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OVERVIEW 
HB 2562 provides coverage under the ASRS Defined Contribution Plan for employees who are 
ineligible for a state retirement system.  

HISTORY 
Arizona State Retirement System 
The Arizona State Retirement System (ASRS) was created in 1953 to provide retirement benefits 
to public employees. The ASRS currently supports 535,501 active, inactive, and retired members 
from 707 employer units, including school districts, charter schools, state colleges and 
universities, and local, county and state government. Private and non-profit employers are not 
eligible for ASRS participation. Employees must work at least 20 hours a week during 20 weeks 
of the year and be covered by Social Security to be eligible for ASRS membership.  

ASRS offers an optional Supplemental Defined Contribution Plan (Plan) to its members. The 
Plan provides for an individual account for each participant and for benefits based solely on the 
amount contributed to the participant’s account. The Plan is a qualified governmental plan under 
§ 401(a) of the Internal Revenue Code.  

Public Safety Personnel Retirement System 
Established in 1968, the Public Safety Personnel Retirement System (PSPRS) administers the 
statewide retirement program for public safety personnel who are regularly assigned hazardous 
duty in the employ of the state. PSPRS replaced three prior retirement systems, including the 
Fire Fighters’ Relief and Pension Fund, which was mandatory for all fire departments from 1929 
until 1968. Today, PSPRS consists of 217 participating employers, including over 31,000 
members, approximately 7,200 of whom are currently retired. PSPRS members do not have 
eligibility requirements based on Social Security coverage and employer participation in PSPRS 
is optional. 

Section 218 Agreements 
The Federal Old Age and Survivors Insurance System, also referred to as Social Security, 
provides for retirement and other benefits for covered individuals. Since 1951, Section 18 of the 
Social Security Act authorizes voluntary agreements between a state and the Social Security 
Administration (SSA) to provide Social Security coverage for state and local government 
employees. Each public entity employer is covered by its own 218 Agreement; therefore each 
employer’s 218 Agreement will vary from others, or an employer may not have an agreement at 
all. This makes the question of whether a particular employee is covered by the 218 Agreement a 
very fact specific one.  
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218 Agreements cover positions, not individuals, which are brought into coverage through an 
absolute coverage group. Positions under a single employer may include covered and excluded 
positions. In other words, some employees of an employer will have Social Security coverage 
while other employees of the same employer may not. Absolute coverage groups include all 
positions that were not covered under a public retirement system at the time the 218 Agreement 
was adopted or modified. For example, if the position of fire chief were covered by a state 
retirement system in 1955, the date the employer entered its 218 Agreement, the current fire 
chief would not be a member of the absolute coverage group and would therefore not be covered 
by Social Security today. States were not permitted to extend Social Security coverage to police 
officers and firefighters until 1994. Other state and federal laws may also affect whether or not 
an individual public employee has Social Security coverage. Arizona has its own 218 Agreement 
which supersedes any inconsistent provisions of public entity employers’ 218 Agreements. 

PROVISIONS 
• Establishes and requires participation in a public retirement plan, 401(a) (Plan), and LTD plan for 

public employees who are otherwise ineligible for a state retirement system or plan.  

• Clarifies that mandatory enrollment in the Plan is limited to ASRS participating employers who 
do not require employee participation in an alternative retirement plan or participate in a 
compensation agreement.  

• Establishes the Plan as a 414(h) pick up plan for income tax purposes, which will be 
administered under the current ASRS Third Party Administrator (TPA) contract.  

• Requires ASRS to go out for competitive bids at least every five years on expiration of the 
current TPA contract. 

• Requires employers, to ensure proper enrollment of employees, to follow ASRS procedures and 
to cooperate and collaborate with ASRS. 

• Requires determinations regarding ASRS and Social Security eligibility to be in writing. 

• Provides procedures for enrollment of employees in the Plan during administrative appeals to 
ASRS and SSA regarding employee eligibility.  

• Provides procedures in the case where there is disagreement regarding the eligibility of an 
employee who is already enrolled in ASRS. 

• Requires an employer to enroll an employee in the Plan in a case where there is disagreement 
regarding the employee’s eligibility in ASRS and during the appeal process. 

• Provides that, at the employer’s discretion, enrollment in the Plan is optional for employees who 
have already retired from a state retirement system or in the case where the employer and 
employee have entered an alternative employment agreement. 

• Requires an employer to enroll an employee in ASRS, once the employee is determined eligible, 
or in the Plan, if the employee is determined ineligible, unless the employee is retired and the 
employer has opted to not participate in the Plan.  

• Provides guidelines and procedures for the discontinuation of a member’s enrollment in the Plan. 

• Provides that all requirements regarding enrollment in the Plan only apply to employees hired on 
or after the effective date. 

• Provides that the assets in an employee’s annuity account immediately vest. 
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• Changes the heading of Title 38, Chapter 5, Article 8 of the A.R.S. from Supplemental 
Defined Contribution Plans to Defined Contribution Plans. 

• Requires local boards to make determinations regarding employee eligibility for membership in 
PSPRS.  

• Requires employers participating in PSPRS to provide materials necessary to eligibility 
determination to the local board, including the employee’s hire date, position title and 
description. 

• Requires each employee enrolled in the Plan and employer to contribute one-half of the 
ASRS total normal cost plus 1.5% of compensation into the employee’s annuity account.  

• Requires each Plan employee and employer to contribute to the ASRS Long-Term Disability 
Program.  

• Appropriates 1 FTE and $72,400 for personal services and $105,000 for professional services 
from the ASRS Administration Account to ASRS for FY 2013-14, which is non-lapsing. 

• Appropriates $430,000 from the ASRS Administrative account to ASRS to cover the costs of 
expanded LTD coverage of Plan participants and IRS qualification processes.  

• Makes technical and conforming changes. 
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