
PROFESSIONALISM 
We promote, strive for and expect individuals, teams, and divisions to possess professional 
qualities and skills to lead the organization. 

• Displays a friendly, respectful and courteous demeanor even when confronted by adversity 
• Has proactive and responsive approach to internal and external customer needs 
• Possesses good communication and active listening skills 
• Is a trusted contributor (manager, leader, SME, analyst, teammate) 
• Takes personal accountability• Has subject matter expertise 
• Has critical thinking skills • Has an honest, fair, non-judgmental mind-set 
• Is adaptable to beneficial change• Adheres to the ASRS Code of Conduct 

RESULTS 
We treasure the achievements of individuals, teams, divisions and the agency that energize 
the organization. 

• Meets goals and objectives • Satisfies customers 
• Completes projects • Attains individual accomplishments 
• Produces quality work products • Manages risks successfully 

IMPROVEMENT 
We appreciate individuals, teams or divisions who drive the agency forward with 
new, innovative ideas and solutions. 

• Promotes new ideas • Enhances morale 
• Enhances outcomes and performance • Improves relationships 
• Solves problems • Increases efficiency, effectiveness or reduces costs 

DIVERSITY 
We recognize that utilizing different talents, strengths and points of view, strengthens the 
agency and helps propel outcomes greater than the sum of individual contributors. 

• Encourages an attitude of openness and a free flow of ideas and opinions 
• Treats others wit lil dignity and respect 
• Works effectively to accomplish goals with teams comprised of dissimilar individuals 
• Recognizes and Rromotes skills in others attained on and off the job 

EXCELLENC 
We ce lebrate individuals, teams and divisions who exceed expectations and deliver service 
with a PRIDE that permeates the organization. 

• Surpasses member, stakeholder and associate expectations 
Demonstrates a willingness to go the extra mile to engender a positive public image 

• Embraces change in a manner that inspires others 
• Accepts responsibility and challenges with enthusiasm 
• Takes a personal interest in promoting teamwork through effective use of communication 

(verbal, non-verbal, written and technological techniques) 
• Creates a motivated, healthy and productive work environment that celebrates and rewards 

the accomplishments of others 
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RETIREMENT SYSTEM 
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AGENDA 

 
NOTICE OF COMBINED PUBLIC MEETING AND EXECUTIVE SESSION OF  

THE ARIZONA STATE RETIREMENT SYSTEM BOARD 
 

3300 North Central Avenue, 10th Floor Board Room 
Phoenix, AZ 85012 

 
January 29, 2016 

8:30 a.m. 
 
Pursuant to A.R.S. § 38-431.02 (F), notice is hereby given to the Trustees of the Arizona State 
Retirement System (ASRS) Board and to the general public that the ASRS Board will hold a 
meeting open to the public on Friday, January 29, 2016, beginning at 8:30 a.m., in the 10th Floor 
Board Room of the ASRS offices at 3300 N. Central Avenue, Phoenix, Arizona 85012.  Trustees 
of the Board may attend either in person or by telephone conference call. 
 
The Chair may take public comment during any agenda item.  If any member of the public 
wishes to speak to a particular agenda item, they should complete a “Request To Speak” form 
indicating the item and provide it to the Board Administrator. 
 
This meeting will be teleconferenced to the ASRS Tucson office at 7660 East Broadway 
Boulevard, Suite 108, Tucson, Arizona  85710. 
 
 
The Agenda for the meeting is as follows: 
 
1. Call to Order; Roll Call; Opening Remarks .............................................. Mr. Kevin McCarthy 

 Board Chair 
 
 
2. Approval of the Minutes of the December 4, 2015 Public Meeting and Executive Session of 

the ASRS Board (estimated time 1 minute) ............................................. Mr. Kevin McCarthy 
 
 
Regarding the following agenda item, notice is hereby given to Trustees of the ASRS Board and the 
general public that the ASRS Board may vote to go into executive session pursuant to A.R.S. § 38-
431.03(A)(3) for discussion or consultation for legal advice with the attorney(s) of the public body, 
which will not be open to the public. 
 
3. Approval, Modification, or Rejection of Recommended Administrative Law Judge’s Decision 

Regarding Mr. Donald Smith’s Appeal of a Domestic Relations Order (estimated time 20 
minutes) .................................................................................................................. Ms. Jothi Beljan 

 Assistant Attorney General 
 ............................................................................................................................... Mr. Chris Munns 

 Assistant Attorney General, Solicitor General Section 
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Regarding the following agenda item, notice is hereby given to Trustees of the ASRS Board and the 
general public that the ASRS Board may vote to go into executive session pursuant to A.R.S. § 38-
431.03(A)(3) for discussion or consultation for legal advice with the attorney(s) of the public body, 
which will not be open to the public. 
 
4. Approval, Modification, or Rejection of Recommended Administrative Law Judge’s Decision 

Regarding Ms. Amy Smith’s Appeal of an Overpayment (estimated time 20 minutes) ..................  
 ................................................................................................................................ Ms. Jothi Beljan 
 ............................................................................................................................... Mr. Chris Munns 

 
 

5. Presentation, Discussion, and Appropriate Action Regarding the 2016 ASRS Legislative 
Initiatives and Legislative Update (estimated time 15 minutes)....................... Mr. Patrick Klein 

 Assistant Director External Affairs 
 .............................................................................................................. Mr. Nicholas Ponder 

 Government Relations Officer 
 
 

6. Presentation, Discussion, and Appropriate Action Regarding Proposed Modifications to the 
Existing ASRS Plan and Long Term Disability (LTD) Strategic Investment Policies (SIPs), 
Approval of Newly Created SIPs for the ASRS System and the Proposed Strategic Asset 
Allocation for LTD and System (estimated time 15 minutes) ........................ Mr. Paul Matson 
 Director 
 ..................................................................................................................... Mr. Gary Dokes 
 Chief Investment Officer 
 ................................................................................................................ Ms. Lupita Breland 

 Portfolio Analyst 
 
 

7. Presentation, Discussion, and Appropriate Action Regarding an Annual Update on Strategic 
Plan Priority #2 in the ASRS 5-Year Strategic Plan: Optimize Risk Management (estimated time 
20 minutes) ..................................................................................................... Mr. Anthony Guarino 

 Deputy Director and Chief Operations Officer 
 .................................................................................................................................... Ms. Lisa King 

 Strategic Planning Policy Analyst 
 
 

8. Presentation and Discussion Regarding the Board Self-Evaluation Material Distribution to be 
Reviewed at the February 26, 2016 Meeting (estimated time 5 minutes) ......  Mr. Kevin McCarthy 

 
 
9. Presentation, Discussion, and Appropriate Action Regarding the Director's Report as well 

as Current Events (estimated time 5 minutes) ............................................. Mr. Paul Matson 
 ............................................................................................................. Mr. Anthony Guarino 

 
A. 2015 Compliance Report 
B. 2015 Investments Report 
C. 2015 Operations Report 
D. 2015 Budget and Staffing Reports  
E. 2015 Cash Flow Statement 
F. 2015 Appeals Report 
G. 2015 Employers Reporting 
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10. Presentation and Discussion with Regard to Informational Updates from Prior and 

Upcoming Committee Meetings (estimated time 15 minutes) 
a. Operations and Audit Committee (OAC) ................................. Mr. Jeff Tyne, Chair 
 ................................................................................................... Mr. Anthony Guarino 
The next OAC Meeting will be held on February 9, 2016 

b. External Affairs Committee (EAC) ................................... Dr. Richard Jacob, Chair 
 .......................................................................................................... Mr. Patrick Klein 
The next EAC Meeting will be held on February 12, 2016 

c. Investment Committee (IC) ............................................. Mr. Tom Connelly, Chair 
 ........................................................................................................... Mr. Gary Dokes 
The next IC Meeting will be held on February 22, 2016 

 
 
11. Board Requests for Agenda Items (estimated time 1 minute) ................. Mr. Kevin McCarthy 

 
 

12. Call to the Public ..................................................................................... Mr. Kevin McCarthy 
 
Those wishing to address the ASRS Board are required to complete a Request to Speak 
form before the meeting indicating their desire to speak.  Request to Speak forms are 
available at the sign-in desk and should be given to the Board Administrator.  Trustees of 
the Board are prohibited by A.R.S. § 38-431.01(H) from discussing or taking legal action on 
matters raised during an open call to the public unless the matters are properly noticed for 
discussion and legal action.  As a result of public comment, the Board may direct staff to 
study and/or reschedule the matter for discussion and decision at a later date. 
 
 

13. The next regular public ASRS Board meeting is scheduled for Friday, February 26, 2016, at 
8:30 a.m., at 3300 N. Central Avenue, in the 10th Floor Board room, Phoenix, Arizona. 

 
 
Regarding the following agenda item, pursuant to A.R.S. § 38-431.03(A)(1), notice is hereby given to 
Trustees of the ASRS Board and the general public that the ASRS Board shall vote to go into 
executive session, which will not be open to the public, for the purpose of the Director’s annual 
review and discussion of the Director’s Employment Contract. 
 
14. Presentation, Discussion, and Appropriate Action Regarding the review of the Director and 

Employment Contract for the Director (estimated time 15  minutes)............... Mr. Kevin McCarthy 
 
 
15. Adjournment of the ASRS Board. 
 
A copy of the agenda background material provided to Board Trustees (with the exception of 
material relating to possible executive sessions) is available for public inspection at the ASRS 
offices located at 3300 North Central Avenue, 14th Floor, Phoenix, Arizona and 7660 East 
Broadway Boulevard, Suite 108, Tucson, Arizona.  The agenda is subject to revision up to 24 
hours prior to meeting.  These materials are also available on the ASRS website 
(https://www.azasrs.gov/web/BoardCommittees.do) approximately 48 hours prior to the 
meeting.  
 

https://www.azasrs.gov/web/BoardCommittees.do
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Persons(s) with disabilities may request a reasonable accommodation such as a sign language 
interpreter or alternate formats of this document by contacting Tracy Darmer, ADA Coordinator 
at (602) 240-5378 in Phoenix, at (520) 239-3100, ext. 5378 in Tucson, or 1-800-621-3778, ext. 
5378 outside metro Phoenix or Tucson.  Requests should be made as early as possible to allow 
time to arrange the accommodations. 
 
Dated January 22, 2016  
 
ARIZONA STATE RETIREMENT SYSTEM 
 
 
 
    
Melanie A. Alexander  Paul Matson  
Board Administrator Director 
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MINUTES 
PUBLIC MEETING 

ARIZONA STATE RETIREMENT SYSTEM BOARD 
 

Friday, December 4, 2015 
8:30 a.m., MST 

 
 
The Arizona State Retirement System (ASRS) Board met in the 10th Floor Board Room, 3300 
N. Central Avenue, Phoenix, Arizona.  Mr. Kevin McCarthy, Chair of the ASRS Board, called the 
meeting to order at 8:31 a.m., Arizona Time. 
 
The meeting was teleconferenced to the ASRS office at 7660 E. Broadway, Tucson, Arizona 
85710. 
 
 
1. Call to Order; Roll Call; Opening Remarks 
 
Present: Mr. Kevin McCarthy, Chair 
 Mr. Jeff Tyne, Vice Chair 
 Mr. Clark Partridge (via teleconference) 

Professor Dennis Hoffman  
Dr. Richard Jacob 
Mr. Robert Wadsworth 
Mr. Tom Connelly 
Mr. Tom Manos (arrived at 9:35 a.m.) 

 
Absent: Mr. Lorenzo Romero 
 
A quorum was present for the purpose of conducting business. 
 
 
2. Presentation Regarding PRIDE Award for Diversity 
 
Mr. Dave King, Assistant Director, Member Services, recognized the following nominees for the 
2015 PRIDE Diversity award:  Valerie Burkett; Management Support Services – Gayle Williams, 
Gloria Trujillo, Melanie Alexander, Courtney Micheau, Alicia Guzman; Member Education Team 
and Tucson Meetings BAs – Ben Robinson, Carol English, Tara Fair, Marina Keith, Rose 
Busse, Brandi Clemans, Kimberly Beck, Lupita Higuera, Jane Hennessy, Jose Palmer, and 
Dennis Griggs, with the assistance of Patrick Toto, Frank Perry, Gary Rodriguez, Julie 
Lockwood and Dave King; and the Work Environment Team – Brian Thompson, Cincy Gould, 
Donna McNally, Gayle Williams, Jana George, Jane Hennessy, Jenalee Hopkins, Judy 
Simpson, Kim Beck, Krystal Mungia-Olivarez, Lisa King, Matthew Herman, Melanie Alexander, 
Rose Busse, Teresa Donohue, Ted Kistner, Wendy Tobin. 
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The nominees were recognized by their peers as exemplifying the following PRIDE qualities of 
diversity: 

 An attitude of openness to encourage a free flow of ideas and opinions  
 Working effectively to accomplish goals with teams comprised of dissimilar individuals or 

groups  
 Recognizing and promoting new skills in others attained on and off the job to achieve 

desirable results  
 Treating others different from you with dignity and respect  

 
Mr. King presented the PRIDE Award for Diversity to the award winner, Valerie Burkett. 
 
 
3. Approval of the Minutes of the October 30, 2015 Public Meeting of the ASRS Board 
 
Motion:  Prof. Dennis Hoffman moved to approve the Minutes of the October 30, 2015 Public 
Meeting of the ASRS Board.  Mr. Jeff Tyne seconded the motion. 
 
By a vote of 7 in favor, 0 opposed, 0 abstentions, and 2 excused, the motion was approved. 
 
 
Prior to moving to Agenda Item #4, Mr. Kevin McCarthy announced a modified order of the 
agenda and indicated that as the Board progresses through the agenda, if necessary, 
determinations may be made to move some agenda items to the January 29, 2016 meeting. 
 
4. Presentation, Discussion, and Appropriate Action Regarding the ASRS Proposed 

Legislation for the 2016 Legislative Session 
 
Mr. Patrick Klein, Assistant Director, External Affairs Division, and Mr. Nick Ponder, Government 
Relations Officer, provided a brief update to the Board regarding the 2016 Legislative agenda.  
Mr. Klein announced the ASRS has secured sponsorship for the seven initiatives approved by 
the Board at the September 25, 2015 meeting.  Since that meeting, there have been two 
additional initiatives approved by the External Affairs Committee which Mr. Ponder will 
summarize for the Board. 
 
Mr. Ponder presented the Board with the two newly proposed 2016 legislative initiatives as 
recommended by the External Affairs Committee (EAC):  
 
A.R.S. § 38-747(H): Purchase of credited service; payment; limitations; definitions- The 
ASRS would like to limit the purchase of credited service meaning the ASRS would only accept 
direct rollovers from a qualifying plan. Currently, the ASRS allows for an indirect rollover; 
however, allowing indirect rollovers can present tax issues for participants as they could be 
ultimately double taxed by unknowingly marking the wrong box in the disclaimer. 
 
A.R.S. § 38-738(B): Adjustment and refund- The ASRS would like to clarify in law that a 
person who has forfeited membership in the ASRS but who returns to work for an ASRS 
employer cannot request a Contributions Not Withheld for any period of employment prior to the 
members most recent date of membership.  Currently, it could be interpreted that by returning to 
active status, the member has CNW rights in A.R.S. 38-738 for employment prior to the 
member’s most recent ASRS membership date. 
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Mr. Ponder opened the discussion to questions from the Board.  Mr. McCarthy requested that 
Mr. Ponder provide an update regarding the University proposal that would remove the Arizona 
State University from the ASRS.  Mr. Ponder stated that he has had discussions with legislative 
staff with respect to the university issue, and it is his belief it will be heard in Committee this 
year.  It may not have the votes necessary to pass through the 2016 Legislative Session.  
However, with the upcoming change in leadership that will be present in the 2017 Legislative 
Session, the leadership may be more favorable toward a university departure from the ASRS.  
With this is mind, it is imperative that the ASRS and the Board discuss the cost of withdrawal 
and possibly provide language to the legislature with respect to how that cost would be 
determined. 
 
Motion:  Dr. Richard Jacob moved to approve the two additional 2016 legislative initiatives as 
presented by staff, permit staff to make all language changes, and negotiate as necessary to 
obtain the most effective and efficient legislative provision within the construct of today’s 
discussion.  Mr. Jeff Tyne seconded the motion. 
  
By a vote of 7 in favor, 0 opposed, 0 abstentions, and 2 excused, the motion was approved. 
 
 
5. Presentation, Discussion, and Appropriate Action Regarding the Arizona State 

Retirement System’s Comprehensive Annual Financial Report (CAFR) for Fiscal Year 
2015 

 
Mr. Jason Ostrosky, CliftonLarsonAllen Audit Manager, introduced himself to the Board.  Mr. 
Ostrosky spoke on behalf of CliftonLarsonAllen, LLP, the ASRS’ external auditor.  Mr. Ostrosky 
opened the discussion by commending the ASRS accounting staff.  The implementation of the 
Government Accounting Standards Board (GASB) 68 this year and the many changes with 
GASB 67 last year has created a significant amount of additional work for the staff and he felt 
they should be recognized. 
 
Mr. Ostrosky presented an unmodified Independent Auditor’s opinion for the fiscal year ending 
June 30, 2015, on the ASRS financial statements that collectively comprise the ASRS’ financial 
statements in the Comprehensive Annual Financial Report (CAFR).  In addition, he provided a 
brief overview of the results of the 2014 GASB 68 schedules audit and a status update on the 
2015 GASB 68 schedules. 
 
Mr. Ostrosky responded to questions from the Board. 
 
Mr. Paul Matson, Director, and members of the Board, took a moment to recognize Ms. Nancy 
Bennett, Chief Financial Officer, Ms. Erin Higbee, Assistant Controller, and ASRS accounting 
staff for their fine work and for supporting this effort. 
 
Motion:  Dr. Richard Jacob moved to adopt the 2015 Comprehensive Annual Financial Report 
and congratulate those responsible for having to prepare it and brought about the results 
described therein.  Mr. Jeff Tyne seconded the motion. 
 
By a vote of 7 in favor, 0 opposed, 0 abstentions, and 2 excused, the motion was approved. 
 
 
6. Presentation, Discussion, and Appropriate Action Regarding ASRS Valuations, 

including Potential Implementation of Actuarial Audit Recommendations 
 
Mr. David Kershner, Actuary, Buck Consultants, and Mr. David Driscoll, Actuary, Buck 
Consultants, summarized the ASRS valuations. 
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a. The ASRS System Valuation and Actuary’s Recommendation Regarding 13th 
Checks for Retired System Members 

The Actuaries provided information regarding the non-retired census data, retiree census data, 
liabilities and funded status for the System. The funded status for the System as of June 30, 
2015, was reported as 79.62%, a decrease from 2014, which is due to returns below 8% on the 
assets. By prior Rule, the Board does not increase benefit levels when funded status is below 
105%; therefore, no additional 13th checks or additions to current 13th checks are recommended 
this year.  All current 13th checks will continue to be paid. 
 

b. The ASRS Pension Plan and Health Insurance Valuation 
The Actuaries addressed the Board regarding the ASRS Pension Plan and Health Insurance 
and presented charts summarizing the contribution rates and the funded status.  The combined 
contribution rate dipped slightly from 22.70% to 22.67%, which will be effective July 1, 2016.  
The market value funded status was reported as 78.78%, a decrease from 2014, and the 
actuarial value was reported as 77.53%, an increase from 2014.  The Actuaries also presented 
their analysis of implementing recommendations resulting from the Actuarial Audit performed by 
Gabriel Roeder Smith & Company (GRS) (presented to the Board June 27. 2014).  The analysis 
remained consistent with the analysis conducted in 2014, which concluded the annual effects of 
not implementing the recommendations are relatively minor.  
 

Scenario 
(1) 

Current 
Valuation 
Results 

(2) 
Include Historical 

Pay, New 
Entrants in 

Normal Cost, and 
5 Year 

Amortization of 
Contribution Lag 

(3) 
Include Historical 
Pay, Phasing in 
New Entrants in 

Normal Cost over 
3 years, and 5 

Year Amortization 
of Contribution 

Lag 

(4) 
Scenario (2) 

including Large 
Benefit 

Adjustment in 
Mortality Rates 

for all Actives and 
DV’s 

Total 
Contribution 

Rate 
22.67% 23.12% 22.89% 23.67% 

Funded Status 
– Actuarial 

Value of 
Assets 

77.53% 77.42% 77.42% 76.83% 

Funded Status 
– Market Value 

of Assets 
78.78% 78.67% 78.67% 78.07% 

 
In response to questions from the Board, Mr. Matson stated that his recommendation would be 
to wait until the 2017 Actuarial Experience Study is completed before considering the 
implementation of the GRS recommendations, unless it is determined the current contribution 
rates are too conservative and therefore fall faster than expected, then an earlier decision may 
be appropriate. 
 

c. The ASRS Long Term Disability (LTD) Valuation 
The Actuaries addressed the Board regarding the ASRS the LTD Valuations.  The actuaries 
also presented their pro-forma analysis of implementing recommendations resulting from the 
Actuarial Audit performed by GRS.  The contribution rate increased from .12% in 2014, to .14% 
in 2015, which will be effective July 1, 2016. 
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d. The ASRS Alternate Contribution Rate (ACR) 
Mr. Kershner and Mr. Driscoll addressed the Board regarding the ASRS aggregate results and 
Alternate Contribution Rate (ACR) which is the amount employers pay when they rehire retired 
ASRS members.  The calculated ACR is 9.47%. 
 
Mr. Tom Manos arrived during the discussion of Agenda Item #6 and did participate in the 
following votes. 
 
Mr. Clark Partridge was temporarily unavailable during the discussion of Agenda Item #6 and 
did not participate in the following votes. 
 
Motion:  Dr. Richard Jacob moved to accept the System actuarial valuation as presented. Prof. 
Dennis Hoffman seconded the motion. 
 
By a vote of 7 in favor, 0 opposed, 0 abstentions, and 2 excused, the motion was approved. 
 
Motion:  Prof. Dennis Hoffman moved to accept the actuarial valuation report of the Plan with 
the resulting contribution rates 11.34% for each the employee and employer as presented with 
the current actuarial assumptions and reconsider the 2013 audit recommendations during the 
completion of the next experience study. Mr. Jeff Tyne seconded the motion. 
 
By a vote of 7 in favor, 0 opposed, 0 abstentions, and 2 excused, the motion was approved. 
 
Motion:  Mr. Jeff Tyne moved to accept the actuarial valuation report of the LTD program with 
the resulting contribution rates of 0.14% for each the employee and employer as presented with 
the current actuarial assumptions.  Prof. Dennis Hoffman seconded the motion. 
 
By a vote of 7 in favor, 0 opposed, 0 abstentions, and 2 excused the motion was approved. 
 
Motion:  Dr. Richard Jacob moved to accept the Alternate Contribution Rate of 9.47% as 
presented with the current actuarial assumptions.  Prof. Dennis Hoffman seconded the motion. 
 
By a vote of 7 in favor, 0 opposed, 0 abstentions, and 2 excused the motion was approved. 
 
 
7. Approval, Modification, or Rejection of Recommended Administrative Law Judge’s 

Decision Regarding the Griffin Foundation Appeal Regarding Delinquent ASRS 
Contributions from October 24, 2010 to Present (This agenda item was taken out of 
order and was formerly listed as agenda item #11.) 

 
Mr. Christopher Munns, Assistant Attorney General, Solicitor General Section, was present via 
teleconference to provide legal advice to the Board, if requested. 
 
Mr. Kraig Marton, Attorney representing Griffin Foundation, Inc. (GFI), was present and 
addressed the Board regarding GFI’s position.  Mr. Marton opened the discussion by requesting 
that the Board provide GFI the guidance now that he does not believe it did in the last five years 
regarding what constitutes a leased employee.  In addition, Mr. Marton stated that GFI acted in 
good faith and asked that the Board not accept the Recommended Decision. 
 
Ms. Jothi Beljan, Assistant Attorney General, presented the ASRS position to the Board and 
restated the facts of the case.  Ms. Beljan reiterated that employers owe contributions for the 
employer and its members.  She directed the Board to A.R.S. § 38-711, specifically paragraph 
23, which contains the definition of a “member” that states in part, “means any employee of an 
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employer on the effective date.”  Ms. Beljan stated that although the appellant considers this a 
technical difference, it is a legal and factual difference because the contracts with GFI and 
Insperity, and later ADP, clearly state at all times that GFI was an employer of those individuals 
performing services at GFI. 
 
Mr. Marton and Ms. Beljan responded to questions from the Board. 
 
Motion:  Dr. Richard Jacob moved to accept the Administrative Law Judge’s Decision with the 
following modifications: 
 

a) Correct the typographical error in Finding of Fact No. 3 citing A.R.S. § 38-797(5) with the 
correct statutory citation of A.R.S. § 38-797.05. 

 
b) Change “November 2010” in Conclusion of Law No. 8 to “October 24, 2010” based on 

Finding of Facts No. 6 and 33. 
 
Prof. Dennis Hoffman seconded the motion. 
 
By a vote of 8 in favor, 0 opposed, 0 abstentions, and 1 excused, the motion was approved. 

 
 

8. Presentation, Discussion, and Appropriate Action Regarding the review of the 
Director and Employment Contract for the Director (This agenda item was taken out of 
order and was formerly listed as agenda item #18.) 

 
Motion: Mr. Tom Manos moved to go into Executive Session for the purpose of the Director’s 
review and employment contract.  Dr. Richard Jacob seconded the motion. 
 
By a vote of 8 in favor, 0 opposed, 0 abstentions, and 1 excused, the motion was approved. 
 
The Board convened to Executive Session at 11:18 a.m. 
 
The Board reconvened to Public Session at 12:11 p.m. 
 
 
9. Presentation, Discussion, and Appropriate Action Regarding an Annual Update on 

Strategic Plan Priority #3 in the ASRS 5-Year Strategic Plan: Optimize Investment 
Organization and Strategies 

 
Mr. Paul Matson provided the Board with an executive summary of this topic with input from Mr. 
Gary Dokes, Chief Investment Officer.  In summary, to achieve desired results and optimize the 
investment organization, the following subcomponents were established to assist in measuring 
performance: 

A. Design an organizational, staff, and consultant model that is congruent with the current, 
and forward-looking, relevant investment market place - outlook changed from neutral to 
positive in 2014 to positive in 2015. 

B. Develop a program to retain and attract top investment related staff - outlook changed 
from neutral in 2014 to neutral to positive in 2015. 

C. Implement investment strategies and manage returns for given levels of risk - outlook 
changed from neutral to positive in 2014 to positive in 2015. 

 
Based on the 2015 review results, the ASRS is progressing toward meeting its objectives. 
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10. Presentation, Discussion, and Appropriate Action Regarding an Annual Update on 

Strategic Plan Priority #1 in the ASRS 5-Year Strategic Plan: Ensure Plan 
Sustainability 

 
Mr. Paul Matson provided the Board with an executive summary of this topic with input from Mr. 
Patrick Klein and Ms. Sara Orozco, Manager, Strategic Planning and Analysis.  Mr. Matson 
explained that each plan was looked at based on size, from largest to smallest as follows:  
Defined Benefit Plan, Health Insurance Program and Health Benefit Supplement, System 
(closed to new participants), Long Term Disability Program, and the Optional Supplemental 
Defined Contribution Plans.  Mr. Matson felt it was important to start by stating what 
sustainability means to the ASRS staff and read the following:  “Sustainability means the ability 
to continue to offer current programs in substantially constant forms but allowing for modest 
modifications in such a manner as program costs are not volatile and are generally affordable to 
employees and employers over time.” 
 
The outlook results of the review to ensure the ASRS is meeting its objectives in ensuring plan 
sustainability are as follows: 

A. Defined Benefit Plan - outlook remained neutral to positive for both 2014 and 2015. 
B. Health Insurance Program and Health Benefit Supplement - outlook remained positive 

for both 2014 and 2015. 
C. Long Term disability Program - outlook remained positive for both 2014 and 2015. 
D. System - outlook remained neutral to positive for both 2014 and 2015. 
E. Optional, Supplemental Defined contribution Plans - outlook changed from positive in 

2014 to neutral to positive in 2015. 
 
Mr. Matson concluded the presentation by stating that the plan is sustainable and if there was 
an area that needed to be closely monitored, it would be the Defined Benefit Plan because it 
has the largest contribution rate and the lowest funded status. 
 
 
11. Presentation and Discussion Regarding the Board Self-Evaluation Material 

Distribution (This agenda item was taken out of order and was formerly listed as agenda 
item #12.) 

 
Mr. McCarthy addressed the Board regarding the Board self-evaluation material, noting 
Trustees should submit their Board performance evaluation forms to him prior to the January 
Board meeting. 
 
 
12. Presentation, Discussion, and Appropriate Action Regarding ASRS Investment 

Program Updates (This agenda item was taken out of order and was formerly listed as 
agenda item #7.) 

 
Mr. Gary Dokes, Chief Investment Officer, and Mr. Dave Underwood, Assistant Chief 
Investment Officer, were present to provide the Board with an update on the Investment 
Program. 
 
Mr. Dokes directed the Board to page three of the reference materials that shows how the 
assets are deployed.  Mr. Dokes went on to say the ASRS feels this is the best deployment of 
assets to achieve the long term rate of return in the desired risk profile.  This has been 
accomplished efficiently by way of in-house management and other vehicles the ASRS believes 
are as cost efficient as possible.  Mr. Dokes highlighted one difference from the chart compared 



ASRS Board Meeting 
December 4, 2015 
Page 8 of 9 
 
to the most recent charts the Board has seen and that was with the multi-class asset which 
shows a -1.7%.  Mr. Dokes explained the reason for this is there used to be two multi-class 
asset managers, one was terminated, which left an underweight in this area.  This will likely be 
kept underweight for a while. 
 
Mr. Dokes moved on to the next chart and highlighted that the ASRS is underweight in fixed 
income which is made up of many types of investments.  Some are interest rate sensitive and 
high yield which the ASRS is underweight in.  The ASRS is overweight in opportunistic debt and 
populating private debt allocation which is the place to be in fixed income.  The ASRS will 
continue to monitor this. 
 
 
13. Presentation, Discussion, and Appropriate Action Regarding Independent Reporting, 

Monitoring, and Oversight of the ASRS Investment Program, Including Total Fund and 
Investment Performance Report for Q3-15 (This agenda item was taken out of order and 
was formerly listed as agenda item #8.) 

 
Mr. Allan Martin, Consultant, NEPC, addressed the Board regarding NEPC’s independent 
reporting, monitoring, and oversight of the ASRS Investment Program including Total Fund 
performance through September 2015.  As of September 30, 2015 the Total Fund’s market 
value was approximately $33.0 billion. 
 
For the one-year period ending September 30, 2015, the Total Fund returned -0.2% (net of 
fees), outperforming the Interim SAA Policy by 1.3%. For the three-year period, the Total Fund 
produced a return of 8.0% per annum, outperforming the Interim SAA Policy by 1.1%. Over the 
past ten years, the Total Fund has returned 6.0% per annum, and since inception, the portfolio’s 
performance is 9.7%. 
 
 
14. Presentation, Discussion, and Appropriate Action Regarding the Director's Report as 

well as Current Events (This agenda item was taken out of order and was formerly listed 
as agenda item #13.) 

 
Mr. Paul Matson stated he had nothing further to add regarding the Director’s Report but would 
answer any questions the Board may have regarding the report.  No questions were asked. 
 
 
15. Presentation and Discussion with Respect to Informational Updates from Prior and 

Upcoming Committee Meetings  (This agenda item was taken out of order and was 
formerly listed as agenda item #14.) 

 
a. Operations and Audit Committee (OAC) 
 
Mr. Jeff Tyne announced the next OAC meeting will be held on December 9, 2015 at 10:30 
a.m. in the 14th floor conference room to discuss recently conducted audits, some current 
initiatives, and an update on the Web Steering Committee.  

 
b. External Affairs Committee (EAC) 
 
Dr. Richard Jacob announced the next EAC meeting will be held on February 12, 2016 at 
10:30 a.m. in the 14th floor conference room to receive an update on the opening of the 2016 
Legislative Session, review the status of the ASRS initiatives and other legislation that may 
impact the ASRS and receive a rulemaking update. 
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c. Investment Committee (IC) 
 
Mr. Tom Connelly announced the next IC meeting will be held on February 22, 2016 at 2:30 
p.m. in the 14th floor conference room to review investment program updates, program 
oversight, the fourth quarter performance report and an overview of the equity asset class. 
 
 

16. Board Requests for Agenda Items (This agenda item was taken out of order and was 
formerly listed as agenda item #15.) 

 
No requests were made. 
 
 
17. Call to the Public (This agenda item was taken out of order and was formerly listed as 

agenda item #16.) 
 
No one from the public requested to speak. 
 
 
18. The next regular ASRS Board meeting is scheduled for Friday, January 29, 2016, at 

8:30 a.m., at 3300 N. Central Avenue, 10th Floor Board Room, Phoenix, Arizona. (This 
agenda item was taken out of order and was formerly listed as agenda item #17.) 

 
 
19. Adjournment of the ASRS Board 
 
Motion:  Dr. Richard Jacob moved to adjourn the December 4, 2015 Board Meeting at 1:02 
p.m.  Mr. Jeff Tyne seconded the motion. 
 
By a vote of 8 in favor, 0 opposed, 0 abstentions, and 1 excused, the motion was approved. 
 
 
ARIZONA STATE RETIREMENT SYSTEM 
 
 
 
    
Melanie A. Alexander  Paul Matson  
Board Administrator Director 
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Office of Administrative Hearings 
1400 West Washington, Suite 101 

Phoenix, Arizona 85007 
(602) 542-9826 

IN THE OFFICE OF ADMINISTRATIVE HEARINGS 

   
Donald Smith 
 
                           Appellant, 
 
v. 
 
Arizona State Retirement System, 
 
                          Appellee. 

 No. 16F-002-ARB 
 

ADMINISTRATIVE 
LAW JUDGE DECISION 

   

 
 HEARING:  October 26, 2015, at 8:00 a.m. 

 APPEARANCES:  Donald Smith (hereinafter “Appellant” or “Mr. Smith”) 

appeared on his own behalf.  The Arizona State Retirement System (“ASRS”) was 

represented by Assistant Attorney General Jothi Beljan, Esq.   

 ADMINISTRATIVE LAW JUDGE:  M. Douglas 
_____________________________________________________________________ 

 
FINDINGS OF FACT 

Background and Procedure 
1. Appellant retired from ASRS on May 23, 2015.   

2. Upon Appellant’s retirement from the ASRS, the ASRS implemented a 

Domestic Relations Order (“DRO”) dated June 5, 2002, in Donald C. Smith vs. Julie A. 

Wolfe.1 

3. The DRO directed the ASRS to pay the alternate payee, Ms. Wolfe, a 

percentage of Appellant’s ASRS retirement benefit.  The alternate payee’s portion was 

one-half times an amount whose numerator was the “length of member’s marriage while 

employed and covered by the ASRS (239 months)” and whose denominator was the 

“Length of Member’s total employment covered by the ASRS.” 

4. The DRO also stated that the denominator was “the number of full months the 

Participant [Appellant] participated in the Plan as of the date of [Appellant’s] 

commencement of benefits from the Plan.”   

                                                      
1 See Appellant’s Exhibit A (June 5, 2002 DRO). 
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5. The ASRS performed a routine post-retirement audit on Appellant’s account.  

On July 17, 2015, the ASRS issued a letter which provides, in relevant part, as follows: 

The Arizona State Retirement Systems (ASRS) recently 
performed a routine post-retirement audit on your account 
to ensure you are receiving the correct retirement benefit.  
Our audit found that the DRO split percentage was not 
based on the correct numerator.  Your new monthly 
benefit will change to a gross amount of $3,209.31 
effective on your August 01, 2015 pension check.  The 
details are included with this letter. 
 

6. The ASRS quantified the numerator as 239 months, which is the specific 

number of months identified in the DRO, and quantified the denominator as 408 months 

because the denominator included only Appellant’s total employment covered by the 

ASRS and not any service purchase or transferred service. 

7. On July 28, 2015, Appellant filed a letter of appeal which provided, in relevant 

part, as follows: 

This past February, I decided to retire at the end of the school 
year in May, and contacted ASRS to make sure everything was 
in order before filing the official application.  A few weeks later, I 
received a retirement worksheet dated March 9th, that did not 
mention the QDRO that is attached to my account.  So, I 
contacted ASRS again and asked them for an updated version 
that included the QDRO benefits percentages.  I received a 
revised worksheet dated April 9th, that indicated the alternate 
payee was going to received approximately 30.92% of my 
pension benefit instead of 28.17% as specified by the QDRO’s 
calculation instructions.  So again I contacted ASRS and advised 
them that the percentages were incorrect and even did the math 
to determine where the error was in ASRS’s calculations.  
(ASRS was using the date I was married, prior to the date I 
actually became employed and covered under the state 
retirement system.  Which gave the alternate payee two years of 
service credible before I even started earning them). . . .  [On] 
July 17th, ASRS sent me an updated letter, stating that the 
alternate payee was now going to get credit for 239 months 
instead of the actual 238 months, and that my 35.2 years of 
service (432 months), was being reduced to 408 months! Which 
now increased the alternate payee percentage from 28.13% to 
32.38%. . . . Later that day, she (ASRS) contacted me and 
stated that the legal department advised her that when the 
QDRO was drawn up, the QDRO attorney had indicated the joint 
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property months to be 239, and since the QDRO had been 
signed off by the judge, they [ASRS] were now obligated to use 
239 months. (Despite the fact, that both the law and QDRO’s 
provided specific instructions as to how to calculate the “joint 
service months” which should have been 238 months).  Then 
she went on to say, that they had lowered my total years of 
credited service by 1.2 years to 408 months, because I had 
purchased 1.2 years of service, and it could not be included as 
part of “my total employment service time. . . .  I’m asking that 
ASRS replace the employment service time they have deducted 
from my account, and return it to 243 months (35.2 years), and 
make sure that ASRS calculates the percentages and benefits 
correctly.2 
 

8. On August 10, 2015, ASRS issued a letter denying Appellant’s appeal.  The 

letter of denial provided, in relevant part, as follows: 

Following a thorough review of your case and the 1995 certified 
DRO on file, we regret that we must deny your appeal.  The 
ASRS does not have the license to overrule the authority of the 
Superior Court of Arizona, which mandates that your pension is 
to be split in a manner that leaves your alternate payee 29.29% 
of your benefit of your pension, based on the Straight Life 
Annuity benefit.  However, we are happy to provide a more 
thorough explanation regarding the DRO mandated calculations 
the ASRS must enforce. . . .  The language in the DRO on file 
specifically states that the ASRS shall split the account and 
determine the alternate payee’s portion by a formula.  This 
formula, factoring in the pre-set numerator mandated by the 
Superior Court and your final denominator as determined by 
your total “number of full months the Participant participated in 
the Plan as of the date of Participant’s commencement of 
benefits from the Plan,” is calculated as follows:  239 Months 
(Marriage while covered by ASRS Membership/Length of Total 
Employment covered by ASRS (408) months x ½ = 29.29%.3 
 

9. On August 13, 2015, Appellant filed an appeal of QDRO Benefit Percentage 

Calculations with ASRS and on August 26, 2015, ASRS issued a letter denying 

Appellant’s appeal.  The letter provided, in relevant part, as follows: 

After we have taken your appeal under further consideration and 
review, regrettably we must uphold our original determination 
and deny your appeal.  We affirm our previous position that the 

                                                      
2 See ASRS Exhibit G (July 28, 2015 Letter). 
3 See ASRS Exhibit H (August 10, 2015 Letter). 
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DRO calculation has been done properly and in accordance with 
the language specified in the certified DRO. . . .4 
 

10. On September 9, 2015, ASRS issued a Notice of Hearing setting the above-

captioned matter for hearing on October 26, 2015, at 8:00 a.m., at the Office of 

Administrative Hearings, an independent agency, in Phoenix, Arizona. 

11. The Notice of Hearing provided that the hearing was “to determine whether 

grounds exist to justify the ASRS’ appealable agency action and its application of A.R.S. 

§ 38-773.” 

12. Appellant testified on his own behalf and presented 10 Exhibits (A-J).  The 

ASRS presented the testimony of Jenna Orozco and presented 11 Exhibits (A-K). 

Testimony 
13. Mr. Smith testified that the language in the DRO does not capture the intent 

of the parties.  Mr. Smith said that the QDRO was drawn up by the QDRO attorney. Mr. 

Smith said the 239 months were placed in the QDRO because of a mistake by the ASRS.  

Mr. Smith stated that in February, 2015, when he decided to retire at the end of the 

school year in May, he contacted the ASRS to make sure everything was in order before 

filing the official application.  A few weeks later, he received a retirement worksheet dated 

March 9, 2015, that did not mention the QDRO that is attached to my account.  So he 

contacted the ASRS again and asked it for an updated version that included the QDRO 

benefits percentages.  Appellant stated that he received a revised worksheet dated April 

9, 2015, that indicated the alternate payee was going to receive approximately 30.92% of 

his pension benefit instead of 28.17% as specified by the QDRO’s calculation 

instructions. 

14. Mr. Smith stated that he is a math major and has taught math.  Mr. Smith said 

that the ASRS’ calculations were in error.  Mr. Smith said that he repeatedly provided the 

ASRS with worksheets showing the proper math calculations. Mr. Smith said that the 

ASRS had lowered his total years of credited service by 1.2 years to 408 months, 

because he had purchased 1.2 years of service.  Mr. Smith asserted that the numbers 

utilized by ASRS were erroneous.  

                                                      
4 See ASRS Exhibit J (August 26, 2015 Letter). 
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15. Jenna Orozco testified that she is the member advocate for the ASRS.  Ms. 

Orozco said that she had worked for the ASRS for over seven years and that she was 

familiar with Mr. Smith’s appeal.  Ms. Orozco said that the appeal at issue is based upon 

Mr. Smith’s disagreement with the way the ASRS had implemented Mr. Smith’s DRO.   

16. Ms. Orozco acknowledged that Mr. Smith had transferred or purchased 14 

months of service from the Public Safety Personal Retirement system to be credited to 

his account with the ASRS.   

17. Ms. Orozco testified that the ASRS received Mr. Smith’s DRO on June 11, 

2002.  Ms. Orozco said that the DRO directed ASRS on how to split his account with his 

ex-spouse on his election to disburse benefits from the retirement plan.   

18. Ms. Orozco testified that legal counsel had contacted the ASRS, had 

presented the ASRS with a draft DRO, and had asked what the approximate numerator 

would be.  Ms. Orozco acknowledged that the ASRS informed the legal counsel that the 

numerator would be approximately 239 months. 

19. Ms. Orozco testified that the ASRS sent out a letter of approval to Mr. Smith 

and his ex-spouse.  Ms. Orozco said that Mr. Smith retired on May 23, 2015.   

20. Ms. Orozco testified that Mr. Smith’s DRO specifically directed the ASRS on 

how to split his account.  Ms. Orozco stated that the DRO provided that the alternate 

payee’s portion as one-half times an amount whose numerator was the length of 

member’s marriage while Mr. Smith was employed and covered by the ASRS (239 

months) and whose denominator was the number of full months of Mr. Smith’s total 

employment covered by the ASRS.  

21. Ms. Orozco testified that ASRS took the numerator of 239 because it was the 

specific number in the DRO as specified by the Superior Court.  Ms. Orozco stated that 

the ASRS took the denominator based on the language in the DRO, which specifically 

provided that it was only to include the time during which Mr. Smith physically participated 

with an ASRS employer. Ms. Orozco said that as a result, any time that Mr. Smith 

transferred from another separate retirement plan was not included in the denominator 

based on the language of the DRO.   

22. Ms. Orozco that the final calculation used was 239 months divided by 408 

months times one-half to equal the alternate payee’s portion as 29.29%.   
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23. Ms. Orozco testified that Mr. Smith’s DRO does not address purchased or 

transferred service at all.  Ms. Orozco said that the ASRS could not accept Mr. Smith’s 

calculations because it would reduce the alternate payee’s percentage in the retirement 

plan to approximately 28.32%.  Ms. Orozco said that the difference is approximately one 

percent which is approximately $50.00 per month.    

24. Ms. Orozco testified that ASRS cannot determine the intent of the parties.  

Ms. Orozco said that any change in the calculations set forth in the DRO would have to 

be made by the Superior Court.   

25. Ms. Orozco’s testimony is found to be credible. 

CONCLUSIONS OF LAW 

1. Mr. Smith bears the burden of proof and, as such, must establish by a 

preponderance of the evidence that the ASRS’ action in factoring in the pre-set numerator 

as set forth in the DRO and Mr. Smith’s final denominator as determined by the total 

number of full months that he participated in the ASRS as of the date of his 

commencement of benefits from the ASRS as set forth in the DRO and ASRS’ 

application of A.R.S. § 38-773 was incorrect or in error.5  

2. “A preponderance of the evidence is such proof as convinces the trier of fact 

that the contention is more probably true than not.”6  A preponderance of the evidence is 

“evidence which is of greater weight or more convincing than evidence which is offered in 

opposition to it; that is, evidence which as a whole shows that the fact sought to be 

proved is more probable than not.”7  

3. ASRS is required by statute to review any domestic relations order to which a 

member is a party and that is submitted to the board to determine if the domestic 

relations order is acceptable under this section. After a determination that a domestic 

relations order is acceptable under this section, the board must notify the member and 

the named alternate payee of its acceptance of the domestic relations order and ASRS 

                                                      
5 See A.R.S. § 41-1092.07(G)(3); A.A.C. R2-19-119; see also Vazanno v. Superior Court, 74 Ariz. 369, 249 
P.2d 837 (1952). 
6 MORRIS K. UDALL, ARIZONA LAW OF EVIDENCE § 5 (1960). 
7 BLACK’S LAW DICTIONARY 1182 (6th ed. 1990). 
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must pay benefits in accordance with the applicable requirements of the order. See 

A.R.S. § 38-773(A).8 

                                                      
8 A.R.S. § 38-773 provides as follows: 
 

A. The board shall review any domestic relations order to which a member is 
a party and that is submitted to the board to determine if the domestic 
relations order is acceptable under this section. After a determination that a 
domestic relations order is acceptable under this section, the board shall 
notify the member and the named alternate payee of its acceptance of the 
domestic relations order and ASRS shall pay benefits in accordance with the 
applicable requirements of the order. 
B. An acceptable domestic relations order shall not require the board to 
provide any type, form or time of payment of severance, survivor or 
retirement benefits or any severance, survivor or retirement benefit option 
that is not provided under this article. 
C. An acceptable domestic relations order shall specify all of the following: 
1. The name and last known mailing address of the member. 
2. The name and last known mailing address of each alternate payee 
covered by the order. 
3. The method of determining the amount of the member's severance, 
survivor or retirement benefits to be paid by ASRS to each alternate payee 
covered by the order. 
4. The number of payments or period to which the order applies. 
D. Except as provided by the express terms of a domestic relations order, 
the divorce or annulment of a member's marriage revokes any revocable: 
1. Disposition or appointment of benefits made by a divorced member to that 
member's former spouse or to a relative of the divorced member's former 
spouse in an instrument executed by the member before the divorce or 
annulment of the member's marriage to the former spouse. 
2. Provision in an instrument executed by the member before the divorce or 
annulment of the member's marriage to the former spouse conferring any 
power or right on the divorced member's former spouse or on a relative of 
the divorced member's former spouse. 
E. ASRS shall give effect to provisions of an instrument executed by a 
member before the divorce or annulment of the member's marriage to a 
former spouse as follows: 
1. In the case of disposition or appointment of benefits, as if the former 
spouse and relatives of the former spouse disclaimed all provisions revoked 
by this section. 
2. In the case of a revoked power or right, as if the former spouse and 
relatives of the former spouse died immediately before the divorce or 
annulment. 
F. Provisions of an instrument revoked solely as provided by this section are 
revived by the divorced member's remarriage to the former spouse or by a 
nullification of the member's divorce or annulment. 
G. If an alternate payee predeceases the member, amounts payable to the 
alternate payee cease on the death of the alternate payee. ASRS shall 
cause the amount formerly payable to the alternate payee to revert to the 
member. 
H. For the purposes of this section: 
1. "Domestic relations order" means any judgment, decree, order or 
approval of a property settlement agreement entered in a court of competent 
jurisdiction that: 
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4. Ms. Orozco credibly testified that ASRS took the numerator of 239 because it 

was the specific number in the DRO that was specified by the Superior Court.  Ms. 

