COMPENSATION PLAN

Statement of Changes in Fiduciary Net Assets
For the Fiscal Year Ended September 30, 2010 with comparative amounts shown for 2009

   5



PUBLIC EMPLOYEES’ INDIVIDUAL RETIREMENT ACCOUNT FUND 
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For the Fiscal Year Ended September 30, 2010 

  
               

1)  Organization and Summary of Significant Accounting Policies 
 
A.  Plan Description 

 
On November 26, 1986, the Public Employees’ Individual Retirement Account Fund (PEIRAF or 
“The Board”) Board of Control established the Public Employees’ Individual Retirement Account 
Fund/Deferred Compensation Plan (PEIRAF/DCP) under the provision of Act 86-685 of the 1986 
Legislature to afford the PEIRAF members the greatest possible tax benefits under the federal 
income tax laws.  The PEIRAF/DCP operates as a deferred compensation plan as defined in 
Section 457 of the Internal Revenue Code of the United States and began receiving deferred 
portions of employees’ income on January 1, 1987.  The responsibility for the general 
administration and operation of the PEIRAF/DCP is vested in its Board of Control.  In 
accordance with the Governmental Accounting Standards Board (GASB), the PEIRAF/DCP is 
considered a component unit of the State of Alabama (State) and is included in the State’s 
Comprehensive Annual Financial Report. 
 
Effective January 1, 2010, each member may defer a maximum of $16,500 per calendar year.   
Any member, age 50 and older, may make additional deferrals of $5,500 for calendar year 2010.  
PEIRAF/DCP investments are participant-directed in either an S&P 500 Index Fund or  in fixed 
income investments such as corporate bonds, U.S. agency obligations, government national 
mortgage association securities, and commercial paper.   
 
All members of the Teachers’ Retirement System of Alabama, Employees’ Retirement System of 
Alabama, Judicial Retirement Fund, and employees of employers eligible to participate in the 
Employees’ Retirement System pursuant to provisions of Section 36-27-6, Code of Alabama 
1975, and public officials and employees of the State of Alabama or any political subdivision 
thereof (collectively, participating employers) are members of the PEIRAF/DCP and are eligible 
to participate.  As of September 30, 2010, there were 34,713 participants. 
 
Effective October 1, 1997, the PEIRAF/DCP adopted Trust status in compliance with The Small 
Business Job Protection Act of 1996.  Deferred income and investment earnings are held in trust 
for the exclusive benefit of the plan’s participants and their beneficiaries.  
 
B.  Cash           
                                         
Cash consists of deposits held by the State Treasurer in the PEIRAF/DCP’s name.  Deposits are 
entirely insured by Federal depository insurance or protected under the Security for Alabama 
Funds Enhancement (SAFE) Program.  The Code of Alabama 1975 requires all State 
organizations to participate in the SAFE Program.  The SAFE Program is a multiple financial 
institution collateral pool.  The SAFE Program requires all public funds to be deposited in a 
financial institution designated by the State Treasurer as a qualified public depository.  Each 
qualified public depository is required to pledge collateral in accordance with the rules 
established by the SAFE Board of Directors.  In the event that a qualified public depository 
defaults or becomes insolvent and the pledged collateral is insufficient to satisfy the claims of 
public depositors, the Code of Alabama 1975, Section 41-14A-9(3) authorizes the State Treasurer            
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B.  Cash, Continued 
 
to make assessments against the other qualified public depositories in the pool so that there will 
be no loss of public funds.        
 
 
C.  Basis of Accounting 
 

 The PEIRAF/DCP is a private purpose trust fund that operates under the accrual basis of 
accounting.  Revenues are recognized when earned and expenses are recognized when incurred, 
regardless of the timing of the cash flows in accordance with standards of the GASB. Subsequent 
events were evaluated by management through the date the financial statements were issued. 
 
D.  Investments 
 
The Board of Control has the authority and responsibility to invest and reinvest available funds, 
through the secretary-treasurer of the Employees’ Retirement System, in bonds, mortgage-backed 
securities, common and preferred stocks, or other investment vehicles with the care, skill, 
prudence, and diligence under the circumstances then prevailing that a prudent person acting in a 
like capacity and familiar with such matters would use.   
 
All investments are carried at fair value except money market securities with a remaining 
maturity of one year or less at the time of purchase which are reported at cost, which 
approximates fair value.  Securities traded on national exchanges are valued at the last reported 
sales price at current exchange rates.  Mortgage-backed securities are reported based on estimated 
future principal and interest payments discounted at the prevailing interest rate for similar 
instruments.   Generally, private placements are valued based on the selling price of similar 
investments sold in the open market.  In those instances where there are no similar investments 
sold in the open market, an appraisal is performed to determine the fair value of the private 
placements.  
 
