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MESSAGE FROM THE ADMINISTRATOR

Dear Members,

I am pleased to present the 2023 Popular Annual Financial Report (PAFR) for the Public Safety Per-
sonnel Retirement System (PSPRS) for the fiscal year ended June 30, 2023.

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 Michael Townsend
is a concise summary of the financial health of the PSPRS for fiscal year 2023. 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. [ am pleased to report that the PSPRS continues to make gains that im-
proved 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 54,800 current and
former members. As agent multiple-employer plans, the assets and liabilities of each individual employer are accounted
for separately among 258 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 2023, over 26,500 retirees, their survivors
and disabled members received approximately $1.4 billion in benefits.

Highlights

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. In fiscal year 2023, PSPRS provided monthly benefits
to more than 26,000 households including retired plan members, surviving spouses and children.

The majority of gross distributions from these three defined benefit plans - totaling almost $1.4 billion in fiscal year
2023—went to retirees and families living in and contributing to the economies of more than 280 urban and rural cities,
towns and tribal lands in Arizona. PSPRS-managed plan retirees live with earned and constitutionally guaranteed retire-
ment incomes in 49 states and multiple countries.

The major accomplishment for the agency continues to be the strides taken in recent years to grow the trust assets and
reduce unfunded pension liabilities by working with employers, which resulted in additional contributions of $577.8 mil-
lion to reduce Tier 1 and 2 unfunded public safety, corrections and election officials plan pension obligations during the
fiscal year 2023. Almost $5.0 billion of these pension debt payments were made over the last four fiscal years.

The results of these efforts from the state, counties, cities, towns, and fire districts are stunning. The funding level for
PSPRS is now at 67.2 percent, compared to 47.7 percent four years ago. Likewise, CORP now has an 85.8 percent funding
level, rising from 54.1 percent at the end of fiscal year 2020. Progress, although more modest, is also evident in EORP, the
multiple-employer risk sharing elected officials retirement plan, which increased its funding level to 41.2 percent after
hovering in the low 30.0 percent range for years.

The funding level turnaround, aided by record low federal interest rates in previous years and steady PSPRS investment
returns, “rivals the level of improvement of any public pension in the country,” according to actuary Brad Heinrichs, presi-
dent and chief executive officer of Foster & Foster, Inc., whose firm contracts to provide actuarial services to PSPRS and
roughly 1,000 pension plans across the country.
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MESSAGE FROM THE ADMINISTRATOR

Highlights (Continued)

As it stands, Arizona employers and taxpayers are spending less to meet the actuarially required contributions of the
PSPRS-managed plan members and they are spending less on financing costs associated with unfunded pension obliga-
tions each year.

Arizona employers are projected to spend almost $794 million to meet the current and future pension obligations for
tier 1 and 2 PSPRS, CORP, and EORP members and retirees in fiscal year 2025 per the actuarial valuation based on the
fiscal year 2023 financial results. That figure, while high, is $256.0 million less than and is a nearly 25.0 percent reduc-
tion from projections made by plan actuaries four years ago. It is important to note that some employers that issued
pension obligation debt will have debt service payments offsetting a portion of their reduced contributions.

Remarkably, those immediate savings will continue in the future despite the annual adoption of increasingly conserva-
tive actuarial assumptions by the PSPRS Board of Trustees. With the input and recommendation of employer, member,
and retiree representatives of the PSPRS Advisory Committee, trustees have reduced assumed payroll growth and the
assumed rate of return on plan investments.

These changes aim to eliminate negative amortization, which occurs when required employer contributions are insuffi-
cient to reduce the amount of pension obligations of employers, and to prevent potentially negative impacts to im-
proved employer funding levels from future investment market, demographic and policy disruptions.

While plan stakeholders rightfully focus upon the financial health and costs of the closed tier 1 and 2 public safety and
corrections so-called “legacy” plans, it is important to note that tier 3 plans for public safety and corrections members
remain fully solvent. Early actuarial assumptions for these young plans, which became effective in 2017 and 2018, re-
spectively, proved effective enough to maintain funding levels above 100 percent as plan membership has grown con-
siderably. In fact, in fiscal year 2023, the PSPRS Board of Trustees grew confident enough in the tier 3 plans’ financial
foundation to adopt policy to lower employer and member contribution rates.

As of June 30, 2023, PSPRS-managed plan assets under management reached $19.4 billion, marking a 9.4 percent in-
crease from the June 30, 2022, fiscal year end total of $17.7 billion.