Orozco stated that ASRS took the denominator based on the language in the DRO, which 

specifically provided that it was only to include the time during which Mr. Smith physically 

participated with an ASRS employer. Ms. Orozco said that as a result, any time that Mr. 

Smith transferred from another separate retirement plan was not included in the 

denominator based on the language of the DRO.  Ms. Orozco said that as a result, the 

final calculation used was 239 months divided by 408 months times one-half to equal the 

alternate payee’s portion of 29.29%. Therefore, Mr. Smith has not met his burden to 

establish that the ASRS’ determination was erroneous or that that grounds that do not 

justify the ASRS’ appealable agency action and its application of A.R.S. § A.R.S. § 38-

773. 

RECOMMENDED ORDER 

 Based on the foregoing, it is recommended that the Arizona State Retirement 

System Board affirm the ASRS’ decision denying Mr. Smith’s appeal of the ASRS’ 

determination that the language in Mr. Smith’s DRO on file specifically directs that the 

ASRS shall split the account and determine the alternate payee’s portion by a formula, 

factoring in the pre-set numerator mandated by the Superior Court and Mr. Smith’s final 

denominator as determined by Mr. Smith’s total “number of full months that he 

participated in ASRS as of the date of Mr. Smith’s commencement of benefits from the 

ASRS, which calculates as follows:  239 Months (Marriage while covered by ASRS 

Membership/Length of Total Employment covered by ASRS (408) months x ½ = 

29.29%.” 

                                                                                                                                                                           
(a) Relates to marital property rights of a spouse or former spouse. 
(b) Creates or recognizes in the spouse or former spouse the existence of 
an alternate payee's right to severance, survivor or retirement benefits. 
(c) Assigns the spouse or former spouse as alternate payee the right to 
receive all or part of the severance, survivor or retirement benefits payable to 
the member. 
2. "Relative of the divorced member's former spouse" means a person who 
is related to the divorced member's former spouse by blood, adoption or 
affinity and who, after the divorce or annulment, is not related to the divorced 
member by blood, adoption or affinity 
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 In the event of certification of the Administrative Law Judge Decision by the 

Director of the Office of Administrative Hearings, the effective date of the Order will be five 

days from the date of that certification. 

 Done this day, November 10, 2015. 
 
     /s/ M. Douglas 
     Administrative Law Judge 
 
Transmitted electronically to: 
 
Paul Matson, Director 
Arizona State Retirement System 
 



3300 NORTH CENTRAL AVENUE • PO BOX 33910 • PHOENIX, AZ  85067-3910 • PHONE (602) 240-2000 
7660 EAST BROADWAY BOULEVARD • SUITE 108 • TUCSON, AZ  85710-3776 • PHONE (520) 239-3100 

TOLL FREE OUTSIDE METRO PHOENIX AND TUCSON 1 (800) 621-3778 
EMAIL ADDRESS: ASKMAC@AZASRS.GOV • WEB ADDRESS:  WWW. AZASRS.GOV 

ARIZONA STATE RETIREMENT SYSTEM 
Paul Matson 

Director 

 
 

 
 

 
 

 
 

MEMORANDUM  
 
TO:  Mr. Kevin McCarthy, Arizona State Retirement System (“ASRS”) Board 

 
FROM: Mr. Paul Matson, Director 
 Ms. Jothi Beljan, Assistant Attorney General 
 
DATE:  January 19, 2016 
 
RE: Agenda Item #3: Approval, Modification, or Rejection of Administrative Law Judge’s 

Decision Regarding Donald Smith’s Appeal of a Domestic Relations Order  
 
 
Purpose 
To approve, modify or reject the Administrative Law Judge’s ruling to uphold the Director’s 
determination that a Domestic Relations Order requires the ASRS to pay Donald Smith’s former 
wife 29.29% of his monthly ASRS straight life annuity benefit. 
 
Applicable Law 
The ASRS applied a Domestic Relations Order as required by A.R.S. § 38-773. 
 
Facts of the Case 
A. Donald Smith retired from the ASRS on May 23, 2015.  Upon his retirement, the ASRS 

implemented a Domestic Relations Order dated June 5, 2002 in Donald C. Smith vs. Julie A. 
Wolfe. 

 
B. The Domestic Relations Order directs the ASRS to pay alternate payee Julie A. Wolfe a 

percentage of Mr. Smith’s ASRS retirement benefit.   The alternate payee’s portion is 1/2 
times an amount whose numerator is “Length of member’s marriage while employed and 
covered by the Arizona State Retirement System (239 months) and whose denominator is 
“Length of Member’s total employment covered by the Arizona State Retirement System.”  
The Domestic Relations Order also states that the denominator “is the number of full months 
the Participant participated in the Plan as of the date of Participant’s commencement of 
benefits from the Plan.”  The ASRS has quantified the numerator as 239 months because 
this was the specific number of months identified in the Order and quantified the 
denominator as 408 months because the denominator includes only Mr. Smith’s total 
employment covered by the ASRS and not any service purchase or transferred service.  The 
ASRS has calculated Julie Wolfe’s percentage of Donald Smith’s benefit as 29.29%. 

 
C. Mr. Smith believes that the ASRS incorrectly calculated Julie Wolfe’s percentage and that 

her percentage should be 28.32% of his benefit.  The disputed monthly amount is 
approximately $50.00 pretax. 

 
D. The ASRS position is that Mr. Smith must provide the ASRS with an Amended Domestic 

Relations Order if he disagrees with the language in the current Order. 
 



Agenda Item #3 Donald Smith Appeal  
January 19, 2016 
Page 2 of 2 
 
 

 

E. In his Recommended Decision dated November 10, 2015, Administrative Law Judge Mike 
Douglas upheld the ASRS Director’s determination and denied Mr. Smith’s appeal. 

 
 
ASRS Recommended Motion 
The ASRS Board accepts the Administrative Law Judge’s Decision. 
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Office of Administrative Hearings
1400 West Washington, Suite 101

Phoenix, Arizona 85007
(602) 542-9826

IN THE OFFICE OF ADMINISTRATIVE HEARINGS

Amy Smith

Appellant,

v.

Arizona State Retirement System,

Appellee.

No. 16F-001-ARB

ADMINISTRATIVE
LAW JUDGE DECISION

HEARING:  November 18, 2015
APPEARANCES:  Amy Smith, Appellant; Jothi Beljan, Attorney for the Arizona

Retirement Board; Jenna Orozco, witness; Hilary Zive, court reporter
ADMINISTRATIVE LAW JUDGE: Dorinda M. Lang

_____________________________________________________________________

       Appellant appealed the Appellee’s request for the return of improperly paid

retirement benefits.  Appellant’s appeal was based on the fact that the error was not

hers.  Unfortunately, Arizona State Law requires the Appellee to recoup erroneously

paid overpayments by employees and former employees.  Therefore, it must be

recommended that this appeal be denied.

FINDINGS OF FACT

1. Appellant Amy Smith was a member of the Arizona State Retirement System

(“ASRS”) from March 11, 1995 until October 2010.   Appellant’s former ASRS

contributing employer, Maricopa Integrated Health Systems (“MIHS”), remitted

retirement contributions on Appellant’s behalf, which it later discovered had

been calculated incorrectly.  MIHS had paid more than the appropriate amount

into Appellant’s retirement account.  When this happens, ASRS must recoup any

overpayments and the ASRS contributing employer must pay the employee back

in the form of improperly withheld wages.
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2. When MIHS discovered it had been calculating some employees’ contributions

incorrectly, it contacted ASRS to correct its errors.  However, before ASRS

began to correct Appellant’s retirement account, she had applied for a return of

her retirement contributions, which she received with interest on or about July

17, 2014.  ASRS has requested that Appellant remit $2,136.56, which ASRS

calculated was incorrectly distributed to her.  Unfortunately, the proposal has

worked a hardship on Appellant.

3. Appellant requested a hearing, and argued that the problem arising from errors

made by MIHS and/or ASRS and she has done nothing wrong.  She said she

has a check for $1,707.73 that she would sign over to ASRS but they should

have to make up the difference for their error.

4. ASRS argued that it is required by law that ASRS must recoup the improperly

paid amount from the employee.

CONCLUSIONS OF LAW

1. This hearing was conducted in accordance with Arizona Revised Statutes

(“A.R.S.”) § 41-1092.01 et seq. Complainant has the burden of proof and the

standard of proof on all issues is by a preponderance of the evidence. See

Arizona Administrative Code (“A.A.C.”) R2-19-119.

2. A.R.S. § 38-765 provides as follows:
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If any change or error in the records results in any member or beneficiary
receiving from ASRS more or less than the member or beneficiary would have
been entitled to receive if the records had been correct, ASRS shall correct the
error and as far as practicable shall adjust the payments in a manner so that
the actuarial equivalent of the benefit to which the member or beneficiary was
correctly entitled is paid. ASRS shall correct any change or error and shall pay
the appropriate monies to a member or beneficiary or shall recover monies
from the member or beneficiary if the member or beneficiary is overpaid.
ASRS shall recover monies by reducing any benefit otherwise payable by
ASRS or the LTD program established by article 2.1 of this chapter to an active,
inactive, person with a disability or retired member, survivor, contingent
annuitant, beneficiary or alternate payee. [Emphasis added.]

3. As noted above, ASRS is required by law to recover the money that was overpaid

to Appellant.

4. Appellant argued that the error in this matter was not hers, which is true.  However,

the fact that Appellant did not make the error in this matter is a circumstance that is

not recognized as an exception to ASRS’s duty and authority to recover

erroneously paid money as set forth in A.R.S. § 38-765.  Therefore, the

Administrative Law Judge has no legal basis on which to recommend granting

Appellant’s appeal.

RECOMMENDED DECISION

       Based on the foregoing considerations, the undersigned Administrative Law Judge

hereby recommends that Appellant’s appeal be denied.

In the event of certification of the Administrative Law Judge Decision by the Director of the
Office of Administrative Hearings, the effective date of the Order is the date of certification.

Done this day, December 7, 2015

/s/ Dorinda M. Lang
Administrative Law Judge

Transmitted electronically to:
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Paul Matson, Director
Arizona State Retirement System
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MEMORANDUM  
 
TO:  Mr. Kevin McCarthy, Chair, Arizona State Retirement System (“ASRS”) Board 

 
FROM: Mr. Paul Matson, Director 
 Ms. Jothi Beljan, Assistant Attorney General 
 
DATE:  January 19, 2016 
 
RE: Agenda Item #4: Approval, Modification, or Rejection of Administrative Law Judge’s 

Decision Regarding Amy Smith’s Appeal of an Overpayment 
 
 
Purpose 
To approve, modify or reject the Administrative Law Judge’s ruling to uphold the Director’s 
determination that Amy Smith is required to repay an overpayment of benefits in the pre-tax 
amount of $2,136.56. 
 
Applicable Law 
The ASRS is required to correct benefit overpayments by A.R.S. § 38-765. 
 
Facts of the Case 
 
A. Amy Smith became an ASRS member on March 11, 1995.  Amy Smith worked for ASRS 

employer Maricopa County, which later became Maricopa Integrated Health System 
(“MIHS”), from March 1995 to October 2010.  MIHS remitted ASRS contributions on behalf 
of Amy Smith. 

 
B. On June 30, 2014, Amy Smith filed an application for a return of contributions under A.R.S. 

§ 38-740.  On July 17, 2014, the ASRS processed the application and paid Ms. Smith the 
amount of $10,204.48 representing $4,866.96 in employee contributions and $5,337.52 in 
interest. 

 
C. Also in June 2014, MIHS provided the ASRS approximately 2,100 contribution corrections 

discovered in a self-audit including an account correction for Amy Smith.  MIHS informed the 
ASRS that it had incorrectly remitted contributions on behalf of Amy Smith from August 2010 
to October 2010 because Ms. Smith did not meet ASRS membership requirements under 
A.R.S. § 38-711(23)(b).  MIHS requested a return of those contributions under A.R.S. § 38-
738(A). 

 
D. In October 2014, the ASRS returned the overpayment of contributions to MIHS in the 

amount of $1,934.84 employer contributions and $1,934.84 employee contributions.  When 
an ASRS employer receives a return of employee contributions from the ASRS, the 
employer pays its employee or former employee those monies as salary or wages that were 
incorrectly withheld as retirement contributions from the employee’s paycheck.   On August 
4, 2015, MIHS mailed Amy Smith a check in the gross amount of $1,961.16 as wages and 
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withheld $253.43 in taxes.  See ASRS Exhibit M. 
 
E. The return of contributions by the ASRS to MIHS resulted in the ASRS overpaying Ms. 

Smith the amount of $2,136.56 in June 2014.  The overpayment amount constitutes 
$1,934.84 in employee contributions and $201.72 in interest.  The ASRS is required to 
collect the overpayment from Ms. Smith under A.R.S. § 38-765. 

 
F. In her Recommended Decision dated December 7, 2015, Administrative Law Judge Dorinda 

Lang upheld the ASRS Director’s determination and denied Ms. Smith’s appeal. 
 
 
ASRS Recommended Motion 
The ASRS Board accepts the Administrative Law Judge’s Decision. 
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MEMORANDUM 
 
 
TO: Mr. Kevin McCarthy, Chair, Arizona State Retirement System (ASRS) Board 
 
FROM: Mr. Paul Matson, Director 

Mr. Patrick Klein, Assistant Director, External Affairs 
Mr. Nick Ponder, Government Relations Officer 

 
DATE: January 19, 2016 
 
RE: Agenda Item #5: Presentation, Discussion and Appropriate Action Regarding the 

2016 ASRS Legislative Initiatives and Legislative Update 
 
 
Purpose 
To discuss the ASRS 2016 legislative initiatives as well as discuss legislative proposals by other 
organizations or persons that affect the ASRS. 
 
Recommendation 
Information item only; no action required. 
 
Background 
The ASRS staff has been working with legislative council, legislative staff, and legislators to 
move ASRS 2016 legislative initiatives forward. 
 
An updated hard copy of the ASRS Bill Tracker will be provided at the meeting. The link to the 
most up-to-date bill tracker can be found any time at https://www.azasrs.gov/content/legislation.  

https://www.azasrs.gov/content/legislation
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MEMORANDUM 
 

 
TO:  Arizona State Retirement System Board 
 
FROM: Mr. Paul Matson, Director 

Mr. Gary R. Dokes, Chief Investment Officer (CIO) 
 
DATE:  January 22, 2016 
 
 
RE:  Agenda Item #6: Presentation, Discussion, and Appropriate Action Regarding 

Proposed Modifications to the Existing ASRS Plan and Long-Term Disability (LTD) 
Strategic Investment Policies (SIPs), the Newly Created SIPs for the ASRS System, 
and the Proposed Strategic Asset Allocation (SAA) for LTD & System. 

 
Purpose 
To present and discuss proposed additions and modifications to Plan (Pension and Health Benefit 
Supplement (HBS)), LTD, and System’s Strategic Investment Policies (SIPs), and the proposed 
SAA for LTD & System. 
 
Recommendations 
Move to approve the following: 
 

1. Approve modifications to existing Strategic Investment Policies (SIPs) 001, 002, 003, 004 
pertaining to the Asset Allocation and Tactical Positioning and Rebalancing SIP’s for the 
Plan and LTD, as recommended by the Investment Committee (IC) at the November 30, 
2015 meeting. 

 
2. Approve two new SIPs pertaining to System’s Asset Allocation and Tactical Positioning and 

Rebalancing, as recommended by the IC at the November 30, 2015 meeting. 
 

3. Approve the Proposed SAA for LTD & System, as recommended by the IC at the April 13, 
2015 meeting.  The proposed changes reflect an allocation to asset classes similar to those 
of the Board approved Plan Strategic Asset Allocation (SAA) Policy on March 27, 2015. 

 
Background 
Well documented Asset Allocation and Tactical Positioning and Rebalancing policies assist in the 
effective and consistent investment management of investable assets. These policies reflect the 
process for identifying and determining potential courses of action associated with LTD and 
System’s asset class over-/under-weight deviations relative to its broad Strategic Asset Allocation 
Policy (SAAP) and for repositioning based on market valuations and expectations.  The asset 
allocation policies reflect investments in strategic and tactical asset classes and strategies whose 
collective risk/return profile are anticipated to achieve the stated investment rate of return goals 
and objectives. 
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ASRS LTD Fund 
As of December 31, 2015, the LTD program investment assets of approximately $212 million are 
invested in commingled passive asset class modules held at and managed by BlackRock. ASRS 
staff modifies the LTD fund module weights to better manage LTD program cash flow needs, 
maintain asset allocation policy weights within the ranges, and to tactically position the fund 
consistent with House Views.   
 
 
ASRS System 
The ASRS System is the retirement program that preceded the current Arizona State Retirement 
System Pension Plan (Plan). It is a hybrid program that originally contained elements of both defined 
benefit and defined contribution plan structures. System assets are reported separate from Plan 
assets, although they are associated by investing in commingled and unitization portfolios. 
Portfolio unitization is done to enable efficient record keeping of cash flows, balances, returns, and 
to allow for differences in asset allocation. Commingling of assets allows the ASRS to allocate 
investments effectively across System and Plan while mitigating management and transaction 
costs.  System’s current market value as of December 31st, 2015 is $297 million.  
 
 
The proposed modifications to the following SIPs are: 

• SIP001 Asset Allocation (Plan) - reflects the correct 20 year rolling annual period to 
achieve the ASRS investment goals and objectives and minor cosmetic edits.   

• SIP002 Tactical Positioning and Rebalancing (Plan) - reflects minor cosmetic edits.   
• SIP003 Asset Allocation (LTD) - reflects minor cosmetic edits.   
• SIP004 Tactical Positioning and Rebalancing (LTD) - reflects minor cosmetic edits.   

 
The proposed New SIPs are: 

• SIP00X Asset Allocation (System)  
• SIP00XX Tactical Positioning and Rebalancing (System) 

  
The proposed Changes to the Strategic Asset Allocation for: 

• ASRS Long Term Disability Program (LTD) 
• ASRS System 

 
 
 
 
Attachments: 

• Appendix I: 
o SIP001 Asset Allocation (Plan)  
o SIP002 Tactical Positioning and Rebalancing (Plan  
o SIP003 Asset Allocation (LTD)  
o SIP004 Tactical Positioning and Rebalancing (LTD) 
o SIP00X Asset Allocation (System)  
o SIP00XX Tactical Positioning and Rebalancing (System) 

• Appendix II:  
o Exhibit 1: Board approved ASRS Plan (Pension & HBS) SAA Policy Schematic 
o Exhibit 2: ASRS LTD Current & Proposed SAA Policy Schematic with Redline 
o Exhibit 2A:Proposed ASRS LTD SAA Policy Schematic 
o Exhibit 3: ASRS System Current & Proposed SAA Policy Schematic with Redline 
o Exhibit 3A:Proposed ASRS System SAA Policy Schematic 
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Strategic Investment Policy (SIP001) 
Asset Allocation (Plan) 
Date: 04/18/2008 
Revised:  

Arizona State Retirement System 
Strategic Investment Policy (SIP001) 
 
Asset Allocation:  

   Plan (Pension & Health Benefit Supplement (HBS)) 
 
Purpose: 
To codify the policy and guidelines for establishing and modifying the asset allocation policy for the 
Plan (Pension & Health Benefit Supplement (HBS)). 
 
Policy: 
The ASRS will establish and maintain this asset allocation policy which will govern the investment 
management of the Plan’s assets. This policy will reflect investments in strategic and tactical asset 
classes and strategies whose collective risk/return profile are anticipated to achieve ASRS 
investment rate of return goals and objectives. A paramount investment goal and objective is for the 
Plan to achieve a 20-year rolling annual rate of return equal to or greater than the Plan’s actuarial 
assumed interest rate. 
 
The ASRS will employ a dynamic strategic asset allocation study approach whose initiation and 
periodicity will primarily be a function of market dynamics. The strategic asset allocation is used to 
determine the long-term policy asset weights in the Plan. Investment opportunities and asset classes 
are constantly evolving and developing, such that they may become attractive and suitable for 
institutional investment portfolios before the next scheduled policy review. Therefore, asset 
allocation reviews in addition to periodic studies will be conducted as warranted or triennially, 
whichever is shorter.  

 
The study will primarily utilize an asset-only framework given it allows the Plan to focus on the 
long-term funded status of the Plan, maximize portfolio return, and minimize pension costs. 

 
The Chief Investment Officer (CIO), with the concurrence of the Director and the Chair of the 
Investment Committee (IC), will initiate a strategic asset allocation study. Furthermore, the CIO will 
be responsible for the management of the process and the implementation of Board approved asset 
allocation policies. 

 
The strategic asset allocation study may include, but not be limited to, the following: 

 Discuss and analyze existing and evolving institutional asset classes and investment 
strategies. 

 Evaluate expected sources of investment returns, risk and diversification 
(quantitatively/qualitatively) 

 Review investment industry developments (academic and pragmatic) 

 Utilize quantitative tools (e.g. efficient frontier mean-variance optimization, risk budgeting) 
and evaluate multiple scenarios 

 Review and engage discussions regarding capital market assumptions. 



 

Strategic Investment Policy (SIP001) 
Asset Allocation (Plan) 
Date: 04/18/2008 
Revised:  

 Review asset allocation policies from other public and non-public entities. 

 

The CIO will determine the services needed to develop, conduct and implement the asset allocation 
study. These services will include those of the ASRS Investment staff and may include those of the 
Plan’s general investment consultant and/or other consultants. 
 



 

Strategic Investment Policy (SIP002) 
Fund Positioning and Rebalancing 
Date: 04/18/2008 
Revised: 06/27/2011 

Arizona State Retirement System 
Strategic Investment Policy (SIP002) 
 
Tactical Positioning and Rebalancing:  

                    Plan: (Pension & Health Benefit Supplement (HBS)) 
 
Purpose: 
To codify the policy and guidelines for determining and managing the  tactical positioning and 
rebalancing process for the Plan relative to the ASRS Strategic Asset Allocation Policy (SAAP). 
 
Policy: 
The ASRS will establish and maintain this tactical positioning and rebalancing policy for the  Plan 
which will assist in the investment management of the Plan’s assets. This policy will reflect the 
process for identifying and determining potential courses of action associated with the Plan’s asset 
class over-/under-weight deviations relative to its broad SAAP and for repositioning based on market 
valuations and expectations.  
 
A Tactical Fund Positioning Committee meeting will be initiated by the CIO and be based on 1) 
market events or asset class dynamic valuation assessments, 2) the occurrence of actual-to-policy 
asset class over-/under-weighting deviations outside of SAAP bands, and/or 3) external or internal 
cash-flow needs. At a minimum, the Tactical Fund Positioning Committee will meet monthly but 
may meet more frequently as needed. 
 
At the Tactical Fund Positioning Committee meeting, the CIO, Portfolio Managers (PMs), Portfolio 
Analysts (PA) and Director, when available, will engage in asset class relative value discussions of 
the fundamental, technical and market sentiment metrics used to develop IMD’s Investment House 
Views. The CIO may also utilize the research and perspectives of the ASRS investment consultants 
and/or select ASRS external investment managers. A PA will determine the magnitude, in 
percentage and dollars, of the actual-to-policy asset class over-/under-weight deviations and whether 
such deviations are within or exceed policy target bands. Consistent with IMD Investment House 
Views, asset class position movements away from policy targets but within the target’s bands may 
occur. 
 
The Tactical Fund Positioning Committee will determine the potential fund positioning or 
rebalancing courses of action and their associated preliminary trading and other market friction cost 
estimates. Given action is determined, the CIO will designate the investment portfolios or vehicles to 
be used taking into account factors such as the asset class active/passive policy targets, timing and 
execution costs and Plan cash-flow management considerations. Active and passive managers’ 
portfolios may be utilized for rebalancing and repositioning purpose and, as such, may be selected 
for additional portfolio funding or be defunded by decrements which may result in zero portfolio 
balances. Defunded investment managers will remain as contracted ASRS investment managers 
unless termination is determined by an Asset Class Committee. 
 
Market impact, brokerage fees, spreads, and other market frictions, as well as tracking error 
considerations will be considered when rebalancing and repositioning. The Tactical Fund Positioning 
Committee may utilize synthetic rebalancing or repositioning methodologies that more effectively 



 

Strategic Investment Policy (SIP002) 
Fund Positioning and Rebalancing 
Date: 04/18/2008 
Revised: 06/27/2011 

implement this policy. 
 

Rebalancing or Repositioning Rules: 

1. Depending on IMD Investment House Views and consistent with valuation metrics, asset 
class position movements away from policy targets but within the target’s bands may occur. 

2. If the magnitude of the difference between actual and interim target allocations is outside the 
adjusted policy* target bands, rebalancing or repositioning back into policy bands will occur. 

3. If the magnitude of the difference between actual and interim target allocations is within the 
adjusted policy target bands, rebalancing or repositioning may occur toward or away from the 
targets but not beyond the bands. 
 

The magnitude of the rebalancing or repositioning decisions made and subsequently implemented 
may be subjective but based on the conviction of the Tactical Fund Positioning Committee which is 
reflected in IMD’s Investment House Views.  

 
A PA will maintain records regarding the outcome of the Tactical Fund Positioning Committee 
meeting and action taken therein. From a reporting perspective, performance contributions resulting 
from over-/under-weights relative to Plan’s SAAP will be captured in the quarterly ASRS Total Fund 
Performance Attribution Analysis Report which is presented to the Board. 
 
In addition, the CIO will inform the Director of such actions and, at its next meeting, provide the IC 
with a verbal update regarding asset class rebalancing that has or may occur as the result of either 
tactical Fund re-positioning or required rebalancing. The CIO will also annually review this policy 
with the IC. 
 
*Private market, opportunistic investments and commodities pro-rated. 
 



 

Strategic Investment Policy (SIP003) 
Asset Allocation (LTD) 
Date: 04/18/2008 
Revised:  

Arizona State Retirement System 
Strategic Investment Policy (SIP003) 
 
Asset Allocation:  

   Long Term Disability (LTD) 
 
Purpose: 
To codify the policy and guidelines for establishing and modifying the asset allocation policy for the 
Long-term Disability (LTD) Program. 
 
Policy: 
The ASRS will establish and maintain this asset allocation policy which will govern the investment 
management of LTD assets. This policy will reflect an allocation to asset classes similar to those of 
the Plan asset allocation policy and may also use additional investment managers and vehicles to 
better manage the fund in terms of segregation and liquidity and additional discerning characteristics. 
 
The strategic asset allocation is used to determine the long-term policy asset weights in the LTD 
program. Investment opportunities and asset classes are constantly evolving and developing, such 
that they may become attractive and suitable for institutional investment portfolios before the next 
scheduled Plan’s asset allocation policy review.  The LTD asset allocation review will focus on 
possible reasons why the LTD strategic asset allocation should or should not vary from the Plan’s 
strategic asset allocation.  
 
The Chief Investment Officer (CIO), and Director will present the recommended LTD asset 
allocation review to the Investment Committee (IC), for further recommendation to the Board. 
Furthermore, the CIO will be responsible for the management of the process and the implementation 
of Board approved asset allocation. 
 
 



 

Strategic Investment Policy (SIP004)  Pa g e  | 1 
Fund Positioning and Rebalancing (LTD)  
Date: 04/18/2008 
Revised: 06/13/11, 9/21/12 

Arizona State Retirement System 
Strategic Investment Policy (SIP004) 
 
Tactical Positioning and Rebalancing:  
Long Term Disability (LTD) 

 
Purpose: 
To codify the policy and guidelines for determining and managing the positioning and rebalancing 
process relative to the ASRS Long Term Disability (LTD) strategic asset allocation policy (SAAP). 
 
Policy: 
The ASRS will establish and maintain this tactical positioning and rebalancing policy for the LTD 
which will assist in the investment management of LTD’s assets. This policy will reflect the process 
for identifying and determining potential courses of action associated with LTD’s asset class over-
/under-weight deviations relative to its broad SAAP and for repositioning based on market valuations 
and expectations. 
 
As a result of discussions and decisions made by the Tactical Fund Positioning Committee, IMD 
Staff, under the direction of the CIO, will review the positioning and rebalancing of LTD assets. 
LTD rebalancing may occur due to changes in IMD House Views and/or cash flow requirements or 
general liability or portfolio management requirements. At a minimum, such review will be 
conducted monthly but may be required more frequently as needed. 
 
IMD Staff will review LTD’s external cash flow needs, as well as the magnitude of the actual-to- 
policy asset class over-/under-weight deviations and whether such deviations are within or exceed 
policy target bands.  Consistent with LTD positioning, asset class position movements away from 
policy targets but within the target’s bands may occur. 
 
IMD Staff will determine the potential fund positioning or rebalancing courses of action and their 
associated preliminary trading and other market friction cost estimates. LTD program assets are 
invested in portfolios which are managed by an ASRS external investment manager (administrator) 
to provide asset class exposures consistent with the LTD asset allocation policy. Given action is 
determined,  IMD Staff will designate the investment portfolios to be used taking into account 
factors such as fund liquidity windows, timing and execution costs, and LTD cash-flow management 
considerations.   Market impact, brokerage fees, spreads, and other market frictions, as well as 
tracking error considerations will be considered when rebalancing and repositioning.  
 
Rebalancing or Repositioning Rules: 

1. Depending on IMD Investment House Views and consistent with valuation metrics, asset 
class position movements away from policy targets but within the target’s bands may occur. 

2. If the magnitude of the difference between actual and interim target allocations is outside the 
adjusted policy* target bands, rebalancing or repositioning back into policy bands will occur. 

3. If the magnitude of the difference between actual and interim target allocations is within the 
adjusted policy target bands, rebalancing or repositioning may occur toward or away from the 



 

Strategic Investment Policy (SIP004)  Pa g e  | 2 
Fund Positioning and Rebalancing (LTD)  
Date: 04/18/2008 
Revised: 06/13/11, 9/21/12 

targets but not beyond the bands. 
 

 

 

The magnitude of the rebalancing or repositioning decisions made and subsequently implemented 
may be subjective but based on the conviction of the Tactical Fund Positioning Committee which is 
reflected in the Plan positioning.  

 
 
*Private market, opportunistic investments and commodities are pro-rated. 

 



 

Strategic Investment Policy (SIP00X) 
Asset Allocation (System) 
Date: xx/xx/xxxx 
Revised:  

Arizona State Retirement System 
Strategic Investment Policy (SIP00X) 
 
Asset Allocation: 

   System 
 
Purpose: 
To codify the policy and guidelines for establishing and modifying the asset allocation policy for the 
Arizona State Retirement System (ASRS) System. 
 
Policy: 
The System is the retirement program that preceded the current Arizona State Retirement System 
Pension Plan (Plan). It is a hybrid program that originally contained elements of both defined benefit 
and defined contribution plan structures.  The System was established in 1953 and closed to new 
membership when Plan came into being in fiscal year 1972.  In addition to the System being a closed 
plan with very few active members, the average age of the System’s members is approximately 80 
years while the average age of the Plan’s members is approximately 52 years, as of June 30, 2014.  
System assets are reported separate from Plan. 
 
The ASRS will establish and maintain this asset allocation policy which will govern the investment 
management of the System’s assets.  This policy will reflect an allocation to asset classes similar to 
those of the Plan asset allocation policy and may also use additional investment managers and 
vehicles to better manage the fund in terms of segregation and liquidity and additional discerning 
characteristics. 
 
The strategic asset allocation is used to determine the long-term policy asset weights in System. 
Investment opportunities and asset classes are constantly evolving and developing, such that they 
may become attractive and suitable for institutional investment portfolios before the next scheduled 
Plan’s asset allocation policy review.  The System asset allocation review will focus on possible 
reasons why the strategic asset allocation should or should vary from the Plan asset allocation.  
System is a closed plan that will consider liabilities and funding sources of unfunded liabilities. 
 
The Chief Investment Officer (CIO) and the Director  will present the recommended System asset 
allocation review to the Investment Committee (IC) for further recommendation to the Board. 
Furthermore, the CIO will be responsible for the management the process and the implementation of 
Board approved asset allocation policies. 
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Fund Positioning and Rebalancing (System)  
Date: xx/xx/xxxx 
Revised:  

Arizona State Retirement System 
Strategic Investment Policy (SIP00XX) 
 
Tactical Positioning and Rebalancing:  
System 

 
Purpose: 
To codify the policy and guidelines for determining and managing the  tactical positioning and 
rebalancing process relative to the System strategic asset allocation policy (SAAP). 
 
Policy: 
The ASRS will establish and maintain this tactical positioning and rebalancing policy which will 
assist in the investment management of System’s assets. This policy will reflect the process for 
identifying and determining potential courses of action associated with System’s asset class over-
/under-weight deviations relative to its broad SAAP and for repositioning based on market valuations 
and expectations. 
 
As a result of discussions and decisions made by the Tactical Fund Positioning Committee, IMD 
Staff, under the direction of the CIO will review the positioning and rebalancing of System’s assets. 
System rebalancing may occur due to changes in IMD House Views, cash flow requirements or 
general liability or portfolio management requirements.  Rebalancing may occur between Plan, 
Health Benefit Supplement (HBS) and System assets, whereby ownership of portfolio units will be 
exchanged.  System assets may be invested in the same portfolios as Plan & HBS to provide asset 
class exposures.  At a minimum, such review will be conducted monthly but may be required more 
frequently as needed. 
 
IMD Staff will review System’s external cash flow needs, as well as the magnitude of the actual-to- 
policy asset class over-/under-weight deviations and whether such deviations are within or exceed 
policy target bands.  Consistent with System positioning, asset class position movements away from 
policy targets but within the target’s bands may occur. 
 
IMD Staff will determine the potential fund positioning or rebalancing courses of action. Given 
action is determined, IMD Staff will designate the investment portfolios or vehicles to be used taking 
into account factors such as the asset class active/passive policy targets and System’s cash-flow 
management considerations.   
 
Rebalancing or Repositioning Rules: 

 

1. Depending on IMD Investment House Views and consistent with valuation metrics, asset 
class position movements away from policy targets but within the target’s bands may occur. 

2. If the magnitude of the difference between actual and interim target allocations is outside the 
adjusted policy* target bands, rebalancing or repositioning back into policy bands will occur. 

3. If the magnitude of the difference between actual and interim target allocations is within the 
adjusted policy target bands, rebalancing or repositioning may occur toward or away from the 
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targets but not beyond the bands. 
 

 

The magnitude of the rebalancing or repositioning decisions made and subsequently implemented 
may be subjective but based on the conviction of the Tactical Fund Positioning Committee which is 
reflected in IMD’s Investment House Views.  

 
IMD Staff will maintain records regarding the outcome of the activity resulting from the rebalancing 
of System’s assets and actions taken therein. 
 
*Private market, opportunistic investments and commodities pro-rated. 
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Exhibit 1 
ASRS Plan (Pension & Health Benefit Supplement (HBS))  

Strategic Asset Allocation Policy Schematic 

 
 

Asset Class Policy Range Benchmark 
Tactical Cash (Unassetized) 0% (0-3%)
Operating Cash (Unassetized) 0%
Operating Cash (Assetized) 0%

Total Cash 0%

Treasuries (Long Duration) 0% (0-10%) Barclays LT Treasuries 
Core Bonds 11% Barclays Aggregate

Interest Rate Sensitive 11%

High Yield 4% Barclays High Yield
Private Debt 10% (8-12%) S&P/LSTA Leveraged Loan Index+2.5%
Opportunistic Debt 0% Investment Specific 

14%

Total Fixed Income 25% (18-35%)

Large Cap 20% S&P 500
Mid Cap 3% S&P 400
Small Cap 3% S&P 600

US Public Equity 26% (16-36%)

Developed Large Cap 17% MSCI EAFE
Developed Small Cap 2% MSCI EAFE Small Cap
Emerging 5% MSCI EM

Non-US Public Equity 24% (14-34%)

Private Equity 8% (6-10%) Russell 2000
Opportunistic Equity 0% Investment Specific 

8%

Total Equity 58% (48-65%)

Commodities 2% (0-4%) Bloomberg Total Return 
Real Estate 10% (8-12%) NCREIF ODCE
Infrastructure 0% (0-3%) Investment Specific 
Farmland and Timber 0% (0-3%) Investment Specific 
Opportunistic Inflation Linked 0% Investment Specific 

Total Inflation Linked Assets 12% (10-16%)

Multi-Asset Class Strategies 5% (0-12%) Investment Specific 

TOTAL 100%

Approved by the full Board on 03/27/2015

Notes:
1)Total Opportunistic Equity, Debt and Inflation-Linked in aggregate 
will  not exceed 10% of the Total Fund market value and is a) tactical 
in nature, outside of the SAAP benchmark and b) within the SAAP 
benchmark but are absolute return oriented.
2)Tactical cash viewed as a defensive and tactical vehicle, will  be 
consistent with House Views and may be employed as a hedge to 
dampen the effects of anticipated negative returns to the aggregate 
market value of the Total Fund.
3)Operating cash includes a nominal balance to cover unexpected 
deviations in cash flow requirements. Equitized operating cash 
includes excess cash balances that are exposed to the markets using 
futures and/or ETFs to minimize cash drag while facil itating larger 
internal and external fund obligations.
4)Multi-Asset Class strategies invest tactically within and across 
asset classes, seeking to exploit quantitative or fundamental drivers 
of asset class returns or risk allocations as market conditions 
warrant.



 
Exhibit 2 

ASRS LTD Current & Proposed  
Strategic Asset Allocation Policy Schematic 

with Redline 
 

 
 
 
 
 
 
 
 
 
 

Current SAA Policy Policy Range Proposed SAA Policy Policy Range Benchmark
Barclays Aggregate Index Fund 13% Barclays Aggregate Index Fund 19% Barclays Aggregate
HY Bond Index Fund 8% HY Bond Index Fund 7% Barclays High Yield
Emerging Market Debt 4% Emerging Market Debt 0% JPM GBI-EM Global Diversified

Total Fixed Income 25% 15-35% Fixed Income 26% 19-36%

Russell 1000 Index Fund 34% Russell 1000 Index Fund 24% Russell 1000
Russell 2000 Index Fund 6% Russell 2000 Index Fund 12% Russell 2000

U.S. Equity (w/ PE allocation) 40% 33-45% U.S. Equity (w/ PE allocation) 36% 26-46%

EAFE Index Fund 14% EAFE Index Fund 18% MSCI EAFE
EAFE Small Cap Index Fund 3% EAFE Small Cap Index Fund 2% MSCI EAFE SC
Emerging Markets Index Fund 6% Emerging Markets Index Fund 5% MSCI EM

Non-U.S. Equity 23% 16-28% Non-U.S. Equity 25% 15-35%
Total Equity 63% 53-70% Total Equity 61% 51-68%

Real Estate Securities Index Fund 8% 6-10% Real Estate Securities Index Fund 11% 9-13% Wilshire RESI
BlackRock Dow Jones UBS Commodities Index Fund 2% 0-4% Bloomberg Commodity Index Fund

BlackRock Dow Jones UBS Commodities Index Fund 4% 1-7% Total Inflation Linked 13% 10-16%

Total 100% Total 100%



 
Exhibit 2-A 

Proposed ASRS LTD  
Strategic Asset Allocation Policy Schematic 

 

 
 

Differences between Plan and LTD: 
 
1. Private Equity exposure is attained through Russell 2000 Index exposure as the Russell 2000 is 

already the underlying benchmark for the Total Fund’s Private Equity asset class.  Russell 
Indices are used because BlackRock does not offer an S&P 600 product.  Domestic Equity pro-
ration between the Russell 1000 and the Russell 2000 (85%/15% respective mix) is 
proportionate with the exposure that would be attained from the Total Fund SAAP's S&P 500, 
S&P 400, and S&P 600 mix. 
 

2. The 5% multi-asset class strategies allocation is prorated by the major asset classes as follows:  
1% Core Fixed Income, 2% Russell 1000, 1% EAFE, and 1% Real Estate. 

 
3. Private Debt is split proportionally between Core Fixed Income and High yield 73%/27%. 

  

Proposed SAA Policy Policy Range Benchmark

Barclays Aggregate Index Fund 19% Barclays Aggregate 
HY Bond Index Fund 7% Barclays High Yield

Total Fixed Income 26% 19-36%

Russell 1000 Index Fund 24% Russell 1000
Russell 2000 Index Fund 12% Russell 2000

U.S. Equity (w/ PE allocation) 36% 26-46%

EAFE Index Fund 18% MSCI EAFE
EAFE Small Cap Index Fund 2% MSCI EAFE Small Cap
Emerging Markets Index Fund 5% MSCI EM

Non-U.S. Equity 25% 15-35%
Total Equity 61% 51-68%

Real Estate Securities Index Fund 11% 9-13% Wilshire RESI
BlackRock Dow Jones UBS Commodities Index Fund 2% 0-4%' Bloomberg Commodity Index Fund

Total Inflation Linked 13% 10-16%

Total 100%



 
Exhibit 3 

ASRS System Current & Proposed  
Strategic Asset Allocation Policy Schematic 

with Redline 
 

 
  

Current SAA Policy Policy Range Proposed SAA Policy Policy Range Benchmark
Core Fixed Income 13% Tactical Cash (Unassetized) 0% 0-3%
US High Yield 5% Operating Cash (Unassetized) 0%

Total US Fixed Income 18% 8-28% Operating Cash (Assetized) 0%
Emerging Market Debt 4% Total Cash 0%
Private Debt 3%
Short/Medium Term Fixed Income 7% Treasuries (Long Duration) 0% 0-10% Barclays LT Treasuries
Opportunistic Debt 0% 0-10% Core Bonds 11% Barclays Agg

Total Fixed Income 32% 22-42% Interest Rate Sensitive 11%
High Yield 4% Barclays High Yield

Large Cap 23% Emerging Market Debt 0% JPM GBI-EM Global Diversified
Mid Cap 5% Private Debt 10% 8-12% S&P/LSTA Leveraged Loan Index + 2.5%
Small Cap 5% Short/Medium Term Fixed Income 0% Barclays Intermediate Govt\Credit 

U.S. Equity 33% 26-38% Opportunistic Debt 0% Investment Specific
Total Fixed Income 25% 18-35%

Developed Large Cap 14%
Developed Small Cap 3% Large Cap 20% S&P 500
Emerging Markets 6% Mid Cap 3% S&P 400

Non-U.S. Equity 23% 16-28% Small Cap 3% S&P 600
Opportunistic Equity 0% 0-3% U.S. Equity 26% 16-36%

Total Equity 56% 46-63% Developed Large Cap 17% MSCI EAFE
Developed Small Cap 2% MSCI EAFE Small Cap

Commodities 4% 1-7% Emerging Markets 5% MSCI EM
Real Estate 8% 6-10% Non-U.S. Equity 24% 14-34%
Infrastructure 0% 0-3% Private Equity 8% 6-10% Russell 2000
Farmland & Timber 0% 0-3% Opportunistic Equity 0% Investment Specific
Opportunistic Inflation Linked 0% 0-3% Total Equity 58% 48-65%

Total Inflation Linked 12% 8-16%
Commodities 2% 0-4% Bloomberg Total Return

Total 100% Real Estate 10% 8-12% NCREIF ODCE
Global GTAA 10% 5-15% Infrastructure 0% 0-3% Investment Specific

Farmland & Timber 0% 0-3% Investment Specific
Opportunistic Inflation Linked 0% Investment Specific

Total Inflation Linked 12% 10-16%

Multi-Asset Class Strategies 5% 0-12% Investment Specific

Total 100%



 
 

Exhibit 3-A 
Proposed ASRS System  

Strategic Asset Allocation Policy Schematic  
 

 
 

 Asset Class  Policy  Range Benchmark  
Tactical Cash (Unassetized) 0% (0-3%) 
Operating Cash (Unassetized) 0% 
Operating Cash (Assetized) 0% 

Total Cash  0% 

Treasuries (Long Duration) 0% (0-10%) Barclays LT Treasuries  
Core Bonds 11% Barclays Aggregate 

Interest Rate Sensitive  11% 

High Yield 4% Barclays High Yield 
Private Debt 10% (8-12%) S&P/LSTA Leveraged Loan Index+2.5% 
Opportunistic Debt 0% Investment Specific  

14% 

Total Fixed Income  25% (18-35%) 

Large Cap  20% S&P 500 
Mid Cap  3% S&P 400 
Small Cap 3% S&P 600 

US Public Equity 26% (16-36%) 

Developed Large Cap 17% MSCI EAFE 
Developed Small Cap 2% MSCI EAFE Small Cap 
Emerging  5% MSCI EM 

Non-US Public Equity 24% (14-34%) 

Private Equity  8% (6-10%) Russell 2000 
Opportunistic Equity 0% Investment Specific  

8% 

Total Equity  58% (48-65%) 

Commodities  2% (0-4%) Bloomberg Total Return  
Real Estate  10% (8-12%) NCREIF ODCE 
Infrastructure  0% (0-3%) Investment Specific  
Farmland and Timber 0% (0-3%) Investment Specific  
Opportunistic Inflation Linked 0% Investment Specific  

Total Inflation Linked Assets  12% (10-16%) 

Multi-Asset Class Strategies  5% (0-12%) Investment Specific  

TOTAL  100% 

Notes: 
1)Total Opportunistic Equity, Debt and Inflation-Linked in aggregate  
will not exceed 10% of the Total Fund market value and is a) tactical  
in nature, outside of the SAAP benchmark and b) within the SAAP  
benchmark but are absolute return oriented. 
2)Tactical cash viewed as a defensive and tactical vehicle, will be  
consistent with House Views and may be employed as a hedge to  
dampen the effects of anticipated negative returns to the aggregate  
market value of the Total Fund. 
3)Operating cash includes a nominal balance to cover unexpected  
deviations in cash flow requirements. Equitized operating cash  
includes excess cash balances that are exposed to the markets using  
futures and/or ETFs to minimize cash drag while facilitating larger  
internal and external fund obligations. 
4)Multi-Asset Class strategies invest tactically within and across  
asset classes, seeking to exploit quantitative or fundamental drivers  
of asset class returns or risk allocations as market conditions  
warrant. 
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MEMORANDUM 

 
 
TO: Mr. Kevin McCarthy, Chair, Arizona State Retirement System (ASRS) Board 
 
FROM: Mr. Paul Matson, Executive Director 

Mr. Anthony Guarino, Deputy Director and Chief Operations Officer 
Ms. Lisa King, Policy Analyst 

 
DATE: January 21, 2016 
 
RE: Agenda Item #7: Presentation, Discussion and Appropriate Action Regarding An 

Annual Update on Strategic Plan Priority #2 in the 5-Year Strategic Plan: Optimize 
Risk Management 

 
 
Purpose 
Progress report of the ASRS Strategic Plan Priority #2. 
 
