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December 15, 2006
Firefighter Employers,

Public Safety Personnel Retirement System
Fire Local Board Members

Dear Local Board Members and Employers:

The Fund Manager of the Public Safety Personnel Retirement System respectfully submits the Eighth Annual
Financial Report of the Fire Fighters’ Cancer Insurance Policy Program for the fiscal year ended June 30, 2006.

We are committed to providing the best possible cancer program based upon the contributions received from the
employers. In this regard, the cancer program is self-insured, which began July 1, 2000, and the contributions
received this fiscal year were invested in stocks and bonds. Effective July 1, 2005, we reduced the required
employer contribution to $135 per active member. Additionally, we directed staff to research the long term effects
of continued reductions to the required employer contributions and/or increasing benefits.

For the fiscal year ended June 30, 2006, contributions received from the participating local boards was $769,207.
Met Assets increased 15.0 % from $5,913,043 to §6,797,629. Benefits paid this fiscal year totaled $196,170.

We sincerely appreciate the opportunity of serving the State of Arizona and its political subdivisions.

Respectfully submitted, iy
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&Cﬂﬁ\&\ Olson, Chafrman
e S = a3
illy Shidldst Vice Qhairman Frifz Beesemyer, Member
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Brian Delfs, Ex-Officio \ Advisor
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INDEPENDENT AUDITOR'S REPORT

FUND MANAGER

STATE OF ARIZONA PUBLIC SAFETY
PERSONNEL RETIREMENT SYSTEM

PHOENIX, ARIZONA

We have audited the accompanying statements of the system net assets of the STATE OF ARIZONA
FIRE FIGHTERS® CANCER INSURANCE PROGRAM as of June 30, 2006 and 2005, and the related
statements of changes in system net assets for the years then ended. These financial statements are the
responsibility of the system’s managements. Our responsibility is to express an opinion on these financial
statements based on our audit.

We conducted our audit in accordance with generally accepted auditing standards. Those standards require
that we plan and perform the audit to obtain reasonable assurance about whether the financial statements
are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by the management, as well as evaluating the overall
financial statement presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial status of STATE OF ARIZONA FIRE FIGHTERS® CANCER INSURANCE PROGRAM as
of June 30, 2006 and 2005, and the results of its operations and changes in system net assets for the years
then ended in conformity with generally accepted accounting principals.

Bunen £ SRAL— . 0L.C.

December 15, 2006



STATE OF ARIZONA
FIRE FIGHTERS' CANCER INSURANCE POLICY PROGRAM
STATEMENTS OF PLAN NET ASSETS
AS OF JUNE 30, 2006 AND 2005

2006 2005
ASSETS
Cash and Short Term Investments 83,570 1,143,210
Receivables
Retention Receivable $ - $ -
Insurance Reserves - -
Interest and Dividends 28,421 11,666
Total Receivables 28,421 11,666
Investments at Fair value (Note 2):
U.S. Government Securities 2,219,894 1,075,756
Corporate Bonds - -
Corporate Notes 497,791 -
Corporate Stocks 3,967,953 3,682,411
Other Investments - -
Total Investments 6,685,638 4,758,167
Collateral Held in Trust for
Securities on Loan 2,707,321 2,584,255
Total Plan Assets 9,504,950 8,497,298
Liability- Collateral Subject to
Return to Borrower 2,707,321 2,584,255
Net Assets Held in Trust
for Benefits: $ 6,797,629 $ 5,913,043

The accompanying notes are an integral part of these financial statements.



