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OVERVIEW

SB 1057 makes changes to the lump sum payment of permanent benefit increases (PBI) and the
health insurance/accident premium benefit program under the Public Safety Personnel
Retirement System (PSPRS).

HISTORY
General

PSPRS was established by the Legidature in 1968 as a defined benefit retirement plan for peace
officers and firefighters. The PSPRS Fund is supported by member contributions, employer
contributions and investment earnings. Monies in PSPRS are pooled for investment purposes, but
each employer maintains a separate account for pension payments, and each employer has its
own contribution rate based on the cost of the benefit and unfunded liability associated with that
employer’s account. Employee contribution rates are established in statute (Arizona Revised
Statutes (A.R.S.) 8§ 38-843). PSPRS is managed by a Board of Trustees, consisting of seven
members, who are statutorily responsible for the management of PSPRS investments. Each
employer also has alocal board that makes eligibility and disability determinations.

Health /Accident Insurance Premium Benefit
Pursuant to A.R.S. 88 38-857, 38-651.01 and 38-782, for retirees and eligible survivors under
PSPRS that elect group health insurance and/or accident insurance coverage through the Arizona
State Retirement System group plan, the Arizona Department of Administration group plan or a
group plan through an employer, PSPRS will pay a premium benefit of up to:

Single Premium Family Premium

Benefit Benefit
Non-Medicare Eligible $150/month | None Medicare Eligible $260/month
Medicare Eligible $100/month | All with Medicare $170/month
One with or without Medicare $215/month

Permanent Benefit Increases
The PSPRS PBI formulais outlined in A.R.S. § 38-856 and was modified through Laws 2011,
Chapter 357* in A.R.S. § 38-856.02. PBIs are paid to retirees on a monthly basis, depending on
the rate of return for the overall plan and the funded status of the PSPRS account. A.R.S. § 38-
856.01 allows aretiree or survivor to ask the PSPRS Board of Trustees to have the PBI paidin a
lump sum payment, if the normal payment would impact the person receiving any socia service
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program provided to the retiree by the local, state or federal government. Current law makes this
lump sum payment eligible for a direct rollover distribution into another retirement account or
plan.

*The 2011 PBI changes are the subject of ongoing litigation. Changes to pre-Laws 2011, Chapter
357 retirees were declared invalid by the Arizona Supreme Court in 2014 (Fields v. Elected
Officials’ Retirement Plan, 234 Ariz. 214 (2014)).

IRS Favorable Determination Letter

A favorable determination letter is a document issued by the Internal Revenue Service (IRS)
upon request regarding the qualified status of a retirement plan under the Internal Revenue Code
(IRC), 8§ 401(a) (IRS Favorable Determination Publication). According to the IRS, employers
who sponsor retirement plans are generally not required to apply for a determination letter from
the IRS; however, having a favorable determination letter provides the employer with reliance
that:

e Theplanisqualified under IRC § 401(a); and

e Theplan'strust is exempt under IRC § 501(a)

PROVISIONS
1. Makes lump sum PBI payments ineligible for a direct rollover distribution into another
retirement account.

2. States that if a PSPRS member who is €ligible for the health/accident insurance premium
benefit forfeits interest in the account before termination of PSPRS, the amount of the
forfeiture must be quickly applied to reduce employer contributions required to fund the
health insurance benefit.

3. Removes the purchase of a handgun or shotgun at less than fair market value from the
benefits provided under PSPRS for retirees.

4. Makes the change in the section related to the health/accident insurance premium benefit
retroactive to September 29, 1988.

5. Makestechnica changes.
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