Recommendation 
Information only, no action required. 
 
Background 
In 2013, the Board identified five agency priorities for its 5-year Strategic Plan: 

1. Ensure Plan Sustainability 

2. Optimize Risk Management 

3. Optimize Investment Organization and Strategies 

4. Ensure Outstanding Customer Service 

5. Ensure High Productivity 
 
Once annually, staff provides a report to the Board on the agency’s performance related to each 
of the priorities.  This report will focus on priority number two:  Optimize risk management. 
 
The attached report outlines the agency’s performance and/or progress meeting the priority and 
provides a rating indicative of management’s current outlook. The ratings given represent 
management’s “house view,” and are based on professional perspectives and an assortment of 
available data and measures. 
 
Ratings are color-coded to indicate whether management’s outlook is: 

• Green = Positive Outlook 
• Red = Negative Outlook 
• Yellow = Neutral, or an Uncertain Outlook 
• Some Combination: Positive to Neutral; Neutral to Negative 
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SEPTEMBER 2014 – JANUARY 2016 PERFORMANCE REPORT 
STRATEGIC PRIORITY #2 – OPTIMIZE RISK MANAGEMENT 

 
 

2. ENTERPRISE-WIDE RISK MANAGEMENT PROGRAM 
 OUTLOOK:  POSITIVE 

Performance Measures: 
a) Document the characteristics of an effective risk management program, as defined by known 

authoritative sources (COSO, GFOA, etc.). 
b) Document the agency’s risk management program and governance structure, and demonstrate 

that it incorporates known best practices. 
 
a) PROGRAM CHARACTERISTICS: The ASRS conducts Enterprise Risk Management (ERM) activities in 
accordance with the principles espoused by the Committee of Sponsoring Organizations of the 
Treadway Commission (COSO) and the best practices of the Government Finance Officers Association 
(GFOA).   
 
COSO is a private sector initiative, jointly sponsored and funded by well-respected organizations like the 
American Accounting Association, American Institute of CPAs and the Institute of Internal Auditors, 
among others.  COSO is considered the industry authority in the areas of internal control, ERM, and 
fraud deterrence.   
 
According to COSO: 

Enterprise risk management is a process, effected by an entity’s board of directors, management 
and other personnel, applied in strategy setting and across the enterprise, designed to identify 
potential events that may affect the entity, and manage risk to be within its risk appetite, to 
provide reasonable assurance regarding the achievement of entity objectives.   

 
The five COSO components of Internal Control are:  

1. Control Environment:  The board and director set the tone for the agency.  The board is 
independent from management and oversees activities.  Employees are held accountable for 
their control responsibilities. 

2. Risk Assessments:  Risk assessments are performed which identify and assess risks to attaining 
clearly defined objectives; the possibility of fraud is incorporated into the assessments.  

3. Control Activities:  Control activities to mitigate risks are identified and implemented. 
Remediation plans are developed for risks falling outside its risk tolerance.   Action items are 
tracked.  

4. Information and Communication: Communicate both internally and externally to ensure 
controls are carried out.  

5. Monitoring Activities: Program activities are monitored by management, Internal Audit, and the 
Board to ensure adequate controls are in place.  Periodic outside reviews are conducted. 
 

The GFOA best practices indicate an effective risk management program identifies and evaluates risks, 
develops measures to treat risks, implements and finances risk management and performs program 
reviews; ASRS activities are compliant with these standards.   
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b) PROGRAM STRUCTURE:  The ASRS has an ERM program that we believe conforms to COSO.  The ASRS 
Enterprise Risk Management Committee (ERMC) works collaboratively with the Internal Audit division 
(IAD) and under the oversight of the Director and Operations and Audit Committee (OAC) to produce 
risk assessments and control strategies on behalf of the ASRS. The ASRS ERMC is headed by the Deputy 
Director, staffed by senior managers, and has activities coordinated by a project manager.  The ERMC is 
scheduled to meet weekly and the ASRS Director attends most meetings. 
 

1. Control Environment:  With Board oversight, the ASRS has established strategic priorities, goals 
and objectives, set an ethical tone, and holds staff accountable for upholding agency values, 
mitigating risks, and achieving strategic aims.  The Board maintains its independence from ASRS 
management with duties and responsibilities clearly defined. 

2. Risk Assessments: The agency conducts risk assessments to identify threats to achieving our 
strategic aims.  The ERMC schedules the risk assessments, defines parameters, and selects the 
appropriate staff to serve on the workgroups.  At least one senior manager serves on each 
workgroup.  The workgroup identifies risks, defines the current controls in place, identifies 
planned future action items, and highlights any control gaps that may exist.  The possibility of 
fraud is considered.  The risk is then ranked based on the parameters derived from COSO.  
Rankings include: 

• Risk tolerance: The agency aims to manage risks within defined tolerance thresholds.  In 
many cases, risk tolerance is derived by qualitative means, such as agency priorities or 
practical considerations, like the perceived cost versus benefit. 

• Risk impact: The agency typically evaluates the possible disruption to normal 
operations, financial impact and reputation damage should the risk event occur. 

• Risk likelihood: The agency evaluates the current environment and past experience to 
determine the likelihood of a risk event occurring. 

• Strength of the controls: The agency determines what strong controls are for each 
functional area then evaluates current controls in place to mitigate the occurrence of a 
risk event. 

The ERMC reviews findings and decides the management strategy.  Strategy options are to 
accept, evaluate, reduce or avoid the anticipated risk levels.   

3. Control Activities:  The agency has developed strong preventative and detection control 
activities that are performed at all levels of the organization and across business processes.  
Samples of control activities include: 

• Authorizations and approvals  
• Automated reviews 
• Segregation of duties  
• Physical controls 
• Reconciliations  
• Performance reviews   
• Technology infrastructure controls 

4. Information and Communication:  The agency utilizes information from internal and external 
sources to mitigate risks to achieving strategic aims.  Communication channels to the agency, 
from the agency and within the agency are established and continue to be enhanced.  Staff is 
aware of strategic objectives and is held accountable for accomplishment.  The agency is 
focused on improving both internal and external communication as evidenced by the recent 
creation of a Communications Steering Committee and the A3 internal communications project. 

5. Monitoring:  Currently the ERMC follows up every six months with the risk owners to ensure any 
additional mitigation measures are explored and implemented as practical.  The assessments 
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are used by IAD to develop its two-year Audit Plan.  The agency brings in external entities to test 
controls and processes and reports and acts upon their recommendations.  The agency 
acknowledges that monitoring activities can be improved upon and will work toward that end.   

 
Taken together, these processes and activities constitute the agency’s Risk Management program. 
 
 

2.A. INVESTMENT MANAGEMENT AND VOLATILITY 
 OUTLOOK: NEUTRAL TO POSITIVE 

Performance Measures: 
a) ASRS risk assessment results and associated remediation plans. 
b) Results of sunset review and performance report by Office of the Auditor General. 
c) Risk metrics data contained in NEPC quarterly report. 
d) Results of the quarterly risk report completed by State Street. 

 
a) RISK ASSESSMENT: An Investment Management operational risk assessment was completed in fiscal 
year 2015 and presented to the Investment Committee in June 2015.  This was the agency’s first time 
applying the COSO principles and framework to the Investment Management area.   
 
The risk assessment identified a total of 30 risks which fell within broad categories: 

• Strategic/Tactical 
• Legislative and Policy 
• Ethics, Skills, and Knowledge 
• Governance 
• Compliance and Conflict 
• Portfolio Operational Oversight 
• Internally Managed Public Equity/Fixed Income Portfolios 
• Cash Flow 
• Business Continuity 
• IMD Compensation and Incentives 

 
Where prudent, the agency identified future action and research items to potentially further strengthen 
existing controls and help mitigate risk.  Examples of actions taken as a result of the risk assessment 
include: 

1. The agency has enhanced controls regarding the validity and authenticity of private market 
capital calls and the review of General Partner investment valuations and fees. 

2. Efforts to further enhance portfolio management reporting, cash management program 
guidelines compliance and various custody bank investment reporting functions are underway. 

 
See attachment A for the complete risk assessment. 
 
b) SUNSET REVIEW:  As a part of the statutorily required sunset review and performance audit for fiscal 
years 2005-2014 that concluded in fiscal year 2015, the Office of the Auditor General (OAG) contracted 
Arthur J Gallagher and Company (AJG) to complete the operational review of investment strategies, 
alternative asset investment procedures, and fees paid to external investment managers.  Overall, the 
results of the AJG report were positive.  The Executive Summary section of the AJG report cited an 
overall conclusion that “…found that the current practices and procedures are reasonably consistent 
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with industry standards and generally in line with many best practices.”  Additionally, the report cited 
that the agency has a well-diversified asset allocation and investment structure and investment staff 
follow a comprehensive performance monitoring policy. 
 
The findings of AJG were agreed to by the agency and the audit recommendations have been or will be 
implemented as appropriate.  Highlights of those recommendations include: 

• Conduct annual discussions of the 8 percent actuarial rate annually with the actuary to ensure 
appropriateness 

• Review and update the Strategic Investment Policy (SIP) at least annually 
• Include sourcing information and screening criteria in the final investment memo for each 

partnership 
• Incorporate due diligence checklists into all specialty consultants’ recommendations 
• Add an appendix to SIP006 that explicitly outlines objectives and preferences for fee 

negotiations 
 
c) NEPC:  The ASRS continues to contract NEPC to independently monitor, oversee, and report on the 
Investment Program returns and risks; see Attachment B. 
 
d) STATE STREET:  State Street Investment Analytics also provides Risk Reports to the Board that 
contains historical risk analysis and scenario analysis to assist with risk management; see Attachment C. 

 
 

2.B. DATA AND SYSTEM SECURITY 
 OUTLOOK: NEUTRAL TO POSITIVE  

Performance Measures: 
a) Results of external security and penetration assessments and the Sunset Review conducted 

by the OAG. 
b) ASRS risk assessment results. 
c) Results of internal audit testing. 

 
The agency is developing a security framework that conforms to National Institute of Standards and 
Technology (NIST) standards for information security.  NIST is an agency of the Department of 
Commerce that, through collaboration between government and industry, created a Framework of 
standards, guidelines, and practices to promote the protection of critical infrastructure. The prioritized, 
flexible, repeatable, and cost-effective approach of the Framework helps owners and operators of 
critical infrastructure to manage cybersecurity-related risk.   
 
Data and system security is a high priority for the agency therefore a monitoring lifecycle has been 
established.  Every other year the agency hires a consultant to conduct an external security and 
penetration assessment.  At the conclusion of the external assessment the agency conducts a risk 
assessment.  Finally, in the years when an external assessment is not conducted, Internal Audit performs 
a security audit.  Due to the confidential nature of the material, most Board reporting regarding data 
and system security audit and assessment results are provided in Executive Session.    
 
a) EXTERNAL TESTING: The agency last conducted an external security and penetration assessment in 
early 2014.  The assessment results provided a breakdown of the agency’s security maturity levels by 
zones.  A total of 19 security zones were identified (zone examples include Risk Management, 
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Encryption Controls, and Data Management).  The assessment found the agency generally has controls 
in place for security but there are areas that can be further strengthened.  The ASRS has set an objective 
to increase its security maturity in 12 of the 19 zones. 

 
A new external security and penetration assessment is planned for fiscal year 2016.   
 
As a part of their performance review, the OAG also reviewed the agency’s information technology 
processes.  The agency agreed with and will implement the OAG sunset review recommendations.  
Recommendation highlights include: 

• Develop a process for documenting the review and approval of system coding changes prior to 
implementing the change. 

• Develop a process to review logs for key activities on networks and systems. 
• Develop processes to regularly review system access. 

 
b) RISK ASSESSMENT:  The Agency Technology Development, Security and Continuity of Operations risk 
assessment was completed in May 2014 and presented to the OAC in August 2014; see attachment D. 
As a part of this assessment, the agency reviewed the functional area of Network Applications, 
Hardware and Upgrades.   The agency identified the need to evaluate or reduce the risk levels in 
multiple areas.   
 
At the conclusion of the risk assessment and in combination with the external assessment results, the 
agency developed a remediation plan which guides agency activities to date.  As a result, the agency has 
taken or is taking the following actions: 

• Hiring additional resources to further mitigate the risks that ASRS does not have enough 
technical resources to meet strategic aims and ensure SOPs are in place 

• Codifying policies and procedures 
• Procuring/configuring additional hardware and software 
• Providing additional training and professional services in the area of security 

 
The current status of the remediation plan for the Technology Services Division is a little behind 
schedule primarily due to the difficulty in hiring security personnel.  The upcoming external assessment 
will determine how this delay has impacted the agency’s security posture.  The agency recently hired an 
Information Security Officer and expects remediation activities to increase as a result. 
 
Another aspect of a strong control environment is how an organization responds to an incident once it 
has occurred.  The effectiveness of the agency’s control structure was tested when a September 2014 
data security incident occurred.  Two unencrypted compact disks containing member PII (name and 
Social Security Number) were mailed to the agency’s dental provider but were not received.  Control 
activities like acquiring cyber-security insurance and reviewing all PII transfers to ensure security, were 
employed to mitigate the impact of the event.  As a result of the actions taken, the impact on the 
agency’s reputation and members was minor.  The OAC was updated regarding this incident and the 
agency’s response in December 2014.   
 
This incident did bring to light that the agency’s Strategic Plan and security evaluations had been 
primarily focused on electronically transmitted data versus the handling of PII regardless of the medium.  
In response to this gap, the agency hired a full-time Privacy Officer, is developing a privacy framework 
that conforms to Generally Accepted Privacy Practices and NIST standards, and will be updating the 
Strategic Plan to reflect objectives related to PII protections.  Additionally, an Agency Privacy and 
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Security risk assessment is planned and will identify risks related to data privacy, data security, and 
physical security.  The assessment will determine if risks are manageable and within appropriate risk 
tolerance levels or whether further mitigation strategies need to be implemented to achieve targeted 
privacy and security maturity levels.  It is expected this risk assessment will be completed after the 
external penetration audit concludes in fiscal year 2016. 
 
c) INTERNAL TESTING: Internal Audit conducted a data security audit in fiscal year 2015 and presented 
the results to the OAC in Executive Session in the July 2015 meeting.  Management concurred with the 
audit findings and agreed to take steps to mitigate the identified risks. 
 
 

2.C. AGENCY EFFECTIVENESS AND EFFICIENCY 
 OUTLOOK: NEUTRAL TO POSITIVE 

Performance Measures: 
a) Demonstrate the agency is operating within acceptable risk tolerances by its ability to meet 

relevant Operational Goals and Objectives. 
b) Highlights of relevant risk assessments and associated remediation plans. 
c) Demonstrate the agency is operating within acceptable risk tolerances for effectiveness and 

efficiency through comparisons to peers in the CEM pension benefit administration 
benchmarking report. 

 
a) OPERATIONS:  The ASRS has a mature strategic planning model that enables it to use an array of 
benchmarks and measures to detect and control risk.  Strategic objectives in the plan, that set standards 
and target performance, help designate the agency’s risk tolerance for services and functions 
throughout the organization.  Ongoing performance measurement and reporting allows the ASRS to 
monitor and respond to risks that threaten agency effectiveness and efficiency through various 
management control activities.  This has allowed the ERMC to focus its formal risk assessments on high 
profile risk areas. 
 
b) RISK ASSESSMENTS: The ASRS reviews agency effectiveness and efficiency during each risk 
assessment.   In the recently completed Contracts and Procurement risk assessment, which will be 
presented to the OAC in February 2016, the agency identified numerous controls and metrics but 
also some vulnerability.  The agency will need to better define roles and responsibilities and develop 
more useful metrics to ensure greater cost effectiveness in contracts.  The agency is evaluating if 
additional Procurement resources will be needed to effectuate required improvements. 
 
The agency is currently undergoing risk assessments in the areas of Member Services, 
Disbursements, and Employer Services.  It is anticipated these assessments will be completed in late 
fiscal year 2016 or early fiscal year 2017 and will shed additional light on the agency’s effectiveness 
and efficiency. 
 
c) CEM BENCHMARKING: The ASRS aims to be high-performing and cost-effective when measured 
against peers.  The 2014 CEM Benchmarking report, issued April 2015, reflects the ASRS is operating 
within our risk tolerance. 
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At the macro-level, CEM data reflects the ASRS is cost effective with fewer FTEs per member than peers.   
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Additionally, trends in costs and service compare favorably to peers. 

 
 
While much of the CEM data is positive, the metrics reflect areas to focus on going forward.  As a result 
of the CEM data, the agency conducted research on ways to decrease the cost of benefit disbursements 
and is working on a technology project that is expected to significantly lower costs in that area.  The 
agency recognizes third party administrative costs remain high and will continue to evaluate possible 
mitigation strategies.   
 

2.D. CUSTOMER SERVICE AND SATISFACTION 
 OUTLOOK: NEUTRAL TO POSITIVE 

Performance Measures: 
a) Demonstrate the agency is operating within acceptable risk tolerances through its aggregate 

performance in meeting Operational Goals and Objectives. 
b) Demonstrate the agency is operating within acceptable risk tolerances through its aggregate 

performance compared to peers and the universe contained in the CEM pension benefit 
administration benchmarking report. 

c) Highlights of relevant risk assessments and associated remediation plans. 
d) Results of sunset review and performance report by Office of the Auditor General. 

 
a) OPERATIONS: As in the case of agency efficiency and effectiveness, the ASRS strategic planning model 
is used by the agency to set standards and its risk tolerance for member customer service and 
satisfaction.   The agency conducts ongoing surveys and has numerous reports to identify, monitor, and 
assess when risk events occur that can impact member customer service and satisfaction.     
 
Third quarter 2015 member satisfaction survey results reflect the ASRS has met or exceeded the 
strategic plan objective to maintain a 90 percent or higher satisfaction rating in most categories: 

• 98 percent very satisfied/satisfied with the Call Center service 
• 98 percent very satisfied/satisfied with Refunds process 
• 97 percent very satisfied/satisfied with Survivor Benefits process 
• 93 percent very satisfied/satisfied with New Retirees process 
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Satisfaction for the service purchase process narrowly missed the 90 percent objective, with 89 percent 
very satisfied/satisfied in the third quarter 2015. 
 
Employer customer service and satisfaction levels and risks are not yet as well defined as member 
satisfaction but the agency is working to change this and strengthen controls.  To establish a satisfaction 
baseline, a survey of our employers was conducted in fiscal year 2015. Survey results reflected that 94 
percent of responding employers hold an overall positive opinion of the ASRS as an organization, 92 
percent view ASRS services as positive but only 84 percent hold a positive view of the ASRS as a service 
provider. Additionally, management decided to reorganize the service delivery structure for employers 
in a manner similar to the successful model in place for members.  The agency is also working toward 
developing employer customer service measures. 
 
b) CEM BENCHMARKING: CEM also measures ASRS customer service and satisfaction.  The latest CEM 
report reflects the ASRS had a service score of 87 out of 100 - above the peer median of 80.  The ASRS 
score increased from 80 to 87 between 2011 and 2014. 
 

 
 
c) RISK ASSESSMENTS:  The agency reviews customer service and satisfaction during each risk 
assessment and results reflect the agency has controls in place to mitigate many customer service and 
satisfaction risks.  The agency measures satisfaction in many functional areas using satisfaction surveys.  
The agency is continuing to enhance the satisfaction survey program by continuing to convert to 
electronic surveys and expand the services subject to surveys.  Additionally, the ASRS has established 
communication channels in place and conducts periodic quality reviews.   
 
As previously mentioned, the agency is currently undergoing risk assessments in the areas of Member 
Services, Disbursements, and Employer Services.  It is anticipated the Employer Services risk assessment 
will identify control vulnerabilities in the customer service and satisfaction areas due to a lack of 
knowledge in this area.  The ASRS is currently evaluating options to mitigate this risk. 
 
d) SUNSET REVIEW:  The OAG had no recommendations for the agency regarding customer service and 
satisfaction but did cite “Although members are spread throughout the State, the ASRS ensures that its 
services are accessible.” 
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2.E. DIMINISHED INDEPENDENCE AND AUTONOMY 
 OUTLOOK: NEUTRAL TO POSITIVE 

Performance Measures: 
a) Results of sunset review and performance report by Office of the Auditor General. 
b) Highlights of relevant risk assessment findings. 

 
a) SUNSET REVIEW: The risk that a lack of autonomy and independence will negatively impact the 
ASRS’s ability to meet its strategic aims has been brought up on a number of occasions by Trustees and 
consultants.  Most recently, the OAG cited section five of the Uniform Management of Public Employee 
Retirement Systems Act that says: trustees should be able to establish a budget, procure and dispose of 
goods and services as needed, and employ or contract for services necessary to perform the trustees’ 
duties independently of the plan sponsor. 
 
To assess the impact of current autonomy levels, the ASRS has in the past reviewed whether its 
operational capacity (the ability to do work efficiently and effectively) is sufficient to achieve its 
priorities, goals, objectives, vision and mission.  The agency has determined the operational capacity 
largely depends on whether the ASRS has access to 1) adequate funding, 2) qualified staff, and 3) 
modern technology. 
 
In each case, independent authority is constrained in a variety of ways by laws and external entities.  
These controls, constraints, checks and balances have not proven to be enough of an impediment to 
recommend a change at this time.  This is confirmed both through agency measures and risk 
assessments relating to the budget and staffing (see Attachment E), and technology development. 
 
The ASRS is operating at an effective capacity and is able to largely achieve its priorities, goals, 
objectives, vision and mission.  The ASRS performance and capacity compare favorably to industry 
peers, and the OAG concluded “ASRS has generally met its statutory objective and purpose…” and that 
“terminating the ASRS would significantly harm the public welfare.” 
 
b) RISK ASSESSMENTS: Moving forward, the ASRS will continue to measure performance, conduct risk 
assessments and evaluate threats to its ability to implement key organizational and programmatic 
functions.  New risk assessments in the areas of IT Development and Budget and Staffing are planned for 
calendar year 2016. 
 
 

2.F. CONTRIBUTION RATE VOLATILITY 
OUTLOOK: NEUTRAL TO POSITIVE 

Performance Measures: 
a) Results of sunset review and performance report by Office of the Auditor General. 
b) Document actions taken to mitigate risk, and their outcome. 
c) Assess the need for a formal risk assessment. 

 
a) SUNSET REVIEW: The ASRS has controls in place to guard against contribution rate volatility.  The 
OAG concurred but detailed that additional measures may strengthen those controls, including the 
adoption of a formal funding policy.   
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b) ACTIONS: Ensuring the sustainability of its defined benefit plan is one of the ASRS’s five agency 
priorities, and the ASRS adopted a funding policy in August 2015 to document the methodology it would 
employ in financing its pension, health insurance and long term disability plans.  A formal funding policy 
is considered best practice, and was recommended by both the OAG and a 2014 actuarial audit.  
Mitigating contribution volatility is one of the funding policy objectives. 
 
According to the policy, contribution rates are the primary economic outputs of investment and funding 
policies, and the impact on contribution rates of any realized short-term volatility of returns will be 
mitigated through actuarial time series diversification (smoothing and amortizing), rather than by 
lowering short-term expected return volatility at the expense of lower than expected returns (and 
therefore higher aggregate contribution rates). 
 
The ASRS control environment for measuring and assessing risks associated with contributions includes 
periodic Board level reviews of its funding policy and an annual report on plan sustainability.  
Performance measures include an annual actuarial valuation, an every five year experience study, an 
every five year actuarial audit, and periodic reviews to identify potential cost saving initiatives. 
 
In 2015, legislation was promulgated that further strengthened ASRS contribution rate volatility controls 
by allowing the ASRS to consider the most appropriate actuarial cost allocation method for the June 30, 
2016 period forward.  The ASRS Funding Policy spells out that the agency will consider changing from 
the current Projected Unit Credit method to the Entry Age Normal method in future years.  The OAG had 
recommended the ASRS work with the ASRS Board of Trustees to develop and implement policy and 
procedure to periodically review the actuarial cost method to determine which generally accepted 
actuarial cost method is appropriate for determining contributions and meeting funding policy 
objectives. 
 
The OAG also recommended the ASRS work with the retained actuary and the Board to develop a 
method to ensure future permanent benefit increases (PBIs) do not impact plan sustainability.  Again, 
the ASRS Funding Policy satisfies this recommendation by detailing the PBI amortization schedule and 
reasoning. 
 
Additional consideration is being given to implementing the following actuarial assumption 
recommendations originating from the 2014 actuarial audit: 

• Include historical pay, new entrants at normal cost, and 5 year amortization of contribution lag 
• Include large benefit adjustment in mortality rates for all active and inactive members 

 
c) RISK ASSESSMENT: The agency will continue to be vigilant about contribution rate volatility risks and 
will evaluate whether a formal risk assessment is needed for this issue.    
 
 

2.G. BENEFIT SPIKING 
 OUTLOOK: NEUTRAL TO POSITIVE 

Performance Measures: 
a) Results of sunset review and performance report by Office of the Auditor General. 
b) Assess the need for a formal risk assessment. 
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a) SUNSET REVIEW: Agency research, conducted and presented to the Board in 2014, determined that 
benefit spiking is limited to a very few individuals and the impact on the agency is de minimis.  However, 
the risk that benefit spiking will adversely impact the ASRS continues to be mentioned, most recently in 
the OAG report recommending the ASRS enhance procedures for identifying employer termination 
incentive programs and assessing the cost of any resulting unfunded liability to an employer.   
 
The ASRS agrees that additional controls should be implemented to further mitigate the risk of benefit 
spiking and has developed a broad framework to guide the agency’s actions.  The general plan is the 
agency will define in rule a 30 percent or more increase in salary and will then determine the best 
identification methods.   Procedures will be established as to the handling of these instances.         
 
b) RISK ASSESSMENT:  The agency will continue to be vigilant about possible benefit spiking risks and 
will evaluate whether a formal risk assessment is needed for this issue. 
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Section One 
ERM Process and Risk Metrics 
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Enterprise Risk Management 
• Enterprise Risk Management (ERM) Committee:  

• Led by the Deputy Director and comprised of Senior Managers 
• Under the oversight of the OAC  
• Communicates activities and findings to the Director 
• Works collaboratively with Internal Audit  
• Produces risk assessments and control strategies 
 

• Risk: Any event that impacts, impedes, or interferes with the 
agency’s ability to achieve its strategic priorities, goals, and 
objectives 
 

• Risk management process conducted in accordance with principles 
espoused by the Committee of Sponsoring Organizations (COSO)  

“Enterprise risk management is a process, effected by an entity’s board of directors, management and other personnel, 
applied in strategy setting and across the enterprise, designed to identify potential events that may affect the entity, and 
manage risk to be within its risk appetite, to provide reasonable assurance regarding the achievement of entity 
objectives.” 
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COSO Components of ERM 
 

• Control Environment (Board, Executive and Senior Management set tone, philosophy, 
risk appetite) 

 

• Risk Assessment (Iterative process for identifying/analyzing risks to achieving 
goals/objectives and determining how risks should be managed) 

 

• Control Activities (Actions established to ensure risk mitigation) 

 

• Information and Communication (Enables the Board, management, staff, and 
other stakeholders to understand internal control responsibilities and day-to-day control 
activities) 

 

• Monitoring (Ongoing evaluations to ensure internal control components are present and 
functioning) 

 
COSO Framework – May 2013 
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Risk Assessment Steps 
• The risk assessment document groups major functions according to the 

agency’s strategic plan 
 

• Workgroups [comprised of Senior Managers and subject matter experts (SMEs)]: 
• Identify risks to achieving the strategic goals and objectives 
• Rank the risks and controls using a heat chart 
• Identify current risk control strategies 
• Identify control strategies under development/consideration 

 
• ERM Committee:  

• Establishes the control environment, including the general internal control 
structure, tolerance levels, and risk parameters (impacts, likelihood) 

• Reviews the findings of SME workgroups; identifies control gaps, designates the 
management strategy.  Strategies are: 
• Accept: Agree to accept the anticipated risk levels  
• Reduce: Take action to improve controls and reduce the likelihood and/or impact   
• Evaluate: Access the need or cost benefit of lowering tolerance, improving controls, etc.  
• Avoid: Exit the activity 

• Ensures risk mitigation responsibilities and strategies are clearly identified 
• Monitors administration and progress 

 
• Director and OAC receive periodic updates from the ERM Committee 
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Rankings: IMPACT 
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Indicates a risk occurrence 
would create no noticeable:  
Disruption to normal operations 

• Vacancy, turnover rate (internal and/or external) 
and/or recruitment difficulties causes a minor impact 
to ability to meet strategic objectives 

• Disruption to existing systems: 
• Phones, network down for up to one day 

• System security successfully defended 
• System performance is less than optimal but does not 

disrupt normal operations 
• Current budget year can absorb the equipment, 

resource, software and licensing 
 

 

 
Financial impact  

• Market volatility has no materially negative impact on 
achieving total fund strategic objectives 

• Trading errors/delays, account overdrafts, and wiring 
errors/delays cause no materially negative impact  

• Incorrect valuation of portfolios causes no materially 
negative impact 

 
 

Reputation/public image damage 
• No inquiries from media/government agencies 
• No loss of stakeholder trust in ASRS 
• No loss of reputation with peers and the financial 

community 

  
Indicates a risk occurrence could 
create a modest:  
Disruption to normal operations 

• Vacancy, turnover rate (internal and/or external) 
and/or recruitment difficulties causes a moderate 
impact to ability to meet strategic objectives 

• Disruption to existing systems: 
• Phones, network down from one day to 

one week 
• System security partially compromised but no loss 

occurs 
• System performance impedes non-critical objectives 
• Current budget year can partially absorb the 

equipment, resource, software and licensing 
• COOP team assembled but may or may not be 

activated 
 

Financial impact  
• Market volatility has a moderate negative impact on 

achieving total fund strategic objectives 
• Trading errors/delays, account overdrafts, and wiring 

errors/delays cause a moderate negative impact  
• Incorrect valuation of portfolios causes a moderate 

negative impact 
 

 

Reputation/public image damage 
• Public statement issued 
• Some loss of stakeholder trust in ASRS 
• Some loss of reputation with peers and the financial 

community 

  
Indicates a risk occurrence could 
create a significant: 
Disruption to normal operations 

• Vacancy, turnover rate (internal and/or external) 
and/or recruitment difficulties causes a major impact 
to ability to meet strategic objectives 

• Disruption to existing systems: 
• Phones, network down for more than one 

week 
• System security significantly compromised and loss 

occurs 
• System performance impedes critical objectives 
• Current budget year cannot absorb the equipment, 

resource, software and licensing 
• COOP plan activated 

 
Financial impact  

• Market volatility has a major negative impact on 
achieving total fund strategic objectives 

• Trading errors/delays, account overdrafts, and wiring 
errors/delays cause a major negative impact  

• Incorrect valuation of portfolios causes a major 
negative impact 
 

 

Reputation/public image damage 
• Media coverage 
• Results in legislation and/or lawsuits that set 

precedent 
• Loss of stakeholder trust in ASRS 
• Loss of reputation with peers and the financial 

community 

Measures the impact should the risk occur 



Rankings: CONTROLS 

 
Indicates the controls in place 
are strong and will mitigate 
manageable risk  

• Goals, objectives clearly defined and supported by 
the organizational structure 

• Duties and responsibilities are clearly delineated 
between the Board and Director 

• Board oversight structures and consultants result 
in risk awareness 

• Management asset committees are in place to 
review decisions and risk 

• Strategic and tactical asset allocations define risk 
tolerances and targeted expectations 

• Investment performance (rates of return and risks 
and attribution) is independently measured, 
reported  

• Staff is credentialed as appropriate (CFA, MBA, 
MA, CPA, etc.) 

• SMEs (internal and external) in place 
• Conflicts of Interest are continuously disclosed  
• Portfolios and operations of investment managers 

are monitored 
• Technology software/hardware in place is 

updated/upgraded to support business processes 
• Risk management and portfolio management 

system controls mitigate risk 
• Statutes, strategic investment policies and 

standard operating procedures in place 
• Communication channels established 
• OAC and IC takes appropriate follow-up action 
• IA and external auditors test control compliance 

and adequacy 
• Staff follows up on audit issues 

 
Indicates the controls in place 
have areas of vulnerability that 
may not, or may not always, 
mitigate manageable risk 
 
• Missing some elements of strong controls 
• External factors may exist that cannot be 

managed or mitigated 
• Constraints on independence and 

autonomy may impede the agency’s 
ability to mitigate some risks in a timely 
fashion 

• Not all elements of strong governance are 
in place 

 
Indicates the controls in place 
are not adequate to mitigate 
manageable risk 
 
• Missing many elements of strong controls 
• External factors are known to exist that 

cannot be managed or mitigated 
• Constraints on independence and 

autonomy impede the agency’s ability to 
mitigate some risks in a timely fashion 

• Proper governance not in place 
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Strengthen controls to lessen risk 



Rankings: LIKELIHOOD 
Probability that the risk identified would or would not occur 
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Indicates the risk will 
probably not occur  
 
• Risk event can usually be controlled 
• Strong controls/low tolerance 
• Not likely to occur in the next year 

 

 
 

Indicates there is some 
probability the risk will occur 
 
• Risk event cannot always be 

controlled 
• Missing some elements of strong 

controls/some tolerance 
• Some likelihood to occur in the near 

term if unchecked 

 
 
Indicates it is probable 
the risk will occur 
 
• Risk event cannot be controlled 
• Missing numerous elements of 

strong controls/high tolerance 
• Likely to happen if unchecked 
 

Rankings: Tolerance 

High 
Indicates a general acceptance of risk 
usually because the likelihood of a 
risk event with major impact is small 

Medium 
Indicates an acceptance that a risk 

event could occur because the cost or 
effort for stronger controls may 

outweigh benefit 

Low 
Indicates the risk should be 

eliminated to the extent possible 
because of a low risk appetite or 

the likelihood of a significant 
impact 

Amount of risk willing to accept in the normal course of doing business 

 



Section Two 
Identifying Risks within broad Investment Functions 

and Topics; Thirty (30) Specific Risks Identified 
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Identifying Risks within broad Investment 
Functions and Topics 

• Strategic and Tactical – Risks 1, 3 and 5 
 

• Legislative and Policy – Risks 7 and 8 
 
• Ethics, Skills and Knowledge – Risks 12 and 13 
 
• Governance – Risk 14 
 
• Compliance and Conflict – Risks 15 and 16 
 
• Portfolio Operational Oversight – Risks 18, 19, 20 and 21 
 
• Internally Managed Public Equity/Fixed Income Portfolios – Risks 24 and 25 

 
• Cash Flow – Risk 26 
 
• Business Continuity – Risk 28 
 
• IMD Compensation and Incentives – Risks 29 and 30 10 



Risks for Investment Management 
Risk/Threat Risk Rankings Control Evaluation 

Management 
Assessment & 

Strategies 

1. ASRS does not develop an effective 
strategic/tactical asset allocation by 
incorporating capital market 
assumptions to create an investment 
portfolio over a given time horizon 
that optimizes expected rate of 
return per unit of risk, given ASRS’s 
risk tolerance 

Tolerance: 
Low 

Impact: 
Major 

Current Controls: 
Periodic asset allocation reviews are conducted at least 
every 3 years.  Tactical asset allocations are conducted 
internally and externally.   Quarterly feedback from the 
general investment consultant to the IC and Board with 
respect to any recommended modifications. 

Accept the 
anticipated risk 
levels 

Controls: 
Strong 

Likelihood: 
Some 

Likelihood 

Future Actions: 
None 

2. Benchmark misspecification for 
either Total Fund, asset classes, 
investment managers or investment 
strategies 

Tolerance: 
Low 

Impact: 
Major 

Current Controls: 
For Total Fund and asset classes defined within, the asset 
allocation study process with independent input identifies 
the benchmark.  Specific evaluation metrics, including 
performance benchmarks, are vetted by both internal staff 
as well as the general consultant. 

Accept the 
anticipated risk 
levels 

Controls: 
Strong 

Likelihood: 
Not Likely 

Future Actions: 
None 

3. Insufficient level of due diligence 
to evaluate existing and new asset 
classes and investment strategies 

Tolerance: 
Low 

Impact: 
Major 

Current Controls: 
Asset categories and strategies are vetted by IMD program 
managers.  As applicable, reviews are conducted with the 
CIO and Director and Asset Class Committees for 
appropriateness for program inclusion.  Independent 
consultants participate in Asset Class Committee meetings. 

Accept the 
anticipated risk 

levels 
Controls: 

Strong 
Likelihood: 
Not Likely 

Future Actions: 
None 

11 



Risks for Investment Management 
Risk/Threat Risk Rankings Control Evaluation 

Management 
Assessment & 

Strategies 

4. Sources of Total Fund and asset 
class returns and their associated 
attributions relative to benchmarks 
(performance) are not fully analyzed, 
understood, and/or reported 

Tolerance: 
Low 

Impact: 
Major 

Current Controls: 
As a first step, external and internal investment managers 
reconcile all portfolios on a weekly/monthly basis with the 
custodial bank PRIOR to performance calculations being 
done by the custody’s performance team.  Investment 
program performance and benchmark attribution relative 
to benchmarks are generated by ASRS’s custodial bank(s) 
and general consultant; reviewed by IMD PMs and CIO.  
Reports are generated monthly and analyzed by IMD/CIO 
with formal quarterly performance reports presented to 
the Investment Committee/Board by the general 
investment consultant and CIO. 

Accept the 
anticipated risk 
levels 

Controls: 
Strong 

Likelihood: 
Not Likely 

Future Actions: 
None 

5. Investment program becomes non-
compliant with ASRS’s strategic asset 
allocation policy 

Tolerance: 
Low 

Impact: 
Major 

Current Controls: 
Various investment reports are generated and reviewed: 
daily market value report (external investment managers, 
IMD PMs, CIO, Director review), and general investment 
consultant’s verification of ASRS’s Total Fund positioning 
relative to the Board approval strategic asset allocation 
policy (SAAP).  Specified consultants for private markets 
report to asset class committees that investments made in 
private markets are consistent with those approved in their 
respective strategic private market investment plans. 

Accept the 
anticipated risk 
levels 

Controls: 
Strong 

Likelihood: 
Not Likely 

Future Actions: 
None 
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Risks for Investment Management 
Risk/Threat Risk Rankings Control Evaluation  

Management 
Assessment & 

Strategies 

6. Financial markets do not provide 
returns to achieve ASRS investment 
objectives 

Tolerance: 
Medium 

Impact: 
Major 

Current Controls: 
Tactical allocations are employed to help mitigate risk, volatility 
and achieve expected returns.  External consultants and vendors 
are utilized to assist with assessing investment risk.  Currently, 
IMD receives the monthly “Risk Report” produced by the 
custodian’s Investment Analytics team, which analyzes the Total 
ASRS investments through various capital markets downside  
scenarios and stress tests to assess the impact  on portfolio 
returns.  The SAAP is reviewed every 3 years or more frequently 
as determined by the IC Chair, Director or CIO, to ensure the mix 
of assets achieves primary investment objectives. 

Accept the 
anticipated risk 
levels 

Controls: 
Some 

Vulnerability 

Likelihood: 
Some 

Likelihood 

Future Actions: 
None 

7. Arizona legislation, mandates, 
policies, and/or guidelines impact the 
ASRS’s ability to effectively manage 
the investment program. (e.g. 
divestment, asset class limits, 
Environmental Social Governance 
(ESG), etc.)  

Tolerance: 
Medium 

Impact: 
Major 

Current Controls: 
The Agency utilizes a legislative liaison who works with the AZ 
Legislature to ensure enacted legislation is not harmful to 
investment strategies. To date, such state related issues have not 
impeded the ASRS ability to manage the Total Fund. 

Accept the 
anticipated risk 
levels Controls: 

Some 
Vulnerability 

Likelihood: 
Some 

Likelihood 

Future Actions: 
None 

8. Federal legislation, mandates, 
policies and/or guidelines impact the 
ASRS’s ability to effectively manage 
the investment program 

Tolerance: 
High 

Impact: 
Moderate 

Current Controls: 
Rely on outside counsel, the custodial bank and investment 
managers for updates on new and existing federal legislation.  
ASRS belongs to NASRA and NCTR which represent public funds in 
legislative matters. 

Accept the 
anticipated risk 

levels Controls: 
Some 

Vulnerability 

Likelihood: 
Some 

Likelihood 

Future Actions: 
The investment compliance function will be outsourced to the 
custody bank effective June 2015. 
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Risks for Investment Management 
Risk/Threat Risk Rankings Control Evaluation 

Management 
Assessment & 

Strategies 

9. Board and Executive staff fail to set 
an appropriate ethical tone at the top 

Tolerance: 
Low 

Impact: 
Major 

Current Controls: 
The Governance Handbook is a comprehensive document 
containing the agency’s policies for trustees.  Board 
members receive fiduciary training annually and must sign 
a Code Ethics and Conflict of Interest Statement when 
appointed.  Investment staff must annually sign the Code of 
Ethics and Conflict of Interest statement.  Public and 
private market non-conflict of interest forms must be 
signed.  ADOA ethics training is required for state 
employees and gubernatorial appointees.  Executive 
management strongly supports and displays the PRIDE 
values.  Performance measures for the Director include 
leadership success. 

Accept the 
anticipated risk 
levels 

Controls: 
Strong 

Likelihood: 
Not Likely 

Future Actions: 
None 

10. Lack of competence of the 
Director, CIO and Senior Portfolio 
Managers 

Tolerance: 
Low 

Impact: 
Major 

Current Controls: 
The Board performs a review of the ASRS Director annually.  
The Director annually evaluates the CIO who in turn 
evaluates the Senior Portfolio Managers.  Each position in 
IMD is evaluated annually.   Recruitment for staff includes 
key credentials and current staff takes continuing 
education. 

Accept the 
anticipated risk 
levels 

Controls: 
Strong 

Likelihood: 
Not Likely 

Future Actions: 
None 

11. Lack of competence of 
consultants, custodians, back-office 
providers 

Tolerance: 
Low 

Impact: 
Major 

Current Controls: 
An RFP process is utilized to evaluate and select 
consultants, custody bank and back-office private market 
providers.  These parties are evaluated and renewed 
contractually on an annual basis and may be terminated at 
any time. Operational performance and firm changes are 
continuously monitored and addressed by IMD staff. 

Accept the 
anticipated risk 

levels 
Controls: 

Strong 
Likelihood: 
Not Likely 

Future Actions: 
None 
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Risks for Investment Management 
Risk/Threat Risk Rankings Control Evaluation  

Management 
Assessment & 

Strategies 

12. Lack of investment knowledge on 
the Board 

Tolerance: 
Medium 

Impact: 
Moderate 

Current Controls: 
Board members are appointed by the Governor, approved 
by the Arizona Senate, and receive New Trustee 
Orientation.  Statute requires that at least four of the 
trustees have relevant investment management 
experience.  In addition, trustees may seek additional 
professional investment education.  Board members 
perform a self-evaluation annually.  Subject matter experts 
provide input and education on a variety of subjects to the 
Board. 

Accept the 
anticipated risk 
levels 

Controls: 
Some 

Vulnerability 

Likelihood: 
Some 

Likelihood 

Future Actions: 
None 

13. IMD lacks the staffing, skill set, or 
resources needed to appropriately 
manage ASRS investment program 

Tolerance: 
Low 

Impact: 
Major 

Current Controls: 
Clearly defined organizational chart in place with detailed 
position descriptions. The CIO and Director work 
collectively to assess the resources and staff needed to 
accomplish ASRS investment goals. Staff performance is 
reviewed at least annually.  Recruitment for staff includes 
key credentials and current staff takes continuing 
education. 

Accept the 
anticipated risk 
levels 

Controls: 
Strong 

Likelihood: 
Not Likely 

Future Actions: 
None 
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Risks for Investment Management 
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Risk/Threat Risk Rankings Control Evaluation  
Management 
Assessment & 

Strategies 

14. Lack of documentation which 
explicitly addresses the segregation 
of duties between oversight and 
investment decision making 

Tolerance: 
Low 

Impact: 
Major 

Current Controls: 
Board duties are defined and lines of authority are 
provided in the Board Governance Handbook.  Clearly 
defined organizational chart in place with detailed position 
descriptions.  Staff duties are defined and lines of authority 
are provided for through strategic policies, SOPs, asset 
allocation matrix, strategic papers and other written 
policies and procedures.    Asset Class Investment 
Committees established, with oversight from general 
investment consultant who reports compliance with 
policies and procedures to the Board Investment 
Committee.  The external auditor issues a management 
letter addressing management controls annually as they 
impact the financial statements. 

Accept the 
anticipated risk 

levels 

Controls: 
Strong 

Likelihood: 
Not Likely 

Future Actions: 
None 

15. Lack of written strategic 
investment policies (SIPs), 
investment policy statement (IPS) 
and standard operating procedures 
(SOPs) 

Tolerance: 
Low 

Impact: 
Major 

Current Controls: 
Written policies and procedures in place and updated as 
needed based on changes to investment strategy, 
personnel, operations, etc. ASRS Internal Audit reviews 
policies annually.  External auditors review policies as part 
of their audit procedures.  Changes to the SIP and IPS 
require approval of the Board. 

Accept the 
anticipated risk 
levels 

Controls: 
Strong 

Likelihood: 
Not Likely 

Future Actions: 
None 



Risks for Investment Management 
Risk/Threat Risk Rankings Control Evaluation 

Management 
Assessment & 

Strategies 

16. Conflicts of interest relative to 
making ASRS investments are not 
detected 

Tolerance: 
Medium 

Impact: 
Major 

Current Controls: 
Disclosures occur on an ongoing basis prior to an 
investment being contemplated.   IMD works with the 
Assistant Attorney General to determine appropriateness.  
The Governance Handbook is a comprehensive document 
containing the agency’s policies for trustees.  Board 
members receive fiduciary training annually and must sign 
a Code Ethics and Conflict of Interest Statement when 
appointed.  Investment staff must annually sign the Code of 
Ethics and Conflict of Interest statement.  Public and 
private market non-conflict of interest forms must be 
signed.  ADOA ethics training is required for state 
employees and gubernatorial appointees. 

