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AGENDA 
 

NOTICE OF COMBINED PUBLIC MEETING AND POSSIBLE EXECUTIVE SESSION OF  
THE ARIZONA STATE RETIREMENT SYSTEM BOARD 

 
3300 North Central Avenue, 10th Floor Board Room 

Phoenix, AZ 85012 
 

January 30, 2015 
8:30 a.m. 

 
 
Pursuant to A.R.S. § 38-431.02 (F), notice is hereby given to the Trustees of the Arizona State 
Retirement System (ASRS) Board and to the general public that the ASRS Board will hold a meeting 
open to the public on Friday, January 30, 2015, beginning at 8:30 a.m., in the 10th Floor Board Room 
of the ASRS offices at 3300 N. Central Avenue, Phoenix, Arizona 85012.  Trustees of the Board 
may attend either in person or by telephone conference call. 
 
The Chair may take public comment during any agenda item.  If any member of the public wishes to 
speak to a particular agenda item, they should complete a “Request To Speak” form indicating the 
item and provide it to the Board Administrator. 
 
This meeting will be teleconferenced to the ASRS Tucson office at 7660 East Broadway Boulevard, 
Suite 108, Tucson, Arizona  85710. 
 
The Agenda for the meeting is as follows: 
 
1. Call to Order; Roll Call; Opening Remarks .................................................. Mr. Kevin McCarthy 
........................................................................................................................................ Board Chair 
 
 
2. Presentation Regarding PRIDE Award for Excellence (estimated time 5 minutes) .................... 

........................................................................................................................... Mr. Paul Matson  
 Director 
.................................................................................................................... Mr. Anthony Guarino 
 Deputy Director and Chief Operations Officer 
 

 
3. Approval of the Minutes of the December 5, 2014 Public Meeting and the October 24, 2014 

Public Meeting and Executive Sessions of the ASRS Board (estimated time 1 minute) ............
...................................................................................................................... Mr. Kevin McCarthy 

 
 
Regarding the following agenda item, notice is hereby given to Trustees of the ASRS Board and the 
general public that the ASRS Board may vote to go into executive session pursuant to A.R.S. § 38-
431.03(A)(3) for discussion or consultation for legal advice with the attorney(s) of the public body, 
which will not be open to the public. 

REVISED 
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4. Approval, Modification, or Rejection of Recommended Administrative Law Judge’s Decision 

Regarding Ms. Sharon Di Giacinto’s Appeal Regarding the ASRS’s Determination that the 
Domestic Relations Order Requirement Sharon Di Giacinto Remain the Contingent Annuitant on 
ASRS Member Richard Hillis’ Joint and Survivor 100% Annuity Option is an Impermissible 
Domestic Relations Order Term (estimated time 20 minutes) .......................... Ms. Jothi Beljan 
 Assistant Attorney General 
........................................................................................................................... Mr. Chris Munns 
 Attorney General, Solicitor General Section 

 
 
Regarding the following agenda item, pursuant to A.R.S. § 38-431.03(A)(3), notice is hereby given 
to Trustees of the ASRS Board and the general public that the ASRS Board may vote to go into 
executive session for the purpose of discussion or consultation for legal advice with the attorney of 
the public body, which will not be open to the public. 

 
5. Presentation, Discussion, and Appropriate Action Regarding 2015 ASRS Legislative Initiatives 

and Legislative Update (estimated time 15 minutes) ....................................... Mr. Patrick Klein 
 Assistant Director, External Affairs Division 
........................................................................................................................... Mr. Nick Ponder 
 Government Relations Officer 
 

 
6. Presentation, Discussion and Appropriate Action Regarding the Current Performance and 

Future Strategic Priorities of the Member Services Division (a FY15 Strategic Topic) (estimated 
time 20 minutes) ......................................................................................... Mr. Anthony Guarino 
.............................................................................................................................. Mr. Dave King 
............................................................................................ Assistant Director Member Services 
....................................................................................................................... Mr. Jeremiah Scott 
................................................................................................................... Management Analyst 
 
 

7. Presentation, Discussion, and Appropriate Action Regarding the Director's Report as well as 
Current Events (estimated time 5 minutes) ...................................................... Mr. Paul Matson 
.................................................................................................................... Mr. Anthony Guarino 

A. 2014 Compliance Report 
B. 2014 Investments Report 
C. 2014 Operations Report 
D. 2014 Budget and Staffing Reports 
E. 2014 Cash Flow Statement 
F. 2014 Appeals Report 
G. 2014 Employers Reporting 

 
 

8. Presentation and Discussion with Regard to Informational Updates from Prior and Upcoming 
Committee Meetings (estimated time 15 minutes) 

a. Operations and Audit Committee (OAC) ................................... Mr. Jeff Tyne, Chair 
........................................................................................................ Mr. Anthony Guarino 
The next OAC Meeting will be held on March 10, 2015 

b. External Affairs Committee (EAC) ....................................... Mr. Brian McNeil, Chair 
............................................................................................................... Mr. Patrick Klein 
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The next EAC Meeting will be held on February 13, 2015 

c. Investment Committee (IC) ................................................ Mr. Tom Connelly, Chair 
................................................................................................................ Mr. Gary Dokes 
The next IC Meeting will be held on February 23, 2015 

 
 
9. Board Requests for Agenda Items (estimated time 1 minute) 

...................................................................................................................... Mr. Kevin McCarthy 
 
 
10. Call to the Public .......................................................................................... Mr. Kevin McCarthy 

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

11. The next public ASRS Board meeting is scheduled for Friday, February 27, 2015, at 8:30 
a.m., at 3300 N. Central Avenue, in the 10th Floor Board room, Phoenix, Arizona. 
 
 

The balance of the meeting and executive session will take place in the 14th floor conference 
room. 
Regarding the following agenda item, pursuant to A.R.S. § 38-431.03(A)(3), notice is hereby given 
to Trustees of the ASRS Board and the general public that the ASRS Board shall vote to go into 
executive session for the purpose of discussion or consultation for legal advice with the attorney of 
the public body, which will not be open to the public. 

 

12. Presentation, Discussion and Appropriate Action Regarding the Bonnie Pendergast vs. ASRS 
Case (estimated time 20 minutes) ..................................................................... Ms. Jothi Beljan 
...................................................................................................................................................... 
 

Regarding the following agenda item, pursuant to A.R.S. § 38-431.03(A)(3), notice is hereby given 
to Trustees of the ASRS Board and the general public that the ASRS Board may vote to go into 
executive session for the purpose of discussion or consultation for legal advice with the attorney of 
the public body, which will not be open to the public. 

 

13. Presentation and Discussion Regarding Trustee Fiduciary Education (estimated time 30 
minutes) .............................................................................................................. Ms. Jothi Beljan 
 
 

14. Adjournment of the ASRS Board. 
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A copy of the agenda background material provided to Board Trustees (with the exception of 
material relating to possible executive sessions) is available for public inspection at the ASRS 
offices located at 3300 North Central Avenue, 14th Floor, Phoenix, Arizona and 7660 East 
Broadway Boulevard, Suite 108, Tucson, Arizona.  The agenda is subject to revision up to 24 hours 
prior to meeting.  These materials are also available on the ASRS website 
(https://www.azasrs.gov/web/BoardCommittees.do) approximately 48 hours prior to the meeting.  
 
Persons(s) with disabilities may request a reasonable accommodation such as a sign language 
interpreter or alternate formats of this document by contacting Tracy Darmer, ADA Coordinator at 
(602) 240-5378 in Phoenix, at (520) 239-3100, ext. 5378 in Tucson, or 1-800-621-3778, ext. 5378 
outside metro Phoenix or Tucson.  Requests should be made as early as possible to allow time to 
arrange the accommodations. 
 
 
Dated January 28, 2015 
 
ARIZONA STATE RETIREMENT SYSTEM 
 
 
 
    
Melanie A. Alexander Date Paul Matson Date 
Board Administrator Director 

https://www.azasrs.gov/web/BoardCommittees.do
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MEMORANDUM  

 
TO:  Mr. Kevin McCarthy, Chair, Arizona State Retirement System (ASRS) Board 

 
FROM:  Mr. Paul Matson, Director 
 
DATE:  January 23, 2014 
 
RE:  Agenda Item #2: Presentation Regarding the PRIDE Excellence Award 
 
 
The ASRS employee recognition program recognizes employees who exemplify various PRIDE 
characteristics (Professionalism, Results, Improvement, Diversity, Excellence) throughout the year.  The 
fifth and final award for calendar year 2014 is the PRIDE Excellence award. 
 
The nominees were nominated by their peers because they exemplify the following PRIDE qualities of 
excellence: 

We celebrate individuals, teams or divisions who exceed expectations and deliver service with a PRIDE that 
permeates the organization:  

 Surpass member, stakeholder and associate 
expectations 

 Embrace positive changes in a manner which 
inspires others 

 Demonstrate a willingness to go the extra mile 
to engender a positive public image that 
solidifies the perception the ASRS is a trusted 
brand that members, stakeholders and 
associates will recognize 

 Create a motivated, healthy and productive 
work environment that celebrates and rewards 

the accomplishments and contributions of 
others 

 Take a personal interest in promoting 
teamwork through effective use of 
communication methods within the ASRS to 
ensure the effective flow of information and 
knowledge (This includes verbal, non-verbal, 
written and technological communication 
techniques) 

 Accept personal responsibility and challenges 
with enthusiasm

The nominees for the 2014 PRIDE Excellence Award are: 
• Courtney Micheau 
• Marina Keith 
• Dave King and Sarah Korish 
• Liz Rozzell, Erin Higbee, Tanya Wright, Nancy Bennett,  LaToya Charles, Pam Vozza, Bernie 

Glick (GASB Team) 
• Erin Higbee, Tonia Nemecek, Rebecca Fox (Stale Checks Team) 

 
Chosen from the nominees as winners of the 2014 ASRS PRIDE Excellence award is Courtney 
Micheau. We invite the Board to join ASRS staff in recognizing Courtney as the award recipient of the 
2014 ASRS PRIDE Excellence award. 

 



 

Nominees for the PRIDE Excellence Award 
 

The Excellence Award is the fifth and final 2014 bimonthly award.  The following employees and 
teams were nominated by staff who feel they exemplify the Excellence qualities listed below: 
 
EXCELLENCE 
We celebrate individuals, teams and divisions who exceed expectations and deliver service with a 
PRIDE that permeates the organization:

 Surpass member, stakeholder and 
associate expectations 

 Embrace positive changes in a manner 
which inspires others 

 Demonstrate a willingness to go the extra 
mile to engender a positive public image 
that solidifies the perception the ASRS is a 
trusted brand that members, stakeholders 
and associates will recognize 

 Create a motivated, healthy and 
productive work environment that 
celebrates and rewards the 

accomplishments and contributions of 
others 

 Take a personal interest in promoting 
teamwork through effective use of 
communication methods within the ASRS 
to ensure the effective flow of information 
and knowledge (This includes verbal, non-
verbal, written and technological 
communication techniques) 

 Accept personal responsibility and 
challenges with enthusiasm

 

Courtney Micheau 
Courtney is an example of the standards that PRIDE values seek to identify.  She exhibits an 
especially high degree of competence in her work, skillful interaction with other departments, and 
exceptional communication with the public. Regardless of the task, I believe her competency and 
professional attitude and actions embody what we mean by the word: Excellence. 

