Public Safety Personnel Retirement System

FY 2010 FY 2011 FY 2012
ACTUAL ESTIMATE APPROVED
FUND SOURCES
Other Non-Appropriated Funds 27,947,200 28,620,000 28,620,000
TOTAL - ALL SOURCES 27,947,200 28,620,000 28,620,000

AGENCY DESCRIPTION — The Public Safety Personnel Retirement System (PSPRS) provides retirement, survivors,
health, and disability benefits to public employees who work in a public safety capacity, such aslaw enforcement officials and

firefighters.

In addition, PSPRS staff administers the Correctional Officers Retirement Plan (CORP) and the Elected

Officials Retirement Plan (EORP), which provide the same benefits to specified populations at the state and local level.

PSPRS is not subject to appropriation.

Additional Legisation

Ch. 357 Retirement Systems, Plan; Plan Design

Laws 2011, Chapter 357 contains plan design changes for
members who join PSPRS, CORP or EORP on or after
January 1, 2012, including the following:

For al 3 systems, Chapter 357 changes the average
compensation calculation used to determine members
retirement benefits from the average of the most highly
compensated 36 months in the last 120 months to the
average of the most highly compensated 60 months in the
final 120 months of employment. Chapter 357 also
gradually increases the employee contribution rate from its
previous fixed rate for new and existing members.

For EORP specifically, Chapter 357 eliminates the early
retirement option and the 20 years of service normal
retirement eligibility option. Chapter 357 also eliminates
employer contribution refunds for members who terminate
their employment and choose to withdraw their account
balance. It also adds a benefit cap (80% of salary) to
members upon retirement and reduces surviving spouse
pensions from three-quarters to one-half.

For PSPRS specifically, Chapter 357 increases the 20
years of service or 15 years of service and age 62 normal
retirement eligibility option to 25 years of service and age
52.5. Under previous law, the retiree benefit was
calculated based on 20 years of service, with the monthly
benefit equal to 50% of the member's average monthly
compensation. For each year of service below 20 years,
the benefit was reduced by (4)%, for each year over 20
years the benefit was increased by 2%, and for retirees
with over 25 years of service, the benefit was increased by
2.5% for each year above 20 years of service. Under
Chapter 357, the retiree benefit is calculated based on 25
years of service, with the monthly benefit equal to 62.5%
of average monthly compensation. For each year of service
below 25 years, the benefit is reduced by (4)%, the 2%
increase for each year of service in excess of 20 years is
eliminated, and for each year over 25 years the benefit is

increased by 2.5%. Chapter 357 continues to limit the
maximum normal pension benefit to 80% of average
monthly compensation.

Chapter 357 requires a system employer that hires a
PSPRS retiree to pay an Alternate Contribution Rate into
PSPRS. It aso €diminates €ligibility for Deferred
Retirement Option Plan (DROP) for new hires, modifies
the interest payment and requires a contribution for
employees with fewer than 20 years of service who enter
DROP.

Chapter 357 increases the level of excess investment
earnings that are required in order for retirees to receive a
permanent benefit increase (PBI). If the system has a
funded status of 70% or less, no PBI will be provided. For
a funded status between 70% and 80%, the PBI will be
25% of the average annual return over 9%. If the funded
status of the system is over 80%, the PBI will be 50% of
the average annual return over 9%.

For CORP gpecificaly, Chapter 357 sets minimum
retirement eligibility at 25 years of service and age 52.5,
eliminating the option to retire after 20 years of service
and requires a system employer that hires a CORP retiree
to pay an Alternate Contribution Rate into CORP. Chapter
357 adso eliminates employer contribution refunds for
members who terminate their employment and choose to
withdraw their account balance. Chapter 357 increases the
employee contribution rate for new and existing members.
It also designates levels of excess earnings and funded
status of the fund that must be met before a PBI is issued.
Chapter 357 dlows for a PBI only if the fund has a return
of more than 10.5% for the previous year, ending June
30", and is at least 60% funded. The amount of the PBI is
between 2% and 4% depending on the funded level. The
PBI is limited to the amount of earnings in the fund that
exceed 10.5%. Any excess earning amount that is not used
for a PBI reverts back to the employer accounts.

It also adds that members need to have at least 10 years of
credited service to purchase service for previous
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employment with the United States government, another
state within the United States, or a state political
subdivision, and limits the allowable service purchase to
60 months.

Chapter 357 aso appropriates $50,000 from the PSPRS
Investment and Administrative Expenses Account (as well
as $50,000 from Arizona State Retirement System
[ASRS)]) to the State Treasurer to fund the implementation
of a committee that will study the feasibility and cost of
transferring existing members of the retirement systems
from the current defined benefit plan to a new defined
contribution plan, as well as the costs and feasibility of
providing a defined contribution plan for newly-hired
public employees. The committee, comprised of current
members for the State Board of Investment, as well as
members of the Legislature, the Arizona State Retirement
System and PSPRS, is required to provide an interim
report on December 31, 2011 and a final report on
December 31, 2012. The appropriation is non-lapsing until
September 30, 2013.

Chapter 357 requires that PSPRS annually provide a report
to the Legislature and Joint Legislative Budget Committee
(JLBC) that includes the shared cost structure of
employers and employees, the funded status, and rate of
return.

Chapter 357 allows the Legidature, on and after December
15, 2015, to enact permanent one-time benefit increases
for retirees after ILBC analysis.

PSPRS anticipates Chapter 357 will result in
administrative costs and actuarial changes, but the specific
impact of this legidlation is yet to be determined. Chapter
357 aso affects ASRS. (Please see ASRS Additional
Legislation.)
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