Evaluate the 
anticipated risk 
levels 
 
Management 
requests IA 
investigate options 

Controls: 
Some 

Vulnerability 

Likelihood: 
Some 

Likelihood 

Future Actions: 
Management will consult with IA regarding their research 
findings. Management will request that the Board’s 
General Investment Consultant provide input on additional 
value-added controls. 

17. Portfolio data integrity issues: 
impairments due to asynchronous 
transfers of data between internal 
and external investment systems 
(internal/external portfolios) 

Tolerance: 
Medium 

Impact: 
Moderate 

Current Controls: 
PUBLIC MARKETS INVESTMENTS:   
EXTERNAL & INTERNALLY MANAGED PORTFOLIOS: 
Extensive levels of checks and balances conducted by IMD 
staff and external managers regarding the review of 
portfolio and trade activity from the prior day and 
reconciliation with the custodial bank records. Every trade 
from the internally managed portfolios is reported to 
Internal Audit.  
PRIVATE MARKETS INVESTMENTS: Capital calls are sent to 
ASRS Accounting, IMD staff and the back office provider.  If 
the calls do not show timely in the back office daily cash 
transaction screen then IMD staff will contact the back 
office or the manager to address the discrepancy. 

Accept the 
anticipated risk 

levels 

Controls: 
Some 

Vulnerability 

Likelihood: 
Some 

Likelihood 

Future Actions: 
None 

17 



Risks for Investment Management 
Risk/Threat Risk Rankings Control Evaluation  

Management 
Assessment & 

Strategies 

18. Data entered into internal trading 
platforms differs from external 
custody bank system and trade 
executions violate approved portfolio 
guidelines (internal ports) 

Tolerance: 
Medium 

Impact: 
Moderate 

Current Controls: 
On a daily basis Bloomberg AIMS receives a direct feed of 
the holdings reports for all internally managed portfolios, 
via custodial bank’s FTP secured file protocol. Portfolio 
managers reconciled the holdings between ASRS internal 
portfolio platforms, custody bank and Bloomberg AIMS 
PRIOR to trading. 
As part of the pre-trade compliance function, Bloomberg 
AIMS runs every trade vs the compliance rules applicable to 
each portfolio to ensure all trades are  consistent with 
portfolio guidelines; overrides requires authorization by CIO 
or Director, or authorized individuals. PMs and traders are 
required to enter a written explanation for the override. 
Immediately after trades are executed, trade detail 
information is sent to the custody bank via Bloomberg 
AIMS, and IMD sends a trading report in excel format to 
Internal Audit via email.  Every trade from the internally 
managed portfolios is reported to Internal Audit. 

Evaluate the 
anticipated risk 
levels 

Controls: 
Some 

Vulnerability 

Likelihood: 
Some 

Likelihood 

Future Actions: 
The CIO will continue to evaluate the current override 
process to ensure it fits within risk tolerance. 

18 



Risks for Investment Management 
 

19 

Risk/Threat Risk Rankings Control Evaluation  
Management 
Assessment & 

Strategies 

19. Performance calculation errors 
exist 

Tolerance: 
Low 

Impact: 
Major 

Current Controls: 
Internal and external public portfolios are reconciled 
monthly by ASRS Custody. For private portfolios a quarterly 
reconciliation is conducted between the back office 
provider and ASRS accounting staff, then between ASRS 
accounting staff and the custodial bank.  There is 
segregation between ASRS investment accounting and IMD 
duties.  The back office provider is independent from ASRS 
but will work with ASRS to resolve operational and 
reporting issues.  The custody bank and private market 
back office vendor will work with ASRS staff and its general 
investment consultant to manage and resolve operational 
reporting issues. 

Evaluate the 
anticipated risk 
levels 

Controls: 
Some 

Vulnerability 

Likelihood: 
Some 

Likelihood 

Future Actions: 
The CIO will evaluate the need for additional controls to 
enhance the current process. 



Risks for Investment Management 
Risk/Threat Risk Rankings Control Evaluation  

Management 
Assessment & 

Strategies 

20. ASRS staff  is not knowledgeable 
that the custody bank  does not comply 
with ASRS’s established control 
procedures for the movement of money 
or securities   

Tolerance: 
Low 

Impact: 
Moderate 

Current Controls: 
ASRS has established control procedures for movement of money 
or securities.  The custodial bank has been provided with a copy of 
the established control procedures.  
  
Movement of cash: There is a separation of duties between staff 
who initiate a request for funding and staff who approves the 
funding, whereby authority to instruct the custody bank to wire 
monies outside the bank resides with ASRS Accounting.  IMD 
staff’s authority is limited to the review and approval of 
investment related fees and intra-bank transfer requests between 
ASRS’s portfolios, which requires signature by the CIO, Director or 
authorized appointees. For outgoing wires for either funding of 
accounts or other payments, ASRS accounting is responsible for 
copying all authorized callback staff with the documentation to 
facilitate a callback.   The custodial bank sends an email daily to 
General Accounting and IMD which reports the outgoing wires for 
the day, ASRS Accounting reconciles against the wires entered 
into the custodial bank wiring system to ensure no wires 
scheduled for that day were missed.   
  
Movement of securities: For trade settlement activity, IMD staff 
runs a daily holdings report which will identify when a portfolio is 
not funded and/or a trade did not settle in the internally managed 
portfolios.   
IMD staff is notified by managers/broker dealers if monies or 
securities are not moved timely.  External portfolio managers are 
responsible for reconciling holdings and trading activities directly 
with the custody bank, in the event there are unresolved 
discrepancies between the external managers and the custody 
bank, the managers will contact IMD Staff for assistance. 

Evaluate the 
anticipated risk 
levels 

Controls: 
Some 

Vulnerability 

Likelihood: 
Some 

Likelihood 

Future Actions: 
The CIO will evaluate the need for additional controls to enhance 
the current process.  IMD and Accounting will begin meeting 
quarterly to review the FTTOPs (fund transfer and transaction 
origination protocol). 
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Risks for Investment Management 

21 

Risk/Threat Risk Rankings Control Evaluation  
Management 
Assessment & 

Strategies 

21. Custody bank does not comply 
with ASRS’s established control 
procedures for the movement of 
money or the protocols set by the 
appropriate regulatory authority for 
securities 

Tolerance: 
Medium 

Impact: 
Moderate 

Current Controls: 
Movement of cash:  The custodial bank has been provided 
with the FTTOPs.  Effective April 2015 ASRS moved to eCFM 
(cash flow management) platform.  Daily audits of cash 
movement are performed by the bank and ASRS is notified 
of any exceptions/issues. 
  
Movement of securities:  The custodial bank has established 
controls for the trade settlement and notify IMD on a daily 
basis staff if failure of trades.  Regulatory authorities have 
established mandatory protocols. 

Evaluate the 
anticipated risk 
levels 

Controls: 
Some 

Vulnerability 

Likelihood: 
Some 

Likelihood 

Future Actions: 
The CIO will evaluate the need for additional controls to 
enhance the current process. 

22. Failure to track investment 
management fees, manager 
transaction fees, foreign exchange 
fees and other related management 
fees charged to the ASRS 

Tolerance: 
Medium 

Impact: 
Moderate 

Current Controls: 
The custodial bank tracks investment management and 
transaction fees for external and internal mangers and a 
report is able to be pulled at any time by ASRS staff.  
Regulatory authorities mandate that banks must date and 
time stamp transactions for foreign exchange fees.    
Dedicated IMD staff monitors foreign exchange transaction 
fees and approves all investment related expenses. Upon 
approval and instruction from IMD and/or the back-office 
service provider for private investments, ASRS Accounting 
instructs the custodial bank to execute payment of 
investment manager fees.  The fees calculated by managers 
are audited by external auditors annually with certification 
and an audit report is provided. 

Accept the 
anticipated risk 
levels 

Controls: 
Some 

Vulnerability 

Likelihood: 
Some 

Likelihood 

Future Actions: 
The CIO will evaluate the need for additional cost analysis 
regarding transaction and foreign exchange fees.  An outside 
vendor will be selected to conduct a public markets portfolio 
trade execution cost analysis. 



Risks for Investment Management 
Risk/Threat Risk Rankings Control Evaluation  

Management 
Assessment & 

Strategies 

23. Lack of oversight on external 
portfolio asset management 

Tolerance: 
Medium 

Impact: 
Moderate 

Current Controls: 
PUBLIC MARKETS INVESTMENTS:   
EXTERNALLY MANAGED PORTFOLIOS: IMD staff holds 
quarterly conference calls/meetings with external 
managers to review performance, discuss upcoming news 
and personnel changes.  Written into every outside 
manager’s contract is compensating ASRS for losses 
suffered as a result of trades being performed not 
according to the letter of direction (LOD).    General and 
specialty consultants conduct due diligence visits and/or 
conference calls with outside asset managers and provide 
ASRS with a report but not always consistently.   
INTERNALLY MANAGED PORTFOLIOS: IMD Program 
Managers meet with the ASRS CIO at least monthly.   
  
PRIVATE MARKETS INVESTMENTS: IMD’s private markets 
staff participates in advisory board calls when called by the 
private investment manager.  IMD private market staff 
attends annual meetings and perform due diligence as 
able.  Performance is reviewed monthly by all IMD staff. 

Accept the 
anticipated risk 
levels 

Controls: 
Some 

Vulnerability 

Likelihood: 
Some 

Likelihood 

Future Actions: 
The investment compliance function will be outsourced to 
the custody bank effective June 2015.  These functions are 
designed to run an analysis of all externally and internally 
managed public markets portfolios vs portfolio specific 
investment rules, federal and state level regulations, and 
identify potential rules violations for further investigation 
by the external compliance provider.  Findings will be 
reported by the external compliance provider to dedicated 
ASRS staff, as determined by the CIO & Director. 
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Risks for Investment Management 
Risk/Threat Risk Rankings Control Evaluation  

Management 
Assessment & 

Strategies 

24. Unauthorized internal portfolio 
trades executed 

Tolerance: 
Low 

Impact: 
Moderate 

Current Controls: 
All dealers are provided with copies of Strategy Papers but 
none can legally guarantee adherence to the trading 
restrictions.  Bloomberg AIMS provides alerts and requires 
authorized overrides for trades that trigger an alert.  
Internal staff is reminded annually and must sign and 
acknowledge the Code of Ethics and Personal Trading 
Procedures.  Every trade from the internally managed 
portfolios is reported to Internal Audit. Accept the 

anticipated risk 
levels 

Controls: 
Strong 

Likelihood: 
Some 

Likelihood 

Future Actions: 
The investment compliance function will be outsourced to 
the custody bank effective June 2015. These functions are 
designed to run an analysis of all externally and internally 
managed public markets portfolios vs portfolio specific 
investment rules, federal and state level regulations, and 
identify potential rules violations for further investigation 
by the external compliance provider.  Findings will be 
reported by the external compliance provider to dedicated 
ASRS staff, as determined by the CIO & Director. 23 



Risks for Investment Management 
Risk/Threat Risk Rankings Control Evaluation 

Management 
Assessment & 

Strategies 

25. Internal portfolio becomes non-
compliant with guidelines in strategy 
papers and is not communicated to 
CIO 

Tolerance: 
Low 

Impact: 
Moderate 

Current Controls: 
Reports are available and monitored daily by portfolio 
managers. Reviews are conducted with the CIO on a 
periodic or as needed basis. Every trade from the internally 
managed portfolios is reported to Internal Audit. 

Accept the 
anticipated risk 
levels 

Controls: 
Strong 

Likelihood: 
Not Likely 

Future Actions: 
The CIO will evaluate enhancements to this reporting 
process to create a more real-time, comprehensive report 
to the CIO.   
The investment compliance function will be outsourced to 
the custody bank effective June 2015.  These functions are 
designed to run an analysis of all externally and internally 
managed public markets portfolios vs portfolio specific 
investment rules, federal and state level regulations, and 
identify potential rules violations for further investigation 
by the external compliance provider.  Findings will be 
reported by the external compliance provider to dedicated 
ASRS staff, as determined by the CIO & Director. 

26. Cash flow management is 
inadequate (either too much or too 
little on hand) 

Tolerance: 
Low 

Impact: 
Moderate 

Current Controls: 
To avoid performance cash drag, IMD implemented the 
cash management program which has heightened visibility 
and is exposed to the market consistent with SAAP and 
house views.  To ensure sufficient cash is available to meet 
expected needs, current cash is monitored by IMD staff 
daily.  One week prior to the pension run ASRS Accounting 
provides a report of cash needs for benefits.  On an 
ongoing basis, Accounting communicates the funds needed 
for administrative expenses.  Internal portfolios can be 
liquidated quickly if needed. 

Evaluate the 
anticipated risk 
levels 

Controls: 
Some 

Vulnerability 

Likelihood: 
Some 

Likelihood 

Future Actions: 
The cash management program will be evaluated for 
potential future enhancements. 
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Risks for Investment Management 
Risk/Threat Risk Rankings Control Evaluation 

Management 
Assessment & 

Strategies 

27. A back office provider 
inappropriately approves a capital 
call due to inadequate controls 

Tolerance: 
Low 

Impact: 
Moderate 

Current Controls: 
The contract with the current back office provider specifies 
they will confirm capital calls and distributions and 
management fee calculations against the current 
partnership agreement.  The back office provider provides 
a confirmation to dedicated IMD and ASRS Accounting staff 
that this process verification has been completed.  In some 
instances IMD may request a comfort letter from the 
general partner on the appropriateness of capital calls and 
distributions.  If an erroneous payment is discovered, IMD 
personnel will request a justification for a refund. 

Reduce the 
anticipated risk 
levels 

Controls: 
Some 

Vulnerability 

Likelihood: 
Some 

Likelihood 

Future Actions: 
IMD private market staff is reviewing the existing controls 
with the current back office provider to ensure the controls 
meet the terms of the contract.  IMD staff is researching 
possible third party vendors to provide capital call 
compliance service against the partnership agreements.  
IMD and General Accounting should determine what 
justification back-up is required for refunded monies. 

28. Lack of a Continuity of Operations 
Plan (COOP) 

Tolerance: 
Low 

Impact: 
Major 

Current Controls: 
IMD participates in the agency-wide COOP. Essential 
positions have been identified to participate if and when 
the agency COOP is invoked.  Technological and 
geographical resources are available.  The CIO will 
ultimately instruct IMD staff how to proceed. 

Accept the 
anticipated risk 
levels 

Controls: 
Strong 

Likelihood: 
Not Likely 

Future Actions: 
None. 
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Risks for Investment Management 

26 

Risk/Threat Risk Rankings Control Evaluation  
Management 
Assessment & 

Strategies 

29. Lack of appropriate total 
compensation and/or incentives  to 
retain, attract, and motivate top 
professionals 

Tolerance: 
Medium 

Impact: 
Major 

Current Controls: 
The implementation and objective of IMD’s Incentive 
Compensation Plan for investment professionals (ICP) 
partially addresses this issue.  The Office of the Auditor 
General is reviewing the approach of the current ICP. 

Evaluate the 
anticipated risk 
levels 

Controls: 
Some 

Vulnerability 

Likelihood: 
Some 

Likelihood 

Future Actions: 
An ad-hoc committee of the Board is reviewing outstanding 
issues not addressed by current controls. 

30. Ability of IMD staff to deviate 
from approved investment strategies 
or processes in order to enhance 
incentive compensation plan 
payments 

Tolerance: 
Low 

Impact: 
Major 

Current Controls: 
Existing reporting systems and checks and balances 
processes conducted by ASRS external investment 
consultants are in place to monitor compliance with 
strategy guidelines. 

Evaluate the 
anticipated risk 
levels 
 
Management 
requests IA review 
these processes Controls: 

Strong 
Likelihood: 
Not Likely 

Future Actions: 
The CIO and Director will evaluate possible control 
enhancements.  Internal Audit will review these processes.  
The investment compliance function will be outsourced to 
the custody bank effective June 2015. 



September 30, 2015

Note: The information contained herein is for comparison purposes only and is not a Total Fund benchmark. Peer universe comparisons are subject to several limitations, including: peer
groups are not comprehensive; several funds are included in multiple peer groups; peer groups are constructed using gross of fee returns; and survivorship bias in that poorly
performing funds may no longer report results.
Universes are constructed using gross of fee returns; therefore, ASRS rank is based on gross of fee returns.
Rankings are from highest (1) to lowest (100) in the InvestorForce Public Funds > $1 Billion Universe.
The InvestorForce Public Funds > $1 Billion Universe contains 95 observations for the period ending September 30, 2015, with total assets of $1.7 trillion.
Composition of Interim SAA Policy can be found in the appendix.

Total Fund vs. IFx Public DB > $1B Gross(USD)(peer)
1 Year

Arizona State Retirement System
Total Fund Risk Statistics vs. Peer Universe

14



September 30, 2015

Note: The information contained herein is for comparison purposes only and is not a Total Fund benchmark. Peer universe comparisons are subject to several limitations, including: peer
groups are not comprehensive; several funds are included in multiple peer groups; peer groups are constructed using gross of fee returns; and survivorship bias in that poorly
performing funds may no longer report results.
Universes are constructed using gross of fee returns; therefore, ASRS rank is based on gross of fee returns.
Rankings are from highest (1) to lowest (100) in the InvestorForce Public Funds > $1 Billion Universe.
The InvestorForce Public Funds > $1 Billion Universe contains 95 observations for the period ending September 30, 2015, with total assets of $1.7 trillion.
Composition of Interim SAA Policy can be found in the appendix.

Total Fund vs. IFx Public DB > $1B Gross(USD)(peer)
3 Year

Arizona State Retirement System
Total Fund Risk Statistics vs. Peer Universe
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September 30, 2015

Note: The information contained herein is for comparison purposes only and is not a Total Fund benchmark. Peer universe comparisons are subject to several limitations, including: peer
groups are not comprehensive; several funds are included in multiple peer groups; peer groups are constructed using gross of fee returns; and survivorship bias in that poorly
performing funds may no longer report results.
Universes are constructed using gross of fee returns; therefore, ASRS rank is based on gross of fee returns.
Rankings are from highest (1) to lowest (100) in the InvestorForce Public Funds > $1 Billion Universe.
The InvestorForce Public Funds > $1 Billion Universe contains 95 observations for the period ending September 30, 2015, with total assets of $1.7 trillion.
Composition of Interim SAA Policy can be found in the appendix.

Total Fund vs. IFx Public DB > $1B Gross(USD)(peer)
5 Year

Arizona State Retirement System
Total Fund Risk Statistics vs. Peer Universe

16



September 30, 2015

Note: The information contained herein is for comparison purposes only and is not a Total Fund benchmark. Peer universe comparisons are subject to several limitations, including: peer
groups are not comprehensive; several funds are included in multiple peer groups; peer groups are constructed using gross of fee returns; and survivorship bias in that poorly
performing funds may no longer report results.
Universes are constructed using gross of fee returns; therefore, ASRS rank is based on gross of fee returns.
Rankings are from highest (1) to lowest (100) in the InvestorForce Public Funds > $1 Billion Universe.
The InvestorForce Public Funds > $1 Billion Universe contains 95 observations for the period ending September 30, 2015, with total assets of $1.7 trillion.
Composition of Interim SAA Policy can be found in the appendix.

Total Fund vs. IFx Public DB > $1B Gross(USD)(peer)
10 Year

Arizona State Retirement System
Total Fund Risk Statistics vs. Peer Universe
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STATE STREET INVESTMENT ANALYTICS

Monthly Reallocation Summary* Month Ending September 30 2015

North America
> T t

Monthly Reallocation Summary Month Ending September 30, 2015

Portfolio Reductions

• TOTAL TRANSITION
• $398M – TOTAL EQUITY TRANSITION

Portfolio Additions

• TOTAL CASH
• $354M – CASH–ASSETIZED

Europe
> Dublin
> Frankfurt

> New York
> Boston
> Austin
> Alameda

> Toronto$398M TOTAL EQUITY TRANSITION

• TOTAL FIXED INCOME
• $62.5M – JP MORGAN (High Yield)

• TOTAL MULTI-ASSET CLASS
$3 7M WINDHAM (M lti Asset Class)

$354M CASH ASSETIZED
• $110.2M – CASH–UNASSETIZED

• $3.7M – WINDHAM (Multi-Asset Class)

• TOTAL REDUCTIONS**
• $464.2M

Asia
> Australia

• TOTAL ADDITIONS**
• $464.2M

2

*Based on State Street accounting records for public markets and therefore exclude private market drawdowns.
**Reductions and additions do not include plan distributions.



STATE STREET INVESTMENT ANALYTICS

Monthly Reallocation Summary* Month Ending October 31 2015

North America
> T t

Monthly Reallocation Summary Month Ending October 31, 2015

Portfolio Reductions

• TOTAL EQUITY
• $160M – BLACKROCK EMERGING MARKETS (Emg Mkts)

Portfolio Additions

• TOTAL CASH
• $350M – CASH–UNASSETIZED

Europe
> Dublin
> Frankfurt

> New York
> Boston
> Austin
> Alameda

> Toronto$ ( g )
• $90M – EATON VANCE (Emg Mkts)
• $100M – LSV EMERGING MARKETS (Emg Mkts)

• TOTAL REDUCTIONS**
• $350M

$350M CASH UNASSETIZED

• TOTAL ADDITIONS**
• $350M

Asia
> Australia

3

*Based on State Street accounting records for public markets and therefore exclude private market drawdowns.
**Reductions and additions do not include plan distributions.



STATE STREET INVESTMENT ANALYTICS

Monthly Risk Summary Month Ending September 30 2015

North America
> T t

Monthly Risk Summary Month Ending September 30, 2015

Month-end Risk Profile

• Historical Risk (95% VaR) for all asset classes remain relatively constant from prior months. Total Plan risk increased 
Europe
> Dublin
> Frankfurt

> New York
> Boston
> Austin
> Alameda

> Toronto16bps which was primarily driven by market fluctuations and underlying active manager positioning.  The Policy Benchmark 
decreased a marginal 2bps.

• Excess risk over the Policy Benchmark increased to 18bps.
.

Asia
> Australia

.

0 0%

Monthly Absolute & Relative Risk VaR (95% Confidence Level)

‐8.2%‐8.2%‐8.1%‐8.1%‐8.0%‐8.0%‐7.9%‐7.9%‐7.8%
‐7.8%‐7.7%‐7.7%‐7.6%‐7.4%‐7.4%‐7.2%‐7.2%‐7.2%

‐6.8%‐6.8%‐6.8%‐6.9%‐6.9%‐6.9%

‐0.7%‐1.0%‐0.7%‐0.8%‐0.8%‐0.7%‐0.7%‐0.8%‐0.9%‐0.8%‐0.8%‐0.8%‐0.8%‐0.8%‐0.5%‐0.5%‐0.5%
‐0.2%‐0.5%‐0.5%‐0.5%‐0.3%0.0% ‐0.2%

‐6.0%

‐4.0%

‐2.0%

0.0%

‐8.9%‐9.2%‐8.8%‐8.9%‐8.8%‐8.7%‐8.7%‐8.7%‐8.7%‐8.6%
‐8.5%‐8.4%‐8.4%‐8.3%‐7.9%

‐7.7%‐7.7%‐7.5%‐7.3%‐7.3%‐7.3%‐7.2%
‐6.9%‐7.1%

‐14.0%

‐12.0%

‐10.0%

‐8.0%

4

TOTAL ASRS FUND POLICY BENCHMARK EXCESS



STATE STREET INVESTMENT ANALYTICS

ARIZONA STATE RETIREMENT SYSTEM TOTAL PLAN EXPOSURE OVERVIEW
As of September 30, 2015

Sector (Public US Equity Only) $ Value % Value **Blended 
US BM Difference Country Category (Total Plan) $ Value % Value *Blended TOTAL BM Difference( q y y) US BM y g y ( )

CONSUMER NON-CYCLICAL 2,196,261,009$             23.6% 23.9% (0.4%) NORTH AMERICA 24,907,930,111$    76.3% 67.1% 9.3%
FINANCIAL 1,510,206,332$             16.2% 17.1% (0.9%) EUROPE DEVELOPED 4,352,904,819$      13.3% 17.4% (4.1%)
TECHNOLOGY 1,091,312,782$             11.7% 13.4% (1.7%) ASIA DEVELOPED 2,142,092,757$      6.6% 10.2% (3.6%)
CONSUMER CYCLICAL 975,477,781$                10.5% 10.8% (0.4%) ASIA EM 696,193,734$         2.1% 3.2% (1.1%)
INDUSTRIAL 919,570,546$                9.9% 9.7% 0.1% LATIN AMERICA 238,584,844$         0.7% 1.1% (0.4%)
COMMUNICATIONS 838,695,667$                9.0% 12.4% (3.4%) AFRICA 146,082,824$         0.4% 0.5% (0.1%)
ENERGY 552,192,494$                5.9% 6.9% (1.0%) MIDDLE EAST 96,416,928$           0.3% 0.3% 0.0%
FUNDS 515 614 035$ 5 5% 0 0% 5 5% EUROPE EM 48 351 547$ 0 1% 0 1% (0 0%)FUNDS 515,614,035$                5.5% 0.0% 5.5% EUROPE EM 48,351,547$          0.1% 0.1% (0.0%)
UTILITIES 329,906,428$                3.5% 3.1% 0.4% GRAND TOTAL 32,628,557,563$    100.0% 100.0% 0.0%
BASIC MATERIALS 241,716,081$                2.6% 2.4% 0.1%
CASH 113,707,732$                1.2% 0.0% 1.2% Market Cap^ (Public Equities Only) $ Value % Value *Blended TOTAL BM Difference
GOVERNMENT 28,112,561$                  0.3% 0.0% 0.3% 1) 0 - 100M 2,785,156$             0.0% 0.0% 0.0%
INDEX 6,362,074$                    0.1% 0.0% 0.1% 2) 100M - 500M 237,856,303$         1.4% 1.7% (0.2%)
DIVERSIFIED 1,870,160$                    0.0% 0.0% (0.0%) 3) 500M - 1B 581,948,083$         3.5% 3.6% (0.1%)
GRAND TOTAL 9,321,005,680$             100.0% 100.0% 0.0% 4) 1B - 5B 2,434,545,385$      14.7% 21.4% (6.7%)

5) 5B 10B 1 860 866 108$ 11 2% 9 9% 1 3%5) 5B - 10B 1,860,866,108$     11.2% 9.9% 1.3%
6) 10B - 50B 5,650,160,349$      34.0% 30.8% 3.2%
7) >50B 5,845,097,145$      35.2% 32.6% 2.6%
GRAND TOTAL 16,613,258,529$    100.0% 100.0% 0.0%
^Excludes cash and non-traded securities

Top 20 Issuer (Total Plan) $ Value % Value Market Cap Sector Industry Group
1 CASH*** 1,950,540,621$             6.0% CASH Cash
2 US TREASURY N/B 1 256 711 778$ 3 9% GOVERNMENT SOVEREIGN2 US TREASURY N/B 1,256,711,778$             3.9% GOVERNMENT SOVEREIGN
3 FANNIE MAE 700,817,324$                2.1% MORTGAGE SECURITIES FNMA COLLATERAL
4 FREDDIE MAC 245,795,408$                0.8% MORTGAGE SECURITIES FGLMC COLLATERAL
5 TREASURY BILL 233,674,161$                0.7% GOVERNMENT SOVEREIGN
6 APPLE INC 212,832,034$                0.7% 7) 50B+ TECHNOLOGY COMPUTERS
7 MICROSOFT CORP 154,833,635$                0.5% 7) 50B+ TECHNOLOGY SOFTWARE
8 GOVERNMENT NATIONAL MORTGAGE A 146,346,051$                0.4% MORTGAGE SECURITIES GNMA COLLATERAL
9 ISHARES MSCI USA MOMENTUM FACTO 137,511,360$                0.4% 3) 500M - 1B FUNDS EQUITY FUND
10 EXXON MOBIL CORP 132 591 478$ 0 4% 7) 50B+ ENERGY OIL&GAS10 EXXON MOBIL CORP 132,591,478$                0.4% 7) 50B+ ENERGY OIL&GAS
11 ISHARES MSCI USA QUALITY FACTOR E 131,992,575$                0.4% 4) 1B - 5B FUNDS EQUITY FUND
12 JOHNSON & JOHNSON 130,709,183$                0.4% 7) 50B+ CONSUMER NON-CYCLICAL PHARMACEUTICALS
13 ISHARES MSCI USA SIZE FACTOR ETF 124,301,360$                0.4% 2) 100M - 500MFUNDS EQUITY FUND
14 ISHARES MSCI USA VALUE FACTOR ET 121,808,740$                0.4% 3) 500M - 1B FUNDS EQUITY FUND
15 AT&T INC 116,049,911$                0.4% 7) 50B+ COMMUNICATIONS TELECOMMUNICATIONS
16 PFIZER INC 114,430,349$                0.4% 7) 50B+ CONSUMER NON-CYCLICAL PHARMACEUTICALS
17 JPMORGAN CHASE & CO 106,567,541$                0.3% 7) 50B+ FINANCIAL BANKS
18 ALPHABET INC 104 486 419$ 0 3% 7) 50B+ COMMUNICATIONS INTERNET
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18 ALPHABET INC 104,486,419$                0.3% 7) 50B+ COMMUNICATIONS INTERNET
19 NESTLE SA 98,985,204$                  0.3% 7) 50B+ CONSUMER NON-CYCLICAL FOOD
20 NOVARTIS AG 89,599,385$                  0.3% 7) 50B+ CONSUMER NON-CYCLICAL PHARMACEUTICALS
*Blended TOTAL BM: 23% SP500, 3% SP400, 3% SP600, 7% R2000, 18% MSCI EAFE, 5% MSCI EM, 2% MSCI Sml Cap, 16% BC US AGG, 6% BC US HY, 6% FTSE NAREIT GLOBAL, 2% DJ-UBS COMMODITY, 
5% CUSTOM MULTI-ASSET CLASS, 4% S&P/LSTA LEVERED LOAN.
**Blended US BM: 80% SP500, 10% SP400, 10% SP600.
***Cash does not represent an IMD tactical view;  Cash includes the ASRS Cash balance, manager- level portfolio cash & equivalents and cash collateralizing sundry portfolio-level futures contracts.



STATE STREET INVESTMENT ANALYTICS

ARIZONA STATE RETIREMENT SYSTEM INTERNATIONAL EQUITY EXPOSURE OVERVIEW
As of September 30, 2015

S t (P bli I tl E it O l ) $ V l % V l *Blended Diff Country Category (Public Intl $ V l % V l *Blended DiffSector (Public Intl Equity Only) $ Value % Value Blended 
NON-US BM Difference Country Category (Public Intl 

Equity Only) $ Value % Value Blended 
NON-US BM Difference

FINANCIAL 1,885,175,843$           24.9% 26.0% (1.1%) EUROPE DEVELOPED 4,066,539,655$     53.7% 52.0% 1.7%
CONSUMER NON-CYCLICAL 1,674,105,803$           22.1% 22.2% (0.1%) ASIA DEVELOPED 2,120,368,506$     28.0% 31.4% (3.4%)
CONSUMER CYCLICAL 1,070,070,009$           14.1% 12.3% 1.8% ASIA EM 714,829,107$        9.4% 10.8% (1.4%)
INDUSTRIAL 875,327,003$              11.6% 11.3% 0.2% LATIN AMERICA 223,273,421$        2.9% 2.6% 0.3%
COMMUNICATIONS 606,386,692$              8.0% 8.6% (0.5%) NORTH AMERICA 175,321,739$        2.3% 0.1% 2.2%
BASIC MATERIALS 370,295,646$              4.9% 5.9% (1.0%) AFRICA 126,848,697$        1.7% 1.7% 0.0%
ENERGY 358,657,385$              4.7% 5.1% (0.4%) MIDDLE EAST 94,714,403$          1.3% 1.0% 0.3%
TECHNOLOGY 311,647,006$              4.1% 4.6% (0.4%) EUROPE EM 49,049,769$          0.6% 0.5% 0.2%
UTILITIES 252,950,324$              3.3% 3.5% (0.1%) GRAND TOTAL 7,570,945,295$     100.0% 100.0% 0.0%
CASH 102,433,620$              1.4% 0.0% 1.4%
DIVERSIFIED 46,152,414$                0.6% 0.7% (0.0%)
INDEX 17,751,953$                0.2% 0.0% 0.2%
FX (8,401)$                       (0.0%) 0.0% (0.0%)
GRAND TOTAL 7,570,945,295$           100.0% 100.0% 0.0%

Top 20 Industry Groups 
(Public Intl Only $ Value % Value *Blended 

NON-US BM Difference Market Cap** (Public Intl 
Equities Only) $ Value % Value *Blended 

NON-US BM Difference

1 BANKS 993,694,604$              13.1% 13.7% (0.5%) 1) 0 - 100M 2,468,702$            0.0% 0.0% 0.0%
2 PHARMACEUTICALS 599,121,389$              7.9% 7.9% (0.0%) 2) 100M - 500M 77,707,081$          1.0% 0.5% 0.5%
3 TELECOMMUNICATIONS 422,698,269$              5.6% 5.8% (0.2%) 3) 500M - 1B 175,579,301$        2.4% 1.4% 1.0%
4 INSURANCE 387 564 895$ 5 1% 5 1% (0 0%) 4) 1B 5B 1 040 455 139$ 14 0% 13 1% 0 9%4 INSURANCE 387,564,895$              5.1% 5.1% (0.0%) 4) 1B - 5B 1,040,455,139$    14.0% 13.1% 0.9%
5 FOOD 377,149,261$              5.0% 4.6% 0.4% 5) 5B - 10B 1,054,065,656$     14.2% 13.2% 1.0%
6 OIL&GAS 326,097,908$              4.3% 4.6% (0.3%) 6) 10B - 50B 2,981,397,183$     40.1% 39.3% 0.8%
7 RETAIL 315,375,758$              4.2% 3.1% 1.1% 7) >50B 2,109,880,355$     28.4% 32.6% (4.2%)
8 AUTO MANUFACTURERS 240,193,029$              3.2% 3.3% (0.1%) GRAND TOTAL 7,441,553,418$     100.0% 100.0% 0.0%
9 CHEMICALS 206,282,216$              2.7% 3.2% (0.5%)  **Excludes cash and non-traded securities
10 DIVERSIFIED FINAN SERV 188,582,140$              2.5% 2.6% (0.1%)
11 COMMERCIAL SERVICES 174 809 611$ 2 3% 2 0% 0 4%11 COMMERCIAL SERVICES 174,809,611$              2.3% 2.0% 0.4%
12 REAL ESTATE 174,737,711$              2.3% 2.4% (0.1%)
13 ELECTRIC 171,949,491$              2.3% 2.3% (0.0%)
14 BEVERAGES 157,715,881$              2.1% 2.3% (0.2%)
15 SEMICONDUCTORS 141,691,467$              1.9% 2.2% (0.4%)
16 TRANSPORTATION 126,500,974$              1.7% 1.7% (0.1%)
17 COSMETICS/PERSONAL CARE 112,197,139$              1.5% 1.6% (0.1%)
18 BUILDING MATERIALS 111 935 349$ 1 5% 1 2% 0 3%
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18 BUILDING MATERIALS 111,935,349$              1.5% 1.2% 0.3%
19 AUTO PARTS&EQUIPMENT 111,367,005$              1.5% 1.3% 0.2%
20 ENGINEERING&CONSTRUCTIO 110,827,212$              1.5% 1.4% 0.0%

*Blended NON-US BM: 72% MSCI EAFE, 20% MSCI EM, 8% MSCI Sml Cap.



STATE STREET INVESTMENT ANALYTICS

ARIZONA STATE RETIREMENT SYSTEM TOTAL FIXED INCOME EXPOSURE OVERVIEW
As of September 30, 2015

Sector (Public Fixed Income Only) $ Value % Value *Blended Difference Top 20 Industry Groups (Public $ Value % Value *Blended FI DifferenceSector (Public Fixed Income Only) $ Value % Value FI BM Difference y (
Fixed Income Only) $ Value % Value BM Difference

GOVERNMENT 1,589,471,224$    33.4% 32.2% 1.2% 1 SOVEREIGN 1,486,919,491$    31.3% 30.1% 1.1%
MORTGAGE SECURITIES 1,110,560,085$    23.3% 21.9% 1.5% 2 FNMA COLLATERAL 639,865,773$      13.5% 9.2% 4.2%
FINANCIAL 407,654,067$      8.6% 9.4% (0.8%) 3 BANKS 212,995,630$      4.5% 5.1% (0.6%)
COMMUNICATIONS 329,823,882$      6.9% 7.4% (0.5%) 4 FGLMC COLLATERAL 211,988,837$      4.5% 5.6% (1.1%)
CONSUMER NON-CYCLICAL 320,474,061$      6.7% 7.1% (0.3%) 5 TELECOMMUNICATIONS 177,948,649$      3.7% 4.2% (0.5%)
ENERGY 213,181,908$      4.5% 5.6% (1.1%) 6 OIL&GAS 133,805,182$      2.8% 3.6% (0.8%)
CONSUMER CYCLICAL 211 416 356$ 4 4% 5 2% (0 7%) 7 MEDIA 121 548 502$ 2 6% 2 7% (0 1%)CONSUMER CYCLICAL 211,416,356$      4.4% 5.2% (0.7%) 7 MEDIA 121,548,502$     2.6% 2.7% (0.1%)
INDUSTRIAL 138,411,601$      2.9% 3.9% (1.0%) 8 GNMA2 COLLATERAL 113,924,563$      2.4% 4.5% (2.1%)
TECHNOLOGY 104,277,970$      2.2% 2.1% 0.1% 9 DIVERSIFIED FINAN SERV 109,949,931$      2.3% 2.3% 0.0%
UTILITIES 88,971,278$        1.9% 2.2% (0.3%) 10 COMMERCIAL MBS 107,316,438$      2.3% 1.4% 0.9%
BASIC MATERIALS 83,958,044$        1.8% 2.5% (0.7%) 11 HEALTHCARE-SERVICES 91,569,722$        1.9% 1.8% 0.1%
CASH 66,138,215$        1.4% 0.0% 1.4% 12 ELECTRIC 86,189,345$        1.8% 2.0% (0.2%)
INDEX 30,919,337$        0.7% 0.0% 0.7% 13 PHARMACEUTICALS 83,385,659$        1.8% 1.5% 0.3%
BANK LOANS 29,863,622$        0.6% 0.0% 0.6% 14 RETAIL 77,988,841$        1.6% 1.7% (0.1%)
ASSET BACKED SECURITIES 25,708,827$        0.5% 0.4% 0.1% 15 PIPELINES 72,981,615$        1.5% 1.5% 0.0%
DIVERSIFIED 5,385,472$          0.1% 0.2% (0.1%) 16 Cash 66,138,215$        1.4% 0.0% 1.4%
GRAND TOTAL 4,756,215,950$    100.0% 100.0% 0.0% 17 SOFTWARE 64,392,622$        1.4% 1.0% 0.4%

18 CHEMICALS 53,812,447$        1.1% 0.9% 0.2%
19 MUNICIPAL 51,279,262$        1.1% 0.6% 0.4%
20 REITS 44,531,606$        0.9% 0.9% 0.0%

*Blended Maturity Bucket (Public Fixed *Blended FICredit Rating Group** (Public Fixed Income $ Value % Value Blended 
FI BM Difference Maturity Bucket (Public Fixed 

Income Only) $ Value % Value Blended FI 
BM Difference

01) AAA 2,728,742,877$    57.4% 52.8% 4.6% 0-1Y 146,730,179$      3.1% 0.6% 2.5%
02) AA 195,549,423$      4.1% 3.2% 0.9% 1Y-3Y 738,045,416$      15.6% 19.4% (3.8%)
03) A 448,183,069$      9.4% 8.3% 1.2% 3Y-5Y 730,203,455$      15.4% 17.0% (1.5%)
04) BBB 411,656,289$      8.7% 9.4% (0.7%) 5Y-10Y 1,540,527,388$    32.6% 30.3% 2.2%
05) BB 440,047,505$      9.3% 13.6% (4.4%) 10Y-15Y 182,038,217$      3.8% 4.6% (0.8%)
06) B 415,102,792$      8.7% 9.7% (0.9%) 15Y+ 1,394,112,922$    29.5% 28.0% 1.5%

Credit Rating Group  (Public Fixed Income 
Only)

07) CCC 106,033,664$      2.2% 3.0% (0.8%) GRAND TOTAL 4,731,657,576$    100.0% 100.0% 0.0%
08) CC 332,086$             0.0% 0.0% (0.0%)
09) C -$                     0.0% 0.0% (0.0%)
10) D 6,360,963$          0.1% 0.0% 0.1%
11) Not Rated 4,207,283$          0.1% 0.0% 0.1%
GRAND TOTAL 4,756,215,951$    100.0% 100.0% 0.0%

*Blended TOTAL BM: 73% BC US AGG 27% BC US HY
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Blended TOTAL BM: 73% BC US AGG, 27% BC US HY.



