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Chapter 1: INTRODUCTION

The Arizona State Retirement System (ASRS) provides retirement, long term
disability, retiree health insurance, and other benefits to employees of the state,
counties, and participating municipalities, universities and community colleges,
school districts, and other political entities.

Purpose of the Manual _

To properly administer the ASRS benefit programs, the ASRS relies on and works
closely with participating employers to enroll eligible employees for membership,
report and submit retirement and long term disability contributions on qualifying
compensation, maintain records, complete required forms, and provide other
information necessary for the efficient operation of the retirement plan.

We have developed the ASRS Employer Manual to provide employers with
information to accurately and efficiently process information and to assist you in
fulfilling your responsibilities to your employees and the ASRS. The importance of
proper reporting procedures cannot be overemphasized. The proper
administration of your employees' retirement accounts depends heavily on how
quickly and accurately you report information to the ASRS.

Although it provides general information about ASRS membership benefits, it is
not the purpose of the manual to make you an expert on ASRS benefits. We hope
employer payroll, human resource, benefits, and administrative staff will use the
manual as a "working tool" and reference to answer most of the questions that
occur from day to day regarding employer responsibilities and reporting
processes.

Keep in mind that the ASRS is governed by extensive, and, at times, complex
rules, regulations, and state and federal laws, which take precedence over any
instructions in this manual. Throughout the manual, relevant statutory references
are provided. If there is a conflict of information, Arizona Revised Statutes
and the Arizona Administrative Code, along with any federal laws, the
regulations of the Social Security Administration, and the Internal Revenue
Service codes, shall have final authority.

The manual is revised at least every two years and, as necessary, the ASRS will
provide updates to reflect changes in statutory provisions or ASRS policy (these

updates will include revision dates at the bottom of each page). The manual will

be maintained in a current status on the ASRS website at www.azasrs.gov under
the Employers tab and Employer Manual link.
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Summary of Responsibilities

Statutes and rules define the roles and responsibilities the ASRS, participating
employers, and eligible members each have in providing timely and accurate
information that will eventually determine retirement and other benefits.

Detailed instructions regarding specific responsibilities outlined below are provided
in the appropriate sections of this manual.

ASRS

The ASRS has a responsibility to serve our members and employers and to:

o Manage the ASRS Plan and other established benefit programs

o Enter into agreements with public employers for participation in the ASRS after
ensuring all eligibility requirements are met, including an agreement for Social
Security coverage under Section 218 of the Social Security Act that has been
approved by the Social Security Administration

Safeguard the assets of the retirement trust fund

Establish and enforce reporting requirements and forms

Receive and process contributions

Advise and inform members of retirement eligibility and benefits

Process and pay retirement benefits and refunds

Resolve membership, contribution, and credited service issues

Provide publications and communications regarding ASRS eligibility,
requirements, benefits, and any changes thereto

Oo0o00D0 oo

Employer

An employer has a responsibility to ensure the ASRS is able to accurately
determine an employee's membership status and benefit eligibility and to:

o Understand the eligibility requirements for employer participation, including the
provisions of the Section 218 agreement

o Understand position and membership eligibility requirements, as determined by
the employer’s Section 218 agreement and ASRS statutes, and enroll all
eligible employees in the ASRS

o Deduct retirement and long term disability contributions from eligible
compensation

o Remit the total member and employer contributions in a report form prescribed
by the ASRS

o Certify and submit all forms in a timely manner on behalf of the member at the
request of the ASRS or a member

o Provide certification of eligibility and correct errors in prior reporting detected by
the employer, a member, or the ASRS

o Advise and direct employees, as appropriate, regarding their ASRS status and
benefit entitlement
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Distribute ASRS information and materials to members and all affected
levels/departments of its organization

Obtain clarifications of laws, regulations, and other information from the ASRS
as needed for proper implementation and understanding of rules and
procedures

Member

The member has a responsibility to learn about the ASRS benefits and options
that are available and to:

Q
a
Q

Complete the online ASRS enrollment process and designate a beneficiary
Review member account information and advise the ASRS of any errors
Keep account information current by advising the ASRS of changes in name,
address, Social Security number, beneficiary or other pertinent information
Utilize the tools and publications provided on the ASRS website to understand
benefits and to plan for retirement

Attend educational meetings and request an estimate of a retirement benefit
within one year prior to retirement

Submit retirement application and other required forms prior to the desired
retirement effective date
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Chapter 2: OVERVIEW OF ASRS

The Arizona State Legislature established the Arizona State Retirement System
(ASRS) on July 1, 1953, to provide retirement and other benefits for employees of
the state, the state universities, and political subdivisions in Arizona. Public school
teachers, previously covered under a Teachers Retirement System, voted to join
the ASRS effective January 1, 1955.

History |

The original ASRS retirement plan was a defined contribution plan and is referred
to as the “System.” Under the System, members and employers contribute a
percentage of compensation for retirement and receive a benefit based on the
total amount of contributions, interest earned, and any supplemental credits
granted and on account at the time of retirement.

In 1970, the Arizona State Legislature authorized the creation of the present
defined benefit plan to replace the System for state employees if 70 percent or
more of eligible state employees and teachers voted to transfer to the new plan.
More than 80 percent of the members voted for the new defined benefit plan,
which became effective July 1, 1971. The defined benefit retirement plan is
referred to as the “Plan.” Under the Plan, members and employers contribute a
percentage of compensation for retirement and receive a benefit based on a
percentage of average compensation and years of credited service at the time of
retirement.

Political subdivision employers conducted similar elections over the following few
years and voted to join the Plan. The legislature called another election in 1975,
and additional System members of the state and its political subdivisions voted to
transfer to the Plan. As of July 1, 1976, the System was closed to new
membership, and all new eligible members participated in the Plan.

Effective July 1, 1981, all remaining non-retired members of the System who had
not voted to transfer to the Plan became members of the Plan as prescribed by
Laws of 1980, Chapter 238. This statutory provision transferring the remaining
System members to the Plan preserved the right of these members to a retirement
benefit determined according to the System provisions. Subsequent legislation
and the settlement of a class action lawsuit also restored certain rights to the
original System members.

Participation in the ASRS Plan is a condition of employment for eligible employees
of participating employers. As of June 30, 2011, ASRS covers over 538,000
active, inactive (those who are no longer working in an ASRS-covered position but
who retain a benefit), retired, and disabled members who are or were employees
of public employers that include:
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114 state agencies

3 state universities

10 community colleges

413 public school districts and charter schools
15 counties

78 cities and towns

94 miscellaneous public sub-division entities

Purpose of the ASRS

The purpose of the ASRS, as provided in A.R.S. § 38-712, is to:

Sy oy Ry I

o Provide an incentive to employers in the recruitment and retention of
employees of the highest possible quality

o Contribute toward providing a total compensation package that is generally
equivalent to comparable employment in other public and private organizations
in this state

o Provide a retirement system that encourages employees to remain in service
for periods of time that will provide public employers with the full benefit of the
training and experience gained by the employees

o Provide an orderly method of promoting and maintaining a high level of service
to the public through an equitable separation procedure that is available to
employees at retirement or on becoming disabled

o Provide a base retirement benefit that is less than one hundred percent of a
member's post-retirement income requirements, recognizing that personal
savings and Social Security also contribute toward total post-retirement income
requirements

Plan Description and Benefits

In broad terms, there are generally two types of retirement plans — a defined

benefit plan and a defined contribution plan. For more information about the

general characteristics of each type of plan, see Appendix A: Defined Benefit
versus Defined Contribution Retirement Plans.

The ASRS Plan is a cost-sharing, multi-employer, and public employee defined
benefit plan. Cost-sharing means that both the member and employer contribute a
percentage of compensation to the member's retirement account.

The ASRS plan is tax qualified under section 401(a) of the Internal Revenue Code.
It is an employer pick-up plan under section 414(h)(2) of the Code. As such,
member contributions are tax deferred until the member receives a benefit or
refund payment.

All members who participate in the ASRS defined benefit plan are required to
make contributions for both the retirement and long term disability income plans.
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Employers must also make contributions. There are no options for members or
employers to reduce, adjust or opt out of making contributions.

For more information about membership eligibility, see Chapter 4. Membership.
For more information about submitting contributions, see Chapter 6: Contribution
Reporting.

Benefits

ASRS members are immediately vested in their own retirement contributions.
Depending on their membership date, after five years, they may also be vested in
a portion of their employer contributions for any refund payments prior to
retirement. (See Chapter 8: Leaving Employment — Refund of Contributions)

As a defined benefit plan, the ASRS provides a lifetime retirement benefit, or
pension, for eligible members based on average monthly compensation and
service credit according to the following calculation:

Q\éﬁ\lﬁrﬁ_s YEARS OF CREDITED ~_ GRADED
COMPENSATION SERVICE MOLTIPHER

Average Monthly Compensation is determined by one of three calculation
methods and is based on the member’s initial membership date. (See Chapter 8:
Leaving Employment — Retirement Benefit Calculation)

Years of Credited Service is determined by the period of time during which a
member made contributions to the ASRS, plus any service purchased and
credited to the account. (See Chapter 7: Purchase of Service Credit — ASRS
Service Credit)

Graded Multiplier is a percentage, based on years of credited service at the time
of retirement, as set by statute.

-Cr)?(ta?jlitz Zasr?er?/fice Graded Multiplier Factor Graded Multiplier Factor
(at retirement) (as a Percent) (as a Decimal)

0.00 to 19.99 years 2.10% 0.0210

20.0 to 24.99 years 2.15% 0.0215

25.0 to 29.99 years 2.20% 0.0220

30.0 or more years 2.30% 0.0230

ASRS members may also be eligible to receive long term disability income
benefits, participate in retiree group health insurance and premium benefit
programs, and provide their beneficiary with a benefit, according to the ASRS
administrative rules and statutes governing eligibility. (See Chapter 9: Additional
Benefit Programs)
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ASRS Administration

ASRS Board of Trustees

The ASRS Board of Trustees is the governing body of the ASRS and is
responsible for the administration and management of the ASRS and its trust fund.
The Board consists of nine members appointed by the governor and approved by
the Arizona State Senate. Pursuant to A.R.S. § 38-713, the makeup of the Board
includes:

o Five members from among the members of ASRS to represent the members of
ASRS as follows:
e An educator

An employee of a political subdivision

A retired member

An employee of the state

An at large member who may represent any one ASRS member group

o Four members who are not ASRS members to represent the public

Of the nine members, four must have at least 10 years of substantial financial
and/or investment experience. Each member who represents an ASRS member
group must have at least five years of administrative management experience.
The members of the Board serve three-year terms and may be re-appointed on
the expiration of their terms.

The Board of Trustees has only those powers and duties that have been
delegated to it by the Arizona State Legislature. Within this role, the Trustees
have a duty as fiduciaries under the law to act solely for the benefit of members
and beneficiaries. (A.R.S. 8 38-714, Arizona Constitution, Article 29, Section 1)

A list of current Board of Trustees members may be found on the ASRS website
under the ASRS Central tab and Board of Trustees link.

ASRS Director

The Board of Trustees appoints a director to oversee the administration of the
ASRS. The duties of the director are specified in A.R.S. § 38-715 and include the
following:

o Administer the statutory provisions related to the ASRS, including prescribing
procedures to be followed

o Administer the daily operations of the ASRS, including hiring staff

o Appoint, with the approval of the Board, a custodian for the safekeeping of all
investments owned by the ASRS and register stocks and bonds and other
investments in the name of a nominee

o Provide continuing education programs for the Board to keep them informed of
current issues and information needed to carry out their duties
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ASRS Trust Fund and Investments

ASRS Trust Fund

The ASRS trust fund is funded from three sources:

o Member contributions based on compensation and funds for the purchase of
service credit

o Employer contributions

o Investment earnings

ASRS employers and members have a continuing obligation to fund the ASRS
trust fund. To "fund," in this sense, means to spread the liability for member
pensions over a long period of time. The employer and member do not pay the
entire liability today nor wait to pay it when a member retires, but contribute little by
little over each working pay period. The contribution rate each fiscal year, as
actuarially determined and approved by the ASRS Board of Trustees, must be
sufficient to meet the liability over a 30-year period.

Typically, an individual member recoups their accrued contributions plus interest
and service purchase monies (if purchased) within three to five years after
retirement. The employer’s contributions and the earnings of the ASRS provide
the additional amounts necessary to fund the member's lifetime benefit.

Investment Goals and Allocation

The ASRS Board of Trustees is responsible for the performance of fiduciary duties
and other responsibilities required to preserve and protect the ASRS trust fund.
(A.R.S. § 38-714) The Trustees prescribe and provide oversight of investment
goals and policies consistent with the purposes, limitations, and standard of care
stipulated in statute. (A.R.S. § 38-718)

The financial health of the ASRS trust fund depends on the ability to generate
optimal returns from our investments while minimizing risk. This ensures the
security of retirement benefits and helps keep the ongoing funding costs to our
employers and active members down. The following are the ASRS investment
goals:

o Achieve a total fund rate of return equal to or greater than the actuarial
assumed interest rate

o Achieve a total fund rate of return equal to or greater than the asset allocation
benchmark

o Achieve a total fund rate of return equal to or greater than the amount
projected in the most recent asset allocation study

o Achieve asset class net rates of return equal to or greater than their respective
broad asset class benchmarks
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o Achieve portfolio-level net rates of return equal to or greater than their
respective portfolio benchmarks
o Ensure sufficient monies are available to meet cash flow requirements

The ASRS maintains its investment assets in accordance with a Board of Trustees
approved strategic asset allocation policy, which is reviewed periodically to ensure
that the objectives can be met on a long-term basis. The current asset allocation
policy is:

o Total Equity: 63%
e U.S. Equity: 33%
e Non-U.S. Equity: 23%
e Private Equity: 7%
o Total Fixed Income: 25%
e U.S. Fixed Income: 18%
e Emerging Market Debt: 4%
e Private Debt: 3%
o Total Inflation Linked Assets: 12%
e Commodities: 4%
e Real Estate: 8%

The ASRS uses a combination of internal and external investment managers to
implement its asset allocation. The internal investment management program
allows the ASRS to significantly reduce the fees paid to outside investment
managers while simultaneously allowing for equivalent returns. In addition, the
internal investment management program enables the ASRS to more closely
monitor the external investment managers and enhances the ability of the ASRS
to determine the optimal asset allocation.

A significant investment control structure exists at the ASRS, including the internal
entities of investment management, compliance, investment accounting, and
internal audit, as well as the external entities of the custodial bank, independent
investment consultant, and external auditor.

Information on the ASRS investments is available on the ASRS website on the
homepage under Administration and the Investments link. Detailed information
about the ASRS investment portfolios can be found in the Comprehensive Annual
Financial Report under the ASRS Central tab and Publications link.
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Chapter 3:
EMPLOYER RESOURCES

As ASRS benefits have become more complex, it has created an opportunity for
increased and coordinated interaction between the ASRS and employers. The
ASRS organizational structure focuses on providing specific support to meet
particular needs in order to provide the best service.

The ASRS also provides a number of resources to assist you in meeting your
retirement plan responsibilities.

ASRS Organization and Contacts _

To manage operations, the ASRS is organized into six divisions with different
functional responsibilities. A brief description of each division, along with specific
programs and processes that require a strong working relationship with our
employers, are provided in this section. We encourage you to proactively seek
answers to the topical questions that may not be answered by this manual by
contacting the appropriate ASRS department and staff member, as listed, or any
member of the Employer Relations Department.

It is important to note that the ASRS staff contact information provided in
this section is for employer use only. Your employees should contact the
Member Services Division’s Member Advisory Center for any questions they may
have. (See Member Services Division information in this chapter)

ASRS Main Telephone Numbers

Phoenix Metro: (602) 240-2000
Tucson Metro: (520) 239-3100
Outside Phoenix/Tucson Metro: (800) 621-3778

After you dial a main line, you will reach the interactive voice response system
(IVR) that provides a menu of options. Choose option “3” to reach a known
extension. If you do not know the extension, choose option “7” or stay on the line
and an advisor will assist you.
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External Affairs

The Employer Relations Department team in the External Affairs Division (EA)
serves as the key contact and provides direct assistance to employers. The team
is available by phone and e-mail to answer any employer inquires related to ASRS
benefits and processes.