Courtney not only provides consistent and exceptional customer service, she continually surpasses 
expectations in both her communications and support of my department and our functions. 

In my interactions with her, I have found Courtney to be honest, fair, consistent, and most 
importantly, someone who is personally accountable for what she says, and does.  Whenever I have 
the opportunity to work with her, she consistently exceeds expectations by delivering more than what 
is promised.  Not only is she unhesitatingly available to assist and support my unit when needed, she 
is consistently and unfailingly responsive to the requests, regardless of the issue.  She exhibits a 
positive, enthusiastic manner on every issue she has worked on that affected my unit, and 
demonstrated to my staff and me, an exceptional ability to think critically and balance both the “big 
picture” and immediate needs as well.   

I believe she has, since joining this agency, unfailingly demonstrated exceptional skill, abilities, 
professionalism, and an attitude, along with an outstanding work behavior, all of which have been 
instrumental in creating a positive image of both her unit and the ASRS. 

Marina Keith 
Marina Keith has modeled Excellence over the last few months by taking a leadership role in 
Outreach's many big projects.  Marina dove head first into teaching herself Adobe Connect so 
members have a smooth transition to the new program when they register for member meetings.  
Marina has built meeting rooms, created and managed meeting events, and has begun developing 
SOPs to ensure consistency within the Outreach team.  Marina will be training the meetings teams in 
both Phoenix and Tucson on how to run reports and host webinars on the new program.  Marina 
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continues to work with Outreach Management to ensure that the transition to Connect is as 
seamless as possible for members and staff.  Marina did all of this during open enrollment (one of 
our busiest times).  Marina also managed to play an active role in getting a list of the member 
meetings added to the ASRS member education page of the website, after requests for this were 
made.  MSD Outreach is lucky to have Marina on our team 

Dave King and Sarah Korish 
1) I am nominating Dave King and Sarah Korish for their extensive work leading up to and winning 
the Southwest Alliance for Excellence (SWAE) awards for our Online Statements and Online Refund 
Application processes.  The SWAE nomination process is a lengthy one and both Dave and Sarah 
completed all of the required steps, research, and documentation not only in a timely manner, but in 
a manner that reflected Excellence.  Both Dave and Sarah worked tirelessly for months to establish 
why the ASRS deserved to win the Process SWAE awards for our Online Statements and the Online 
Refund Application processes and they did so with an enthusiasm that bled into everyone else who 
assisted and/or was involved in the nomination process or the interviews with the SWAE judges.  Not 
only did they display Excellence by promoting the ASRS internally, but in advocating so strongly and 
passionately for these awards, they also displayed Excellence to our members and peers across the 
country.  The icing on the cake is that the ASRS won BOTH Process SWAE awards, a feat which is 
credible to both Dave's and Sarah's drive and determination to show everyone why the ASRS 
deserved these awards. 

2) I would like to nominate Dave King and Sarah Korish for the PRIDE Excellence award.  The 
ASRS won two SWEA awards as a direct result of the time and effort put forward by both of these 
individuals. These awards impact the ASRS favorably and show that the ASRS is an innovative 
leader, dedicated to improvement, and a first class organization. I am proud of the work that both 
Dave and Sarah did for the ASRS. 

Liz Rozzell, Erin Higbee, Tanya Wright, Nancy Bennett,  LaToya Charles, Pam Vozza, Bernie 
Glick 
GASB 67, Financial Reporting for Pension Plans, went into effect for the agency's June 30, 2014 
statements.  GASB 68, Accounting and Financial Reporting for Pensions, becomes effective for 
ASRS employers June 30, 2015.  Unlike other GASB implementations, implementation of these 
GASB's required that a sample of the agency's 500+ reporting units be audited before the agency's 
financial statements could be issued.  In addition, in connection with GASB 68, the agency must now 
provide a substantial amount of financial information about the net pension liability to employers that 
will be disclosed in their financial statements.  It took a village, so to speak, to pull off such a large 
coordination effort. Pam Vozza from External Affairs worked with Erin Higbee to provide the e-mail 
"blast" to all employers explaining how the audit of the employers would work. Erin coordinated the 
herculean effort of to contact employers selected for census data testing, answering employer 
questions and making sure they supplied, on schedule, our external auditors with the plethora of 
documents needed for the June 30, 2014 audit.  Bernie Glick from Internal Audit volunteered to 
conduct the employer audits, which saved the agency approximately $90,000 to $100,000. LaToya 
Charles from External Affairs worked with Nancy Bennett to develop a webcast to help inform our 
employers about what financial information the agency would provide to employers, when it would be 
provided and how the employer audits would be conducted. The webcast also educated our 
employers on the agencies methodology for determining the valuation information that our 
employers will need.  Both Nancy and Liz Rozzell undertook public speaking opportunities to 
employers at conferences to keep them abreast of the status of the GASB 67 & 68 implementations.  
Liz read and researched GASB 67 & 68 cover to cover many times to ensure that all of the 
numerous and substantial required financial statement disclosures appeared (accurately) in the 
agency's June 30, 2014 financial statements. Finally, with the significant changes to the CAFR that 
were made by Liz, Tanya and Erin, which required significant research, documentation and calls to 
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authoritative sources, the team pulled it off!  Financial Statements were issued on time and with no 
findings!  Additionally, employers have confidence that the information they need to implement 
GASB 68 will arrive in time for them to publish their June 30, 2015 CAFR.  Huzzah!   

Erin Higbee, Tonia Nemecek, Rebecca Fox 
Tonia Nemecek and Rebecca Fox in General Accounting, at the beginning of the year, had an 
inventory of approximately 900 stale checks, which they needed to re-issue to the rightful owners.  
The process for stale check reissuances required a written and signed request, whereby the member 
provided: member’s name, address, social security number, birthdate and last employer.  This 
process took a substantial amount of time to complete.  

Tonia and Rebecca identified a population of stale checks that related to members continuing to 
receive benefits. They recommended to Erin Higbee: if the member is continuing to receive benefits, 
and we have ACH or debit card information for the member, we would send a notification to the 
member indicating the monies will be automatically re-issued to them, and allow the ASRS to send 
the money by ACH or debit card, rather than going through the process of waiting for a member to 
return written verification. Erin presented this recommendation to EMT and received approval to 
move forward with the plan.  These new procedures greatly expedited the reissuance process for 
this population of stale checks, such that we are more timely able to deliver members the funds due 
to them. Further, Tonia and Rebecca notify the members of the stale checks and funds being issued, 
so that they are aware of the situation, and there is no significant increase in call volume to the call 
center.  To date the new stale check procedures have resulted in 254 stale checks being re-issued 
to the member.  The 254 checks totaled $132,820. 
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MINUTES 

PUBLIC MEETING 
ARIZONA STATE RETIREMENT SYSTEM BOARD 

 
Friday, December 5, 2014 

8:30 A.M., MST 
 
The Arizona State Retirement System (ASRS) Board met in the 10th Floor Board Room, 3300 N. 
Central Avenue, Phoenix, Arizona.  Mr. Kevin McCarthy, Chair of the ASRS Board, called the 
meeting to order at 8:38 A.M., Arizona Time. 
 
The meeting was teleconferenced to the ASRS office at 7660 E. Broadway, Tucson, Arizona 
85710. 
 
 
1. Call to Order; Roll Call; Opening Remarks 
 
Present: Mr. Kevin McCarthy, Chair 

Professor Dennis Hoffman 
Dr. Richard Jacob 
Mr. Tom Manos (arrived at 9:44 a.m.)  
Mr. Jeff Tyne 
 

Absent: Mr. Mike Smarik, Vice-chair  
Mr. Tom Connelly 
Mr. Brian McNeil 
 

 
When the meeting was called to order, a quorum was not present for the purpose of conducting 
business; therefore, the order of the agenda was modified until such time that a quorum was 
present and the Board was able to consider action items. 

 
 

2. Presentation Regarding PRIDE Award for Diversity 
 
Mr. Anthony Guarino, Deputy Director and Chief Operations Officer, recognized the following 
nominees for the PRIDE Diversity award: John Mathine, Nicie Montanez, Jenna Orozco, Gary 
Rodriguez, Kristi Zeller, Brian Crockett, Mark Muraoka and Lisa Dailey.   
 
The nominees were recognized by their peers as exemplifying the following PRIDE qualities of 
diversity:   

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

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

desirable results  
 Treating others different from you with dignity and respect  

 
Mr. Guarino presented the PRIDE Award for Diversity to the award winner, Jenna Orozco. 
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3. Presentation, Discussion and Appropriate Action with Regard to 2015 ASRS 
Legislative Initiatives and Legislative committee Assignments 

 
This agenda item was taken out of order due to the lack of a quorum of the Board and was 
formerly listed as agenda item #5. 
 
Mr. Pat Klein, Assistant Director, External Affairs, and Mr. Nicholas Ponder, Government 
Relations Officer, addressed the Board regarding the 2015 Legislative Session and the ASRS 
Legislative initiatives. Mr. Ponder advised the Board that sponsors for the six initiatives approved 
at the October 24, 2014 meeting were obtained but due to the changes in the Committees’ 
makeup, the ASRS will need to secure sponsorship of the bills through the new leaders. The 
ASRS is currently working with the Legislators to secure their sponsorship of the bills. The bills 
will continue to go through the Senate Finance Committee as they have in past years.  The 
House will likely put the bills through the Government and Higher Education Committee and 
some may go through the Insurance Committee. 
 
Mr. Ponder provided the Board with a breakdown of the bills circulating through the Senate and 
House Committees.  The three bills planned to go through the Senate committee are; the 
education bill, the actuarial funding bill, and the technical changes proposed by outside counsel. 
The House Committee bills are two Long Term Disability bills and a bill related to rules.  
 
 
4. Presentation, Discussion, and Appropriate Action Regarding the ASRS Membership (A 

FY 2015 Strategic Topic) 
 
This item was listed as item #6 on the agenda. 
 
Mr. Klein and Ms. Sara Orozco addressed the Board regarding the ASRS Membership. The 
presentation covered the membership requirements and the various laws that affect members, 
the effort put forth by the ASRS to educate its employers, the challenges the ASRS and its 
partner employers face, and possible future variations that could be considered. 
 
