PSPRS FY2026 First Quarter Newsletter

HAPPY NEW YEAR — AND NOW ABOUT THOSE TAXES

With the 2025 calendar year closed, PSPRS-managed plan retirees and
beneficiaries can expect to receive their 1099-R tax forms soon. These
forms report taxable pension distributions and any federal or state tax
withholding for the prior calendar year.

1099-R forms are expected to be mailed — and available for download
through the Members Only portal —no later than January 31. PSPRS also
issues 1099-R forms to individuals who received lump-sum payments N\}
during the year, including primary beneficiaries, death benefit recipients, ="
and former plan members who refunded their account balances.

Retirees are reminded that the amounts shown on the 1099-R reflect payments made and taxes withheld
during the calendar year and may differ from monthly benefit amounts due to tax elections, adjustments, or
one-time payments. While PSPRS cannot provide tax advice, members are encouraged to review their
forms and consult a tax professional with any questions about how the information should be reported.

Retirees and other individuals who have not received their 1099-R by mid-February can contact PSPRS.
Tax withholding elections for 2026 can be changed by filling out and submitting state A-4P and federal W-
4P tax withholding forms by email to benefitsgroup@psprs.com or fax to (602) 296-2369.

EMPLOYERS: BETTER BE READY TO NAVIGATE STARS

STARS training for employers and local boards is set to kick off in February.
These sessions are critical to ensure a smooth transition with the planned
spring launch of STARS, which, among other functions, brings a new system
for demographic and contribution reporting and payments.

Still, some employers have yet to submit test demographic, contribution, and
health insurance files to PSPRS to ensure STARS compatibility — and the
countdown to launch has started. File specifications are available on the
STARS webpage, but testing with PSPRS staff is necessary.

“We’re stressing the need for preparation through file testing, attending
monthly employer check-ins and attending all training sessions through
February and March,” said PSPRS Member Services Director Robert Ortega. “This is a new system that
we have to launch together — and it’s easier getting ready now than hoping for a crash course when STARS
goes live in the spring.”
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The tentative February and March schedule, which includes multiple sessions for each topic on different
days for employer convenience, can be viewed on the STARS webpage. It also has employer check-in
session videos, a list of frequently asked questions, and employer group numbers and points of contact at
PSPRS. Local board secretaries are encouraged to attend STARS employer training.

CLIMBING HIGHER: PSPRS-MANAGED PLANS RISE IN FY2025

Fiscal year 2025 marked another year of meaningful forward momentum for
the PSPRS, CORP, and EORP legacy plans, with all three continuing to
strengthen their funded positions. Asset growth once again outpaced liability
growth — though the impact on employer contribution rates varied by plan

and for individual employers.
PSPRS and CORP plans covering Tier 1 and 2 members reached aggregate

percent mark while CORP surpassed 90 percent as it approaches full-funding ‘ . ‘ '

funding levels not seen in roughly two decades, as PSPRS eclipsed the 70

status. A gain was also posted for EORP, the pooled plan with shared
employer assets and liabilities that increased by 2 percentage points to 43.6 percent.

Aggregate employer contribution rates held steady for public safety and declined for corrections, while the
projected aggregate employer costs in dollars dropped by 5 percent for PSPRS and 18 percent for CORP.
Contribution rates were largely unchanged for the elected officials plan by the PSPRS Board of Trustees,
which also substantially shortened the amortization schedule (from 21 to 15 years) and eliminated its payroll
growth assumption. Tier 3 plans for public safety and corrections officers remained high to fully funded at
the June end of the fiscal year.

“In plain English, PSPRS and CORP continued the dramatic progress that started years ago while trustees
worked with employers to accelerate the recovery of the elected officials plan in the coming years,” said
Interim Administrator Bret Parke. “Employers have moved mountains in recent years to get to where we
are today, which is great news for members’ retirement security and the bottom line for taxpayers.”

Fiscal year 2025 consolidated reports, employer valuations, and annual comprehensive and summarized
reports are available on the PSPRS financial reporting webpage. Corrections employers, please make note
that revised valuations were posted in mid-December to reflect July 1, 2026, changes to the employer
contribution rate for Tier 3 DC-only members (5.5 from 5 percent).

SAYING GOODBYE TO THE $6 BILLION MAN

Former Administrator Mike Townsend retired in November after more than
30 years of public service, the last five of which were spent leading PSPRS.
The Flagstaff native is credited with overseeing employer outreach efforts
that prompted employers to pay down billions of dollars of unfunded pension
debts.

The process to select and appoint a new system administrator is underway.
Meanwhile PSPRS trustees appointed senior staff members Bret Parke as
interim administrator, Erin Higbee as deputy administrator and Clark
Partridge as assistant administrator. The trio brings expertise in law,
accounting, project management and stakeholder relations, and more than 80
years of combined state government experience.

Hired by the trustees in late 2019, Townsend oversaw more than 250 discussions and presentations with
Arizona public safety and corrections employers. By the time of his retirement, unfunded debt payments
reached $5.7 billion, contributing to $300 million projected reduction in annual PSPRS and CORP Tier 1
and Tier 2 contribution requirements compared to five years ago.

Together with the PSPRS Board of Trustees and plan actuaries, Townsend helped implement conservative
actuarial assumptions and shortened amortization periods to protect plan funding level improvements from
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future market volatility and potential adverse events. In total, PSPRS-managed plan assets reached the
since-passed level of $24.2 billion, marking a 122 percent increase from the June 2019 total of $10.9 billion.

Trustees and attendees wished Townsend well at the November PSPRS Board of Trustees meeting and
recognized his leadership and accomplishments.

“Just acknowledge the staff,” said Townsend. “That’s how it gets done.”

INTEGRITY HOTLINE CONTINUES PROTECTING PENSION FUNDS
Protecting the integrity of PSPRS-managed plans is a core
responsibility and an essential part of safeguarding public pension
funds. One of the tools that supports this duty is the PSPRS Integrity
Hotline, which allows members, employers, and the public to report
concerns related to fraud, waste, abuse, or unethical behavior.

Why this matters: every dollar protected through early detection and
reporting helps preserve retirement security for members and ensures
public funds are used as intended. More information about the PSPRS Integrity Hotline, including
how to submit reports by phone, email or online, is available on the PSPRS website.

More than 130 submissions have been filed with the Integrity Hotline since its February 2022
inception. One such case involved an individual who posed as a plan retiree to collect benefits —
on a pension earned by a retiree who had already passed away. PSPRS refers case findings to state
and local agencies and prosecutors for review.

3 PSPRS First Quarter Newsletter 2026