ASRS Employer Relations Contacts for Employers

Michele Briggs, Employer Relations Manager ext. 2022
Michael Carr, Employer Liaison ext. 2147
Mark Muraoka, Employer Liaison ext. 2093
Wendy Tobin, Employer Liaison ext. 2124

Email: EmployerRelations@azasrs.gov

Topical Questions

e Membership eligibility e Requests for forms and reports

e Eligible compensation o Clarification on legislation, statutes,

¢ Benefits eligibility rules or ASRS administrative

e Contribution rates processes

e Access to online enrollment and e Employer contact information,
contribution reporting programs including address or staff changes
and processing e Employer contracts and agreements

e Correcting errors in contributions Potential/new employer questions
(previous fiscal years) and orientation

e Annual Employer Conference and Any ASRS-related topic
Basics for Employers workshops

EA also manages all communications, legislative affairs, rules, and contracts for
our benefit administrators and serves as the Social Security Administrator for the
State of Arizona as it relates to coverage under Section 218 of the Social Security

>
a

ASRS EA Contacts for Employers

Ed Rapoport, Benefit Contracts Administrator ext. 2028
David Cannella, Media Relations/Communications Manager ext. 2016
Lesli Sorensen, Government Relations Officer ext. 2027
Patrick Klein, Assistant Director, External Affairs ext. 2044

Topical Questions

e Retiree health insurance plans e ASRS information requests

e LTD program and plan e Legislation

e ASRS newsletters, publications, and e Rules interpretation
website content
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Social Security Section 218 Contact for Employers

Michele Briggs, State Social Security Administrator  ext. 2022

Topical Questions

e Employer-specific coverage and e Requests for modifications
position eligibility determinations e Requests to conduct a referendum
e Copies of agreements for additional coverage

Financial Services

The Financial Services Division (FSD) includes the contribution, membership,
benefits, and health insurance accounting departments, as well as our records
management department. The division continuously looks for ways to streamline
and improve the ASRS financial reporting processes and requirements.

ASRS FSD Contacts for Employers

e Marcia Kumamoto, Contribution Accounting Manager ext. 2034
e Ted Kistner, Health Insurance Accounting Manager ext. 2009
e Kristi Zeller, Records Management Manager ext. 2072
e Nancy Bennett, Assistant Director, Financial Services ext. 2177

Topical Questions

e Submitting contributions ¢ Retiree health insurance premium

e Online contribution reporting benefit program
processes e Premium benefit authorization

e Correcting errors in contribution and reimbursement processes
amounts (current fiscal year) e Premium benefit reports

e Processing service purchase ¢ Online enrollment exception
payroll deductions reports

Administrative Services and Director’s Office

The Director’s Office includes executive management and staff that support the
strategic planning and analysis of the agency, conduct internal and external audits
for compliance, and provide information for the ASRS Board of Trustees. The
Administrative Services Division (ASD) manages the internal operations of the
ASRS as a state agency, including human resources, training, and budget and
procurement.
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ASRS Director’s Office and ASD Contacts for Employers

Management Support Manager ext. 2040

ASRS Director ext. 2031

Deputy Director, Chief Operations Officer  ext. 2077

Chief of Administrative Services ext. 5355

Chief Internal Auditor ext. 2023

Assistant Attorney General ext. 2151

e Board of Trustees and committee e Employer audit process
meetings e Legal issues

e Strategic plan and operations of the e Actuarial valuations
ASRS

Member Services

The Member Services Division (MSD) provides members with different ways -
through online applications, e-mail, educational meetings, appointments for in-
person counseling sessions, or the telephone Member Advisory Center - to obtain
information about their retirement accounts and requested transactions.

ASRS MSD Contacts for Members

Main ASRS Telephone Number (See page 3-1 in this chapter)

Email: AskMAC@azasrs.gov

e Member contact information, e Member invoices for Contributions
including change of address or Not Withheld
name e Service Purchase of forfeited

e Online account balance and service, leave of absence, other
information public employment, or military

e Beneficiary information, including service
change in or designation of ¢ Registering and appointments for

e Benefit programs and eligibility member education meetings and

e Online member account access individual retirement counseling

e Requests for forms, including e Refund of Contributions
retirement application, and e Reporting Death of Member
explanation of requirements e Requests for Benefit Estimate

The ASRS adheres to state and federal privacy and public records laws which limit
disclosure of certain personal identifiable information and data. The ASRS has
taken steps to restrict access to a member's retirement account and information.
Members have the ability to access and update their information through the
ASRS website or by contacting the ASRS offices. The ASRS staff will require the
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member to identify themselves by providing certain data elements before
disclosing any requested information.

Employer representatives are strongly encouraged to make any requests for
information to the Employer Relations Department staff directly, instead of
contacting the Member Services Division. Such requests will be processed in a
timely manner by the Employer Relations Department staff in accordance with
established policies and procedures.

Investment Management

The Investment Management Division (IMD) manages the internal investment
management program and monitors external investment managers to achieve
optimal rates of return and to safeguard the assets of the ASRS trust fund.

ASRS IMD Contacts for Employers

Investment Management Support ext. 2109
Comprehensive Annual Financial Report  www.azasrs.gov

Topical Questions

e Asset allocation policy ¢ Investment portfolio information
¢ Investment performance

Technology Services

The Technology Services Division (TSD) focuses on improving existing systems
and creating automated tools to support ASRS staff, employers, and members in
efficiently administering ASRS benefits. Generally, any employer issues or
suggestions with regard to ASRS systems can be directed to the Employer
Relations Department, who will work with technical staff to resolve any difficulties.

Employer Contacts for ASRS

The ASRS has over 700 participating employers, which have a number of
dedicated staff who have the responsibility to, and are authorized to, process
ASRS-related transactions on behalf of the employer. To facilitate communication
between the ASRS and employer representatives, it is very important for you to
keep your staff and contact information current and on file with the ASRS to
ensure that the proper individuals receive important notices and publications.

When an employer initially joins the ASRS, the person in the position of authority
at the employer who signs the employer's agreement for ASRS participation
becomes the primary representative or “authorized agent” and point of contact with
the ASRS. Please notify the Employer Relations Department, in writing, whenever
the person filling this position changes. Contact the Employer Relations
Department to find out who is on file as the authorized agent.
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Vital communication suffers when employers do not identify key individuals to
receive correspondence and policy statements from the ASRS. For example,
often, the ASRS learns that the personnel department was not aware of a policy
directed to the payroll department, or vice versa. Employers can ensure ASRS
communications reach individuals who need to be aware of information by creating
online user accounts. (See Employer Administrator for ASRS Online Applications
below)

In addition, each employer should notify the Employer Relations Department, in
writing, whenever there is a change in key staff or to your address, telephone or
email information. These contacts create a critical connection with and improve
the working relationship between the ASRS and employers.

Employer Administrator for ASRS Online Applications

To access the employer functions, such as online contribution reporting and online
enrollment, found on a secure area of the ASRS website, each employer must
designate an individual as the Employer Administrator for ASRS online
applications. The Employer Administrator has the responsibility for adding and
deleting users and assigning key roles to employer staff to access the ASRS
online applications.

Employers inform the ASRS of the Employer Administrator by completing an
Authorization and Designation form. ASRS staff will enter the information into our
system and provide notification that the Employer Administrator may register for
account access. Instructional videos on how to register and login and the steps to
follow for assigning manager, specialist and web user roles are available on the
ASRS website under the Interactive Center tab and Employer Tutorials link.

To establish, verify, or change the Employer Administrator on file for your
organization, contact the Employer Relations Department. We encourage the
Employer Administrator and all users of the ASRS online applications to keep key
staff access and telephone or email information current in the system.
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Educational Resources

Publications

In addition to this Employer Manual, the ASRS publishes a variety of
communications for employers and members. Unless noted otherwise below, all
of these publications are available through the ASRS website under the ASRS
Central tab and Publications link.

Employer Publications
Actuarial Reports — The ASRS actuary presents an annual valuation of the ASRS
Plan, System, and Long Term Disability Plan.

Arizona Revised Statutes — ASRS is governed primarily by Title 38 of the
Arizona Revised Statutes (Title 38, Chapter 5, Articles 1, 2 and 2.1). The Arizona
State Legislature provides all current state statutes online at www.azleg.gov.

ASRS Bill Tracker — This provides the status and a summary of legislation that is
under consideration during an ongoing legislative session. It is available during
sessions and can be found under the ASRS Central tab and Legislation & Rules
link.

Comprehensive Annual Financial Report (CAFR) — The CAFR provides
detailed information on finances, investments, actuarial data, and general statistics
of the ASRS.

Employer Update — This newsletter provides information and notification of ASRS
changes, as it relates to employers’ responsibilities, on specific and topical issues.

Long Term Disability (LTD) Program Employer Guide — This guide provides
instructions for processing an LTD claim and related employer responsibilities. It
is available on the ASRS website under the Employers tab and Employer LTD
Information link. Authorized employer staff may access required employee and
employer claim forms by logging in to the secure employer area of the ASRS
website or by contacting the Employer Relations Department.

Summary of Retirement Legislation — This provides a summary of changes in
legislation that passed in a legislative session. It is published after the conclusion
of the session and can be found under the ASRS Central tab and Legislation &
Rules link.
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Member Publications
Member Handbook — This serves as a guide for members and outlines the
benefits of participating in the ASRS.

Financial Horizons — This newsletter is distributed to all active, inactive, and
retired members to inform them on issues such as retirement planning, legislative
changes, and ASRS operations.

Retirement Handbook — This provides information specifically for members who
are within one year of retirement.

Long Term Disability (LTD) Program Employee Brochure — This provides a
description of the LTD program benefits, eligibility, and claim process
requirements for members. It is republished as often as changes are required and
can be found under the Members tab and Long Term Disability link.

Your Retirement — This newsletter is designed for retired and disabled members
and focuses on health insurance and pension topics.

Meetings

The ASRS provides instructional training for employers and members through
traditional meetings, webinars, and video tutorials. Dates and times for upcoming
meetings and webinars can be found within the meeting registration tools
accessible to members and employers who are logged in to accounts on the
ASRS website; video tutorials can be found under the Interactive Center tab.

Employer Meetings

ASRS Basics for Employers — This is a training workshop intended for employer
staff that are new to their role working with ASRS. It gives an overview of the
ASRS and details the employer responsibilities as they relate to topics such as
membership requirements, LTD, contribution reporting, and retirees returning to
work.

Employer Conference — This annual conference is intended for staff from all
employers and attendance is highly recommended every year. It provides
employers with new and current information on forms, legislation, and process
changes that may affect them.

On-site Training - Employers may request that an ASRS employer liaison provide
on-site training or present on any topic to assist employer staff in conducting
ASRS-related business processes.

Member Meetings
Know Your Benefits — This overview of the ASRS provides a summary of the
many benefits of being a member. This meeting is presented online as a one-hour
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webinar so members can participate from any location with a computer and
internet connection.

Know Your Insurance — Members who are nearing retirement can receive
information about the ASRS retiree group health insurance options and the
premium benefit program at this meeting.

Planning for Retirement — For members who are contemplating retirement with
three years, this meeting provides information about how a pension benefit is
calculated, annuity options, and retiree health insurance. This meeting is also
presented online as a one-hour webinar so members can participate from any
location with a computer and internet connection.

Retire Now — This meeting is for members who are planning to retire within four
months. It provides information about how a pension benefit is calculated, retiree
health insurance, and return to work options. Registered attendees receive a
personal benefit estimate and assistance in completing proper paperwork.

On-site Member Meeting — Employers may request that an ASRS benefit advisor
conduct an on-site Know Your Benefits, Planning for Retirement, or Retire Now
meeting for their employees if there are 15 or more people who will attend.

Technical Resources

The ASRS website is a valuable resource for both employers and members and
can answer many questions about ASRS benefits and services. In addition to
publications and training events, the website has secure online tools for
completing transactions.

The secure employer area of the website allows authorized employer staff to
access the online applications for contribution reporting, enrollment, and ending
payroll verification, the most current version of blank forms, processing guides,
reports, and employer communication tools (secure email), as well as register to
attend employer meetings.

The secure member area of the website allows members to view their ASRS
account information, update personal information, register to attend educational
meetings, and use the benefit estimator to plan for retirement. The ASRS
encourages all members to register for online access to their ASRS information.
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Chapter 4: MEMBERSHIP

ASRS membership is a mandatory condition of employment for all employees who
meet the eligibility and membership criteria defined in statutes. (A.R.S. § 38-
711(23), § 38-727)

Only those who meet the membership criteria shall be members. Neither the
employee nor the employer has a choice regarding membership. A qualifying
employee cannot reject membership; employees who do not meet the criteria
cannot choose membership.

One of the most important responsibilities you have is to enroll in the ASRS all
employees who meet membership criteria and not enroll those employees who do
not meet membership criteria.

NOTE: This section covers the membership criteria that apply at the time of
publication. These criteria have changed periodically over the years. To learn
more about the membership criteria for a previous time period, see Appendix B:
Historical Membership Criteria or contact the Employer Relations Department.

Employer Participation Agreements _

Each employer who participates in the ASRS must:

o Be considered an eligible political subdivision of the State of Arizona. This
means the entity must be established in accordance with relevant statutes and
other legal requirements.

o Receive the approval of the employer’s governing body to enter into any
agreements

o Obtain coverage for Social Security under Section 218 of the Social Security
Act by entering into an agreement that is signed and approved by the Social
Security Administration

o Submit information regarding active retirement plans at the employer. In some
cases, to enter into the agreement to participate in the ASRS, the employer
may be required to dissolve certain types of plans.

o Have an authorized agent sign the applications and agreements as required by
the ASRS

Each employer’'s agreement identifies the date of the employer’s coverage under
Social Security and entry into ASRS, eligible positions by group, and current or
past service recognition. You should maintain a copy of your original participation
agreement and all modifications in your files. Contact the Employer Relations
Department with questions regarding your agreement.

Once an employer’s agreement for Social Security coverage under Section 218
becomes effective, the agreement cannot be terminated. The Social Security
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Administration may take dissolution action if provided with acceptable
documentation that the employer has legally dissolved as an entity, in accordance
with statutory requirements. Simply ceasing to conduct business, changing
ownership, or moving operations to another location or organization is not
considered legal dissolution.

Once an employer’s agreement for ASRS coverage becomes effective, there is no
provision in law to allow an employer to opt out of participating or to terminate the
agreement. In addition, effective January 2, 2013, the ASRS may allocate a
liability to an employer who no longer participates in the ASRS if that
nonparticipation is based on certain conditions. (A.R.S. § 38-751)

Because both the Social Security Section 218 and ASRS agreements may have
specific applications based on the factors in place as of the effective date of the
agreement, any fundamental organizational changes, such as name changes,
mergers with other entities, consolidation of services, adding additional locations
or dissolution must be reported to the ASRS to determine the impact on
participation.

Criteria for Membership

As of the effective date of the employer agreement to participate in the ASRS,
employees must become members when membership criteria are met. There are
two criteria for your employees to become ASRS members, and both must be met:

o They must be in an eligible position

o They must be engaged to work at least 20 hours per week for at least 20
weeks in a fiscal year. The ASRS fiscal year begins July 1 of any calendar
year and ends on June 30 of the following calendar year.

NOTE: Generally, membership is based only on these two criteria. However,
there are statutory provisions that outline positions and employees who are not
eligible or for whom membership is not mandatory. (See Who is Not a Member?
in this chapter)

Position Eligibility
An employee must be in an eligible position in order to become a member.

Eligible positions are positions that are:

o Included in an employer’s agreement for Social Security coverage under
Section 218 of the Social Security Act (Section 218 agreement), and

o Not covered by another state retirement program (See Who is Not a Member?
in this chapter)

The Section 218 agreement may exclude some classifications of positions from
Social Security coverage based on language in the agreement, the effective date,

4-2 Revised Jul 2012



and other factors. This is important to note because an employee in a position
that is not included for Social Security coverage under the provisions of
Section 218 is not eligible to become an ASRS member with that employer.
(A.R.S. § 38-727)

The State of Arizona entered into a Section 218 agreement in 1951. Arizona’s
master Section 218 agreement excludes from coverage services performed by
students (of the educational institution for which the student attends school and
works) and election workers with earnings not exceeding a certain amount in a
calendar year. (As of 2009, the earnings amount is $1,500, but the exclusion for
election workers is indexed to inflation; more information can be found at
http://www.ssa.gov/slge/election_workers.htm.)

When a political subdivision employer signs a Section 218 agreement, they fall
under the umbrella of the state’s agreement. Employees who are students or
election workers are excluded from each employer’s Section 218 Social Security
coverage.

Although all employers share, for example, these two exclusions, each employer
may also have opted to exclude other types of positions in their individual
agreements. Therefore, each employer’s agreement is unique and application of
the agreement to certain positions may not be the same as another ASRS
employer’s application to similar positions.

