ANNUAL FINANCIAL REPORT

FOR THE FISCAL YEAR ENDED JUNE 30, 2016
A PENSION TRUST FUND OF THE STATE OF ARIZONA




THIS PAGE INTENTIONALLY BLANK



Annual Financial Report

for the following
Pension Trust Funds of the State of Arizona

Fire Fighters & Peace Officer
Cancer Insurance Policy Program

For the Fiscal Year Ended
June 30, 2016

Prepared by the Staff of PSPRS

Public Safety Personnel Retirement System
3010 E. Camelback Road, Suite 200
Phoenix, AZ 85016
Phone (602) 255-5575 Fax (602) 255-5572
WWW.PSPrs.com

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.

Trust is 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.
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April 4, 2017

PSPRS and CORP Employers
PSPRS and CORP Local Board Members

Dear Local Board Members and Employers:

The Administrator of the Public Safety Personnel Retirement System respectfully submits the Eighteenth Annual Financial
Report of the Fire Fighter, Peace Officer and Corrections Officer Cancer Insurance Policy Program for the fiscal year ended
June 30, 2016.

We are committed to providing the best possible cancer insurance program based upon the contributions received from
the employers. In this regard, the cancer insurance program, which began July 1, 2000 is self-insured. The contributions
received are invested separately from the PSPRS Trust, but with the same prudence and care. Effective July 1, 2007 the
cancer program was opened to all peace officers of the Public Safety Personnel Retirement System. As a result of the in-
crease in membership, we directed staff to research the long term effects of continued reductions to the required employ-
er contributions and/or increasing benefits. The insurance program was revised on January 1, 2010 to expand and en-
hance the benefits for our members.

On July 1, 2014 the insurance program expanded to include the Correction Officers Retirement Plan (CORP), but requires
the employer to elect participation. If the employer elects to participate, each employee must then choose to participate
for which they are individually responsible for paying the annual premium.

Contributions received from the participating local boards were $1,302,846 in FY2016. Benefits paid were $2,014,470, an
increase of 262.70% from the previous year. Net position managed decreased 1.25% from $23.08 million to $22.79 mil-
lion in FY2016. This is due to the fact that the increase in benefits paid was greater than the increase in net investment

income.

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

Respectfully submitted,

Jared A. Smout
Administrator
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FINANCIAL SECTION

#7) HeinfeldMeech i

INDEPENDENT AUDITOR’S REPORT

Board of Trustees
FPublic Safety Personnel Retirement System

Beporion the Financial Siagfements

We have audited the accompanying financial statements of Fire Fighter and Peace Officer Cancer
Insurance Policy Program (FFPOCIP), which comprize the Statement of Fiduciary Met Position as of
June 30, 2016, and the related Statement of Changes in Fiduciary Net Position for the year then
ended, and the related notes to the financial statements.

Management's Responsibility for the Financial Statemenits

Management iz responzsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United Siates of America; this
includes the design, implementation, and maintenance of intermal control relevant to the preparation
and fair presentation of financial statements that are free from material misstatement, whether due to
fraud or ermor.

Auditor's Responsibility

Owur responsibility is to express an opinion on these financial statements based on our audit. We
conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable io financial audits contained in Government Auditing Standands,
izzued by the Comptroller General of the United States. Those standards require that we plan and
perform the audit to obiain reasonable assurance about whether the finandal statements are free from
material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures
in the financial statements. The procedures selected depend on the auditor's judgment, including the:
assessment of the risks of material mizstatement of the financial statements, whether due to fraud or
emor. In making those rizsk assessments, the auditor considers intemal control relevant to the entity’s
preparation and fair presentation of the financial statements in order fo design audit procedures that
are approprate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the entity’s imtermal control. Accordingly, we express no such opinion. An audit also
includes evaluating the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluating the overall presentation
of the financial statements.

We believe that the audit evidence we have obiained is sufficient and appropriate to provide a basis
for our audit opinion.

