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MESSAGE FROM THE ADMINISTRATOR

Dear Members,

I am pleased to present the 2022 Popular Annual Financial Report (PAFR) for the Public Safety Per-
sonnel Retirement System (PSPRS) for the fiscal year ended June 30, 2022.

The information presented on the following pages is a summary of financial data taken from the An-
nual Comprehensive Financial Report (ACFR), prepared on an accrual basis of accounting and pre-
sented in conformity with Generally Accepted Accounting Principles (GAAP). The PAFR is not a sup-
plement to the ACFR and does not include all information and disclosures required by GAAP; rather, it
is a concise summary of the financial health of the PSPRS for fiscal year 2022.

Michael Townsend
Administrator

The PSPRS Executive Management is responsible for ensuring timely and accurate financial reporting, as well as main-
taining the financial sustainability and health of the financial resources that support the pension and health insurance
subsidy retirement benefits for our members. I am pleased to report that the PSPRS continues to make significant gains
that improved the financial stability and health of the three plans and to issue timely, accurate and transparent financial
reports.

Overview

The Board of Trustees for the PSPRS administers three primary plans; the Public Safety Personnel Retirement System
Plan (PSPRS), the Corrections Officers Retirement Plan (CORP) and the Elected Officials Retirement Plan (EORP). PSPRS
and CORP are agent multiple-employer defined benefit plans that provides benefits to approximately 54,200 current and
former members. As agent multiple-employer plans, the assets and liabilities of each individual employer are accounted
for separately among 257 employer units, thereby allowing for individual funding levels and employer contribution rates.
Within CORP is a group of employers collectively known as CORP-AOC whose members work for the Administrative Office
of the Courts. CORP-AOC is a cost-sharing plan administered by one local board. EORP is a cost-sharing, multiple-
employer defined benefit plan where the PSPRS Board administers and manages the plan. Assets and liabilities of EORP
are pooled for all the employers, who share the same funding level and employer contribution rate. These two cost-
sharing plans provide benefits to approximately 5,400 current and former members for 53 employer units. EORP and
CORP are pooled for investment purposes only and reside in the PSPRS Trust, a formal entity created for that express pur-
pose. The Board also administers defined contribution plans and has contracted with a third-party administrator to man-
age those plans. One primary role of the PSPRS administration is to account for contributions received from member em-
ployer units and beneficiary payments for the Board. During the fiscal year 2022, over 25,500 retirees, their survivors
and disabled members received approximately $1.3 billion in benefits.

Highlights

The major accomplishment for PSPRS in fiscal year 2022 was the continued growth of trust assets made possible by a rec-
ord-setting amount of additional contributions made by public safety and corrections employers for the purpose of reduc-
ing unfunded pension liabilities.

Plan employers contributed an additional $2.9 billion to reduce pension debts, and this combined total eclipsed both actu-
arially required contributions and benefit payments to retirees and beneficiaries of PSPRS-managed retirement plans.
The additional contributions consisted of a $1.2 billion appropriation from the State of Arizona on behalf of state agency
employers and $1.7 billion from counties, cities, towns, and fire districts that took advantage of budget surpluses and rec-
ord low interest rates to refinance their pension debts at more favorable terms.

PSPRS led all 200 of the nation’s largest retirement plans for asset growth for the one-year period ending September 30,
2022, according to an annual survey conducted by Pensions & Investments magazine, a national industry publication.
While this timeframe is similar - but not identical - to the fiscal year ending June 30, 2022, PSPRS was found to be one of
only six of the largest 200 plans to increase its assets. With a 13 percent growth in defined benefit and defined contribu-
tion plan assets, the publication noted that PSPRS’ nearest competitor, Seattle-based Amazon.com Inc., grew at a rate of
2.7 percent.