STATE STREET INVESTMENT ANALYTICS

ARIZONA STATE RETIREMENT SYSTEM TOTAL PLAN RISK OVERVIEW
As of September 30, 2015

Strategy $ Value % Value Historical 
VaR 95%

HVaR 
Contri 95%

HVaR Contri 
% to Total

Parametric 
VaR 95%

PVaR 
Contri 95%

PVaR Contri 
% to Total Exp Tail Loss 95% Exp Tail Loss 

Contri 95%

Exp Tail Loss 
Contri % to Max Downside 

Downside 
Risk Contri 

Downside Risk 
Contri (8%) to gy VaR 95% Contri 95% % to Total VaR 95% Contri 95% % to Total p Contri 95% Total Loss Std Dev Risk (8%) (8%) Total

CASH - UNASSETIZED 28,917,423$          0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% (0.6%) (0.0%) 0.0%
CASH - ASSETIZED 359,999,988$        1% (5.6%) 0.0% (0.1%) (5.8%) 0.0% (0.2%) (7.3%) 0.0% (0.3%) (11.7%) 3.6% (2.7%) 0.0% (0.2%)
TOTAL FIXED INCOME 4,756,215,950$     15% (1.7%) (0.0%) 0.7% (1.6%) (0.0%) 0.5% (2.4%) (0.0%) 0.3% (3.9%) 0.9% (1.1%) (0.0%) 0.8%
US EQUITY 9,321,005,680$     29% (8.5%) (2.5%) 34.7% (8.2%) (2.3%) 33.4% (14.6%) (4.1%) 34.9% (29.5%) 5.7% (4.1%) (1.2%) 33.5%
INTERNATIONAL EQUITY 7,570,945,295$     23% (10.2%) (2.2%) 31.7% (9.6%) (2.1%) 31.5% (15.4%) (3.4%) 28.7% (35.3%) 6.4% (4.7%) (1.1%) 30.8%
REAL ESTATE 2,553,164,508$     8% (11.9%) (0.9%) 12.4% (11.4%) (0.8%) 12.3% (20.1%) (1.5%) 12.6% (40.0%) 7.4% (5.6%) (0.4%) 12.1%
FARMLAND & TIMBER 182,866,865$        1% (12.1%) (0.1%) 0.9% (11.7%) (0.1%) 0.9% (20.5%) (0.1%) 0.9% (40.8%) 7.5% (5.7%) (0.0%) 0.9%
PRIVATE EQUITY 2,631,978,589$ 8% (11.6%) (0.9%) 12.5% (10.8%) (0.8%) 12.0% (18.7%) (1.5%) 12.6% (36.5%) 7.0% (5.4%) (0.4%) 12.1%

MONTHLY RISK

PRIVATE EQUITY 2,631,978,589$     8% (11.6%) (0.9%) 12.5% (10.8%) (0.8%) 12.0% (18.7%) (1.5%) 12.6% (36.5%) 7.0% (5.4%) (0.4%) 12.1%
PRIVATE DEBT 1,974,751,209$     6% (2.6%) (0.0%) 0.3% (3.9%) (0.1%) 2.1% (7.7%) (0.3%) 2.6% (16.4%) 2.6% (2.2%) (0.1%) 2.3%
OPPORTUNISTIC EQUITY 479,312,505$        1% (11.6%) (0.2%) 2.3% (10.8%) (0.1%) 2.2% (18.7%) (0.3%) 2.3% (36.5%) 7.0% (5.4%) (0.1%) 2.2%
OPPORTUNISTIC DEBT 1,137,618,267$     3% (6.5%) (0.2%) 2.2% (9.0%) (0.2%) 3.6% (14.6%) (0.4%) 3.6% (28.6%) 5.7% (4.2%) (0.1%) 3.5%
GLOBAL INFLATION LINKED 242,648,147$        1% (7.5%) (0.0%) 0.5% (7.4%) (0.0%) 0.5% (11.3%) (0.1%) 0.5% (24.2%) 4.4% (3.7%) (0.0%) 0.6%
INFRASTRUCTURE 305,645,438$        1% (9.8%) (0.1%) 1.3% (9.2%) (0.1%) 1.2% (15.6%) (0.1%) 1.2% (35.1%) 5.8% (4.7%) (0.0%) 1.3%
MULTI-ASSET CLASS 1,083,487,696$     3% (3.5%) (0.0%) 0.4% (3.4%) (0.0%) 0.0% (5.0%) 0.0% (0.0%) (8.5%) 2.2% (1.8%) (0.0%) 0.1%
GRAND TOTAL 32,628,557,563$   100% (7.1%) (7.1%) 100.0% (6.8%) (6.8%) 100.0% (11.9%) (11.9%) 100.0% (26.0%) 4.6% (3.5%) (3.5%) 100.0%
INTERIM POLICY BENCHMARK (6.9%) (6.7%) (11.4%) (25.5%) 5.8% (3.4%)

ANNUALIZED RISK
CASH - UNASSETIZED 28,917,423$          0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% N/A 0.0% (2.2%) (0.0%) 0.0%
CASH - ASSETIZED 359,999,988$        1% (19.4%) 0.0% (0.1%) (20.0%) 0.1% (0.2%) (25.4%) 0.1% (0.3%) N/A 12.5% (9.5%) 0.0% (0.2%)
TOTAL FIXED INCOME 4,756,215,950$     15% (6.1%) (0.2%) 0.7% (5.4%) (0.1%) 0.5% (8.4%) (0.1%) 0.3% N/A 3.3% (3.8%) (0.1%) 0.8%
US EQUITY 9,321,005,680$     29% (29.3%) (8.5%) 34.7% (28.3%) (7.9%) 33.4% (50.6%) (14.3%) 34.9% N/A 19.6% (14.4%) (4.0%) 33.5%
INTERNATIONAL EQUITY 7,570,945,295$     23% (35.5%) (7.8%) 31.7% (33.4%) (7.4%) 31.5% (53.5%) (11.8%) 28.7% N/A 22.1% (16.2%) (3.7%) 30.8%
REAL ESTATE 2,553,164,508$     8% (41.2%) (3.0%) 12.4% (39.7%) (2.9%) 12.3% (69.7%) (5.2%) 12.6% N/A 25.6% (19.5%) (1.5%) 12.1%
FARMLAND & TIMBER 182,866,865$        1% (42.0%) (0.2%) 0.9% (40.4%) (0.2%) 0.9% (71.0%) (0.4%) 0.9% N/A 26.1% (19.8%) (0.1%) 0.9%
PRIVATE EQUITY 2,631,978,589$     8% (40.0%) (3.1%) 12.5% (37.4%) (2.8%) 12.0% (64.8%) (5.2%) 12.6% N/A 24.3% (18.6%) (1.5%) 12.1%
PRIVATE DEBT 1,974,751,209$     6% (9.0%) (0.1%) 0.3% (13.4%) (0.5%) 2.1% (26.8%) (1.1%) 2.6% N/A 9.1% (7.5%) (0.3%) 2.3%
OPPORTUNISTIC EQUITY 479 312 505$ 1% (40 0%) (0 6%) 2 3% (37 4%) (0 5%) 2 2% (64 9%) (0 9%) 2 3% N/A 24 3% (18 6%) (0 3%) 2 2%

ANNUALIZED RISK

OPPORTUNISTIC EQUITY 479,312,505$        1% (40.0%) (0.6%) 2.3% (37.4%) (0.5%) 2.2% (64.9%) (0.9%) 2.3% N/A 24.3% (18.6%) (0.3%) 2.2%
OPPORTUNISTIC DEBT 1,137,618,267$     3% (22.6%) (0.6%) 2.2% (31.2%) (0.8%) 3.6% (50.7%) (1.5%) 3.6% N/A 19.8% (14.4%) (0.4%) 3.5%
GLOBAL INFLATION LINKED 242,648,147$        1% (26.1%) (0.1%) 0.5% (25.6%) (0.1%) 0.5% (39.2%) (0.2%) 0.5% N/A 15.3% (13.0%) (0.1%) 0.6%
INFRASTRUCTURE 305,645,438$        1% (33.9%) (0.3%) 1.3% (31.9%) (0.3%) 1.2% (54.2%) (0.5%) 1.2% N/A 20.2% (16.2%) (0.2%) 1.3%
MULTI-ASSET CLASS 1,083,487,696$     3% (12.1%) (0.1%) 0.4% (11.8%) (0.0%) 0.0% (17.3%) 0.0% (0.0%) N/A 7.5% (6.4%) (0.0%) 0.1%
GRAND TOTAL 32,628,557,563$   100% (24.5%) (24.5%) 100.0% (23.6%) (23.6%) 100.0% (41.1%) (41.1%) 100.0% N/A 15.8% (12.1%) (12.1%) 100.0%
INTERIM POLICY BENCHMARK (23.9%) (23.2%) (39.6%) N/A 20.0% (11.7%)

Strategy $ Value % Value Beta 
SP500 Corr SP500 Beta MSCI 

EAFE
Corr MSCI 

EAFE Duration Convexity Notional Exposure Gross Exposure
Gross 

Leverage
CASH UNASSETIZED 28 917 423$ 0% 0 00 0 00 28 917 423$ 28 917 423$ 100 0%CASH - UNASSETIZED 28,917,423$          0% 0.00 0.00 28,917,423$          28,917,423$         100.0%
CASH - ASSETIZED 359,999,988$        1% (0.10) (0.30) (0.07) (0.27) 747,936,045$         359,999,988$        100.0%
TOTAL FIXED INCOME 4,756,215,950$     15% 0.01 0.05 0.02 0.14 5.34 0.276 4,528,643,506$      4,756,215,950$     100.0%
US EQUITY 9,321,005,680$     29% 1.03 0.99 0.79 0.90 0.27 0.001 9,476,468,033$      9,321,005,680$     100.0%
INTERNATIONAL EQUITY 7,570,945,295$     23% 1.07 0.90 0.99 0.99 7,571,071,507$      7,585,698,358$     100.2%
REAL ESTATE 2,553,164,508$     8% 1.20 0.87 1.02 0.88 2,553,164,508$      2,553,164,508$     100.0%
FARMLAND & TIMBER 182,866,865$        1% 1.22 0.87 1.04 0.88 182,866,865$         182,866,865$        100.0%
PRIVATE EQUITY 2,631,978,589$     8% 1.24 0.95 0.94 0.85 2,631,978,589$      2,644,456,136$     100.5%
PRIVATE DEBT 1,974,751,209$     6% 0.29 0.60 0.24 0.58 0.46 0.003 1,974,388,039$      1,974,827,856$     100.0%
OPPORTUNISTIC EQUITY 479,312,505$        1% 1.24 0.95 0.94 0.85 479,312,505$         479,312,505$        100.0%
OPPORTUNISTIC DEBT 1 137 618 267$ 3% 0 74 0 70 0 64 0 71 1 137 618 267$ 1 137 618 267$ 100 0%

8

OPPORTUNISTIC DEBT 1,137,618,267$     3% 0.74 0.70 0.64 0.71 1,137,618,267$     1,137,618,267$     100.0%
GLOBAL INFLATION LINKED 242,648,147$        1% 0.27 0.65 0.24 0.68 0.23 0.001 474,989,973$         242,648,147$        100.0%
INFRASTRUCTURE 305,645,438$        1% 1.05 0.97 0.90 0.98 305,645,438$         305,645,438$        100.0%
MULTI-ASSET CLASS 1,083,487,696$     3% 0.00 0.04 0.00 0.03 (7.08) (0.801) 13,286,112,717$    3,769,551,033$     347.9%
GRAND TOTAL 32,628,557,563$   100% 0.59 0.97 0.49 0.95 4.65 0.223 45,379,113,418$   35,341,928,157$   108.3%
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ARIZONA STATE RETIREMENT SYSTEM TOTAL PLAN STRESS TESTS
As of September 30, 2015
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Historical Scenarios Predictive Scenarios

CASH - UNASSETIZED 28,917,423$          0.1% 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
CASH - ASSETIZED 359,999,988$        1.1% 3.6 (1.6) (20.1) 2.6 2.1 3.5 23.5 0.1 (2.9) (2.6) (4.3) 5.1 (0.4) 0.0 (14.8) 0.0 2.1 0.0 1.5

Stress Test Stand Alone
Historical Scenarios Predictive Scenarios

TOTAL FIXED INCOME 4,756,215,950$     14.6% 0.9 (0.4) (5.4) 0.6 0.5 0.8 6.8 0.0 (0.7) (0.6) (1.1) 1.2 (2.8) 0.0 (5.4) (1.5) 0.6 (0.0) 0.4
US EQUITY 9,321,005,680$     28.6% (25.9) (5.7) (7.3) (7.8) (11.4) (18.0) (14.7) 8.1 7.5 2.6 3.9 (11.0) (26.3) (19.0) 0.0 0.0 (0.0) 2.9 (1.6)
INTERNATIONAL EQUITY 7,570,945,295$     23.2% (12.9) (6.8) (3.6) (7.2) (3.4) (13.3) (11.5) 10.2 11.2 (0.6) 5.3 (5.5) (27.6) (10.8) 0.0 0.0 0.0 3.7 (1.4)
REAL ESTATE 2,553,164,508$     7.8% (7.5) (1.7) (2.2) (2.3) (3.3) (5.3) (4.3) 2.4 2.2 0.8 1.1 (3.2) (28.5) (5.5) 0.0 0.0 0.0 0.0 (0.4)
FARMLAND & TIMBER 182,866,865$        0.6% (7.7) (1.7) (2.2) (2.3) (3.4) (5.4) (4.4) 2.4 2.2 0.8 1.2 (3.3) (29.0) (5.6) 0.0 0.0 0.0 0.0 (0.5)
PRIVATE EQUITY 2,631,978,589$     8.1% (25.8) (5.7) (7.4) (7.8) (11.4) (18.2) (14.6) 8.2 7.4 2.7 3.9 (11.0) (27.1) (19.0) 0.0 0.0 0.0 0.0 (1.7)
PRIVATE DEBT 1,974,751,209$     6.1% (0.8) (0.2) (0.2) (0.2) (0.4) (0.6) (0.4) 0.3 0.2 0.1 0.1 (0.4) (14.6) (0.6) (0.0) (0.2) 0.0 0.0 (0.1)
OPPORTUNISTIC EQUITY 479,312,505$        1.5% (25.8) (5.7) (7.4) (7.8) (11.4) (18.2) (14.7) 8.2 7.4 2.7 3.9 (11.0) (27.1) (19.0) 0.0 0.0 0.0 0.0 (1.7)
OPPORTUNISTIC DEBT 1,137,618,267$     3.5% (4.1) (0.9) (1.2) (1.2) (1.8) (2.9) (2.3) 1.3 1.2 0.4 0.6 (1.8) (27.3) (3.0) 0.0 0.0 0.0 0.0 (0.4)
GLOBAL INFLATION LINKED 242,648,147$        0.7% (0.0) 0.0 0.0 (0.0) (0.0) (0.0) (0.1) (0.0) 0.0 0.0 0.0 (0.0) (16.1) 0.0 0.1 0.0 (0.0) (5.6) (5.4)
INFRASTRUCTURE 305 645 438$ 0 9% (20 3) (4 5) (5 8) (6 1) (9 0) (14 3) (11 5) 6 4 5 8 2 1 3 1 (8 7) (28 3) (14 9) 0 0 0 0 0 0 0 0 (1 6)INFRASTRUCTURE 305,645,438$        0.9% (20.3) (4.5) (5.8) (6.1) (9.0) (14.3) (11.5) 6.4 5.8 2.1 3.1 (8.7) (28.3) (14.9) 0.0 0.0 0.0 0.0 (1.6)
MULTI-ASSET CLASS 1,083,487,696$     3.3% (2.2) (3.0) (7.7) (2.0) (3.9) (3.4) (6.2) (0.5) 2.4 (0.2) 1.6 (1.9) (2.0) (4.4) (7.8) 0.4 0.9 2.1 0.7
GRAND TOTAL 32,628,557,563$   100.0% (13.8) (4.2) (5.2) (4.9) (5.6) (10.6) (7.8) 5.8 5.7 0.8 2.7 (5.7) (21.6) (10.6) (1.2) (0.2) 0.1 1.7 (0.9)
INTERIM POLICY BENCHMARK (13.8) (4.4) (5.4) (5.4) (5.3) (11.1) (7.5) 6.6 6.5 0.7 3.0 (5.7) (20.6) (10.7) (1.2) (0.4) 0.1 2.0 (1.1)

CASH - UNASSETIZED 28,917,423$          0.1% 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
CASH - ASSETIZED 359,999,988$        1.1% 0.0 (0.0) (0.2) 0.0 0.0 0.0 0.3 0.0 (0.0) (0.0) (0.0) 0.1 (0.0) 0.0 (0.2) 0.0 0.0 0.0 0.0
TOTAL FIXED INCOME 4,756,215,950$     14.6% 0.1 (0.1) (0.8) 0.1 0.1 0.1 1.0 0.0 (0.1) (0.1) (0.2) 0.2 (0.4) 0.0 (0.8) (0.2) 0.1 (0.0) 0.1
US EQUITY 9,321,005,680$     28.6% (7.4) (1.6) (2.1) (2.2) (3.3) (5.1) (4.2) 2.3 2.1 0.8 1.1 (3.2) (7.5) (5.4) 0.0 0.0 (0.0) 0.8 (0.4)
INTERNATIONAL EQUITY 7 570 945 295$ 23 2% (3 0) (1 6) (0 8) (1 7) (0 8) (3 1) (2 7) 2 4 2 6 (0 1) 1 2 (1 3) (6 4) (2 5) 0 0 0 0 0 0 0 9 (0 3)

Stress Test Contribution

INTERNATIONAL EQUITY 7,570,945,295$     23.2% (3.0) (1.6) (0.8) (1.7) (0.8) (3.1) (2.7) 2.4 2.6 (0.1) 1.2 (1.3) (6.4) (2.5) 0.0 0.0 0.0 0.9 (0.3)
REAL ESTATE 2,553,164,508$     7.8% (0.6) (0.1) (0.2) (0.2) (0.3) (0.4) (0.3) 0.2 0.2 0.1 0.1 (0.3) (2.2) (0.4) 0.0 0.0 0.0 0.0 (0.0)
FARMLAND & TIMBER 182,866,865$        0.6% (0.0) (0.0) (0.0) (0.0) (0.0) (0.0) (0.0) 0.0 0.0 0.0 0.0 (0.0) (0.2) (0.0) 0.0 0.0 0.0 0.0 (0.0)
PRIVATE EQUITY 2,631,978,589$     8.1% (2.1) (0.5) (0.6) (0.6) (0.9) (1.5) (1.2) 0.7 0.6 0.2 0.3 (0.9) (2.2) (1.5) 0.0 0.0 0.0 0.0 (0.1)
PRIVATE DEBT 1,974,751,209$     6.1% (0.1) (0.0) (0.0) (0.0) (0.0) (0.0) (0.0) 0.0 0.0 0.0 0.0 (0.0) (0.9) (0.0) (0.0) (0.0) 0.0 0.0 (0.0)
OPPORTUNISTIC EQUITY 479,312,505$        1.5% (0.4) (0.1) (0.1) (0.1) (0.2) (0.3) (0.2) 0.1 0.1 0.0 0.1 (0.2) (0.4) (0.3) 0.0 0.0 0.0 0.0 (0.0)
OPPORTUNISTIC DEBT 1,137,618,267$     3.5% (0.1) (0.0) (0.0) (0.0) (0.1) (0.1) (0.1) 0.0 0.0 0.0 0.0 (0.1) (1.0) (0.1) 0.0 0.0 0.0 0.0 (0.0)
GLOBAL INFLATION LINKED 242,648,147$        0.7% (0.0) 0.0 0.0 (0.0) (0.0) (0.0) (0.0) (0.0) 0.0 0.0 0.0 (0.0) (0.1) 0.0 0.0 0.0 (0.0) (0.0) (0.0)
INFRASTRUCTURE 305,645,438$        0.9% (0.2) (0.0) (0.1) (0.1) (0.1) (0.1) (0.1) 0.1 0.1 0.0 0.0 (0.1) (0.3) (0.1) 0.0 0.0 0.0 0.0 (0.0)
MULTI-ASSET CLASS 1,083,487,696$     3.3% (0.1) (0.1) (0.3) (0.1) (0.1) (0.1) (0.2) (0.0) 0.1 (0.0) 0.1 (0.1) (0.1) (0.1) (0.3) 0.0 0.0 0.1 0.0
GRAND TOTAL 32,628,557,563$ 100.0% (13.8) (4.2) (5.2) (4.9) (5.6) (10.6) (7.8) 5.8 5.7 0.8 2.7 (5.7) (21.6) (10.6) (1.2) (0.2) 0.1 1.7 (0.9)GRAND TOTAL 32,628,557,563$   100.0% (13.8) (4.2) (5.2) (4.9) (5.6) (10.6) (7.8) 5.8 5.7 0.8 2.7 (5.7) (21.6) (10.6) (1.2) (0.2) 0.1 1.7 (0.9)
INTERIM POLICY BENCHMARK (13.8) (4.4) (5.4) (5.4) (5.3) (11.1) (7.5) 6.6 6.5 0.7 3.0 (5.7) (20.6) (10.7) (1.2) (0.4) 0.1 2.0 (1.1)

-6%

-2%

2%

6%
CASH - UNASSETIZED

CASH - ASSETIZED

TOTAL FIXED INCOME

US EQUITY

INTERNATIONAL EQUITY

REAL ESTATE

FARMLAND & TIMBER

9-22%

-18%

-14%

-10%
PRIVATE EQUITY

PRIVATE DEBT

OPPORTUNISTIC EQUITY

OPPORTUNISTIC DEBT

GLOBAL INFLATION LINKED

INFRASTRUCTURE

MULTI-ASSET CLASS
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GLOSSARY DEFINITION INTERPRETATION

Value at Risk is a number measured in price units or as

Historical VaR 95%

A risk metric that is derived from a full revaluation historical simulation of the risk factors 
impacting a portfolio, making no assumption of the tail distribution, and reporting the largest 
loss likely to be suffered over a holding period (1Month for ASRS) 5 times out of 100, or 1 
month out of 20

Value at Risk is a number, measured in price units or as 
percentage of portfolio value, which tells you that in a defined 
large percentage of cases (usually 95% or 99%) your portfolio is 
likely to not lose more than that amount of money. Or said the 
other way around, in a defined small percentage of cases (5% or 
1%) your loss is expected to be greater than that number.

HVaR Contri 95% This is the decomposition of the VaR, making it an additive measure, showing positive values 
h i k i d d d l i iHVaR Contri 95% where risk is decreased and correlations are negative.

HVaR Contri % to Total This is the VaR  contribution displayed in percent.

Parametric VaR 95%

A risk metric that is derived from a full revaluation historical simulation of the risk factors 
impacting a portfolio, making a Normal distribution  assumption of the tail distribution, and 
reporting the largest loss likely to be suffered over a holding period (1Month for ASRS) 5 
times out of 100, or 1 month out of 20. 

Value at Risk is a number, measured in price units or as 
percentage of portfolio value, which tells you that in a defined 
large percentage of cases (usually 95% or 99%) your portfolio is 
likely to not lose more than that amount of money. Or said the 
other way around, in a defined small percentage of cases (5% or , y , p g (
1%) your loss is expected to be greater than that number.

PVaR Contri 95% This is the decomposition of the VaR, making it an additive measure, showing positive values 
where risk is decreased and correlations are negative.

PVaR Contri % to Total This is the VaR  contribution displayed in percent.

Also known as Conditional VaR or ETL, it is derived by taking a weighted average between A measure that produces better incentives for traders than VaR is 
d h f ll Thi i l i f d

Exp Tail Loss 95%

Also known as Conditional VaR or ETL, it is derived by taking a weighted average between 
the VaR and losses exceeding the VaR.  If VaR is reported at 95.0%, then ETL will average the 
losses between 95.1% to 99.9%.  It is a risk measure that assesses the risk beyond VaR and 
into the tail end of the distribution of loss. 

expected shortfall. This is also sometimes referred to as 
Conditional VaR, or tail loss. Where VaR asks the question 'how 
bad can things get?', expected shortfall asks 'if things do get bad, 
what is our expected loss?

Exp Tail Loss Contri 95% This is the decomposition of the ETL making it an additive measure, showing positive values 
where risk is decreased and correlations are negative.

Exp Tail Loss Contri % to Total This is the ETL  contribution displayed in percent.p p y p
Max Loss The maximum projected loss.

Downside Risk (8.7%)

A risk metric that distinguishes between "good" and "bad" returns by assigning risk only to 
those returns below a return specified by an investor. Downside risk is considered a more 
effective risk measure than standard deviation (volatility) for two important reasons: 1) it is 
investor specific, and 2) it identifies return distributions that have higher probabilities for 
negative ("left tail") market events. Downside risk is also referred to as downside deviation or 
target semi-deviation.

A 5 % downside risk with an 8.7% MAR means that the 
conditional average underperformance (below 8.7% annual) is 
5%, adjusted for a positive skew (greater than the MAR). 
Effectively, downside risk amplifies a big loss (by squaring the 
distance of that loss to the target) and smoothes out the risk 
measure by  taking into account the gains setting them up to be 
equal to the target MAR

10

equal to the target MAR.

Downside Risk Contri (8.7%) This is the decomposition of the downside risk, making it an additive measure, showing 
positive values where risk is decreased and correlations are negative.

Downside Risk Contri (8.7%) to Total This is the downside risk contribution displayed in percent.
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ASRS Strategic Goal #10: 
 

Provide members and business users with 
technology that is high performing, secure, 

and able to support evolving business needs 
 
 

Business functions included in Goal #10: 
 Business Applications Development, Maintenance, and Upgrades 
 Continuity of Operations (COOP) 
 Maintain Network Applications, Hardware, and Upgrades 

4 



Highlighted Risks and Strategies 

5 

Risk/Threat Impact Tolerance Controls Likelihood 
Management 

Strategies 

1. Fail to utilize effective project management for 
new development, maintenance and upgrades 

Moderate Low Strong Not Likely 
Accept the 
anticipated risk 
levels. 

Business Applications  (Section Two, page 14) 

2. Fail to achieve planned measureable outcomes Moderate Low Strong 
Some 

Likelihood 

Evaluate the 
anticipated risk 
levels. 

Specific control strategies as of April 2014: State and PMP certified project managers are on staff.  Oversight is provided by the Senior 
Management Team, Change Control Board, Executive Management Team, Operations and Audit Committee, Enterprise Risk Management 
Committee and ASET.  Project managers utilize the PMBOK principles and guidelines.  For new development and upgrades, project managers 
are assigned to coordinate activities.  TSD utilizes the SCRUM application development methodology.  Development staff has been trained in 
the SCRUM methodology which includes retrospective reviews every two to three weeks for lessons learned.  TSD utilizes project 
management and development tools to manage scope, schedule, cost and resources.  Changes are presented to SMT for approval.  SCRUM 
process enables requirements to be prioritized with business requirement ranking from high to low. 
 

Future Controls/Gaps:.  None identified 

Specific control strategies as of April 2014: SMT defines the successful completion criteria for each project.  TSD utilizes the SCRUM application 
development methodology.  SCRUM methodology includes retrospective reviews every two to three weeks for lessons learned.  SCRUM 
methodology utilizes business users as product owners who communicate and coordinate with business stakeholders to gather and prioritize 
requirements, review development artifacts (documentation, SOPs, applications/programs, etc.)  Business is involved in user acceptance 
testing and must approve prior to moving into production.  
 

Future Controls/Gaps:. TSD will begin reporting back to SMT once per year whether successful completion criteria were met. 

 



Highlighted Risks and Strategies 
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Risk/Threat Impact Tolerance Controls Likelihood 
Management 

Strategies 

3. Insufficient number of technical staff to meet 
agency needs 

Moderate Low 
Some 

Vulnerability 
Some 

Likelihood 

Accept the 
anticipated risk 
levels. 

Business Applications  (Section Two, pages 14 and 15) 

Specific control strategies as of April 2014: The complexity of the tool and ease of management is considered in the tool selection process.  
Tools selected include adequate vendor support.  Some products are now aligned under a single vendor product stack to provide a single 
point of contact.  Staff is trained and SOPs are in place.  A System Architect and a team of technical leads meet weekly and a communication 
channel is in place to disseminate the information to all developers.  Technical online forums are consulted as needed.  Some deployment 
steps have been automated. 
 

Future Controls/Gaps: Additional deployment steps will be automated reducing the chance for human error.  Management should consider 
replacement of some technologies that have expensive licensing costs (FileNet, COGNOS, etc.) which prohibit setting up development 
environments to match production.   

CONCLUSION:  Manageable 

10. Lack of accurate project estimates disrupt 
project schedules and budgets 

Minor Medium 
Some 

Vulnerability 
Some 

Likelihood 

Evaluate the 
anticipated risk 
levels 

Specific control strategies as of April 2014: SMT chooses from a range of project estimates early in the requirement definition process.  TSD 
uses a software estimation tool to determine the ranges.  CCB actively manages and reviews budget and schedules throughout the project. 
 

Future Controls/Gaps: Management should consider refining and documenting methods to estimate hours .   

7. Development environments are too complex to 
manage 

Moderate Medium 
Some 

Vulnerability 
Some 

Likelihood 

Evaluate  the 
anticipated risk 
levels. 

Specific control strategies as of April 2014: SMT assesses the technology application development needs annually to develop a budget and 
plan for the year.  A gap analysis is performed between current staff available and staffing requirements to accomplish tasks.  Work is 
prioritized according to available resources.  As budget allows, outside consultants are utilized as needed.  Recruitments are ongoing.  
Management conducts frequent reviews for salary increases because technical skills are highly valued and in demand.  Job postings have been 
revised to attract additional candidates.  Additional revisions are performed if sufficient candidates do not apply.  
 

Future Controls/Gaps:.  None identified 

 



Highlighted Risks and Strategies  
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Network Applications   (Section Two, page 22) 

Specific control strategies as of April 2014: Operations geared toward meeting clearly defined NIST standards, overseen and supported by 
ERMC. The Enterprise Risk Management Committee is in place. Web filtering blocks malicious websites from staff.  Every employee signs a 
security agreement annually.  Telecommuting employees are made aware of the risks and consequences and sign an agreement.  Agency 
follows the recommended Remediation Roadmap from the Information Security Assessment Report (January 2014) and conducts annual or bi-
annual external compliance assessments.  Security documentation has been standardized on the NIST framework.  Code reviews are performed.  
The ERMC action plan is monitored.  Software is used to discover new network risks.  Risk mitigation strategies include: See response to #1, 
badging system, policy and procedures, and restrictions to ASRS floors, secure file transfer, physical access restrictions and monitoring (i.e. 
cameras, panic buttons, updated access reporting), and key control program.  
 

Future Controls/Gaps: Achieve targeted Gartner Security Maturity levels.  Researching network employee behavior monitoring tool.  
Management should evaluate current resource allocation for security tool management.  Management is working on resuming background 
checks on ASRS staff.  ERMC will communicate more broadly their function as the IT Security Steering Committee to staff.   

Specific control strategies as of April 2014: Operations geared toward meeting clearly defined NIST standards, overseen and supported by 
ERMC. The Enterprise Risk Management Committee is in place.  Measures to secure externally facing systems include: Firewalls, web filtering, 
network investigation tool , application and device control for PC, third party patch management, data loss prevention software for email, end 
point protection on PC and servers, log event managing system, administrative controls, independent network monitoring, undergo internal and 
external security audits and perform remediation, full disk encryption for laptops and thumb drives, policies and procedures in place, schedules 
are in place to replace hardware/software, inventory controls in place, and some whitelisting (stops unauthorized installation/execution) in 
place. 
 
Future Controls/Gaps: Achieve targeted Gartner Security Maturity levels.  Researching web application firewall and data loss prevention tools 
for entire network.  Evaluate expanding the whitelisting scope.  Need to more fully configure log event management system tool.  Management 
should evaluate current resource allocation for security tool management.  ERMC will communicate more broadly their function as the IT 
Security Steering Committee to staff.   

Risk/Threat Impact Tolerance Controls Likelihood 
Management 

Strategies 
1. Information systems are not secure from external 
threats or electronic intrusions, including illegal, 
unethical, or fraudulent data manipulation, financial 
disbursements, and identity theft 

Major Low 
Some 

Vulnerability 
Some 

Likelihood 

Reduce  the 
anticipated risk 
levels. 

2. Information systems are not secure from internal 
threats or physical intrusions, including illegal, 
unethical, or fraudulent data manipulation, financial 
disbursements, and identity theft 

Major Low 
Some 

Vulnerability 
Some 

Likelihood 

Reduce  the 
anticipated risk 
levels. 



Highlighted Risks and Strategies  
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Network Applications   (Section Two, pages 22 and 24) 

Specific control strategies as of April 2014: Operations geared toward meeting clearly defined NIST standards, overseen and supported by 
ERMC.  Focused subgroups (Security, Tier I HelpDesk and Tier II Networking) have been established to manage the individual tasks.  Cross-
training has been increased for all networking activities.  Formalized remediation of scan results and an enhanced patch management strategy 
have been implemented.  Security training provided for development and testing.  Schedules are coordinated with resource availability. 
 
Future Controls/Gaps: Achieve targeted Gartner Security Maturity levels.  Management will request required permission and approvals to add 
resources needed.   

  

Risk/Threat Impact Tolerance Controls Likelihood 
Management 

Strategies 

22.  A system breach goes undetected Major Low 
Some 

Vulnerability 
Some 

Likelihood 

Reduce  the 
anticipated risk 
levels. 

7. Not enough technical resources to meet strategic 
objectives, state standards, and targeted Gartner 
maturity levels 

Major Low 
Some 

Vulnerability 
Some 

Likelihood 

Reduce  the 
anticipated risk 
levels. 

Specific control strategies as of April 2014: Operations geared toward meeting clearly defined NIST standards, overseen and supported by 
ERMC.  Notifications of vulnerabilities are received from external and internal entities.  Resources are redirected to address threats.  Industry 
standard devices and practices are utilized within ASRS IT environment.  Processes and procedures are in place to remediate threats.  Automatic 
updating of threat definitions on various security appliances. 
 
Future Controls/Gaps: Achieve targeted Gartner Security Maturity levels.  Management should consider hiring additional certified security 
resources to effectively monitor security appliances and purchasing additional security appliances.   



Highlighted Risks and Strategies  
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Network Applications   (Section Two, page 24) 

CONCLUSION:  Additional Funding Requested  to Mitigate Risks 

Risk/Threat Impact Tolerance Controls Likelihood 
Management 

Strategies 

20. Technical resources are not fully trained in all 
areas of responsibility 

Moderate Medium 
Some 

Vulnerability 
Some 

Likelihood 

Reduce  the 
anticipated risk 
levels. 

Specific control strategies as of April 2014: Operations geared toward meeting clearly defined NIST standards, overseen and supported by 
ERMC.  New hires are generally hired for their technical skills but additional on the job training is required for tools, technologies and processes 
before they can be fully productive (3 to 9 months).  Cross-training has been increased for all networking activities.  Other TSD resources are 
used to fill gaps in knowledge.  
 

Future Controls/Gaps: Achieve targeted Gartner Security Maturity levels.  Management should consider having more advanced training in 
various technical areas (i.e. virtualization, multiple operating systems, and project management methodologies) contingent on management’s 
success in attaining more resources.   



Highlighted Risks and Strategies 
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Continuation of Operations (COOP)  (Section Two,  page 19) 

Specific control strategies as of April 2014: Periodic comprehensive tests are performed to evaluate the ability to recover core business 
systems in Tucson should a short duration incident occur.   IMD’s COOP is integrated into overall agency COOP.  The Business Impact 
Assessment (BIA) is periodically reviewed and updated to verify threats, recovery time objectives, and disaster recovery (DR) staffing 
requirements.  Internal Audit monitors COOP tests and consults as necessary.  
 

Future Controls/Gaps:  None identified.   

Specific control strategies as of April 2014: The after-action reports are considered when evaluating equipment purchases for the alternate 
site.  COOP exercise results are utilized to enhance system performance.  The current process is to limit the number of persons utilizing the 
systems and the order in which work is performed to bring up infrastructure.   Regular reviews are performed to determine the business impact 
of each system to prioritize adequacy.  Each division has identified critical systems that must be operational within designated timeframes in a 
disaster situation and management is aware of current infrastructure limitations.  Each division has assigned appropriate personnel to their role 
in a disaster.  A procedure is in place to work with Procurement to acquire any essential equipment during a disaster.  
 

Future Controls/Gaps: A review process is underway to evaluate modernizing equipment used in the alternate site.  Management should 
consider reviewing the cost vs. capability decisions that have been made regarding the COOP infrastructure.  Management should consider 
defining acceptable system responsiveness at the alternate site.   

CONCLUSION:  Manageable 

Risk/Threat Impact Tolerance Controls Likelihood 
Management 

Strategies 

1. Business continuity plans are not established, 
tested, reviewed or sufficient to support business 
operations in the event of a disaster 

Major Low Strong Not Likely 
Accept the 
anticipated risk 
levels. 

2. Current COOP infrastructure in the alternate site 
is inadequate to support business needs in the event 
of a short-term emergency 

Minor Medium 
Some 

Vulnerability 
Some 

Likelihood 

Evaluate the 
anticipated risk 
levels. 
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Section Two 
Ranking Criteria, Control Structures and Strategies, and  

Heat Charts for Goal #10 Technology Risks 
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Rankings: IMPACT 

 

15 

 
Indicates a risk occurrence 
would create no noticeable:  
Disruption to normal operations 

• Disruption to existing systems: 
• Phones, network, POL, PERIS, FileNet 

down for up to 4 hours 
• Website down for up to 24 hours 
• MUNIS down for up to 1 week 

• System security successfully defended 
• System performance slower than normal but does 

not disrupt normal operations 
 

 

Disruption to strategic technology 
development 

• Project and production support delays have a 10 – 
20% negative impact to annual project plan 

• <10% negative variance to outcome user satisfaction 
 

Financial impact  
• Current budget year can absorb the equipment, 

resource, software and licensing costs 
 
 

Reputation/public image damage 
 No inquiries from media/government agencies 
 No loss of stakeholder trust in ASRS 

  
Indicates a risk occurrence could 
create a modest:  
Disruption to normal operations 

• Disruption to existing systems: 
• Phones, network, POL, PERIS, FileNet 

down for 4 – 8 hours 
• Website down for 25 - 48 hours 
• MUNIS down for 8 – 31 days 

• System security partially compromised but no loss 
occurs 

• System performance impedes non-critical objectives 
• COOP team assembled but not activated 

 

Disruption to strategic technology 
development 

• Project and production support delays have a 21 – 
30% negative impact to annual project plan 

• 11 - 20% negative variance to outcome user 
satisfaction 

 

Financial impact  
• Current budget year can partially absorb the 

equipment, resource, software and licensing costs 
 

Reputation/public image damage 
 Public statement issued 
 Some loss of stakeholder trust in ASRS 

  
Indicates a risk occurrence could 
create a significant: 
Disruption to normal operations 

• Disruption to existing systems: 
• Phones, network, POL, PERIS, FileNet 

down for >8 hours 
• Website down for >48 hours 
• MUNIS down for >31 days 

• System security significantly compromised and loss 
occurs 

• System performance impedes critical objectives 
• COOP plan is activated 

 

Disruption to strategic technology 
development 

• Project and production support delays have a >30% 
negative impact to annual project plan 

• >21% negative variance to outcome user satisfaction 
 
 

Financial impact  
• Current budget year cannot absorb the equipment, 

resource, software and licensing costs 
 

Reputation/public image damage 
 Media coverage 
 Results in legislation and/or lawsuits that set 

precedent 
 Loss of stakeholder trust in ASRS 

Measures the impact should the risk occur 



Rankings: CONTROLS 
 

Indicates the controls in place 
are strong and will mitigate 
manageable risk  
• Duties and responsibilities are clearly 

delineated between the Board and Director 
• Staff engagement with the OAC ensures 

appropriate oversight 
• Senior Management establishes priorities 

and schedules and CCB provides oversight 
• Goals and objectives are clearly defined and 

supported by the organizational structure 
• Staff engagement with ADOA (ASET) ensures 

adequate collaboration and timely approval 
of technology investment 

• Established methodology (i.e. Agile SCRUM) 
to develop software 

• Technology software/hardware in place is 
updated/upgraded to support business 
processes and ensure adequate security 

• Performance is analyzed, measured, 
reported  

• Staff duties are properly segregated and 
responsibilities defined 

• SMEs in place 
• Rules, policies, SOPs in place  
• Communication channels established 
• IA and external auditors test control 

adequacy and staff follows up  
• Enterprise Risk Management Committee 

functions as IT security steering committee 

 
Indicates the controls in place 
have areas of vulnerability that 
may not, or may not always, 
mitigate manageable risk 
 
• Missing some elements of strong 

controls 
• External factors that create technology 

security risks may be evolving faster 
than the agency can mitigate 

• Constraints on independence and 
autonomy may impede the agency’s 
ability to mitigate some risks in a timely 
fashion 

• Not all elements of proper governance 
are in place 

 

 
Indicates the controls in place 
are not adequate to mitigate 
manageable risk 
 
• Missing many elements of strong 

controls 
• Subject matter expertise is substandard 
• Goals and objectives are unclear 
• Internal Audit does not verify the 

adequacy of controls 
• Performance is not analyzed, 

measured, or reported 
• External factors that create technology 

security risks are known to be evolving 
faster than the agency can mitigate 

• Constraints on independence and 
autonomy impede the agency’s ability 
to mitigate many risks in a timely 
fashion 

• Proper governance not in place 
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Rankings: LIKELIHOOD 
Probability that the risk identified would or would not occur 
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Indicates the risk will 
probably not occur  
 
• Risk event can usually be controlled 
• Strong controls/low tolerance 
• Not likely to occur in the next year 

 

 
 

Indicates there is some 
probability the risk will occur 
 
• Risk event cannot always be 

controlled 
• Missing some elements of strong 

controls/some tolerance 
• Some likelihood to occur in the near 

term if unchecked 
 

 
 
Indicates it is probable 
the risk will occur 
 
• Risk event cannot be controlled 
• Missing numerous elements of 

strong controls/high tolerance 
• Likely to happen if unchecked 
 



Risks for Business Applications 
Risk/Threat Impact Tolerance Controls Likelihood Management Strategies 

FY 14/15 
Internal Audit 

Strategies 
1.  Fail to utilize effective project 
management for new development, 
maintenance, and upgrades 

Moderate Low Strong Not Likely 
Accept the anticipated risk 
levels. 

  

2.  Fail to achieve planned 
measureable outcomes Moderate Low Strong 

Some 
Likelihood 

Evaluate the anticipated 
risk levels 

  

3.  Insufficient number of technical 
staff to meet agency needs Moderate Low 

Some 
Vulnerability 

Some 
Likelihood 

Accept the anticipated risk 
levels. 

  

4.  Technical resources are not skilled 
in the technology Moderate Low Strong 

Some 
Likelihood 

Accept the anticipated risk 
levels. 

  

5. Product owners and business 
stakeholders are not available for 
projects 

Moderate Low Strong 
Some 

Likelihood 
Evaluate the anticipated 
risk levels 

  

6. Product owners are speaking for 
multiple business units and may not 
understand fully the impact of their 
decisions 

Moderate Low Strong 
Some 

Likelihood 
Accept the anticipated risk 
levels. 

  

7.  Development environments are 
too complex to manage Moderate Medium 

Some 
Vulnerability 

Some 
Likelihood 

Evaluate the anticipated 
risk levels 
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Risks for Business Applications 
Risk/Threat Impact Tolerance Controls Likelihood Management Strategies 

FY 14/15 
Internal Audit 

Strategies 
8. Unanticipated legislation is 
approved that results in an 
unplanned project that negatively 
impacts other projects 

Moderate Medium Strong 
Some 

Likelihood 
Accept the anticipated risk 
levels 

  

9. Lack of autonomy negatively 
impacts the ability to implement 
priorities  

Minor Low Strong 
Some 

Likelihood 
Accept the anticipated risk 
levels 

  

10. Lack of accurate project estimates 
disrupt project schedules and 
budgets 

Minor Medium 
Some 

Vulnerability 
Some 

Likelihood 
Evaluate the anticipated 
risk levels 

  

11. Lack of accurate business benefit 
estimates impact project 
prioritization 

Minor Medium 
Some 

Vulnerability 
Some 

Likelihood 
Evaluate the anticipated 
risk levels 
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General Control Structure for 
Business Applications 

Duties and responsibilities are clearly delineated 
between the Board and Director  
Governance Handbook is in place. 

Established methodology (i.e. Agile SCRUM) to 
develop software 
In place. 

SMEs in place 
Provisions in place to ensure technical and business 
SME availability. 

Staff engagement with the OAC ensures 
appropriate oversight  
Regular presentations to the OAC are given. 

Technology software/hardware in place is 
updated/upgraded to support business processes  
In place. 

Rules, policies, SOPs in place  
Some in place. 

Senior Management establishes priorities and 
schedules and CCB provides oversight 
CCB meetings are held monthly and SMT meetings 
are attended as needed. 

Technology software/hardware in place is 
updated/upgraded to ensure adequate security  
Not applicable.   

Communication channels established  
In place. 

Goals and objectives are clearly defined and 
supported by the organizational structure  
Strategic goals and objectives are in place.  Funding 
is finite and may not always meet agency priorities. 

Performance is analyzed, measured, reported 
Strategic performance is measured and reported. 
  

IA and external auditors test control adequacy and 
staff follows up on issues 
In place. 
  

Staff engagement with ADOA (ASET) ensures 
adequate collaboration and timely approval of 
technology investment 
An established relationship with ASET is in place.  
PIJs are created as needed and status is reported 
according to PIJ process. 

Staff duties are properly segregated and 
responsibilities defined 
In place. 

Enterprise Risk Management Committee functions 
as IT security steering committee 
In place. 
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Business Applications Specific 
Controls – by risk number 
Specific Controls for Business Applications by risk number as of April 2014: 
1. (Ineffective project management) State and PMP certified project managers are on staff.  Oversight is provided by the Senior Management 

Team, Change Control Board, Executive Management Team, Operations and Audit Committee, Enterprise Risk Management Committee and 
ASET.  Project managers utilize the PMBOK principles and guidelines.  For new development and upgrades, TSD utilizes the SCRUM application 
development methodology.  Development staff has been trained in the SCRUM methodology which includes retrospective reviews every two 
to three weeks for lessons learned.  TSD utilizes project management and development tools to manage scope, schedule, cost and resources.  
Changes are presented to SMT for approval.  SCRUM process enables requirements to be prioritized with business requirement ranking from 
high to low.      

2. (Outcomes not achieved) SMT defines the successful completion criteria for each project.  TSD utilizes the SCRUM application development 
methodology.  SCRUM methodology includes retrospective reviews every two to three weeks for lessons learned.  SCRUM methodology utilizes 
business users as product owners who communicate and coordinate with business stakeholders to gather and prioritize requirements, review 
development artifacts (documentation, SOPs, applications/programs, etc.)  Business is involved in user acceptance testing and must approve 
prior to moving into production. 

3. (Insufficient staff) SMT assesses the technology application development needs annually to develop a budget and plan for the year.  A gap 
analysis is performed between current staff available and staffing requirements to accomplish tasks.  Work is prioritized according to available 
resources.  As budget allows, outside consultants are utilized as needed.  Recruitments are ongoing.  Management conducts frequent reviews 
for salary increases because technical skills are highly valued and in demand.  Job postings have been revised to attract additional candidates.  
Additional revisions are performed if sufficient candidates do not apply. 

4. (Unskilled staff) Java has been used since 2005 so necessary staff is fully trained.  New hires are generally hired for their technical skills but 
additional on the job training is required before they can be fully productive.  Selection of new technology is influenced by the maturity and 
perceived longevity of the technology.  Any new technology is extensively tested prior to moving to production.  The number of technologies in 
use has been reduced.  Management conducts frequent reviews for salary increases because technical skills are highly valued and in demand.  
There is a training budget in place. 

5. (Unavailable owners/stakeholders) SMT appoints and approves product owners and business stakeholders for projects.  SCRUM start and end 
dates are staggered to accommodate the availability of the business.  The short duration of the sprints limits the impact of product owner and 
stakeholder availability; however with three to five SCRUM teams running projects at a given time, there is an impact to the business. 

6. (Owners unaware of all impacts) SCRUM methodology clearly defines the responsibility of a product owner. TSD provides training materials for 
new product owners.  The Senior Management Team made product owner and stakeholder coordination a priority.  Product owners are 
selected because of their understanding and knowledge of the business areas affected by the development.  Stakeholders are selected to assist 
the product owner based on their knowledge.  The short duration of the sprints provides timely feedback from the stakeholders to the product 
owner and teams.  SCRUM master ensures the process is followed.   
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Business Applications Specific 
Controls – by risk number 
Specific Controls for Business Applications by risk number as of April 2014: 
7. (Development environments complex) The complexity of the tool and ease of management is considered in the tool selection process.  

Tools selected include adequate vendor support.  Some products are now aligned under a single vendor product stack to provide a single 
point of contact.  Staff is trained and SOPs are in place.  A System Architect and a team of technical leads meet weekly and a 
communication channel is in place to disseminate the information to all developers.  Technical online forums are consulted as needed.  
Some deployment steps have been automated. 

8. (Legislation) Designated staff monitors legislation and updates management and the Board.  The Legislature is provided with financial 
and administrative cost impact estimates during the legislative session.  Requests for additional funds and time (future effective date) to 
cover system enhancements are generally submitted.  Management has a process to adjust scheduled projects so FTEs with sufficient 
understanding of the business and process are leading the legislative projects. 

9. (Lack of autonomy) TSD is fully engaged in the PIJ process.  Strong relationships are established with ASET, OSPB and JLBC.   
10. (Inaccurate estimates disrupt project schedules)  SMT chooses from a range of project estimates early in the requirement definition 

process.  TSD uses a software estimation tool to determine the ranges.  CCB actively manages and reviews budget and schedules 
throughout the project. 

11. (Inaccurate estimates disrupt project prioritization) Managers and SMEs work together to develop business need estimates that are 
reviewed by SMT.  SMT matches business needs to the strategic plan and the budget. 
 

 
Future Controls/Gaps for Business Applications by risk number as of April 2014 :  
2. (Outcomes not achieved) TSD will begin reporting back to SMT once per year whether successful completion criteria were met. 
5. (Unavailable owners/stakeholders) Webcasts for SCRUM demonstrations of the functionality being developed are under consideration. 
7. (Development environments complex) Additional deployment steps will be automated reducing the chance for human error.  

Management should consider replacement of some technologies that have expensive licensing costs (FileNet, COGNOS, etc.) which 
prohibit setting up development environments to match production. 

10. (Inaccurate estimates disrupt project schedules) Management should consider refining and documenting methods to estimate hours. 
11. (Inaccurate estimates disrupt project prioritization) Management should consider documenting management procedures for conducting 

business need estimates. 
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Risks for COOP 
Risk/Threat Impact Tolerance Controls Likelihood 

Management 
Strategies 

FY 14/15 
Internal Audit 

Strategies 

1. Business continuity plans are not 
established, tested, reviewed or sufficient 
to support business operations in the 
event of a disaster 

Major Low Strong Not Likely 
Accept the anticipated 
risk levels 

  

2. Current COOP infrastructure in the 
alternate site is inadequate to support 
business needs in the event of a short-
term emergency 

Minor Medium 
Some 

Vulnerability 
Some 

Likelihood 
Evaluate the 
anticipated risk levels 

  

3. Emergency communications are not 
executed effectively 

Moderate Low Strong 
Some 

Likelihood 
Reduce the anticipated 
risk levels 

  

4. COOP infrastructure in the alternate 
site is unavailable  at the same time the 
primary site is unavailable 

Major High Weak Not Likely 
Accept the anticipated 
risk levels 
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General Control Structure for 
COOP 
Duties and responsibilities are clearly delineated 
between the Board and Director  
Governance Handbook is in place. 

Established methodology (i.e. Agile SCRUM) to 
develop software 
Not applicable. 

SMEs in place 
In place. 

Staff engagement with the OAC ensures 
appropriate oversight  
Regular presentations to the OAC are given. 

Technology software/hardware in place is 
updated/upgraded to support business processes  
Some in place. 

Rules, policies, SOPs in place  
In place. 

Senior Management establishes priorities and 
schedules and CCB provides oversight 
SMT meetings are attended as needed. 

Technology software/hardware in place is 
updated/upgraded to ensure adequate security  
Some in place.   

Communication channels established  
In place. 

Goals and objectives are clearly defined and 
supported by the organizational structure  
Strategic goals and objectives are in place. 

Performance is analyzed, measured, reported 
Strategic objective performance is measured and 
reported. 
  

IA and external auditors test control adequacy and 
staff follows up on issues 
In place. 
  

Staff engagement with ADOA (ASET) ensures 
adequate collaboration and timely approval of 
technology investment 
An established relationship with ASET is in place.  
PIJs are created as needed and status is reported 
according to PIJ process. 

Staff duties are properly segregated and 
responsibilities defined 
In place. 

