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1/ Includes a FY 2002 appropriation of $6,300,000 from the General Fund pursuant to Laws 1999, Chapter 266, as amended by Laws 2001, Chapter 232 for

settlement payments.
2/ Pursuant to Laws 1999, Chapter 266, as amended by Laws 2001, Chapter 232, this appropriation is exempt from the provisions of A.R.S. § 35-190,

relating to lapsing of appropriations.
3/ Before the expenditure of the $18,000,000 biennial appropriation and the hiring of FTE Positions appropriated for the agency's information technology

plan, the Retirement System shall present an expenditure plan to the Joint Legislative Budget Committee Staff for review.  The Retirement System shall
include the approval of the project investment justification document by the Information Technology Authorization Committee as part of its submission
to the Joint Legislative Budget Committee Staff.  On review, the agency shall provide semi-annual reports to the Joint Legislative Budget Committee
Staff regarding the expenditures and project tasks completed to date.  Funding appropriated for this purpose is exempt from the provisions of A.R.S. §
35-190, relating to lapsing of appropriations through June 30, 2005.  Actual  divestiture of monies from the Retirement Fund for expenditure shall occur
following the Joint Legislative Budget Committee Staff review of the agency's information technology plan.  (General Appropriation Act footnote)

4/ Includes 14 FTE Positions funded from Special Line Items in FY 2002 and FY 2003.
5/ Pursuant to Laws 2001, Chapter 383, this appropriation is exempt from the provisions of A.R.S. § 35-190, relating to lapsing of appropriations through

June 30, 2003.
6/ General Appropriation Act funds are appropriated as a Lump Sum by Agency with Special Line Items.
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Arizona State Retirement System A.R.S. § 38-711

Director:  LeRoy Gilbertson JLBC Analyst:  Gretchen Logan
FY 2000
Actual

FY 2001
Estimate

FY 2002
Approved

FY 2003
Approved

PROGRAM BUDGET
Administration and Support 9,682,000 7,717,500 13,143,000 9,110,700

Burke Litigation Settlement SLI 12,000 4,200,000 6,300,000 1/2/ 0
Information Technology Plan SLI 0 0 9,016,000 3/ 9,051,100 3/

Program Subtotal - Administration
   and Support 9,694,000 11,917,500 28,459,000 18,161,800
Member Services 3,843,800 4,169,300 4,769,500 4,821,000
Investment Management 411,300 417,500 628,600 658,800

TOTAL APPROPRIATIONS 13,949,100 16,504,300 33,857,100 23,641,600

OPERATING BUDGET
Full Time Equivalent Positions 142.0 145.0 168.0 4/ 168.0 4/

Personal Services 5,157,400 5,386,300 6,569,100 6,910,000
Employee Related Expenditures 995,800 1,147,700 1,382,000 1,364,200
Professional and Outside Services 3,558,500 3,431,700 3,625,400 3,631,900
Travel - In State 27,600 36,300 36,300 36,300
Travel - Out of State 25,100 13,600 13,600 13,600
Other Operating Expenditures 3,274,000 1,944,300 2,529,600 2,530,000
Equipment 898,700 344,400 549,400 104,500

Operating Subtotal 13,937,100 12,304,300 14,705,400 14,590,500
Special Line Items (SLI) 12,000 4,200,000 15,316,000 9,051,100

SUBTOTAL 13,949,100 16,504,300 30,021,400 23,641,600

Additional Appropriations -
Retirees; Health Insurance; Subsidies, Ch. 376 0 0 698,000 0
Supplemental Defined Contribution Plans,
   Ch. 380 0 0 2,613,700 0
Retirees; Health Insurance Subsidies, Ch. 383 0 0 524,000 5/ 0

TOTAL APPROPRIATIONS 13,949,100 16,504,300 33,857,100 6/ 23,641,600 6/

FUND SOURCES
General Fund 12,000 4,200,000 6,300,000 0
Other Appropriated Funds
State Retirement System Administration
   Account 12,181,800 10,147,000 25,270,400 21,217,700
Long-Term Disability Administration Account 1,755,300 2,157,300 2,286,700 2,423,900

Subtotal - Other Appropriated Funds 13,937,100 12,304,300 27,557,100 23,641,600

TOTAL APPROPRIATIONS 13,949,100 16,504,300 33,857,100 23,641,600
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AGENCY DESCRIPTION — The Arizona State Retirement System (ASRS) provides retirement, survivors, health and
disability benefits to employees of most public employers in Arizona, including public schools, most local and county
governments, and the State of Arizona. As of June 30, 2000, ASRS membership included approximately 183,900 active (working
and contributing) members, 58,000 retired members, 3,700 disabled retirees, and approximately $23,188,000,000 in assets
(market value).