E.  Income Distribution 
 
All investment income earned on the accrual basis is posted monthly to member accounts based 
on average daily balances.  Income posted to member accounts was at an annual rate of 8.01 
percent for the fixed investment option. Income posted to member accounts was at an annual rate 
of 9.92 percent for the stock investment option.   
 
F.  Administrative Costs 
 
Under the provisions of Legislative Act 2001-1061, the administrative costs incurred directly for 
the operation of the PEIRAF/DCP are provided from the expense funds of the Teachers’ 
Retirement System and the Employees’ Retirement System.   
 
G.  Distribution Policy 
 
An employee may retire or terminate service and receive a lump-sum distribution, a partial 
distribution followed by equal monthly payments, or a monthly disbursement.  Internal Revenue 
Code and Regulations require that distributions to the member begin no later than April 1 of the  
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G.  Distribution Policy, Continued 
 
calendar year following the calendar year in which the employee attains age 70-1/2 or retires, 
whichever is later.  Generally, distributions may begin at any age following retirement or 
separation of service.  For fiscal year 2009, PEIRAF/DCP allowed its members to suspend 2009 
Required Minimum Distributions (RMD’s) in accordance with Public Law 110-458, “The 
Worker, Retiree and  Employer Recovery Act of 2008” signed by President Bush in December  
2008. RMD payments were required to recommence for fiscal year 2010.   Normal distributions 
include monthly benefit disbursements, lump-sum distributions upon retirement or separation of 
service, and rollovers to other qualified plans.  Member withdrawals include emergency 
disbursements. 
 
 
H.  Comparative Statements 
 

        The basic financial statements include the prior year Statement of Fiduciary Net Assets and 
Statement of Changes in Fiduciary Net Assets (Statements) for comparative purposes only.  Prior 
year Note Disclosures are not included.  Therefore, the prior year basic financial statement 
presentation does not meet the minimum level of detail required for a presentation in conformity 
with generally accepted accounting principles.  Accordingly, the prior year Statements should be 
read in conjunction with the PEIRAF/DCP’s prior year financial report from which the prior year 
Statements were derived. 
  
I.  Use of Estimates 
 
The preparation of financial statements in conformity with generally accepted accounting 
principles requires management to make estimates and assumptions that affect the reported 
amounts on the financial statements.  Actual results may differ from these estimates. 
 
2)  Investments 
 
A.  Investment Risks 
 
Investments are subject to certain types of risks, including interest rate risk, custodial credit risk, 
credit quality risk, and concentration of credit risk.  The following describes those risks: 
 
Interest Rate Risk – The fair value of fixed-maturity investments fluctuates in response to 
changes in market interest rates.  Increases in prevailing interest rates generally translate into 
decreases in fair value of those instruments.  The fair value of interest sensitive instruments may 
also be affected by the creditworthiness of the issuer, prepayment options, relative values of 
alternative investments, and other general market conditions.  Certain fixed maturity investments 
have call provisions that could result in shorter maturity periods.  However, the Fund’s intent is to 
hold all fixed maturity investments until maturity, and as such, fixed maturity investments are 
classified in the investment maturity tables as if they will be held to maturity. 
 
Custodial Credit Risk – For an investment, custodial credit risk is the risk that an entity will not 
be able to recover the value of its investments or collateral securities that are in the possession of 
an outside party if the counterparty fails.  The PEIRAF/DCP’s custodial credit risk policy 
requires the custodial agent to hold or direct its agents or subcustodians to hold, for the account of  



PUBLIC EMPLOYEES’ INDIVIDUAL RETIREMENT ACCOUNT FUND 
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Notes to the Financial Statements 
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A.  Investment Risks, Continued 
 
the PEIRAF/DCP all securities and other non-cash property other than securities in the Federal 
Reserve book-entry system, in a clearing agency which acts as a securities depository, or in 
another book-entry system.  The PEIRAF/DCP’s safekeeping agent holds all investments of the 
PEIRAF/DCP in the PEIRAF/DCP’s name except for securities in the Securities Lending 
Program. 
 
Credit Quality – Nationally recognized statistical rating organizations provide ratings of debt 
securities quality based on a variety of factors, such as the financial condition of the issuers, 
which provide investors with some idea of the issuer’s ability to meet its obligations.  Domestic 
fixed-maturity investments may consist of rated or non-rated securities.  International fixed-
maturity investments may consist of securities with a rating of at least A by one of the principal 
rating agencies at the time of purchase or acquisition, except that up to 2% of the fair value of the 
Fund’s total portfolio may be invested in obligations of sovereign countries with a rating of BBB 
or BAA at the time of purchase. The Fund may hedge against the possible adverse effects of 
currency fluctuations on the Fund’s portfolio of international fixed income obligations when it is 
considered appropriate.  Short-term investments may consist of commercial paper rated at least 
A-2 and/or P-2, repurchase agreements, short-term U.S. securities, and other money market 
investments.   U.S. government bonds, indexed linked government bonds, and certain government  
agency securities (Government National Mortgage Association securities or GNMAs) are 
explicitly backed by the full faith of the U.S. government and are not considered to have credit 
risk. 
 