Opinion

In our opinion, the financial statements refermed to above present fairly, in all material respects, the
net position of the of Fire Fighter and Peace Officer Cancer Insurance Policy Program, as of
June 30, 2016, and the respective changes in its net position, for the year then ended in accordance
with accounting principles generally accepted in the United States of America.
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FINANCIAL SECTION

Change in Accounting Principie

Az deszcribed in Mote 1, FFPOCIP implemented the provisions of the Govermmental Accounting
Standards Board (GASB) Statement Mo. 72, Fair Value Measurement and Applicafion, for the year
ended June 30, 2016, which represents a change in accounting principle. Our opinion iz not modified
with respect to this maiter

Other Matters

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
Management's Discussion and Analysis, as listed in the table of contents, be presented to supplement
the financial statements. Such information, although not a part of the financial statements, is required
by the Governmental Accounting Standards Board, who considers it to be an essential part of finamcial
reporting for placing the financial statements in an appropriate operational, economic, or historical
context. We have applied cerain limited procedures to the required supplementary information in
accordance with auditing standards generally accepied in the United States of Amerca, which
consisted of inquires of management about the methods of preparing the information and comparing
the information for consistency with management's responses to our inguiries, the financial
statements, and other knowledge we obtained during our audit of the financial statements. We do not
Express an opinion or provide any assurance on the information because the limited procedures do
not provide us with sufficient evidence to express an opinion or provide any assurance.

Other information

Cwur audit was conducted for the purpose of forming an opinion on the FFPOCIF's financial statements.
The Introductory Section and Supporting Schedules Information are presenied for purposes of
additional analy=iz and are not a required part of the financial statements.

The Supporting Schedules Information, as listed in the table of contents under the Financial Section,
has been subjected to the auditing procedures applied in the audit of the financial statements and
certain additional procedures, including comparing and reconciling such information directly to the
underlying accounting and other records used to prepare the financial statements or to the financial
statements themselves, and other additional procedures in accordance with auditing standards
generally accepted in the United Siates of America. In our opinion, the Supporiing Schedules
Information iz faity stated in all material respects in relation to the financial statements as a whole.

The Introductory Section has not been subjected to the auditing procedures applied in the audit of the
financial statements and, accordingly, we do not express an opinion or provide any assurance on it.

Dther B rting Required Govermment Auditing Standards

In accordance with Government Auditing Sfandards, we have alzo issued our report dated
Aprl 4, 2017, on our consideration of Fire Fighter and Peace Officer Cancer Insurance Policy
Programi's intemal control over financial reporting and on our fests of its compliance with certain
provisions of laws, regulations, contracts, and grant agreements and other matiers. The purpose of
that report iz to describe the scope of our testing of intemal control over financial reporting and
compliance and the results of that testing, and not to provide an opinion on the intemal control over
financial reporting or on compliance. That report is an integral part of an audit performed in accordance
with Government Auditing Standards in considering Fire Fighter and Peace Officer Cancer Insurance
Policy Program’s intemal control over financial reporting and compliance.

Heiwerd yuomen 200, £0

Heinfeld, Meech & Co., P.C.
Tuczon, Arizona
Aprl 4, 2017
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FINANCIAL SECTION

MANAGEMENT DISCUSSION & ANALYSIS

The Fire Fighter and Peace Officer Cancer Insurance Policy
Program’s discussion and analysis is designed to assist the
reader in focusing on significant financial issues, provide
an overview of the FFPOCIPP’s financial activity, identify
changes in the FFPOCIPP’s financial position and identify
any issues or concerns. Since the Management’'s Discus-
sion and Analysis (MD&A) is designed to focus on the cur-
rent year’s activities, resulting changes and currently
known facts, it is intended to be read in conjunction with
the Financial Statements and Notes to the Financial State-
ments.

FINANCIAL HIGHLIGHTS

Key financial highlights for 2016 are as follows:

« The Fire Fighter and Peace Officer Cancer Insurance Pol-
icy Program (FFPOCIPP) had a total rate of return of
1.79% this year. The portfolio underperformed the
benchmark by 3 basis points.