PERFORMANCE MEASURES
FY 1999

Est./Actual
FY 2000

Est./Actual
FY 2001
Estimate

FY 2002-03
Estimate

• % of members satisfied with ASRS telephone
services 85/80 85/82 85 85

• % of members satisfied with the service purchase
process 85/81 85/75 85 85

• % of investment returns 8/16.8 8/10 8 8
• % of liability funded 100/116.4 100/120.4 100 100
• % of benefit payment calculations that are accurate as

measured by quality control sample NA NA/96 96 96

Administration and Support Program — This program
provides general administrative support to the agency
including budgeting, accounting, personnel, computer
services, strategic management, and external affairs.  The
approved appropriation is funded from the Retirement
System Administration Account.

The approved amount includes an increase in Other
Operating Expenditures (OOE) of  $414,500 in both FY
2002 and FY 2003 above FY 2001 for postage, printing,
miscellaneous supplies, training and advertising costs.  The
approved amount also includes total expenditures of
$549,400 in FY 2002 and $104,500 in FY 2003 for one-
time equipment.  In addition, the approved amount
includes an increase of  $521,100 in FY 2002 and
$525,900 in FY 2003 above FY 2001 for salary
adjustments for Compliance Auditors and additional
adjustments to accommodate the implementation of the
agency’s Salary Administration Plan.  These increases are
in addition to the 5% statewide salary adjustments
scheduled for April 1, 2002 and 2003.

Finally, the approved amount includes an increase of
$190,000 in both FY 2002 and FY 2003 above FY 2001
for actuarial costs; however, pursuant to Laws 2001,
Chapter 136, actuarial expenses were converted to non-
appropriated status.  This legislation also converted rent
and retiree payroll expenditures to non-appropriated status.
The agency’s FY 2002 and FY 2003 operating budget
appropriation contains approximately $1,999,400 annually
for actuarial expenses, rent, and retiree payroll.  As these
items can now be funded from non-appropriated sources,
the $1,999,400 can be expected to revert.

Burke Litigation Settlement Special Line Item —
Monies in this line item are used to fund the costs
associated with the Burke Litigation settlement and are
funded by the General Fund.  Laws 1999, Chapter 266
appropriated $4,200,000 in FY 2001 and $9,000,000 in FY
2002 to fund the settlement costs associated with the Burke

Litigation.  However, the state’s liability associated with
the settlement has been lower than originally anticipated;
therefore, pursuant to Laws 2001, Chapter 232 the
approved FY 2002 amount includes a reduction of
$(2,700,000) from the originally appropriated amount of
$9,000,000.  Thus, the agency will receive a total of
$6,300,000 in FY 2002 from the General Fund for
settlement costs.

Information Technology Plan Special Line Item —
Monies in this line item are used to fund various long-term
and comprehensive information technology and
communications improvements. The approved
appropriation is funded from the Retirement System
Administration Account.  The approved amount includes
an increase of $9,000,000 and 14 FTE Positions in both
FY 2002 and FY 2003 above FY 2001.  In addition to the
annual base funding level of $9,000,000, the approved
amount includes allocations of $16,000 in FY 2002 and
$40,100 in FY 2003 above FY 2001 for various statewide
adjustments.  ASRS is required to submit an annual
expenditure plan to the JLBC for review, in addition to
providing semi-annual reports on the tasks completed and
expenditures made to date.  At the May 31, 2001 JLBC
meeting, the agency’s FY 2002 expenditure plan for their
IT project received a favorable review.

Member Services Program — This program provides
retirement, health insurance, long term disability
administration, and counseling and education services to
retired and non-retired members.  The approved
appropriation is funded from the Retirement System
Administration Account and the Long-Term Disability
Administration Account.  The approved amount includes a
FY 2002 increase of $360,500 and 7 FTE Positions above
FY 2001 and a FY 2003 increase of $324,900 and 7 FTE
Positions above FY 2001 to address the increasing
workload associated with growth in the number of retired
and non-retired members.  The FY 2003 amount is lower
due to the elimination of one-time equipment.  In addition,
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the approved amount includes an increase of  $103,600 in
both FY 2002 and FY 2003 above FY 2001 for additional
adjustments to accommodate the implementation of the
agency’s Salary Administration Plan. These increases are
in addition to the 5% statewide salary adjustments
scheduled for April 1, 2002 and 2003.