STATE OF ARIZONA
FIRE FIGHTERS' CANCER INSURANCE POLICY PROGRAM
STATEMENT OF CHANGES IN NET ASSETS
AVAILABLE FOR BENEFITS
FOR THE YEARS ENDED JUNE 30, 2006 AND 2005

ADDITIONS:

Contributions
Employers' Contributions

Net Appreciation (Depreciation)

in Fair Value of Investments (Note 2)
Interest
Dividends

Securities Lending Activities

Securities Lending Income $ 120,969
Borrower Rebates (116,981)
Agents Share of Income (1,290)

Net Securities Lending Income (Note 2)
Less Investment Expense

Net Investment Income

Total Additions
DEDUCTIONS:
Insurance Benefits (Note 1)
Administrative Expenses

Total Deductions

Net Increase (Decrease)

Net Assets Held in Trust
for Benefits

Beginning of Year - July 1

End of Year - June 30

2006

769,207

126,384
131,017
64,329

$ 51,269
(47,648)

(1,175)
2,798

(5,284)

1,088,451

1,088,451

196,170
7,695

203,865

884,586

5,913,043

$

6,797,629

2005

$

955,359

262,252
58,375
48,281

2,446

(13,299)

1,313,414

1,313,414

111,204
25,760

136,964

1,176,450

4,736,593

5,913,043




STATE OF ARIZONA
FIRE FIGHTERS’' CANCER INSURANCE POLICY PROGRAM
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2006 AND 2005

NOTE 1 - PLAN DESCRIPTION

Organization

The State of Arizona Fire Fighters’ Cancer Insurance Policy Program (FFCI) is a multiple-employer cancer insurance
program established by Title 38, Chapter 5, Article 4 of the Arizona Revised Statutes, to provide cancer insurance benefits
for active and retired fire fighters of certain state and local governments. The Fund Manager of the State of Arizona Public
Safety Personnel Retirement System administers the Program.

The Fund Manager is a five-member board. Beginning August 6, 1999, the Governor began appointing all members, who
serve a fixed three-year term. The Fund Manager is responsible for the investment of the Plan's assets, hiring personnel to
administer the Program, and the general protection and administration of the Plan.

The Program provides cancer insurance covering active fire fighters of participating employers. Benefits begin upon the fire
fighter's date of membership in the system (excluding pre-existing conditions). Retired members remain eligible for
coverage for five months for every year of credited service accumulated toward retirement under the PSPRS. A retired
member whose eligibility is expiring may continue to remain eligible for coverage if an election is made with the Fund
Manager and a predetermined premium is paid.

Effective July 1, 2000, the policy became self-insured. The insurance policy is designed by the program administrators and
underwritten by the assets of the fire fighter cancer insurance policy program account established by ARS §38-643. All
claims are submitted to PSPRS for adjudication.

The Fund Manager of the PSPRS is also responsible for the investment and general administration of three other statewide
retirement plans—the Public Safety Personnel Retirement System, the Elected Officials’ Retirement Plan and the
Corrections Officer Retirement Plan. The investments and expenses of these plans are held and accounted for separately
from those of the FFCI. Since none of the plans have the authority to impose their will on any of the other plans, each plan
is reported as its own stand-alone government.

Benefits

The insurance policy provides benefits to eligible active and retired fire fighters. The program is a supplemental insurance
plan for hospitalization, surgery, radiation and chemotherapy and other cancer related illness benefits. There is a first
occurrence benefit of $6,000 and a death benefit of $1,000. The policy may be cancelled or terminated at any time without
notice.

Contributions

Participating local boards contribute not more than $180 each fiscal year for each fire fighter employed at June 30 of the
prior fiscal year. Effective July 1, 2005, the Fund Manager set the contribution rate at $135 for each fire fighter.

NOTE 2 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES AND PLAN ASSET MATTERS

Basis of Accounting

These financial statements are prepared using the accrual basis of accounting.

The program reports assets on a Fair Value Basis in accordance with GASB Statement No. 25. Certain cost information is
provided for reference only and to comply with state law.

Use of estimates

The preparation of financial statements in conformity with generally accepted accounting principles requires the use of
estimates and assumptions that affect the reported amount of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the reporting
period. Actual results could differ from those estimates.