« Cancer insurance benefits paid totaled $2,014,470 for
the current year, compared to $555,404 for the previous
year. This represents a 262.70% increase from the prior
year.

OVERVIEW OF THE FINANCIAL STATEMENTS

Using this Annual Financial Report

This annual report consists of a series of financial state-
ments and notes to those financial statements. These
statements are organized so the reader can understand the
FFPOCIPP as an operating entity. The statements and
notes then proceed to provide an increasingly detailed
look at specific financial activities.

The Statement of Fiduciary Net Position

This statement reports the health trust fund’s assets, liabil-
ities, and resulting net position available at the end of the
fiscal year. It is a snapshot of the financial position of the
health trust fund at that specific point in time.

The Statement of Changes in Fiduciary Net Position

This statement summarizes the health trust fund’s finan-
cial transactions that have occurred during the fiscal year.
It supports the change that has occurred to the prior year’s
net position on the Statement of Fiduciary Net Position.
Both of these statements include all assets and liabilities of
the FFPOCIPP using the accrual basis of accounting, which
is similar to the accounting used by most private-sector
companies. Over time, increases or decreases in the net
position are one indicator of the financial health of the
Plan.

Notes to the Financial Statements

The notes provide additional information that is essential
to a full understanding of the data provided in the financial
statements. The notes can be found immediately following
The Statement of Fiduciary Net Position and The State-
ment of Changes in Fiduciary Net Position.

FINANCIAL ANALYSIS OF THE SYSTEM
Comparative Statements are included to provide additional
analysis of the changes noted on those schedules.

An enhanced schedule of benefits was adopted by the
Board of Trustees to be effective January 1, 2008. During
the year ended June 30, 2016, the FFPOCIPP paid 88 mem-
bers for their first occurrence benefit of $15,000. Addi-
tionally, 10 death benefits were paid to survivors at
$10,000.

The Public Safety Personnel Retirement System adminis-
ters the FFPOCIPP and an allocation of expenses incurred
by the System is charged to the FFPOCIPP. The FFPOCIPP
is administered in the same building as the System utiliz-
ing staff employed by the System. The allocated expenses
for the year ending June 30, 2016 totaled $18,427. The
FFPOCIPP is authorized to use up to 10% of total receipts
to pay the costs of administering the FFPOCIPP.

REQUEST FOR INFORMATION

This report is designed to provide a general overview of
the Fire Fighter and Peace Officer Cancer Insurance Policy
Program finances. Questions concerning any of the infor-
mation provided in this report or requests for additional
financial information should be addressed to: Public Safe-
ty Personnel Retirement System, 3010 E. Camelback Road,
Suite 200, Phoenix, AZ 85016.
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FINANCIAL SECTION

SUMMARY COMPARATIVE STATEMENTS OF FIDUCIARY NET POSITION

06/30/2016 06/30/2015 Change % Change
Cash and Short-Term Investments 968,988 1,892,349 923,361 -48.79%
Total Receivables 4,390 95,433 -91,043 -95.40%
Total Investments 22,051,714 21,233,045 818,669 3.86%
Securities Lending Collateral 668,958 1,222,130 553,172 -45.26%
Total Plan Position 23,694,050 24,442,957 -748,907 -3.06%
Accrued Accounts Payable 233,351 140,084 93,267 66.58%
Investment Purchases Payable 0 0 0 0.00%
Securities Lending Collateral 668,958 1,222,130 -553,172 -45.26%
Total Plan Liabilities 902,309 1,362,214 -459,905 -33.76%
Net Position 22,791,741 23,080,743 -289,002 -1.25%
Summary Comparative Statements of
Fiduciary Net Position Analysis
The total fiduciary net position held in trust for benefits at
June 30, 2016 were $22.79 million, a 1.25% decrease from
$23.08 million at June 30, 2015. The decrease in fiduciary
net position is primarily due to a large increase in benefits
paid during the fiscal year. This is evidenced by the Fire
Fighter and Peace Officer Insurance Policy Program’s in-
vestment return of 1.79%.
SUMMARY COMPARATIVE STATEMENTS OF CHANGES IN FIDUCIARY NET POSITION
2016 2015 Change % Change
ADDITIONS
Total Contributions 1,302,846 998,640 304,206 30.46%
Net Investment Income (Loss) 441,049 287,475 153,574 53.42%
Total Additions (Reductions) 1,743,895 1,286,115 457,780 35.59%
DEDUCTIONS
Benefits 2,014,470 555,404 1,459,066 262.70%
Administrative Expenses 18,427 20,015 (1,588) 7.93%
Total Deductions 2,032,897 575,419 1,457,478 253.29%
Net Increase (Decrease) (289,002) 710,696 (999,698) -140.66%
Balance Beginning of Year - July 1 23,080,743 22,370,047 710,696 3.18%
Balance End of Year - June 30 22,791,741 23,080,743 (289,002) -1.25%