The fiscal year-ending combined Fiduciary Net Position for the public safety, corrections, and elected officials pension
plans was $17.8 billion, which marked a $2.1 billion increase from the $15.7 billion in fiscal year 2021. Additional employ-
er contributions made it possible for PSPRS assets to grow over the year despite tumultuous market conditions that pro-
duced an annual investment return of -4 percent resulting in a $680.2 million net investment loss. Over the past 10 years,
the portfolio has an annualized, net of fees rate of return of 7.5 percent exceeding the PSPRS Board of Trustees’ actuarial
assumed 7.3 percent rate of return.
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MESSAGE FROM THE ADMINISTRATOR

Highlights (Continued)

The tier 3 programs established as part of pension reform legislation are incorporated in the respective PSPRS and
CORP plan financial data. For the fiscal year ending June 30, 2022, total tier 3 reserves are less than 1.3 percent of PSPRS
total plan reserves and less than 0.7 percent of CORP-AOC total plan reserves. As reported in the June 30, 2022 actuarial
valuations, the tier 3 aggregate funded status for PSPRS increased to 110.8 percent from the June 30, 2021 valuation
funded status of 106.6 percent. The tier 3 aggregate funded status for CORP decreased to 110.3 percent compared to
118.4 percent reported in the June 30, 2021, valuation report.

Major Policy and Governance Strategies

PSPRS focused on a number of significant policy strategies in fiscal year 2022, including the following:

e Completed an actuarial experience study for each of the three defined benefit plans for the 5-year period ended
June 30, 2021.

e The Board adopted actuarial assumption changes, including reducing the assumed earnings rate of return to 7.2
percent from 7.3 percent, updated mortality, retirement, termination, cost-of-living adjustment and disability rates
as well as revising employer payroll growth assumptions to address the negative amortization of unfunded liabili-
ties. A shortened fifteen year layered amortization schedule was also adopted.

e Provided additional tools, such as the modelers and dashboard metrics to enhance the employers’ ability to manage
pension liabilities and payroll contribution rates.

Future Trends and Objectives
Future trends and objectives includes the following:
e Expanded outreach to employers to increase the knowledge of pension liabilities and options to reduce their un-

funded liabilities.

e Continue the design and development work with the vendor to replace our aging Pension Administration System
(PAS).

Acknowledgements

The success of PSPRS requires the cooperation and support of our employers and local boards. We thank the staff and
management of our employers along with those who serve on local boards for their encouragement and support. We
also thank the staff and Board of Trustees for the commitment and efforts to ensure that PSPRS meets the needs of pub-
lic servants who serve throughout the State of Arizona. We are honored and privileged to serve those who serve others.

Respectfully submitted,

e - —

Michael F. Townsend
May 31, 2023

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.

Trust is engendered by transparency of our decisions and accountability for our actions as measured against sound ex-
pectations.

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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FUNDING STATUS

Defined Benefit Funding Ratios by Plan and Tier

The funding ratio is the ratio of the actuarial value of the Trust assets available to pay the retirement benefits divided
by the present value of anticipated future retirement benefit payments earned as of the reporting date. The actuarial
value of assets determined by the smoothing formula to eliminate short-term market fluctuations and will differ from
the market value of investments assets as valued on fiscal year-end.

The PSPRS Board of Trustees revised the agency’s employer payroll growth assumptions after actuarial studies found
that previous assumptions underestimated future pension costs. In the same effort, the board adopted a shortened 15-
year “layered” amortization schedule. The long-term savings of eliminating assumed payroll growth entirely through a
phased-in approach was estimated to reach more than $1 billion by fiscal year 2046, according to the system’s Actuary.

Funding status in PSPRS and CORP significantly increased for fiscal year 2022 as assets in the Trust grew to $17.8 bil-
lion as of June 30, 2022 from the $15.7 billion in fiscal year 2021 due to $2.9 billion in additional employer and appro-
priated non-employer entity contributions to the system. The following charts show the consolidated plan actuarial
value of assets funding status as of June 30, 2022 for tiers 1 and 2 and tier 3.