Enterprise Risk Management Committee functions 
as IT security steering committee 
In place. 
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COOP Specific Controls - by risk number 

1. (Lacking COOP plan) Periodic comprehensive tests are performed to evaluate the ability to recover core business systems in Tucson 
should a short duration incident occur.   IMD’s COOP is integrated into overall agency COOP.  The Business Impact Assessment (BIA) is 
periodically reviewed and updated to verify threats, recovery time objectives, and disaster recovery (DR) staffing requirements.  Internal 
Audit monitors COOP tests and consults as necessary.  

2. (Inadequate infrastructure in DR site) The after-action reports are considered when evaluating equipment purchases for the alternate 
site.  COOP exercise results are utilized to enhance system performance.  The current process is to limit the number of persons utilizing 
the systems and the order in which work is performed to bring up infrastructure.   Regular reviews are performed to determine the 
business impact of each system to prioritize adequacy.  Each division has identified critical systems that must be operational within 
designated timeframes in a disaster situation and management is aware of current infrastructure limitations.  Each division has assigned 
appropriate personnel to their role in a disaster.  A procedure is in place to work with Procurement to acquire any essential equipment 
during a disaster. 

3. (Ineffective communication) An emergency contact phone tree is regularly updated.  A conference line is in place that can be used in an 
emergency situation.  Staff is aware of their COOP role (telecommute, drive to Tucson, administrative leave, etc.).  An SOP is in place.  
Communication is discussed during the COOP exercises, whether live or tabletop.  TSD works cooperatively with ADEM. 

4. (No third level redundancy) The alternate site is more than 100 miles from the primary site to reduce the likelihood of risk occurrence.   
Upon request the disbursement bank can issue payrolls based on previous month’s pension run.  The public ASRS website is hosted 
offsite.  IMD has provisions to continue operations independent of the alternate site.  
 

 
Future Controls/Gaps for COOP by risk number as of April 2014 :  
2. (Inadequate infrastructure in DR site) A review process is underway to evaluate modernizing equipment used in the alternate site.  

Management should consider reviewing the cost vs. capability decisions that have been made regarding the COOP infrastructure.  
Management should consider defining acceptable system responsiveness at the alternate site. 

3. (Ineffective communication) Management should consider more frequent tests of the emergency phone tree and communicator system. 
4. (No third level redundancy) Management should consider a third level of redundancy . 
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Risks for Network Applications 
Risk/Threat Impact Tolerance Controls Likelihood 

Management 
Strategies 

FY 14/15 Internal 
Audit Strategies 

1.  Information systems are not 
secure from external threats or 
electronic intrusions, including illegal, 
unethical, or fraudulent data 
manipulation, financial 
disbursements, and identity theft 

Major Low 
Some 

Vulnerability 
Some 

Likelihood 
Reduce the anticipated 
risk levels. 

IA audit scheduled for 
FY 15 

2. Information systems are not 
secure from internal threats or 
physical intrusions, including illegal, 
unethical, or fraudulent data 
manipulation, financial 
disbursements, and identity theft 

Major Low 
Some 

Vulnerability 
Some 

Likelihood 
Reduce the anticipated 
risk levels. 

IA audit scheduled for 
FY 15 

3. Information systems, applications, 
and data are not recoverable from 
system outages and/or physical loss 

Major Low Strong Not Likely Accept the anticipated 
risk levels. 

IA audit scheduled for 
FY 15 

4. Proper sanitation of equipment is 
not performed prior to disposal 
causing a loss of data 

Moderate Low Strong Not Likely Evaluate the 
anticipated risk levels. 

IA audit scheduled for 
FY 15 

5. Non-secure email containing PII is 
sent  

Major Low 
Some 

Vulnerability 
Some 

Likelihood 
Evaluate the 
anticipated risk levels. 

IA audit scheduled for 
FY 15 

6. Unauthorized information 
containing non-PII sensitive data is 
released 

Major Low 
Some 

Vulnerability 
Some 

Likelihood 
Evaluate the 
anticipated risk levels. 

IA audit scheduled for 
FY 15 

7. Not enough technical resources to 
meet strategic objectives, state 
standards, and targeted Gartner 
maturity levels 

Major Low 
Some 

Vulnerability 
Some 

Likelihood 
Reduce the anticipated 
risk levels. 

IA audit scheduled for 
FY 15 
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Risks for Network Applications 
Risk/Threat Impact Tolerance Controls Likelihood 

Management 
Strategies 

FY 14/15 Internal 
Audit Strategies 

8. SOPs inadequate or not in place 
(seldom used processes not covered) Minor Medium 

Some 
Vulnerability 

Some 
Likelihood 

Reduce the anticipated 
risk levels. 

IA audit scheduled for 
FY 15 

9. Processing speed is not meeting 
business needs    
 

Minor Medium 
Some 

Vulnerability 
Some 

Likelihood 
Evaluate the 
anticipated risk levels. 

IA audit scheduled for 
FY 15 

10. The schedule of network 
hardware and software upgrades is 
not presented timely to Senior 
Managers or is not complete 

Minor Medium Strong Not Likely Accept the anticipated 
risk levels. 

IA audit scheduled for 
FY 15 

11. Telephone system could 
experience a hardware/software 
failure 

Minor Low Strong Not Likely Evaluate the 
anticipated risk levels. 

IA audit scheduled for 
FY 15 

12. Telephone carrier may 
experience an outage Minor Low Strong Not Likely Accept the anticipated 

risk levels. 
IA audit scheduled for 
FY 15 

13. Hardware (servers, switches, 
etc.) failures may occur Minor Low Strong 

Some 
Likelihood 

Accept the anticipated 
risk levels. 

IA audit scheduled for 
FY 15 

14. Software application failures may 
occur Minor Low Strong 

Some 
Likelihood 

Accept the anticipated 
risk levels. 

IA audit scheduled for 
FY 15 

15. HelpDesk survey sample size 
does not allow for effective 
measurement 

Minor High 
Some 

Vulnerability 
Some 

Likelihood 
Evaluate the 
anticipated risk levels. 

IA audit scheduled for 
FY 15 

16. Unplanned  
hardware/software/licensing 
purchases negatively impacts pre-
planned purchases 

Moderate Medium 
Some 

Vulnerability 
Likely Evaluate the 

anticipated risk levels. 
IA audit scheduled for 
FY 15 
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Risks for Network Applications 
Risk/Threat Impact Tolerance Controls Likelihood 

Management 
Strategies 

FY 14/15 Internal 
Audit Strategies 

17. ASRS software licensing 
compliance is not adequate Moderate Low 

Some 
Vulnerability 

Some 
Likelihood 

Evaluate the 
anticipated risk levels. 

IA audit scheduled for 
FY 15 

18. Vendor licensing structures are 
too complex to effectively manage Moderate Medium 

Some 
Vulnerability 

Some 
Likelihood 

Evaluate the 
anticipated risk levels. 

IA audit scheduled for 
FY 15 

19. Lack of autonomy to make 
technology investments to meet 
business needs 

Minor High 
Some 

Vulnerability 
Some 

Likelihood 
Accept the anticipated 
risk levels. 

IA audit scheduled for 
FY 15 

20. Technical resources are not fully 
trained in all areas of responsibility Moderate Medium 

Some 
Vulnerability 

Some 
Likelihood 

Reduce the anticipated 
risk levels. 

IA audit scheduled for 
FY 15 

21. TSD is not involved early enough 
in business-led projects to properly 
assess technology impact   
 

Minor Medium 
Some 

Vulnerability 
Some 

Likelihood 
Reduce the anticipated 
risk levels. 

IA audit scheduled for 
FY 15 

22. A system breach goes 
undetected Major Low 

Some 
Vulnerability 

Some 
Likelihood 

Reduce the anticipated 
risk levels. 

IA audit scheduled for 
FY 15 

23. Unauthorized data gets stored in 
the cloud Minor Low 

Some 
Vulnerability 

Some 
Likelihood 

Evaluate the 
anticipated risk levels. 

IA audit scheduled for 
FY 15 
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General Control Structure for 
Network Applications 
Duties and responsibilities are clearly delineated 
between the Board and Director  
Governance Handbook is in place. 

Established methodology (i.e. Agile SCRUM) to 
develop software 
Not Applicable. 

SMEs in place 
Some in place.  Gaps have been identified in critical 
areas that need to be addressed. 

Staff engagement with the OAC ensures 
appropriate oversight  
Regular presentations to the OAC are given. 

Technology software/hardware in place is 
updated/upgraded to support business processes  
In place. 

Rules, policies, SOPs in place  
Some in place. 

Senior Management establishes priorities and 
schedules and CCB provides oversight 
CCB meetings are held monthly and SMT meetings 
are attended as needed.  Common control #8 
(ERMC) in place. 

Technology software/hardware in place is 
updated/upgraded to ensure adequate security  
In place.   

Communication channels established  
Some in place.  Gaps have been identified in 
business-led projects. 

Goals and objectives are clearly defined and 
supported by the organizational structure  
Strategic goals and objectives are in place.  The 
State of AZ has adopted NIST standards for all state 
agencies.  NIST standards for IT security need to be 
incorporated into the Strategic Plan. 

Performance is analyzed, measured, reported 
Strategic objective performance is measured and 
reported. 
  

IA and external auditors test control adequacy and 
staff follows up on issues 
In place. 
  

Staff engagement with ADOA (ASET) ensures 
adequate collaboration and timely approval of 
technology investment 
An established relationship with ASET is in place.  
PIJs are created as needed and status is reported 
according to PIJ process. 

Staff duties are properly segregated and 
responsibilities defined 
In place. 

Enterprise Risk Management Committee functions 
as IT security steering committee 
In place. 
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Network Applications Specific 
Controls - by risk number 

Specific Controls for Network Applications by risk number as of April 2014: 
1. (Not secure from external threats) Operations geared toward meeting clearly defined NIST standards, overseen and supported by ERMC. 

The Enterprise Risk Management Committee is in place. Measures to secure externally facing systems include: Firewalls, web filtering, 
network investigation tool , application and device control for PC, third party patch management, data loss prevention software for 
email, end point protection on PC and servers, log event managing system, administrative controls, independent network monitoring, 
undergo internal and external security audits and perform remediation, full disk encryption for laptops and thumb drives, policies and 
procedures in place, schedules are in place to replace hardware/software, inventory controls in place, and some whitelisting (stops 
unauthorized installation/execution) in place.   

2. (Not secure from internal threats) Operations geared toward meeting clearly defined NIST standards, overseen and supported by ERMC. 
The Enterprise Risk Management Committee is in place.  Web filtering blocks malicious websites from staff.  Every employee signs a 
security agreement annually.  Telecommuting employees are made aware of the risks and consequences and sign an agreement.  Agency 
follows the recommended Remediation Roadmap from the Information Security Assessment Report (January 2014) and conducts annual 
or bi-annual external compliance assessments.  Security documentation has been standardized on the NIST framework.  Code reviews are 
performed.  The ERMC action plan is monitored.  Software is used to discover new network risks.  Risk mitigation strategies include : See 
response to #1, badging system, policy and procedures, and restrictions to ASRS floors, secure file transfer, physical access restrictions 
and monitoring (i.e. cameras, panic buttons, updated access reporting), and key control program. 

3. (Systems/data not recoverable) Operations geared toward meeting clearly defined NIST standards, overseen and supported by ERMC.  
Continuity of Operations Plan ensures information systems, applications, and data are recoverable.  ASRS uses a dual method of backup 
of its data systems disk to tape and disk to disk.  Backup tapes are sent to an offsite location.  Mirroring of key databases and files are 
being completed to our off-site facility. 

4. (Improper sanitation prior to disposal) Operations geared toward meeting clearly defined NIST standards, overseen and supported by 
ERMC.  All hard drives are removed from devices prior to disposal and shredded by a third party vendor.  Prior to being sold as surplus, 
items require a TSD certification in writing of proper cleansing prior to disposal by Procurement.  Updated Surplus Property SOP in place 
and is adhered to.  Only encrypted printer drives are used and the destruction software is purchased at the same time the printer is 
purchased; additionally the hard drives are removed and shredded prior to disposal.  Every surplus pick up is witnessed by TSD staff. 

5. (Non-secure email with PII) Operations geared toward meeting clearly defined NIST standards, overseen and supported by ERMC.  
Control software (an email inspection tool and secure file transfer) in place.  Role based access controls in place.     

6. (Unauthorized information release) See response to #2 above. 
7. (Not enough resources) Operations geared toward meeting clearly defined NIST standards, overseen and supported by ERMC.  Focused 

subgroups (Security, Tier I HelpDesk and Tier II Networking) have been established to manage the individual tasks.  Cross-training has 
been increased for all networking activities.  Formalized remediation of scan results and an enhanced patch management strategy have 
been implemented.  Security training provided for development and testing.  Schedules are coordinated with resource availability. 
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Network Applications Specific 
Controls - by risk number 

Specific Controls for Network Applications by risk number as of April 2014: 
8. (SOPs inadequate) Operations geared toward meeting clearly defined NIST standards, overseen and supported by ERMC.  Where 

applicable, procedures are available to map to NIST standards.  Some SOPs are in place.  The desk procedures are reviewed and updated 
as needed (when HelpDesk tickets are resolved, when infrastructure changes are made, etc.). 

9. (Processing speed inadequate) TSD evaluates business needs when determining the adequacy of technology.  Response times are now 
addressed in project charters and evaluated by the CCB as needed.  Any degradation of speed is reported to HelpDesk. 

10. (Upgrade schedule not complete/communicated) Operations geared toward meeting clearly defined NIST standards, overseen and 
supported by ERMC.  Regular meetings to assess security vulnerabilities end of life support and systems compatibility are held in TSD to 
determine needed upgrades.  A regular schedule is established to present findings/recommendations to Senior Management.  
Unanticipated, mid-year upgrades are presented to SMT as needed. 

11. (Telephone system failure) Hardware has built-in redundancy to guard against failure.  The system is mature and stable.  Vendor support 
is reliable with established service level agreements in place.   

12. (Telephone carrier outage) Carriers have redundancy to guard against outages.  Vendor support is reliable with established service level 
agreements in place. 

13. (Hardware failure) Some components have built-in redundancy to guard against failure.  A stable, virtualized environment helps prevent 
outages and makes recovery faster.  A disaster recovery site has been established and is regularly tested.  Alerts will notify dedicated staff 
in the event of a failure. 

14. (Software failure) Operations geared toward meeting clearly defined NIST standards, overseen and supported by ERMC.  System and 
user acceptance tests are run prior to releasing new software.  Database redundancy is established.  Vendor support is in place.  A stable, 
virtualized environment helps prevent outages and makes recovery faster.  A disaster recovery site has been established and is regularly 
tested.  Alerts will notify dedicated staff in the event of a failure. An established configuration management process is in place for 
software releases.  Patches are tested on subgroups of servers and workstations prior to rollout.     

15. (Survey sample inadequate) A survey is sent with every ticket that is closed. 
16. (Negative impact of unplanned purchases) HelpDesk purchase requests are reviewed and prioritized by NIS management as they are 

submitted.  Purchase requests must first be approved by the requestor’s supervisor.  SMT is involved once a dollar threshold is reached.  
Unplanned purchases are subject to budget availability. 

17. (Licensing compliance inadequate) A software asset licensing tool records the licenses as they are purchased.  Twice per year 
reconciliations of installations to purchases are performed.  Some agreements involve semi-annual true-ups (at six month mark buy any 
additional licensing as needed).  Manual checks are performed against what is installed to determine license availability at the time of 
request for certain software.  Internal Audit conducts periodic reviews. 
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Network Applications Specific 
Controls - by risk number 

Specific Controls for Network Applications by risk number as of April 2014: 
18. (Licensing structures too complex) Detailed contract reviews are conducted by TSD and Procurement prior to purchase or upon 

ownership or product changes. 
19. (Lack of autonomy) TSD is fully engaged in the PIJ process.  Strong relationships are established with ASET, OSPB and JLBC. 
20. (Staff not trained) Operations geared toward meeting clearly defined NIST standards, overseen and supported by ERMC.  New hires are 

generally hired for their technical skills but additional on the job training is required for tools, technologies and processes before they can 
be fully productive (3 to 9 months).  Cross-training has been increased for all networking activities.  Other TSD resources are used to fill 
gaps in knowledge. 

21. (Timing of TSD participation in projects) Some business-lead projects have TSD representatives on their steering committees.  Only TSD 
purchases software.  TSD performs security assessments on cloud endeavors.  TSD communicates to SMT when competing priorities 
exist. 

22. (Undetected breach) Operations geared toward meeting clearly defined NIST standards, overseen and supported by ERMC.  Notifications 
of vulnerabilities are received from external and internal entities.  Resources are redirected to address threats.  Industry standard devices 
and practices are utilized within ASRS IT environment.  Processes and procedures are in place to remediate threats.  Automatic updating 
of threat definitions on various security appliances. 

23. (Unauthorized cloud data) Operations geared toward meeting clearly defined NIST standards, overseen and supported by ERMC.  A cloud 
policy and SOP are in place and have been communicated.  SMT must approve new and modifications to existing cloud ventures.  A 
security audit for each vendor and venture is performed according to NIST, FedRamp, and other security frameworks. 
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Future Network Applications 
Controls / Gaps - by risk number 

1. (Not secure from external threats) Achieve targeted Gartner Security Maturity levels.  Researching web application firewall and data loss 
prevention tools.  Evaluating expanding the whitelisting scope.  Need to more fully configure log event management system tool.  
Management should evaluate current resource allocation for security tool management.  ERMC will communicate more broadly their 
function as the IT Security Steering Committee to staff. 

2. (Not secure from internal threats) Achieve targeted Gartner Security Maturity levels.  Researching network employee behavior 
monitoring tool.  Management should evaluate current resource allocation for security tool management.  Management is working on 
resuming background checks on ASRS staff.  ERMC will communicate more broadly their function as the IT Security Steering Committee 
to staff. 

3. (Systems/data not recoverable) Achieve targeted Gartner Security Maturity levels.  Management should evaluate equipment upgrade.  
Management should evaluate the necessity of a third level of redundancy. 

4. (Improper sanitation prior to disposal) Achieve targeted Gartner Security Maturity levels.  Management should evaluate shredding 
procedures (witnessing the destruction).  Evaluating degausser (magnetized hard drive cleaner) purchase. 

5. (Non-secure email with PII) Achieve targeted Gartner Security Maturity levels.  Management should evaluate whether additional 
controls should be implemented. 

6. (Unauthorized information release) Achieve targeted Gartner Security Maturity levels.  Management should evaluate whether additional 
controls should be implemented. 

7. (Not enough resources) Achieve targeted Gartner Security Maturity levels.  Management will request required permission and approvals 
to add resources needed. 

8. (SOPs inadequate) Achieve targeted Gartner Security Maturity levels.  Gaps in SOPs will be identified and addressed at least annually.  An 
overall security policy detailing security controls is under development. 

9. (Processing speed inadequate) Management will begin surveying user satisfaction. 
11. (Telephone system failure) Replacing the telephone system is being discussed with AZNet II. 
15. (Survey sample inadequate) TSD will review the survey questions and the survey management process.   
16. (Negative impact of unplanned purchases) Management should consider annual budget requests. 
17. (Licensing compliance inadequate) Management should consider enhancing the tool and/or process to ensure ASRS maintains 

compliance (regular discoveries, etc.). 
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Future Network Applications 
Controls / Gaps - by risk number 

18. (Licensing structures complex) Management should consider increasing the involvement of Procurement to include assistance in the 
review of contract licensing structure/terms. 

20. (Staff not trained) Achieve targeted Gartner Security Maturity levels.  Management should consider having more advanced training in 
various technical areas (i.e. virtualization, multiple operating systems, and project management methodologies) contingent on 
management’s success in attaining more resources. 

21. (Timing of TSD participation in projects) Management should consider following a standard process for non-TSD led projects to ensure 
technology needs are considered early enough to provide adequate lead time. 

22. (Undetected breach) Achieve targeted Gartner Security Maturity levels.  Management should consider hiring additional certified security 
resources to effectively monitor security appliances and purchasing additional security appliances. 

23. (Unauthorized cloud data) Achieve targeted Gartner Security Maturity levels.  TSD will monitor other external entities for their 
participation in the cloud to determine if ASRS should modify current practices.  Management should consider options to review cloud 
policy compliance. 
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Appendix A 
Enterprise Risk Management Process 
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Enterprise Risk Management 
• Enterprise Risk Management (ERM) Committee:  

• Led by the Deputy Director and comprised of Senior Managers 
• Under the oversight of the OAC  
• Communicates activities and findings to the Director 
• Works collaboratively with Internal Audit  
• Produces risk assessments and control strategies 
 

• Risk: Any event that impacts, impedes, or interferes with the 
agency’s ability to achieve its strategic priorities, goals, and 
objectives 
 

• Risk management process conducted in accordance with principles 
espoused by the Committee of Sponsoring Organizations (COSO)  

“Enterprise risk management is a process, effected by an entity’s board of directors, management and other personnel, 
applied in strategy setting and across the enterprise, designed to identify potential events that may affect the entity, and 
manage risk to be within its risk appetite, to provide reasonable assurance regarding the achievement of entity 
objectives.” 
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COSO Components of ERM 
• Control Environment (Board, Executive and Senior Management set tone, philosophy, 

risk appetite) 

 

• Risk Assessment (Iterative process for identifying/analyzing risks to achieving 
goals/objectives and determining how risks should be managed) 

 

• Control Activities (Actions established to ensure risk mitigation) 

 

• Information and Communication (Enables the Board, management, staff, and 
other stakeholders to understand internal control responsibilities and day-to-day control 
activities) 

 

• Monitoring (Ongoing evaluations to ensure internal control components are present and 
functioning) 

 
COSO Framework – May 2013 
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Risk Assessment Steps 
• The risk assessment document groups major functions according to 

the agency’s strategic plan 
 

• Workgroups [comprised of Senior Managers and subject matter experts (SMEs)]: 
• Identify risks to achieving the strategic goals and objectives 
• Rank the risks and controls using a heat chart 
• Identify current risk control strategies 
• Identify control strategies under development/consideration 

 
• ERM Committee:  

• Establishes the control environment, including the general internal 
control structure, tolerance levels, and risk parameters (impacts, 
likelihood) 

• Reviews the findings of SME workgroups; identifies control gaps  
• Ensures risk mitigation responsibilities and strategies are clearly 

identified 
• Monitors administration and progress 

 
• Director and OAC receive periodic updates from the ERM Committee 
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Risk Assessment Sample Layout 
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Duties and responsibilities are clearly 
delineated between the Board and Director  

Staff engagement with ADOA (ASET) ensures 
adequate collaboration and timely approval 
of technology investment 

Performance is analyzed, 
measured, reported 

Communication 
channels established 

Staff engagement with the OAC ensures 
appropriate oversight 

Established methodology (i.e. Agile SCRUM) 
to develop software 

Staff duties are properly 
segregated and responsibilities 
defined 

IA and external auditors 
test control adequacy 

Senior Management establishes priorities and 
schedules and CCB provides oversight 

Technology software/hardware in place is 
updated/upgraded to support business 
processes 

SMEs in place Staff follows up on audit 
issues 

Goals and objectives are clearly defined and 
supported by the organizational structure 

Technology software/hardware in place is 
updated/upgraded to ensure adequate 
security 

Rules, policies, SOPs, after-action 
reports in place 

Risk/Threat Impact Tolerance Controls Likelihood Management Strategies 
FY 14/15 Internal Audit 
Strategies 

1. Individual Risk Minor Low Strong Not Likely 
Accept, Reduce, 
 Evaluate or Avoid 

Quality Reviews, Employer 
Audits, Fraud Hotline or 
Possible Audit 

2. Individual Risk Moderate Medium 
Some 

Vulnerability 
Some 

Likelihood 
Accept, Reduce, 
 Evaluate or Avoid 

Quality Reviews, Employer 
Audits, Fraud Hotline or 
Possible Audit 

3. Individual Risk Major High Weak Likely 
Accept, Reduce, 
 Evaluate or Avoid 

Quality Reviews, Employer 
Audits, Fraud Hotline or 
Possible Audit 



Enterprise Risk 
Management 
OAC Presentation 

Focus on Agency Budget and Workforce 
July 2013 
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Section One 
Executive Summary: Highlighted Risks and Control Strategies 
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ASRS Strategic Goal #4: 
 

Ensure consistent, high performance within 
the agency by supporting an effective 

operating cost structure and a workforce 
that reflects agency values. 

 
‘Agency Budget and Workforce’ comprised of 

Budget, Human Resources Development,  
PRIDE Initiative, and Training and Development 

3 



Highlighted Risks and Strategies 
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Risk/Threat 
Inherent 
Impact 

Tolerance Controls Likelihood 
Residual 
Impact 

Management 
Strategies 

1.  Budget appropriation is not 
enacted into law 

Major Low 
Some 

Vulnerability 
Some 

Likelihood 
Moderate 

Accept the 
anticipated 
risk levels. 

Specific control strategies as of June 2013: Senior Management prioritizes recruitments to balance the cost of attracting and retaining 
qualified staff with business demands. Continuous process improvement is in place in order to reduce costs and create savings and 
opportunities to meet job market and salary demands. 
 

Future Control: AZ state personnel system has provided a variety of compensation strategies. The conversion of the 5% critical retention 
payment to a base pay adjustment may help retain staff.  Budgeting for salary administration is under consideration. 

Budget  (Section Two, page 11) 

7. The job market and salaries 
outpace budget  

Major Medium 
Some 

Vulnerability 
Some 

Likelihood 
Moderate 

Reduce the 
anticipated 
risk levels. 

2.  Lack of autonomy over the 
budget 

Major Medium 
Some 

Vulnerability 
Some 

Likelihood 
Moderate 

Accept the 
anticipated 
risk levels. 

Specific control strategies as of June 2013: An alternate strategy, ASRS Interim Plan for continuation of basic service operations pending FY 
state budget approval, has been developed to ensure critical operations continue.  
 

Future Control: The ASRS Interim Plan for continuation of basic service operations pending FY state budget approval plan will be reviewed as 
needed.   

Specific control strategies as of June 2013: Staff maintains strong relationships with executive and legislative branches, including JLBC and 
OSPB analysts.  A formalized budget process and ongoing Director and Board oversight are in place.   Staff has a high level of expertise and 
management has a high level of familiarity and involvement.  Specific expenditures are not subject to legislative appropriation. 

CONCLUSION:  Manageable 



Highlighted Risks and Strategies 
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Human Resources Development  (Section Two,  page 14) 

Risk/Threat 
Inherent 
Impact 

Tolerance Controls Likelihood 
Residual 
Impact 

Management 
Strategies 

3. and  4. Total compensation 
(salaries and benefits) is 
insufficient to attract and/or 
retain needed staff 

Major Low 
Some 

Vulnerability 
Some 

Likelihood 
Moderate 

Reduce the 
anticipated 
risk levels. 

Specific control strategies as of June 2013: AZ state personnel system manages compensation and classifications. There is opportunity to 
request exceptions; however, compensation for some classifications remains below market. AZ state personnel system has provided a variety of 
compensation strategies that allow for both permanent base pay adjustments and variable  pay incentives and options. The compensation 
strategies allow for hiring incentives.  The 5% critical retention pay helped ASRS retain personnel.  Beginning July 2013, the 5% critical retention 
payments will continue as an increase to base pay.  ASRS offers tuition assistance and professional certification coverage.  
 

Future Control: AZ state personnel system has provided a variety of compensation strategies. The conversion of the 5% critical retention 
payment to a base pay adjustment may help retain staff.  Budgeting for salary administration is under consideration. 

6. ASRS work environment is 
unsatisfactory in order to 
attract and/or retain needed 
staff 

Moderate Low 
Some 

Vulnerability 
Some  

Likelihood 
Moderate 

Reduce the 
anticipated 
risk levels. 

Specific control strategies as of June 2013: ASRS has good governance, invests in leadership development and has a safe, attractive work 
environment.  The PRIDE Initiative sets the tone for the agency with two workgroups specifically focused on work environment issues.  
Employees are surveyed and follow up is conducted.  Management and employees are engaged in the work environment and issues are 
addressed timely.  Staff is encouraged to share new ideas.  Agency is focused on communication (e.g., IQ, Ask Paul and Anthony, etc.).  
 

Future Control: A task list has been developed and work is underway, through a variety of channels, to enhance the work environment. ASRS 
will continue to follow up on and evaluate employee survey results. 

CONCLUSION:  Manageable 



Highlighted Risks and Strategies  

6 
Specific control strategies as of June 2013: Employee satisfaction is measured using surveys.  The PRIDE Work Environment group focuses on 
this issue.  Arizona state statutes limit the range of recognition options available.  
 

Future Control: AZ state personnel system has  provided a variety of compensation strategies . The ASRS has developed a plan that utilizes 
many of the strategies; the plan will be submitted to ADOA for approval in August 2013. 

15. Inadequate background 
checks result in substandard 
hiring 

Moderate Low 
Some 

Vulnerability 
Some 

Likelihood 
Moderate 

Reduce the 
anticipated 
risk levels. 

Human Resources Development   (Section Two, pages 14-15) 

Specific control strategies as of June 2013: Prior employment, professional references, education, and certifications are verified prior to 
employment.  Criminal background is no longer verified due to state personnel reform and lack of legislative or executive order permission.  
 

Future Control: ASRS may explore seeking authorization to conduct criminal background checks.  

PRIDE Initiative  (Section Two, page 20) 

5. If staff are not satisfied with 
the agency’s efforts to 
recognize achievement 

Moderate Medium 
Some 

Vulnerability 
Some 

Likelihood 
Moderate 

Reduce the 
anticipated 
risk levels. 

Specific control strategies as of June 2013: A good relationship exists with ADOA Shared Services.  ASRS has strong documentation to support 
requests.  
 

Future Control: ASRS will review any impacts and continue to explore opportunities to improve results and outcomes. 

CONCLUSION:  Manageable 

Risk/Threat 
Inherent 
Impact 

Tolerance Controls Likelihood 
Residual 
Impact 

Management 
Strategies 

7. State Personnel System 
delays hiring, retention, and 
termination of staff 

Moderate Medium 
Some 

Vulnerability 
Some 

Likelihood 
Moderate 

Reduce the 
anticipated 
risk levels. 



Section Two 
Ranking Criteria, Control Structures and Strategies, and  

Heat Charts for Agency Budget and Workforce Risks 
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Rankings: IMPACT 
• Inherent Impact: Measures the impact in absence of controls 
• Residual Impact: Measures the impact after controls have been implemented 

8 

 
Indicates a risk occurrence 
would create no noticeable:  
Disruption to normal operations 

• Vacancy and/or turnover rate causes a minor impact 
to ability to meet strategic objectives 

• Miss recruitment turnaround for non-critical 
positions (example: external/internal staff can cover 
temporarily) 

• Lack of budget enactment/autonomy and/or the 
inability to attract and retain staff of sufficient 
quality has a minor impact on the ability to meet 
goals and objectives and perform according to PRIDE 
values  

 

Financial impact  
• Impact to Investment Management, General 

Accounting, budget, disbursements, contribution 
collection/accounting, and third party vendor as 
defined in their areas of the risk assessment 

 

Reputation/public image damage 
 Inability to recruit and retain adequate personnel 

creates a minor impact to our ability to meet goals 
and objectives and provide adequate customer 
service 

  
Indicates a risk occurrence could 
create a modest:  
Disruption to normal operations 
 Vacancy and/or turnover rate causes a moderate 

impact to ability to meet strategic objectives 
• Miss recruitment turnaround for some critical 

positions (example: external/internal staff can cover 
some tasks but not all) 

• Lack of budget enactment/autonomy and/or the 
inability to attract and retain staff of sufficient 
quality has a moderate impact on the ability to meet 
goals and objectives and perform according to PRIDE 
values  

 

Financial impact  
• Impact to Investment Management, General 

Accounting, budget, disbursements, contribution 
collection/accounting, and third party vendor as 
defined in their areas of the risk assessment 

 

Reputation/public image damage 
 Inability to recruit and retain adequate personnel 

creates a moderate impact to our ability to meet 
goals and objectives and provide adequate customer 
service 

  
Indicates a risk occurrence could 
create a significant: 
Disruption to normal operations 

• Vacancy and/or turnover rate causes a major impact 
to ability to meet strategic objectives 

• Miss recruitment turnaround for numerous critical 
positions (example: external/internal staff can cover 
few tasks) 

• Lack of budget enactment/autonomy and/or the 
inability to attract and retain staff of sufficient 
quality has a major impact on the ability to meet 
goals and objectives and perform according to PRIDE 
values  

 

Financial impact  
• Impact to Investment Management, General 

Accounting, budget, disbursements, contribution 
collection/accounting, and third party vendor as 
defined in their areas of the risk assessment 

 

Reputation/public image damage 
 Inability to recruit and retain adequate personnel 

creates a major impact to our ability to meet goals 
and objectives and provide adequate customer 
service 



Rankings: CONTROLS 
 

Indicates the controls in place 
are strong and will mitigate 
manageable risk  
 
• Independence and autonomy allow the agency to 

meet goals and objectives 
• Staff engagement in Board, Governor’s Office, 

and Legislative budget approval processes 
support risk mitigation of staff issues (Budget) 

• Duties and responsibilities are clearly delineated 
between the Board and Director 

• Staff engagement with the OAC ensures 
appropriate follow-up regarding staff issues (HR 
and Budget) 

• Goals and objectives are clearly defined and 
supported by the organizational structure 

• Performance is analyzed, measured, reported  
• Staff duties, responsibilities defined 
• SMEs in place 
• Rules, policies, SOPs in place (HR, Training and 

Budget) 
• State personnel system supports ASRS’s strategic 

goals and objectives (HR) 
• Communication channels established 
• Agency practices are reviewed by external legal 

counsel specializing in employment law (HR) 
• Agency practices, compensation, and benefits are 

researched and compared to industry best 
practices and market forces (HR) 

• IA verifies control adequacy (HR and Training) 
• Staff follows up on audit issues (HR and Training) 

 
Indicates the controls in place 
have areas of vulnerability that 
may not, or may not always, 
mitigate manageable risk 
 
• Constraints on independence and 

autonomy impede the agency’s ability 
to meet some goals and objectives 

 

 
Indicates the controls in place 
are not adequate to mitigate 
manageable risk 
 
• Subject matter expertise is substandard 
• Goals and objectives are unclear 
• Automated information system 

controls are not in place 
• Internal Audit does not verify the 

adequacy of controls 
• Performance is not analyzed, 

measured, or reported 
• Constraints on independence and 

autonomy impede the agency’s ability 
to meet many goals and objectives 
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Strengthen controls to lessen risk 



Rankings: LIKELIHOOD 
Probability that the risk identified would or would not occur 
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Indicates the risk will 
probably not occur  
 
• Risk event can usually be controlled 
• Strong controls/low tolerance 
• No changes expected in the 

external environment 
• Adequate degree of autonomy over 

budget and staffing decisions 

 

 
 

Indicates there is some 
probability the risk will occur 
 
• Risk event cannot always be 

controlled 
• Missing some elements of strong 

controls/some tolerance 
• Changes might occur in the external 

environment 
• Some lack of autonomy over budget 

and staffing decisions 
 

 
 
Indicates it is probable 
the risk will occur 
 
• Risk event cannot be controlled 
• Missing numerous elements of 

strong controls/high tolerance 
• Changes likely to occur in the 

external environment 
• Significant lack of autonomy over 

budget and staffing decisions 
 



Risks for Budget 
Risk/Threat 

Inherent 
Impact 

Tolerance Controls Likelihood 
Residual 
Impact 

Management 
Strategies 

FY 14/15 
Internal Audit 

Strategies 

1.  Budget appropriation is not 
enacted into law 

Major Low 
Some 

Vulnerability 
Some 

Likelihood 
Moderate 

Accept the 
anticipated risk 
levels. 

  

2.  Lack of autonomy over the 
budget 

Major Medium 
Some 

Vulnerability 
Some 

Likelihood 
Moderate 

Accept the 
anticipated risk 
levels. 

  

3.  Unable to develop, complete, 
and deliver a budget request by 
September  

Moderate Medium Strong Not Likely Minor 
Accept the 
anticipated risk 
levels. 

  

4.  Misuse of financial resources Major Low Strong Not Likely Minor 
Accept the 
anticipated risk 
levels. 

  

5.  Poor budget monitoring, 
evaluation, reporting, and 
forecasting 

Major  Low Strong Not Likely Minor 
Accept the 
anticipated risk 
levels. 

  

6.  Spreadsheets contain incorrect 
formulas and/or data 

Moderate Low Strong Not Likely Minor 
Accept the 
anticipated risk 
levels. 

 Quality review 

7.  The job market and salaries 
outpace budget  

Major Medium 
Some 

Vulnerability 
Some 

Likelihood 
Moderate 

Reduce the 
anticipated risk 
levels. 
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General Control Structure for 
Budget 

Independence and autonomy allow the agency 
to meet goals and objectives 
 
Manageable. 

Staff engagement in Board, Governor’s Office, 
and Legislative budget approval processes 
support risk mitigation of staff issues  
 
Staff provides periodic presentations to OAC 
and monthly reports to the Board.  

Staff duties, responsibilities defined 
 
Staff meets frequently to review, analyze, and 
update forecasts.  PDQs and MAP define 
duties/responsibilities.   

Agency practices are reviewed by external 
legal counsel specializing in employment law 
 
n/a 

Duties and responsibilities are clearly 
delineated between the Board and Director  
 
Governance Handbook in place. 

SMEs in place  
 
Experienced staff with a proven track record 
trained in specific business functions.  Cross-
training ensures depth of knowledge of SMEs. 

Agency practices, compensation, and benefits 
are researched and compared to industry best 
practices and market forces  
 
Selective research and comparisons are 
performed. 

Staff engagement with the OAC ensures 
appropriate follow-up regarding staff issues 
 
Staff presents periodic updates. 

Rules, policies, SOPs in place  
 
State laws and agency policies are in place.  
ASRS follows the state budgeting procedures.  
Financial Management System (FMS) SOPs are 
in place.    

IA verifies control adequacy  
 
Periodic audits are performed. 

Goals and objectives are clearly defined and 
supported by the organizational structure  
 
Strategic goals and objectives in place. 

State mandated personnel system supports 
ASRS’s strategic goals and objectives 
 
n/a 

Staff follows up on audit issues  
 
Yes. 

Performance is analyzed, measured, reported 
 
Monthly, quarterly, and annual reports are 
submitted to agency and state entities.   

 Communication channels established 
 
Communication channels are established 
within the agency and with outside resources.     
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Budget Specific Controls – by risk 
number 
Specific Controls for Budget by risk number as of June 2013: 
1. (Budget not enacted) An alternate strategy, ASRS Interim Plan for continuation of basic service operations pending FY state budget 

approval, has been developed to ensure critical operations continue.      
2. (Lack of autonomy) Staff maintains strong relationships with executive and legislative branches, including JLBC and OSPB analysts.  A 

formalized budget process and ongoing Director and Board oversight are in place.   Staff has a high level of expertise and management 
has a high level of familiarity and involvement.  Specific expenditures are not subject to legislative appropriation. 

3. (Miss the September deadline) A formalized budget process and ongoing Director and Board oversight are in place.   Staff has a high 
level of expertise and management has a high level of familiarity and involvement.  Staff maintains strong relationships with executive 
and legislative branches, including JLBC and OSPB analysts.  If necessary, an extension may be requested. 

4. (Misuse of resources) An approval workflow within the Financial Management System (FMS) is established.  There is strong segregation 
of duties within the expenditure cycle.  A frequent reconciliation of FMS to state accounting system is conducted.  There are monthly 
reports submitted to external and internal resources. 

5. (Poor monitoring, etc.) Tools (pro-forma budget models, salary forecasting, etc.) and processes are established.  The staff has strong 
experience.  The Director and Chief Operations Officer oversee dedicated personnel who monitor, evaluate, forecast, and report monthly 
to the Board.  External controls are also in place (e.g., state accounting system, Governor’s Office of Strategic Planning and Budget). 

6. (Spreadsheets incorrect) Multiple verification steps are followed.  At least two staff members separately perform calculations.  Results 
are compared for discrepancies and against information provided in other state agency systems to identify variances.   

7. (Market/salary outpace budget) Senior Management prioritizes recruitments to balance the cost of attracting and retaining qualified 
staff with business demands. Continuous process improvement is in place in order to reduce costs and create savings and opportunities 
to meet job market and salary demands. 
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Future Controls for Budget by risk number as of June 2013: 
1. (Budget not enacted) The ASRS Interim Plan for continuation of basic service operations pending FY state budget approval plan will be 

reviewed as needed. 
7. (Market/salary outpace budget) AZ state personnel system has provided a variety of compensation strategies.  The conversion of the 

5% critical retention payment to a base pay adjustment may help retain staff.  Budgeting for salary administration is under 
consideration. 



Risks for Human Resources 
Development 

Risk/Threat 
Inherent 
Impact 

Tolerance Controls Likelihood 
Residual 
Impact 

Management 
Strategies 

FY 14/15 
Internal Audit 

Strategies 
1.  Job opportunities are 
insufficiently defined to potential 
applicants 

Moderate Low Strong 
Some 

Likelihood 
Minor 

Accept the 
anticipated risk 
levels. 

  

2.  Methods used to communicate 
job opportunities are inadequate 
to attract enough qualified 
candidates 

Moderate Low Strong 
Some 

Likelihood 
Minor 

Accept the 
anticipated risk 
levels. 

  

3.  Total compensation (salaries 
and benefits) is insufficient to 
attract needed staff 

Major Low 
Some 

Vulnerability 
Some 

Likelihood 
Moderate 

Reduce the 
anticipated risk 
levels. 

  

4.  Total compensation (salaries 
and benefits) is insufficient to 
retain needed staff 

Major Low 
Some 

Vulnerability 
Some 

Likelihood 
Moderate 

Reduce the 
anticipated risk 
levels. 

5.  Demands on HR greater than 
staff availability 

Moderate Medium Strong 
Some 

Likelihood 
Minor 

Accept the 
anticipated risk 
levels. 

  

6.  ASRS work environment is 
unsatisfactory in order to attract 
and/or retain needed staff 

Moderate Low 
Some 

Vulnerability 
Some 

Likelihood 
Moderate 

Reduce the 
anticipated risk 
levels. 

  

7.  State Personnel System delays 
hiring, retention, and termination 
of staff 

Moderate Medium 
Some 

Vulnerability 
Some 

Likelihood 
Moderate 

Reduce the 
anticipated risk 
levels. 

  

8.  Tracking tools for turnover, 
salary and recruitment TAT are 
manually generated and may be 
inaccurate 

Minor Medium Strong Not Likely Minor 
Accept the 
anticipated risk 
levels. 

 Quality audit 
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Risks for Human Resources 
Development 

Risk/Threat 
Inherent 
Impact 

Tolerance Controls Likelihood 
Residual 
Impact 

Management 
Strategies 

FY 14/15 
Internal Audit 

Strategies 

9.  Limited resources to research 
and benchmark information  

Minor Medium 
Some 

Vulnerability 
Some 

Likelihood 
Minor 

Accept the 
anticipated risk 
levels. 

  

10.  HR fails  to timely 
communicate staffing indicators 
with Board, Executive and Senior 
Managers  

Minor Low Strong Not Likely Minor 
Accept the 
anticipated risk 
levels. 

  

11.  An effective strategy to 
resolve critical staffing issues is 
not developed timely  

Major Low Strong 
Some 

Likelihood 
Minor 

Accept the 
anticipated risk 
levels. 

  

12.  Staff are not compliant with 
federal and state employment 
laws, rules and policies  

Major Low Strong 
Some 

Likelihood 
Minor 

Reduce the 
anticipated risk 
levels. 

  

13.  ASRS staff does not attend HR 
training  

Major Low 
Some 

Vulnerability 
Some 

Likelihood 
Minor 

Reduce the 
anticipated risk 
levels. 

  

14.  Concepts presented in 
training are not retained and/or 
practiced by staff post-training 

Major Low 
Some 

Vulnerability 
Some 

Likelihood 
Minor 

Reduce the 
anticipated risk 
levels. 

  

15.  Inadequate background 
checks result in substandard hiring 

Major Low 
Some 

Vulnerability 
Some 

Likelihood 
Moderate 

Reduce the 
anticipated risk 
levels. 
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General Control Structure for 
Human Resources Development 
Independence and autonomy allow the 
agency to meet goals and objectives 
 
Manageable. 
 

Staff engagement in Board, Governor’s Office, 
and Legislative budget approval processes 
support risk mitigation of staff issues  
 
Staff provides periodic presentations to OAC 
and monthly reports to the Board. 

Staff duties, responsibilities defined 
 
Staff meets daily to define responsibilities and 
address issues.  PDQs and MAP define 
duties/responsibilities.  Management duties, 
responsibilities and expectations are clearly 
defined. 

Agency practices are reviewed by external 
legal counsel specializing in employment law 
 
A relationship is established with the 
Employment Law section of the Attorney 
General’s office. 
  

Duties and responsibilities are clearly 
delineated between the Board and Director  
 
Governance Handbook in place. 

SMEs in place  
 
We have an experienced staff with a proven 
track record trained in specific business 
functions, and some are PHR certified.  Cross-
training ensures depth of knowledge of SMEs.  
Staff follows national standards and state and 
federal law. 
 

Agency practices, compensation, and benefits 
are researched and compared to industry best 
practices and market forces  
 
Selective research and comparisons are 
performed. 

Staff engagement with the OAC ensures 
appropriate follow-up regarding staff issues 
 
Staff presents periodic updates. 

Rules, policies, SOPs in place  
 
Federal and state laws, personnel rules and 
agency policies are in place.  SOPs are in 
process.   
 

IA verifies control adequacy  
 
Periodic audits are performed. 

Goals and objectives are clearly defined and 
supported by the organizational structure  
 
Strategic goals and objectives in place. 

State mandated personnel system supports 
ASRS’s strategic goals and objectives 
 
The agency continues to work with ADOA. 
  

Staff follows up on audit issues  
 
Yes. 

Performance is analyzed, measured, reported 
 
Monthly, quarterly, and annual reports are 
submitted to agency, state, and federal 
entities.   
 

Communication channels established 
 
Communication channels are established 
within the agency and with outside resources.     
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Human Resources Development 
Specific Controls - by risk number 

1. (Job opportunities insufficiently defined) PDQs are updated when employees indicate their job has changed, when the supervisor 
indicates a job has changed and/or when recruitment begins.  Templates for the job announcements and PDQs are in place to provide a 
starting point and can be customized.  

2. (Communication methods inadequate) Post all positions on www.azstatejobs.gov and IQ; may speak with the hiring manager for more 
specialty posting options for specialized jobs.  Posting on www.azstatejobs.gov automatically posts job opportunities on diverse websites. 
A budget reserve is set aside yearly to ensure sufficient funds for paid advertising.  HR personnel monitor responses to postings and 
immediately proceed to alternate posting options as needed. 

3. (Compensation insufficient to attract) AZ state personnel system manages compensation and classifications.  There is opportunity to 
request exceptions; however, compensation for some classifications remains below market.  The compensation strategies allow for hiring 
incentives. ASRS offers tuition assistance and professional certification coverage. 