Summary Comparative Statements of Changes in
Fiduciary Net Position Analysis

Administrative Expenses were $18.43 thousand and total
contributions were $1.30 million for FY2016 compared to
$998.64 thousand for FY2015. For FY2016, FFPOCIPP rec-
ognized a net investment gain of $441.05 thousand which
compares to a $287.48 thousand gain in the previous year.
This increase in income was due to growth in the financial
markets during the fiscal year. Deductions from the
FFPOCIPP net assets held in trust for benefits consist pri-
marily of benefit payments and administrative expenses.
For FY2016, these deductions totaled $2.03 million, an
increase of 253.29% from the $575.42 thousand paid dur-
ing FY2015.
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FINANCIAL SECTION

INVESTMENT ACTIVITIES

ASSET ALLOCATION
JUNE 30, 2016

® Gash
US Equity
Non US Equity
B Fixed Income
Real Assels

24.03%

The assets of the FFPOCIPP are managed by the Board of
Trustees and staff of Public Safety Personnel Retirement
System. Beginning in FY2007 and continuing into FY2016,
the Board of Trustees adopted a slightly more diversified
asset allocation policy and began an asset management
restructuring. The more positive market conditions during
the past fiscal year resulted in an investment total rate of
return of 1.79%. At June 30, 2016, FFPOCIPP held $22.79
million in its portfolio. The FY2016 total fund perfor-
mance for FFPOCIPP was 1.79% versus a benchmark rate
of return of 1.82%. The benchmark is representative of
the returns that could be expected in a similar investing
environment.

31.28
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FINANCIAL SECTION

STATEMENT OF FIDUCIARY NET POSITION
JUNE 30, 2016 WITH COMPARATIVE TOTALS FOR 2015

2016 2015
ASSETS
Cash and Short-Term Investments (NOTE 3) 968,988 1,892,349
RECEIVABLES
Interest and Dividends 1,870 94,283
Investment Sales 0 0
Other Receivables 2,520 1,150
Total Receivables 4,390 95,433
INVESTMENTS AT FAIR VALUE (NOTES 2 AND 3)
Fixed Income 9,198,440 8,926,428
U. S. Equity 7,197,681 6,563,820
Non - U. S. Equity 5,529,123 5,630,427
Real Assets 126,470 112,370
Total Investments 22,051,714 21,233,045
Securities Lending Collateral 668,958 1,222,130
TOTAL PLAN ASSETS 23,694,050 24,442 957
LIABILITIES
Accrued Accounts Payable 233,351 140,084
Investment Purchases Payable 0 0
Securities Lending Collateral 668,958 1,222,130
Total Plan Liabilities 902,309 1,362,214
NET POSITION HELD IN TRUST FOR BENEFITS 22,791,741 23,080,743