Funded Ratios - Pension & OPEB
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FUNDING STATUS

Defined Benefit Funding Ratios by Plan and Tier (Continued)

Funded Ratios - Pension & OPEB
Tier 3
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FUNDING STATUS

Funded Status by Employer and Tier

The combined funded status for Pension and OPEB notably increased for most employers, with the most substantial in-
creases coming from employers that made significant additional contributions. For example, the number of Tiers 1 and
2 PSPRS employers with a funded ratio of 50% or more increased over the prior year from 193 employers to 206, a 7%
increase. More impressive, the number of PSPRS employers above 90% funding increased from 66 as of 6/30/21 to 116
as of 6/30/22, which is a 76% increase. In addition, the number of PSPRS employers above the 100% funding level in-

creased from 40 as of 6/30/21 to 54 as of 6/30/22, an increase of 35%.

The following are representations for the combined Pension and OPEB for Tiers 1 & 2 for PSPRS and CORP as well as
Tier 3 for the PSPRS 19 non-risk sharing employers and the consolidated risk sharing employers by their individual

funding status as of June 30, 2022.
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FUNDING STATUS

Contribution Rates by Plan

The defined benefit consolidated contribution rates consist of the normal cost component and the unfunded and legacy
cost component. The aggregate contribution rates for the combined Pension and OPEB Tiers 1 & 2 for PSPRS and CORP
decreased primarily due to the significant additional contributions by employers, which reduced the unfunded liability
and legacy contribution requirements. The rates remained comparable to prior year rates for Tier 3.

Consolidated Contribution Rates - Pension & OPEB
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Note 1: The rates shown are the calculated rates as of the valuation date.
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Note: All the Tier 3 rates shown are the calculated rates as of the valuation date
and do not reflect any Legacy costs that the employer must also contribute.
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INVESTMENT SUMMARY

The portfolio achieved a total time-weighted rate of return of -4.0%, net of fees, for the fiscal year ending June 30, 2022
which was a sharp drop from the 27.8% return in the prior fiscal year. This decrease was due to a net investment loss
resulting from market volatility in the second half of fiscal year 2022 from regional geopolitical conflict and Federal
Reserve policy interest rate increases designed to fight inflation. However, the 3 year, 5 year, 7 year and 10 year re-
turns remain above the benchmark targets. The well-diversified portfolio is strategically allocated to provide appropri-
ate diversification that limits the impact when markets experience losses. Both traditional and nontraditional assets
are incorporated into the asset allocation mix. The portfolio is constructed to assume less risk than the vast majority of
our peers and to reduce volatility when the markets correct or grow stagnant.

Cash and Short-Term Investment asset class exceeded the interim target rages due to $1.2 billion appropriated non-
employer entity contributions against unfunded liability obligations that were received and deposited into the Trust on
June 30, 2022. Below are the PSPRS’ actual asset allocations as of June 30, 2022.

Diversifying Strategies
9.02%

Cash and Short-Term

20.40%,

T8, Public Equity

Other Assets (Contractual Internaticnal Public Equity
Income) 12.97%
2.89%
Private Credit
11.38%
Global Private Equity
Other Assets (Capital 23.72%
Appreciation)
0.57%
FAIR VALUE PER ACTUAL ASSET
FINANCIAL STATEMENTS ALLOCATION INTERIM UPPER LOWER

ASSET CLASS (IN THOUSANDS) (% OF FAIR VALUE) TARGET RANGE RANGE
U.S. Public Equity 3,614,435 20.40% 24% 29% 17%
International Public Equity 2,298,617 12.97% 16% 21% 13%
Global Private Equity 4,205,906 23.72% 27% 32% 17%
Other Assets (Capital Appreciation) 100,290 0.57% 0% 10% 0%
Core Bonds 572,796 3.23% 2% 15% 1%
Private Credit 2,016,229 11.38% 20% 38% 13%
Other Assets (Contractual Income) 529,605 2.99% 0% 10% 0%
Diversifying Strategies 1,597,555 9.02% 10% 18% 3%
Cash and Short-Term Investments 2,785,314 15.72% 1% 10% 0%
Total 17,720,747 100.00% 100.00%