In addition, positions may be excluded due to factors that are in place at the time
the employer signs a Section 218 agreement. For example, Social Security rules
provide that a position covered by a retirement plan on the effective date of the
Section 218 agreement is excluded from coverage for Social Security and
Medicare under that provision of the Social Security Act.

NOTE: The following positions are frequently excluded from Section 218
agreements:

o Fire personnel (with the exception of a few fire districts that had no other
retirement plan in place when they entered the agreement)

o Police officers (with the exception of municipalities that had no other retirement
plan, either mandatory or by ordinance, in place when they entered the
agreement)

Again, if a position is not included for coverage under Section 218 of the Social
Security Act, the person in that position does not meet ASRS membership criteria.
It is the position, or classification of positions, that determines whether an
individual meets the ASRS position eligibility membership criteria - not the
person's personal circumstances, the working title of the position, or the number of
hours worked.
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NOTE: Be aware that even though you may be deducting Social Security from an
employee's pay, this does not mean the employee is eligible for ASRS
membership. You may be withholding Social Security under different provisions.
(See Chapter 9: Additional Benefit Programs - Social Security and Medicare) To
meet position eligibility, Social Security coverage (and deductions) must be based
on Section 218 coverage.

20/20 Criteria

Once you have determined that an employee is in an eligible position, you must
apply the second membership criteria, which is based on the duration and terms of
employment.

An employee becomes a member of the ASRS when that employee is engaged to
work at least 20 hours a week for at least 20 weeks in a fiscal year. (A.R.S. § 38-
711(23)(b)) This is also referred to as the “20/20 criteria” for membership.

Although you may exclude an employee from certain employer-provided benefits
or use different employment terms, ASRS membership is determined solely by the
ASRS statutory provisions or state law, not by employer personnel rules or
employment classifications. There are no specific provisions in statute regarding
common employment terms such as part-time, temporary, probationary, substitute,
visiting faculty, contract, salaried or hourly employee, on-call, spot or any other
similar employment classifications. Regardless of the employer's classification, if
an employee meets ASRS membership criteria, that employee becomes a
member and you must withhold and report contributions as outlined in this manual;
if the employee does not meet the membership criteria, you must not withhold and
submit contributions.

If an employee’s initial terms of employment do not meet membership criteria but
conditions or actual hours/weeks worked change, the employee may become a
member. For example, if an employee is engaged to work but the number of
hours and weeks are not pre-determined and they work sometimes more and
sometimes less than 20 hours in a week, that employee becomes a member at the
start of the 20th week in a fiscal year of working 20 or more hours. The 20 weeks
do not need to be consecutive. In this situation, the membership is not retroactive
to the beginning of employment.

Once an employee meets membership eligibility in a fiscal year, they remain an
active (contributing) member until the end of the fiscal year. If employment is
continuing and the terms of employment are known to meet the 20/20 criteria,
active membership continues into the next fiscal year. If the terms of employment
are not pre-determined, active membership ceases at the end of the fiscal year
and would resume only if and when the employee meets the 20/20 criteria in the
next fiscal year.
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Example #1: An employee is hired to begin working on April 1, for 40 hours each
week, on a permanent basis. The employee meets membership criteria on April 1.
Even though there are fewer than 20 weeks in the current fiscal year the intent of
the employment is to be engaged to work and meet the 20/20 criteria for
membership indefinitely and through subsequent fiscal years.

Example #2: An employee is hired to begin working on September 1, for 40 hours
each week, for approximately 10 weeks. The employee does work 40 hours each
week for 10 weeks and then terminates. The employee does not become a
member because they are not engaged to work more than 10 weeks and do not
meet the 20/20 criteria for membership.

Example #3: An employee is hired to begin working on September 1, for 40 hours
each week, for approximately 10 weeks. The employee does work 40 hours each
week for 10 weeks. However, the employee continues to work 40 hours each
week for an additional 15 weeks (a total of 25 weeks) and then terminates. The
employee meets membership criteria at the start of the 20" week because they
actually met the 20/20 criteria for membership even though that was not the
original intent or terms of employment.

Example #4: An employee has been working for an employer for eight years and
meeting the 20/20 criteria for membership. She terminates on December 31. In
March, the same employer rehires her to work 10 hours each week indefinitely.
The employee is still considered an active (i.e., contributing) member from March
to June because she has already met membership with that employer in that fiscal
year. In July, after the employer conducts an analysis of the intent of the
continued employment and confirms she is engaged to work only 10 hours per
week, she ceases to be an active member (i.e., contributions stop).

Dual Employment

An employee does not qualify for membership unless the 20/20 criteria are met
with each ASRS employer by whom they are employed. Even if an employee
works at more than one ASRS employer during the same time frame, do not
consider the employee a member (and do not withhold contributions) if the 20/20
criteria is not met with you, as a single employer, or unless the employee falls
under the dual employment provisions outlined below.

Effective January 1, 2010, secondary employment that does not meet the 20/20
criteria for membership must be included in ASRS membership if it is not
excluded from Section 218 coverage and if ALL of the following conditions are
met:

o Employment with the second employer began between January 1, 2005 and
December 31, 2009

o The employee continued employment or resumed employment for the same
second employer before January 1, 2012
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o The employee does not leave the second employment in an unpaid status for
more than 30 consecutive days during the employee’s service year

If the employee leaves the second employment in an unpaid status for more than
30 consecutive days during the service year, a return to employment with the
second employer may not be included in ASRS membership again unless the
employee meets the 20/20 criteria for the second employer. Service year is the
fiscal year unless the normal work year is less than the full fiscal year but is a
period of at least nine months; then the service year is the normal work year.
(A.R.S. 8 38-711 & Laws 2009, Chapter 36, Section 21)

When Membership Begins

Employees who meet the membership criteria become members on the earlier of:

o The effective date (start date) of employment for which they are hired or
engaged to work for at least 20 weeks in a fiscal year and for 20 or more hours
each week (A.R.S. § 38-711(23)(b)), or

o The first day of the 20th week in a fiscal year in which they work 20 or more
hours. In this case, membership is not retroactive to the effective date of
employment.

NOTE: To determine the 20" week, count the weeks an employee works 20 or
more hours. Do not count weeks during which the employee works fewer than
20 hours.

o State employees who are hired to begin employment on or after July 20, 2011,
and who are not already ASRS members are subject to a 26-week waiting
period. These state employees become ASRS members on the 27th week of
employment if membership criteria are met. (See Chapter 6: Contribution
Reporting — Special Reporting Situations) State employees who have a state
adjusted hire date prior to July 20, 2011, and who have had a break in state
service of less than two years are exempt from the waiting period.

NOTE: An employer representative may log in to the secure employer account
on the ASRS website and select the Check Member Eligibility link to determine
the current status of an employee.

A state employee is an individual who is employed by a state agency,
department, board, or commission, a state university, the judicial branch
(whose salary is paid through the Arizona Department of Administration), the
Arizona Corporation Commission, or the Legislature. (A.R.S. § 38-671)
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Who is Not a Member?

Do not include in ASRS membership any employee who is hired to work:

Q

In a position that is excluded from your Section 218 agreement (A.R.S. 8§ 38-

727)

Fewer than 20 weeks in the fiscal year (A.R.S. 8 38-711(23)(b))

Fewer than 20 hours per week (A.R.S. § 38-711(23)(b))

In a limited appointment position for not more than 18 months. If the

employment extends beyond 18 months, membership becomes mandatory as

of the beginning of the 19th month. (A.R.S. § 38-711(23)(e))

NOTE: To be eligible for this exclusion, the ASRS Director must approve the

position for exclusion from ASRS coverage. For specific information related to

a limited appointment position, contact the Employer Relations Department.

In a position covered under:

e Another Arizona state retirement program and the individual participates in
that retirement system (A.R.S. § 38-727(1))

e An optional retirement program authorized by the Arizona Board of Regents
or a community college district and the individual participates in that
retirement program (A.R.S. 8 38-727(1)) (See Chapter 9: Additional Benefit
Programs - University and Community Colleges Optional Retirement
Programs)

In a position normally covered by another state retirement program, but for

which the employee is personally ineligible to participate, and the position is

excluded from your Social Security Section 218 coverage (A.R.S. § 38-727(1))

NOTE: There are some cases when an employee’s position is included under

another retirement system,; however, they may be personally ineligible to

participate in the other retirement plan due to retirement status (e.q., already
receiving a retirement benefit from that plan) or other eligibility rules. Even if
an individual is unable to participate in one of the other retirement systems, if
the position is not included for Social Security coverage under Section 218, the
individual may not meet ASRS membership criteria.

In a position as a temporary employee of the legislature for a period not to

exceed six months. If the employment extends beyond six months, coverage

begins the first day of the seventh month. The employee may elect to receive
service credit for the first six months. In this event, the employee and the

employer must pay the required contributions for the earlier period within 45

days after the end of the six-month period. (A.R.S. 8 38-727(5))

In postgraduate training in an approved medical residency training program or

hired into a postdoctoral scholar position by a university after July 1, 2007

(A.R.S. § 38-727(6))

As an employee of the Arizona Legislature or a term-limited state legislator

who elects to participate in the State Money Purchase Plan established in

Chapter 329, Laws of 1999, Section 1, in lieu of ASRS membership (A.R.S. 8

38-727)
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o As an employee of the Arizona State Legislature, a term-limited state legislator,
or exempt state employee who elects to participate in the Defined Contribution
Retirement Plan Option established in Chapter 329, Laws of 1999, Section 6,
in lieu of ASRS membership (A.R.S. § 38-951)

o As an ASRS retired member who neither voluntarily suspends their retirement
benefit nor meets active membership criteria and who complies with all of the
statutory conditions to retain their benefit (See Hiring Retired Employees in this
chapter)

o As an employee who elects not to participate in the ASRS because they meet
all of the following criteria:

e The employment began after the person reached age 65

e The person is not an active, inactive, or retired member nor receiving
benefits from the ASRS

e The person has no credited or prior service in ASRS

e The person filed with the ASRS, via the ASRS 65+ Membership Waiver
form, their election not to participate within 30 days of the start of
employment (See sample form in this chapter) (A.R.S. 8 38-727)
NOTES: The employee’s election under this provision is irrevocable for the
duration of the employment and constitutes a waiver of all benefits provided
by the ASRS, including the ability to purchase the time of employment as
service credit in the future. The 65+ Membership Waiver form is available
on the secure employer portion of the ASRS website by selecting the Forms
& Packets link.
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ASRS Membership Eligibility

Contact State Social
Security Administrator

f

——»  Unknown

Is employee hired to work in a position
overed for Social Security under a Sectio
218 Agreement?

Is employee hired to work
for 20 or more weeks
in a fiscal year?

——>» YES

YES «

NO

!

Is employee hired to work
for 20 or more hours
per week?

NO —» Employee not eligible

<Employee not eIigibleD

A
Track number of weeks
YES and hours employee
works (Count only
weeks when 20+ hours
s employee a state worked)
employee? NO

(see definition*) 4

Employee works
20 weeks of 20+
hours per week in
fiscal year (20/20)

ASRS membership begins on the
first day worked when 20/20 met.
Begin reporting contributions at that
time.

s employee a state
employee?
(see definition*)

YES

s employee’s first day worked
(or state adjusted hire date) before
July 20, 2011, OR is employee
already an ASRS member?

YES

s employee’s first day worke NO
(or state adjusted hire date) before
July 20, 2011, OR is employee

already an ASRS member?

NO NO YES —

A

ASRS membershlp begins the first day

ASRS membership begins the 27" week
of employment (i.e., the flrst day of a pay
period following the 183" day of work).
Begin reporting contributions at that time.

of the 20" week of 20+ work hours and
continues through end of fiscal year.
(Not retroactive to first day worked.)
Begin reporting contributions.

*A state employee is an individual who is employed by a state agency, department, board, or commission, a state university,
the judicial branch (whose salary is paid through the Arizona Department of Admlnlstratlon) the Arizona Corporatlon

Commission, or the Legislature. (A.R.S. § 38-671)
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Sample form:
65+ Membership Waiver Form
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Each new employee who meets ASRS membership criteria must complete an
ASRS enrollment, as prescribed by the ASRS. The enrollment process
documents the member's employment and membership. As such, it serves the
following purposes:

o Informs the member that the employer will withhold retirement and LTD
contributions and remit the contributions along with employer amounts to the
ASRS

o Provides the ASRS the demographic information necessary to establish and
provide access to the member to their ASRS account information

ASRS Enrollment Process

All members must be enrolled in the ASRS through an online process using the
ASRS website. Members receive enrollment instructions, along with required
information, such as the employer’s unique identifying Region Code, from the
employer.

After an employee enters their information, an authorized employer representative
may log in to the secure employer account on the ASRS website to confirm
eligibility and submit the enrollment to the ASRS. Employers have the ability to
access reports that show a list of individuals for whom the ASRS has received only
an enrollment or contributions. The ASRS will use the enrollment to create the
member’s retirement account and credit submitted contributions to that account.

NOTE: Be sure to compare the SSN as shown on the online ASRS enrollment
with your records and resolve any discrepancy, including eligibility, before
submission to the ASRS. You should also verify the spelling of the member's
name.

The ASRS has created instructional videos to assist employer representatives in
accessing and utilizing the online ASRS enrollment application. These videos are
available on the ASRS website under the Interactive Center tab and Employer
Tutorials link.

Correcting Membership Errors

An ASRS employer may inadvertently fail to enroll an eligible member for
participation in the ASRS at the time the member meets membership criteria or
may enroll an employee who does not meet membership criteria.

For more information about how to correct enrollment and contributions submitted
(or not submitted) in error, see Chapter 6: Contribution Reporting. The process
you will follow depends on whether the error occurred in the current or a prior

-
]
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fiscal year. In addition, because the criteria for membership have changed over
the years, please refer to Appendix B: Historical Membership Criteria.

Beneficiary Designation

Each member should designate a beneficiary to document the member’s choice of
individual, institution, trustee or estate to receive an ASRS survivor benefit in the
event of the member’s death before retirement.

When a member completes an online ASRS enrollment, they receive instructions
about when and how to designate a beneficiary. If the member enters an e-mail
address, an e-mail notification will be sent after the member account is created,
with additional instructions about naming a beneficiary. If the member does not
enter an e-mail address during the enrollment process, they will not receive a
notice.

Members may create and use their own ASRS member account online to
designate a beneficiary using the Beneficiary Details link. This quick and efficient
method permits the member to:

o Designate an initial beneficiary
o Add to a previous designation
o Change a previous designation

The ASRS allows the member to name multiple primary co-beneficiaries and, if
desired, a secondary beneficiary in the event the primary beneficiary election is no
longer valid. When naming multiple co-beneficiaries, the member should indicate
the percentage of the survivor benefit to be paid to each named beneficiary.

The member must enter the Social Security number of all beneficiaries included in
the beneficiary designation. The SSN is necessary for identification and tax-
reporting purposes. If the member is listing an estate, trust fund, or an
organization as the beneficiary, a federal TIN may be used. A federal TIN may be
obtained from the Internal Revenue Service. If the beneficiary is not a citizen of
the United States, the beneficiary must submit a federal tax identification (TIN)
number at the time of payout.

Common Questions about Enrollment and Beneficiary Designations
Question 1: Is an ASRS enrollment required from a member who already has a
retirement account established due to employment with another ASRS employer?
Answer 1: Yes. An ASRS enrollment is required for each employer for whom the
member works in order for the employer to verify that the employee meets
membership criteria and for the ASRS to match and properly credit the
contributions submitted by the new employer to the member’s account.
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Question 2: What happens if an ASRS enrollment is not completed?

Answer 2: The ASRS will create a contribution account for an employee for whom
contributions are submitted but no enrollment is received. You will be able to view
a report of employees for whom we have contributions but no enrollments. If an
ASRS enrollment is not completed, the member will not receive communications
and service with regard to their account.

Question 3: What happens if the member's SSN is entered incorrectly during
ASRS enrollment?

Answer 3: The ASRS system will identify SSNs and individuals for whom we have
received only an enrollment or contributions. Employers will be able to view
reports to show those that do not match and can correct the error. If contributions
are reported under two different SSNs, the ASRS requires a copy of the Social
Security card and validation of the name and number or other appropriate
information to document a correction and merge the accounts.

Question 4: What happens if the member changes their name after enroliment?
Answer 4: A member should notify the ASRS of a name change by providing the
required information and forms. If the ASRS is not advised and contributions are
reported under the new name, ASRS may or may not be able to post the
contributions to the member's account. To reduce the possibility of errors or
delays, a member should provide any changes to the ASRS when making
changes with the employer.