Investments

FFCI investments are reported at Fair Value and at Cost. Fair values are determined as follows. Short-term investments
are reported at Fair Value, which approximates Cost. Equity securities are valued at the last reported sales price. Fixed-
income securities are valued using the last reported sales price or the estimated fair market value as determined by one of
the world's largest and most prominent fixed-income broker/dealers. Investments that do not have an established market
are reported at estimated fair value. Investment income is recognized as earned.

Statutes enacted by the Arizona Legislature authorize the Fund Manager to make investments in accordance with the
"Prudent Man" rule. The Fund Manager is not limited to so-called "Legal Investments for Trustees." In making every
investment, the Fund Manager shall exercise the judgement and care under the circumstances then prevailing which men of
ordinary prudence, discretion and intelligence exercise in the management of their own affairs, not in regard to speculation
but in regard to the permanent disposition of their funds, considering the probable income from their funds as well as the
probable safety of their capital.

Statement No. 40 of the GASB requires government entities to disclose deposit and investment risks related to credit risk,
interest rate risk, and foreign currency risk. The FFCIP invests primarily in Federal Agency obligations and domestic
equities. As a result, there is limited, if any, credit risk, interest rate risk and foreign currency risk. Substantially all
investments are held in the name of the Program by its custodian bank.

Money Market Account

The money market account is a deposit with an Arizona bank. These deposits are insured by federal depository insurance.
The money market account is subject to the general depository laws of the State of Arizona, which require deposits to be
either insured by the Federal Deposit Insurance Corporation or collateralized by certain securities including U.S.
Government obligations and first mortgages.

Securities Lending Income

The Program is party to a securities lending agreement with a bank. The bank, on behalf of the Plan, enters into
agreements with brokers to loan securities and have the same securities returned at a later date. The loans are fully
collateralized primarily by cash. Collateral is marked-to-market on a daily basis. Non-cash collateral can be sold only upon
borrower default. The System requires collateral of at least 102% of the fair value of the loaned U.S. Government or
corporate security. Securities on loan are carried at fair value. As of June 30, 2006 and 2005 the fair value of securities on
loan was $2,707,321 (consisting of Stocks-$1,546,665 and Treasuries and Agencies-$1,160,656) and $2,584,255
(consisting of Stocks-$1,498,921 and Treasuries and Agencies-$1,085,334) respectively. The Program receives a
negotiated fee for its loan activities and is indemnified for broker default by the securities lending agent. The Program
participates in a collateral investment pool. All security loans may be terminated on demand by either the lender or the
borrower. The total cash collateral investments received for unmatched loans (any loan for which the cash collateral has not
been invested for a specific maturity) will have a maximum duration of 233 days. And, at least 20% of total collateral
investments shall be invested on an overnight basis. All matched loans shall have matched collateral investments.

Interest Revenue

The Program received interest on their money market account with the bank as well as interest on their bond portfolio.

Benefit Payments

During the year ended June 30, 2006, the Program paid 3 fire fighters for their first occurrence benefit of $6,000 each and 2
death benefit of $1,000. Additionally, the Program paid 22 fire fighters surgical and hospital benefits.

Administrative Expenses

The Public Safety Personnel Retirement System administers the Program and an allocation of expenses incurred by the
System is charged to the Program. The Program is administered in the same building as the System utilizing staff employed
by the System. The allocated expenses for the year ending June 30, 2006 totaled $12,979.12. The Program is authorized
to use up to 10% of total receipts to pay the costs of administering the Program.