Y Includes operating cash.
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INVESTMENT SUMMARY

Portfolio Returns and Benchmarks

DESCRIPTION TRUST TRUST TRUST TRUST TRUST Incglption
1 Year 3 Years 5 Years 7 Years 10 Years 0
Date
Arizona PSPRS Trust - Total Fund -4.04% 7.40% 6.94% 6.70% 7.45% 6.47%
Target Fund Benchmark -1047% 6.00% 6.42% 6.39% 7.10% 5.52%

Market Value Of Investment Assets by Plan as of June 30, 2022

Market Value of Investment Assets by Plan
(In S Thousands)

EORP I 340,346

- 3,000,000 6,000,000 9,000,000 12,000,000 15,000,000

PSPRS Historical Investment Returns

The following graph reflects the historical performance of the PSPRS investment portfolio. It is reflective of the general
downward trend in returns and the ongoing volatile investment market environment that began in the late 1990s. The
fiscal year 2022 total time-weighted rate of return was -4.0%, net of fees.

PSPRS Historical Investment Returns
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ACTUARIAL INFORMATION SUMMARY

The following ten year trends by plan graphs present a summary of key actuarial components by plan. A continuing
trend from fiscal year 2021 can be can be noted in fiscal year 2022 for the valuation of assets and the unfunded liability
levels for PSPRS and CORP. This is primarily due to the substantial additional contributions made by many employers
and toward their pension liabilities and appropriated non-employer entity contributions from the State of Arizona.

PSPRS 10-Year Trend - Pension & OPEB
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ACTUARIAL INFORMATION SUMMARY

CORP 10-Year Trend - Pension & OPEB
Tiers1 & 2
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MEMBER DATA

PSPRS, EORP and CORP active memberships all had minor decreases for fiscal year 2022. PSPRS, EORP and CORP av-
erage salary increased slightly during fiscal year 2022 with CORP having the largest average salary increase of 6.5%.

ACTIVE MEMBER DATA
SYSTEM/ FISCAL YEAR # ACTIVE PAYROLL AGE SERVICE AVG. INCREASE IN
PLAN ENDED MEMBERS (THOUSANDS) (YEARS) (YEARS) SALARY AVG. PAY
PSPRS 2018 18,648 1,487,787 39.7 11.3 79,783 1.1%
2019 18,723 1,623,270 39.7 11.4 81,358 2.0%
2020 18,677 1,651,822 39.5 11.3 83,087 2.1%
2021 18,366 1,677,045 39.3 11.2 85,868 3.3%
2022 18,185 1,656,552 39.1 111 91,095 6.1%
EORP 2018 579 50,939 58.0 11.4 87,978 3.8%
2019 485 47,986 58.6 12.1 98,941 12.5%
2020 457 44,152 59.3 13.1 96,617 (2.3%)
2021 373 33,968 59.0 12.7 91,067 (5.7%)
2022 354 32,504 59.9 14.2 91,818 0.8%
CORP 2018 14,335 619,270 38.7 8.2 43,200 (2.7%)
2019 12,113 551,099 40.1 9.4 45,496 5.5%
2020 10,936 540,802 41.0 10.3 49,451 8.7%
2021 9,863 490,445 41.8 111 49,726 0.6%
2022 8,681 459,559 42.6 11.9 52,939 6.5%
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MEMBER DATA

The tier 3 PSPRS membership group’s population continued to increase in fiscal year 2022 while the closed tiers 1 and
2 membership group’s population continue to decline.

Active Members by Tier - PSPRS
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FINANCIAL STATEMENTS

Net Position are the resources available to pay pension benefits in the future. Net position for all Plans in the PSPRS
Trust increased $2.079 billion in fiscal year 2022, an increase of 13.2%.