Question 5: Must the member designate a beneficiary?

Answer 5: The member names a beneficiary to designate the person or entity to
receive survivor benefits in the event of the member's death before retirement. If
the member has not designated a beneficiary online or submitted a completed
Beneficiary Form to ASRS, in the event of the member’s death the ASRS will pay
a survivor benefit according to Arizona law. This may not be what the member
would have wanted.
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Online Enrollment Process
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Hiring Retired Employees

An employee who is already receiving a retirement benefit, whether from the
ASRS, another state retirement plan, or a private entity, is treated the same as any
other employee in determining membership. As a general rule, if a retiree accepts
an eligible position and agrees to work or actually does work 20 or more weeks in
a fiscal year for 20 or more hours per week, the retiree meets membership criteria
and must make contributions.

NOTE: An employer representative may log in to the secure employer account on
the ASRS website and select the Check Member Eligibility link to determine the
current status of an employee.

There are some exceptions to this general rule; however, you should be aware of
the potential impact on an employee’s retirement status, particularly when:

o Hiring an ASRS retired member into a position covered by another state
retirement plan (see Working after Retirement Guidelines in this chapter).
The other retirement plans include:

Public Safety Personnel Retirement System (PSPRS)

Corrections Officer Retirement Plan (CORP)

Elected Officials’ Retirement Plan (EORP)

An optional retirement plan sponsored by the Arizona Board of Regents or

a community college district

o Hiring a retired member of another state retirement plan.

The effect of ASRS membership on the member's other retirement benefit is
determined according to the rules of the other retirement plan.

Resuming Active Membership

If an ASRS retiree is hired to work for an ASRS employer and meets active
membership criteria then active contributions must begin and the ASRS must
suspend the member's retirement benefit until the member terminates employment
or reduces work hours and re-retires.

If the retired member voluntarily resumes active membership, the member must
advise the ASRS in writing at the same time that active contributions resume. If
the retired member fails to notify the ASRS of their intent to resume active

membership in a timely manner, pension benefit overpayments may be created.

Return to Work Violations

Return to work violations occur when an ASRS retiree meets ASRS membership
criteria and does not resume active membership. This does not include retirees
who are exempt from active ASRS membership (see Working after Retirement
Guidelines in this chapter).
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A.R.S. 8§ 38-766(B) requires a retiree whose pension has been suspended
pursuant to A.R.S. 8§ 38-766(A) to repay retirement benefits received from either
the date:

o The ASRS notifies the retiree in writing of the suspension, or
o The ASRS determines the retiree knew or should have known the member’s
employment resulted in active membership in violation of A.R.S. § 38-766(A)

Alternatively, the ASRS may determine any other period of pension repayment
that approximates the duration of the member’s violation.

The ASRS will review all information and reports regarding retirees who are
working after retirement to identify possible violations. When a violation is
discovered, the ASRS will send the member a Retiree Return to Work Notice of
Non-Compliance with ASRS Statutes form indicating the date of notification or
date determined. (See sample form in this chapter) The member will have 14
calendar days to return the form and any required documentation to the ASRS.
During this 14-day period, the member’s benefit will not be suspended. If the form
is not returned by the due date, the member’s pension will be suspended
retroactively to the date of notification or date determined as printed on the form
and overpayment processes will begin.

While the member may be required to repay pension overpayments, A.R.S. § 38-
766(G) requires an employer to pay an alternate contribution rate (ACR) for a
retired member whose pension is subject to suspension. This ACR for non-
compliance must be applied to the retiree’s compensation starting with the date
the retiree returned to work through the earlier of the date:

o The retiree terminates,

o The retiree returns to active membership, or

o The employer begins paying an ACR pursuant to A.R.S. § 38-766.02. (See
Chapter 6: Contribution Reporting — Reporting Rehired ASRS Retirees)
NOTE: An employer may have already started reporting and submitting
payments to meet the ACR requirements as of the date the retiree returned to
work. If this is the case, no additional ACR or alternate contributions are
required for the return to work violation.

The Retiree Return to Work Notice of Non-Compliance with ASRS Statutes form
requires the member to indicate the member’s intention to take one of the
following actions:

o Terminate employment. If the member terminates employment and remains
terminated, the employer will be required to pay the ACR based upon
compensation paid beginning with the date of post-retirement employment (or
July 20, 2011, whichever is later) through the date of termination.

o Continue employment with hours reduced to less than 20/20 criteria. In this
case, the employer will be required to pay the ACR contributions based upon
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compensation paid beginning with the date of post-retirement employment (or
July 20, 2011, whichever is later) and continue to pay the ACR pursuant to
A.R.S. § 38-766.02.

o Continue employment with hours that meet 20/20 criteria. Since this
employment will resume active membership, the employer will be required to
pay the ACR contributions based upon compensation paid beginning with the
date of post-retirement employment (or July 20, 2011, whichever is later) up to
the date on which active contributions begin.

o Continue employment with hours that meet 20/20 criteria and appeal the
violation notice. If the violation notice is upheld, the employer will be required
to pay the ACR contributions based upon compensation paid beginning with
the date of post-retirement employment (or July 20, 2011, whichever is later)
up to the date on which the member terminates employment or resumes active
membership and active contributions begin.

Maintaining Retired Member Status

If an ASRS retiree is hired by a former or another ASRS employer and does not
meet active membership criteria and/or otherwise meets the conditions outlined in
the statutes that govern a retired member’s return to work, the member may
continue to receive a retirement benefit. (See Working after Retirement
Guidelines in this chapter)

However, to mitigate the potential actuarial impact that retired members who
return to work might have on the ASRS Trust Fund, an ASRS employer is required
to pay contributions at an alternate contribution rate (ACR) for all ASRS retirees
who return to work in any capacity with an ASRS employer. (See Chapter 6:
Reporting Contributions — Reporting Rehired ASRS Retirees)
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Sample form:
Retiree Return to Work Notice of Non-Compliance with ASRS Statutes
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Working after Retirement Guidelines

These guidelines were developed to assist members, retirees and employers in
understanding the ASRS laws and rules governing working after retirement.

In general, if an ASRS retiree works or agrees to work 20 or more hours per week
for 20 or more weeks in a fiscal year (referred to below as 20/20) for an ASRS
employer, the pension benefit will be suspended and active membership will
resume. Under very specific conditions an ASRS retiree can qualify to remain
retired while working for an ASRS employer. It is the responsibility of both the
retiree and employer to ensure compliance.

ASRS participation is limited to positions covered by the Social Security 218
agreement.

A Retiree Return to Work for an ASRS Employer form must be completed upon
beginning any post-retirement employment and again if work hours permanently
change. This form can be found on the ASRS website under the Retirees tab and
Working after Retirement link. The employer should forward a copy to the ASRS
for review.

The following provides details on returning to work for an ASRS employer while
retired under specific circumstances. Some common scenarios are offered for
illustrative purposes. The Arizona Revised Statute that applies is also noted.

Returning to Work with Reduced Hours (A.R.S. § 38-766)

Arizona law allows all retirees who have terminated employment to return to work
less than 20/20 after retirement without a suspension of pension. However, a
retiree’s pension will be suspended if any of the following conditions are met:

o Member did not reduce hours below 20/20

o Member worked 20/20 prior to retirement then, after retirement but in the same
fiscal year, agrees to or does work even one more 20-or-more-hour week

o Member worked some 20-or-more-hour weeks prior to retirement and then,
after retirement but in the same fiscal year, agrees to or does work additional
20-or-more-hour weeks so that the total weeks of at least 20 hours worked
before and after retirement equals or exceeds 20

o Member meets or exceeds 20/20 in any fiscal year after retirement without
having attained normal retirement AND having been terminated from
employment for at least 365 days

Scenario 1: A member retires with ASRS on January 1, having already worked 26
full-time weeks during the fiscal year. The member returns to work in April in a
temporary position and works 20 or more hours that first week. The member’s
ASRS pension will be suspended because the member has already met the 20/20
criteria for membership in that fiscal year.
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Scenario 2: A member retires with ASRS on September 7, already having worked
10 full-time weeks during the fiscal year. The member returns to work in January
and works 9 weeks of 20 or more hours per week and 17 weeks of less than 20
hours in the remainder of the fiscal year. The member’s pension will not be
suspended because the member only worked 19 weeks of at least 20 hours in the
fiscal year.

Returning to Work after 365 Days (A.R.S. § 38-766.01)
The 365-day criteria allows members who meet all of the following conditions to
return to work full time without a suspension of pension:

o Member must have either retired at normal retirement age or at least reached
normal retirement age prior to returning to work
o A termination of employment prior to retirement is required
o Member must wait 365 days from pre-retirement date of termination (not from
retirement date) to return to work
o During the 365 day wait the member cannot meet 20/20 criteria for active
membership:
e |f the member has already worked one or more weeks of 20 or more hours
in the fiscal year before retirement, those weeks will count toward the 20/20
criteria
e Member cannot work any 20-or-more-hour weeks in the same fiscal year
after termination if already worked 20/20 before termination of employment
e Member cannot take an ongoing job of 20 or more hours per week that
starts before the 365 days have expired
o Member must sign a statement acknowledging all these conditions, including
the understanding that there will be no further ASRS contributions, no LTD
eligibility and no additional service credit. The Retiree Return to Work for an
ASRS Employer form may be used for this purpose. The statement or form
must be signed and filed with the employer within 30 days of returning to work.
o Members retired from being a certified teacher must return without tenure
o The decision to return to work without a suspension of pension is irrevocable
for the remainder of the employment period

Scenario 1: A member at age 50 with 9 years of service elects to terminate
employment and take early retirement. 365 days after termination he investigates
whether he can return to work full-time without suspension of his pension. He is
not eligible because he has not yet reached normal retirement age.

Scenario 2: A member at age 61 with 18 years of service elects to terminate
employment and retire. 365 days after termination she investigates whether she
can return to work full-time without suspension of pension. She is eligible because
she is now at normal retirement. Her age plus service has reached 80 points, and
she has also reached age 62 with at least 10 years of service. She has been
terminated for 365 days and, as long as she meets the other requirements, she
may return to work for an ASRS employer in a 20/20 position without suspending
her pension and resuming active contributions.
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Returning to Work and Participating in Another State Retirement Plan
(A.R.S. § 38-7217)

If a member terminates employment and retires, the member may return to work in
a 20/20 position without a suspension of pension benefits if that position satisfies
all of the following:

o Results in a true change in position, job duties and job title from the position
occupied by the member before ASRS retirement

o Does not require participation in the ASRS

o Either:

e Requires participation in another state retirement system and the member
makes those contributions unless coverage is waived by an individual
eligible for the Elected Officials’ Retirement Plan, or

e Permits a member to participate in another state retirement system and the
member makes that election

Scenario 1: A member terminates employment, retires with the ASRS, and goes
to work within 365 days of termination for a different employer in a position that
requires participation in the Corrections Officer Retirement Plan. The member’s
ASRS pension will not be suspended.

Scenario 2: A member, without terminating employment, attempts to retire with
the ASRS by transferring into a new position with the same employer. The new
position meets the 20/20 criteria for membership but requires participation in the
Public Safety Personnel Retirement System. The member ceases making
contributions to the ASRS but cannot retire from the ASRS since the member has
not terminated employment.

Returning to Work as a Leased Employee (A.R.S. § 38-711) or an
Independent Contractor

Arizona law allows a member to terminate employment, retire from the ASRS and
return immediately as a leased employee or an independent contractor without a
suspension of pension. However, these individuals may be considered to be
“employees” by the IRS, the Social Security Administration, or another
governmental authority, and could face a suspension of pension if that
determination were made.

Scenario 1: A member terminates employment, retires with the ASRS, and
immediately returns to the same position but works for a third party leasing
company and not directly for the ASRS employer. This member’s pension may be
suspended if it is determined the member is working as an “employee” for IRS or
Social Security purposes.

Scenario 2: A member terminates employment, retires with the ASRS and then
sets up a limited liability corporation. After six months the LLC leases the retiree
to an ASRS employer as an “independent consultant.” This member’s pension
could be suspended because the retiree might not satisfy the IRS definition of an
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independent contractor. A member considering independent contracting should
consult with his or her employer and the IRS before taking this step.

Retiring without Terminating Employment (A.R.S. § 38-764(I))
Arizona law allows a member to retire, receive a pension and continue working
without first terminating employment if all the following conditions are met:

o Member must have reached normal retirement on or before the date of
retirement

o Member’'s work hours must be reduced below 20/20 after retirement. If the
member has already worked one or more weeks of 20 or more hours in the
fiscal year before retirement, those weeks will count toward the 20/20 criteria

o Member's employer must agree to the reduced work hours

Scenario 1: A 52-year-old member with 28 years of service decreases his hours
with his ASRS employer to 15 per week and retires without terminating
employment. 365 days after his retirement his ASRS employer offers him a 25
hour per week position. The member cannot accept the position without having
his pension suspended because he has not been terminated from employment for
more than 365 days.

Scenario 2: A member at normal retirement decreases his hours to 19 per week
and retires from the ASRS without terminating employment. The member works
19 hours per week for two years then terminates his position. Fifteen months after
terminating employment the member is offered a full-time position with an ASRS
employer. The member can accept this position without a pension suspension
since he is at least 365 days beyond his termination of employment, assuming the
other requirements of A.R.S. § 38-766.01 are met.

Common Missteps and Pitfalls
The following are common pitfalls the ASRS has identified that have led to
revocations of benefits and penalties to retirees and employers.

o Returning to work before reaching normal retirement. Many early retirees
aren’t aware that they cannot work in excess of 20/20 until they reach normal
retirement, which could be as much as 15 years after early retirement.

o Not waiting 365 days after pre-retirement termination before returning to
work. A retiree cannot return to 20/20 employment just because they have
less than 20 weeks before reaching their 365 day anniversary of pre-retirement
termination. The exemption from returning to active contributory status is at
the 365 day anniversary of pre-retirement termination, not any date before.

o Not strictly limiting the weeks of working 20 or more hours to less than
20. Many retirees think they are working 20 or more hours only occasionally,
and are very surprised when they discover that they exceeded the 19 week
limit.
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o Not submitting a written acknowledgment. One of the statutory
requirements is a written acknowledgment, within 30 days, of the conditions
under which a retiree is returning to work.

o Relying on others’ understanding rather than contacting ASRS directly.
The ASRS puts a great deal of effort into understanding and following state
statutes and rules. Please review all the information on the ASRS website for
a more detailed explanation. If you still have questions, contact us.
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Working After Retirement and ASRS Benefit Status

Use in conjunction with Working After Retirement Guidelines at www.azasrs.gov

Employee
participates in other
state plan

If terminated prior to
retirement and all
criteria met**,
employee may work

Does retired employee
meet membership criteria?*

YES

Does employee
want to suspend retirement
benefits?

NO

Did employee terminate
(prior to retirement)?

YES

as it been 365 days
since employee terminated
prior to retirement)?

NO

NO, because

Employee
works less than
20/20

full-time and continue
to receive a benefit

mployer does not report
active ASRS retirement/
LTD contributions

Employee may work
less than 20/20
indefinitely and

continue to receive a

benefit

Employer tracks work
weeks/hours and
continues to re-evaluate
terms of employment

Employee notifies
ASRS of return to
active status

YES ——— ¥

Employer reports active
retirement/LTD
contributions

Employee cannot
continue to work and
receive a benefit

Employer reports active
retirement/LTD
contributions

Employee may work
less than 20/20
indefinitely and

Retiree is at

Normal . .
Retirement continue to receive a
benefit without
terminating

Employer tracks work
weeks/hours and
continues to re-evaluate
terms of employment

Employee may work less
than 20/20 indefinitely and
continue to receive a benefit

—>

ployer tracks work weeks/

Em
hours and continues to re-
evaluate terms of employment

YES Employee may work less Employer tracks work weeks/
NO ———» than 20/20 indefinitely and hours and continues to re-
continue to receive a benefit evaluate terms of employment
as the employee reached
normal retirement criteria? Employee acknowledges Employee may
" X Employer does
conditions of employment and work full-time not report active
YES » effect on ASRS benefits by » indefinitely and por
i . . ASRS retirement/
filing written statement/form continue to -
. s X , LTD contributions
with employer within 30 days receive a benefit

*ASRS Membership Criteria: Employee must be in position covered for Social Security under a Section 218 Agreement AND be engaged to work
for 20 or more weeks in a fiscal year for 20 or more hours per week.