Concentration of Credit Risk – The distribution of investments between fixed maturity investments and 
the S & P index fund is determined by member elections. 
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A.  Investment Risks, Continued 
 
The following table provides information as of September 30, 2010, concerning the fair value of 
investments and interest rate risk: 
 
 

   

Less More Total Fair

Than 1 1-5 6-10 Than 10 Value Cost

Fixed Maturity

Domestic

   Short-Term & Commercial Paper 237,580,218$     -$                   -$                     -$                   237,580,218$       237,580,218$        

   U.S. Agency 11,319,530         45,383,068        55,211,832          14,512,491        126,426,921         117,734,742          

   U.S. Government Guaranteed -                         131,523,349      108,860,345        13,960,132        254,343,826         236,399,855          

   Corporate Bonds 24,740,912         123,630,854 149,792,035        63,348,774        361,512,575         331,982,885          

   Private Placements 2,017,775           16,614,480        7,413,553            17,365,835        43,411,643           51,365,669            

   GNMAs -                         -                         10,885,858        10,885,858           10,335,236            

   Collateralized Mortgage Obligations -                         491,661             5,119,465            84,477,054        90,088,180           87,697,275            

      Total Domestic Fixed Maturity 275,658,435$     317,643,412$    326,397,230$      204,550,144$    1,124,249,221      1,073,095,880       

Equities

Domestic 197,915,840         201,739,158          

   Total Investments 1,322,165,061$    1,274,835,038$     

INVESTMENTS

Maturity in Years at Fair Value 

Type of Investment
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A.  Investment Risks, Continued 
 
The following table provides information as of September 30, 2010, concerning credit risk: 
 

(Amount in Thousands)

Fair Value as a 

Percent of Total

Fair Fixed Maturity

Moody's Ratings Value Cost Fair Value

AAA 201,460,343$        191,136,897$        17.92                        

AA1 12,285,384            11,382,804            1.09                          

AA2 30,498,116            28,288,103            2.71                          

AA3 5,436,542              4,457,098              0.48                          

A1 46,593,267            42,030,332            4.14                          

A2 64,077,885            57,863,557            5.70                          

A3 42,700,958            38,408,092            3.80                          

BAA1 70,445,192            61,736,387            6.27                          

BAA2 47,301,582            42,086,494            4.21                          

BAA3 24,683,311            23,559,321            2.20                          

BA1 19,528,738            17,521,613            1.74                          

BA2 2,557,469              2,689,944              0.23                          

BA3 10,929,377            10,333,516            0.97                          

B1 5,159,275              5,130,028              0.46                          

CAA2 5,504,835              5,794,563              0.49                          

P-1 43,889,603            43,889,603            3.90                          

P-2 193,690,615          193,690,615          17.23                        

A (SP) 1,962,744              1,716,000              0.18                          

BBB+(SP) 5,214,480              4,411,126              0.46                          

U.S. Government Guaranteed Securities 265,229,683          246,735,091          23.59                        

‡ Not Rated 25,099,822            40,234,696            2.23                          

        Totals 1,124,249,221$     1,073,095,880$     100.00                      

‡ Primarily consists of private placements.

RATINGS OF FIXED MATURITIES
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B.  Concentration of Investments 
 
As of September 30, 2010, the PEIRAF/DCP owned debt securities of Federal Home Loan 
Mortgage Corporation and Federal National Mortgage Association, which represented 
approximately 5.84% and 7.38%, respectively, of the total fair value of investments.  
 
C.  Securities Lending Program 
 
The PEIRAF/DCP is authorized by the Board of Control to participate in a securities lending 
program.  The Plan’s custodian, State Street Bank and Trust Company (State Street), administers 
the program.  Certain securities from the PEIRAF/DCP are loaned to borrowers approved by the 
Plan for collateral that will be returned for the same securities in the future.  Approved borrowers 
of securities provide acceptable collateral in the form of cash (U. S. and foreign currency), any 
other assets permissible under Rule 15c3-3 under the Exchange Act of 1934, U. S. and non U.S. 
equities,  and such other collateral as the parties may agree to in writing from time to time.  All 
security loans are open loans and can be terminated on demand by the PEIRAF/DCP or borrower.  
The initial collateral received shall have (depending on the nature of the loaned securities and the 
collateral received) , a value of 102% or 105% of the fair value of the loaned securities, or  such 
other value, but not less than 102% of the fair value of the loaned securities, as may be applicable 
in the jurisdiction in which such loaned securities are customarily traded.  Pursuant to the terms 
of the applicable securities loan agreement, State Street shall, in accordance with State Street’s 
reasonable and customary practices, mark loaned securities and collateral to their fair value each 
business day based upon the fair value of the collateral and the loaned securities at the close of 
business, employing the most recently available pricing information and shall receive and deliver 
collateral in order to maintain the value of the collateral at no less than 100% of the fair value of 
the loaned securities.  
 
