Arizona State Retirement System

FYy 2011 FY 2012 FY 2013
ACTUAL ESTIMATE APPROVED
OPERATING BUDGET
Full Time Equivalent Positions 236.0 236.0 233.9
Personal Services 10,908,000 12,117,500 12,117,500
Employee Related Expenditures 4,210,400 4,720,600 4,766,600
Professional and Outside Services 4,373,700 3,881,800 3,881,800
Trave - In State 49,000 53,600 53,600
Travel - Out of State 43,700 25,000 25,000
Other Operating Expenditures 2,166,400 2,535,500 2,535,500
Equipment 725,300 389,500 389,500
OPERATING SUBTOTAL 22,476,500 23,723,500 23,769,500
SPECIAL LINEITEMS
ASRS Plan Design Changes 11,100 0 0
Divestments; Terrorism Countries; Contract Prohibition 14,000 0 0
Laws 2011, Ch. 26 Rate Change Administration 100,000 600,000 0
Procedures
Laws 2011, Ch. 357 Plan Changes 0 250,000Y 0
Laws 2012, Ch. 362 PSPRS; Employer Contributions 0 0 47,000Y
Laws 2012, Ch. 88 ASRS; Spousal Consent 0 0 200,000Y
AGENCY TOTAL 22,601,600 24,573,500 ¢ 24,016,500 =%
FUND SOURCES
Other Appropriated Funds
Long-Term Disability Administration Account 2,676,000 2,800,000 2,800,000
State Retirement System Administration Account 19,925,600 21,773,500 21,216,500
SUBTOTAL - Other Appropriated Funds 22,601,600 24,573,500 24,016,500
SUBTOTAL - Appropriated Funds 22,601,600 24,573,500 24,016,500
Other Non-Appropriated Funds 65,825,600 72,371,000 77,058,000
TOTAL - ALL SOURCES 88,427,200 96,944,500 101,074,500

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. Funding for the agency is appropriated except for investment management and
consulting fees, rent, actuarial consulting fees, legal counsel costs, retiree payroll and health insurance program

administration.

Operating Budget

The budget includes $23,769,500 and 233.9 FTE Positions
in FY 2013 for the operating budget. These amounts
consist of:

FY 2013
State Retirement System $20,969,500

Administration Account

I I

Detail and Allocations section.)

N

Long-Term Disability (LTD)
Administration Account

2,800,000

These amounts fund the following adjustments:

Statewide Adjustments
The budget includes an increase of $46,000 from the State
Retirement System Administration Account in FY 2013

This appropriation is a continuing appropriation and is exempt from the provisions of A.R.S. § 35-190, relating to the lapsing of appropriations.
In addition to these amounts, atotal of $598,000 OF is appropriated in FY 2012 for costs associated with an additional pay period. (Please see the Agency

General Appropriation Act funds are appropriated as an Operating Lump Sum by Agency.
In addition to these amounts, the General Appropriation Act included one-time FY 2013 adjustments for a state employee health insurance payment

holiday and employee retention payments. These specific adjustments will be alocated to individual agencies at a later time. (Please see the General

Provisions section.)
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for statewide adjustments. (Please see the Agency Detail
and Allocations section.)

Laws 2011, Ch. 26 Rate Change Administration
Procedures

The budget includes no funding in FY 2013 from the State
Retirement System Administration Account for the Laws
2011, Chapter 26 Rate Change Administration Procedures
Special Line Item. This amount funds the following
adjustments:

Elimination of One-time Costs
The budget includes a decrease of $(600,000) from the
State Retirement System Administration Account in
FY 2013 to eliminate one-time implementation costs of
modifications to the ASRS employer and employee
contribution rates as authorized by Laws 2011, Chapter 26.

Laws 2011, Ch. 357 Plan Changes

The budget includes no funding in FY 2013 from the State
Retirement System Administration Account for the Laws
2011, Chapter 357 Plan Changes Special Line Item. This
amount funds the following adjustments:

Elimination of One-time Costs
The budget includes a decrease of $(250,000) from the
State Retirement System Administration Account in
FY 2013 to eliminate one-time implementation costs of
modifications to the ASRS plan design as authorized by
Laws 2011, Chapter 357.

| Laws 2012, Ch. 362 PSPRS; Employer Contributions

The budget includes $47,000 from the State Retirement
System Administration Account in FY 2013 for the
PSPRS; Employer Contributions Special Line Item. This
amount funds the following adjustments:

Appropriation for Employer Contribution
Changes
The budget includes an increase of $47,000 from the State
Retirement System Administration Account in FY 2013
for implementation costs of modifications to employer
contribution rates as authorized by Laws 2012, Chapter
362.

Laws 2012, Chapter 362 makes changes to requirements
and procedures for ASRS investments and for credited
service purchases.

For new retirees, Chapter 362 ceases payment of the
Health Benefit Supplement for those covered under an
active employee insurance plan if the premium is
subsidized by the employer.

Chapter 362 caps the LTD benefit disability earnings at
100% of the member’'s salary prior to the disability and
requires and defines the medical evidence needed to
establishaLTD claim.

