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MESSAGE FROM THE ADMINISTRATOR

Dear Members,

[ am pleased to present the PSPRS Summary Annual Financial Report for the fiscal year ended June 30, 2017. This
report provides financial information about the System’s financial status, investment performance, and highlights
significant changes that occurred during the year. The information in this report is derived from the Comprehen-
sive Annual Financial Report (CAFR). To view the full CAFR, please refer to the last page of this report.

HISTORY AND ADMINISTRATION OF THE SYSTEM
The PSPRS was created on July 1, 1968 by A.R.S. § 38-841, “for public safety personnel who are regularly assigned

hazardous duty in the employ of the state of Arizona or a political subdivision thereof.” It was joined by the EORP Jared Smout

on August 7, 1985 by AR.S. § 38-802, when the Judge’s Retirement Plan merged with the previous Elected Offi- Administrator
cials’ Retirement Plan and is for eligible judges and state, county and local elected officials of participating gov-

ernmental employer units. Finally, on July 1, 1986 the CORP was added by A.R.S. § 38-882, for corrections offcers, county, city or town
detention officers, dispatchers and probation officers. Each were created “to provide a uniform, consistent and equitable statewide
program” for their respective eligible members (A.R.S. §§ 38-810.02, 38-841 and 38-900.01).

The PSPRS and the CORP are agent multiple-employer defined benefit plans and are administered at the local level by individual Local
Boards in accordance with A.R.S. §§ 38-847 and 38-893. As agent-multiple plans, the assets and liabilities of each individual Local
Board are accounted for separately, thereby allowing for individual funding levels and employer contribution rates. The EORP is a cost
sharing, multiple-employer defined benefit plan where the Board administers and manages the plan. As such, the assets and liabilities
of EORP are pooled for all the employers who share the same funding level and employer contribution rate. The EORP plan was closed
to newly elected officials as of January 1, 2014. All the assets of PSPRS, EORP and CORP are pooled for investment purposes only and
reside in the PSPRS Trust (Trust), a formal entity created for that express purpose.

Each Local Board for PSPRS and CORP and the Board for EORP determine eligibility for membership, normal retirement benefits based
on years of service, the annual benefit accrual rate and final average compensation; they also determine eligibility for disability bene-
fits, survivor benefits for spouses and children, post-retirement adjustments and health insurance premium subsidies.

FUNDING STATUS

During FY17, the Board’s retained actuary, Gabriel Roeder Smith & Co., completed an experience study covering the time period from
July 1, 2011 through June 30, 2016 for all three of the defined benefit plans. As a result, the Board adopted several revisions to the ac-
tuarial assumptions used to determine the actuarial liabilities for each of our plans. In particular, the Board adopted a new set of mor-
tality tables, recognizing that members are living longer than had been expected. The Board also lowered the payroll growth assump-
tion from 4.0 percent to 3.5 percent, and lowered the assumed rate of return on investments from 7.5 percent in FY16 to 7.4 percent in
FY17 and FY18. Several other assumptions were adjusted as well.

Senate Bill 1609, which was passed in 2011, increased member contribution rates in PSPRS to 11.65% from 7.65% and in EORP to 13%
from 7% over a four-year period. It also added conditions to future benefit increases for benefit recipients. However, those provisions
faced a legal challenge in Hall vs. EORP. A Superior Court ruling declared both provisions to be unconstitutional, and that decision was
upheld by the Arizona Supreme Court in November. Based on that opinion, member contribution rates for certain active members had
to be reduced back to their pre-SB 1609 levels, and refunds for contributions made at the higher rates were made in FY17 (or early
FY18 in some cases). Likewise, some retirees will be receiving additional increases in their pensions in FY18. The long-term cost of the
court’s ruling to the System is substantial.

As a result of the changes listed above, the funding status of PSPRS fell just slightly from 46.0 percent to 45.3 percent on an aggregate
level. The funding level of CORP fell from 57.3 percent to 49.5 percent. The funding level of EORP fell from 37.6 percent to 30 percent, a
dangerous level that without further intervention threatens the life of the trust for elected officials and judges. The current employer
contribution rate for EORP is not an actuarially determined rate. When EORP was closed in 2014, the employer contribution rate was
statutorily set at 23.5% for all employers over a 30-year period. The plan is unsustainable at the current statutory rate and is projected
to run out of assets in 9 years. Because the EORP is a closed plan with a declining membership and payroll base, future actuarially de-
termined contribution rates will continue to climb without additional funding. The PSPRS Board has held meetings with various EORP
stakeholders to discuss this issue. It is vital for the legislature to act during the 2018 session to prevent this plan from becoming a pay-
as-you-go plan.