4. (Compensation insufficient to retain) AZ state personnel system manages compensation and classifications.  There is opportunity to 
request exceptions. AZ state personnel system has provided a variety of compensation strategies that allow for both permanent base pay 
adjustments and variable  pay incentives and options.  The 5% critical retention pay helped ASRS retain personnel.  Beginning July 2013, 
the 5% critical retention payments will continue as an increase to base pay.  ASRS offers tuition assistance and professional certification 
coverage.  

5. (HR staff availability) HR staff has depth of knowledge and years of experience and are cross-trained in all HR functions.  Other ASD staff 
can assist in non-confidential areas.  HR communicates workload challenges to upper management in a timely manner for direction.  In 
an emergency situation, ADOA Shared Services may be able to provide temporary support. 

6. (Environment unsatisfactory) ASRS has good governance, invests in leadership development and has a safe, attractive work 
environment.  The PRIDE Initiative sets the tone for the agency with two workgroups specifically focused on work environment issues.  
Employees are surveyed and follow up is conducted.  Management and employees are engaged in the work environment and issues are 
addressed timely.  Staff is encouraged to share new ideas.  Agency is focused on communication (e.g., IQ, Ask Paul and Anthony, etc.). 

7. (Personnel system delays) A good relationship exists with ADOA Shared Services.  ASRS has strong documentation to support requests.   
8. (Inadequate tracking) Reports are created in Excel and reviewed.   17 
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Human Resources Development 
Specific Controls - by risk number 

9. (Limited benchmarking) HR has purchased a salary report for information technology positions/salaries.  HR participates in a variety of 
compensation surveys and receives results (e.g., pension HR roundtable, McLagan report, etc.)   

10. (Failure to communicate staffing indicators) HR staff is cross-trained.  Report is reviewed regularly by Senior and Executive management. 
11. (Indicators not acted upon timely) HR staff can prioritize workloads to accommodate critical staffing indicators.  Temporary 

reassignment of staff occurs to cover business needs.  Short-term external resources are utilized. 
12. (Not compliant with law) HR staff has depth of knowledge and years of experience and are cross-trained in all HR functions.  HR staff 

attends regular HR training.  HR and ADOA conduct basic training for supervisors and New Employee Orientation (NEO) training for all 
staff.  HR has an open-door policy so staff can report issues.  Federal and state workplace posters are prominently displayed.  Code of 
Conduct is reviewed annually, presented to staff, and acknowledgement form is completed by employees.   

13. (HR training not attended) HR and ADOA training is available to all employees.  Supervisors can view the training histories for 
subordinates.  ADOA can provide reports upon request. 

14. (Concepts not practiced) Supervisors are required to work with HR on personnel issues to ensure consistency, fairness, and compliance 
with federal and state employment laws and state personnel system rules. 

15. (Inadequate background checks) Prior employment, professional references, education, and certifications are verified prior to 
employment.  Criminal background is no longer verified due to state personnel reform and lack of legislative or executive order 
permission. 
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Future Human Resources 
Development Specific Controls - 
by risk number 

1. (Job opportunities insufficiently defined) AZ state personnel system has communicated that updated classification and compensation 
plans will be forthcoming for all state positions.  ASRS will review ADOA classification plans and determine additional measures needed. 

2. (Communication methods inadequate) Exploring staff professional affiliations to expand job posting opportunities at reduced cost.  HR 
staff will utilize social media to post job opportunities.  Governor’s Office may provide a list of diverse websites for future use. 

3. (Compensation insufficient to attract) AZ state personnel system has provided a variety of compensation strategies. 
4. (Compensation insufficient to retain) AZ state personnel system has provided a variety of compensation strategies.  The conversion of 

the 5% critical retention payment to a base pay adjustment may help retain staff.  Budgeting for salary administration is under 
consideration. 

6. (Work environment is unsatisfactory) A task list has been developed and work is underway, through a variety of channels, to enhance 
the work environment. ASRS will continue to follow up on and evaluate employee survey results. 

7. (Personnel system delays) ASRS will review any impacts and continue to explore opportunities to improve results and outcomes. 
10. (Failure to communicate staffing indicators) ADOA is developing a classification and compensation system. 
12. (Not compliant with law) More frequent supervisor trainings are planned.   
13. (HR training not attended) Additional training opportunities and options are under consideration. 
14. (Concepts not practiced) Additional training opportunities and options are under consideration. 
15. (Inadequate background checks) ASRS may explore seeking authorization to conduct criminal background checks. 
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Risks for PRIDE Initiative 
Risk/Threat 

Inherent 
Impact 

Tolerance Controls Likelihood 
Residual 
Impact 

Management 
Strategies 

FY 14/15 
Internal Audit 

Strategies 

1.  If employee survey results 
indicate staff does not believe the 
PRIDE values are reflected in the 
workforce 

Moderate Low 
Some 

Vulnerability 
Some 

Likelihood 
Moderate Reduce the 

anticipated risk levels. 

2.  If the PRIDE values are not 
personally relatable by staff to 
their job 

Moderate Low 
Some 

Vulnerability 
Some 

Likelihood 
Moderate 

Accept the anticipated 
risk levels. 

3.  If PRIDE values are not 
reinforced by management 

Moderate Low 
Some 

Vulnerability 
Some 

Likelihood 
Moderate 

Accept the anticipated 
risk levels. 

4.  ASRS does not adequately 
communicate its values to 
potential employees 

Minor Medium 
Some 

Vulnerability 
Some 

Likelihood 
Minor 

Accept the anticipated 
risk levels. 

  

5. If staff are not satisfied with 
the agency’s efforts to recognize 
achievement 

Moderate Medium 
Some 

Vulnerability 
Some 

Likelihood 
Moderate Reduce the 

anticipated risk levels.   

6.  The PRIDE Steering Committee 
and workgroups are ineffective in 
administering the PRIDE Initiative 
and executing the brand strategy 

Minor Low Strong Not Likely Minor 
Accept the anticipated 
risk levels. 
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General Control Structure for 
PRIDE Initiative 

Independence and autonomy allow the 
agency to meet goals and objectives 
 
Manageable. 
 

Staff engagement in Board, Governor’s Office, 
and Legislative budget approval processes 
support risk mitigation of staff issues  
 
n/a 

Staff duties, responsibilities defined 
 
The PRIDE Steering Committee defines roles 
and provides direction for the Initiative.  Each 
workgroup has a charter. 

Agency practices are reviewed by external 
legal counsel specializing in employment law 
 
n/a 
  

Duties and responsibilities are clearly 
delineated between the Board and Director  
 
n/a 

SMEs in place  
 
A cross-section of staff represents the voice of 
the agency.   

Agency practices, compensation, and benefits 
are researched and compared to industry best 
practices and market forces  
 
Selective research and comparisons are 
performed. 

Staff engagement with the OAC ensures 
appropriate follow-up regarding staff issues 
 
Staff presents periodic updates. 

Rules, policies, SOPs in place  
 
n/a 

IA verifies control adequacy  
 
n/a 

Goals and objectives are clearly defined and 
supported by the organizational structure  
 
Strategic goals and objectives in place. 

State mandated personnel system supports 
ASRS’s strategic goals and objectives 
 
The agency continues to work with ADOA. 

Staff follows up on audit issues  
 
n/a 

Performance is analyzed, measured, reported 
 
The employee survey is conducted 
periodically.  The PRIDE workgroups provide 
regular updates on PRIDE projects to the 
PRIDE Steering Committee.   

Communication channels established 
 
Communication channels are established 
within the agency and with outside resources.     
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PRIDE Initiative Specific 
Controls - by risk number 

Specific Controls for the PRIDE Initiative by risk number as of June 2013: 
1. (Survey results) ASRS and State of AZ employee surveys are conducted periodically.  Results are compared to prior years.  Results are 

acted upon by all levels of management and the PRIDE committees and workgroups.  Focus groups provide clarification and responses 
are anonymous.  ASRS recognizes staff exhibiting the PRIDE values and training re-enforces the values.   

2. (Values not relatable) The PRIDE values are emphasized and continually referenced throughout the agency by staff, on posters, and on 
IQ.  The Training staff is heavily involved in the PRIDE Initiative and staff trainings are tied to the PRIDE values.  Employee performance 
reviews use the PRIDE values as a measurement.  Training is designed to be reinforced by staff post-training and action items are 
provided. 

3. (Values not reinforced) See responses to #1 and #2 above.  A Manager’s Toolkit is available to recognize employees. 
4. (Inadequate communication to potential employees) PRIDE related questions are asked during interviews.  The PRIDE values are 

available on the website and PRIDE posters are exhibited in the HR interview room. 
5. (Dissatisfaction with recognition) Employee satisfaction is measured using surveys.  The PRIDE Work Environment group focuses on this 

issue.  Arizona state statutes  limit the range of recognition options available.     
6. (Initiative ineffectively administered) The PRIDE Steering Committee is comprised of the Deputy Director, Senior Managers, Workgroup 

Leaders and volunteer staff.  Deliverables are based on employee satisfaction surveys, focus groups, and business needs.  Deliverables 
and action items are vetted by the PRIDE Steering Committee and then approved, prioritized, and funded by Senior and Executive 
Management.  PRIDE workgroups meet biweekly and post schedules, work plans, meeting agendas and minutes, and progress made on 
deliverables on IQ. 

 
 
Future Controls for the PRIDE Initiative by risk number as of June 2013:  
1. (Survey results) Employee Satisfaction Survey follow-up projects include exploring ways to make recognition more meaningful, cross-

training and professional development opportunities for staff and improvements to communication.   PRIDE Values Discovery training will 
be conducted in July 2013. 

2. (Values not relatable) PRIDE Values Discovery training will be conducted in July 2013. 
4. (Inadequate communication to potential employees) A future employee portal is under development and will contain an overview of 

the ASRS culture and PRIDE values. 
5. (Dissatisfaction with recognition) AZ state personnel system has  provided a variety of compensation strategies. The ASRS has developed 

a plan that utilizes many of the strategies; the plan will be submitted to ADOA for approval in August 2013. 
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Risks for Training and 
Development 

Risk/Threat 
Inherent 
Impact 

Tolerance Controls Likelihood 
Residual 
Impact 

Management 
Strategies 

FY 14/15 
Internal Audit 

Strategies 

1.  Training and development 
programs are insufficient and/or 
inadequate to ensure that ASRS staff 
successfully reflects the agency’s 
values and meet goals and objectives 

Moderate Medium 
Some 

Vulnerability 
Some 

Likelihood 
Minor 

Accept the 
anticipated risk 
levels. 

  

2.  Standard operating procedures 
are not in place or used throughout 
the agency 

Moderate Medium 
Some 

Vulnerability 
Some 

Likelihood 
Minor 

Accept the 
anticipated risk 
levels. 

  

3.  Management does not support 
full participation in non-mandatory 
training offerings 

Moderate High 
Some 

Vulnerability 
Some 

Likelihood 
Minor 

Accept the 
anticipated risk 
levels. 

4.  IQ (InfoQuest, the agency’s 
enterprise wiki) is not used to its full 
capacity or is used inappropriately 

Moderate Medium 
Some 

Vulnerability 
Some 

Likelihood 
Minor 

Reduce the 
anticipated risk 
levels. 
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General Control Structure for 
Training and Development 

24 

Independence and autonomy allow the 
agency to meet goals and objectives 
 
Manageable. 
 

Staff engagement in Board, Governor’s Office, 
and Legislative budget approval processes 
support risk mitigation of staff issues  
 
n/a 

Staff duties, responsibilities defined 
 
Staff meets weekly to define responsibilities 
and address issues.  PDQs and MAP define 
duties/responsibilities.  Management duties, 
responsibilities and expectations are clearly 
defined. 

Agency practices are reviewed by external 
legal counsel specializing in employment law 
 
n/a 
  

Duties and responsibilities are clearly 
delineated between the Board and Director  
 
Governance Handbook in place. 

SMEs in place  
 
We have an experienced staff with a proven 
track record trained in specific business 
functions.  Cross-training ensures depth of 
knowledge of SMEs. 
 

Agency practices, compensation, and benefits 
are researched and compared to industry best 
practices and market forces  
 
n/a 

Staff engagement with the OAC ensures 
appropriate follow-up regarding staff issues 
 
Staff presents periodic updates. 

Rules, policies, SOPs in place  
 
Training SOPs are in place. 

IA verifies control adequacy  
 
Training classes are audited and materials are 
reviewed. 

Goals and objectives are clearly defined and 
supported by the organizational structure  
 
Strategic goals and objectives in place. 

State mandated personnel system supports 
ASRS’s strategic goals and objectives 
 
The agency continues to work with ADOA. 
  

Staff follows up on audit issues  
 
Yes. 

Performance is analyzed, measured, reported 
 
Periodic reports are submitted to agency 
management.   

Communication channels established 
 
Communication channels are established 
within the agency and with outside resources.     



Training and Development 
Specific Controls - by risk number 

Specific Controls for Training and Development by risk number as of June 2013: 
1. (Programs inadequate) The ASRS goals, objectives and PRIDE values are emphasized and continually referenced, and the Training 

staff is heavily involved in the PRIDE Initiative; employees who exhibit PRIDE values during training opportunities are recognized.  The 
Training staff receives in-depth training in course curriculum, ASRS business functions and delivery techniques, and work with 
management to identify needs, develop instructional strategies, and provide training. Training staff provides alternative instructional 
strategies and flexible training schedules.  Pre- and post-training surveys are used to determine if needs are being met and gaps are 
identified. 

2. (SOPs not in place/used) All SOPs are reviewed and approved by SMEs and ADs prior to publication.  Final SOPs are posted in IQ. 
SOPs with sensitive content are view restricted. There is an assigned resource in Training to follow up on SOP status.  There are 
frequent meetings with multiple levels of management to assess the SOP prioritization. SMEs are in place to complete the remaining 
SOP work and train as necessary. 

3. (Training not supported) The Training Program actively promotes trainings and works with management for relevance.  Topics are 
offered at varying times and days of the week and facilitated in a variety of methods.  Training tracks participation and follows up as 
needed.  Make-up classes are offered when needed.   

4. (IQ not used to capacity) All changes made in IQ are reviewed daily for appropriateness.  An IQ Administrator position has been 
designated and an IQ workgroup has been established.  The IQ Administrator works closely with Space and Page Administrators and 
the PRIDE Steering Committee to ensure compliance, promote awareness, provide advanced training, and share ideas.  An IQ 
upgrade has been implemented. 

 
 
Future Controls for Training and Development by risk number as of June, 2013:  
1. (Programs inadequate) Additional AchieveGlobal training will be offered to all staff and tied to the PRIDE values.  Additional training, 

as identified and approved by management, is under development.  
2. (SOPs not in place/used) Working in partnership with business units, existing SOPs are being reviewed and updated.  New SOPs 

continue to be developed and written. 
4. (IQ not used to capacity) Additional training for Page and Space Administrators as well as staff in general is planned.  The IQ 

workgroup will establish guidelines to ensure optimal functionality.  Potential enhancements and plug-ins are under evaluation.  
Current material will be reviewed and organized for greater usefulness. 
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Appendix 
Enterprise Risk Management Process 
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Enterprise Risk Management 
• Enterprise Risk Management (ERM) Committee:  

• Led by the Deputy Director and comprised of Senior Managers 
• Under the oversight of the OAC  
• Communicates activities and findings to the Director 
• Works collaboratively with Internal Audit  
• Produces risk assessments and control strategies 
 

• Risk: Any event that impacts, impedes, or interferes with the 
agency’s ability to achieve its strategic priorities, goals, and 
objectives 
 

• Risk management process conducted in accordance with principles 
espoused by the Committee of Sponsoring Organizations (COSO)  

“Enterprise risk management is a process, effected by an entity’s board of directors, management and other personnel, 
applied in strategy setting and across the enterprise, designed to identify potential events that may affect the entity, and 
manage risk to be within its risk appetite, to provide reasonable assurance regarding the achievement of entity 
objectives.” 
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COSO Components of ERM 
• Control Environment (Board, Executive and Senior Management set tone, philosophy, 

risk appetite) 

 

• Risk Assessment (Iterative process for identifying/analyzing risks to achieving 
goals/objectives and determining how risks should be managed) 

 

• Control Activities (Actions established to ensure risk mitigation) 

 

• Information and Communication (Enables the Board, management, staff, and 
other stakeholders to understand internal control responsibilities and day-to-day control 
activities) 

 

• Monitoring (Ongoing evaluations to ensure internal control components are present and 
functioning) 
 

COSO Framework – May 2013 
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Risk Assessment Steps 
• The risk assessment document groups major functions according to 

the agency’s strategic plan 
 

• Workgroups [comprised of Senior Managers and subject matter experts (SMEs)]: 
• Identify risks to achieving the strategic goals and objectives 
• Rank the risks and controls using a heat chart 
• Identify current risk control strategies 
• Identify control strategies under development/consideration 

 
• ERM Committee:  

• Establishes the control environment, including the general internal 
control structure, tolerance levels, and risk parameters (impacts, 
likelihood) 

• Reviews the findings of SME workgroups; identifies control gaps  
• Ensures risk mitigation responsibilities and strategies are clearly 

identified 
• Monitors administration and progress 

 
• Director and OAC receive periodic updates from the ERM Committee 
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Risk Assessment Sample Layout 
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Staff engagement with Board, 
Governor’s Office, and Legislative 
budget approval processes support 
risk mitigation of staff issues  

Goals and objectives are 
clearly defined and 
supported by the 
organizational structure  

SMEs in place  
  

Communication channels established 
  

IA verifies 
control 
adequacy  
  

Duties and responsibilities are 
clearly delineated between the 
Board and Director  

Performance is analyzed, 
measured, reported 

Rules, policies, SOPs in place  
  

Agency practices are reviewed by external 
legal counsel specializing in employment 
law 

Staff follows 
up on audit 
issues  

Staff engagement with the OAC 
ensures appropriate follow-up 
regarding staff issues 

Staff duties, responsibilities 
defined 
  

State mandated personnel 
system supports ASRS’s 
strategic goals and objectives 

Agency practices, compensation, and 
benefits are researched and compared to 
industry best practices and market forces 

  

Risk/Threat 
Inherent 
Impact 

Tolerance Controls Likelihood 
Residual 
Impact 

Management 
Strategies 

FY 14/15 Internal Audit 
Strategies 

1. Individual Risk Minor Low Strong Not Likely Minor 
Accept, Reduce, 
 Evaluate or Avoid 

Quality Reviews, Employer 
Audits, Fraud Hotline or 
Possible Audit 

2. Individual Risk Moderate Medium 
Some 

Vulnerability 
Some 

Likelihood 
Moderate 

Accept, Reduce, 
 Evaluate or Avoid 

Quality Reviews, Employer 
Audits, Fraud Hotline or 
Possible Audit 

3. Individual Risk Major High Weak Likely Major 
Accept, Reduce, 
 Evaluate or Avoid 

Quality Reviews, Employer 
Audits, Fraud Hotline or 
Possible Audit 



 
NOTE: There are no 
materials for Agenda 

Item #8. 
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MEMORANDUM 
 
 
TO: Mr. Kevin McCarthy, Chair, Arizona State Retirement System (ASRS) Board 
 
FROM: Mr. Paul Matson, Director 

Mr. Bernard Glick, Chief Internal Auditor 
 
DATE: January 14, 2016 
 
RE: Internal Audit review of Service Purchase Cost Invoices for the six months ended 

December 31, 2015 
 
 
The Internal Audit Division randomly tested a sample of all service purchase invoices sent to 
members from July 1, 2015 – December 31, 2015 (1,168).  A total of 210 invoices were tested.  
They were reviewed for accuracy of both the credited service to the member and the cost of the 
service purchased.  The following is the breakdown of the invoices tested in our completed 
sample: 69 Forfeited Service (FS); 54 Other Public Service (OPS); 14 Military Service (MS); 7 
Leave of Absence (LOA), and 66 Contributions Not Withheld (CNW).  The sample size was 
determined based on the expected rate of an error occurring in relation to the entire population, 
(plus or minus 5 percent). 
 
During the six months tested, we found no reportable errors; 
 
The agency standard for quality, based on the Strategic Plan, is 98 percent for the sample 
tested.   210 correct cost letters out of 210 sampled = 100 percent quality rating. 
 
 
cc: Anthony Guarino, Deputy Director and Chief Operations Officer 

Dave King, Assistant Director, Member Services Division 
Nancy Bennett, Assistant Director, Financial Services Division 
Sara Orozco, Manager, Strategic Planning and Analysis 
Brian Crockett, Senior Management Analyst 
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MEMORANDUM 
 
 
TO: Mr. Kevin McCarthy, Chair, Arizona State Retirement System (ASRS) Board 
 
FROM: Mr. Paul Matson, Director 

Mr. Bernard Glick, Chief Internal Auditor 
 
DATE: January 14, 2016 
 
RE: Internal Audit Review of Refunds Processed for the Period July 1, 2015 to December 

31, 2015 
 
 
The Internal Audit Division tested a sample of all refunds sent to members (8,659) for the period 
of January 1, 2015 through June 30, 2015.  A total of 225 refunds were tested for accuracy of 
the calculation.  We used judgmental sampling to determine our selection of refund recipients.  
A reportable error is one in which the error represents more than 1% of the gross refund. 
 
From the testing of the 225 samples selected, we found one reportable error for this time period. 
 
A member was underpaid $4,695 on a requested refund. The total paid was $105,046 
   
 
 
cc: Anthony Guarino, Deputy Director and Chief Operations Officer 

Dave King, Assistant Director, Member Services Division 
Nancy Bennett, Assistant Director, Financial Services Division 
Sara Orozco, Manager, Strategic Planning and Analysis 
Brian Crockett, Senior Management Analyst  



TOTAL FUND POSITIONING  12/31/2015 

ACTUAL PORTFOLIO 

ACTUAL PORTFOLIO VS. INTERIM SAA POLICY * 

*The Interim SAA Policy is prorated thusly: Real Estate was prorated to domestic equity, international equity and fixed income,
Private Equity was prorated to domestic equity, and Private Debt was prorated to core fixed income and U.S. high yield.  All Private 
asset classes’ market values are reported on a quarter-lag and adjusted to include the current quarter’s cash flows.  

**Cash represents assetized cash which is exposed via futures to ASRS public markets asset class, and unassetized cash which 
represents monies needed to cover external and internal cash flows. 

Total Fixed Income, 
24.7% 

Total Equity, 58.8% 

Total Inflation 
Linked, 10.4% 

Multi-Asset Class 
Strategies, 3.2% 

Cash, 2.9% 

-0.8% 

-0.4% 

0.1% 

-1.8% 

2.9% 

-6.0% -4.0% -2.0% 0.0% 2.0% 4.0% 6.0%

Total Fixed Income

Total Equity

Total Inflation Linked

Multi-Asset Class Strategies

Cash**
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Pension (Plan, System, HBS Assets) ASRS Market Value Report Thursday, December 31, 2015
Multi-Asset

Active Enh/Passive Active Enh/Passive Active Active
State Street B&T: Boston Tactical Cash (non-assetized) 0 0.00%

Tactical Cash Policy Range:  0% - 3% 0.00%
Operating Cash (non-assetized) 57,133,295 57,133,295 0.17%
Operating Cash (assetized) 908,960,924 908,960,924 2.70%

Cash Total $966,123,281 2.87%
Cash Policy: 0% 0.00%

Blackrock: San Francisco Treasuries (Long Duration) 353,379,642 353,379,642 1.05%
Treasuries (Long Duration) Total $353,379,642 1.05%

Treasuries (Long Duration) Policy Range:  0% - 10% 0.00%
Blackrock: San Francisco Passive (Intermediate Gov Credit) 24,367,214 24,367,214 0.07%
ASRS: Phoenix Enhanced Passive F2 1,871,763,860 1,871,763,860 5.56%
Blackrock: San Francisco Passive (US Debt Index) 1,542,590,050 1,542,590,050 4.59%

Core Fixed Income Total $3,792,100,765.47 11.27%
Interest Rate Sensitive:  11% 11.00%

Columbia: Minneapolis Active 670,023,083 670,023,083 1.99%
JP Morgan: Indianapolis Active 337,288,323 337,288,323 1.00%

High Yield Fixed Income Total $1,007,325,160 2.99%
High Yield Fixed Income Policy 4.00%

Opportunistic Debt 1,146,064,819 $1,146,064,819 3.41%
Opportunistic Debt Policy: 0.00%

Private Debt Total 2,357,988,352 $2,357,988,352 7.01%
Total Private Debt: 8% - 12% 10.00%

Fixed Income Total $8,303,479,096 24.68%
Total Fixed Income Policy Range: 18% - 35% 25.00%

LSV: Chicago Active (Value) 697,650,087 697,650,087 2.07%
ASRS: Phoenix Passive E2 4,885,665,343 4,885,665,343 14.52%
ASRS: Phoenix Enhanced Passive E7 583,714,148 583,714,148 1.74%
ASRS: Phoenix Enhanced Passive E8 562,287,619 562,287,619 1.67%
ASRS: Phoenix Risk Factor Portfolio 562,019,432 562,019,432 1.67%

Large Cap Equity Total $7,291,807,883 21.68%
Large Cap Policy 20.00%

Wellington: Boston          Active (Core) 271,296,605 271,296,605 0.81%
ASRS: Phoenix Passive E3 (Growth) 396,277,668 396,277,668 1.18%
ASRS: Phoenix Passive E4 (Value) 347,694,951 347,694,951 1.03%

Mid Cap Equity Total $1,015,269,224 3.02%
Mid Cap Policy 3.00%

TimesSquare: New York Active (Growth) 354,223,665 354,223,665 1.05%
DFA: Santa Monica                                      Active (Value) 261,749,181 261,749,181 0.78%
ASRS: Phoenix Passive E6 317,952,590 317,952,590 0.95%

Small Cap Equity Total $933,925,435 2.78%
Small Cap Policy 3.00%

U.S. Equity Total $9,241,002,543 27.47%
US Equity Policy Range: 16% - 36% 26.00%

Brandes: San Diego                                       Active (Value) 560,385,676 560,385,676 1.67%
American Century Active (EAFE) 561,612,532 561,612,532 1.67%
Trinity Street Active (EAFE) 321,416,518 321,416,518 0.96%
Thompson Siegel Walmsley Active (EAFE) 297,220,210 297,220,210 0.88%
Blackrock: San Francisco                                         Passive (EAFE) 4,028,731,416 4,028,731,416 11.98%

Large Cap Developed Non-US Equity Total $5,769,993,740 17.15%
Large Cap Developed Policy 17.00%

AQR: Greenwich Active (EAFE SC) 98,717,975 98,717,975 0.29%
DFA:  Santa Monica Active (EAFE SC) 102,010,988 102,010,988 0.30%
Franklin Templeton: San Mateo Active (EAFE SC) 216,751,195 216,751,195 0.64%
Blackrock: San Francisco                                         Passive (EAFE SC) 255,200,102 255,200,102 0.76%

Small Cap Developed Non-US Equity Total $672,682,655 2.00%
Small Cap Developed Policy 2.00%

William Blair: Chicago Active (EM) 343,548,863 343,548,863 1.02%
Eaton Vance: Boston Active (EM) 251,644,564 251,644,564 0.75%
LSV: Chicago Active (EM) 107,500,474 107,500,474 0.32%
Blackrock: San Francisco                                         Passive (EM) 298,189,088 298,189,088 0.89%

Emerging Markets Equity Total $1,000,882,989 2.98%
Emerging Markets Policy 5.00%

Non-US Equity Total $7,443,559,385 22.13%
Non-US Equity Policy Range: 14% - 34% 24.00%

Private Equity Total 2,595,667,808 $2,595,667,808 7.72%
Private Equity Policy Range: 6% - 10% 8.00%

Opportunistic Equity 492,306,623 $492,306,623 1.46%
Opportunistic Equity Policy: 0.00%

Equity Total $19,772,536,358 58.78%
Total Equity Policy Range: 48% - 65% 58.00%

Gresham: New York 207,228,741 207,228,741 0.62%
Commodities Total $207,228,741 0.62%

Commodities Policy Range: 0% - 4% 2.00%
Real Estate Total 2,803,821,263 $2,803,821,263 8.33%

Real Estate Policy Range: 8% - 12% 10.00%
Infrastructure Total 312,507,269 $312,507,269 0.93%

Infrastructure Policy Range: 0% - 3% 0.00%
Farmland & Timber Total 182,760,272 $182,760,272 0.54%

Farmland & Timber Policy Range: 0% - 3% 0.00%
Inflation Linked Total  $3,506,317,544 10.42%

Inflation Linked Policy Range: 10% - 16% 12.00%
Bridgewater 1,091,309,547 1,091,309,547 3.24%

Multi-Asset Class Strategies $1,091,309,547 3.24%
Multi-Asset Class Policy Range: 0% - 12% 5.00%

TOTAL Amounts $4,511,378,330 $4,758,224,046 $7,534,665,026 $12,237,871,333 $3,506,317,544 $1,091,309,547
TOTAL Percent 13.41% 14.14% 22.40% 36.38% 10.42% 3.24% Total Fund$33,639,765,826

Account Manager Account Manager Style Pct of FundInflation LinkedEquityFixed Income Total
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Actual Policy Band check
Asset Class Portfolio $ diff Actual - Adj Policy

Tactical Cash 0.00%
Cash 2.87% 966,123,281

Interest Rate Sensitive 11.27%
High Yield 2.99%
Opportunistic Debt 3.41% $1,146,064,819
Private Debt 7.01%

Total Fixed Income 24.68% -$274,508,957 OK

Large Cap 21.68% $249,880,685
Mid Cap 3.02% $6,076,250
Small Cap 2.78% -$75,267,539

US Equity 27.47% $180,689,395 OK

Developed Large Cap 17.15% -$111,211,493
Developed Small Cap 2.00% -$112,661
Emerging Markets 2.98% -$681,105,302

Non-US Equity 22.13% -$792,429,456 OK

Private Equity 7.72% $0 OK
Opportunistic Equity 1.46% $492,306,623

Total Equity 58.78% -$119,433,438 OK

Commodities 0.62% -$476,769,682 OK
Real Estate 8.33% $0 OK
Infrastructure 0.93% $312,507,269 OK
Farmland & Timber 0.54% $182,760,272 OK
Opportunistic I/L 0.00% $0

Total Inflation Linked 10.42% $18,497,859 OK
Multi-Asset Strategies*** 3.24% -$590,678,744 OK

Total 100.00% $0
Internally Managed Portfolios:

*Interim SAA includes a proration of unfunded Private Equity, Private Debt, and Real Estate $8,965,356,179 27%
**Private Equity is prorated to domestic equity; Real Estate is prorated to equity, commodities,
and fixed income; Private Debt is prorated to Interest Rate Sensitive and High Yield

Opportunistic definitions:
An investment in a category that is not included in the ASRS Asset Allocation
policy and represents an investment opportunity that is tactical in nature.
Opportunistic investments have a 0% target (0%-10% range), regardless of asset class.

Total Opportunistic
Opportunistic Debt $1,146,064,819 3.4%
Opportunistic Equity $492,306,623 1.5%
Opoprtunistic IL $0 0.0%

$1,638,371,442 4.9%

0.00%

-2.36%
-2.02%
0.00%
-0.33%

0.93%
0.00%
-1.42%

-0.36%
1.46%

0.00%
-1.76%
0.05%
0.00%
0.54%

24.48% (14-34%)
5.00%
2.00%
17.48%

2.87%

0.54%
-0.22%

-1.80%
-2.42%

0.02%
0.74%

-0.82%
0.00%
3.41%

0.00%
8.33%
2.03%

59.13% (49-66%)
0.00%

100.00%
5% (0-12%)

10.37% (8-12%)
0.00%
0.00%

8% (6-10%)

0.00%
0.00%

Adj Policy
Interim SAA*

26.93% (17-37%)
3.00%
3.00%
20.93%

25.5% (18-35%)
7.01% (5-9%)

0.00%
4.80%
13.69%

7.72%

0% (0-3%)
10% (8-12%)
2% (0-4%)

58% (48-65%)
0%

100%
5% (0-12%)

12% (10-16%)
0%

0% (0-3%)

26% (16-36%)
3%
3%
20%

24% (14-34%)
5%
2%
17%

4%
11%

25% (18-35%)
10% (8-12%)

0%

SAAP
 Target (Range)

0% (0-3%)
0.00%

0.00%
% diff

Actual - Interim SAA**



Benchmark
Market

Value ($mil.) 1 Mth 3 Mth 1 Year 3 Year 5 Year 10 Year ITD
Inception

Date
US EQUITY LARGE CAP

E2 MODEL S&P 500 INDEX (DAILY) 4,886 -1.58 7.09 1.36 15.09 12.55 7.35 7.48 04-01-1997

Excess -0.01 0.05 -0.03 -0.04 -0.02 0.05 0.07

LSV ASSET MANAGEMENT LSV CUSTOM INDEX 698 -2.63 4.48 -3.82 14.76 12.27 7.32 10.38 01-01-2003

Excess -0.95 -1.58 -0.68 1.93 1.31 1.51 2.03

E7 MSCI USA High Dividend Yield Index 584 -0.56 7.99 0.57 14.25 12.64 08-01-2012

Excess -0.05 -0.00 -0.14 -0.01 -0.00

E8 MSCI USA Minimum Volatility Index 562 0.46 6.38 5.55 15.77 13.85 08-01-2012

Excess -0.06 0.07 -0.09 0.21 0.37

TOTAL US EQUITY LARGE CAP S&P 500 INDEX (DAILY) 6,730 -1.36 6.87 1.24 14.95 12.32 7.27 7.68 06-01-2002

Excess 0.21 -0.18 -0.14 -0.18 -0.25 -0.03 0.63

US EQUITY MID CAP

WELLINGTON MANAGEMENT COMPANY LLP S&P 400 MIDCAP INDEX (DAILY) 271 -4.50 2.64 2.01 16.39 11.53 9.28 10.87 07-01-2002

Excess -0.33 0.04 4.18 3.63 0.85 1.10 1.27

E3 MODEL S&P/CITIGROUP 400 GROWTH 396 -3.45 2.83 1.92 13.38 11.28 9.36 8.28 12-01-2000

Excess -0.09 -0.08 -0.10 0.01 0.18 0.50 0.51

E4 MODEL S&P/CITIGROUP 400 VALUE 348 -5.14 2.20 -6.66 11.92 10.10 7.65 9.42 07-01-2002

Excess -0.04 -0.01 -0.01 -0.07 -0.10 0.24 0.17

TOTAL US EQUITY MID CAP S&P 400 MIDCAP INDEX (DAILY) 1,015 -4.32 2.56 -1.33 13.49 10.75 8.31 9.61 06-01-2002

Excess -0.15 -0.04 0.84 0.73 0.07 0.13 0.69

US EQUITY SMALL CAP

DIMENSIONAL FUND ADVISORS EQFD DFA BLENDED BENCHMARK 262 -5.72 1.58 -7.33 11.39 9.21 7.08 11.06 09-01-1998

Excess -0.62 -2.12 -0.66 -0.61 -1.16 -0.43 0.81

E6 S&P 600 SMALL CAP (DAILY) 318 -4.76 3.78 -1.75 13.62 11.43 7.41 02-01-2007

Excess 0.02 0.05 0.23 0.04 -0.04 0.34

TIMESSQUARE CAPITAL MANAGEMENT TIMESSQUARE BLENDED BENCHMARK 354 -3.91 3.86 1.16 13.47 12.66 10.62 11.29 04-01-2005

Excess 0.86 -0.46 1.79 -0.90 1.33 2.18 2.23

TOTAL US EQUITY SMALL CAP ASRS SMALL CAP CUSTOM INDEX 934 -4.72 3.19 -2.49 12.77 11.03 8.32 9.79 06-01-2002

Excess 0.07 -0.54 -0.52 -0.80 -0.44 0.02 0.84

ASRS Pension and HBS Assets
ARIZONA STATE RETIREMENT SYSTEM
Investment Management Division Public Securities Markets
Dec-31-2015
Net Returns Investment Managers Performance Summary
Final
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Benchmark
Market

Value ($mil.) 1 Mth 3 Mth 1 Year 3 Year 5 Year 10 Year ITD
Inception

Date
TOTAL US EQUITY COMBINED DOMESTIC EQUITY INDEX 8,679 -2.04 5.98 0.85 14.68 12.07 7.76 11.11 07-01-1975

Excess 0.40 0.10 0.46 0.09 -0.10 0.15 -0.07

INTERNATIONAL DEVELOPED LARGE CAP

BRANDES INVESTMENT PARTNERS INT EQ BRANDES CUSTOM INDEX 560 -2.14 3.20 2.14 7.92 4.40 3.46 8.47 10-01-1998

Excess -0.79 -1.51 2.95 2.76 0.93 -0.92 2.80

AMERICAN CENTURY MSCI EAFE NET (BLENDED) 562 -0.63 4.40 2.42 -2.65 07-01-2014

Excess 0.72 -0.31 3.23 4.10

BGI EAFE INDEX MSCI EAFE NET (BLENDED) 4,003 -1.35 4.72 -0.54 5.27 3.89 7.47 07-01-2009

Excess -0.00 0.01 0.27 0.11 0.00 -0.02

THOMSON, SIEGEL & WALMSLEY MSCI EAFE NET (BLENDED) 297 -0.89 4.81 2.07 -4.52 07-01-2014

Excess 0.46 0.10 2.88 2.23

TRINITY STREET MSCI EAFE NET (BLENDED) 321 -1.31 3.51 3.12 -5.58 07-01-2014

Excess 0.04 -1.20 3.93 1.17

TOTAL INTERNATIONAL DEVELOPED LARGE CAP MSCI EAFE NET (BLENDED) 5,743 -1.33 4.47 0.28 5.10 3.72 09-01-2009

Excess 0.02 -0.24 1.09 -0.06 -0.17

INTERNATIONAL DEVELOPED SMALL CAP

AQR CAPITAL MSCI EAFE SMALL CAP NET (BLENDED) 99 2.14 6.90 12.69 10.56 06-01-2013

Excess 1.41 0.11 3.10 2.25

BLACKROCK EAFE SMALL CAP MSCI EAFE SMALL CAP NET (BLENDED) 254 0.71 6.79 9.64 10.57 6.37 10.94 06-01-2010

Excess -0.02 0.01 0.06 0.02 -0.16 -0.12

DIMENSIONAL FUND ADVISORS INTL SC MSCI EAFE SMALL CAP NET (BLENDED) 102 0.03 3.45 1.15 7.46 3.69 4.21 4.81 09-01-2005

Excess -0.70 -3.34 -8.44 -3.08 -2.84 -0.62 -1.05

FRANKLIN TEMPLETON INVESTMENTS MSCI EAFE SMALL CAP NET (BLENDED) 217 -0.13 1.44 6.06 7.83 6.69 04-01-2011

Excess -0.86 -5.35 -3.53 -2.71 0.47

TOTAL INTERNATIONAL DEVELOPED SMALL CAP MSCI EAFE SMALL CAP NET (BLENDED) 672 0.54 4.52 7.23 9.50 6.81 7.92 10-01-2009

Excess -0.19 -2.27 -2.36 -1.04 0.28 -0.55

INTERNATIONAL EMERGING MARKETS

BLACKROCK EMERGING MARKETS MSCI EMF NET (BLENDED) 299 -2.24 0.68 -15.07 -6.93 -5.00 -3.47 10-01-2010

Excess -0.01 0.02 -0.15 -0.28 -0.38 -0.37

EATON VANCE EMERGING MARKET EQUITY MSCI EMF NET (BLENDED) 252 -2.04 -1.38 -16.60 -6.83 -4.77 -3.53 12-01-2010

                                                                                                                                 ASRS Pension and HBS Assets
ARIZONA STATE RETIREMENT SYSTEM
Investment Management Division                                                                Public Securities Markets
Dec-31-2015
Net Returns                                                                                     Investment Managers Performance Summary
Final
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Limited Access
01/22/2016 07:31:03 AM



Benchmark
Market

Value ($mil.) 1 Mth 3 Mth 1 Year 3 Year 5 Year 10 Year ITD
Inception

Date
Excess 0.19 -2.04 -1.68 -0.17 -0.16 -0.29

LSV EMERGING MARKET EQUITY MSCI EMF NET (BLENDED) 108 -2.94 -2.48 -20.16 -7.68 -4.79 -3.51 12-01-2010

Excess -0.71 -3.14 -5.24 -1.02 -0.17 -0.27

WILLIAM BLAIR & COMPANY MSCI EMF NET (BLENDED) 344 -2.77 1.14 -14.63 -2.74 -1.37 -0.98 11-01-2010

Excess -0.54 0.48 0.29 3.91 3.25 2.71

TOTAL INTERNATIONAL EMERGING MARKETS MSCI EMF NET (BLENDED) 1,003 -2.45 -0.07 -16.03 -6.00 -4.05 -2.97 10-01-2010

Excess -0.22 -0.73 -1.12 0.66 0.57 0.13

TOTAL INTERNATIONAL EQUITY INTERNATIONAL EQUITY INDEX 7,419 -1.32 3.82 -2.15 2.73 2.14 2.98 5.81 04-01-1987

Excess -0.01 -0.10 1.16 0.00 -0.05 -0.74 0.33

RISK FACTOR PORTFOLIO

RISK FACTOR PORTFOLIO 562 -1.19 6.31 3.06 12.09 06-01-2013

TOTAL EQUITY W/ RISK FACTOR OVERLAY MSCI WORLD NET (BLENDED) 16,660 -1.69 5.06 -0.88 9.80 8.38 5.95 6.35 01-01-1998

Excess 0.07 -0.44 -0.01 -0.03 0.42 0.50 0.82

TOTAL EQUITY W/O RISK FACTOR MSCI WORLD NET (BLENDED) 16,098 -1.71 5.02 -1.00 9.75 8.35 5.93 6.34 01-01-1998

Excess 0.05 -0.48 -0.13 -0.08 0.39 0.48 0.81

CORE FIXED INCOME

BGI US DEBT FD Barclays Aggregate (Daily) 1,545 -0.33 -0.58 0.62 2.37 05-01-2014

Excess -0.00 -0.01 0.07 0.14

F2 MODEL Barclays Aggregate (Daily) 1,872 -0.30 -0.56 0.95 1.79 3.53 4.79 5.34 10-01-2000

Excess 0.02 0.01 0.40 0.35 0.28 0.28 0.17

BGI GOVT/CRDTBD INDEX Barclays Gov/Credit Int (Daily) 24 -0.32 -0.67 1.17 1.22 2.70 4.33 11-01-2008

Excess 0.01 0.02 0.10 0.12 0.12 0.10

TOTAL CORE FIXED INCOME Barclays Aggregate (Daily) 3,442 -0.31 -0.57 0.80 1.65 1.65 01-01-2013

Excess 0.02 0.00 0.25 0.21 0.21

LONG DURATION TREASURIES

BLACKROCK LONG GOV BONDS Barclays Treasury Long (Daily) 353 -0.03 -1.26 0.20 09-01-2015

Excess -0.02 0.12 0.06

LONG DURATION TREASURIES Barclays Treasury Long (Daily) 353 -0.03 -1.26 0.20 09-01-2015

Excess -0.02 0.12 0.06

HIGH YIELD FIXED INCOME

ASRS Pension and HBS Assets
ARIZONA STATE RETIREMENT SYSTEM
Investment Management Division Public Securities Markets
Dec-31-2015
Net Returns Investment Managers Performance Summary
Final
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Benchmark
Market

Value ($mil.) 1 Mth 3 Mth 1 Year 3 Year 5 Year 10 Year ITD
Inception

Date
COLUMBIA MANAGEMENT INV. ADVISORS, LLC Barclays Corp High Yield (Daily) 670 -1.46 0.33 0.04 3.53 6.28 7.98 10-01-2009

Excess 1.06 2.39 4.50 1.84 1.24 0.57

JP MORGAN HIGH YIELD Barclays Corp High Yield (Daily) 337 -2.44 -2.34 -3.76 1.79 07-01-2013

Excess 0.08 -0.27 0.71 0.34

TOTAL HIGH YIELD FIXED INCOME Barclays Corp High Yield (Daily) 1,007 -1.79 -0.58 -1.29 2.88 5.62 7.40 10-01-2009

Excess 0.73 1.48 3.18 1.19 0.59 -0.01

TOTAL PUBLIC FIXED INCOME ASRS CUSTOM FIXED INCOME BENCHMARK 4,802 -0.59 -0.63 0.21 0.62 3.11 4.67 8.21 07-01-1975

Excess 0.58 0.16 3.68 1.18 0.98 0.72

MULTI-ASSET CLASS STRATEGIES

BRIDGEWATER ASSOCIATES GLBL TAA BRIDGEWATER CUSTOM BENCHMARK 1,098 -2.12 0.62 0.54 8.51 9.12 8.12 8.23 01-01-2004

Excess -2.13 0.60 -1.38 0.29 1.42 2.41 2.12

TOTAL MULTI-ASSET CLASS STRATEGIES MULTI ASSET CUSTOM INDEX 1,098 -1.31 1.45 -0.56 7.37 7.84 6.97 7.22 01-01-2004

Excess -1.31 1.44 -1.27 -0.43 0.40 1.39 1.21

GLOBAL INFLATION LINKED

GRESHAM Bloomberg Commodity Index Total Return 207 -3.39 -10.86 -25.96 -17.12 -12.00 -7.51 09-01-2010

Excess -0.30 -0.34 -1.30 0.18 1.47 1.55

TOTAL GLOBAL INFLATION LINKED Bloomberg Commodity Index Total Return 207 -3.39 -10.86 -25.96 -17.13 -12.13 -7.49 02-01-2010

Excess -0.30 -0.34 -1.30 0.17 1.34 0.49

CASH ASSETIZATION

TOTAL CASH ASSETIZATION CASH ASSETIZATION CUSTOM INDEX 909 -1.68 -1.84 -2.64 02-01-2015

Excess -0.38 0.81 5.05

TOTAL PUBLIC MARKET 23,733 -1.50 3.28 -1.03 7.00 6.75 8.46 10-01-2009

                                                                                                                                 ASRS Pension and HBS Assets
ARIZONA STATE RETIREMENT SYSTEM
Investment Management Division                                                                Public Securities Markets
Dec-31-2015
Net Returns                                                                                     Investment Managers Performance Summary
Final
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Limited Access
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Benchmark
Market

Value ($mil.) 1 Mth 3 Mth YTD 1 Year 3 Year 5 Year 10 Year ITD
Inception

Date
LTD

BLACKROCK - US DEBT FUND B Barclays Aggregate (Daily) 27.3 -0.34 -0.62 0.53 0.53 1.48 3.28 3.28 01-01-2011

Excess -0.02 -0.05 -0.02 -0.02 0.04 0.03 0.03

BLACKROCK - US HIGH YIELD FUND B Barclays Corp High Yield (Daily) 17.1 -2.43 -1.68 -4.82 -4.82 1.38 4.81 4.81 01-01-2011