STATE OF ARIZONA
FIRE FIGHTERS' CANCER INSURANCE POLICY PROGRAM
SUPPLEMENTAL SCHEDULES OF
CASH RECEIPTS AND CASH DISBURSEMENTS
FOR THE YEARS ENDED JUNE 30, 2006 AND 2005

2006 2005
RECEIPTS

Employers' Contributions 769,207 955,359
Interest 127,204 50,359
Dividends 67,353 53,557
Securities Lending Income 2,781 2,446
Amounts Transferred from Other

State-Sponsored Pension Plans 5,966 -
Maturities and Sales of

U.S. Government Securities 22,615 27,734

Corporate Bonds -

Corporate Notes 33,662,396 -

Other Investments -

Common Stock 864,260 1,040,256
Net Decrease in Money Market Funds 1,047,870 -
Total Receipts 36,569,652 2,129,711

DISBURSEMENTS

Insurance Benefits 196,170 111,204
Investment and Administrative Expenses 12,979 39,058
Amounts Transferred to Other

State-Sponsored Pension Plans -
Acquisitions of:

U.S. Government Securities 1,246,494 1,009,900

Corporate Bonds -

Corporate Notes 34,160,187 -

Other Investments -

Common Stock 953,822 886,755
Net Increase in Money Market Fund 82,794
Total Disbursements 36,569,652 2,129,711

INCREASE (DECREASE) IN CASH
BEGINNING CASH BALANCES--July 1
ENDING CASH BALANCES--June 30
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STATE OF ARIZONA
FIREFIGHTERS' CANCER INSURANCE POLICY PROGRAM
SUPPORTING SCHEDULE OF COMMISSIONS PAID TO BROKERS
FISCAL YEAR ENDED JUNE 30, 2006

# of Shares  Average

Broker Traded Commission Commissions

BNY BROKERAGE 8,862 0.050 $443.10
GREENBERG FINANCIAL GROUP 6,650 0.019 $128.00
INVESTORS CAPITAL CORPORATION 1,500 0.032 $48.00
ISI GROUP, INC. 5,389 0.046 $247.95
MERRILL LYNCH 300 0.050 $15.00
MORGAN STANLEY DEAN WITTER 5,965 0.021 $122.30
SAMCO FINANCIAL SERVICES, INC. 5,616 0.020 $111.32
SANFORD C. BERNSTEIN & CO., LLC 3,775 0.050 $188.75
U.S. FINANCIAL INVESTMENTS INC. 3,677 0.020 $73.54
UBS | PAINE WEBBER 7,877 0.021 $163.54
WELLS FARGO BANK 100 0.000 $0.00
Total Commissions 49,711 0.031 $ 1,541.50

The Plan typically pays $ .05 per share traded plus SEC charges on sale transactions. Over
the Counter stocks are typically traded net of commissions. The firms with an average
commission of less than $.05 have traded Over the Counter stocks net of commissions for the

STATE OF ARIZONA
FIREFIGHTERS' CANCER INSURANCE POLICY PROGRAM
SUPPORTING SCHEDULE OF COMMISSIONS PAID TO BROKERS
FISCAL YEAR ENDED JUNE 30, 2006

1-year 3-year 5-year

Total Fund 5.23% 10.98% 4.47%
Balanced Index 3.57% 6.07% 3.97%
Equity 7.10% 12.28% 1.41%
Equity Benchmark 8.63% 11.21% 2.49%
NYSE 15.89% 16.49% 6.62%
S&P 500 8.63% 11.21% 2.49%
Fixed Income 0.97% 2.91% 4.79%
Lehman -1.53% 1.60% 5.13%

91 day T-Bill 3.98% 2.36% 2.24%



STATE OF ARIZONA

FIREFIGHTERS' CANCER INSURANCE POLICY PROGRAM
SUPPORTING SCHEDULE OF COMMISSIONS PAID TO BROKERS
FISCAL YEAR ENDED JUNE 30, 2006

Total Fund
Balanced Index

Equity
Equity Benchmark
NYSE
S&P 500

Fixed Income
Lehman
91 day T-Bill

1-year

5.23%
3.57%

7.10%
8.63%
15.89%
8.63%

0.97%
-1.53%
3.98%

3-year

10.98%
6.07%

12.28%
11.21%
16.49%
11.21%

2.91%
1.60%
2.36%

5-year

4.47%
3.97%

1.41%
2.49%
6.62%
2.49%

4.79%
5.13%
2.24%
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