**AR.S. § 38-727
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Chapter 5: COMPENSATION

Generally, for the purposes of withholding ASRS contributions, compensation
means the gross amount paid to a member by an employer as salary or wages for
services rendered that are due and payable at or before termination of
employment.

Employers must withhold and submit retirement contributions and long term
disability (LTD) contributions, at the rates prescribed by the ASRS, from all eligible
compensation paid to employees who meet the ASRS membership criteria.
(A.R.S. 88 38-735, 38-736, and 38-737) See Chapter 6: Contribution Reporting
for details on responsibilities and procedures for submitting and reporting the
amounts withheld.

Payments Included in Compensation _

For the purposes of determining retirement and LTD contributions, as provided in
A.R.S. § 38-711(5) and (7), eligible compensation includes:

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

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

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

o Non-accountable reimbursements, which means payments made to reimburse
the employee for costs incurred by the employee incidental to the employee’s
job and for which the employee is not required to provide proof of actual
expenditures

o Mandatory amounts paid under an employer policy to reduce the member's
accrued annual, sick or general leave balance to a prescribed maximum (if not
paid because of a member’s pending termination or retirement)

o Amounts paid for compensatory time or holiday pay (if not paid because of a
member’s pending termination or retirement)

o Amounts paid as awards, bonuses or incentives (if not paid because of a
member’s pending termination or retirement). Such payments may be in the
form of a suggestion award, longevity pay, performance or merit award or other
similar payments. Incentive payments, including educational Proposition 301
payments, are compensation if earned before termination, even if paid after
termination.

o Amounts subject to deferred compensation under Section 457 of the Internal
Revenue Code (IRC), tax-sheltered annuities under IRC Section 403 (b), the
ASRS SRSP account 401(a), and IRC Section 125 cafeteria plans if election is
made by the employee

o Amounts that would have been paid except for the member's election or a legal
requirement that all or part of the pay be used for other purposes. Such

5-1 Revised Feb 2012


http://www.azleg.gov/FormatDocument.asp?inDoc=/ars/38/00711.htm&Title=38&DocType=ARS
http://www.azleg.gov/FormatDocument.asp?inDoc=/ars/38/00735.htm&Title=38&DocType=ARS
http://www.azleg.gov/FormatDocument.asp?inDoc=/ars/38/00736.htm&Title=38&DocType=ARS
http://www.azleg.gov/FormatDocument.asp?inDoc=/ars/38/00737.htm&Title=38&DocType=ARS

amounts would include wages withheld from the member’s pay according to a
tax levy, court order for child support, or other similar situation.

o Amounts paid in accordance with a court order or agreement that directs
salary/wages to be paid for a specific period, including back pay awards, to
resolve a grievance over an employee's termination, or an equal opportunity,
discrimination, or other such dispute. NOTE: Prior to withholding contributions
on these types of amounts, please contact the Employer Relations Department
for additional information.

Payments not Included in Compensation

Do not withhold retirement and LTD contributions, unless otherwise noted, from
payment amounts that do not meet the definition of compensation. The ASRS will
return contributions received on payments that do not meet the definition of
compensation. The general definition of compensation excludes the following
payments, pursuant to A.R.S. § 38-711(5) and (7):

o Termination payments (meaning any payments made as a result of termination
of employment), whether made in a lump sum or in installments before, at, or
after termination. This includes the payment of accrued vacation, annual, sick,
compensatory or other leave balances, and any other form of pay designated
as severance, special performance, stability, continuing service, longevity, or
an incentive to terminate or retire, and other forms of pay that would not have
been paid if the employee were not terminating. NOTE: In determining
whether a payment at termination is compensation for retirement purposes,
you must consider the circumstances of the payment. If the payment is made
to any employee who meets eligibility criteria for the payment regardless of
termination status, the payment is subject to ASRS contributions. If the
payment is made because the member is terminating employment and would
not be made if the member did not terminate, the payment is not subject to
ASRS contributions. (See Compensation for Pre-1984 Members in this
chapter for an exception to this criteria)

o Termination payments deferred under Section 457 of the Internal Revenue
Code (IRC), tax-sheltered annuities under IRC Section 403(b), the ASRS
SRSP account 401(a), and IRC Section 125 cafeteria plans

o A buy-out or contract payoff of an employee. Such payments are considered
to be payments to forfeit a property right, and as such, do not constitute
compensation.

o Payment, at the employee’s option, in lieu of a fringe benefit. For example, if
an employee can choose between “selling” back leave hours and retaining a
benefit for the hours, the payment for the leave hours is not compensation.

o Accountable reimbursements, which means payment made to offset expenses
incurred by the employee on behalf of the employer for which the employee
must provide receipts or documentation to the employer

o Damages, costs, attorney fees, interest or other penalties paid pursuant to a
court order or agreement to satisfy a grievance or claim, even though the
amount of the payment may be based in whole or in part on previous salary or
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wage levels. NOTE: Such payments may be compensation for retirement
purposes if the court order or agreement directs salary or wages to be paid for
a specific period. Prior to making the decision not to withhold contributions
from these amounts, please contact the Employer Relations Department for
additional information.

o Merit awards pursuant to A.R.S. § 38-613 and performance bonuses paid to
assistant attorneys general pursuant to A.R.S. § 41-192

o The premium value for excess life insurance

o Amounts received as workers’ compensation benefits. NOTE: Some
employers supplement workers’ compensation up to the amount of the
member's regular pay by reducing the member's leave balances; amounts paid
from the member's leave balance are compensation and subject to ASRS
contributions. Other employers may permit the employee to sign over the
workers’ compensation benefit to the employer. The employer then continues
to pay the employee the regular pay amount; only the portion of the payment
exceeding the workers’ compensation amount is compensation and subject to
ASRS contributions.

o Amounts that exceed the maximum annual compensation limit as determined
by A.R.S. 8§ 38-746 and Internal Revenue Code Section 401(a)(17) (See
Appendix C: Maximum Annual Compensation). NOTE: Retirement
contributions are not withheld or submitted on any compensation that exceeds
the annual limit. However, LTD contributions are and should continue to
be withheld on all amounts that exceed the annual limit. (See Chapter 6:
Contribution Reporting — Special Reporting Situations)

Compensation for Pre-1984 Members

The determination of compensation may be different for employees whose ASRS
membership began before January 1, 1984 (pre-1984 members). These members
are entitled to the compensation provisions of the ASRS that existed when their
membership began.

The definition of compensation prior to January 1, 1984 did not exclude lump-sum
payments at termination and other payments for services that are specifically
excluded in the current definition. At the pre-1984 member’s option, such
payments may be included in compensation for the purpose of calculating a
retirement benefit.

A member is considered to be pre-1984 if:

o The member began working for an ASRS employer, met membership criteria,
and contributed to the ASRS prior to January 1, 1984; and

o The member did not forfeit ASRS service for the prior membership by taking a
return of contributions (refund), or

o The member reinstates any part of previously forfeited ASRS service
performed before January 1, 1984 prior to retirement.
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NOTE: If assistance is needed in determining the member’s eligibility, contact the
Employer Relations Department.

If a pre-1984 member chooses to have contributions withheld on termination
payments, the member’'s monthly compensation for calculating the retirement
benefit is an average of the highest consecutive 60 months of compensation
(within the last 120 months of service) instead of an average of the highest 36
months (within the last 120 months of service and excluding termination pay). The
60-month average with the termination payment may provide a higher monthly
retirement benefit. (See Chapter 8: Leaving Employment — Retirement Benefit
Calculation)

If a pre-1984 member chooses to have termination payments included, withhold
retirement contributions from termination payments; do not withhold LTD
contributions from these payments. Do not withhold any contributions from
termination payments made to employees who became members beginning in
1984. (See Chapter 6: Contribution Reporting — Special Reporting Situations)

NOTE: A.R.S. § 38-615 does not allow county and state employees to use
accrued sick leave payoffs in their retirement calculations. If the county or state
employee is a pre-1984 member and contributions are submitted on termination
pay, sick leave payouts should not be included.

Termination Payments Made After Termination

The Arizona Attorney General Opinion No. 101-004 (dated January 24, 2001)
concluded that termination payments to pre-1984 members not owed until after
termination could not be considered compensation for the purpose of calculating
the retirement benefit. The ASRS applies the following rules to termination
payments in order to comply with the statutes and the Attorney General Opinion:

o All payments made or legally payable to a member up to the date of
termination or retirement are compensation and will be considered in the
retirement benefit calculation

o Payments made after the date of termination or retirement and that were not
legally payable at the date of termination or retirement are not compensation
and will not be considered in the benefits calculation

o However, any payments for performance such as educational Proposition 301
monies, compact gaming monies or voluntary retirement incentive programs
that are earned prior to termination are included as compensation, even if paid
after termination, and will be considered in the benefits calculation.
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Employer Termination Incentive Programs

Per A.R.S. 8§ 38-749, an employer must pay the ASRS for any unfunded liability
caused by a termination incentive program offered by an employer that provides:

o A total increase in compensation of thirty percent or more that is given to a
member in any one or more years before termination that are used to calculate
the member's average monthly compensation if that increase in compensation
is used to calculate the member's retirement benefit and that increase is not
attributed to a promotion. NOTE: To calculate the “increase in compensation
of thirty percent or more,” include only those payments that are considered
compensation for ASRS purposes. For example, do not include any
termination payments for any employee who is not a pre-1984 member. (See
Compensation for Pre-1984 Members in this chapter) Remember that
increases in compensation that result from a promotion are not included in the
calculation.

o Anything of value (with limited exceptions), including any monies, credited
service, or points that the employer provides to or on behalf of a member that
is conditioned on the member's termination. NOTE: When applying the
“anything of value” test do not include payments made for accrued annual, sick
or compensatory time unless the payment is enhanced beyond the employer’s
customary payment as part of the termination incentive plan.

Employer termination incentive programs may create an unfunded liability to the
ASRS trust fund because:

o The member’s monthly retirement benefit is increased by the termination
incentive to a value above what has been paid in contributions; or

o The member retires sooner than the member otherwise would have, thereby
receiving benefits for a greater number of years of service; or

o Both.

Termination Incentive Programs and Continued Employment

If the member continues to work for the same employer after receiving payments
for participating in a termination incentive program, the ASRS will generally
conclude that the member has not terminated employment. The member may not
be eligible to receive a retirement benefit or payment until the work is completed.

The treatment of incentive payments paid to a member who continues to work
depends on whether the employer continues to pay the member regular pay for
the work. Consider the following scenarios.

o Member receives only incentive payments. If the member receives only a
portion of the incentive payments for the continued work, the ASRS considers
the payment to be regular compensation for the work. The payment is subject
to retirement and LTD contributions if ASRS membership criteria are met.
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When the member terminates employment, the ASRS will consider any
remaining amounts of incentive payments paid to the member to be termination
pay, which are not included as ASRS compensation unless the member is a
pre-1984 member. (See Compensation for Pre-1984 Members in this chapter)

o Member receives regular pay and incentive payments. If the member receives
regular pay for continued work in addition to a portion of the incentive
payments, the total of incentive payments will be treated as termination pay.
The regular pay for the continued work will be treated as regular compensation
and retirement and LTD contributions will be withheld. All payments made as
part of the incentive program, whether paid in a lump sum or in installments
before, at, or after termination, will be treated as termination payments, which
are not included as ASRS compensation unless the member is a pre-1984
member. (See Compensation for Pre-1984 Members in this chapter)

Special Compensation or Pay Plans

Some types of payments may initially appear to either meet or fail to meet the
definition of compensation for ASRS purposes. However, when the payments are
made in addition to or in place of the usual and customary employee pay schedule
or policy, the payments may fall under a different category.

All relevant factors, conditions, and provisions must be considered to determine
whether the payments are considered compensation. To avoid a later
interpretation that may be detrimental to your employees, we strongly encourage
you to forward a copy of any existing or proposed special compensation or pay
plan to the Employer Relations Department for review. ASRS staff will review the
plan to determine whether the payments made under the plan should be included
as compensation for ASRS retirement purposes.

Examples of special compensation or pay plans include, but are not limited to:

o Employer termination incentive plans (See Employer Termination Incentive
Programs in this chapter)

Fringe benefit and reimbursement pay plans

Severance, experience, and longevity pay plans

Merit and performance or suggestion awards plans

Accrued leave payoffs, settlements or legal decisions

000D

If you have a plan that has already been reviewed by the ASRS but you have
amended or changed any of the provisions, we recommend you refer it to the
ASRS for another review to ensure that the previous determination is still valid.
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Compensation for Military Call-Up

An active member who is called up to active military duty may be eligible to
receive up to 60 months of service credit for that period of military call-up. (A.R.S.
§ 38-745) The employer must pay both the member and employer contributions if
the member returns to employment within a required timeframe after an honorable
discharge or is hospitalized, becomes disabled, or dies while in service. The
employer is required to submit contributions based on the compensation the
member would have earned, along with any raises the member would have
received, during the period of the call-up had the member not been called to active
duty.

For more information about reporting compensation and contributions for military
call up, see Chapter 6: Contribution Reporting — Special Reporting Situations —
Military Call-Up.

If the employee passes away while on a call-up to active military duty, the Military

Call-Up process must be completed before the survivor benefits can be
determined. (See Chapter 9: Additional Benefits — Survivor Benefits)
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Chapter 6:
CONTRIBUTION REPORTING

Arizona Revised Statutes 88 38-735, 38-736, and 38-737 and the Arizona
Administrative Code require employers to withhold contributions from all eligible
compensation paid to members of the ASRS.

Employers must report and submit such contributions, along with corresponding
employer contributions, in a manner prescribed by the ASRS Board of Trustees
and for each period of employment for which members are compensated.

This section describes procedures for meeting those requirements. Questions
about these procedures and other general questions regarding contribution
reporting, correcting errors and making adjustments, the online web-based
program, payroll deductions and other reporting specifications and requirements
may be directed to the Contribution Accounting Department. (See Chapter 3:
Employer Resources — Financial Services for contact information)

Required Contributions _

Contribution Rates

The ASRS sets separate contribution rates for the retirement and long term
disability (LTD) programs. As prescribed by A.R.S. § 38-714, contribution rates
are calculated by an actuary using actuarial methods and assumptions that are
consistent with generally accepted actuarial principles and approved by the ASRS
Board of Trustees. Future liabilities (based on the demographics of the ASRS
members) are compared against projected assets (based on ASRS Board-
approved earnings assumptions) to determine the contribution rates necessary to
support future payments of retirement and LTD benefits.

Typically, the contribution rates will change every fiscal year. The ASRS fiscal
year begins July 1 and ends on June 30 of the following calendar year. The
ASRS Board of Trustees generally approves rates in mid-November that will take
effect on the following July 1.

The ASRS will advise employers of the contribution rates for the next fiscal year
each fall on the ASRS website. Generally in May, employers will also receive an
email confirming the approved contribution rates and specitying fiscal year end
procedures.
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Historically, the total contribution rate is split equally between employees and
employers. For the contribution rates that apply each fiscal year, see Appendix D:
Historical Interest and Contribution Rates.

Calculation and Tax Status of Contributions

To calculate each member's retirement contribution, multiply the member's eligible
gross compensation by the applicable ASRS retirement contribution rate for the
fiscal year. (See Appendix D: Historical Interest and Contribution Rates)

The retirement contribution is a "pre-tax" deduction from pay. The member's
retirement contributions are considered "picked up" by the employer under section
414(h)(2) of the Internal Revenue Code, and therefore, are excluded from income
tax. Subtract the member’s retirement contribution withheld from gross pay before
determining the member's federal and state income tax withholding. Do not
reduce the Social Security (FICA) gross pay base by the amount of the member's
retirement contribution.

To calculate each member's LTD contribution, multiply the member's gross
compensation by the applicable ASRS LTD contribution rate for the fiscal year.

The LTD contribution is not a "pre-tax" deduction. Do not subtract the member’s
LTD contribution from gross pay before determining the member’s federal and
state income tax withholding or the Social Security tax (FICA).

Contribution Reporting Requirements

Reporting Period and Due Date

Each employer must certify on each payroll the amount of member and employer
contributions and submit that amount to the ASRS on a due date prescribed by the
ASRS Board of Trustees. (A.R.S. § 38-735)

Retirement and LTD contributions, as well as alternate contributions (ACR) for
retired members who return to work, must be reported by "pay period ending"
(PPE) date (i.e., the last day of the period that will be included in a payroll run). All
reports and correspondence submitted to the ASRS should refer to specific payroll
periods by the PPE date, not by the pay date.

