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Retirement System

Normal Retirement

Calculation

TOTAL CREDITED SERVICE

X

GRADED MULTIPLIER

X

AVERAGE MONTHLY
COMPENSATION

RETIREMENT BENEFIT

The period of employment during
which contributions are made to
the ASRS plus any service
purchase that is credited to the
account.

A percentage set by statute.
Based on total years of service at
retirement.

Highest 36 or 60 consecutive
months of salary averaged.

Paid on a monthly basis for the
member’s lifetime.
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Retirement System

Compensation

d Total regular salary or wages paid, including overtime, standby
pay, on-call pay, hazardous duty pay, and any other payment for
services rendered.

d Final payments of regular salary and wages as above paid at the
time of termination, including balance of contract payments.

d Amounts paid to a member on administrative, sabbatical, vacation,
annual, sick, personal leave, or other paid leave status.

d Non accountable reimbursements, payments made to reimburse
the employee for costs incurred incidental to the employees job
which do not require proof of actual expenditures.

d Mandatory amounts paid under an employer policy to reduce the
member’s accrued annual, sick or general leave balance to a
prescribed maximum if not triggered by the member’s pending
termination or retirement.

d Amounts paid for compensatory time or holiday pay (other than at
termination).

d Amounts subject to deferred compensation (457(b), 403(b),
401(a) and/or 125 cafeteria plans) if elected by the employee.
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Retirement System

Compensation

d Amounts paid as awards, bonuses or incentives, if not paid
because the employee is terminating employment. Incentive
payments, including Proposition 301 payments for teachers, are
compensation if earned before termination, even if paid after
termination.

d Amounts that would have been paid except for the member’s
election or a legal requirement that all or part of the pay be used
for other purposes. Such amounts would include amounts
withheld from the members pay according to a tax levy, court
order for child support or other similar situation.

0 Amounts paid in accordance with a court order or agreement that
directs salary/wages to be paid for a specific period to resolve a
grievance over an employee’s termination, or an equal
opportunity, discrimination or other such dispute.
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Average Years
of Service

36.7
37.3
34.9
33.8
33.8
33.5
32.3
28.5
15.1

Distribution of Pensions as of

June 30, 2010

$200,000 and over
$175,000 - $200,000
$150,000 - $175,000
$125,000 - $150,000
$100,000 - $125,000
$75,000 - $100,000
$50,000 - $75,000
$25,000 - $50,000
$0 -$25,000

*QDRO: Qualified Domestic Relations Order

5 =0.005%

13 = 0.014%

Average Pension
$19,840
Average Pension Including
Survivors and QDRO
$19,428

|
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- A Conceptual Definition
of Salary Spiking

dSalary increases in years preceding
retirement, used for determining pension
benefits, and not associated with career
progression or merit increases.
= Overtime uncharacteristic of salary history.
= Dual employement.*
= Early retirement incentive programs (ERP).*

= Negotiated increases to delay retirement or
increase Final Average Salary (FAS).

* Recommended remedies adopted in previous legislation.



Arizona State

- ASRS Anti-Spiking
/88 Initiatives

ASRS Cost Savings Initiatives
Estimated as of June 30, 2010, in Millions of Dollars
. Calendar | Calendar Reductiqn ir! Annual Redgctiqn in Present Value of Savings Present Value of Savings
Action Year Year |[Total Contrlbutlon Total Contribution on Closed Group Basis on Open *G*roup _(No
Proposed | Adopted Rate Amount Growth**) Basis
Past Future Past Future
Reimbursements for early retirement incentives 2003 2004 0.18% $16.96 $140.98 $205.14 $140.98 $330.27
Require 20/20 Rule for dual employment situations 2009 2009 0.04% $3.49 $4.24 $51.39 $4.24 $51.39
Replace 36-month average salary with 60-month average 2006 2010 0.25% $23.55 $303.29 $303.29
sub-total, past and future 0.47% $44.00 $145.22 $559.82 $145.22 $684.95
Grand Total, savings emerging in experience| 0.47% $44.00 $705.04 $830.17

*These changes to the total contribution rate are multiplied by current payroll to give annual savings amounts in the next column. The annual savings amounts are then
converted to the present values shown in the last two columns. These values include both accumulated past savings and estimated future savings. Actuarial Valuation Basis
savings are reductions to past service liabilities, i.e., capitalizations of the annual savings amounts over 30 years.

** No growth scenario means that the projection maintains the size and age distribution characteristics of the current active population.
Costs above give the combined effect of each bill -- if a bill changes three plan provisions, the cost of each reflects the adoption of the other two provisions.
Some of these changes will not be reflected in their entirety in the current valuation report, but will be captured in future reports as actuarial gains.