Mr. Klein and Ms. Orozco responded to questions from the Board. 
 
 
5. Presentation, Discussion, and Appropriate Action Regarding ASRS Investment 

Program Updates  
 

This item was listed as item #8 on the agenda. 
 
Mr. Gary Dokes, Chief Investment Officer, addressed the Board regarding the ASRS Investment 
Program Updates, highlighting specific areas of interest and concern.  Mr. Dokes discussed the 
Investment Management Division’s (IMD) Investment House Views and provided an update on 
recent IMD activities. 
 
 
Mr. Tom Manos arrived at 9:44 a.m. and Mr. McCarthy noted that since a quorum was present, 
the Board would proceed with the original order of the agenda. 
 
6. Approval of the Minutes of the October 24, 2014 Public Meeting and Executive 

Sessions of the ASRS Board 
 
This item was listed as item #3 on the agenda. 
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Motion:  Prof. Dennis Hoffman moved to approve the Minutes of the October 25, 2014 Public 
Meeting of the ASRS Board. Mr. Jeff Tyne seconded the motion. 
 
By a vote of 5 in favor, 0 opposed, 0 abstentions, and 3 excused, the motion was approved. 
 
Due to the motion including an incorrect meeting date (by staff), which was not discovered until 
after the meeting was adjourned, this item will be placed on the January 30, 2015, Board agenda 
for an amended motion of approval.  The amended motion will also include the Executive 
Session Minutes which were not included in the motion. 
 
 
7. Presentation, Discussion, and Appropriate Action Regarding the Arizona State 

Retirement System’s Comprehensive Annual Financial Report (CAFR) for Fiscal Year 
2014 

 
This item was listed as item #4 on the agenda. 
 
Mr. Jason Ostrosky was present and spoke on behalf of CliftonLarsonAllen, LLP, the ASRS’ 
external auditor. Mr. Ostrosky presented an unmodified Independent Auditor’s opinion for the 
fiscal year ending June 30, 2014, on the ASRS financial statements that collectively comprise 
the ASRS’ financial statements in the Comprehensive Annual Financial Report (CAFR). Mr. 
Ostrosky pointed out that there were significant changes to the accounting policies this year 
because implementation of Government Accounting Standards Board (GASB) Statement 67 
took place this year. Mr. Ostrosky expressed appreciation for the cooperation of Ms. Nancy 
Bennett, Chief Financial Officer, and ASRS staff, noting the process went smoothly, which was a 
testament to the ASRS. Mr. McCarthy commended Ms. Bennett and her staff for their fine work 
supporting this effort. 
 
Mr. Ostrosky responded to questions from the Board. 
 
 
8. Presentation, Discussion, and Appropriate Action Regarding ASRS Valuations, 

including Potential Implementation of Actuarial Audit Recommendations 
 
This item was listed as item #7 on the agenda. 
 
Mr. Charlie Chittenden, Actuary, Buck Consultants, Mr. David Kershner, Actuary, Buck 
Consultants, and Mr. David Driscoll, Actuary, Buck Consultants, summarized the ASRS 
valuations. 
 

a. The ASRS System Valuation and Actuary’s Recommendation Regarding 13th 
Checks for Retired System Members 

The Actuaries provided information regarding the non-retired census data, retiree census data, 
liabilities and funded status for the System. The funded status for the System as of June 30, 
2014, was reported as 86.32%, an increase from 2013 which is due to gains on the assets. By 
prior Rule, the Board does not increase benefit levels when funded status is below 105%; 
therefore, no additional 13th checks or additions to current 13th checks are recommended this 
year.  All current 13th checks will continue to be paid. 
 

b. The ASRS Pension Plan and Health Insurance Valuation 
c. The ASRS Long Term Disability (LTD) Valuation 

Mr. Chittenden, Mr. Kershner, and Mr. Driscoll addressed the Board regarding the ASRS 
Pension Plan and Health Insurance and the LTD Valuation.  The actuaries also presented their 
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pro-forma analysis of implementing recommendations resulting from the Actuarial Audit 
performed by Gabriel Roeder Smith & Company (GRS) (presented to the Board June 27, 2014).  
 
The following valuation scenarios were presented to the Board. 

1. Baseline June 30, 2014 Valuation Results 
2. Baseline Valuation Results Incorporating: 

a. Historical Pay 
b. New Entrants in Normal Cost 
c. 5-Year Amortization of Contribution Lag 

3. Baseline Valuation Results Incorporating: 
a. Historical Pay 
b. Phasing in New Entrants in Normal Cost over 3 years 
c. 5-Year Amortization of Contribution Lag 

4. Baseline Valuation Results Incorporating: 
a. Historical Pay 
b. New Entrants in Normal Cost 
c. 5-Year Amortization of Contribution Lag 
d. Large Benefit Adjustment in Mortality Rates for all Active and Deferred Vested 

Members 
 
The option results are listed below:  

 

(1) 
6/30/2014 
Valuation 
Results 

(2) 
Include Historical 

Pay, New Entrants in 
Normal Cost, and 5 

Year Amortization of 
Contribution Lag 

(3) 
Include Historical 

Pay, Phasing in New 
Entrants in Normal 
Cost over 3 years, 

and 5 Year 
Amortization of 

Contribution Lag 

(4) 
Scenario (2) 

including Large 
Benefit Adjustment 
in Mortality Rates 
for all Actives and 

DV’s 

Total Plan and 
LTD Contribution 

Rate 
22.94% 23.47% 23.16% 24.17% 

Total Plan and 
LTD Alternate 

Contribution Rate 
9.36% 9.47% 9.41% 9.94% 

Total Plan 
Funded Status – 

Actuarial Value of 
Assets 

76.87% 76.75% 76.75% 76.14% 

Total Plan 
Funded Status – 
Market Value of 

Assets 

82.10% 81.97% 81.97% 81.32% 

 
d. The ASRS Alternate Contribution Rate (ACR) 

Mr. Chittenden, Mr. Kershner, and Mr. Driscoll addressed the Board regarding the ASRS 
aggregate results and Alternate Contribution Rate (ACR) which is the amount employers pay 
when they rehire retired ASRS members.  The recalculated baseline (option 1) ACR is 9.36%. 
 
Motion:  Prof. Dennis Hoffman moved to accept the System actuarial valuation as presented. 
Mr. Jeff Tyne seconded the motion. 
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By a vote of 5 in favor, 0 opposed, 0 abstentions, and 3 excused, the motion was approved. 
 
Motion:  Dr. Richard Jacob moved to accept the actuarial valuation report of the Plan with the 
resulting contribution rates as presented with the current actuarial assumptions (option 1).  Prof. 
Dennis Hoffman seconded the motion. 
 
By a vote of 5 in favor, 0 opposed, 0 abstentions, and 3 excused, the motion was approved. 
 
Motion:  Prof. Dennis Hoffman moved to accept the actuarial valuation report of the LTD 
program with the resulting contribution rates as presented with the current actuarial assumptions 
(option 1).  Mr. Jeff Tyne seconded the motion. 
 
By a vote of 5 in favor, 0 opposed, 0 abstentions, and 3 excused the motion was approved.   
 
Motion:  Prof. Dennis Hoffman moved to accept the Alternate Contribution Rate as presented 
with the current actuarial assumptions (option 1).  Mr. Jeff Tyne seconded the motion. 
 
By a vote of 5 in favor, 0 opposed, 0 abstentions, and 3 excused the motion was approved.   
 
 
9. Presentation, Discussion, and Appropriate Action Regarding Independent Reporting, 

Monitoring, and Oversight of the ASRS Investment Program 
 
Mr. Allan Martin, Consultant, NEPC, addressed the Board regarding NEPC’s independent 
reporting, monitoring, and oversight of the ASRS Investment Program including Total Fund 
performance through September 2014.   
 
The Total Fund Performance for the period ending September 30, 2014 is: 
 

  Quarter 1 Year 3 Years 5 Years 10 Years Since Inception 
(6/30/75) 

Total Fund  -1.3% 10.8% 14.2% 11.1% 7.4% 9.9% 
Interim SAA Policy -1.9% 9.6% 13.7% 10.5% 7.0% 9.7% 
Excess Return 0.6% 1.2% 0.5% 0.6% 0.4% 0.2% 
 
**Interim SAA Policy: 25% S&P 500/5% S&P 400/5% S&P 600/14% MSCI EAFE/3% MSCI EAFE Small 
Cap/6% MSCI Emerging Markets/6% Russell 2000 (lagged one quarter)/15% Barclays Capital 
Aggregate/5% Barclays Capital High Yield/4% JP Morgan GBI-EM Global Diversified/3% S&P/LSTA 
Levered Loan Index + 250 basis points (lagged one quarter)/6% NCREIF ODCE (lagged one quarter)/4% 
Dow Jones/UBS Commodities Index 
 
 
10. Presentation and Discussion Regarding the Board Self-Evaluation Material 

Distribution  
 

Mr. McCarthy addressed the Board regarding the Board self-evaluation material, noting Trustees 
should submit their Board performance evaluation forms to him prior to the January Board 
meeting. 

 
 
11. Presentation, Discussion, and Appropriate Action Regarding the Director’s Report as 

well as Current Events 
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Mr. McCarthy noted the Director’s Report was included in the Board materials.  The Director had 
no comments and there was no discussion. 
 
 
12. Presentation and Discussion with Respect to Informational Updates from Prior and 

Upcoming Committee Meetings  
a. Operations and Audit Committee (OAC) 
b. External Affairs Committee (EAC) 
c. Investment Committee (IC) 

 
There were no comments and there was no discussion. 
 
 
13. Board Requests for Agenda Items 
 
No requests were made. 
 
 
14. Call to the Public 
 
No members of the public requested to speak.  
 
 
15. The next ASRS Board meeting is scheduled for Friday, January 30, 2015, at 8:30 A.M., 

at 3300 N. Central Avenue, 10th Floor Board room, Phoenix, Arizona. 
 
 
16. Adjournment of the ASRS Board 
 
Motion:  Dr. Richard Jacob moved to adjourn the December 5, 2014 Board meeting at 11:48 
A.M. Prof. Dennis Hoffman seconded the motion.  
 
By a vote of 5 in favor, 0 opposed, 0 abstentions, and 3 excused the motion was approved.   
 
 
 
ARIZONA STATE RETIREMENT SYSTEM 
 
 
    
Melanie A. Alexander Date Paul Matson Date 
Board Administrator Director 
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MINUTES 

 
PUBLIC MEETING 

ARIZONA STATE RETIREMENT SYSTEM BOARD 
 

Friday, October 24, 2014 
8:30 a.m., Arizona Time 

 
The Arizona State Retirement System (ASRS) Board met in the 10th Floor Board Room, 3300 
N. Central Avenue, Phoenix, Arizona.  Mr. Michael Smarik, Vice-chair of the ASRS Board, 
called the meeting to order at 8:31 a.m., Arizona Time. 
 
