ARIZONA HOUSE OF REPRESENTATIVES
Fiftieth Legidlature — First Regular Session

COMMITTEE ON EMPLOYMENT AND REGULATORY AFFAIRS
Minutes of Meeting
Tuesday, January 18, 2011

House Hearing Room 3 -- 2:00 p.m.

Chairman Robson called the meeting to order at 2:05 p.m. and attendance was noted by the
secretary.

M ember s Present
Mr. Farnsworth Mr. Kavanagh Ms. Yee
Mr. Fillmore Mrs. Pancrazi Mr. Olson, Vice-Chairman
Mrs. Gonzales Mr. Patterson Mr. Robson, Chairman
Members Absent

None

Committee Action

HB2025 - NOT ASSIGNED

INTRODUCTION OF STAFF

Chairman Robson introduced the Committee staff.
Sarah Wharton - Mgjority Analyst

Olivia Pilcher - Mgority Intern

Kristin Cipolla— Democratic Staff
Brianna Campbell — Democratic Intern
Jane Dooley — Committee Secretary

Amy Aziz - Page

Charissa Wright - Page

PRESENTATION

James Hacking, Administrator, Public Safety Personnel Retirement System (PSPRYS),
Corrections Officer Retirement Plan (CORP), and Elected Officials Retirement Plan (EORP),
gave a presentation to the Members about three of Arizona s four defined benefit plans:
e PSPRSwhich covers police officers and firefighters
e CORP which covers pena institution personnel, dispatchers, surveillance probation
personnel and juvenile detention personnel
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e EORP which covers elected officials and judges

Mr. Hacking distributed a copy of his presentation slides (Attachment 1) and explained that he
would begin by describing the background of how these plans have gotten to the financia
condition that they are now in. He then will explain what the prospects are for reversing the
currently adverse funding ratio and employer contribution trends and restoring all three plansto a
state of financial good health in areasonable period of time.

He discussed the history of these benefit plans, including what the rates of return have been
relative to the market returns for the same time frames. He explained that the plans were
managed internally in the 1990's and became too concentrated in the high-tech and
telecommunications area, whose rates of return rose initially but started to fall in 2001. During
that period the over-concentration and limited distribution resulted in negative returns, well
below market.

He reminded Members that only 1/7"" of any year’s result actualy is reflected in the actuarial
report for afiscal year. The other 6/7" of that one year’s result is rolled forward over the next
six succeeding fiscal years and is averaged.

Mr. Hacking stressed that in 2008 the plans began to use external portfolio managers and by
2010 the plans became fully diversified, more stable, and less volatile in terms of investment
returns. He added that through the end of December, 2010, the estimated rate of return was
12.5 percent.

Mr. Farnsworth asked what percentage is in investment and what percentage is in contributions.
Mr. Hacking said that it would change from time to time, but currently is about 50 percent
funded from investment return. Mr. Hacking explained the funding levels of CORP and EORP
and discussion ensued about allocation of investable assets.

Mr. Hacking explained that the plans are administered by statute and that each has a reserve.
Every time the system generates a rate of return in excess of nine percent, one-half of the excess
return goes to the reserve of each plan. The reserve assets are then drawn upon to fully fund the
annual adjustments that are paid to the eligible beneficiaries.

Mr. Kavanagh asked about the annual adjustment; Chairman Robson clarified that the
adjustment would never be a decrease in benefits, only an increase.

Mr. Farnsworth asked how many times over the last ten years there has been an increase in
benefits.  Mr. Hacking stated that the PSPRS plan has paid annual adjustments for
24 consecutive years.

In response to a question from Chairman Robson, Mr. Hacking discussed the probability that the
plans can invest their way back to a state of financial good health in a reasonable period of time.
At this time the funding ratios are going down and the employee contribution rate is going up.
He stated that the reserve structure is extremely expensive and isa major impediment to financia
good health.
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Mrs. Pancrazi asked about the employee contributions; Mr. Hacking replied that the rate is fixed
by statute, and currently is 7.65 percent of payroll for PSPRS.

Mr. Hacking discussed possible PSPRS plan modifications. He clarified that legislation can
change the plan for new hires, but that current participants and retirees plans cannot be
changed, particularly those aspects that specifically govern the calculation of benefits, without
the likelihood of a court challenge.

Ms. Yee asked if other states have similar programs and contribution rates. Mr. Hacking replied
that there are states with similar programs but they are small and not well-funded.

Chairman Robson thanked Mr. Hacking for his presentation and, referring to a list of questions
he had sent before the meeting, asked Mr. Hacking to email hisrepliesto al of the Members. He
added that some of the questions may require actuarial work. Chairman Robson encouraged the
Members to forward any questions to Mr. Hacking.

CONSIDERATION OFBILLS

HB2025 - unemployment; special assessment —NOT ASSIGNED

Chairman Robson informed the Members that HB2025 had not been assigned to the Committee.

Without objection, the meeting adjourned at 3:29 p.m.

Jane Dooley, Committee Secretary
January 24, 2010

(Origina minutes, attachments and audio on file in the Office of the Chief Clerk; video archives
available at http://www.azleg.gov)
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