Major Policy and Governance Strategies

PSPRS focused on a number of significant policy strategies in fiscal year 2023, including the following:

e The Board adopted actuarial assumption changes to reduce the payroll growth assumption for all plans.

e The Board revised the CORP plans actuarial assumed investment earnings or discount rate by lowering the Tier 3 to
7.0 percent from 7.2 percent. The lower rate will factor in the fiscal year ended June 30, 2023 Actuarial Valuations
setting contribution rates for fiscal year 2025. This lowering of the discount rate reflects the information PSPRS is
receiving from our investment professionals about likely future market returns. Lowering the discount rate in-
creases costs in the short term, but it will save money in the long run as existing costs are paid down more quickly.

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

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 throughout the State of Arizona. We are honored and privileged to serve those who serve others.

Respectfully submitted,

Michael F. Townsend, Administrator
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MESSAGE FROM THE ADMINISTRATOR

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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PENSION BENEFIT DATA—BASED ON ACTUARIAL ANNUAL CHANGES
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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 mar-
ket 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, CORP, and EORP increased for fiscal year 2023 as assets in the Trust grew to $19.6 billion as of
June 30, 2023, from the $17.8 billion in fiscal year 2022 due to $1.1 billion of employer payroll contributions, $578 mil-
lion in additional employer and appropriated non-employer entity contributions to the system, and $1.4 billion of invest-
ment gains. This increase to plan assets was after paying pension, DROP, health insurance benefits, refunds, administra-
tive expenses, and transfers to other plans of $1.4 billion during the year. The following charts show the consolidated
plan actuarial value of assets funding status as of June 30, 2023, 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
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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 206 employers to 216, a 5%
increase. The number of PSPRS employers above 80% funding remained similar from 141 as of June 30, 2022 to 144 as

of June 30, 2023, an increase of 2%.

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, 2023.
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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 for all tiers remained comparable
to prior year rates. The consolidated contribution rates compared to the prior fiscal year for the PSPRS, CORP and EORP
are provided below.

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 7.6%, net of fees, for the fiscal year ending June 30, 2023
which was a sharp increase from the -4.0% return in the prior fiscal year. This increase was due to a significant in-
crease in investment income resulting from steady gains in the financial markets during fiscal year 2023 that reversed
the volatile performance in the financial markets that occurred during the second half of fiscal year 2022. The well-
diversified portfolio is strategically allocated to provide appropriate diversification that limits the impact when mar-
kets 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 mar-

kets correct or grow stagnant. Below are the PSPRS’ actual asset allocations as of June 30, 2023.

Cash and Short-Term
Investments
6.79%%

Diversifying
Strategies
7.59%

U.5. Public Equity
22.41%
Other Aszsts

(Contractual Income)
2.75%

Private Credit
13.753%
International Public
Core Bonds Eqmt%.-;
5 00% 16.02%
Other Azzets (Capital
Appreciation)
0.72% Global Private Equity
23.07%
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 4,344,109 22.41% 24% 29% 17%
International Public Equity 3,106,778 16.02% 16% 21% 13%
Global Private Equity 4,472,095 23.07% 27% 32% 17%
Other Assets (Capital Appreciation) 140,249 0.72% 0% 10% 0%
Core Bonds 1,338,058 6.90% 2% 15% 1%
Private Credit 2,665,092 13.75% 20% 28% 13%
Other Assets (Contractual Income) 532,231 2.75% 0% 10% 0%
Diversifying Strategies 1,471,488 7.59% 10% 18% 3%
Cash and Short-Term Investments 1,317,365 6.79% 1% 10% 0%
Total 19,387,465 100.00% 100.00%

Y Includes operating cash.
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INVESTMENT SUMMARY

Portfolio Returns and Benchmarks

DESCRIPTION TRUST TRUST TRUST TRUST TRUST Inception
1Year 3 Years 5 Years 7 Years 10 Years To Date
Arizona PSPRS Trust - Total Fund 7.64% 10.34% 7.21% 7.84% 7.19% 6.56%
Target Fund Benchmark 15.01% 9.97% 7.81% 8.23% 7.56% 5.95%

Market Value Of Investment Assets by Plan as of June 30, 2023

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

EORP I 417,266
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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 2023 total time-weighted rate of return was 7.6%, net of fees.
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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 up-
ward trend from fiscal year 2022 can be noted in fiscal year 2023 for the valuation of assets for PSPRS and CORP while
the unfunded liability levels for PSPRS and CORP remained similar between the two fiscal years. This is primarily due to
the substantial additional contributions made by many employers and toward their pension liabilities.

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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EORP 10-Year Trend - Pension & OPEB
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MEMBER DATA

PSPRS active memberships increased while EORP and CORP active memberships had minor decreases for fiscal year
2023. PSPRS, EORP and CORP average salary increased during fiscal year 2023 with CORP having the largest average
salary increase of 13.7%.

