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December 13, 2007

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 Tenth Annual
Financial Report of the Fire Fighters’ Cancer Insurance Policy Program for the fiscal year ended June 30, 2007.

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 equities and bonds. Effective July 1, 2006, we reduced the required
employer contribution to $100 per active member. Effective July 1, 2007, the cancer program will be opened to all
peace officers of the Public Safety Personnel Retirement System. As a result of the increase in membership, 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, 2007, contributions received from the participating local boards decreased 21%
from $769,207 to $610,010, as a result of the premium reduction. Assets managed increased 22% from $6,791,762
to $8,282,010. Benefits paid this fiscal year totaled $98,594.

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

Respectfully submitt

Carter Olson \] Billy Shields—/
und Manager, Chairman Fund Manager, Vice Chairman
\77//, & WW
" Fritz Beesemyer~ Mike Galloway
Fund Manager, Member Fund Managgt, Member
k_/ Brian D/elfs James &s Gentner

Fund Manager, Advisor Fund Manager, Advisor
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INDEPENDENT AUDITORS’ REPORT

Fund Manager

Public Safety Personnel Retirement System
State of Arizona

Phoenix, Arizona:

We have audited the accompanying Statement of Plan Net Assets of the Fire Fighters’ Cancer
Insurance Program (Program) as of and for the year ended June 30, 2007, and the related Statement
of Changes in Plan Net Assets for the year then ended. These basic financial statements are the
responsibility of Program’s management. Our responsibility is to express an opinion on these
financial statements based on our audit. The comparative totals as of and for the year ended June 30,
20006, presented in the basic financial statements were audited by other accountants and are included
for additional analysis only. Neither we nor the other accountants have performed any auditing
procedures on this information since the date of their report.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States. 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 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
net assets of the Fire Fighters” Cancer Insurance Program, as of June 30, 2007, and the changes in net
assets for the year then ended in conformity with accounting principles generally accepted in the
United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated December
12,2007, on our consideration of the Fire Fighters’ Cancer Insurance Program’s internal control over
financial reporting and on our tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements and other matters. The purpose of that report is to describe the scope
of our testing of internal control over financial reporting and compliance and the results of that
testing, and not to provide an opinion on the internal control over financial reporting or on
compliance. That report is an integral part of an audit performed in accordance with Government
Auditing Standards and should be considered in assessing the results of our audit.

TUCSON + PHOENIX ¢ FLAGSTAFF
www.heinfeldmeech.com



Our audit was conducted for the purpose of forming an opinion on the financial statements that
collectively comprise Program’s basic financial statements. The Supplemental Schedule of Cash
Receipts and Cash Disbursements is presented for purposes of additional analysis and is not a
required part of the basic financial statements. The Schedule of Cash Receipts and Cash
Disbursements has been subjected to the auditing procedures applied in the audit of the basic
financial statements and, in our opinion, is fairly stated in all material respects in relation to the basic
financial statements taken as a whole.

H%W Meem s (o, ©C

HEINFELD, MEECH & CO., P.C.
Certified Public Accountants

December 12, 2007



STATE OF ARIZONA
FIRE FIGHTERS' CANCER INSURANCE POLICY PROGRAM
STATEMENT OF PLAN NET ASSETS
At June 30, 2007 with Comparative Totals from 2006

2007 2006

ASSETS
Cash and Short Term Investments 15,856 83,570
Receivables

Investment Sales 20,719 -

Interest and Dividends 28,817 28,521

Total Receivables 49,536 28,521

Investments at Fair value (Note 2):

U.S. Government Securities 3,075,923 2,219,894

Corporate Notes 509,383 497,791

Equities 4,720,019 3,967,953

Total Investments 8,305,325 6,685,638

Collateral Held in Trust for

Securities on Loan 3,145,645 2,707,321
Total Plan Assets 11,516,362 9,505,050
LIABILITIES

Accounts Payable 32,906 -

Investment Purchases Payable 55,801 -
Liability- Collateral Subject to

Return to Borrower 3,145,645 2,707,321
Total Plan Liabilities 3,234,352 2,707,321
Net Assets Held in Trust
for Benefits: 8,282,010 $ 6,797,729