Explanation of Cost Reduction Initiatives

Some ASRS employers have offered their employees incentives to retire early. These incentives can increase ASRS liabilities. By legislative action, future incentives will be
funded by the employers who offer them.

2009 Legislation requires a member to meet membership (20/20 Rule) in ASRS before contributing to a second employer, subject to a grandfathering clause.

Retirement benefits are calculated based on an average of the member's highest 36 months of salary in the 10 years prior to retirement. 2010 Legislation substitutes a 60
month average for members hired on or after July 1, 2011.
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Historical Spiking Analysis:
2011 Retirees

Average Percent of Increase/

Fiscal Year | Average Salary (Decrease) Over Prior Year

2004 $42,908 -

2005 $45,374 6.29%
2006 $47,956 6.28%
2007 $50,695 6.32%
2008 $53,401 5.50%
2009 $53,816 0.97%
2010 $53,648 (0.36%)

Average Annual Increase 2004 - 2010: 4.03%
Average Annual Increase in 3 Years Prior to Final 3 Years: 6.22%
Average Annual Increase in Final 3 Years: 1.95%

Note!: Excludes members who were part of an Early Retirement Incentive Program. The present value of the unfunded liability associated
to one of these programs was collected from the employer offering the program.

Note?: Includes members who retired in fiscal year 2011 (July 1, 2010 — June 30, 2011) and have 7 consecutive years of salary prior to
fiscal year 2011 and earned a full year of service credit in each year. Individual increases/(decreases) were average and presented above.
Annualized increase over the three year period prior to retirement and three year period preceding the last three years prior to
retirement are presented for comparison, typically a member’s Final Average Salary is based on salaries earned in years immediately
preceding retirement.



Arizona State
Retirement System

Historical Spiking Analysis:
2011 Active Members

Average Percent of Increase/

Fiscal Year | Average Salary (Decrease) Over Prior Year

2004 $37,086 -

2005 $39,800 8.66%
2006 $42,551 7.87%
2007 $45,503 7.79%
2008 $48,367 6.87%
2009 $49,155 2.01%
2010 $49,018 (0.01%)

Average Annual Increase 2004 - 2010: 5.3%
Average Annual Increase in 3 Years Prior to Final 3 Years: 8.00%
Average Annual Increase in Final 3 Years: 2.80%

Note: Includes members who contributed in fiscal year 2011 (July 1, 2010 — June 30, 2011) and have 7 consecutive years
of salary prior to fiscal year 2011 and earned a full year of service credit in each year.
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Historical Spiking Analysis:
2009 Retirees

Average Percent of Increase/

Fiscal Year | Average Salary (Decrease) Over Prior Year

2002 $41,204 -

2003 $42,700 4.89%
2004 $44,043 3.55%
2005 $46,507 5.83%
2006 $59,127 5.86%
2007 $51,857 5.91%
2008 $54,697 5.40%

Average Annual Increase 2002 - 2008: 5.15%
Average Annual Increase in 3 Years Prior to Final 3 Years: 4.71%
Average Annual Increase in Final 3 Years: 5.64%

Note: Includes members who retired in fiscal year 2009 (July 1, 2009 — June 30, 2009) and have 7 consecutive years of
salary prior to fiscal year 2009 and earned a full year of service credit in each year.
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Historical Spiking Analysis:
2009 Active Members

Average Percent of Increase/

Fiscal Year | Average Salary (Decrease) Over Prior Year

2002 $34,855 -

2003 $36,959 7.39%
2004 $38,479 4.86%
2005 $41,033 7.38%
2006 $43,708 7.27%
2007 $46,602 7.34%
2008 $49,408 6.49%

Average Annual Increase 2002 - 2008: 6.63%
Average Annual Increase in 3 Years Prior to Final 3 Years: 6.44%
Average Annual Increase in Final 3 Years: 6.93%

Note: Includes members who contributed in fiscal year 2009 (July 1, 2008—- June 30, 2009) and have 7 consecutive years
of salary prior to fiscal year 2009 and earned a full year of service credit in each year.
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Historical Spiking Analysis:
2007 Retirees

Average Percent of Increase/

Fiscal Year | Average Salary (Decrease) Over Prior Year

2000 $39,145 -

2001 $41,327 6.13%
2002 $44,244 7.64%
2003 $45,988 4.42%
2004 $47,223 2.94%
2005 $49,678 5.57%
2006 $52,967 6.37%

Average Annual Increase 2000 - 2006: 5.39%
Average Annual Increase in 3 Years Prior to Final 3 Years: 5.96%
Average Annual Increase in Final 3 Years: 4.87%

Note: Includes members who retired in fiscal year 2007 (July 1, 2006 — June 30, 2007) and have 7 consecutive years of
salary prior to fiscal year 2007 and earned a full year of service credit in each year.
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Historical Spiking Analysis:
2007 Active Members