SUMMARY
I look forward to the challenge of moving the System forward with a program of constructive and comprehensive change that will
maintain high quality customer service and restore the PSPRS Plan to a path of improving financial status.

Respectfully submitted,

Jared A. Smout
Administrator
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FINANCIAL STATEMENTS

SUMMARY COMPARATIVE STATEMENTS OF FIDUCIARY NET POSITION - ALL PLANS COMBINED

(IN THOUSANDS)
PSPRS EORP CORP AOC TOTAL TOTAL  PERCENT
ASSET CATEGORY 2017 2017 2017 2017 2017 2016  CHANGE
Cash and Short-Term Investments 206,692 9,362 40,554 11,074 267,682 315,034  -17.69%
Net Position are the Total Receivables 35,966 2,910 7,334 1,670 47,880 61,758  -28.98%
resources available to  Total Investments 6,927,057 311,480 1423632 388622 9,050,791 7,959,837  12.05%
pay pension benefits Securities Lending Collateral 474527 21338 97524 26622 620011 408601  34.10%
in the future. Net ] ’ ’ ’ ’ ’ ’
position for all Plans Net Capital Assets 3,069 215 409 118 3811 4003 -5.04%
in the PSPRS Trust Total Plan Assets 7647311 345305 1,569,453 428,106 9,990,175 8,749,233 12.42%
increased $1.03 bil- Deferred Outilows .
lion in fiscal year 1,289 58 262 75 1684 926 45.01%
2017, an increase of Accrued Accounts Payable 834 2,278 9,024 2,594 14,730 11,384 22.72%
11.04%. Investment Purchases Payable 4,560 205 937 256 5958 11125 -86.72%
Securities Lending Collateral 474,527 21,338 97,524 26,622 620,011 408,599 34.10%
Employer Net Position Liabilities 5,421 244 1,101 317 7083 6576 7.16%
Total Plan Liabilities 485,342 24,065 108,586 29789 647,782 437,684 32.43%
Deferred Inflows 671 30 136 39 876 550 37.21%
Net Position 7,162,587 321,268 1,460,993 398,353 9,343,201 8,311,925 11.04%
SUMMARY COMPARATIVE STATEMENTS OF CHANGES IN FIDUCIARY NET POSITION - ALL PLANS COMBINED
(IN THOUSANDS)
PSPRS EORP CORP AOC TOTAL TOTAL  PERCENT
ASSET CATEGORY 2017 2017 2017 2017 2017 2016 CHANGE
Changes in Net Posi- Total Contributions 839,106 37,228 136,574 32,943  1,045851 970,177 7.24%
tion summarize the Net Investment Income (Loss) 762,451 35388 155636 42050 995525 49,089  95.07%
income and expense
components of the Transfers and Service Purchases 742 69 790 96 1697 1751 -3.18%
plan. Total Additions (Reductions) 1,602,299 72,685 293,000 75,080 2,043,073 1,021,017 50.03%
Net Investment In- Benefits 756,551 61,496 113,062 25086 956,195 1,015,644 -6.22%
come for all Plans in . .
the PSPRS Trust is Service Transfers and Refunds 17,962 285 26,880 1,654 46,781 51,105 -9.24%
$995.53 million for Administrative Expenses 6,766 298 1,379 376 8819 7161 18.80%
fiscal year 2017. Total Deductions 781279 62079 141,321 27,116 1,011,795 1073910  -6.14%
Net Increase (Decrease) 821,020 10,606 151,679 47,973 1,031,278  (52,893)  105.13%
Beginning of Year Net Position 6,341,569 310,662 1,309,315 350,379 8,311,925 8,364,818 -0.64%
End of Year Net Position 7,162,589 321,268 1,460,994 398,352 9,343,203 8,311,925 11.04%
EXPENSES BY TYPE - ALL PLANS COMBINED REVENUES BY SOURCE - ALL PLANS COMBINED
(IN MILLIONS) (IN MILLIONS)
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INVESTMENT PERFORMANCE

As the Chief Investment Officer of the Public Safety Personnel Retirement System (PSPRS) during the fiscal year
beginning July 1, 2016 and ending June 30, 2017, [ submit the following comments and observations for your con-
sideration and for the consideration of the respective parties in interest of the System.