ASRS anticipates some provisions of Chapter 362 will
result in modest actuarial savings. Chapter 362 also affects
PSPRS. (Please see PSPRS Additional Legislation.)

Laws 2012, Ch. 88 ASRS; Spousal Consent

Additional Legisation

The budget includes $200,000 from the State Retirement
System Administration Account in FY 2013 for the Laws
2012, Chapter 88 ASRS; Spousal Consent Special Line
Item. This amount funds the following adjustments:

Appropriation for Spousal Consent Changes
The budget includes an increase of $200,000 from the
State Retirement System Administration Account in
FY 2013 for implementation costs of modifications to
employer contribution rates as authorized by Laws 2012,
Chapter 88.

Chapter 88 requires married ASRS members to name their
spouses as beneficiaries in order for the spouses to receive
at least 50% of the members accounts. Also, ASRS
members who retire on or after July 1, 2013 must elect a
joint and survivor annuity with their spouse or the spouse
must submit awaiver in order to receive benefits.

Ch. 79 Retirement; ASRS; Nonparticipatory Employer;
Liabilities

Laws 2012, Chapter 79 requires ASRS to alocate a
liability to employers that are no longer participating in
ASRS because they have changed from a public to private
entity, filed for bankruptcy or dissolved or otherwise
ceased to participate and alows ASRS to determine the
schedule and method of payment of the liability amount.
ASRS does not anticipate Chapter 79 will result in
administrative costs and any potential impact from
actuarial changesisyet to be determined.

Ch. 273 ASRS; Employees; Election; Enrollment

Laws 2012, Chapter 273 alows employees hired by an
ASRS participating employer after the employees have
turned age 65 to elect not to participate in ASRS. The
employee must not be an active, inactive, retired or
disabled ASRS member and must notify ASRS within 30
days of employment.

Chapter 273 requires ASRS to provide a report with the
number of employees who chose not to participate in
ASRS under this provision along with the actuarial and
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administrative impact to ASRS to the legidature by
December 31, 2014.

Ch. 304 ASRS; Employee; Employer Contributions,; Rate
Laws 2012, Chapter 304 returns the ASRS employer and
ASRS member contributions to an even proportion by
increasing the employer’s contribution from 47% to 50%
and decreasing the employee's contribution from 53% to
50%.

Chapter 304 also requires employers to return previously
paid employee contributions that exceeded 50%. It
appropriates $6,602,900 in General Fund monies and
$1,454,200 in Other Appropriated Fund monies to state
agencies and $32,714,800 in General Fund monies to the
Department of Education to fulfill the reimbursement
requirement for FY 2013. Chapter 304 appropriates
$1,949,200 of General Fund monies to fulfill the
reimbursement requirements for FY 2012.

ASRS does not anticipate any actuarial impact from this
legidlation.

Other Issues

Reduce Vacant FTE Positions

The FY 2013 budget reduced FTE ceilings for large
agencies with a significant number of unfunded, unfilled
positions. Although there were variations, the genera
policy was to reduce the vacancy factor to 10% for
agencies with more than 100 FTE Positions. The budget
for the Arizona State Retirement System includes a
reduction of (2.1) GF FTE Positions in FY 2013 for this
policy, incorporated into the figures above.

ASRS Membership and Actuarial Data

As of the June 30, 2011 valuation, ASRS membership
included 525,904 members. See Table 1 for membership
data detail. ASRS has approximately $28.0 hillion in
assets, $9.7  billion in unfunded ligbility, and
approximately $2.4 billion in annual benefit payments.

Table 1 aso shows each plan’s assets and liabilities. To
calculate the unfunded liability of each plan, actuaries use
a modified amount for asset values to reflect certain plan
assumptions. Table 1 reflects current market values for
assets and not the actuarial value. ASRS has forecasted
contribution rates for the retirement plan, excluding the
LTD Plan rate, beyond those shown in Table 1. The rates,
which are based on the June 30, 2011 valuation, peak at
22.04% in FY 2018 and decrease to 14.42% in FY 2041.

Tablel
ASRS Valuation Data

M ember ship
June 30, 2010 June 30, 2011
Active (working and contributing) 213,530 208,939
Inactive 209,605 208,969
Retired Members and Survivor
Beneficiaries 101,307 107,996
Total 524,442 525,904
Funding Status
June 30,2010 June 30,2011
Market VValue of Assets $23,142 $28,033
Total Actuarial Liability $37,558 $38,942
Unfunded Liability ¥ $ 8,735 $ 9,711
Funded Status 7% 75%
(includes System)
Contribution Rates
EY 20122 FY 2013¥
Retirement Plan 21.00% 21.80%
LTD Plan A49% 49%
Total 21.49% 22.29%
Employer 10.10% 10.48%
Employee 11.39% 11.81%
1/ Cadculated on actuarial, not market value, of assets.
2/ Based on June 30, 2010 valuation.
3/ Based on June 30, 2011 valuation.
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