The appropriate payment or remittance of employee and employer retirement and
LTD contributions and the ACR are due and must be received by the ASRS no
later than 14 calendar days after the applicable PPE date. Receipt is established
by the deposit date on the Online Contribution Reporting System.

Contributions received by the ASRS more than 14 calendar days after the PPE

date are considered delinquent and subject to the assessment of interest charges
until received. Delinquent contribution payments will accrue interest at the
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actuarial assumed rate of return (currently eight percent). Payments that are
delinquent and due may be recovered by the ASRS by action against an employer
in an appropriate jurisdiction or may be deducted from any other monies payable
to the employer by the state. Employers must account for such recovered or
deducted delinquent payments in accordance with applicable accounting and
financial reporting standards. (A.R.S. § 38-735)

Required Information

For a contribution report for a given PPE date to be considered complete, the
ASRS must receive the following information:

o Employer Identifying Information — Employers report contributions under
authorized identifying information. The ASRS assigns a four-digit "Reporting
Unit" and a six-digit "Employer Number" to each employer. Employers should
not report under any other or additional employer numbers without
authorization from the ASRS. NOTE: Include the appropriate identifying
numbers on your contribution reports and any correspondence with the ASRS.

o Contribution Summary Report (CSR) - The CSR summarizes the
contribution amounts reported for a PPE date and provides a grand total to be
paid or remitted.

o Employee Detail - The employer must provide the eligible gross compensation
and the breakdown of contributions for each employee so that the ASRS can
allocate the amounts and service credit to individual member accounts.

o Payment - Remit the total employee and employer amounts on both retirement
and LTD contributions through the automated clearinghouse (ACH) and on one
ACH transaction. The amount remitted on the ACH should equal the totals
reported on the CSR. The ASRS cannot accept a cash payment. If you are
unable to make a payment through the ACH, please contact the Contribution
Accounting Department for instructions.

Contribution Reporting Methods

Contributions are reported through the ASRS website. The Online Contribution
Reporting System provides a safe, secure and efficient way to report and submit
payroll contributions.

Retirement contributions may be reported by one of two methods:

o File Upload - for employers that have compatible data processing capabilities
and payroll systems to provide the employee detail and contribution data in the
format required by the ASRS. The employer’s payroll system must be able to
generate an electronic file to provide the required ASRS contribution reporting
information. With this method, the employer uploads and submits a file that
can then be processed by the ASRS.

o ASRS Web-Based Reporting System - for employers that do not have
compatible data processing capabilities and payroll systems to generate the
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employee detail and contribution data in the required format. With this method,
the employer keys the contribution detail into a reporting program provided on
the ASRS website. A guide to using the ASRS web-based system is available
on the ASRS website for those who have user access.

Access to the ASRS Online Contribution Reporting System

In order to access the ASRS Online Contribution Reporting System, each
employer must identify a staff representative who will serve as the Employer
Administrator for the secure employer area of the ASRS website. (See Chapter 3:
Employer Resources - Employer Administrator for ASRS Online Applications) The
Employer Administrator will designate an Online Contribution Manager, or primary
user, to access the Online Contribution Reporting application and manage access
for other users, such as assigning one or more of the following roles:

Maintain CSR/Payroll — create, save and submit a CSR

Maintain Payroll Payment — set up an ACH payment

Maintain File Data — upload contribution files (File Upload method only)
Maintain Alternate Contribution Reporting — upload ACR data file

000D

To establish, verify, or change the Employer Administrator on file for your
organization, contact the Employer Relations Department. Instructional videos for
an Employer Administrator to register, login, and assign the Manager role are
available on the ASRS website under the Interactive Center tab and Employer
Tutorials link.

Online Contribution Reporting System Technical Assistance

If you are unable to log in and you are not the Employer Administrator, contact the
individual who is the Employer Administrator for your organization for assistance.
If you are the Employer Administrator, contact the Employer Relations Department
for assistance.

Do not use the internet browser back button while in the ASRS web-based
program. This will create multiple CSRs.

If you are unable to submit an ACH, check the:

o Requested Deposit Date field — it should be in the MM-DD-YYYY format (use
hyphens not slashes)

o Amount field — do not enter a dollar sign ($) or comma (,) in that field
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Sample Online Contribution Summary Report

ASRS Employer
0000

05/18/2012
06/01/2012
ASRS Employer
000000
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Correcting Contribution Errors — Current Fiscal Year

It may be necessary to change contribution information previously reported in the
current fiscal year to correct errors such as:

o Amount Reported: You may need to either increase or reduce compensation
and contributions originally reported.

o Contributions not Submitted or Withheld: You may need to report a
member's contributions for a prior pay period(s) that were not reported. For
example, if the payroll system failed to withhold retirement contributions for a
new employee for the first pay period, you should process an adjustment for
that PPE date for that employee.

o Contributions Reported in Error: You may need to completely reverse
contributions that should not have been submitted. For example, if the payroll
system withheld retirement contributions on an employee who does not meet
membership criteria, you should process an adjustment for all PPE dates in the
current fiscal year for which the employee is not a member.

Corrections or adjustments must be made to the PPE date in which the error
occurred. Because the compensation history and service credit information used
to determine a member’s retirement benefit are based on employer reports and
submissions, contributions that are misreported may cause a misallocation of
service credit and compensation to member accounts. The ASRS must be able to
identify the periods requiring adjustment so that the credited service and
compensation may be correctly allocated to the member's account.

Adjustment Procedures

Corrections to a current pay period report after it has been prepared should be
reflected on the file or the Maintain Employee screen and on the CSR prior to
submission. If the changes are made before submission, no further correction
should be necessary.

If an error is identified after the CSR has been submitted, an adjustment must be
made in the same detail as other reported transactions. The process for making
adjustments depends on the contribution reporting method.

NOTE: Do not use the adjustment process for correcting errors that occurred in

PPE dates from a prior fiscal year. (See Correcting Errors — Previous Fiscal Year
in this chapter)
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File Upload Users

To change information reported for a previous pay period or submission, use the
Online Contribution Adjustment Template, which is available for download on the
ASRS secure website by choosing Upload Contribution Detail File within the Pay
Period Summary screen. (See sample below)

Enter a separate transaction line for each adjustment to show the following
information:

000D O

a

Employee SSN and name

Incorrect compensation and contribution amounts previously reported
Corrected compensation and contributions amounts

Compensation and contributions not previously reported

Compensation and contributions erroneously reported. Indicate a credit with a
leading negative sign before the dollar amounts (ex. -$50.00).

PPE date in which the error occurred

The template will automatically calculate the total adjustments. Upload the
adjustment file in the Upload Contribution Detail File screen.

Sample Online Contribution Adjustment Template

You must indicate "Adjustment” in the Content of the "File Upload Information”
section. (See sample below)
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Sample File Upload Report

0000

ASRS Web-based Reporting System Users

To change information reported for a previous pay period, on the Pay Period
Summary screen, find the row of the corresponding pay period. Choose Edit
Adjustments under the Available Operations heading on that row.

Select the employee on which the adjustment will be made and enter the
information on the Adjustment Entry screen. (See sample below)
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Sample Web-based Reporting System Report

Joe Brown

000-00-0000

All Users

After completing the adjustment screens, update the CSR of the current PPE date
to include the adjustment amounts and any late charges amounts in the
appropriate fields. Then submit the CSR.

When adjustments are entered on the CSR, the total net contributions due for the
current PPE date will be automatically calculated to reflect any additional
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contributions due to the ASRS (for previously omitted amounts) or any
contributions for which the employer receives a credit (for overpayments of
contributions previously submitted in error). Remit the appropriate contributions
via ACH. The amount remitted on the ACH should equal the totals reported on the
CSR.

Correcting Contribution Errors — Previous Fiscal Year

Minor adjustments that merely change a dollar amount previously reported, either
to partially increase or reduce contributions, may be reported as indicated for
current fiscal year corrections. You must clearly indicate the PPE date and the
fiscal year to which the adjustment applies.

NOTE: Do not report prior year adjustments as part of or with a regular
contribution report without ASRS authorization.

Major adjustments that report contributions erroneously omitted for a member or
that entirely delete contributions erroneously submitted for a member in a prior
fiscal year must be reported to the Employer Relations or Contribution Accounting
Department.

Contributions Submitted in Exror

If contributions have been withheld and reported in error for a prior fiscal year on
behalf of an employee whose employment did not meet membership criteria, the
error must be corrected. Generally, you may take a credit for any overpayment of
contributions against a current contribution report after advising the ASRS and
receiving instructions from the Contribution Accounting Department. You may
request and receive a payment from the ASRS for the amount only if the
overpayment occurred within the previous 12 months. (A.R.S. § 38-738 (A))

The ASRS will only credit or reimburse the employer. The employer should
reimburse the employee through payroll adjustment procedures for the employee
amounts reported to the ASRS in error. Do not have the employee request a
withdrawal of contributions or refund from the ASRS. A refund to the employee
does not return the employer contributions to the employer and the employee
cannot request a refund of their ASRS account unless they have terminated
employment with all ASRS employers.

Employers cannot take a credit for a member who has terminated employment
and who has requested and received a refund of all contributions from the ASRS.
After the member has refunded, the ASRS no longer has an account against
which to process an adjustment.

If the ASRS makes a determination that contributions were withheld and reported

for an ineligible person, we will advise you how to recover the erroneous
contributions, when applicable. As this error is corrected, the member’s account
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and service credit may be reduced. Pursuantto A.R.S. § 38-748, in a case where

contributions have been submitted for an ineligible person and it is determined that
the ASRS is legally obligated to provide a benefit, the employer will be required to

pay any resulting unfunded liability to the ASRS trust fund.

Contributions Not Withheld

An ASRS employer may inadvertently fail to enroll and submit contributions for an
eligible member for participation in the ASRS at the time the member became
eligible. This is called a Contributions Not Withheld (CNW) error.

A CNW error may be discovered by the employer, the member or through an
ASRS audit. In any case, the error must be corrected if it occurred within the last
fifteen years. The employer is responsible for submitting and reporting required
contributions that were due for an employee who met membership criteria even if
the member has already terminated employment.

CNW errors are not corrected using the Online Contribution Reporting
System. To assist employers in reporting eligible compensation that was earned
and the PPE date in which it was earned, the ASRS has created the Verification of
Contributions Not Withheld form. (See sample in this chapter) The employer may
also choose to provide the information in an alternate format, such as a
spreadsheet or payroll report, as long as it includes all information requested on
the form.

Upon receipt of the CNW information, an audit of the member’s account will be

completed, and:

o The ASRS will issue an invoice to the employer for the amount of the employer
contributions due plus any interest. The employer is required by law to pay the
monies due within 90 days of the invoice. Amounts not received within 90 days
are considered delinquent and subject to the assessment of additional interest
charges or recovery actions by the ASRS, if applicable.

o The ASRS will issue an invoice, along with payment options, to the member for
the amount of the member contributions due. The member is required to make
payment within 90 days after the employer has paid the employer amount. If
the member waits beyond the due date to make payment, the member will pay
the interest due on the remaining monies owed. (A.R.S. 8§ 38-738(B)(1)).
NOTE: The payment options for a member to pay for a CNW are similar to
those provided for service purchase. However, for an error that corrects only
compensation history and not service credit history, the member may not elect
to use a PDA. (See Chapter 7: Purchase of Service Credit — Service Purchase
Payment Options)

When both the employer and employee contributions are received, the member’s
account will be adjusted to reflect the compensation history and service credit.
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Evidence of CNW

In some cases, the employer will not have records for the time in question. The
initiator of the CNW is responsible for providing credible evidence of past
employment and compensation amounts. (A.R.S. § 38-738(B)(4)) Below are
documents the employee can provide to the employer to support the CNW
request:

Documents proving member Documents proving Documents verifying
was employed and covered member met time and | member’s

under Section 218 agreement  hours requirements compensation

Pay Stubs Pay Stubs Pay Stubs

W-2s Contract with W-2s W-2s

Employer Verification Employer Verification | Employer Verification
Personnel Action Form Payroll Records

Social Security Earnings Report  Timesheets

If the employer does not have records and the member is unable to provide
sufficient documentation to prove the member’s eligibility for a CNW adjustment,
the member may choose from one of the following options:

o Purchase the time as Other Public Service Non-Participatory, in accordance
with established eligibility requirements. The member should contact the
ASRS Member Services Division for instructions.

o Present to the ASRS all of the documentation provided to the employer, along
with the employer’s response. The ASRS will review the documents and
determine eligibility.

NOTE: If the CNW occurred more than fifteen years before the CNW information
is provided to ASRS, the CNW is considered public service credit and may be
purchased by the member. The employer would not be issued an invoice for
CNW.
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Sample Verification of Contributions Not Withheld form
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Special Reporting Situations

Fiscal Year End Procedures

The ASRS fiscal year ends on June 30 of each year. In any year, all pay periods
ending on or before June 30 must be reported by July 14. This is necessary so
that the ASRS may complete posting of the reports to member retirement
accounts in a timely manner as part of year-end closing procedures.

Reports for pay periods that end after June 30 should be reported in the new fiscal
year at the contribution rates for that year. For example, for a pay period that ends
July 6, 2012, report contributions for the entire pay period at the rate for the new
fiscal year (FY 2012-2013), even though part of the pay period falls in the prior
fiscal year (FY 2011-2012). Do not split the pay period as of June 30, reporting
part at the rate for the ending fiscal year and part at the rate for the new fiscal
year.

Balance of Contract Payments

Some ASRS employers pay employees on a contract basis. A contract employee
may elect to defer receipt of contract payments due until a later date. Payments to
a member after the end of the contract period are called “balance of contract”
payments.

Since monies are paid in connection with work performed during a specific period,
the payments are considered due and payable to the member at the end of the
contract period. Retirement and LTD contributions on balance of contract
compensation must be reported in the fiscal year during which the service (the
contract) is performed and at the contribution rate for that fiscal year.

This provision applies whether such payments are paid in a lump sum or
distributed over a period of time after the completion of the contract. The PPE
date for reporting the contributions may be the last day of the contract period, the
last day of the fiscal year (June 30), or other dates to report separate pay periods
for each payment, as long as the dates precede and are reported at the rates for
that fiscal year.

The balance of contract payments to university contract personnel are often paid
on a 12-month basis coinciding with the fiscal year. Payments made in this
manner may be reported as they are paid, unless the member retires. In that
event, report remaining balance of contract contributions at the time of termination.

Performance Pay or Bonus Plans

Some school districts have performance pay and bonus plans in which members
receive performance awards (frequently funded under Proposition 301 monies),
which are based on performance during the school year but are not determined
until after the school year has ended.

6-14 Revised Jul 2012



Such payments are considered part of the pay for the prior school year and,
therefore, are compensation for the purposes of ASRS contributions, even if paid
after termination (including retirement). Since the monies are being paid to
members in connection with work performed during a specific fiscal year, the
retirement and LTD contributions must be reported in that fiscal year.

The last possible fiscal year PPE date is June 30. Therefore, all contributions on
performance pay monies will be due to the ASRS no later than July 14 or they will
be considered delinquent. (See Reporting Period and Due Dates in this chapter)

If contributions on performance monies are received, along with the supporting
employee detail, on or before July 14, the contributions will be considered timely
and the contribution rate will be the rate in effect in the fiscal year the monies were
earned. If the payments and the employee detail information are not provided until
after July 14, the contribution rate will be the rate in effect as of the new fiscal
year, and interest will be due on those contributions received after July 14.

In a few cases, the employer may not yet have determined the amount to be paid
to each member. If an employer knows the amount or approximate amount of the
total performance pay awards that will be paid to members and wants to avoid
interest, the employer should compute the contributions that will be due, based on
the contribution rate for the year the monies are earned, and pay the contributions
to the ASRS on or before July 14. If the payment is made before July 14 and the
employee detail information is later submitted and results in an overpayment or
underpayment, adjustments will be made accordingly (and may include interest).

If: And: Then: And:
" Employee

Contr'lbutlons Detail Contribution Rate to Pay Interest

Received . Due

Received

Before July 14 | Before July 14 | FY in which money earned No

After July 14 After July 14 FY in which contributions submitted | Yes

Before July 14 | After July 14 FY in which money earned No

After July 14 Before July 14 | FY in which contributions submitted | Yes

Military Call-Up

If a member is called up to active duty military service, the employer should
continue to withhold and report member and employer contributions for payments
of paid leave made to the member for each regular PPE date contribution report
processed through the Online Contribution Reporting System. Paid leave is
eligible compensation and contributions must be withheld when payments are
made. (See Chapter 5: Compensation — Payments Included in Compensation) If
the member is not receiving pay for paid leave during the period of the call-up, the
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employer should not send any contributions to ASRS for that member during the
period of the call-up.