The meeting was teleconferenced to the ASRS office at 7660 E. Broadway, Tucson, Arizona 
85710. 
 
1. Call to Order; Roll Call; Opening Remarks 
 
Present: Mr. Mike Smarik, Vice-chair 

Professor Dennis Hoffman 
Mr. Jeff Tyne 
Mr. Marc Boatwright 
Dr. Richard Jacob 
Mr. Tom Connelly 
Mr. Tom Manos 

 
Absent: Mr. Kevin McCarthy, Chair  

Mr. Brian McNeil 
 

A quorum was present for the purpose of conducting business. 
 

Mr. Mike Smarik opened the meeting stating that this was Mr. Marc Boatwright’s last Board 
meeting. Mr. Smarik recognized Mr. Boatwright’s for his expertise and service to the Board. 

 
 

2. Approval of the Minutes of the September 26, 2014 Public Meeting and the Amended 
Minutes of the June 27, 2014 Public Meeting of the ASRS Board 
 

Motion:  Mr. Tom Manos moved to approve the minutes of the September 26, 2014 Public 
Meeting and the amended minutes of the June 27, 2014 Public Meeting of the ASRS Board. Mr. 
Jeff Tyne seconded the motion. 
 
By a vote of 7 in favor, 0 opposed, 0 abstentions, and 2 excused, the motion was approved. 
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3. Approval, Modification, or Rejection of Recommended Administrative Law Judge’s 
Decision Regarding Mr. Lenny Tasa-Bennett’s Appeal for Long Term Disability (LTD) 
Benefits 
 

Ms. Jothi Beljan said Mr. Tasa-Bennett notified the ASRS he would not be attending the Board 
meeting, however, he did ask that his appeal be discussed in Executive Session. 
 
Motion: Mr. Jeff Tyne moved to go into Executive Session. Professor Dennis Hoffman 
seconded the motion. 
 
By a vote of 7 in favor, 0 opposed, 0 abstentions, and 2 excused, the motion was approved. 
 
The Board convened to Executive Session at 8:34 a.m. 
 
The Board reconvened to Public Session at 8:48 a.m. 
 
Motion:  Mr. Tom Manos moved to accept the ruling of the Administrative Law Judge’s 
Recommended Decision with a technical correction to change the typographical errors in 
Conclusions of Law Nos. 6 and 9 from A.R.S. § 38-979.07(A)(1)(a) to A.R.S. § 38-
797.07(A)(1)(a). Professor Dennis Hoffman seconded the motion. 
 
By a vote of 7 in favor, 0 opposed, 0 abstentions, and 2 excused, the motion was approved. 
 
 
4. Presentation, Discussion, and Appropriate Action Regarding the Office of the Auditor 

General’s ASRS Sunset Review 
 
Motion:  Dr. Richard Jacob moved to go into Executive Session. Mr. Jeff Tyne seconded the 
motion. 
 
By a vote of 7 in favor, 0 opposed, 0 abstentions, and 2 excused, the motion was approved. 
 
The Board convened to Executive Session at 8:50 a.m. 
 
The Board reconvened to Public Session at 9:43 a.m. 
 
 
5. Presentation, Discussion and Appropriate Action with Respect to the Possible 

Implementation and Timing of the 2014 Actuarial Audit Recommendations 
 
Mr. Paul Matson, Director, provided background information of the hiring of Gabriel Roeder 
Smith & Company, stating they were hired to conduct an audit of the retained actuary, Buck 
Consultants.  GRS presented the Actuarial Audit at the June 2014 Board meeting.  Mr. Matson 
discussed GRS’ recommended changes to the valuation reports and actuarial assumptions as 
well as the Director and staff recommended follow-up to those recommendations.  The 
discussion was then turned over to Mr. Charlie Chittenden and Mr. David Kershner of Buck 
Consultants who further discussed the non-financial recommendations and the financial 
recommendations from the audit. 
 
A detailed discussion occurred, with Trustees asking questions of Mr. Matson and Mr. 
Chittenden.  Mr. Matson concluded by stating he would work with Buck Consultants on a series 
of pro-forma actuarial analyses to be presented at the December Board meeting. 



ASRS Board Meeting Minutes 
October 24, 2014 
Page 3 of 5 
 

Motion: Dr. Richard Jacob moved to accept the non-financial Actuarial Audit recommendations, 
1 through 10, to the actuarial content of the 2013 valuation reports and the actuarial 
assumptions. Professor Dennis Hoffman seconded the motion. 
 
By a vote of 7 in favor, 0 opposed, 0 abstentions, and 2 excused, the motion was approved. 
 
 
6. Presentation, Discussion and Appropriate Action Regarding an Amendment to the 

Supplemental Retirement Savings Plan 
 

Mr. Patrick Klein, Assistant Director External Affairs, discussed the background and history of 
the Supplemental Retirement Savings Plan.  Mr. Klein also updated the Board on the plan 
membership numbers before turning the discussion over to Mr. Nick Ponder, Government 
Relations Officer, who explained the plan amendment and the need for the revision. 
 
Motion:  Professor Dennis Hoffman moved to adopt the Sixth Amended and Restated ASRS 
Supplemental Retirement Savings Plan;  

And, 
Authorize and direct the Director of the ASRS to execute such Sixth Amended and Restated 
Plan and amended Trust Agreement for and on behalf of the Board;  

And, 
Authorize staff to make necessary technical and conforming changes to either the Plan 
Statement or the Trust Agreement.  Mr. Jeff Tyne seconded the motion. 
 
By a vote of 7 in favor, 0 opposed, 0 abstentions, and 2 excused, the motion was approved. 
 
Mr. Tom Connelly departed the meeting. 

 
 

7. Presentation, Discussion and Appropriate Action Regarding ASRS Proposed 
Legislation for the 2015 Legislative Session 

 
Mr. Klein explained that in July of this year the External Affairs Division pursued legislative 
suggestions from staff, the Board, and interested constituents.  Staff then vetted the 
suggestions and in October presented them to the External Affairs Committee.  Mr. Klein turned 
the discussion over to Mr. Ponder who reviewed each six ASRS legislative initiatives: 
 
38-797.07. LTD program benefits; limitations; definitions 
PROPOSAL:  Remove the word “total” from our long term disability statutes when written prior 
to the term disability. The statutory definition only refers to the inability of a member to do his or 
her own occupation initially, then any occupation subsequently. 
 
15-1451. Optional retirement plans 
PROPOSAL:  Currently the statute suggests that if an ASRS member becomes an employee of 
a community college district and elects to join the district’s Optional Retirement Plan (ORP), the 
ASRS must transfer all contributions from the ASRS account to the ORP.  The ASRS is seeking 
to add language to the statute that restricts the ASRS to only transfer the account balance for 
active, inactive and disable members (excluding retired members). If a member is on LTD and 
joins the ORP of a community college district, under the proposed language, the member will be 
dropped from the ASRS LTD program. 
 



ASRS Board Meeting Minutes 
October 24, 2014 
Page 4 of 5 
 

38-737. Employer contributions 
PROPOSAL:  The ASRS is requesting the ability, but not requirement, to change its actuarial 
valuation method. Reasons to execute this change would include: to obtain consistency with 
GASB 67; to obtain great consistency with other states; the ability to maintain the 
aforementioned consistencies if appropriate. 
 
38-703. Plans for coverage of employees of eligible political subdivisions; payroll audits 
38-755. Information as to member's status; beneficiary designation; spousal consent; 
confidentiality 
PROPOSAL:  Remove the terms “provided in rules” and “subject to rules prescribed by the 
board” in both of these statutes.  
 
38-797.10. Assurances and liabilities 
PROPOSAL:  Exempt the ASRS from “bad faith” claims as they relate to the ASRS LTD 
program. ERISA plans are protected from bad faith claims and because the ASRS uses ERISA 
as guidance for the ASRS plan in many circumstances the ASRS would like a similar protection. 
 
Motion:  Mr. Marc Boatwright moved to approve and support the 2015 legislative initiatives 
presented by staff.  Permit staff to make all language changes and negotiate as necessary to 
obtain the most effective and efficient legislative provisions within the construct of today’s 
discussion. Professor Dennis Hoffman seconded the motion. 
 
By a vote of 6 in favor, 0 opposed, 0 abstentions, and 3 excused, the motion was approved. 
 
 
8. Presentation, Discussion and Appropriate Action Regarding the 2015 Board Meeting 

Calendar 
 

Mr. Smarik presented the two meeting calendar options; Version 1 would keep the meetings on 
the fourth Friday of the month, Version 2 would change the meeting to the last Friday of every 
month. 
 
Motion: Dr. Richard Jacob moved to approve Version 2 (last Friday of the month) of the Board 
schedule for 2015. Mr. Jeff Tyne seconded the motion. 
 
By a vote of 6 in favor, 0 opposed, 0 abstentions, and 3 excused, the motion was approved. 
 
 
9. Presentation, Discussion, and Appropriate Action Regarding the Director’s Report as 

well as Current Events 
 
Mr. Matson provided the current fund market update of -2.8%. 
 
Mr. Matson also provided positive comments of outgoing Trustee, Mr. Boatwright from the staff 
perspective.  Mr. Matson stated that Mr. Boatwright has been a pleasure to work with and that 
staff have appreciated Mr. Boatwright’s industry expertise and found his overall industry 
knowledge valuable and very helpful.  
 
Mr. Boatwright expressed his pleasure to be on the Board and to work with Mr. Matson. 
 
Professor Hoffman echoed Mr. Matson’s positive comments of Mr. Boatwright. 
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10. Presentation and Discussion with Respect to Informational Updates from Prior and 

Upcoming Committee Meetings  
a. Operations and Audit Committee (OAC)  

Mr. Jeff Tyne said the next OAC meeting will be held on December 9, 2014 at 10:30 
a.m. in the 14th floor conference room. 

b. External Affairs Committee (EAC) 
Mr. Pat Klein explained the EAC meetings will be postponed until the Legislative Session 
is underway and there are activities to report. 

c. Investment Committee (IC) 
Professor Dennis Hoffman said the next IC meeting will be held on December 1, 2014 at 
2:30 p.m.in the 14th floor conference room. 

 
 
11. Board Requests for Agenda Items 
 
No requests were made. 
 
 
12. Call to the Public 
 
No members of the public requested to speak.  
 
 
13. The next ASRS Board meeting is scheduled for Friday, December 5, 2014, at 8:30 

a.m., at 3300 N. Central Avenue, 10th Floor Board room, Phoenix, Arizona. 
 
 
14. Presentation and Discussion Regarding Trustee Fiduciary Education 
 
The Fiduciary Education presentation was tabled until a future meeting. 
 
 
15. Adjournment of the ASRS Board 
 
Mr. Michael Smarik adjourned the October 24, 2014, Board meeting at 10:55 a.m. 
 