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

STATEMENT OF CHANGES IN FIDUCIARY NET POSITION
FOR THE YEAR ENDED JUNE 30, 2016 WITH COMPARATIVE TOTALS FOR 2015

2016 2015
ADDITIONS
Employers’ Contributions (NOTE 1) 1,302,846 998,640
Investment Income
From Investing Income
Net Appreciation (Depreciation) in Fair Value of Investments (NOTE 2) (54,883) (213,373)
Interest 2,106 377
Dividends 447,202 444,313
Other Income 44,925 7
From Securities Lending Activifies
Security Lending Activities (NOTE 3)
Securities Lending Income 1,458 3,621
Borrower Rebates 13,924 76,713
Agents Share of Income (2,307) (12,036)
Net Securities Lending Income 13,075 68,298
Total Investment Income (Loss) 452,425 300,332
Less Investment Expense (11,376) (12,857)
Net Investment Income (Loss) 441,049 287,475
Total Additions 1,743,895 1,286,115
DEDUCTIONS
Insurance Benefits (NOTE 1) 2,014,470 555,404
Administrative Expenses 18,427 20,015
Total Deductions 2,032,897 575,419
NET INCREASE (DECREASE) (289,002) 710,696
NET POSITION HELD IN TRUST FOR BENEFITS
Beginning of Year, July 1 23,080,743 22,370,047
End of Year, June 30 22,791,741 23,080,743

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

NOTES TO THE FINANCIAL STATEMENTS

NOTE 1: PLAN DESCRIPTION

ORGANIZATION

The State of Arizona Fire Fighter and Peace Officer Cancer
Insurance Policy Program is a multiple-employer cancer
insurance program established by Title 38, Chapter 4, Arti-
cle 3 of the Arizona Revised Statutes, to provide cancer
insurance benefits for active and retired firefighters, peace
officers and correction officers of certain state and local
governments. The Board of Trustees of the State of Arizo-
na Public Safety Personnel Retirement System administers
the Program.

Effective April 28, 2010 SB 1006 was passed that changed
the name of the Fund Manager to Board of Trustees and
expanded the size of the Board from five to seven. Effective
August 6, 1999, it became the Governor ‘s responsibility to
appoint all members of the Board of Trustees. SB 1006
also increased the term from three to five years. There will
be a transitional period during which the terms of office
may vary. The Board of Trustees is responsible for the in-
vestment of the FFPOCIPP’s assets, hiring personnel to ad-
minister the FFPOCIPP, and the general protection and ad-
ministration of the FFPOCIPP.

The FFPOCIPP provides cancer insurance covering active
fire fighters and peace officers of participating employers.
Beginning July 1, 2014, members of Correction Officers
Retirement Plan (CORP) became eligible to join the plan
when the employer chooses to participate. Benefits begin
upon the date of membership in the PSPRS or CORP
(excluding pre-existing conditions). Retired members re-
main 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 Board of Trustees and a predetermined pre-
mium is paid. CORP members must opt into the program
to be eligible and pay a predetermined premium to remain
eligible.

Effective July 1, 2000, the policy became self-insured. The
insurance policy is designed by the program administra-
tors and underwritten by the assets of the firefighter and
peace officer insurance policy program account established
by ARS §38-643. All claims are submitted to PSPRS or
CORP for adjudication. A revision of the plan was adopted
January 1, 2010 that enhanced the benefits available to
eligible members. A complete Schedule of Revised Benefits
is available on the PSPRS website: psprs.com.

The Fire Fighter and Peace Officer Cancer Insurance Policy
Program rely on funding from various employers who are
members of the Public Safety Personnel Retirement System
and Corrections Officer Retirement Plan.

BENEFITS

The insurance policy provides benefits to all active and
limited retired fire fighters, peace officers and correction
officers. The program is a supplemental insurance plan for
hospitalization, surgery, radiation and chemotherapy and
other cancer related illness benefits. There is a first occur-
rence benefit of $15,000 and a death benefit of $10,000.
The program is self-insured, benefits are limited to the as-
sets in the FFPOCIPP account, and those benefits may be
reduced or eliminated at any time.