On behalf of the PSPRS investment team, it is a pleasure to provide this annual update of the investment activities
of the PSPRS Trust for the fiscal year ending June 30, 2017. We have completed the seventh year since we moved
to a diversified portfolio. The return for fiscal year ending 6/30/2017 was 11.9% net of fees. That is above our
assumed earnings rate of 7.4% and will help the system move toward a better funded status. Over five years the
trust has annually returned approximately 7.95%, also above our assumed earning rate.

The following chart illustrates the improved resiliency of this portfolio in times of market stress. The column

Ryan Parham
Chief Investment Officer

labeled “Today’s Portfolio” shows how the portfolio would have fared during historic market events had it been
constructed as it is today. The column labeled “PSPRS Trust Actual” shows how it actually performed.

Events Today's Portfolio PSPRS Trust Actual
Asian Crisis of 1997 3.20% 5.70%
Russian/LTCM Crisis 1998 -3.70% -5.50%
WTC Attacks - Sept. 11 -1.20% -11.70%
Stock Market Crash 2002 -2.50% -21.10%
August Crisis 2007 3.60% 1.60%
January Crisis 2008 -0.60% -2.70%
Credit Crunch 2008 (Aug to Nov) -14.30% -23.10%
Crisis 2009 (Jan-Feb) -3.50% -12.90%
Flash Crash 2010 -2.10% -3.70%
Brexit (2016) 0.90% -0.30%
CONCLUSION

The PSPRS portfolio is broadly diversified and significantly less volatile than our peers, and less than we have been historically. But we
have to embrace some risk to have the opportunity of returns that reach our assumed earnings rate. I am happy to report that the port-
folio’s efficiency, that is the return per unit of risk taken, places us in the top five percent of our peers.

INVESTMENT RETURNS
(NET OF FEES)

1YEAR 3 YEAR 5 YEAR

PSPRS Trust Total Fund* 11.85% 5.27% 7.95%
Balanced Index ** 10.84% 5.09% 7.78%
PSPRS Trust Equity* 18.31% 4.69% 10.44%
Equity Benchmark *** 19.51% 523% 11.22%
PSPRS Trust Fixed Income* 4.94% 3.44% 3.55%
Fixed Income Index **** -2.18% -0.35% 0.78%

“Time weighted rate of return based on the market rate of return (net of fees).

“Benchmark: 16% Russell 3000, 14% MSCI World Ex-US Net, 11% Russell
3000 + 100 bps, 7% BC Global Aggregate, 13% Credit Opps, 4% BofA ML 3-
Month T-Bill + 200 bps, 10% 3-Month LIBOR + 300 bps, 8% CPI + 200 bps,
11% NCREIF NPI, 4% Risk Parity and 2% BofA ML 3-Month T-Bill.

" Benchmark: 53.33% Russell 3000 and 46.67% MSCI World Ex-US Net.

ek

Benchmark: 100% BC Global Aggregate.