ACTIVE MEMBER DATA
SYSTEM/ FISCAL YEAR # ACTIVE PAYROLL AGE SERVICE AVG. INCREASE IN
PLAN ENDED MEMBERS  (THOUSANDS) (YEARS) (YEARS) SALARY AVG. PAY
PSPRS 2019 18,723 1,523,270 39.7 11.4 81,358 2.0%
2020 18,677 1,551,822 39.5 113 83,087 2.1%
2021 18,366 1,577,045 39.3 11.2 85,868 3.3%
2022 18,185 1,656,552 39.1 11.1 91,095 6.1%
2023 18,425 1,823,564 38.9 10.8 98,972 8.6%
EORP 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%
2023 296 29,632 60.0 14.9 100,108 9.0%
CORP 2019 12,113 551,099 40.1 9.4 45,496 5.5%
2020 10,936 540,802 41.0 103 49,451 8.7%
2021 9,863 490,445 41.8 11.1 49,726 0.6%
2022 8,681 459,559 42.6 11.9 52,939 6.5%
2023 7,974 480,049 43.1 12.6 60,201 13.7%
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MEMBER DATA

The tier 3 PSPRS membership group’s population continued to increase in fiscal year 2023 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 $1.831 billion in fiscal year 2023, an increase of 10.29%.

SUMMARY COMPARATIVE STATEMENTS OF FIDUCIARY NET POSITION - ALL PLANS COMBINED
(IN THOUSANDS)

PSPRS EORP CORP  CORP-AOC TOTAL TOTAL PERCENT
2023 2023 2023 2023 2023 2022 CHANGE

Cash and Short-Term Investments $ 1,001,348 $ 32,943 $ 238212 $ 44,862 $ 1,317,365 $ 2,785,314 (52.70)%
Total Receivables 179,859 4,057 37,557 9,737 231,210 75,230 207.34%
Total Investments 13,781,170 384,323 3,285,847 618,760 18,070,100 14,935,433 20.99%
Securities Lending Collateral 544,462 15,184 129,815 24,446 713,907 560,659 27.33%
Net Capital Assets 10,689 385 2,253 431 13,758 7,489 83.71%
Total Plan Assets 15,517,528 436,892 3,693,684 698,236 20,346,340 18,364,125 10.79%
Deferred Outflows of Resources 1,696 a7 404 77 2,224 2,194 1.37%
Accrued Accounts Payable 356 90 105 20 571 1,456 (60.78)%
Investment Purchases Payable 1,553 44 371 69 2,037 2,391 (14.81)%
Securities Lending Collateral 544,462 15,184 129,815 24,446 713,907 560,659 27.33%
Employer Net Pension Liabilities 7,174 200 1,709 327 9,410 7,377 27.56%
Total Plan Liabilities 553,545 15,518 132,000 24,862 725,925 571,883 26.94%
Deferred Inflows of Resources 359 10 86 16 a71 2,843 (83.43)%
Fiduciary Net Position $ 14,965,320 $ 421,411 $ 3,562,002 $ 673,435 $ 19,622,168 $ 17,791,593 10.29%

Changes in Net Position summarize the income and expense components of the plan. Net investment income for all
Plans in the PSPRS Trust was $1.407 billion in fiscal year 2023 and employer and non-employer contributions were
$1.846 billion, which contributed to the increase of 10.29% in fiduciary net position in fiscal year 2023.

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

PSPRS EORP CORP  CORP-AOC TOTAL TOTAL PERCENT

2023 2023 2023 2023 2023 2022 CHANGE
Total Contributions and Purchases S 1,414,043 S 60,984 S 248,811 $ 56,473 $ 1,780,311 S 2,955,784 (39.77)%
Non-Employer Entity Contributions 1,000 65,000 - - 66,000 1,160,086 (94.31)%
Net Investment Income (Loss) 1,073,022 29,489 256,532 47,498 1,406,541 (680,230) 306.77%
Transfers Into the System 107 109 21 - 237 1,361 (82.59)%
Other Income 33 - - - 33 998 (96.69)%
Total Additions (Reductions) 2,488,205 155,582 505,364 103,971 3,253,122 3,437,999 (5.38)%
Benefits 1,086,165 77,586 169,732 46,413 1,379,896 1,309,395 5.38%
Transfers to Other Plans and Refunds 14,057 - 14,919 2,169 31,145 37,599 (17.17)%
Administrative Expenses 6,943 384 3,425 754 11,506 12,162 (5.39)%
Total Deductions 1,107,165 77,970 188,076 49,336 1,422,547 1,359,156 4.66%
Net Increase (Decrease) In Fiduciary Net Position 1,381,040 77,612 317,288 54,635 1,830,575 2,078,843 (11.94)%
Balance Beginning of Year —July 1 13,584,280 343,799 3,244,714 618,800 17,791,593 15,712,750 13.23%
Balance End of Year —June 30 $ 14,965,320 $ 421,411 $ 3,562,002 $ 673,435 $ 19,622,168 $ 17,791,593 10.29%
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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, 2023. 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 2023 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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