 
ARIZONA STATE RETIREMENT SYSTEM 
 
 
    
Gayle Williams Date Paul Matson Date 
Board Administrator Director 
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MEMORANDUM  
 
TO:  Dr. Kevin McCarthy, Arizona State Retirement System (“ASRS”) Board 

 
FROM: Dr. Paul Matson, Director 
 Ms. Jothi Beljan, Assistant Attorney General 
 
DATE:  January 16, 2015 
 
RE: Agenda Item #4: Approval, Modification, or Rejection of Recommended 

Administrative Law Judge’s Decision Regarding Ms. Sharon Di Giacinto’s Appeal  
 
 
I. Purpose 
To approve, modify or reject the Administrative Law Judge’s ruling to uphold the Director’s 
determination that Sharon Di Giacinto is legally ineligible to remain a beneficiary/ contingent 
annuitant on ASRS member Richard Hillis joint and survivor 100% annuity. 
 
 
II. Facts of the Case 
 
A. Richard Hillis retired from the ASRS in July 2003 and elected a joint and survivor 100% 

annuity option.  A joint and survivor annuity option provides a reduction to the member’s 
monthly pension in exchange for providing the same amount to a beneficiary for the 
beneficiary’s lifetime. 
 

B. There are age restrictions on whom a member may name as a beneficiary/ contingent 
annuitant for a joint and survivor annuity codified in administrative rule.  A.A.C. R2-8-126(H) 
states in relevant part, “A member who is ten or more years older than the member’s 
non-spousal contingent annuitant is not eligible to participate in a 100% joint-and-
survivor option.” 

 
C. Upon retirement, Dr. Hillis named his wife Sharon Di Giacinto as his beneficiary/ contingent 

annuitant for his joint and survivor 100% annuity.  Even though Ms. Di Giacinto was twenty-
three years younger (more than ten years younger) than Dr. Hillis, he was permitted to name 
Ms. Di Giacinto as his beneficiary because she was his wife. 

 
D. In February 2006, Richard Hillis and Sharon Di Giacinto divorced.  A.R.S. § 38-773(D) 

states in relevant part, “the divorce or annulment of a member's marriage revokes any 
revocable: 1. Disposition or appointment of benefits made by a divorced member to that 
member's former spouse or to a relative of the divorced member's former spouse in an 
instrument executed by the member before the divorce or annulment of the member's 
marriage to the former spouse.”  By operation of law, Sharon Di Giacinto was automatically 
removed as the named beneficiary/ contingent annuitant upon her divorce to Richard Hillis.   
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E. The ASRS received a Domestic Relations Order regarding Dr. Hillis’ ASRS account in 2007.  

A Domestic Relations Order is defined in A.R.S. § 38-773(H) as “any judgment, decree, 
order or approval of a property settlement agreement entered in a court of competent 
jurisdiction that: (a) Relates to marital property rights of a spouse or former spouse. (b) 
Creates or recognizes in the spouse or former spouse the existence of an alternate payee's 
right to severance, survivor or retirement benefits. (c) Assigns the spouse or former spouse 
as alternate payee the right to receive all or part of the severance, survivor or retirement 
benefits payable to the member.” 

 
F. The ASRS will implement an acceptable Domestic Relations Order.  A.R.S. § 38-773(B) 

states, “An acceptable domestic relations order shall not require the board to provide any 
type, form or time of payment of severance, survivor or retirement benefits or any 
severance, survivor or retirement benefit option that is not provided under this article.” 

 
G. The 2007 Domestic Relations Order directed a) Dr. Hills ASRS monthly benefit be divided 

51.25% to Dr. Hillis and 48.75% to Ms. Di Giacinto and b) that Dr. Hillis was required to 
maintain a joint and survivor 100% annuity with Ms. Di Giacinto as the named beneficiary/ 
contingent annuitant. 

 
H. The ASRS should have rejected this Domestic Relations Order as unacceptable because 

the Order requires a member, Dr. Hillis, to name a contingent annuitant, Ms. Di Giacinto, 
who is neither the member’s spouse nor an acceptable age i.e. older than the member or 
within ten years younger than the member’s age. 

 
I. The ASRS mistakenly accepted and implemented the Domestic Relations Order in 2007. 
 
J. The ASRS discovered in June 2014 that it had incorrectly implemented the term requiring 

Dr. Hillis to retain Ms. Di Giacinto as a joint and survivor 100% contingent annuitant.  A.R.S. 
§ 38-765 requires the ASRS to correct its errors, and therefore, the ASRS notified Dr. Hillis 
and Ms. Di Giacinto that the term was unacceptable.  The ASRS also notified them that 
acceptable terms included Dr. Hillis returning to a straight life annuity or retaining a joint and 
survivor 100% option with a beneficiary who meets the spouse or age restrictions in A.A.C. 
R2-8-126(H).  If the ASRS decision is upheld at the final appeal level, the ASRS will return 
the benefit reduction amounts i.e. premiums to Dr. Hillis and Ms. Di Giacinto from Dr. Hillis’ 
original inquiry date to rescind from a joint and survivor 100% annuity option to a straight life 
annuity, November 2006, to present.  This represents approximately $92,873.90 in 
additional pension benefits to Dr. Hillis and $88,348.10 to Ms. Di Giacinto as of September 
2014.   

 
K. Ms. Di Giacinto appealed the ASRS decision. 
 
L. In her Recommended Decision dated December 1, 2014, Administrative Law Judge Tammy 

Eigenheer upheld the ASRS Director’s determination and denied Ms. Di Giacinto’s appeal. 
 
 
III. Legal Analysis on the Equitable Estoppel Doctrine 

The ASRS presented an analysis on the equitable estoppel doctrine in its closing argument 
at the administrative hearing, but the Administrative Law Judge did not include it in her 
Recommended Decision.   
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A. Ms. Di Giacinto argues that the legal doctrine of equitable estoppel should require the ASRS 

to implement the Domestic Relations Order term at issue in this appeal. 
 
B. The equitable estoppel doctrine was analyzed by the Arizona Supreme Court in Valencia 

Energy Co. v. Arizona Dep’t of Revenue, 191 Ariz. 565, 959 P.2d 1256 (1998). The legal 
opinion is attached to this memorandum.  In that case, the Court found that the Arizona 
Department of Revenue was prevented from enforcing payment of transaction privilege 
taxes by taxpayer Valencia Energy Company because a Department tax analyst provided 
erroneous advice upon which the taxpayer relied.  The Court emphasized that the estoppel 
doctrine “should be applied against the Government with utmost caution and restraint.”  
Valencia Energy Co., 191 Ariz. at 578, 959 P.2d at 1269. 

 
C. The three elements of equitable estoppel are: 1) the party to be estopped commits acts 

inconsistent with a position it later adopts; 2) reliance by the other party; and 3) injury to the 
latter resulting from the former’s repudiation of its prior conduct. 

 
D. The first element requires that the state’s action be demonstrated in writing with some 

considerable degree of formalism and by a supervisory employee.  Valencia Energy Co., 
191 Ariz. at 577, 959 P.2d at 1268.  In the present appeal, the action by the ASRS was 
taken by a non-supervisory employee in a form letter.  Neither Dr. Hillis nor Ms. Di Giacinto 
asked the ASRS to review the issue of a beneficiary’s age, and the ASRS never addressed 
the issue of age restrictions on eligible beneficiaries. 

 
E. The second element requires that the party claiming estoppel actually relied on the state’s 

action and that the reliance was reasonable under the circumstances.  Valencia Energy Co., 
191 Ariz. at 577, 959 P.2d at 1268.  Reliance is not reasonable if the party knew the state’s 
position was erroneous. In the present appeal, reliance by Dr. Hillis and Ms. Di Giacinto was 
not reasonable because this is a matter that they and their legal counsel could have easily 
researched because the beneficiary age limitations are clearly articulated in administrative 
rule. Persons are imputed with knowledge of the law.  Delmastro & Eells v. Taco Bell Corp., 
228 Ariz. 134, 143, 263 P.3d 683, 692 (App. 2011); Cooper v. Ariz. Western College Dist. 
Governing Bd., 125 Ariz. 463, 467, 610 P.2d 465, 469 (App. 1980); Gray v. Kohlhase, 18 
Ariz. 368, 371, 502 P.2d 169, 172 (App. 1972).  Furthermore, prior to finalizing the Domestic 
Relations Order Ms. Di Giacinto’s attorney filed a memorandum with the divorce court that 
referenced the beneficiary age limitations in ASRS Member Handbook to justify why the 
ASRS would not permit Dr. Hillis to name his children as a joint and survivor 100% 
beneficiary/ contingent annuitant.  (ASRS Hearing Exhibit B – Amendment to Petitioner’s 
Hearing Memorandum Re: ASRS Benefits filed by Ms. Di Giacinto’s attorney on January 31, 
2006 in the divorce proceeding, page 5, paragraph 6.)  Thus, the parties had knowledge to 
the contrary, and their reliance on the ASRS action was unjustified. 

 
F. The third element requires that the party seeking estoppel suffer injury resulting from the 

actions of the party to be estopped.  Valencia Energy Co., 191 Ariz. at 577, 959 P.2d at 
1268.  Ms. Di Giacinto asserts that the harm she incurred is that the cost of purchasing a life 
insurance policy on Dr. Hillis, in lieu of receiving an ASRS joint and survivor benefit after Dr. 
Hillis’ passing, has increased since the divorce in 2006.  Ms. Di Giacinto’s proper remedy for 
this alleged harm is that she can seek an alteration of the marital property division in the 
family court including an amendment to the Domestic Relations Order.  Furthermore, the 
harm alleged by Ms. Di Giacinto is the increased cost of a life insurance policy on Dr. Hillis 
which would have been an annual premium of $26,864.50 in 2007 but would cost 
$45,042.04 in 2014.  If Ms. Di Giacinto did not purchase a policy on Dr. Hillis based on the 
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ASRS incorrect acceptance of the Domestic Relations Order, then she saved approximately 
$25,000.00 annually in insurance premiums from the date of their divorce in February 2006 
to the present.  This amount totals approximately $188,000.00 from June 18, 2007, the date 
of the Domestic Relations Order, to June 18, 2014, the date that the ASRS notified the 
parties that the term in the Order was unacceptable.  The parties can apply that cost savings 
to purchasing the policy available now at a higher cost. 

 
G. The doctrine of equitable estoppel is not satisfied in this appeal, and therefore, Ms. Di 

Giacinto cannot require the ASRS to enforce the Domestic Relations Order term that she 
remain the beneficiary on Dr. Hillis’ joint and survivor 100% annuity.    