ASSET ALLOCATION

Short Term Inv.
Rigk Parity 1.07%
4.81%

T .5, Lquity

Real Estate

Private Couily
Absolute Return 13.88%

3.06%

Private Credit

12 66 [ wed Income

5.45%
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ACTUARIAL SUMMARY

FUNDING RATIO FUNDING RATIO FUNDING RATIO
PSPRS EORP CORP
B0 B0% T0%
45% 45% 50%
40% 0% 450
40%
an" 35 I I 5%
30% 30% . 0%
2013 2014 2015 2016 2017 2013 2014 2015 2016 2017 2013 2014 2015 2016 2017
HISTORICAL TRENDS
(IN THOUSANDS)
SYSTEW/  VALUATION  FISCAL  VALUATION UNFUNDED  ACCRUED FUNDED EMPLOYER  EMPLOYEE
As the funding ratio PLAN JUNE 30, YEAR ASSETS  LIABILITIES  LIABILITIES RATIO  RATE (AVG) RATE
of the plan has de- PSPRS 2014 2016 6313415 6206116 12,519,531 50.4% 41.37% 11.65%
clined, the aggre-
gate employer con- 2015 2017 6,533,140 6447071 12,980,211 50.3% 4261% 11.65%
mb‘itltof(lirate has 2016 2018 6,878,255 7,674,484 14,552,739 47.3% 52.09% 11.65%
escalated.
2017 2019 7395566 8484130 15,879,696 46.6% 52.10% 11.65%
The employer rate EORP 2014 2016 336,495 471,862 808,357 41.6% 86.54% 13.00%
is set in accordance
with the results of 2015 2017 338,431 487,380 825,811 41.0% 95.56% 13.00%
the annual actuarial 2016 2018 338,033 512,299 850,332 39.8%  106.55% 13.00%
valuation.
2017 2019 334,747 691,250 1,025,997 326%  162.63% 13.00%
The employee rate CORP 2014 2016 1613312 1,121,248 2,734,560 59.0% 18.20% 8.41%
i t by statute.
Is set by statute 2015 2017 1,682,776 1,158,331 2,841,108 59.2% 18.71% 8.41%
2016 2018 1794425 1243254 3,037,679 59.1% 20.98% 8.41%
2017 2019 1,916,845 1,808,020 3,724,874 51.5% 28.79% 8.41%
RETIRANTS AND BENEFICIARIES
YEAR END- ANNUAL  ANNUAL
SYSTEM/ ED MEMBERS MEMBERS ALLOW.  ALLOW. ANNUAL PERCENT AVERAGE
PLAN JUNE30, REMOVED ADDED  TOTALS  REMOVED ADDED  PENSIONS INCREASE PENSION
PSPRS 2014 195 560 10524 8599,683 48,220,721 543,209,329 79% 51,616
PSPRS, EORP and 2015 184 694 11,034 7,890,225 36,611,404 571,930,508 53% 51,833
CORP all show an
increase in total 2016 219 1048 11,863 9945560 58,950,969 620,935,917 8.6% 52,342
retirees and an 2017 185 721 12,309 8,838,496 44,008,867 656,106,288 57% 52,916
Increase in average
pension. These EORP 2014 42 38 1053 1,363,194 7,164962 53005466  12.3% 50,338
increases contrib- 2015 23 86 1116 831,841 4570428 56,744,053 71% 50,846
ute to the low fund- Y
ing ratios for each 2016 51 58 1123 2136634 3484310 58,091,729 24% 51,729
plan. 2017 22 95 1196 1,107,668 6504316 63,488,377 9.3% 53,084
CORP 2014 56 336 4090 1070772 12,167,340 107,562,143  11.5% 26,299
2015 69 389 4410 1498665 10,153,781 116,217,259 80% 26,353
2016 100 475 4785 2124616 12,531,785 126,624,428 89% 26,463
2017 86 392 5001 1805076 14,792,334 139,611,686  10.3% 27,423
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STATISTICAL DATA