The PEIRAF/DCP cannot pledge or sell collateral securities received unless the borrower 
defaults.  Cash collateral is invested in the State Street Quality D Short-term Investments Fund 
(QDF). 
 
The QDF’s average effective duration  is restricted to 90 days or less.  The maximum option-
adjusted duration of any variable rate security investment of the QDF shall be two and a half 
years or less.  All fixed rate instruments must have an option-adjusted duration not to exceed 18 
months.   At the time of purchase, all securities with maturities of 13 months or less must qualify 
as first tier securities and all securities with maturities in excess of 13 months will be rated A or
better by at least two nationally recognized statistical rating organizations (NRSROs), or, if not 
rated, be of comparable quality.  The QDF may invest in other State Street managed investment 
vehicles provided they conform to QDF guidelines.   
 
As of September 30, 2010, the average term of the loans was 16 days.   Cash collateral 
investments in the QDF are matured as needed to fulfill loan obligations.  There is no direct 
matching of the maturities of the loans with the investments made with cash collateral. 
 
The fair value of the securities on loan was $356,785,798 and the fair value of the collateral 
pledged by the borrowers was $365,200,046, as of September 30, 2010.  Since the amounts owed 
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C.  Securities Lending Program, Continued 
 
by the PEIRAF/DCP exceeded the amounts the borrowers owed to the PEIRAF/DCP, there was 
no credit risk exposure as of September 30, 2010.  There were no significant violations of legal or 
contractual provisions, no borrower or lending agent default losses, and no recoveries of prior 
period losses during the year. 
 
Investments purchased with cash collateral are held by the custodial agent, but not in the name of 
the Fund.  Securities pledged as collateral are held by the custodial agent, but not in the name of 
the Fund.  Letters of credit pledged as collateral are issued by the borrower’s bank and are 
irrevocable.  Tri party collateral is held by a third party bank in the name of the custodial agent.  
State Street, as custodial agent, is authorized to request a Third Party Bank to undertake certain 
custodial functions in connection with holding of the Collateral provided by a Borrower.  State 
Street may instruct the third party bank to establish and maintain a Borrower’s account and a 
State Street account wherein all Collateral including cash shall be maintained by the third party 
bank in accordance with the terms of the agreement. The following table provides information as 
of September 30, 2010, concerning securities lent: 

Amounts

For Cash Collateral

Domestic Fixed Maturities 227,642,546$        
Domestic Equity 12,293,034            

Total Lent for Cash Collateral 239,935,580          
For Non-cash Collateral

Domestic Fixed Maturities 113,124,622          
Domestic Equity 3,725,596              

Total Lent for Non-cash Collateral 116,850,218          

   Total Securities Lent 356,785,798$        

Cash Collateral - Invested in State Street Quality D Fund 244,882,771$        

 Non-cash Collateral

For Lent Domestic Fixed Maturities

      Securities - U.S. Dollar 116,439,412          

For Lent Equity Securities

Securities - U.S. Dollar 3,877,863              

Total Non-Cash Collateral 120,317,275          

Total Collateral Received 365,200,046$        

Type of Investment Lent

Type of Collateral Received

SECURITIES LENDING - INVESTMENTS LENT AND COLLATERAL RECEIVED
(at Fair Value)
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PUBLIC EMPLOYEES’ INDIVIDUAL RETIREMENT ACCOUNT FUND 
DEFERRED COMPENSATION PLAN 

Notes to the Financial Statements 
For the Fiscal Year Ended September 30, 2010 

  
D.  Mortgage-backed Securities 
 
As of September 30, 2010, the PEIRAF/DCP had investments in mortgage-backed securities.  
Embedded prepayment options cause these investments to be highly sensitive to changes in 
interest rates.  Prepayments by the obligors of the underlying assets reduce the total interest 
payments to be received.  Generally, when interest rates fall, obligors tend to prepay the 
mortgages thus eliminating the stream of interest payments that would have been received under 
the original amortization schedule.  The resulting reduction in cash flow diminishes the fair value 
of the mortgage-backed securities. 
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