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THE DEFINED BENEFIT PLAN

The Arizona State Retirement System was created in 1953 to provide defined contribution retirement benefits
to the employees of the state, counties and municipalities, colleges and universities, and other political
subdivisions in Arizona. Arizona teachers voted to join the System in 1954, effective January 1, 1955. In
1970, the state Legislature authorized the creation of a defined benefit plan, contingent upon the election of at
least 70 percent of ASRS membership to transfer to the new plan. More than 80 percent voted to transfer to
the “Plan,” effective July 1, 1971.

DESCRIPTION
The ASRS is administered in accordance with Title 38, Chapter 5 of the Arizona Revised Statutes. The Plan
is a cost sharing, multiple employer, public employee, tax qualified defined benefit retirement plan, with equal
contributions from both the employee and the employer.

The Plan serves more than 750 employers, including state employees, Arizona counties and local
governments, public school districts and qualified charter schools, state universities and colleges, and other
political subdivisions. The ASRS currently has approximately 523,000 active, inactive and retired members.

Generally, all employees of an employer member who are engaged to work at least 20 weeks in a fiscal year
and at least 20 hours a week qualify for membership in the retirement plan. Private and non-profit employers
are not eligible for membership. Membership is mandatory for those employees who meet the membership
criteria.

The Plan is tax qualified under section 401(a) of the Internal Revenue Code and is exempt from federal
income tax as an employer pick-up plan under section 414(h) of the Code. Employee contributions are tax
deferred until payment is made to the member as a benefit or refund.

RETIREMENT BENEFITS
As a defined benefit retirement plan, the ASRS pays retirement benefits determined by a set formula. A
member’s benefit is equal to the average monthly compensation multiplied by the total credited service
multiplied by a factor set by statute.

Retirement Benefit = Average Monthly Compensation X Total Service Credit X Multiplier

» The average monthly compensation is equal to the average amount paid over the highest 36 or 60
consecutive months.

» Credited service is determined from the period of employment during which the employee was a
member making the required contributions to the Plan, plus any other service purchased.

> A graded multiplier is determined by years of credited service: 2.1% for 0.1-19.99 years of service;
2.15% for 20-24.99 years; 2.2% for 25-29.99 years, and 2.3% for 30+ years of service.
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OTHER BENEFITS
Long Term Disability (LTD) Program — In the event of a qualifying disability, the LTD program pays to an
ASRS member up to two-thirds of the member’s salary after a six-month waiting period. The LTD program is
funded through employee and employer contributions. Applications for benefits are processed by a contract
administrator.

Group Medical & Dental Coverage — Coverage is available to retired and disabled ASRS members.

Health Insurance Premium Benefit — A premium benefit is paid to retired and disabled ASRS members with
five or more years of credited service to help cover the cost of health insurance. The recipient must be
covered by an ASRS employer’s health insurance plan or the ASRS group plan.

CONTRIBUTION RATES
The pension plan contribution rate for members and employers for the fiscal year beginning July 1, 2007, is
9.1%. The retirement contribution rate is calculated using an actuarial valuation of the Plan.

A separate contribution for long-term disability (LTD) must be paid to the retirement system. The LTD
coverage is funded at a rate of 0.50% of compensation for the employee and is matched by the employer.
The long-term disability contribution of the employee is not tax deferred and is not refundable to the member
upon termination of employment.

Total contribution rate for both members and employers for FY 2007-08 is 9.6%, effective through June 30,
2008. This represents a 9.1% contribution for the defined benefit plan and health insurance premium benefit
portion, and 0.50% for LTD. The contribution rate as of July 1, 2008, will be set at 9.45%, representing a
decrease in the plan contribution rate to 8.95% and the LTD rate of 0.5%.

PORTABILITY
Most public employers in Arizona are members of the ASRS. Employees moving from one ASRS employer
to another retain their membership in the Plan. Statutory provisions also permit the transfer of credited service
to and from the other public employee retirement systems in the state, including the Public Safety Personnel
Retirement System (PSPRS), Correctional Officers Retirement Plan (CORP), Elected Officials Retirement
Plan (EORP) and the city of Phoenix and city of Tucson retirement plans. Portability options include:

» Enhanced Refunds — A member who terminates service with at least five years of credited service is
eligible to receive 25% of the employer’s contribution. The amount is graduated in 15% increments for
each year of additional service, until the employee is entitled to 100% return at ten years of credited
service. Interest applied to member accounts for purposes of refunds prior to retirement is set at 4% as of
July 1, 2005.

» Credited Service Purchases — Active members may purchase credited service through a payroll
deduction program for military service, service with another public entity or forfeited ASRS service.
Service Purchase is calculated using the Actuarial Present Value factors. To obtain information about the
Service Purchase Program, contact ASRS Member Services.

SOCIAL SECURITY COVERAGE
To be eligible for ASRS membership, a political subdivision must be signatory to an agreement with the state
to extend the state’s coverage for federal Old Age and Survivors’ Insurance (OASI) under Section 218 of the
Social Security Act. This is referred to as a “Section 218” agreement. If employers are not currently signatory
to such an agreement, they must obtain this coverage. FICA coverage without a Section 218 agreement must
convert to Section 218 coverage. Any employees excluded from Social Security coverage under the terms of
the Section 218 agreement are ineligible for Arizona State Retirement System membership.

INFORMATION & EDUCATION PROGRAMS
The Arizona State Retirement System offers group meetings for members to learn more about their ASRS
benefits. “Know Your Benefits” is for new and mid-career active members, and “Getting Ready for Retirement”
is offered for members within a year of applying for their retirement benefit. Visit our website “Calendars” for
more information. Meetings and workshops are also conducted periodically for our employer partners to learn
about their role in administering the ASRS plan for their employees.

Please visit our website for more information — www.azasrs.gov.
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