Average Percent of Increase/

Fiscal Year | Average Salary (Decrease) Over Prior Year

2000 $31,621 -

2001 $34,112 9.28%
2002 $37,019 9.32%
2003 $38,939 5.93%
2004 $40,370 4.22%
2005 $42,914 6.87%
2006 $45,542 6.58%

Average Annual Increase 2000 - 2006: 6.88%
Average Annual Increase in 3 Years Prior to Final 3 Years: 8.10%
Average Annual Increase in Final 3 Years: 5.79%

Note: Includes members who contributed in fiscal year 2007 (July 1, 2006— June 30, 2007) and have 7 consecutive years
of salary prior to fiscal year 2007 and earned a full year of service credit in each year.
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“‘ Historical Spiking Analysis:
2005 Retirees

Average Percent of Increase/

Fiscal Year | Average Salary (Decrease) Over Prior Year

1998 $37,504 -

1999 $39,357 5.68%
2000 $41,158 5.12%
2001 $43,277 5.47%
2002 $46,372 7.55%
2003 $48,115 4.25%
2004 $49,979 3.59%

Average Annual Increase 1998 - 2004: 5.12%
Average Annual Increase in 3 Years Prior to Final 3 Years: 5.38%
Average Annual Increase in Final 3 Years: 5.02%

Note: Includes members who retired in fiscal year 2005 (July 1, 2004 — June 30, 2005) and have 7 consecutive years of
salary prior to fiscal year 2005 and earned a full year of service credit in each year.
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“‘ Historical Spiking Analysis:
2005 Active Members

Average Percent of Increase/

Fiscal Year | Average Salary (Decrease) Over Prior Year

1998 $28,949 -

1999 $31,113 8.99%
2000 $33,224 7.73%
2001 $35,557 7.80%
2002 $38,396 8.56%
2003 $40,233 5.40%
2004 $41,594 3.86%

Average Annual Increase 1998 - 2004: 6.93%
Average Annual Increase in 3 Years Prior to Final 3 Years: 8.12%
Average Annual Increase in Final 3 Years: 5.82%

Note: Includes members who contributed in fiscal year 2005 (July 1, 2004- June 30, 2005) and have 7 consecutive years
of salary prior to fiscal year 2005 and earned a full year of service credit in each year.
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Retiree and Active

Member Comparison

Retirees

Average Annual Increase

Average Annual Increase
of 3 years prior to Final 3

Average Annual Increase

Fiscal Year Previous 6 years Years of Final 3 Years
2011 4.03%* 6.22%* 1.95%*
2009 5.15% 4.71% 5.64%
2007 5.39% 5.96% 4.87%
2005 5.12% 5.38% 5.02%

Active Members
Average Annual Increase
Average Annual Increase | of 3 years prior to Final 3 | Average Annual Increase

Fiscal Year Previous 6 years Years of Final 3 Years
2011 5.30% 8.00% 2.80%
2009 6.63% 6.44% 6.93%
2007 6.88% 8.10% 5.79%
2005 6.93% 8.12% 5.82%

* Excludes members who were part of an ERP.
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ay-Na! Highest Pension Amounts
L, Analysis

Average Salary Average Percent of Increase/
Average Percent of . .
Average Where Membership | (Decrease) Over Prior Year
Year Increase/(Decrease) .
Salary Over Prior Year Began After Where Membership Began
December 31, 19832 | After December 31, 19832
Retirement minus 7 years $110,856 - $118,465 -
Retirement minus 6 years $116,498 5.82% $123,658 4.79%
Retirement minus 5 years  $124,776 7.66% $133,562 8.33%
Retirement minus 4 years  $133,971 8.17% $146,282 9.45%
Retirement minus 3 years $144,171 7.95% $157,820 8.12%
Retirement minus 2 years $154,138 7.80% $170,488 8.04%
Retirement minus 1 year  $171,107 11.99%?2 $181,921 6.61%

Average Annual Increase Over 6 Years Prior to Retirement: All: 8.08%; Membership After December 31, 1983: 7.59%
Average Annual Increase in 3 Years Prior to Final 3 Years: All: 7.17%; Membership After December 31, 1983: 7.59%
Average Annual Increase in Final 3 Years Prior to Retirement: All: 9.01%; Membership After December 31, 1983: 7.54%

Note!: Includes members who are retired and have an annual pension over $100,000 and have 7 consecutive years of salary prior to the fiscal year of
retirement and earned a full year of service credit in each year, 139 of 175 members with an annual pension over $100,000 met this criteria and are included

in this analysis.

Note?: 78.4% of members included in analysis have a membership date prior to January 1, 1984 and are therefore eligible to include termination pay in their
Final Average Salary calculation and utilize a 60 month average.

Note3: Retirees with a pension greater than $100,000 account for approximately 0.18% of retirees.