CONTRIBUTIONS

Participating local boards contribute not more than $180
each fiscal year for each fire fighter, peace officer or correc-
tion officer employed at June 30 of the prior fiscal year.
Effective July 1, 2007, the Board of Trustees set the contri-
bution rate at $100 for each member. The Board of Trus-
tees reduced the rate to $75 beginning July 1, 2010. The
Board of Trustees issued a “premium holiday” on contribu-
tions for fiscal year 2012. The Board of Trustees reinstitut-
ed a rate of $50 beginning July 1, 2012.

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. Employer contributions are recog-
nized when due, pursuant to statutory requirements. Ben-
efits are paid when claims have been properly submitted
and approved. Expenses are recorded when liabilities are
incurred.

ESTIMATES

The preparation of financial statements in conformity with
accounting principles generally accepted in the United
States of America requires management to make estimates
and assumptions that affect the reported amounts of net
assets held in trust for benefits. Actual results could differ
from those estimates.

NEW ACCOUNTING PRONOUNCEMENT

GASB Statement 72, Fair Value Measurement and Applica-
tion, was issued and is effective for periods beginning after
June 15, 2015. This Statement generally requires invest-
ments to be measured at fair value, and defined the term
“fair value.” It also requires disclosures to be made about
fair value measurement, the level of fair value hierarchy,
and valuation techniques. The FFPOCIPP implemented the
new requirements this fiscal year.

Annual Financial Report
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FINANCIAL SECTION

NOTES TO THE FINANCIAL STATEMENTS

METHOD USED TO VALUE INVESTMENTS

FFPOCIPP investments are reported at fair value. Fair val-
ues are determined as follows: Short-term investments
are reported at cost which approximates fair value. 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 deter-
mined by fixed-income broker/dealers.

Statutes enacted by the Arizona Legislature authorize the
Board of Trustees to make investments in accordance with
the “Prudent Man” rule. The Board of Trustees is not lim-
ited to so-called “Legal Investments for Trustees”.

In making every investment, the board shall exercise the
judgment and care under the circumstances then prevail-
ing which men of ordinary prudence, discretion and intelli-
gence 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 cap-
ital.

NOTE 3: CASH AND INVESTMENTS

Custodial credit risk for deposits is the risk that in the
event of a bank failure, the FFPOCIPP’s deposits may not
be returned. The deposits are held in two financial institu-
tions with a balance of up to $250,000 (permanently guar-
anteed as of July 21, 2010) insured by the Federal Deposit
Insurance Corporation (FDIC). The FFPOCIPP mitigates
custodial credit risk for deposits by requiring the financial
institutions to pledge securities from an acceptable list in
an amount at least equal to 102% of the aggregate amount
of the deposits on a daily basis.

All monies shall be secured by the depository in which
they are deposited and held to the same extent and in the
same manner as required by the general depository law of
the state. Cash balances represent both operating and cash
accounts held by the bank and investment cash on deposit
with the investment custodian. All deposits are carried at
cost plus accrued interest. The following table is a sched-
ule of the aggregate book and bank balances of all cash
accounts as of June 30, 2016:

REPORTED AMOUNT BANK BALANCE
Pension Trust Fund 957,194 957,194
Operating Fund 11,794 137,905
Total Deposits 968,988 1,095,099
FAIR VALUE REPORTING

The FFPOCIPP investments are reported at fair value. The
FFPOCIPP does not value any non-publicly traded assets.

All of the FFPOCIPP non-publicly traded assets are man-
aged by external managers, who value the investments
under their management in accordance with their estab-
lished valuation policies. Short-term investments are re-
ported at cost plus accrued interest. The FFPOCIPP catego-
rizes its fair value measurements for investments within
the hierarchy established by generally accepted accounting
principles. The fair value hierarchy, which has three levels,
is based on the valuation inputs used to measure an asset’s
fair value.

The categorization of investments within the hierarchy is
based upon the pricing transparency of the instrument and
should not be perceived as the particular investment'’s risk.