ACTIVE MEMBER DATA
SYSTEM/  FISCALYEAR  # ACTIVE PAYROLL AGE SERVICE AVG. INCREASE IN
PLAN ENDED MEMBERS  (THOUSANDS) (YEARS) (YEARS) SALARY AVG. PAY
PSPRS 2014 18,526 1,390,346 39.7 1.2 75,048 0.9%
2015 18,409 1,401,178 39.7 1.3 76,114 1.4%
2016 18,706 1,448,215 39.7 1.3 77,420 1.7%
2017 19,010 1,500,335 39.6 1.2 78,923 1.9%
EORP 2014 843 68,341 55.6 8.6 81,069 0.8%
2015 738 61,933 56.2 9.3 83,921 3.5%
2016 694 57,766 57.0 10.0 83,236 -0.8%
2017 600 50,878 57.1 107 84,796 1.9%
CORP 2014 14,595 625,264 39.6 8.1 42,84 3.4%
2015 14,184 616,267 39.5 8.3 43,448 1.4%
2016 13,846 599,319 39.1 8.3 43,285 -0.4%
2017 13,958 619,985 39.0 8.3 44,418 2.6%
RETIRED MEMBER AND SURVIVOR DATA
FISCAL YEAR ANNUAL ~ AVERAGE ACTIVE TO
ENDED NORMAL  DISABILITY ~ SURVIVORS TOTALS PENSIONS ~ PENSION  RETIRED
PSPRS 2014 7,689 1,460 1,375 10,524 543,209,329 51,616  18to1
2015 8,093 1,516 1,425 11,034 571,930,508 51,833  1.7to1
2016 8,755 1,587 1,521 11,863 620,935,917 52342 16tod
2017 9,166 1,642 1,591 12,399 656,106,288 52916  15t01
EORP 2014 837 16 200 1,053 53,005,466 50,338  0.8to1
2015 893 17 206 1,116 56,744,053 50,846  0.8to1
2016 897 18 208 1,123 58,091,729 51,729 06101
2017 964 18 214 1,196 63,488,377 53,084  05tod
CORP 2014 3,402 122 566 4,090 107,562,143 26,299 36101
2015 3,702 130 578 4410 116,217,259 26,353 32101
2016 4,044 136 605 4,785 126,624,428 26463 29101
2017 4,329 138 624 5,091 139,611,686 27423  27to1
SUMMARY OF BENEFIT INCREASES
EXCESS EARNED EXCESS BENEFIT
FISCAL YEAR  YIELD PER EXCESS ON EXCESS UTILIZED TO EARNINGS  INCREASE
ENDED STATUTE EARNINGS AVAILABLE FUND COLA AVAILABLE 4% CAP
PSPRS 2014 4.28% 71,624,927 0 (71,624,927) 0 65.20
2015 0.00% 0 0 0 0 0.00
2016 0.00% 0 0 0 0 0.00
2017 0.00% 0 0 0 0 0.00
EORP 2014 0.00% 17,528,322 580,412 (15,751,565) 6,727,741 4.00%
2015 0.00% 0 247,581 (6,975,322) 0 1.77%
2016 0.00% 0 0 0 0 0.00%
2017 2.85% 17,037,500 0 (17,037,500) 0 3.15%
CORP 2014 0.00% 12,916,571 0 (12916571 0 1.59%
2015 0.00% 0 0 0 0 0.00%
2016 0.00% 0 0 0 0 0.00%
2017 2.85% 22,863,989 0 (22,863,989) 0 1.76%

PSPRS and CORP
active membership
increased slightly
during fiscal year
2017. EORP active
membership de-
creased slightly
during fiscal year
2017.

PSPRS, EORP and
CORP average salary
increased slightly
during fiscal year
2017.

PSPRS retired mem-
ber total does not
include DROP.

PSPRS, EORP and
CORP average pen-
sions continue to
rise.

PSPRS, EORP and
CORP ratio of active
members to retired
members continue
to decline.

Benefit increases
are dependent upon
an available balance
in the System/Plan
excess earnings
reserve.

PSPRS did not have
available excess
earnings for benefit
increases for
FY2017.

EORP and CORP did
have available ex-
cess earnings for
benefit increases in
FY2017.
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MISSION

The Purpose of the Public Safety Personnel Retirement System is to provide uniform, consistent, and
equitable statewide retirement programs for those who have been entrusted to our care.

This is accomplished through our Governing Principles where

A spirit of Gratitude guides all our actions, thereby fostering a culture of unparalleled service to others
through which growth is nurtured, progress is developed, and results are achieved.

Trustis engendered by transparency of our decisions and accountability for our actions as
measured against sound expectations.

We recognize that Respect for the individual strengthens the whole and is only earned by genuinely
understanding and fulfilling the needs of others through appropriate, timely and clear communication
and education.

This booklet provides a summary of the data contained in the PSPRS Comprehensive Annual Financial Report
(CAFR) for the fiscal year ended June 30, 2017. The booklet does not contain all the information and schedules
necessary to be in conformance with Generally Accepted Accounting Principles (GAAP). However, the CAFR
is produced in conformity with GAAP and can be obtained by visiting our website at www.psprs.com.

PUBLIC SAFETY PERSONNEL
RETIREMENT SYSTEM
3010 EAST CAMELBACK ROAD,
SUITE 200
PHOENIX, AZ 85016-4416