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




STATE OF ARIZONA
FIRE FIGHTERS' CANCER INSURANCE POLICY PROGRAM
STATEMENT OF CHANGES IN PLAN NET ASSETS

For the Year Ended June 30, 2007 with Comparative Totals for 2006

ADDITIONS:

Contributions
Employers' Contributions

Net Appreciation (Depreciation)
in Fair Value of Investments (Note 2)

Interest

Dividends

Securities Lending Activities

Securities Lending Income $ 148,824
Borrower Rebates (142,843)
Agents Share of Income (1,782)

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

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

2007

$ 610,010

731,073
173,366
75,524

4,199

984,162

1,594,172

98,594
11,197

109,791

1,484,381

6,797,629

$ 8,282,010

$ 120,969
(116,981)

(1,190)

2006

$ 769,207

126,384
131,017
64,329

2,798

(5,284)

319,244

1,088,451

196,170
7,695

203,865

884,586

5,913,043

$ 6,797,629




STATE OF ARIZONA
FIRE FIGHTERS’ CANCER INSURANCE POLICY PROGRAM
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2007

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 programis a supplemental insurance
plan for hospitalization, surgery, radiation and chemotherapy and other cancer related iliness benefits. There is a first
occurrence benefit of $6,000 and a death benefit of $5,000. 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, 2006, the Fund Manager set the contribution rate at $100 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.

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

FFCIl investments are reported at Fair Value. Fair values are determined as follows: Short-term investments are reported
at Fair Value, Equity securities are valued at the last reported sales price, and Fixed-income securities are valued using the
last reported sales price or the estimated fair value.

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 aresult, there is limited, if any, credit risk, interest rate risk and foreign currency risk. The average duration of
the Federal Agency obligations are 9 years. 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, 2007 the fair value of securities on loan was
$3,071,189 and the collateral was $3,145,645. 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. At June 30, 2007, the weighted average maturity was 15 days
for all investments purchased with cash collateral from unmatched loans. The Program has no credit risk because the
amounts owed to the borrowers exceed the amounts the borrowers owe to the Program. Under this program, the Plan has
not experienced any defaults or losses on these loans. Collateral for securities lending does not require any additional
disclosures because it is invested in a securities lending collateral investment pool.

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, 2007, the Program paid 14 fire fighters for their first occurrence benefit of $6,000 each.
Additionally, the Program paid 12 fire fighters surgical and hospital benefits per the schedule of benefits as found on
WWW.pSprs.com.

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, 2007 totaled $11,197. 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 SCHEDULE OF

CASH RECEIPTS AND CASH DISBURSEMENTS

For the Year Ended June 30, 2007 with Comparative Totals for 2006

RECEIPTS
Employers' Contributions
Interest
Dividends
Securities Lending Income
Amounts Transferred from Other
State-Sponsored Pension Plans
Maturities and Sales of
U.S. Government Securities
Corporate Notes
Equities
Net Increase in Money Market Funds
Total Receipts

DISBURSEMENTS
Insurance Benefits
Investment and Administrative Expenses
Amounts Transferred to Other
State-Sponsored Pension Plans
Acquisitions of:
U.S. Government Securities
Corporate Notes
Equities
Net Decrease in Money Market Funds
Total Disbursements

INCREASE (DECREASE) IN CASH
BEGINNING CASH BALANCES--July 1
ENDING CASH BALANCES--June 30

2007 2006
$ 610,010 $ 769,207
180,140 127,204
76,652 67,353
3,746 2,781
14,032 5,966
1,313,381 22,615
83,745,375 36,706,975
1,622,979 874,288
87,566,315 38,576,389
98,594 196,170
11,198 12,979
2,141,543 1,263,270
83,721,453 36,162,127
1,693,627 953,613
67,714 1,047,870
87,634,029 39,636,029
(67,714) (1,059,640)
83,570 1,143,210
$ 15,856 $ 83,5670