 
 
IV. Request to Modify the Recommended Decision 
The Recommended Decision, Conclusion of Law No. 11 states, “It was also established that the 
possibility of addressing the change of circumstances resulting from the ASRS decision in this 
matter through the purchase of a life insurance policy is no longer financially feasible.”  The 
Administrative Law Judge based this conclusion on Finding of Fact No. 19 in which the 
insurance witness testified that a life insurance policy on Dr. Hillis would have cost $26,864.50 
annual premium in 2007 but increased in cost to $45,042.04 in 2014.  The more accurate 
characterization is that the purchase of a life insurance policy may no longer be financially 
feasible. Consideration should be given to the savings incurred by not paying life insurance 
premiums from the divorce in 2006 to the present totaling approximately $188,000 based on 
Appellant’s evidence and the approximate $180,000 in underpayment of benefits that the ASRS 
will pay Dr. Hillis and Ms. Di Giacinto in total if the ASRS decision is upheld. 
 
 
V. Board Options 
Option 1:  The Board may accept the ruling of the Administrative Law Judge. 
 
Option 2:   The Board may reject the ruling of the Administrative Law Judge. 
 
Option 3*:   The Board may modify the ruling of the Administrative Law Judge a) to replace the 
phrase “is no longer financially feasible” with “may no longer be financially feasible” in 
Conclusion of Law No. 11 and b) correct Finding of Fact No. 11 to read, “An acceptable DRO is 
defined as an order that does not require the ASRS to provide any type, form, or time of 
payment of retirement benefit or retirement benefit option that is not provided under ASRS 
statutes and administrative rules. 
 
*Staff Perspective 

 



 
 

959 P.2d 1256 Page 1 
191 Ariz. 565, 959 P.2d 1256, 270 Ariz. Adv. Rep. 3 
(Cite as: 191 Ariz. 565, 959 P.2d 1256) 

 
 

Supreme Court of Arizona, 
En Banc. 

VALENCIA ENERGY COMPANY, Plain-
tiff-Appellant, 

v. 
ARIZONA DEPARTMENT OF REVENUE, De-

fendant-Appellee. 
 

No. CV-96-0666-PR. 
May 19, 1998. 

 
Taxpayer challenged administrative determina-

tion that it was liable for transaction privilege taxes for 
transportation charges relating to coal supplied to 
electric power plant, citing Department of Revenue's 
allegedly erroneous advice as basis for equitable es-
toppel defense. The Arizona Tax Court, William J. 
Schafer, III, J., 178 Ariz. 251, 872 P.2d 206, granted 
summary judgment for Department. Taxpayer ap-
pealed. The Court of Appeals, Lankford, P.J., 189 
Ariz. 79, 938 P.2d 474, affirmed. Taxpayer's petition 
for review was granted. The Supreme Court, Feldman, 
J., held that: (1) equitable estoppel may lie against the 
Department under certain limited circumstances, 
overruling Crane Co. v. Arizona State Tax Comm'n, 
63 Ariz. 426, 163 P.2d 656; Duhame v. State Tax 
Comm'n, 65 Ariz. 268, 179 P.2d 252; and abrogating 
General Motors Corp. v. Arizona Dep't of Revenue, 
189 Ariz. 86, 938 P.2d 481; State ex rel. Arizona Dep't 
of Revenue v. Driggs, 189 Ariz. 74, 938 P.2d 469; 
PCS, Inc. v. Arizona Dep't of Revenue, 186 Ariz. 539, 
925 P.2d 680; Arizona Dep't of Revenue v. M. 
Greenberg Const., 182 Ariz. 397, 897 P.2d 699; 
Knoell Bros. Const., Inc. v. State of Arizona, 132 Ariz. 
169, 644 P.2d 905; (2) application of equitable es-
toppel against Department would not violate separa-
tion of powers; and (3) material issues of fact pre-
cluded summary judgment as to equitable estoppel 

defense. 
 

Affirmed in part, vacated in part, and remanded. 
 

West Headnotes 
 
[1] Appeal and Error 30 934(1) 
 
30 Appeal and Error 
      30XVI Review 
            30XVI(G) Presumptions 
                30k934 Judgment 
                      30k934(1) k. In General. Most Cited 
Cases  
 

Appellate court views the facts in the light most 
favorable to the party against whom summary judg-
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[2] Taxation 371 2019 
 
371 Taxation 
      371I In General 
            371k2019 k. Surrender or Suspension of 
Power. Most Cited Cases  
     (Formerly 371k31) 
 

Purpose of state constitutional provision stating 
that power of taxation shall never be surrendered, 
suspended, or contracted away was to void grants of 
tax immunity that would otherwise become permanent 
under Contract Clause of United States Constitution. 
U.S.C.A. Const. Art. 1, § 10, cl. 1; A.R.S. Const. Art. 
9, § 1. 
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      371I In General 
            371k2019 k. Surrender or Suspension of 
Power. Most Cited Cases  
     (Formerly 371k31) 
 

State constitutional provision stating that power 
of taxation shall never be surrendered, suspended, or 
contracted prohibits the legislature and state agencies 
from alienating the legislature's fundamental power to 
tax. U.S.C.A. Const. Art. 1, § 10, cl. 1; A.R.S. Const. 
Art. 9, § 1. 
 
[4] Estoppel 156 62.2(2) 
 
156 Estoppel 
      156III Equitable Estoppel 
            156III(A) Nature and Essentials in General 
                156k62 Estoppel Against Public, Govern-
ment, or Public Officers 
                      156k62.2 States and United States 
                          156k62.2(2) k. Particular State Of-
ficers, Agencies or Proceedings. Most Cited Cases  
 

State constitutional provision stating that power 
of taxation shall never be surrendered, suspended, or 
contracted is not absolute ban to applying estoppel 
against Department of Revenue, as provision applies 
only to relinquishment of legislature's fundamental 
power to tax; estoppel from collecting revenue from a 
single taxpayer for a single event is not the kind of 
permanent capitulation with which the provision is 
concerned. A.R.S. Const. Art. 9, § 1; A.R.S. § 
42-139.21, subd. C. 
 
[5] Constitutional Law 92 2621 
 
92 Constitutional Law 
      92XX Separation of Powers 
            92XX(D) Executive Powers and Functions 
                92k2621 k. Encroachment on Legislature. 
Most Cited Cases  
     (Formerly 92k77) 

 
 Estoppel 156 62.2(2) 
 
156 Estoppel 
      156III Equitable Estoppel 
            156III(A) Nature and Essentials in General 
                156k62 Estoppel Against Public, Govern-
ment, or Public Officers 
                      156k62.2 States and United States 
                          156k62.2(2) k. Particular State Of-
ficers, Agencies or Proceedings. Most Cited Cases  
 

Allegedly erroneous advice given to taxpayer by 
Department of Revenue tax analyst was not “unau-
thorized” and thus did not violate separation of powers 
by impairing legislative prerogative to tax, though the 
advice could create an estoppel against collection of 
transaction privilege taxes from taxpayer, as it was 
within general parameters of tax analyst's statutory 
authority to give tax advice. A.R.S. Const. Art. 3; Art. 
9, § 1; A.R.S. § 42-104, subd. A, par. 6. 
 
[6] Constitutional Law 92 2621 
 
92 Constitutional Law 
      92XX Separation of Powers 
            92XX(D) Executive Powers and Functions 
                92k2621 k. Encroachment on Legislature. 
Most Cited Cases  
     (Formerly 92k77) 
 
 Estoppel 156 62.2(2) 
 
156 Estoppel 
      156III Equitable Estoppel 
            156III(A) Nature and Essentials in General 
                156k62 Estoppel Against Public, Govern-
ment, or Public Officers 
                      156k62.2 States and United States 
                          156k62.2(2) k. Particular State Of-
ficers, Agencies or Proceedings. Most Cited Cases  
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Operation of estoppel against Department of 
Revenue, after Department's tax analyst allegedly 
gave erroneous advice to taxpayer, would not allow 
executive branch official to change the law and thus 
would not violate separation of powers by impairing 
legislative function; rather, estoppel would impact 
execution of the law, which is executive branch func-
tion. A.R.S. Const. Art. 3. 
 
[7] Constitutional Law 92 2340 
 
92 Constitutional Law 
      92XX Separation of Powers 
            92XX(B) Legislative Powers and Functions 
                92XX(B)1 In General 
                      92k2340 k. Nature and Scope in Gen-
eral. Most Cited Cases  
     (Formerly 92k50) 
 
 Constitutional Law 92 2620 
 
92 Constitutional Law 
      92XX Separation of Powers 
            92XX(D) Executive Powers and Functions 
                92k2620 k. Nature and Scope in General. 
Most Cited Cases  
     (Formerly 92k76) 
 

The law and its execution are separate and distinct 
spheres, for purposes of constitutional separation of 
powers. A.R.S. Const. Art. 3. 
 
[8] Constitutional Law 92 2623 
 
92 Constitutional Law 
      92XX Separation of Powers 
            92XX(D) Executive Powers and Functions 
                92k2622 Encroachment on Judiciary 
                      92k2623 k. In General. Most Cited 
Cases  
     (Formerly 92k79) 
 

 Estoppel 156 62.2(2) 
 
156 Estoppel 
      156III Equitable Estoppel 
            156III(A) Nature and Essentials in General 
                156k62 Estoppel Against Public, Govern-
ment, or Public Officers 
                      156k62.2 States and United States 
                          156k62.2(2) k. Particular State Of-
ficers, Agencies or Proceedings. Most Cited Cases  
 

Operation of estoppel against Department of 
Revenue, after Department's tax analyst allegedly 
gave erroneous advice to taxpayer, would not violate 
separation of powers by enabling Department to make 
erroneous determination that was immunized from 
judicial revision; estoppel would not give Department 
the judicial power to interpret the law in any case 
before the courts, nor would it give Department the 
authority to determine when, where, or in what situa-
tion estoppel should be recognized. A.R.S. Const. Art. 
3. 
 
[9] Estoppel 156 52(1) 
 
156 Estoppel 
      156III Equitable Estoppel 
            156III(A) Nature and Essentials in General 
                156k52 Nature and Application of Estoppel 
in Pais 
                      156k52(1) k. In General. Most Cited 
Cases  
 

Estoppel is a judicial doctrine. 
 
[10] Estoppel 156 52(5) 
 
156 Estoppel 
      156III Equitable Estoppel 
            156III(A) Nature and Essentials in General 
                156k52 Nature and Application of Estoppel 
in Pais 
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                      156k52(5) k. Application in General. 
Most Cited Cases  
 

Estoppel sounds in equity and will therefore not 
apply to the detriment of the public interest. 
 