Investment Management Program — This program
provides oversight for the investment of $23,188,000,000
in retirement system assets.  The approved appropriation is
funded from the Retirement System Administration
Account.   The approved amount includes an increase of
$119,900 and 2 FTE Positions above FY 2001 and a FY
2003 increase of $113,500 and 2 FTE Positions above FY
2001 for an Investment Research Manager and an
Investment Division Intern.  The FY 2003 amount is lower
due to the elimination of one-time equipment.  In addition,
the approved amount includes an increase of  $75,500 in
FY 2002 and $81,100 in FY 2003 above FY 2001 for
salary adjustments for Investment Division personnel and
additional adjustments to accommodate the
implementation of the agency’s Salary Administration
Plan.  These increases are in addition to the 5% statewide
salary adjustments scheduled for April 1, 2002 and 2003.

Additional Appropriations:  Retirees; Health Insurance;
Subsidies (Chapter 376) — Appropriates $698,000 from
the Retirement System Administration Account in FY
2002  for administrative costs.  Provides a temporary
increase of approximately 70% to the group health and
accident insurance premium benefit for retirees without a
managed care option in their county of residence through
June 30, 2004.  This temporary increase applies to
members of the Arizona State Retirement System (ASRS),
the Public Safety Personnel Retirement System (PSPRS),
the Corrections Officer Retirement Plan (CORP), and the
Elected Officials Retirement Plan (EORP).  Actuaries
contracted by the retirement systems estimate that this
subsidy will result in a 0.04% increase in the FY 2004
ASRS contribution rate, a 0.09% increase in the FY 2004
PSPRS contribution rate, a 0.02% increase in the FY 2004
CORP contribution rate, and a 0.14% increase in the FY
2004 EORP contribution rate.  While the increase pertains
to both employer and employee contributions for members
of ASRS, the increase in the contribution rate for PSPRS,
CORP, and EORP pertains only to employer contributions.
The JLBC Staff estimates the contribution rate increase
will result in a FY 2004 cost of $474,100 to the General
Fund and $163,200 to Other Appropriated Funds.

Supplemental Defined Contribution Plans (Chapter 380)
— Appropriates $2,613,700 from the Retirement System
Administration Account in FY 2002 for administrative
costs.  Contains provisions impacting members of ASRS
that would provide: 1) a modified deferred retirement
option; 2) a graded multiplier; and, 3) a permanent benefit
enhancement.  Actuaries contracted by ASRS estimate that
these provisions will result in a 1.03% increase in the FY
2004 ASRS contribution rate for both the employer and

employee.  The JLBC Staff estimates the contribution rate
increase will result in a FY 2004 cost of $9,345,600 to the
General Fund and $3,398,500 to Other Appropriated
Funds.  In addition, this legislation establishes a
supplemental defined compensation (DC) plan retirement
option, in which members of ASRS, PSPRS, CORP, and
EORP may participate.  This provision is estimated to
result in lost General Fund revenue ranging from $0 to
$629,400 in FY 2002 and from $0 to $660,900 in FY
2003, depending on if the plan receives pre-tax status.
Finally, this legislation repeals the DC and deferred
compensation programs established pursuant to Laws
1999, Chapter 329.  (Please note that the provisions
relating to the establishment of the supplemental DC plan
and the repeal of the former DC plan are also included in
Chapter 280).

Retirees; Health Insurance Subsidies (Chapter 383) —
Appropriates $524,000 from the Retirement System
Administration Account in FY 2002 (which is non-lapsing
through FY 2003) for administrative costs.  Provides a
permanent increase of approximately 35% to the group
health and accident insurance premium benefit for retirees.
This increase applies to members of ASRS, PSPRS,
CORP, and EORP.  Actuaries contracted by the retirement
systems estimate that this permanent benefit increase will
result in a 0.48% increase in the FY 2004 ASRS
contribution rate, a 1.40% increase in the FY 2004 PSPRS
contribution rate, a 0.83% increase in the FY 2004 CORP
contribution rate, and a 4.32% increase in the FY 2004
EORP contribution rate.  While the increase pertains to
both employer and employee contributions for members of
ASRS, the increase in the contribution rate for PSPRS,
CORP, and EORP pertains only to employer contributions.
The JLBC Staff estimates the contribution rate increase
will result in a FY 2004 cost of $7,924,800 to the General
Fund and $2,064,600 to Other Appropriated Funds.