If the member returns, and upon meeting other eligibility requirements, the
employer is required to pay both the employer and employee retirement
contributions based on the compensation the member would have earned, along
with any raises the member would have received, during the period of the call-up.
(A.R.S. 8§ 38-745) (See Chapter 5: Compensation — Compensation for Military
Call-up)

NOTES: Do not use the Online Contribution Reporting System or the adjustment
process for submitting Military Call-Up contributions. The ASRS must calculate
the eligible contributions and service credit in accordance with statute.

To assist employers in reporting compensation that would have been earned, the
ASRS has created a Military Call-Up form. (See sample form in this chapter) The
employer is required to complete the form and send all required documentation,
such as the DD-214, military orders, or any other official military records, to the
ASRS within 90 days of the employee returning to work.

Upon receipt, an audit of the member’s account will be completed.

o If contributions were withheld and submitted during the time frame, both the
retirement and LTD contributions will be returned to the employer. The ASRS
will only credit or reimburse the employer. The employer should reimburse the
employee through payroll adjustment procedures for the amounts reported to
the ASRS and returned.

o The amount of member and employer retirement contributions will be
calculated, based on the reported compensation, and in accordance with
statute. NOTE: The requirement for employers to pay employee and employer
contributions for an eligible call-up period does not apply to contributions for
the LTD program. The amount due will reflect only the the cost of retirement
contributions.

o A costinvoice will be sent to the employer. The employer has 30 calendar
days from the date of the invoice to submit the retirement contributions.
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Sample Military Call-Up form
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Maximum Annual Compensation

A.R.S. 8§ 38-746 and Internal Revenue Code Section 401(a)(17) limit the amount of
annual compensation for which retirement contributions can be paid. You must stop
withholding retirement contributions from compensation when a member’s
compensation for the year exceeds the maximum. (See Appendix C: Maximum Annual
Compensation)

To ensure that a member whose compensation exceeds the annual maximum receives
full service credit for the year, you must advise the ASRS Contribution Accounting
Department before the end of the fiscal year that contribution withholding ceased
because the member's compensation reached the maximum and provide the following
information:

o The last pay period for which contributions were reported for the member

o Any pay periods not worked after the last pay period for which contributions were
reported

o The last date worked in the fiscal year

o The total compensation from which contributions were deducted

o The total compensation paid to the member in the fiscal year

NOTE: The compensation limitation does not apply to contributions for the LTD
program; LTD contributions should continue to be withheld on all amounts that exceed
the annual limit.

Legal Actions

If you are making payments to a member, whether a current or previously terminated
employee, in accordance with a court order, settlement agreement or other legal action,
contact the Employer Relations Department to determine whether the payments meet
the definition of compensation and to receive contribution reporting instructions.

Payments Made to a Terminating Employee

Generally, payments that meet the definition of compensation and are payments that
would be made even if the employee were not terminating should be reported as part of
the regular contribution report. (See Chapter 5: Compensation) For example:

o Final Payment of Regular Salary and Wages - withhold retirement and LTD
contributions at termination, just as you would for any other regular compensation.

o Performance Payments - withhold retirement and LTD contributions from
performance or bonus plan payments to members after termination, including
retirement, just as you would for non-terminating members. (See Performance Pay
or Bonus Plans in this chapter)

Do not withhold retirement or LTD contributions from any payments that do not meet the
definition of compensation.
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Withhold retirement contributions from termination payments that meet the definition of
compensation for pre-1984 members if the member chooses to have termination
payments included. (See Chapter 5: Compensation — Compensation for Pre-1984
Members) Report eligible amounts with your regular contribution report.

NOTE: LTD contributions are not deducted from termination payments for pre-
1984 members. Because the LTD program was established after that date, the
exception for withholding contributions does not apply to LTD.

Contributions on all payments to a terminating employee that are considered
compensation must be submitted timely, whether paid in a lump sum or installments
before, at, or after termination. Report the contributions due for the termination
payments at the time of the termination in the same fiscal year at the contribution rate
for that fiscal year and by the required due dates. (See Reporting Periods and Due
Dates and Performance Pay or Bonus Plans in this chapter)

Reporting Rehired ASRS Retirees

Alternate Contributions

A.R.S. § 38-766.02 requires an employer to pay contributions at an alternate rate (ACR)
on behalf of all ASRS retired members who return to work in any capacity with that
ASRS employer. (See Chapter 4: Membership — Maintaining Retired Member Status
and Working After Retirement Guidelines)

The ACR must be paid for all employees who are retired from the ASRS and who are in
a position ordinarily filled by an employee of the ASRS employer. Generally, this
includes all ASRS retirees who maintain a retired status with the ASRS and who
perform work in any capacity, regardless of:

o Whether they are considered a direct hire, contractor, or leased employee

o The number of hours or weeks they work

o Their participation in another retirement system

The ACR is determined each fiscal year by an actuary, as approved by the ASRS Board
of Trustees. To calculate the required contributions for each retired member, multiply
the compensation, gross salary, or contract fees paid to the employee by the applicable
ACR for the fiscal year. (See Appendix D: Historical Interest and Contribution Rates)
The ACR is paid only by the employer. There are no employee contributions.

Alternate contributions for rehired ASRS retirees are reported for each PPE, along with
your regular contribution report, using a secure online process. Detailed instructions for
submitting ACR reports and payments can be found in the Alternate Contribution Rate
Reporting — Employer User Guide, which is available on the ASRS website under the
Employers tab.
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Return to Work Violations

Return to work violations occur when an ASRS retiree meets ASRS membership criteria
and does not resume active membership. A.R.S. 8 38-766(G) requires an employer to
pay an ACR for a retired member whose pension is subject to suspension. (See
Chapter 4. Membership — Return to Work Violations) The ACR for non-compliance with
ASRS statutes must be applied to the retiree’s compensation and paid for the period
starting with the date the member began working after retirement through the earlier of
the date:

o The retiree terminates employment

o The retiree resumes active membership, or

o The employer begins paying an ACR pursuant to A.R.S. 8 38-766.02 (see above)
NOTE: An employer may already be reporting and submitting ACR payments for the
retiree as of the date the member began working after retirement. If this is the case,
no additional ACR or alternate contributions are required for the return to work
violation.

The ASRS will review all information and reports regarding retirees who are working
after retirement to identify possible violations. When a violation is discovered, the ASRS
will send the employer information and instructions for submitting any required
payments.

Waiting Period for State Employees

Some state employees are subject to a 26-week waiting period before they become
eligible to participate in the retirement plan and LTD program. (See Chapter 4:
Membership — When Membership Begins) These state employees become members
on the 27th week of employment if membership criteria are met.

If the 27" week falls in the middle of a pay period, do not split the pay period.
Retirement and LTD contributions begin as of the first day of the first full pay period
following the 183™ day of employment.

Correcting Demographic Errors

Social Security Number Correction

If the Social Security number (SSN) on the member's ASRS account is correct and your
payroll report is incorrect:

o Change your payroll to reflect the correct SSN
o When submitting a contribution report containing a change, advise the ASRS that a
change has been made
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If the SSN on the member’s ASRS account is incorrect and your payroll report is
correct:

o Provide a brief explanation to the ASRS indicating the incorrect SSN as well as the
correct SSN

o Submit a copy of the member's Social Security card

o The information will support a change to the SSN on the ASRS system file.

Name-Mismatch

A name-mismatch exists when contributions are reported under a name different from
that in the ASRS account for the SSN reported. Causes and corrective actions for
name-mismatch situations are listed below:

o Name change due to marital status change or other reason. Have the member
submit a Change of Name form, along with required documentation.

o Name misspelled. Indicate which name is the correct spelling. These situations
may be avoided by ensuring that information on the online ASRS Enrollment is
accurate before submitting.

o Inappropriate name format. Rules for entering the member’'s name in the name
field include:

e Separate parts of the name by a space (do not use commas) and enter the last
name, first name, and middle initial:
White Daniel R (not White, Daniel R)
e Enter a hyphenated name with hyphen if the name appears hyphenated on the
ASRS enrollment form:

Jones-Smith Sally B (not Jones Smith Sally)
e Enter multiple last names that are not hyphenated with a space:
Jones Smith Sally B (not JonesSmith Sally B)

e Enter a name with an apostrophe if the name has an apostrophe on the ASRS
enrollment form:

O’Brien Mary T (not O Brien Mary T)
e Omit periods in last names:
St John Robert S (not St. John, Robert S)
e Keep normal spacing for the last and first names:
De La Cruz Jose E (not Delacruz Jose E)
McCormick Marie M (not Mc Cormick Marie M)
Von Rosen Joseph D (not VonRosen Joseph D)
Alvarez Anna Marie L (not Alvarez Annamarie L)
e Enter a name suffix after the complete name:
Brown Thomas F Jr (not Brown Jr Thomas F)
Nelson Charles L II (not Nelson Il Charles L)
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Reporting Payroll Deductions for Service Purchase

Chapter 7 — Purchase of Service Credit in this manual outlines the various opportunities
ASRS members have to purchase additional service credit toward retirement. As an
alternative to a lump sum payment for the purchase, members may elect to participate
in the ASRS payroll deduction program.

A.R.S. 8§ 38-747 requires employers, at the request of an employee, to deduct amounts
from the employee's pay for ASRS service purchases. The terms of the agreement
between the member and the ASRS are recorded on a contract called the Payroll
Deduction Authorization (PDA). The ASRS will notify the employer when an employee
has entered into a payroll deduction agreement with the ASRS and will outline the terms
of the agreement. (See sample in this chapter)

The irrevocable PDA is approved by the Internal Revenue Service as a salary reduction
agreement that reduces the participating employee's taxable income by the amount of
the payroll deduction authorized under the agreement. Failure to comply strictly with
the terms of the agreement could cause the ASRS to lose its tax qualification status and
result in severe tax consequences for both employer and employee members of the
ASRS.

The PDA specifies the number of payroll periods that the deductions will be made. For
the purposes of making a service purchase deduction, a “payroll period” is considered a
period of service for which the employer ordinarily makes a payment of wages to
employees. In some cases, an employer may make payments outside of the regular
period of service. For example, the employer may make payments to pay out leave
benefits, termination or performance monies, or some other irregular payment. Do not
submit a deduction for service purchase with any contributions on these irregular
payments.

Payroll deductions for service purchases are reported in the same manner and at the
same time as retirement and LTD contributions. Fields for service purchase deductions
are included on the CSR.

For File Upload users, your payroll system will determine where the service purchase
detail is entered for each employee. For ASRS Web-based Reporting System users,
enter the service purchase detail on the appropriate employee under Maintain
Employee on the Service Purchase tab.

Service Purchase and Termination Pay

Some PDAs or other service purchase documents provided to the employer will indicate
that the member has opted to use termination pay to apply to any remaining amounts
due on a PDA or current invoice. For service purchase purposes only, termination pay
is defined as any lump sum that is paid at the member’s termination of employment for
accrued vacation, sick leave or overtime pay. (A.R.S. 8§ 38-747(B)(2)) If indicated, all
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amounts paid at termination for these three specific payments must be submitted as
service purchase deductions, regardless of the employee’s membership date.

The decision by a member to use termination pay, either through a Termination Pay
Addendum to a PDA or on a Termination Payment Authorization for the Purchase of
Service Credit form is optional. However, once elected, the decision is irrevocable.
(See Chapter 7: Purchase of Service Credit — Service Purchase Payment Options)

All, or a previously designated amount of, termination pay must be paid directly to the
ASRS by the employer for a member who has a made this irrevocable election. To
maintain compliance with A.R.S. 8§ 38-747 and the Arizona Administrative Code Article
2, Chapter 8, R2-8-519, employers should not send termination pay to any other party,
such as a supplemental retirement 403(b) or 457 account, or to the member directly.

In addition, you must submit the total amount for these payments to the ASRS. Do not
try to calculate the remaining balance due on a PDA or invoice. The ASRS will apply
the amount and return any overpayment to the employer to distribute to the member.

Direct general questions regarding the payroll deduction program and reporting
requirements to the Contributions Accounting Department.

Administering a PDA

The PDA is binding and irrevocable. You must administer payroll deduction
authorizations according to the terms contained in the PDA and as explained below:

o Wait to receive a letter from the ASRS informing you that a member has a PDA
before taking any action.

o Verify that the member has sufficient funds available in regular pay (do not include
overtime or other non-regular payments) to cover the payroll deduction amount. A
payroll deduction for a service purchase is made after other mandatory deductions
(i.e., federal and state taxes, court-ordered support or other garnishments, etc.) and
before any voluntary deductions.

o If the member’s regular pay does not cover the payroll deduction amount, deny the
agreement and refer the member back to the ASRS to request a new PDA. Advise
the member of the maximum amount available for deduction.

o Deduct the required amount from the member’s pay each regular pay period,
beginning with the first pay period after receiving the PDA (unless otherwise
specified on the PDA) until the full number of deductions authorized in the PDA have
been made.

o Reduce the member’s taxable income by the amount of the deduction. Reduce only
Federal and State wages; do not reduce Social Security or Medicare wages.

o Deny arequest from the member to rescind the agreement except on completion of
the agreement or termination of employment. If a member transfers between
positions or units for the same employer, or goes to work for another ASRS
employer, the PDA remains in effect pursuant to A.R.S. § 38-747 (b)(7).
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o Deny a request from the member to either reduce or increase the deduction amount.
When entering into the PDA, a member may reduce voluntary deductions to permit
the amount necessary for the PDA to be deducted.

o Upon a change in mandatory deductions in any pay period that prevents the full
amount from being made for the payroll deduction, deduct the reduced amount left
for the service purchase. The agreement will be extended until the total amount due
for the PDA is made or the employee terminates employment. Use the “Comments”
section of the CSR to explain the reasons for the reduced payment.

o Do not deduct PDA payments from any termination pay, unless it is specifically listed
in the PDA agreement.

Changes in Employment Status

o Upon hiring, ascertain if a new employee has an existing PDA due to previous
employment with an ASRS employer. If a member has a PDA and transfers
employment from one participating ASRS employer to another, the PDA may still be
in effect. The employee must contact the ASRS Member Advisory Center to reissue
the PDA, listing you as the new employer.

o Upon a status change, such as leave without pay, sabbatical, disability or another
situation that creates a reduction in hours or earnings and that results in a reduction
of the amount available for the service purchase payroll deduction:

e Deduct and remit the amount available. The ASRS will extend the period for the
payroll deduction until the total amount required to be paid under the terms of the
PDA is paid, or the member terminates employment with an ASRS employer, or
the member retires.

e Use the “Comments” section of CSR to explain the reasons for the reduced
payment.

o Upon a change in position, retirement system or hours which results in the member
no longer being eligible for making retirement contributions, you must continue
remitting PDA payments on any regular wages the member earns although you must
stop the retirement and LTD contributions.

o If the member terminates or retires, the member must notify the ASRS within 14
calendar days before or 14 calendar days after termination or retirement that they
wish to pay off the PDA through a lump sum payment. Refer the member to the
ASRS Member Advisory Center for specific instructions.
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Sample Letter to Employer Regarding PDA
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Chapter 7:
PURCHASE OF SERVICE CREDIT

The service purchase program allows eligible members to buy service credit if they are either
actively contributing to the ASRS or currently receiving a long term disability (LTD) benefit
and have eligible service under specific qualified categories. Members may also be eligible
to transfer service credit from other Arizona public sector and Charter City retirement
systems.

Service purchases are paid for by the member (or transferred to the ASRS). There is no cost
to the employer. Generally, employer responsibilities are to keep employees informed of
opportunities to purchase additional service credit toward retirement and to refer members to
the ASRS Member Advisory Center with specific questions.

In order to request the purchase of service, a member must be actively contributing to the
ASRS or be receiving an LTD benefit from the ASRS. This means a request must be initiated
prior to termination of employment, including prior to retirement.

In addition to being an actively contributing member, to purchase service, a member:

o Must have at least 5 years of ASRS service credit to request the purchase

o Is limited to purchasing a maximum of 5 years per type of service

o May not purchase service for time for which they are receiving or are eligible to receive
other retirement benefits, unless otherwise noted

NOTE: These restrictions do not apply to the reinstatement of previously forfeited service.

Members may only have one active request for a given type of service at atime. Ifa
member wants to make more than one service purchase, they must wait until payment is
established on an active request before making a new request. In addition, members will be
credited with a maximum of one year of service credit for any fiscal year.