[11] Estoppel 156 62.2(2) 
 
156 Estoppel 
      156III Equitable Estoppel 
            156III(A) Nature and Essentials in General 
                156k62 Estoppel Against Public, Govern-
ment, or Public Officers 
                      156k62.2 States and United States 
                          156k62.2(2) k. Particular State Of-
ficers, Agencies or Proceedings. Most Cited Cases  
 

Equitable estoppel may lie against Department of 
Revenue under certain limited circumstances; over-
ruling Crane Co. v. Arizona State Tax Comm'n, 63 
Ariz. 426, 163 P.2d 656; Duhame v. State Tax 
Comm'n, 65 Ariz. 268, 179 P.2d 252; and abrogating 
General Motors Corp. v. Arizona Dep't of Revenue, 
189 Ariz. 86, 938 P.2d 481; State ex rel. Arizona Dep't 
of Revenue v. Driggs, 189 Ariz. 74, 938 P.2d 469; 
PCS, Inc. v. Arizona Dep't of Revenue, 186 Ariz. 539, 
925 P.2d 680; Arizona Dep't of Revenue v. M. 
Greenberg Const., 182 Ariz. 397, 897 P.2d 699; 
Knoell Bros. Const., Inc. v. State of Arizona, 132 Ariz. 
169, 644 P.2d 905. A.R.S. Const. Art. 9, § 1. 
 
[12] Taxation 371 2121 
 
371 Taxation 
      371III Property Taxes 
            371III(B) Laws and Regulation 
                371III(B)4 Constitutional Regulation and 
Restrictions Concerning Equality and Uniformity 
                      371k2121 k. Constitutional Require-
ments and Operation Thereof. Most Cited Cases  
     (Formerly 371k40(1)) 
 

State's obligation to treat its citizens justly is as 
essential to the existence of government as the legis-
lature's power to levy taxes. 
 
[13] Estoppel 156 52.15 
 
156 Estoppel 
      156III Equitable Estoppel 
            156III(A) Nature and Essentials in General 
                156k52.15 k. Essential Elements. Most 
Cited Cases  
 

The three elements of equitable estoppel are: (1) 
the party to be estopped commits acts inconsistent 
with a position it later adopts; (2) reliance by the other 
party; and (3) injury to the latter resulting from the 
former's repudiation of its prior conduct. 
 
[14] Estoppel 156 62.2(1) 
 
156 Estoppel 
      156III Equitable Estoppel 
            156III(A) Nature and Essentials in General 
                156k62 Estoppel Against Public, Govern-
ment, or Public Officers 
                      156k62.2 States and United States 
                          156k62.2(1) k. State Government, 
Officers, and Agencies in General. Most Cited Cases  
 

To establish that state's acts in giving advice were 
inconsistent with position it later adopted, as required 
element for equitable estoppel against state, it is nec-
essary that state's action bear some considerable de-
gree of formalism under the circumstances; an 
off-the-cuff opinion, for example, will not suffice if 
the question presented requires a measure of research 
or deliberation. 
 
[15] Estoppel 156 62.2(1) 
 
156 Estoppel 
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      156III Equitable Estoppel 
            156III(A) Nature and Essentials in General 
                156k62 Estoppel Against Public, Govern-
ment, or Public Officers 
                      156k62.2 States and United States 
                          156k62.2(1) k. State Government, 
Officers, and Agencies in General. Most Cited Cases  
 

To establish that state's action in giving advice 
was inconsistent with position it later adopted, as 
required element for equitable estoppel against state, 
the action must be taken by or have the approval of a 
person authorized to act in the area under considera-
tion. 
 
[16] Estoppel 156 62.2(1) 
 
156 Estoppel 
      156III Equitable Estoppel 
            156III(A) Nature and Essentials in General 
                156k62 Estoppel Against Public, Govern-
ment, or Public Officers 
                      156k62.2 States and United States 
                          156k62.2(1) k. State Government, 
Officers, and Agencies in General. Most Cited Cases  
 

In general, the state may not be equitably es-
topped due to the casual acts, advice, or instructions 
issued by nonsupervisory employees. 
 
[17] Estoppel 156 62.2(1) 
 
156 Estoppel 
      156III Equitable Estoppel 
            156III(A) Nature and Essentials in General 
                156k62 Estoppel Against Public, Govern-
ment, or Public Officers 
                      156k62.2 States and United States 
                          156k62.2(1) k. State Government, 
Officers, and Agencies in General. Most Cited Cases  
 

Under the actual reliance element of the reliance 

requirement for equitable estoppel against the state, 
the party seeking estoppel has the burden to demon-
strate that it prospectively relied on the state action. 
 
[18] Estoppel 156 62.2(1) 
 
156 Estoppel 
      156III Equitable Estoppel 
            156III(A) Nature and Essentials in General 
                156k62 Estoppel Against Public, Govern-
ment, or Public Officers 
                      156k62.2 States and United States 
                          156k62.2(1) k. State Government, 
Officers, and Agencies in General. Most Cited Cases  
 

The reasonable reliance element of the reliance 
requirement for equitable estoppel of the state requires 
that the party seeking estoppel acted in good faith by 
providing the state with correct information and nei-
ther knew nor was put on notice that the state's posi-
tion was erroneous. 
 
[19] Estoppel 156 62.2(2) 
 
156 Estoppel 
      156III Equitable Estoppel 
            156III(A) Nature and Essentials in General 
                156k62 Estoppel Against Public, Govern-
ment, or Public Officers 
                      156k62.2 States and United States 
                          156k62.2(2) k. Particular State Of-
ficers, Agencies or Proceedings. Most Cited Cases  
 

Detrimental reliance element of taxpayer's equi-
table estoppel defense alleging erroneous advice from 
state requires a positional change not compelled by 
law. 
 
[20] Estoppel 156 62.2(2) 
 
156 Estoppel 
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      156III Equitable Estoppel 
            156III(A) Nature and Essentials in General 
                156k62 Estoppel Against Public, Govern-
ment, or Public Officers 
                      156k62.2 States and United States 
                          156k62.2(2) k. Particular State Of-
ficers, Agencies or Proceedings. Most Cited Cases  
 

Detrimental reliance element of taxpayer's es-
toppel defense is not established where taxpayer's only 
injury from state's erroneous advice is that taxpayer 
must pay taxes legitimately owed under the correct 
interpretation of the law. 
 
[21] Estoppel 156 62.2(2) 
 
156 Estoppel 
      156III Equitable Estoppel 
            156III(A) Nature and Essentials in General 
                156k62 Estoppel Against Public, Govern-
ment, or Public Officers 
                      156k62.2 States and United States 
                          156k62.2(2) k. Particular State Of-
ficers, Agencies or Proceedings. Most Cited Cases  
 

Taxpayer's liability for nonpunitive interest on the 
tax legitimately due does not constitute detrimental 
reliance, as required element for equitable estoppel 
against state, where state has given erroneous advice 
to taxpayer; nonpunitive interest is nothing more than 
compensation for the use of money, and taxpayer has 
the benefit of using the funds before paying the tax 
claim and thus suffers no legal loss by reason of pay-
ing interest on the retained funds. 
 
[22] Estoppel 156 62.2(1) 
 
156 Estoppel 
      156III Equitable Estoppel 
            156III(A) Nature and Essentials in General 
                156k62 Estoppel Against Public, Govern-
ment, or Public Officers 

                      156k62.2 States and United States 
                          156k62.2(1) k. State Government, 
Officers, and Agencies in General. Most Cited Cases  
 

As a general rule, estoppel may apply against the 
state only when the public interest will not be unduly 
damaged and when its application will not substan-
tially and adversely affect the exercise of govern-
mental powers. 
 
[23] Estoppel 156 62.2(1) 
 
156 Estoppel 
      156III Equitable Estoppel 
            156III(A) Nature and Essentials in General 
                156k62 Estoppel Against Public, Govern-
ment, or Public Officers 
                      156k62.2 States and United States 
                          156k62.2(1) k. State Government, 
Officers, and Agencies in General. Most Cited Cases  
 

Prudence is required in the application of estoppel 
against the state, in recognition that state's solvency is 
of paramount importance and that equity will not 
sacrifice the fundamental welfare of the whole com-
munity to accomplish justice for the individual. 
 
[24] Judgment 228 185.3(2) 
 
228 Judgment 
      228V On Motion or Summary Proceeding 
            228k182 Motion or Other Application 
                228k185.3 Evidence and Affidavits in Par-
ticular Cases 
                      228k185.3(2) k. Particular Defenses. 
Most Cited Cases  
 

Genuine issue of material fact, as to whether 
Department of Revenue's affirmative acts in rendering 
advice to taxpayer were inconsistent with Depart-
ment's later claim that taxpayer's coal transportation 
activities were subject to transaction privilege tax, 
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precluded summary judgment as to taxpayer's estoppel 
defense to assessment of the tax; Department's tax 
analyst had stated in letter to taxpayer that taxpayer's 
transportation charges were not subject to the tax, and 
letter could have appeared to taxpayer to be Depart-
ment's official, unequivocal position on the question. 
 
[25] Judgment 228 181(6) 
 
228 Judgment 
      228V On Motion or Summary Proceeding 
            228k181 Grounds for Summary Judgment 
                228k181(5) Matters Affecting Right to 
Judgment 
                      228k181(6) k. Existence of Defense. 
Most Cited Cases  
 

Genuine question of material fact, as to whether 
Department of Revenue's three letters to taxpayer 
advising taxpayer that taxpayer's coal transportation 
activities were not subject to transaction privilege tax 
included errors that made reliance on the letters un-
reasonable, precluded summary judgment as to tax-
payer's equitable estoppel defense to Department's 
assessment of the tax on the activities; fact that tax-
payer's accountants questioned the nontaxability after 
taxpayer received the letters did not establish that 
taxpayer should have known something was amiss. 
 
[26] Judgment 228 181(6) 
 
228 Judgment 
      228V On Motion or Summary Proceeding 
            228k181 Grounds for Summary Judgment 
                228k181(5) Matters Affecting Right to 
Judgment 
                      228k181(6) k. Existence of Defense. 
Most Cited Cases  
 

Genuine issue of material fact, as to whether after 
Department of Revenue advised taxpayer that tax-
payer's coal transportation charges would not be sub-

ject to transaction privilege tax it was reasonable for 
taxpayer to believe it had taken sufficient steps to 
structure its coal sales so that transportation charges 
were not taxable, precluded summary judgment as to 
taxpayer's equitable estoppel defense to Department's 
assessment of the tax on transportation charges, 
though in hindsight taxpayer's belief was wrong. 
A.R.S. § 43-1310.01, subd. A, par. 2. 
 
[27] Licenses 238 28 
 
238 Licenses 
      238I For Occupations and Privileges 
            238k27 License Fees and Taxes 
                238k28 k. In General. Most Cited Cases  
 

Activities, to be considered separable from the 
selling of tangible personal property at retail and thus 
to be excepted from the transaction privilege tax, must 
be: (1) easily ascertainable; (2) not inconsequential; 
and (3) not incidental to taxable activity. A.R.S. § 
43-1310.01, subd. A, par. 2. 
 