Level 1 - Unadjusted quoted prices for identical instru-
ments in active markets.

Level 2 - Quoted prices for similar instruments in active
markets; quoted prices for identical or similar instru-
ments in markets that are not active; and model-derived
valuations in which all significant inputs are observable.

Level 3 - Valuations derived from valuation techniques in
which significant inputs are unobservable.

Investments that are measured at fair value using the net
asset value per share (or its equivalent) as a practical ex-
pedient are not classified in the fair value hierarchy.

Level 1 debt and equity securities are valued based on
prices quoted in active markets for those securities. Level
2 securities are valued using a matrix pricing technique
that values securities based on their relationship to bench-
mark quoted prices. Level 3 securities, whose stated mar-
ket prices are unobservable by the market place, are priced
by the investment manager or General Partner using dis-
counted cash flow techniques. The FFPOCIPP has the fol-
lowing recurring fair value measurements as of June 30,
2016:

INVESTMENTS MEASURED AT FAIR VALUE

Fair Value Level 1 Level 2 Level 3

Fixed Income
US Government Bonds 0 0 0 0
Corporate Bonds 9,198,440 9,198,440

Total Fixed Income 9,198,440 9,198,440 0
Equity
US Equity 7,197,681 7,197,681 0 0
Non US Equity 5,529,123 5,529,123

Total Equity 12,726,804 12,726,804
Real Assets 126,470 126,470
Total Fair Value 22,051,714 22,051,714 0 0

Annual Financial Report



FINANCIAL SECTION

NOTES TO THE FINANCIAL STATEMENTS

CUSTODIAL CREDIT RISK

Custodial Credit Risk is the risk that FFPOCIPP will not be
able (a) to recover deposits if the depository financial in-
stitution fails or (b) to recover the value of the investment
or collateral securities that are in the possession of an out-
side party if the counterpart to the investment or deposit
transaction fails. As of June 30, 2016, FFPOCIPP has no
fund or deposits that were not covered by depository in-
surance or collateralized with securities held by our banks’
trust department or agent. Nor does FFPOCIPP have any
investments that are not registered in the name of
FFPOCIPP or the PSPRS Trust, and are either held by the
counterpart or the counterpart’s trust department or
agent. FFPOCIPP cash is not collateralized by Wells Fargo,
but is pooled with the State of Arizona Treasurer.

CREDIT RISK

Credit Risk is the risk that an issuer or other counterparty
to an investment will not fulfill its obligation to the
FFPOCIPP. As of June 30, 2016, the FFPOCIPP’s fixed in-
come assets were invested in a well diversified bond index
fund.

CONCENTRATION OF CREDIT RISK

Concentration of credit risk is the risk of loss that may be
attributed to the magnitude of a government’s investment
in a single issue. All of the assets of FFPOCIPP are held in
cash management funds, index funds or ETF’'S. No single
entity holds more than 5% of the portfolio. Therefore,
there is no concentration of credit risk.

INTEREST RATE RISK

Interest rate risk is the risk that changes in interest rates
will adversely affect the fair value of an investment. This
risk is managed within the portfolio by investing in a bond
index fund.

FOREIGN CURRENCY RISK

Foreign currency risk is the risk that changes in exchange
rates will adversely impact the fair value of an investment.
FFPOCIPP’s foreign currency risk resides with the interna-
tional ETF funds comprising about 24.03% of the portfolio.
This allows external managers to decide what action to
take regarding their respective fund’s exposures.

DERIVATIVES
There were no investments in derivatives during the Fiscal
Year ending June 30, 2016.

SECURITY LENDING PROGRAM

The FFPOCIPP is party to a securities lending agreement
with a bank. The bank, on behalf of the FFPOCIPP, 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 FFPOCIPP requires collateral of at least 102% of the
fair value of the loaned U.S. Government or corporate secu-
rity. Securities on loan are carried at fair value.