Vetoed Legislation: ASRS; Actuarial Computation
Method (H.B. 2004) — This legislation would have
changed the actuarial computation method for ASRS from
the projected unit credit (PUC) method to the entry age
normal (EAN) method.  This changed would have been
phased in over a 10-year period beginning in FY 2004.
Actuaries contracted by ASRS estimated that this approach
would result in the following increases to the contribution
rate: 1) 0.36% in FY 2004; 2) 0.39% in FY 2006; 3) 0.38%
in FY 2008; 4) 0.77% in FY 2010; and, 5) 0.19% in FY
2012.  The JLBC Staff estimates the contribution rate
increase would have resulted in a FY 2004 cost of
$3,266,400 to the General Fund and $1,187,800 to Other
Appropriated Funds.  However, at the end of the 10-year
phase-in, the total impact would have been approximately
$18,963,400 to the General Fund and $6,896,000 to Other
Appropriated Funds.

Additional Legislation:  ASRS; Omnibus (Chapter 136)
— Contains various technical changes in addition to
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converting rent, actuarial, and retiree payroll cost from
appropriated to non- appropriated status.

Supplemental Defined Contribution Plans (Chapter 280)
— Establishes a supplemental defined compensation (DC)
plan retirement option, in which members of ASRS,
PSPRS, CORP, and EORP may participate.  This provision
is estimated to result in lost General Fund revenue ranging
from $0 to $629,400 in FY 2002 and from $0 to $660,900
in FY 2003, depending on if the plan receives pre-tax
status.  In addition, this legislation repeals the DC and
deferred compensation programs established pursuant to
Laws 1999, Chapter 329.  (Please note that the provisions
relating to the establishment of the supplemental DC plan
and the repeal of the former DC plan are also included in
Chapter 380).

PSPRS; EORP; Tax Equity; Benefits (Chapter 282) —
Provides a 2% tax equity benefit increase to members of
PSPRS and EORP who were employed before September
15, 1989 and who retiree after November 1, 2000 but
before November 1, 2001.  Since 1989, a total of 8 tax
equity benefit increases have been granted.  Actuaries
contracted by the retirement systems estimate that this
provision will result in a 0.01% increase in the FY 2004
PSPRS employer contribution rate and a 0.04% increase in
the FY 2004 EORP employer contribution rate.  The JLBC
Staff estimates the contribution rate increase will result in
a FY 2004 cost of $9,700 to the General Fund and $3,300
to Other Appropriated Funds.

CORP; Members; Normal Retirement (Chapter 309) —
Reduces the age for normal retirement from 25 to 20 years
for members of CORP.  In addition, the bill raises the cap
on the pension amount that a CORP member can receive
from 75% to 80% of final average earnings.  Actuaries
contracted by CORP estimate that this provision will result
in a 1.50% increase in the FY 2004 CORP employer
contribution rate.  The JLBC Staff estimates the
contribution rate increase will result in a FY 2004 cost of
$4,365,300 to the General Fund and $29,700 to Other
Appropriated Funds.

PSPRS; Deferred Retirement; Twenty Years (Chapter 349)
— Reduces the number of years of credited service
required from 25 to 20 years for participation in the
PSPRS Deferred Retirement Option Plan (DROP).
Actuaries contracted by PSPRS estimate that this provision
will result in a 0.25% increase in the FY 2004 PSPRS
employer contribution rate.  The JLBC Staff estimates the
contribution rate increase will result in a FY 2004 cost of
$87,300 to the General Fund and $82,900 to Other
Appropriated Funds

Other Issues:  Actuarial Impact of Retirement Legislation
— Currently, assets exceed liabilities in the 4 retirement
systems.  This is primarily due to the fact that investment
returns have been higher than the actuarial assumed rate of
return of 8% ASRS and 9% PSPRS, CORP, and EORP.

ASRS
ASRS assets exceed liabilities by $3.6 billion.  These
monies are used to reduce the total amount contributed by
current employees and employers from 5.36% to 2% of
employees’ salaries.  Therefore, benefit enhancements
have a corresponding cost impact if they cause the
retirement rate to increase.  When the actual ASRS
contribution rate is below the established floor of 2.0%, it
is possible to enact benefit enhancements without having
an impact to the General Fund (provided that they do not
raise the contribution rate above the 2% floor.)

The contribution rate has been set for Fiscal Years 2002
and 2003.  Thus, any benefit enhancements enacted during
the 2001 Legislative Session would not be incorporated
into the actuarial rate until FY 2004.  Without the 2%
floor, the rate for the 2002-2003 biennium would be
1.92%.  Therefore, according to current actuarial
projections, only benefit enhancements that total 0.08% or
less could potentially be enacted without having an impact
to the General Fund in FY 2004.