NOTE: In some cases, a member may have eligible service that overlaps or covers the same
time period (such as military reserve duty and other public service). Additional credit will not
be given for any overlapping service; the member will only receive credit for one year in any
fiscal year.
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ASRS Service Credit

Credited service is the measure of service that a member earns for work covered by ASRS
membership. (A.R.S. 8 38-739) The amount of service credited to the member’s account
and the member’s average monthly compensation directly determine the member’s
retirement benefit.

An ASRS member earns credited service on a proportionate basis for each month during
which work is performed and for which contributions are received during a fiscal year. All
members may earn a maximum of one year of service credit for each fiscal year they work.

A twelve-month employee receives one-twelfth of a year of service credit for each month in
which contributions are reported, as determined by pay period ending dates reported during
the year. An employee working under a contract of nine or more months receives one-ninth
of a year of service credit for each month in which contributions are reported. (A.R.S. 88 38-
711(31) and 38-739)

Purchasing additional eligible service will increase a member’s overall credited service. This
may affect how soon the member meets retirement eligibility and may increase the member’s
monthly lifelong benefit.

Tvpes of Service Eligible for Purchase

A description of each type of service that may be purchased is provided in this section.
Required service purchase forms, online tools, and estimators can be found on the ASRS
website under the Members tab and Service Purchase link.

Forfeited ASRS Service

When a member applies for a withdrawal of contributions and forfeits ASRS membership, the
service credit represented by the refunded contributions is referred to as forfeited ASRS
service. (See Chapter 8: Leaving Employment — Refund of Contributions) Receiving a
refund terminates ASRS membership and the individual is no longer eligible for a benefit for
that previous time period.

If an employee begins working for an ASRS employer again, meets membership criteria, and
begins actively contributing, the employee may request to reinstate all or any portion of
credited service from previous ASRS employment that was forfeited when the refund was
taken. (A.R.S. 8 38-742)

NOTES: Members receiving benefit payments under the LTD program are also eligible to
reinstate forfeited ASRS service.

If the member resumes active contributions on or after July 1, 2011 and reinstates service
that was performed before July 1, 2011, the reinstatement does not restore the benefit
eligibility or criteria that were in place at the time of the prior service. The member who
resumes active membership on or after July 1, 2011 will be subject to the plan requirements
and benefits in effect at the time the member resumes active membership.
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If the member reinstates service that was performed before January 1, 1984, the
reinstatement restores the member’s right to use termination pay for the pension benefit
calculation. (See Chapter 5: Compensation - Compensation for Pre-1984 Members)

The cost for reinstating previously forfeited ASRS credited service is the total gross amount
of the refund (including the amount of any taxes withheld) plus accrued interest to the date of
the request to reinstate. If the member elects to reinstate only a portion of a period of
previously forfeited service, the cost is prorated from the total cost of the full period.

NOTE: If the member only purchases a portion of the total forfeited service available, the
most recent service credit is reinstated first. For example, if a member forfeited five years of
service for the July 1982 through June 1987 time period and chooses to purchase only three
years, the member will be credited for July 1984 through June 1987. This means the
member will not be considered a pre-1984 member.

Because interest accrues on the contributions, the longer a member waits to make a
purchase, the greater the cost. The ASRS interest rate is set at the ASRS assumed earnings
rate, which is currently eight percent.

Leave of Absence

An eligible member may purchase up to 12 months of service credit for each approved
unpaid leave of absence event from an ASRS employer up to a lifetime maximum of 5 years.
For the purpose of service purchase, the ASRS treats multiple, consecutive periods of
absence without a return to employment between absences as one leave of absence event.

The time may be purchased under the following guidelines:

o At the time the absence was granted, the member was an active ASRS member or
receiving an LTD benefit

o The member must have returned to work with the same employer, unless:
e The position was no longer available, or
e The member was disabled and could not return to work
NOTE: In a case where the member was unable to return to work because a position was
not available, an inactive member may be eligible to purchase this time if they have not
received a refund of contributions from the ASRS. If the member took a refund of
contributions, the unpaid leave of absence time may not be purchased. However, the
member may restore eligibility to purchase the leave of absence period by reinstating the
forfeited service credit for the period before the absence.

o The employer must certify that the leave of absence benefited or was in the best interest
of the employer and was in accordance with the employer’s established guidelines

o A maximum of one year of service credit for each approved, unpaid leave of absence
event may be purchased

o The member cannot receive a benefit or be eligible to receive a future benefit from any
other retirement plan based on the time period of leave of absence to be purchased
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Summary of Employer Responsibilities for Leave of Absence Purchases

o Inform the member of the option to purchase service credit when the member applies for
and returns from an unpaid leave of absence

o Direct the member to contact the ASRS for the Approved Leave of Absence request form
to purchase service credit. The employee must deliver the form to you for completion of
the employer portion of the form. (See sample form at the end of this chapter)

o Complete the employer portion of the Approved Leave of Absence request form to verify
the period of the absence and that the absence was in the best interest of the employer

o Be aware that any month(s) for which no contributions are reported to ASRS and that fall
within a period of an unpaid leave of absence are excluded from the consecutive months
of compensation used to determine a retirement benefit unless the member purchases
that time. NOTE: Partially paid leaves of absence (which are not eligible for purchase
since the ASRS wiill receive some contributions and the member will receive service
credit) may be included in the months and have an effect on a retirement benefit. (See
Chapter 8: Leaving Employment — Retirement Benefit Calculation)

Other Public Service

An eligible member may purchase up to a lifetime maximum of 5 years of service credit for
time worked for a United States public employer. United States public employer is defined as
the United States government, a state, territory, commonwealth, overseas possession or
insular area of the United States or a political subdivision of each, including local
governments and special districts such as fire, water conservation and irrigation districts.
(A.R.S. § 38-743)

When completing the required form to request this purchase, the member must indicate
whether the other public service time was covered by a retirement plan and whether the
member is receiving or eligible to receive a future retirement benefit for the service. A
member cannot receive a benefit or be eligible to receive a future benefit from any other
retirement plan based on the time period of service to be purchased. To complete the
purchase for ASRS service credit, a member must forfeit all rights to future benefits under the
previous plan. This is usually accomplished through a withdrawal or rollover of funds from
the previous plan.

A member may also purchase time worked for another public employer even though no
contributions were made to a retirement plan. This may include waiting periods for eligibility
or work which did not meet eligibility requirements to participate in a public retirement plan.
For example, if a member worked for an ASRS employer but initially did not meet
membership criteria, or is a state employee subject to a 26-week waiting period, the member
may choose to purchase the time as Other Public Service with an ASRS employer once all
other service purchase eligibility requirements are met.

Active Military Service

An eligible member may purchase up to a lifetime maximum of 5 years of service credit for
active military duty, including active reserve or National Guard duty. The member must have
received an honorable discharge from the military and must provide a copy of the military
service record, such as a DD-214 or its equivalent, to document the active duty service.
(A.R.S. § 38-745)

7-4 Revised Feb 2012


http://www.azleg.gov/FormatDocument.asp?inDoc=/ars/38/00745.htm&Title=38&DocType=ARS
http://www.azleg.gov/FormatDocument.asp?inDoc=/ars/38/00743.htm&Title=38&DocType=ARS

When completing the required form to request this purchase, the member must indicate
whether they are eligible for a military retirement benefit at the time of the request. Per
A.R.S. 8§ 38-745, a member cannot be eligible to receive a military retirement benefit at the
time of the request to purchase regular active duty military service. However, as provided by
10 U.S.C. 8§ 12736, members who are either eligible for or are currently receiving a non-
regular military retirement benefit may purchase non-regular (Reserve/Guard) active duty
(such as meetings or drills) military service.

NOTE: An active member who volunteers for or is ordered by a military call-up to active
military service when working for an ASRS employer may be eligible to receive ASRS
credited service for up to 60 months of the period of the active duty through the Military Call-
Up process. (See Chapter 5: Compensation - Compensation for Military Call-Up and Chapter
6: Contribution Reporting — Special Reporting — Military Call-up) The member should not use
the Active Military service purchase process to receive credit for these call-up months.

Service Purchase Cost and Payment Options

Service Purchase Cost

The cost to purchase service, except for forfeited ASRS service, is based on the Actuarial
Present Value method. Actuarial Present Value defines the current value of a member’'s
future retirement benefit compared to the value of the benefit with the additional service years
included in the calculation. The member pays the difference between these two values,
thereby fully funding the future benefit.

The Actuarial Present Value method accurately captures the cost of service purchase
because it relies on individual calculations, factoring in a member’s years of service, age,
current annual compensation, and amount of service credit purchased.

Service Purchase Payment Options

Arizona law allows members to purchase service credit utilizing one of five payment methods.
A member who wishes to make multiple service purchases may utilize a different payment
option for each separate purchase.

After-Tax Payment:
The full or partial cost of the purchase may be made in after-tax payments. After-tax
payments are checks from the member, whether personal or cashier, payable to the ASRS.

Limitations: For individuals who became members of the ASRS on or after July 1, 1999,
after-tax payments are restricted under provisions of A.R.S. § 38-747 and subject to the
annual limits (highest payment allowed) on contributions to the ASRS contained in 415(b)
and (c) of the Internal Revenue Code of 1986. Subiject to criteria of the law, individual limits
may vary; members should consult a tax advisor.

After-tax payments cannot be used to purchase other public service for employment with a
political subdivision of a U.S. territory, commonwealth, oversees possession or insular area.
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Rollover/Transfer:
A rollover is a transfer of monies from an eligible retirement or other qualifying plan to the
ASRS. To be accepted by the ASRS, a rollover must meet specific criteria.

Payroll Deduction Authorization (PDA) Payments:

A PDA is a contract between the member and the ASRS and allows payment for service
purchase to be made via payroll deductions. The PDA is approved by the IRS as a pre-tax
salary reduction that reduces the participating member’s taxable income by the amount of the
payroll deduction authorized under the agreement.

PDAs will include interest charges at a rate equal to the ASRS assumed earnings rate, which
is currently eight percent. (See a sample PDA at the end of this chapter)

A PDA is a binding contract that can only terminate if the contract is completed or the
employee terminates employment. (See Chapter 6: Contribution Reporting - Reporting
Payroll Deductions for Service Purchase and Administering a PDA)

At the time the PDA contract is signed, the member can elect to have any termination pay
applied to the balance at the time of termination. (See Termination Pay in this chapter)

Limitations: A member who is paying for a Contributions Not Withheld (CNW) error that
corrects only compensation history and not service credit history may not elect to use a PDA.
(See Chapter 6: Contribution Reporting — Correcting Contribution Errors — Previous Fiscal
Year)

Termination Pay

For service purchase purposes only, termination pay means any lump sum that is paid at the
member’s termination of employment for accrued vacation, sick leave, or overtime pay.
These specific payments at termination may be used to purchase service in two ways:

o As part of a PDA: To use termination pay toward a PDA, the member must have the
selected the option on the Termination Pay Addendum at the time the PDA agreement
was signed and at least three full calendar months before termination. (See sample
Termination Pay Addendum at the end of this chapter)

o As a separate, lump sum payment option: This option must be elected at least three full
calendar months prior to, but no earlier than six months prior to, a member retiring or
terminating employment. It is the employee’s responsibility to submit a completed copy of
a signed Termination Payment Authorization for the Purchase of Service Credit form to
their employer.

The decision to use termination pay, either through a Termination Pay Addendum to a PDA
or on a Termination Pay Authorization for the Purchase of Service Credit form, is optional.
However, once elected, the decision is irrevocable. All, or a previously designated amount,
of termination pay must be sent directly to the ASRS from the employer for a member who
has a made this irrevocable election. For more information about submitting termination pay
for service purchase, see Chapter 6: Contribution Reporting — Reporting Payroll Deductions
for Service Purchase — Service Purchase and Termination Pay.
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Transfers to and from Other Arizona Retirement Plans

An eligible member may transfer service credit from any of the following Arizona public sector
and Charter City retirement plans as specified in A.R.S. 8§ 38-730:

Elected Officials' Retirement Plan (EORP)

Public Safety Personnel Retirement System (PSPRS)
Corrections Officer Retirement Plan (CORP)

City of Phoenix Employees Retirement System (COPERS)
City of Tucson Supplemental Retirement System (TSRS)

000D Do

Such transfers may take place before or at the time of retirement. (A.R.S. 88 38-730, 38-855,
38-921, and 38-922)

The prior retirement system or plan calculates the amount equal to the actuarial present
value of a member’s projected benefits to the extent funded on a market value basis as of
their most recent actuarial valuation. This amount will be as calculated by that system’s or
plan’s actuary using the same actuarial method and assumptions used in calculating that
system’s or plan’s funding requirements based on the transferring member’s service credits
at the time of transfer.

The two plans then determine, according to procedures established in statute, the amounts
that will be transferred. Because the value of the service may be greater with a prior plan,
the member may be required to pay an additional amount to transfer the full amount of
credited service earned. The member may also choose to transfer a prorated amount for a
lesser amount of service credit.

For more information, contact the system to which service is being transferred.
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Common Questions and Answers for Employees

The ASRS service purchase program is largely a function between the member and the
ASRS. However, employees may come to you with questions, particularly with regard to a
PDA, that already may not have been answered in this chapter or in Chapter 6: Contribution
Reporting — Reporting Payroll Deductions for Service Purchase. This additional information
is not meant to make the employer responsible for answering detailed service purchase
guestions, but rather to help you understand the benefit and process. Please advise
employees to contact the ASRS Member Advisory Center directly for more specific
information.

Question 1: Do | have to purchase the full amount of service eligible for purchase?
Answer 1. No. You may purchase all or any portion of the service eligible for purchase. You
have the option to buy the remaining amounts at a later time. The cost to purchase at later
date will be determined using the calculation formula in place at the time of the request. Your
purchases are limited to a lifetime maximum of 5 years per type of service, except for
previously forfeited ASRS service (which is limited by the number of years forfeited).

Question 2: How do | determine the terms for the payroll deduction?

Answer 2. An ASRS Member Services Division benefit advisor will help you determine the
terms for the payroll deduction that best meet your needs. ASRS staff members use a
computer program that calculates multiple scenarios based on the selection of different
options. These options include how much service you want to buy, the total amount you want
to pay, and how much you can afford per pay period. This can be done by telephone, mail or
in person.

Question 3: How much can | pay each pay period by payroll deduction?

Answer 3: The minimum amount is $10.00 or 0.001 of service credit, whichever is greater.
There is no maximum amount for a payroll deduction. You can pay as much as you want, as
long as your pay will cover it. The total deduction cannot exceed the amount of pay available
after withholding of all other mandatory deductions. You cannot change the amount withheld
from your pay after the agreement is in effect. The ASRS recommends consulting your
financial advisor before making this commitment.

Question 4: How long can | take to complete the service purchase?

Answer 4. As long as you remain an actively contributing ASRS member, you have a
maximum of 20 years to complete the purchase using a payroll deduction. The length of time
needed to complete a service purchase depends on the amount deducted each pay period.

Question 5: How is the payroll deduction started?

Answer 5: The payment terms are recorded on the Payroll Deduction Authorization (PDA).
After you sign the PDA and return it to the ASRS, the ASRS will forward the PDA to your
employer. Your employer will begin making deductions on the first pay period after receiving
the information from the ASRS.

Question 6: Do | have to pay anything extra to make my purchase by payroll
deduction?

Answer 6: For all service purchase requests made since July 1, 2004, interest of eight
percent is amortized over the life of the PDA and is added to the cost of the service.
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Question 7: What if | retire or terminate employment with an ASRS employer before |
complete the purchase?

Answer 7: If you are terminating employment from all ASRS employers, your PDA ends and
you will receive service credit for only the amounts already deducted. If you wish to pay the
remaining amount due on a PDA, you must request a payoff letter from the ASRS within 14
business days prior to or after your termination of employment. The ASRS will provide you
with an invoice for the remaining cost and payment options.

If you are going to work for another ASRS employer within 120 days, per statute, your PDA
must transfer to the new employer. You must notify the ASRS of the change in employment
so that the ASRS can transfer the PDA and notify your new employer to continue deductions
until all payments are made or until you terminate employment.

Question 8: Can | make changes to other deductions from my pay after the PDA is in
place?

Answer 8: Yes. You can add or make changes to other voluntary deductions as long as the
new deduction does not affect the payroll deduction required by the PDA. You cannot add or
change voluntary deductions from your pay if the change leaves an insufficient amount to
cover the deduction for the service purchase.

Voluntary deductions include voluntary income tax deductions, changes to health insurance
coverage, amounts paid to tax deferred annuities or defe