Excess 0.09 0.38 -0.36 -0.36 -0.31 -0.23 -0.23

BLACKROCK-LTD-EM BD INDX FD B JPM GBI-EM Global Diversified Index 4.6 -2.45 -0.31 -15.69 -15.69 -10.74 -10.74 01-01-2013

Excess -0.22 -0.30 -0.77 -0.77 -0.79 -0.79

BLACKROCK - RUSSELL 1000 FUND B  RUSSELL 1000 (DAILY) 73.9 -1.81 6.51 0.97 0.97 15.01 12.46 12.46 01-01-2011

Excess -0.01 0.01 0.05 0.05 -0.00 0.02 0.02

BLACKROCK - RUSSELL 2000 FUND B RUSSELL 2000 (DAILY) 15.0 -5.01 3.68 -4.20 -4.20 11.85 9.37 9.37 01-01-2011

Excess 0.01 0.09 0.21 0.21 0.19 0.19 0.19

BLACKROCK - EAFE INDEX FUND B MSCI EAFE NET (BLENDED) 27.4 -1.38 4.67 -0.84 -0.84 5.02 3.66 3.66 01-01-2011

Excess -0.03 -0.04 -0.02 -0.02 -0.14 -0.23 -0.23

BLACKROCK EAFE SMALL CAP FUND B MSCI EAFE SMALL CAP NET (BLENDED) 7.5 0.67 6.74 9.58 9.58 10.57 6.39 6.39 01-01-2011

Excess -0.06 -0.05 -0.01 -0.01 0.02 -0.14 -0.14

BLACKROCK MSCI EMERGING MARKETS FUND B MSCI EMF NET (BLENDED) 10.0 -2.31 0.60 -15.17 -15.17 -6.99 -5.04 -5.04 01-01-2011

Excess -0.08 -0.06 -0.25 -0.25 -0.34 -0.42 -0.42

BGI-LTD- R ESTATE FD WILSHIRE RESI (DAILY) 21.6 2.12 7.52 4.27 4.27 11.56 12.04 6.96 7.55 01-01-2005

Excess 0.16 0.20 -0.24 -0.24 -0.42 -0.77 -0.47 -0.45

BLACKROCK DJ UBS COMM FUND B Bloomberg Commodity Index Total Return 4.3 -3.25 -10.75 -24.89 -24.89 -17.56 -13.77 -13.77 01-01-2011

Excess -0.17 -0.23 -0.23 -0.23 -0.27 -0.30 -0.30

LONG TERM DISABILITY - CASH 91 DAY TREASURY BILL (DAILY) 2.5 0.00 0.00 0.00 0.00 0.00 0.03 1.32 2.59 07-01-1995

Excess -0.03 -0.03 -0.05 -0.05 -0.05 -0.05 0.06 -0.05

TOTAL LTD LTD POLICY INDEX 211.1 -1.42 3.70 -1.61 -1.61 7.09 6.79 4.88 6.02 07-01-2002

ARIZONA STATE RETIREMENT SYSTEM
Investment Management Division ASRS Long Term Disability Assets
Dec-31-2015
Net Returns Investment Managers Performance Summary
Final

1 of 1
Limited Access
01/15/2016 11:16:47 AM
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Member Advisory Center: Phone

13 11 14 10 12 27 20 20 7 DNA DNA DNA
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Timeliness (average wait time in seconds)

90%

91%

92%

93%

94%

95%

96%

97%

98%

99%

100%

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

Quality 
of agent response to member inquiries 

Strategic Plan Objective
2015 CYTD Avg. =  99%
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Volume 
comparison of calls by month and year 

2015 CYTD =  171,688  ( 1% )
2014 CYTD =  169,587
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2015 CYTD Avg. =  1%
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Resolution Rate 
percent resolved on first contact 

Strategic Plan Objective
2015 CYTD Avg. =  98%
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Member Satisfaction 
3rd Quarter 2015 
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Satisfied
Dissatisfied
Very Dissatisfied

Very Satisfied + Satisfied = 98% 
Strategic Plan Objective = 90% 
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Member Advisory Center: One-on-One

Jan Feb Mar April May June July Aug Sept Oct Nov Dec

Appointments 1 1 1 1 1 0 0 0 1 0 1 1

Walk-Ins 5 7 6 6 6 5 5 5 7 5 5 4

Reception/MAC Express 0 1 0 0 0 0 0 0 0 0 0 0

Health Insurance 6 5 5 5 6 6 5 5 7 8 9 6

LTD Vendor 1 n/a 0 n/a 0 n/a 0 0 0 n/a n/a n/a

Timeliness (average wait time in minutes)
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Volume 
number of one-on-one counseling sessions by type 

LTD Vendor, Health Insurance and MAC Express CY 15 = 7,829 (-5.8%)

Walk-ins CY 15 = 4,964 (1.7%)

Appointments CY 15 = 5,626 (-12.3%)

Total Number of One-on-Ones  CY 14 = 19,604

Total Number of One-on-Ones CY 15 = 18,419 (-6.0%)
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16% 

3% 

0% 
2% 1% 

Member Satisfaction 
3rd Quarter 2015 

Very Satisfied Satisfied
Somewhat Satisfied Somewhat Dissatisfied
Dissatisfied Very Dissatisfied

Very Satisfied + Satisfied + Somewhat Satisfied = 97% 
Strategic Plan Objective = 90% 
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One-on-One Timeliness 
percent seen within 5 minutes (appointments) and 30 minutes (all other) 

Appointments CY 15 Avg. = 97.3% Walk-ins CY 15 Avg. = 96.8%

Health Insurance CY 15 Avg. = 88.2% Reception/MAC Express CY 15 Avg. = 99.9%

0 200 400 600

Survivor Benefits

Forms: Rqst/Sbmt,
Verifications

Retired:
Issues/Updates

New Retirement

Health Insurance

Number of Visits 

Reasons for Visit 
top five reasons 
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Member Advisory Center: E-Mail
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Volume 
comparison of 'ask MAC' e-mails received by month and year 

2015 CYTD =  12,015  ( 3% )
2014 CYTD =  11,681
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3% 

Member Satisfaction 
3rd Quarter 2015 

Very Satisfied Satisfied
Somewhat Satisfied Somewhat Dissatisfied
Dissatisfied Very Dissatisfied

Very Satisfied + Satisfied + Somewhat Satisfied = 97% 
Strategic Plan Objective = 90% 
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percent responded to in 1 day or less 

2015 CYTD Avg. = 79.5%
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Outreach Education and Benefit Estimates

1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0
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Benefit Estimate Timeliness (average TAT in days)

0
200
400
600
800

1,000
1,200
1,400
1,600
1,800
2,000

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

Total Meeting Attendees 
by type of meeting 

Know Your Insurance 2015 CYTD =  2,562
Planning for Retirement (Webinar) 2015 CYTD =  446
Planning for Retirement (In-Person) 2015 CYTD =  3,451
Retire Now 2015 CYTD =  2,575
2014 CYTD =  8,251
2015 CYTD =  9,034  ( 9% )
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1,200
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Benefit Estimate Volume 
comparison by month and year 

Special Projects (Unrequested) 2015 CYTD = 2,982 ( 24% )
All Other Requested (Phone, Letter, Follow up, Email, Walk-ins) 2015 CYTD = 5,822 ( -4% )
Retire Now Meeting 2015 CYTD = 815
Total Benefit Estimates 2014 CYTD = 7,777
Total Benefit Estimates 2015 CYTD = 8,644 ( 11% )
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Benefit Estimate Timeliness 
percent completed within 3 business days 

Strategic Plan Objective
2015 CYTD Avg. = 99%
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Benefit Estimates 

3rd Quarter 2015 
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Satisfied
Dissatisfied
Very Dissatisfied

Very Satisfied + Satisfied  = 95% 
Strategic Plan Objective = 90% 

76% 

23% 

1% 
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Planning for 

Retirement Meetings 
3rd Quarter 2015 
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Very Satisfied + Satisfied = 99% 
Strategic Plan Objective = 90% 

86% 

14% 

0% 
0% 

Retire Now Meetings 

1st Quarter 2015 

Very Satisfied
Satisfied
Dissatisfied
Very Dissatisfied

Very Satisfied + Satisfied = 100% 
Strategic Plan Objective = 90% 

Member Satisfaction 
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Service Purchase

Sept 
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Cost Invoice Quality Rating 
CY 2015 

Strategic Plan Objective
CY 2015

Member Satisfaction 
3rd Quarter 2015 

Data not Available 
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percent within 5 business days 

Strategic Plan Objective
2015 CYTD Avg. =  96%
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Total Volume 
comparison by month and year 

PDAs Processed 2015 CYTD = 60 ( -12% )
PDA Contracts Issued 2015 CYTD = 220 ( 7% )
Lump Sum Purchases Processed 2015 CYTD = 1,946 ( 11% )
Completed Cost Invoices 2015 CYTD = 2,524 ( 8% )
Requested Cost Invoices 2015 CYTD = 4,084 ( 14% )
Combination of All Above 2014 CYTD = 7,947
Combination of All Above 2015 CYTD = 8,834  ( 11% )
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percent within 10 business days 

Strategic Plan Objective
2015 CYTD Avg. =  84%
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Payroll Deduction Agreement 
Timeliness 

percent within 5 business days 

Strategic Plan Objective
2015 CYTD Avg. = 93%
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Refunds

2 2 2 2 2 3 DNA DNA DNA 3 2 2
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Volume 
comparison by month and year 

2015 CYTD =  14,782  ( 0% )
2014 CYTD =  14,853
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Refund Quality Rating 
CY 2015 

CY 15

72% 23% 
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0% 2% 

Member Satisfaction  
3rd Quarter 2015 

Very Satisfied Satisfied
Somewhat Satisfied Somewhat Dissatisfied
Dissatisfied Very Dissatisfied

Very Satisfied + Satisfied + Somewhat Satisfied = 98% 
Strategic Plan Objective = 90% 
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Strategic Plan Objective
2014 CYTD Avg. =  99%
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New Retirees
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First Payment Timeliness (average turnaround time in days)

Pension Payment (percent disbursed by 1st of the month)

Adjusments Timeliness (average turnaround time in days)

0

200

400

600

800

1000

1200

1400

1600

1800

2000

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

First Payment Volume   
comparison by month and year  

2015 CYTD =  8,737 ( 3% )
2014 CYTD =  8,506
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23% 

6% 

1% 

2% 
4% 

Member Satisfaction  
3rd Quarter 2015 

Very Satisfied Satisfied
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Dissatisfied Very Dissatisfied

Very Satisfied + Satisfied  + Somewhat Satisfied= 93% 
Strategic Plan Objective = 90% 
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First Payment Timeliness 
percent disbursed in 10 business days 

Strategic Plan Objective
2015 CYTD Avg.=  84%
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Pension Volume 
comparison by month and year 

2015 CYTD =  1,581,065 ( 4.21% )
2014 CYTD =  1,517,233
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Audits & Adjustments 
comparison by month and year 

Adjustments 2015 CYTD =  383 ( -74% )
Audits 2015 CYTD =   7,816  ( -3% )
2014 CYTD =  8749
2015 CYTD =  8199 ( -7% )
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Adjustments Timeliness 
Percent completed in 20 business days 

Strategic Goal
2015 CYTD Average =  98%
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Survivor Benefits

Retired
2 2 2 2 2 2 2 2 2 2 3 3

Non Retired
7 19 16 12 10 13 40 40 22 7 20 157
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Lump Sum (Non-Retired)
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Packet Timeliness (average TAT in days)

Payment Timeliness (average TAT in days)
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Volume 
number of death notifications received 

Non-Retired 2015 CYTD =  1,915 ( 106% )
Retired 2015 CYTD =  2,401 ( -8% )
Total 2014 CYTD =  3,546
Total 2015 CYTD =  4,316 ( 22% )

74% 

23% 

2% 

1% 

Member Satisfaction 
3rd Quarter 2015 

Very Satisfied
Satisfied
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Non-Retired 2015 CYTD =  1,148 ( -6% )
Retired 2015 CYTD =  2,789 ( 4% )
Total 2014 CYTD =  3,905
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Public Website: www.azasrs.gov

Followers: 1,749 (+3%)

Followers: 273 (+9%)
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Secure Website:  secure.azasrs.gov
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APPROPRIATIONS EXPENDED
FISCAL YEAR 2016 YTD

OPERATING BUDGET
Personal Services 13,091,900$              6,138,500$                46.89%
Employee Related Expenses 5,063,500$                2,358,900$                46.59%
Professional & Outside Services 1,292,400$                731,000$                   56.56%
Travel 79,900$                     55,900$                     69.96%
Other Operating Expenses 2,732,800$                782,400$                   28.63%
Equipment 651,100$                   172,300$                   26.46%

Operating Subtotal 22,911,600$              10,239,000$              44.69%

OTHER APPROPRIATIONS
Long Term Disability Administration 2,800,000$                794,700$                   28.38%
Oracle Forms and Reports Modernization (Yr. 3) 2,270,000$                424,200$                   18.69%

TOTAL FY 2016 Appropriated Funds 27,981,600$           11,457,900$           40.95%

APPROPRIATIONS EXPENDED EXPENDED
PRIOR YEARS CURRENT YEAR

PRIOR YEAR APPROPRIATIONS
 (NON-LAPSING)
FY 2015 - Oracle Forms and Reports Modernization (Yr. 2) 4,484,500$                1,463,600$                207,100$                   37.25%
FY 2011 - HB 2389 - ASRS Plan Design Changes 1,341,700$                1,247,100$                -$                              92.95%
FY 2011 - ASRS Operating Budget 20,570,100$              19,901,200$              -$                              96.75%
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Arizona State Retirement System
FY 2016 Appropriated Budget

(as of December 31, 2015)
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Budget Summary for Fiscal Year 2016 
As of December 31, 2015 
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Operating Budget 
The operating budget information on the previous page is based on funding approved by the 
Board and the Legislature for fiscal year July 1, 2015 through June 30, 2016.  These ASRS 
operating expenses are distinguished from other areas of ASRS spending authority: such as 
expenditures for investment management and benefits payments.  Administrative salaries and 
employee benefits, supplies, equipment and ongoing operational costs associated with 
information and financial systems for the ASRS Board and ASRS employees are funded from 
the operating budget.  Expenditures to date include thirteen pay periods (50% of the annual 
payrolls) of fiscal year 2016.  
 
Other Appropriations 
Other appropriations, which are considered part of the annual budget, represent other 
appropriations for specific programs or services authorized by the Board and the Legislature.   
 

• Long Term Disability Administration Fund 
The amount appropriated for the administration costs of the LTD program.    
 

• Oracle Forms and Reports Modernization 
The amount appropriated (non-lapsing) for the third year of the software 
modernization project.  
 

Non-Lapsing Appropriations for Legislative Initiatives 
 
The amount appropriated by the Legislature for the implementation of: 

− FY 2015 - Oracle Forms and Reports Modernization (Yr. 2) 
− FY 2011 - HB 2389 - ASRS Plan Design Changes 
− FY 2011 - ASRS Operating Budget and LTD Admin 

• HB 2024, Section 93 modified the FY 2011 ASRS appropriations to be non-
lapsing appropriations.  The ASRS has the ability to utilize the unspent portion of 
these appropriations in ensuing fiscal years. 

 
 

Explanation of Columns 
 
1) The Appropriations column represents funds that have been approved by the Legislature 

and the ASRS Board for FY 2016, and includes prior year legislative appropriations. 
 
2) The Expended columns represents the expenditures to date.   
 
3) The % Expended column identifies the portion of each line item that has been expended to 

date.  This column is intended to be a guide to the rate of spending during the fiscal year.  



ASRS FISCAL YEAR 2016, CONTINUOUSLY APPROPRIATED REPORT
(with summarized Appropriated Expenses)

DESCRIPTION EXPENDED  YTD 
as of 12/31/15

ESTIMATED ANNUAL 
EXPENSES

(Projections updated 
quarterly)

EST. ANNUAL 
EXPENSES AS % OF 

TOTAL AUM

EST. ANNUAL 
EXPENSES PER 

MEMBER 

Custodial Banking, Security Lending and Master Cash STIF Fees 1,303,000                3,077,000                
Internal Investment Management (Salaries and Benefits) 785,000                    1,751,000                
Public Markets

External Investment Management Fees 15,295,000              61,302,000              
Transactional and Other Fees 1,449,000                2,110,000                
Private Markets

Private Debt and Equity Management Fees 14,238,000              46,000,000              
Private Debt and Equity Performance Incentive and Other Fees 20,239,000              60,000,000              

Real Estate, Farmland and Timber and Infrastructure Management Fees 10,626,000              25,000,000              
Real Estate, Farmland and Timber and Infrastructure Performance Incentive and Other Fees 25,896,000              35,000,000              

Opportunistic Debt and Equity Management Fees 3,820,000                10,000,000              
Opportunistic Debt and Equity Performance Incentive and Other Fees 3,708,000                5,000,000                

Investment Management Expenses 97,359,000$     249,240,000$   0.751%  $             445.95 
Investment Consulting Services 1,356,000                4,354,000                
Investment Related Legal Services 734,000                    1,175,000                
Investment Electronic Information Services 493,000                    2,376,000                
External Financial Consulting Services -                            110,000                    

Investment Related Consulting, Legal and Information Services 2,583,000$       8,015,000$       0.024%  $               14.34 
Rent 752,000             1,505,000          0.005%  $                 2.69 

Actuarial Consulting Fees 55,000               925,000             0.003%  $                 1.66 
Retiree Payroll (Disbursement Administration) 976,000             3,715,000          0.011%  $                 6.65 

Total Continuously Appropriated Expenses 101,725,000$   263,400,000$   0.793%  $             471.28 

*Total Current Year Appropriated Expenses 11,665,000$     28,981,600$     0.087%  $               51.85 
 * Includes estimated prior year non-lapsing appropriations of $1,000,000
related to the Oracle Forms and Reports Modernization Project 

Total Expenses (Continuously Appropriated and Appropriated) 113,390,000$   292,381,600$   0.880% 523.14$             

ASRS Estimated Total Market Value of Assets Under Management (AUM) as of September 30, 2015 33,208,020,000$         
ASRS Total Membership as of June 30, 2015 558,900                        
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Continuously Appropriated Expenses for FY 2016 
Estimated Expenditures 

 

Page 4 

 
The Arizona State Retirement System (ASRS) investment and administrative costs are expended in 
accordance with Arizona Revised Statutes (A.R.S.), Title 38, Chapter 5, Article 2, Section 38-721.  A.R.S. 
Section 38-721, Subsection C, lists specific expenditures that are continuously appropriated and are allowable 
in the amount deemed necessary by the Board. 
 
These specific expenditures are described below: 
 

1. Investment management fees and related consulting fees necessary to meet the Board’s 
investment objectives 

 
Internal Investment management 

 ASRS Investment Management Division staff base salaries and employer portion of 
staff benefits and payroll taxes. 

 
External investment management fees 

 Public Markets 
 External investment management fees (public). 
 Management fees (public) year-to-date expenditure amounts reflect the fees 

due for the first quarter of FY 2016. 
 Transactional and other fees include foreign taxes and commissions on 

derivatives and other incidental costs. 
 

 Private Markets 
 Private Debt and Equity, Real Estate, Farmland and Timber and 

Infrastructure and Opportunistic Debt and Equity investment management 
fees. 

 Performance incentive fees include performance incentives and carried 
interest, which are only paid upon successful performance of the manager 
after other return hurdles are met.  Other fees are the ASRS proportional 
share of the transactional and operational cost of the underlying investment 
structure.   Each of these fees is only paid if earned or incurred, and 
therefore may vary each quarter.  

 Management and performance incentive fees year-to-date expenditure 
amounts reflect the fees due for the first quarter of FY 2016. 
 

Consulting fees 
 Includes investment related consulting and legal fees, electronic information services 

and subscriptions, custodial banking administrative fees, external auditing service 
fees. 

 
2. Rent 

 Costs associated with rent as tenants for occupancy in the 3300 Tower in Phoenix and in the 
satellite office in Tucson.   
 

3. Actuarial consulting fees 
 Costs associated with actuarial services related to plan design, administration and valuations. 

 
4. Retiree Payroll 

 Costs associated with administering retiree pension benefits and disbursements, including 
third-party payroll administration fees, postage and benefit related consulting fees and the 
beginning phase of the ASRS Benefit Disbursement project.   
 

The report includes projected expenditures for the current fiscal year.  Actual expenditures are reported 
monthly and estimated annual expenses are reviewed and adjusted quarterly. The estimated annual expenses 
reflected were last updated as of the close of the quarter ending September 30, 2015. 
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 Arizona State Retirement System 
  Staffing Report 

(December 31, 2015) 

 
 

 
  

  
   252 Full Time 

Equivalents 
(FTEs) 

 
New Hires 

 

New Exits 
 

Vacancies  
Vacancy 

Rate ASRS by Division 

Administrative Services Division (ASD) 16  1.0 
 

0.0  1.25 
 

7.81% 
Director's Office (DIR) 15  0.0 

 
0.0  1.0 

 
6.67% 

External Affairs (EAD) 3  0.0 
 

0.0  0.0 
 

0.00% 
Financial Services (FSD) 62  2.0 

 
1.0  10.50 

 
16.94% 

Technology Services (TSD) 52  0.0 
 

0.0  6.0 
 

11.54% 
Internal Audit (IAD) 6  0.0 

 
0.0  1.75 

 
29.17% 

Investment Management (IMD) 12  0.0 
 

0.0  2.0 
 

16.67% 
Member Services (MSD) 86  0.0 

 
2.0  6.75   7.85% 

 252  3.0  3.0  29.25  11.61% 

  
 

  
  

   

Turnover 
 December 

2015 
New Hires  

December  
2015 
Exits 

 Total Exits 
(Last 12 Months)  

Annualized 
Turnover % 

 3.0  3.0  30  12.89% 
 
Recruitments 
Beginning February 2015, all ASRS recruitments were placed on hold until further notice due to the State of Arizona Hiring Freeze.  
Specific ASRS positions are critical to the core functions and operations of the agency and if left unfilled will negatively impact the 
agency’s ability to meet goals and objectives.  Recruitment for these “mission critical” positions may proceed after hiring supervisors 
complete and submit appropriate justification documents and upon approval of the agency director. In some instances, these additional 
steps have extended the recruitment turnaround time and contributed to the yellow or red status of some business units as noted on the 
following pages. We continue to work within the State of Arizona Hiring Freeze guidelines implemented February 2015. 
 
• Six positions are under recruitment – EAD Employer Relations Officer, FSD Fiscal Services Specialist IV, FSD Fiscal Services Specialist III, IMD 

Portfolio Manager-Public Equity, MSD Quality Analyst, and TSD Software Engineer  
• Four recruitments have not yet commenced – FSD Controller, FSD Fiscal Services Specialist III, MSD Retirement Advisor Senior (Tucson), and 

TSD Information Security Engineer 
• Two positions have been filled - DIR Communications Specialist (01/25/2016) and TSD Information Security Officer (start date 02/01/2016)  
 



Impact of Staffing (Vacancies, Recruitments, Internal Transfers) on 
ASRS Operational Performance 
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Agency 
Divisions Services and Functions Staffing 

Impact Comments 

Impact of Staffing on ASRS Operations:      Green = Normal risk      Yellow = Greater than normal risk     Red = Negative impact 

MSD MAC (Call Center) 
  

MSD One-on-one Counseling 
(Appointments/Walk-ins)   

MSD E-mail and Written 
Correspondence   

MSD Outreach Education 
  

MSD Tucson: 
Appointments/Walk-ins/Outreach   

MSD Benefit Estimates 
  

MSD Employer Relations 
  

MSD 
Health Insurance/LTD Benefits 
Administration and 
Communication 

  

MSD Survivor Benefit Processing 
 

 

MSD Refund Processing 
  

MSD New Retiree Processing 
  

MSD/FSD Service Purchase Processing 
 

The Service Purchase process is going through a modernization project 
which is requiring significant staffing resources.  Greater than normal risk 
will remain until the Service Purchase project is completed. 

   

   

   

   

   

   

   

   

   

   

   

   



Impact of Staffing (Vacancies, Recruitments, Internal Transfers) on 
ASRS Operational Performance 
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Agency 
Divisions Services and Functions Staffing 

Impact Comments 

Impact of Staffing on ASRS Operations:      Green = Normal risk      Yellow = Greater than normal risk     Red = Negative impact 

FSD Monthly Pension Payroll 
Processing   

FSD New Retiree Processing 
 

During December 2015, the New Retirees strategic objectives were met. 
One vacant position remains.   Risk remains until six newly hired staff are 
fully trained. 

FSD Survivor Benefit Processing 
 

 

FSD Records Management 
(data processing/imaging)  

The mailroom and printing team are meeting work expectations with 
Imaging staff assistance.  Review and analysis of missing member data 
including an outreach plan to employers regarding missing member 
enrollments are on hold until the new Records Management Supervisor 
has been fully trained. 

FSD LTD/Health Benefit Supplement 
Processing  

The Fiscal Services Specialist III within the FSD Health Insurance team 
has been filled.  Until training is complete, there is still a greater than 
normal risk of meeting the strategic goals and strategic priorities.  

FSD Transfer Processing 
  

FSD General Accounting 
 

General Accounting did not meet strategic objectives.  One critical 
position, Controller, is vacant and two positions were recently filled.  
Greater than normal risk will remain until the Controller position is filled 
and all positions have been fully trained. 

FSD Contribution Collections and 
Posting  

The Contribution Accounting team has one new employee who is in 
training and one vacancy.  Greater than normal risk will remain until the 
vacant position is filled and the new employee is fully 
trained.  Recruitment for the one vacancy will start January 2016.  

   

   

   

   

   

   

   

   



Impact of Staffing (Vacancies, Recruitments, Internal Transfers) on 
ASRS Operational Performance 
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Agency 
Divisions Services and Functions Staffing 

Impact Comments 

Impact of Staffing on ASRS Operations:      Green = Normal risk      Yellow = Greater than normal risk     Red = Negative impact 

TSD Network Support 
 

The Network Support team continues to struggle to meet the business 
needs and their strategic objectives due to insufficient staffing.  The 
Information Security Officer recruitment has been completed and will 
start February 2016. The recruitment for the remaining vacant security 
positions will resume in February 2016.  Greater than normal risk will 
remain until all positions are filled and staff is fully trained.   

TSD Business Applications 
Development and Support  

The planned workload requires a complement of 44 total resources (31 
FTEs and 13 external resources). Our current complement of resources 
for December 2015 was 45 (30 FTEs and 15 external resources).  Two 
external consultants left ASRS in December. We are currently recruiting 
for one full time Software Engineer. 

IMD Investment Management 
  

DIR Board/Executive Staff Support 
  

DIR Strategic Planning/Analysis 
  

DIR Strategic Communications 
 

Recruitment for the vacant Communications Specialist position has been 
completed and will start in January 2016.  The Strategic 
Communications team will continue to experience greater than normal 
risk until the new FTE is fully trained. 

DIR  Public Affairs   

IA Internal Audit 
  

EA Rule Writing 
  

   

   

   

   

   

   

   

   

   



Impact of Staffing (Vacancies, Recruitments, Internal Transfers) on 
ASRS Operational Performance 
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Agency 
Divisions Services and Functions Staffing 

Impact Comments 

Impact of Staffing on ASRS Operations:      Green = Normal risk      Yellow = Greater than normal risk     Red = Negative impact 

EA Legislative Relations 
 

 
 

ASD Human Resources 
  

ASD Training and Development 
  

ASD Contracts and Procurement 
 

Current staffing struggled to meet the strategic objectives in December 
2015 due to the combined effect of the vacancy of the Chief 
Procurement Officer role, (that had previously been provided by ADOA), 
and the vacant ASRS Senior Procurement Officer position.  Although 
the Senior Procurement Officer position was filled in late December, a 
greater than normal risk will remain until the new staff member has been 
trained. 

ASD Facilities Management 
  

ASD Budget Administration 
  

 

   

   

   

   

   

   



*Final amounts may vary due to adjustments in per diem and reimbursement.
**Travel occurred in the third quarter but reimbursement was paid out in the fourth quarter.

Date Purpose Location Attendee Cost

September 24-25, 2015** Due Diligence: USAA, Ventas, Pegasus 

Stockbridge, CA
San Francisco, CA 
Portland, OR Kerry White $478.76

September 24-25, 2015** Due Diligence: USAA, Ventas and Pegasus 

Stockbridge, CA
San Francisco, CA 
Portland, OR Karl Polen $619.61

October 7-8, 2015 IPMA Public Pension HR Org. Roundtable Nashville, TN Neal Park $1,419.13

October 6-8, 2015 2015 Institutional Investor Index & Risk Mgmt. Conf. Sacramento, CA Dave Underwood $1,015.42
October 7-9, 2015 Roundtable for Institutional Investor Conf. Chicago, IL Gary Dokes $2,297.37

October 13-16,2015
Due Diligence and Avenue Europe Advisory 
Committee Meeting New York, NY AL Alaimo $503.19

October 15-17, 2015 2015 IABC Southern Region Conference Denver, CO Pam Vozza $931.77

October 19 - November 06, 2015 Due Diligence: PineBrook, H/2, Trilantic, Lovell Minick, 
CCMP, Athene, Jen Partners, L3 and IFC

Atlanta, GA
Miami, FL
New York, NY
Palm Beach, FL

Karl Polen $2,815.79

October 24 - 28, 2015 NPEA Conference Lexington, KY Julie Lockwood $2,298.10
October 24 -28, 2015 NPEA Conference Lexington, KY Brandi Clemans $2,298.10
October 25-28, 2015 P2F2 Conference San Diego, CA Hong Mayhew $1,656.86
October 25-28, 2015 P2F2 Conference San Diego, CA Kerry White $1,671.20
October 25-28, 2015 P2F2 Conference San Diego, CA Erin Higbee $1,624.50
October 25-28, 2015 P2F2 Conference San Diego, CA Elizabeth Rozzell $1,516.81

ASRS Fourth Quarter 2015 Out of State Travel Expenditures
*Numbers are Unaudited



*Final amounts may vary due to adjustments in per diem and reimbursement.
**Travel occurred in the third quarter but reimbursement was paid out in the fourth quarter.

Date Purpose Location Attendee Cost

ASRS Fourth Quarter 2015 Out of State Travel Expenditures
*Numbers are Unaudited

October 25-29, 2015 ORACLE OPENWORLD 2015 San Francisco, CA Andrew Hinds $3,111.53
October 28-30, 2015 Administrative Law Conference Washington, D.C. Jessica Ross $1,706.94
November 1-4, 2015 APPFA Conference Hilton Head, SC Jeff Volzka $1,187.38
November 1-4, 2015 APPFA Conference Hilton Head, SC Rosie Tomforde $1,372.47
November 2, 2015 Due Diligence - Ares Capital Management Los Angeles, CA Kerry White $433.35

November 2-10, 2015

Due Diligence: Ares Captial Management, Jen 
Partners and L3
Tenex Annual Meeting
ANRP Advisory Board Meeting 

Los Angeles, CA
Atlanta, GA
Miami, FL 
New York, NY Eric Glass $3,453.03

November 2-5, 2015 Invesco RE Conference La Jolla, CA Gary Dokes $434.56
November 3-5, 2015 Atlassian Summit 2015 San Francisco, CA Aaron Chandler $1,673.82
November 3-5, 2015 Atlassian Summit 2015 San Francisco, CA James Herr $1,672.82
November 3-5, 2015 Atlassian Summit 2015 San Francisco, CA Michelle Roshto $1,668.82
November 8-11, 2015 IFEBP Conference Honolulu, HI Pat Klein $510.00
November 8-11, 2015 IFEBP Conference Honolulu, HI Dave King $3,213.56

Total: $41,584.89



ARIZONA STATE RETIREMENT SYSTEM
COMBINED STATEMENT OF CHANGES IN TOTAL FUND CASH
FOR THE MONTH ENDED DECEMBER 31, 2015

Fiscal Fiscal
Retirement Retirement Health Benefit Long-Term 2016 2015

Plan System Supplement Disability Current Period YTD YTD
Fund Fund Fund Fund December December December

ADDITIONS
Contributions

Member contributions 98,631,533$             3,608$                      -$                          1,043,461$               99,678,603$             505,178,567$        497,459,463$           
Employer contributions 94,299,767               3,608                        4,344,623                 1,043,334                 99,691,332               503,764,957          499,849,126             
Alternative contributions (ACR) 2,476,524                 -                            35,109                      16,204                      2,527,836                 12,212,216            12,483,866               
Transfers from other plans 164,653                    -                            -                            -                            164,653                    1,068,255              291,521                    
Purchased service 2,199,614                 -                            -                            -                            2,199,614                 14,217,181            12,909,878               

TOTAL CONTRIBUTIONS 197,772,090             7,217                        4,379,731                 2,102,999                 204,262,037             1,036,441,176       1,022,993,853          

DEDUCTIONS
Investment management fees 477,101                    -                            -                            58,239                      535,340                    31,799,827            32,433,309               
Custody fees -                            -                            -                            -                            -                            -                         -                            
Consultant and legal fees 623,210                    -                            -                            -                            623,210                    2,089,961              2,548,525                 
Internal investment activity expense 198,926                    -                            -                            -                            198,926                    1,176,982              1,644,172                 
Retirement and disability benefits 226,318,698             7,990,705                 7,766,869                 4,955,792                 247,032,063             1,463,752,971       1,411,003,081          
Survivor benefits 2,129,085                 6,175                        -                            -                            2,135,260                 19,106,118            19,578,863               
Refunds to withdrawing members, including interest 16,076,080               1,588                        -                            -                            16,077,668               137,214,360          127,712,455             
Administrative expenses 2,781,544                 -                            -                            18,715                      2,800,260                 14,123,106            15,193,485               
Transfers to other plans 307,419                    -                            -                            -                            307,419                    628,804                 335,196                    
Other 4,790                        -                            -                            -                            4,790                        15,280                   6,470                        
TOTAL DEDUCTIONS 248,916,851             7,998,469                 7,766,869                 5,032,746                 269,714,935             1,669,907,410       1,610,455,554          

INCREASE (DECREASE) (51,144,761)              (7,991,252)                (3,387,137)                (2,929,747)                (65,452,898)              (633,466,235)         (587,461,701)            

From securities lending activities:
Security loan program 432,649                    -                            -                            -                            432,649                    3,069,382              1,689,333                 
Security loan interest expense / (Rebate) (158,071)                   -                            -                            -                            (158,071)                   (857,944)                (48,019)                     

* Net income from securities lending activities 590,720                    -                            -                            -                            590,720                    3,927,326              1,737,352                 

Capital Calls / (Distributions)
Farmland and Timber (454,431)                   (4,635)                       (20,110)                     -                            (479,176)                   11,665,010            45,442,161               
Infrastructure -                            -                            -                            -                            -                            -                         -                            
Opportunistic Debt 20,839,567               212,673                    947,317                    -                            21,999,557               83,611,380            142,065,576             
Opportunistic Equity 20,658,426               208,027                    918,844                    -                            21,785,298               26,264,198            22,250,683               
Private Debt 183,895,316             1,768,336                 8,001,790                 -                            193,665,442             638,092,637          245,488,175             
Private Equity (9,044,583)                -                            (398,790)                   -                            (9,443,373)                50,021,350            106,855,487             
Real Estate 71,119,869               693,210                    3,223,755                 -                            75,036,834               321,365,489          (76,233,076)              

TOTAL Capital Calls 287,014,164             2,877,611                 12,672,807               -                            302,564,582             1,131,020,063       485,869,005             

NET INCREASE (DECREASE) (337,568,205)$          (10,868,863)$            (16,059,944)$            (2,929,747)$              (367,426,759)$          (1,760,558,972)$    (1,071,593,355)$       

* Securities lending activities reported on a one month lag.



ARIZONA STATE RETIREMENT SYSTEM
COMBINED STATEMENT OF CHANGES IN TOTAL FUND CASH
FOR THE MONTH ENDED NOVEMBER 30, 2015

Fiscal Fiscal
Retirement Retirement Health Benefit Long-Term 2016 2015

Plan System Supplement Disability Current Period YTD YTD
Fund Fund Fund Fund November November November

ADDITIONS
Contributions

Member contributions 81,133,164$             3,075$                      -$                          858,684$                  81,994,922$             405,500,194$        400,779,587$           
Employer contributions 77,570,434               3,075                        3,575,292                 858,566                    82,007,367               405,401,416          399,450,021             
Alternative contributions (ACR) 2,199,509                 -                            31,182                      14,392                      2,245,082                 9,684,380              9,748,699                 
Transfers from other plans 36,517                      -                            -                            -                            36,517                      903,602                 241,902                    
Purchased service 2,474,479                 -                            -                            -                            2,474,479                 12,017,567            10,916,913               

TOTAL CONTRIBUTIONS 163,414,102             6,149                        3,606,474                 1,731,641                 168,758,366             833,507,158          821,137,121             

DEDUCTIONS
Investment management fees 12,401,900               -                            -                            -                            12,401,900               31,264,487            36,923,905               
Custody fees -                            -                            -                            -                            -                            -                         -                            
Consultant and legal fees 355,087                    -                            -                            -                            355,087                    1,425,535              2,003,710                 
Internal investment activity expense 139,774                    -                            -                            -                            139,774                    978,056                 1,128,929                 
Retirement and disability benefits 225,281,427             3,151,160                 7,822,446                 5,341,936                 241,596,969             1,217,096,949       1,167,681,523          
Survivor benefits 2,650,966                 7,209                        -                            -                            2,658,176                 17,066,554            17,014,711               
Refunds to withdrawing members, including interest 17,128,340               -                            -                            -                            17,128,340               121,224,365          112,833,209             
Administrative expenses 1,876,979                 -                            -                            367,554                    2,244,532                 11,322,913            12,501,540               
Transfers to other plans 66,102                      -                            -                            -                            66,102                      321,386                 234,221                    
Other 328                           -                            -                            -                            328                           10,490                   5,014                        
TOTAL DEDUCTIONS 259,900,903             3,158,369                 7,822,446                 5,709,490                 276,591,208             1,400,710,736       1,350,326,761          

INCREASE (DECREASE) (96,486,801)              (3,152,220)                (4,215,972)                (3,977,849)                (107,832,842)            (567,203,578)         (529,189,640)            

From securities lending activities:
Security loan program 474,268                    -                            -                            -                            474,268                    2,636,733              1,111,553                 
Security loan interest expense / (Rebate) (138,187)                   -                            -                            -                            (138,187)                   (699,873)                (53,901)                     

* Net income from securities lending activities 612,455                    -                            -                            -                            612,455                    3,336,606              1,165,454                 

Capital Calls / (Distributions)
Farmland and Timber -                            -                            -                            -                            -                            12,144,186            40,168,605               
Infrastructure -                            -                            -                            -                            -                            -                         -                            
Opportunistic Debt (13,602,151)              (138,813)                   (618,322)                   -                            (14,359,285)              61,611,823            104,758,084             
Opportunistic Equity 576,880                    5,809                        25,658                      -                            608,348                    4,478,900              19,379,687               
Private Debt 119,134,666             1,133,605                 5,432,089                 -                            125,700,360             444,427,194          75,062,995               
Private Equity (8,644,400)                -                            (381,145)                   -                            (9,025,546)                59,464,723            82,015,465               
Real Estate 25,527,875               248,822                    1,157,139                 -                            26,933,836               246,328,655          (107,441,488)            

TOTAL Capital Calls 122,992,870             1,249,423                 5,615,421                 -                            129,857,713             828,455,482          213,943,348             

NET INCREASE (DECREASE) (218,867,216)$          (4,401,643)$              (9,831,393)$              (3,977,849)$              (237,078,101)$          (1,392,322,454)$    (741,967,534)$          

* Securities lending activities reported on a one month lag.



OUTSTANDING ASRS APPEALS 

Information as of January 12, 2016.  Updates are noted in bold font. 

Date Received Appeals Issues/Questions Regarding Status/Comments 

04/16/2012 Arizona State 
University 

Appellant is disputing an ASRS 
employer termination incentive program 
invoice in the amount of $1,149,000. 

ASU appealed to the AZ Court of Appeals 02/12/2014. Case No. CA-
CV 14-0083. Final Opinion issued on 05/05/2015 reversing the 
Superior Court’s decision affirming the ruling of the ASRS Board. 
ASRS Motion for Reconsideration Denied 05/21/2015.  ASRS Petition 
for Review filed 6/29/2015.  ASU Application for Attorneys’ Fees in 
the amount of $114,493.00 denied on 7/24/2015.  ASU Response to 
Petition for Review filed 8/28/2015.  Arizona Supreme Court declined 
to review the case on 10/27/2015.  ASU filed Motion for Judgment 
with interest in Superior Court on 12/7/2015. 

07/14/2014 Richard K. Hillis & 
Sharon Di Giacinto 

Appealing the ASRS determination that 
a Domestic Relations Order term is 
unacceptable. 

Board upheld Administrative Law Judge Decision on 01/30/2015.  
Appellant filed Notice of Appeal on 02/02/2015 with the AZ Superior 
Court, Case No. LC2015-000048. Oral Argument held 07/29/2015.  
Superior Court Decision in favor of the ASRS issued on 9/25/15.  
Appellant Di Giacinto appealed to AZ Court of Appeals on 9/30/2015.  
ASRS Answering Brief due 2/23/2016. 

12/17/2014 The Griffin Foundation 

Appellant is appealing the ASRS 
determination that the Appellant owes 
contributions from October 2010 to 
present for its employees. 

OAH hearing held on 05/14/2015 and 07/09/2015.  ASRS Board 
accepted the Administrative Law Judge Decision on 12/4/2015. 

08/24/2015 Amy Smith Appealing an overpayment in the 
amount of $2,136.56. 

OAH hearing held on 11/18/2015.  ALJ Decision affirming ASRS 
decision issued on 12/7/2015.  Decision on 1/29/2016 Board 
agenda. 

09/02/2015 Donald Smith Appealing ASRS calculation method of 
his Domestic Relations Order. 

OAH hearing held on 10/26/2015. ALJ Decision affirming ASRS 
decision issued on 11/10/2015.  Decision on 1/29/2016 Board 
agenda. 

10/05/2015 Cynthia Odom Appealing ASRS determination on 
return to work requirements. OAH hearing scheduled for 1/19/2016. 

10/21/2015 Cathy Davis Appealing ASRS decision regarding her 
retirement date. OAH hearing held on 12/23/2015. 

12/28/2015 Valerie Fields Appealing ASRS decision regarding 
service purchase credit. OAH hearing scheduled for 2/22/2016. 

 



*Estimated amount 

3300 NORTH CENTRAL AVENUE • PO BOX 33910 • PHOENIX, AZ  85067-3910 • PHONE (602) 240-2000 
7660 EAST BROADWAY BOULEVARD • SUITE 108 • TUCSON, AZ  85710-3776 • PHONE (520) 239-3100 

TOLL FREE OUTSIDE METRO PHOENIX AND TUCSON 1 (800) 621-3778 
EMAIL ADDRESS: ASKMAC@AZASRS.GOV • WEB ADDRESS:  WWW. AZASRS.GOV 

ARIZONA STATE RETIREMENT SYSTEM 
Paul Matson 

Director 

 
 

 
 

 
 

 
MEMORANDUM 

 
 
TO: Mr. Kevin McCarthy, Chair, Arizona State Retirement System (ASRS) Board 
 
FROM: Mr. Paul Matson, Director 

 
DATE: January 14, 2016 
 
RE: Delinquent Employers 
 
As of January 14, 2016, the following employers have failed to remit contributions by a date certain. These 
employers have received a letter advising them that the ASRS will initiate collection procedures unless 
they contact us within five days: 

NO AZ ACADEMY FOR CAREER DEVELOP 6,800.00* 
GREAT EXPECTATION ACADEMY 6,500.00* 
CHEVELON BUTTE 560.00* 
DESTINY SCHOOL (CHARTER) 14,500.00* 
SKYLINE TECHNICAL HIGH SCHOOL 3,800.00* 
INTELLI-SCHOOL CHARTER 2,500.00* 
SEQUOIA PATHWAY ACADEMY 24,250.00* 
AMERICAN HERITAGE ACAD (CHART SCH) 13,600.00* 
PARK VIEW MIDDLE SCHOOL 3,300.00* 
SEQUOIA CHOICE SCHOOL, LLLP 24,000.00* 
SEQUOIA VILLAGE SCHOOL 8,300.00* 
SEQUOIA CHARTER SCHOOL 58,000.00* 
PATHFINDER ACADEMY 20,000.00* 
SEQUOIA RANCH SCHOOL 23,000.00* 
SEQUOIA SCH FOR DEAF AND HARD OF HEARING 5,200.00* 
REDWOOD ELEM ACADEMY 5,800.00* 
AZ CONSERVATORY FOR ARTS & ACADEMICS 14,500.00* 

 
$234,610.00* 

The following employer has failed to respond to a letter of delinquency and the Arizona State Retirement 
System has initiated collection procedures: 

STARSHINE ACADEMY 36,000* 

 
Additionally, the following employer has filed for Chapter 11 Bankruptcy Protection and are delinquent in 
their ASRS contributions: 

LUZ ACADEMY OF TUCSON   18,600 
  

Total $289,210.00* 

 



 
Note: There are no 

materials for Agenda 
Items #10-14. 

 
 
 


	01 29 16 Agenda
	Agenda Item #2 - 12/04/2015 Board Minutes
	12/04/2015 Board Executive Session Minutes

	Agenda Item #3 - ALJ Decision - Donald Smith v. ASRS
	ASRS Memo to the Board

	Agenda Item #4 - ALJ Decision - Amy Smith v. ASRS
	ASRS Memo to the Board

	Agenda Item #5 - Legislation Memo
	Agenda Item #6 - SIPs Memo
	Appendix I
	Appendix II

	Agenda Item #7 - Strategic Plan Priority #2 Memo
	Performance Report
	Attachment A - IMD Risk Assessment
	Attachment B - NEPC Report
	Attachment C - State Street Report
	Attachment D - TSD Risk Assessment
	Attachment E - Budget and Staffing Risk Assessment

	Agenda Item #8 - No Materials
	Agenda Item #9 - Director's Report - A. Compliance
	B. Investment Report
	C. Operations Report 
	D. Budget Report 
	Staffing Report
	Q4 2015 Travel Report

	E. Cash Flow Statement December 2015
	Cash Statement November 2015

	F. Appeals Report
	G. Employers Reporting

	Agenda Items #10-14 - No Materials


<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.6
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 200
  /ColorImageDepth 8
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.75000
  /EncodeColorImages true
  /ColorImageFilter /FlateEncode
  /AutoFilterColorImages false
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth 8
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /FlateEncode
  /AutoFilterGrayImages false
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<

    /BGR <>
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /CZE <>
    /DAN <>
    /DEU <>
    /ESP <>
    /ETI <>
    /FRA <>
    /GRE <>

    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)
    /HUN <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /LTH <>
    /LVI <>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /POL <>
    /PTB <>
    /RUM <>
    /RUS <>
    /SKY <>
    /SLV <>
    /SUO <>
    /SVE <>
    /TUR <>
    /UKR <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [600 600]
  /PageSize [612.000 792.000]
>> setpagedevice