SUMMARY COMPARATIVE STATEMENTS OF FIDUCIARY NET POSITION - ALL PLANS GOMBINED

(IN THOUSANDS)
PSPRS EORP CORP  CORP-AOC TOTAL TOTAL PERCENT
2022 2022 2022 2022 2022 2021 CHANGE
Cash and Short-Term Investments 1,871,471 34,530 739,095 140218 2,785,314 1,636,799 70.17%
Total Receivables 57,042 3,433 9,679 5,076 75,230 68,312 10.13%
Total Investments 11,658,758 305,816 2,497,125 473,734 14,935,433 14,024,446 6.50%
Securities Lending Collateral 437,657 11,480 93,739 17,783 560,659 334,265 67.73%
Net Capital Assets 5,914 255 1,106 214 7,489 3,211 133.23%
Total Plan Assets 14,030,842 355514 3,340,744 637,025 18,364,125 16,067,033 14.30%
Deferred Outflows of Resources 1713 42 368 71 2,194 1,035 111.98%
Accrued Accounts Payable 777 19 553 107 1,456 4,156 (64.97%)
Investment Purchases Payable 1,867 49 399 76 2,391 7,634 (68.68%)
Securities Lending Collateral 437,657 11,480 93,739 17,783 560,659 334,265 67.73%
Employer Net Position Liabilities 5,756 151 1,232 238 7,377 8,561 (13.83%)
Other Payable - - - - - 328 (100.00%)
Total Plan Liabilities 446,057 11,699 95,923 18,204 571,883 354,944 61.12%
Deferred Inflows of Resources 2,218 58 475 92 2,843 374 660.16%
Fiduciary Net Position 13,584,280 343799 3,244,714 618,800 17,791,593 15,712,750 13.23%

Changes in Net Position summarize the income and expense components of the plan. While net investment loss for all
Plans in the PSPRS Trust was $680.230 million in fiscal year 2022, employer and non-employer contributions were
$4.116 billion which contributed to the increase of 13.2% in fiduciary net position in fiscal year 2022.

SUMMARY COMPARATIVE STATEMENTS OF CHANGES IN FIDUCIARY NET POSITION - ALL PLANS COMBINED

(IN THOUSANDS)

PSPRS EORP CORP CORP-AQC TOTAL TOTAL PERCENT

2022 2022 2022 2022 2022 2021 CHANGE
Total Contributions and Purchases 2,607,876 54,757 241,818 51,333 2,955,784 1,908,305 54.89%
Non-Employer Entity Contributions 599,849 5,000 555,237 - 1,160,086 1,005,000 15.43%
Net Investment Income (Loss) (532,819) (14,785) (108,829) (23,797) (680,230) 3,113,549 (121.85%)
Transfers Into the System 1,310 13 - 38 1,361 238 471.85%
Other Income 998 - - - 998 > N/A
Total Additions (Reductions) 2,677,214 44,985 688,226 27,574 3,437,999 6,027,092 (42.96%)
Benefits 1,031,694 75,482 160,651 41,568 1,309,395 1,210,341 8.18%
Service Transfers and Refunds 15,556 7 20,790 1,182 37,599 32,161 16.91%
Administrative Expenses 9,577 210 1,938 437 12,162 14,530 (16.30%)
Total Deductions 1,056,827 75,763 183,379 43,187 1,359,156 1,257,032 8.12%
Net Increase (Decrease) 1,620,387 (30,778) 504,847 (15,613) 2,078,843 4,770,060 (56.42%)
Beginning of Year Net Position 11,963,893 374,577 2,739,867 634,413 15,712,750 10,942,690 43.59%
End of Year Net Position 13,584,280 343,799 3,244,714 618,800 17,791,593 15,712,750 13.23%
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This booklet provides a summary of the data contained in the PSPRS Annual Comprehensive Financial Report
(ACFR) for the fiscal year ended June 30, 2022. The booklet does not contain all the information and schedules
necessary to be in conformance with Generally Accepted Accounting Principles (GAAP). However, the ACFR

is produced in conformity with GAAP and can be obtained by visiting our website at www.psprs.com.

The fiscal year 2022 ACFR and Actuarial Valuations Reports can be accessed at https://www.psprs.com/
investments--financials/annual-reports

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