The impact of all ASRS benefit enhancements enacted in
the 2001 Legislative Session totals 1.55%.  The 0.08%
“cushion” would offset the impact of the total package of
ASRS retirement changes; therefore, after the “cushion” is
taken into account, the FY 2001 ASRS legislative changes
will result in a 1.47% increase in the employer and
employee contribution rate in FY 2004.  The JLBC Staff
estimates that a 1.47% increase in the contribution rate will
result in a FY 2004 cost of  $13,338,000 to the General
Fund and $4,850,300 to Other Appropriated Funds.

PSPRS
PSPRS assets exceed liabilities by $845 million.  These
monies are used to reduce the total amount contributed by
current employers from an average of 10.86% to 4.21% of
employees’ salaries.  Therefore, benefit enhancements
have a corresponding cost impact if they cause the
retirement rate to increase.  If the actual PSPRS
contribution rate were below the established floor of 2%, it
would then be possible to enact benefit enhancements
without having an impact to the General Fund (provided
that they did not raise the contribution rate above the 2%
floor.)    However, the average PSPRS contribution rate is
4.21%; therefore, a basis point “cushion” is not available
to reduce the impact of the total package of PSPRS
legislative changes enacted in the 2001 Legislative
Session, which equate to an increase of 1.75%.  The JLBC
Staff estimates that a 1.75% increase in the contribution
rate will result in a FY 2004 cost of  $610,900 to the
General Fund and $580,500 to Other Appropriated Funds.

CORP
CORP assets exceed liabilities by $204 million.  These
monies are used to reduce the total amount contributed by
current employers from an average of 10.8% to 1.15% of
employees’ salaries.  Therefore, benefit enhancements
have a corresponding cost impact if they cause the
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retirement rate to increase.  When the actual CORP
contribution rate is below the established floor of 2%, it is
possible to enact benefit enhancements without having an
impact to the General Fund (provided that they do not
raise the contribution rate above the 2% floor.)

The contribution rate has been set for Fiscal Years 2002
and 2003.  Thus, any benefit enhancements enacted during
the 2001 Legislative Session would not be incorporated
into the actuarial rate until FY 2004.  Without the 2%
floor, the average rate for the 2002-2003 biennium would
be 1.15%.  Therefore, according to current actuarial
projections, only benefit enhancements that total 0.85% or
less could potentially be enacted without having an impact
to the General Fund in FY 2004.

The impact of all CORP benefit enhancements enacted in
the 2001 Legislative Session totals 2.55%.  The 0.85%
“cushion” would offset the impact of the total package of
CORP retirement changes; therefore, after the “cushion” is
taken into account, the FY 2001 CORP legislative changes
will result in a 1.70% increase in the employer
contribution rate in FY 2004.  The JLBC Staff estimates
that a 1.70% increase in the contribution rate will result in
a FY 2004 cost of $4,947,300 to the General Fund and
$33,700 to Other Appropriated Funds.

EORP
EORP assets exceed liabilities by $76 million.  These
monies are used to reduce the total amount of court fees
needed to cover employer contributions from an average of
16.69% to 6.97% of elected officials’ salaries. EORP
employer contributions currently are funded by court fees.
However, the amount of court fees received are fixed and
there is a 1.5% to 2% (150 to 200 basis points) buffer.
Therefore, benefit enhancements have a corresponding
cost impact if they cause the retirement rate to increase and
exceed the current 1.5% to 2% basis point buffer.

The impact of all EORP benefit enhancements enacted in
the 2001 Legislative Session totals 4.50%.  The 1.5% to
2% buffer would offset the impact of the total package of
EORP retirement changes; therefore, after the buffer is
taken into account, the FY 2001 EORP legislative changes
will result in a 2.5% to 3% increase in the employer
contribution rate in FY 2004.  The JLBC Staff estimates
that a 2.5% to 3% increase in the contribution rate will
result in a FY 2004 cost of $385,100 to $462,100 to the
General Fund.

The following table summarizes the impact of the total
package of benefit enhancements enacted in the 2001
Legislative Session for each retirement system.

System “Cushion”

Contribution
Rate Increase
less “Cushion”

Fiscal Impact
Beginning
FY 2004

(in millions)

ASRS     0.08%        1.47%
     $13.30 GF
        4.90 OF

PSPRS     0.00%        1.75%
        0.60 GF
        0.60 OF

CORP     0.85%        1.70%
        4.90 GF
        0.03 OF

EORP    1.5% - 2%     2.5% - 3%         0.40 GF

Total
      $19.20 GF
      $  5.53 OF
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