As of June 30, 2016 the fair value of securities on loan was
$650,345 and the collateral was $668,958. The FFPOCIPP
receives a negotiated fee for its loan activities and is in-
demnified for broker default by the securities lending
agent.

The FFPOCIPP participates in a collateral investment pool.
All security loans may be terminated on demand by either
the lender or the borrower. All matched loans shall have
matched collateral investments.

The total cash collateral investments received for un-
matched loans (any loan for which the cash collateral has
not been invested for a specific maturity) will have a maxi-
mum effective duration of 233 days. Additionally, at least
20% of total collateral investments shall be invested on an
overnight basis. At June 30, 2016, the weighted average
maturity was 5 days for all investments purchased with
cash collateral from unmatched loans. The FFPOCIPP has
no credit risk because the amounts owed to the borrowers
exceed the amounts the borrowers owe to the FFPOCIPP.

TOTAL AVAILABLE % OF AVAILABLE

ASSET CLASS OUT ON LOAN TO LOAN TO LOAN

US Equities 0
650,345

7,197,681 0.00%
5,529,123 11.76%
9,198,440 0.00%

126,470 0.00%

Non- US Equities
Fixed Income 0

Real Assets 0

Totals 650,345 22,051,714 2.95%
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FINANCIAL SECTION

SUPPORTING SCHEDULES INFORMATION

SCHEDULE OF ADMINISTRATIVE EXPENSES
FOR THE YEAR ENDED JUNE 30, 2016

SCHEDULE OF CONSULTANT EXPENSES
FOR THE YEAR ENDED JUNE 30, 2016

EXPENSE CATEGORY ADMIN INVEST TOTAL CONSULTANT SERVICE PROVIDED FEES PAID
Accounting and Auditing Services 345 0 345 ALBOURNE AMERICA, LLC Int. Alt. Invest Consultant 1,549
Actuarial Services 1,161 0 1,161 AVANT STRATEGIES Public Relations Consultant 300
Communications 176 0 176 BNY MELLON ASSET SERVICING  Investment Advisor 1,067
Computer Related Expense 458 17 629 COPPERSMITH BROCKELMAN  Litigation Counsel 0
Contractual Services 39 0 39 CORTEX RESEARCH Governance Consultant 365
Depreciation Expense 681 0 681 ERNST & YOUNG LLP Investment Consultant 501
Fund Manager Initiatives 1,268 0 1,268 FENNEMORE CRAIG, P.C. General Counsel 18
Furniture and Equipment 39 0 39 FOLEY & LARDNER, LLC Investment Counsel 327
Legal Services 906 2,753 3,659 GABRIEL ROEDER SMITH & CO  Actuary 716
Payroll Taxes and Fringe Benefits 3,307 836 4,143 HEINFELD, MEECH & CO. Independent Auditor 345
Postage Expenses 88 0 88 HIGHGROUND, INC Legislative Liaison 237
Printing and Publications 48 0 48 JACKSON WALKER LLP Investment Counsel 70
Professional Services 703 4,576 5,279 KUTAK ROCK LLP General Counsel 135
Salaries and Wages 8,907 2,871 11,778 LIGHT STONE SOLUTIONS, LLC  Due Diligence 0
Supplies and Services 100 0 100 McLAGAN CONSULTING Compensation Consultant 249
Training Expenses 156 106 262 NEPC, LLC Investment Advisor 1,208
Travel Expense 45 63 108 AZ ATTORNEY GENERAL General Counsel 434
TOTAL 18,427 11,376 29,803 ORG PORTFOLIO MGMT LLC Real Estate Consultant 885

SIMPSON, THATCHER, BART. Investment Counsel 12

SPECIAL COUNSEL General Counsel 103

PUBLIC POLICY PARTNERS Legislative Liaison 332

STEPSTONE GROUP LLC Equity Advisors 277

STEPTOE & JOHNSON, LLP Litigation Counsel 0

SUBROSA INVESTIGATIONS Due Diligence 0

WHETSTINE, CHARLES General Tax Counsel 108

TOTAL 9,238
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