[28] Estoppel 156 62.1 
 
156 Estoppel 
      156III Equitable Estoppel 
            156III(A) Nature and Essentials in General 
                156k62 Estoppel Against Public, Govern-
ment, or Public Officers 
                      156k62.1 k. In General. Most Cited 
Cases  
 

Equitable estoppel will not apply in favor of a 
party that has misled or deceived the government into 
making erroneous representations. 
 
[29] Judgment 228 181(6) 
 
228 Judgment 
      228V On Motion or Summary Proceeding 
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            228k181 Grounds for Summary Judgment 
                228k181(5) Matters Affecting Right to 
Judgment 
                      228k181(6) k. Existence of Defense. 
Most Cited Cases  
 

Genuine issue of material fact, as to whether after 
Department of Revenue advised taxpayer that tax-
payer's coal transportation charges would not be sub-
ject to transaction privilege tax the taxpayer followed 
Department's advice by segregating transportation 
charges in its invoices for coal sales, precluded sum-
mary judgment as to taxpayer's equitable estoppel 
defense to Department's assessment of the tax on 
transportation charges; Department contended that its 
advice assumed such segregation and taxpayer con-
tended that charges were segregated when read in light 
of tariff sheet. A.R.S. § 43-1310.01, subd. A, par. 2. 
 
[30] Estoppel 156 62.2(2) 
 
156 Estoppel 
      156III Equitable Estoppel 
            156III(A) Nature and Essentials in General 
                156k62 Estoppel Against Public, Govern-
ment, or Public Officers 
                      156k62.2 States and United States 
                          156k62.2(2) k. Particular State Of-
ficers, Agencies or Proceedings. Most Cited Cases  
 

Estopping Department of Revenue from collect-
ing transaction privilege tax from taxpayer, after De-
partment provided allegedly erroneous advice to tax-
payer, would not threaten undue damage to the public 
interest or substantially and adversely affect exercise 
of governmental powers; state's solvency was not 
threatened by its inability to collect particular tax 
liability from single taxpayer, and estoppel applied 
only retroactively to taxpayer's completed transactions 
and thus did not impair state from exercising its au-
thority prospectively. A.R.S. § 43-1310.01, subd. A, 
par. 2. 

 
**1259 *568 Ulrich Kessler & Anger P.C. by Paul G. 
Ulrich, David L. Abney, of counsel-and-Hartley E. 
Newkirk, Tucson-and-Walker Ellsworth P.L.C., 
Phoenix by Francis Migray-and-Newmark Irvine, 
P.A., Phoenix by Stephen C. Newmark, for Plain-
tiff-Appellant, Valencia Energy Company. 
 
Grant Woods, Attorney General by James M. Susa, 
Patrick Irvine, for Defendant-Appellee, Arizona De-
partment of Revenue. 
 
Quarles & Brady by Michael G. Galloway, Jeffrey A. 
Sandquist, Phoenix, for Amicus Curiae General Mo-
tors Corporation. 
 

OPINION 
FELDMAN, Justice. 

¶ 1 The Arizona Department of Revenue (“De-
partment”) audited Valencia Energy Company (“Va-
lencia”) and assessed a deficiency. The court of ap-
peals affirmed the grant of summary judgment against 
Valencia. We granted review to determine whether the 
Department can be estopped from collecting back 
taxes owed because a Department agent advised Va-
lencia in writing that the activity now levied on was 
not subject to tax. We have jurisdiction pursuant to 
Ariz. Const. art. VI, § 5(3) and A.R.S. § 12-102. 
 

FACTS AND PROCEDURAL HISTORY 
[1] ¶ 2 We view the facts in the light most fa-

vorable to the party against whom summary judgment 
was granted. Martinez v. Woodmar IV Condominiums 
Homeowners Ass'n, Inc., 189 Ariz. 206, 211, 941 P.2d 
218, 223 (1997). 
 

¶ 3 Tucson Electric Power Company (“TEP”) 
built and owns a coal-fired electric plant in Springer-
ville, Arizona, operated by Alamito Company 
(“Alamito”). FN1 On October 4, 1984, Valencia, a 
wholly owned subsidiary of TEP, contracted to supply 
Alamito's coal requirements for the Springerville 

© 2015 Thomson Reuters. No Claim to Orig. US Gov. Works. 

http://www.westlaw.com/KeyNumber/Default.wl?rs=dfa1.0&vr=2.0&CMD=KEY&DocName=228k181
http://www.westlaw.com/KeyNumber/Default.wl?rs=dfa1.0&vr=2.0&CMD=KEY&DocName=228k181%285%29
http://www.westlaw.com/KeyNumber/Default.wl?rs=dfa1.0&vr=2.0&CMD=KEY&DocName=228k181%286%29
http://www.westlaw.com/Digest/Default.wl?rs=dfa1.0&vr=2.0&CMD=MCC&DocName=228k181%286%29
http://www.westlaw.com/KeyNumber/Default.wl?rs=dfa1.0&vr=2.0&CMD=KEY&DocName=156
http://www.westlaw.com/KeyNumber/Default.wl?rs=dfa1.0&vr=2.0&CMD=KEY&DocName=156III
http://www.westlaw.com/KeyNumber/Default.wl?rs=dfa1.0&vr=2.0&CMD=KEY&DocName=156III%28A%29
http://www.westlaw.com/KeyNumber/Default.wl?rs=dfa1.0&vr=2.0&CMD=KEY&DocName=156k62
http://www.westlaw.com/KeyNumber/Default.wl?rs=dfa1.0&vr=2.0&CMD=KEY&DocName=156k62.2
http://www.westlaw.com/KeyNumber/Default.wl?rs=dfa1.0&vr=2.0&CMD=KEY&DocName=156k62.2%282%29
http://www.westlaw.com/Digest/Default.wl?rs=dfa1.0&vr=2.0&CMD=MCC&DocName=156k62.2%282%29
http://www.westlaw.com/Find/Default.wl?rs=dfa1.0&vr=2.0&DB=PROFILER-WLD&DocName=0217516801&FindType=h
http://www.westlaw.com/Find/Default.wl?rs=dfa1.0&vr=2.0&DB=PROFILER-WLD&DocName=0126052401&FindType=h
http://www.westlaw.com/Find/Default.wl?rs=dfa1.0&vr=2.0&DB=PROFILER-WLD&DocName=0216727001&FindType=h
http://www.westlaw.com/Find/Default.wl?rs=dfa1.0&vr=2.0&DB=PROFILER-WLD&DocName=0106620801&FindType=h
http://www.westlaw.com/Find/Default.wl?rs=dfa1.0&vr=2.0&DB=PROFILER-WLD&DocName=0236391601&FindType=h
http://www.westlaw.com/Find/Default.wl?rs=dfa1.0&vr=2.0&DB=PROFILER-WLD&DocName=0236391601&FindType=h
http://www.westlaw.com/Find/Default.wl?rs=dfa1.0&vr=2.0&DB=PROFILER-WLD&DocName=0168421201&FindType=h
http://www.westlaw.com/Find/Default.wl?rs=dfa1.0&vr=2.0&DB=1000251&DocName=AZCNART6S5&FindType=L
http://www.westlaw.com/Find/Default.wl?rs=dfa1.0&vr=2.0&DB=1000251&DocName=AZSTS12-102&FindType=L
http://www.westlaw.com/Find/Default.wl?rs=dfa1.0&vr=2.0&DB=661&FindType=Y&ReferencePositionType=S&SerialNum=1997133690&ReferencePosition=223
http://www.westlaw.com/Find/Default.wl?rs=dfa1.0&vr=2.0&DB=661&FindType=Y&ReferencePositionType=S&SerialNum=1997133690&ReferencePosition=223
http://www.westlaw.com/Find/Default.wl?rs=dfa1.0&vr=2.0&DB=661&FindType=Y&ReferencePositionType=S&SerialNum=1997133690&ReferencePosition=223
http://www.westlaw.com/Find/Default.wl?rs=dfa1.0&vr=2.0&DB=661&FindType=Y&ReferencePositionType=S&SerialNum=1997133690&ReferencePosition=223


959 P.2d 1256 Page 9 
191 Ariz. 565, 959 P.2d 1256, 270 Ariz. Adv. Rep. 3 
(Cite as: 191 Ariz. 565, 959 P.2d 1256) 

plant. The agreement set the price per ton of coal, 
payable monthly and subject to renegotiation as 
needed.FN2 Valencia began performance, buying the 
coal in New Mexico, transporting **1260 *569 it to 
Springerville, and then preparing it for burning by 
Alamito. 
 

FN1. After 1989, Alamito Company became 
Century Power Company. 

 
FN2. Section 7 of the agreement provides: 

 
[T]he circumstances attendant to the 
providing of Coal ... are subject to varia-
tion, including, but not limited to, the 
amount of capital equipment which must 
be provided by Valencia, the cost and size 
of inventories necessary to assure reliable 
coal supply, the costs incurred or to be 
incurred by various coal and transportation 
arrangements entered into by Valencia and 
the recovery of interest expense by Va-
lencia. 

 
¶ 4 Prior to beginning performance, Valencia 

questioned “the status of the business for Arizona tax 
purposes.” Valencia's representatives met with De-
partment officials on December 17, 1985, to ascertain 
what taxes would be due on Valencia's operations. 
Valencia thereafter corresponded with Mr. Deemer, a 
Department tax analyst. As a tax analyst, Deemer 
regularly rendered written advice to taxpayers after 
such advice was first cleared with his supervisor. 
Deemer issued three letters to Valencia. The third 
letter, dated January 31, 1986, stated that Valencia's 
transportation charges were not subject to tax. In re-
liance on the Department's advice, Valencia did not 
charge or collect transaction privilege taxes from 
Alamito on the transportation receipts at issue. 
 

¶ 5 The Department conducted a transaction 
privilege tax audit of Valencia for the period No-

vember 1985 through March 1990. Although there 
were no pertinent, substantive changes in the Arizona 
statutes or Department rules during the audit period, 
the Department concluded that the transportation 
charges were subject to the transaction privilege tax. 
In May 1990, the Department issued a Notice of De-
ficiency Assessment to Valencia claiming underpay-
ment of almost $5 million, plus interest. 
 

¶ 6 After an adverse administrative decision to its 
challenge to the assessment, Valencia appealed to the 
superior court. In a published opinion, the judge pre-
siding in the tax division of the superior court granted 
summary judgment in favor of the Department and 
denied Valencia's motion for summary judgment, 
upholding the assessment of back taxes and interest. 
Valencia Energy Co. v. Arizona Dep't of Revenue, 178 
Ariz. 251, 872 P.2d 206 (Tax 1994). 
 

¶ 7 Valencia raised numerous issues on appeal, 
including whether the Department was estopped from 
assessing back taxes because a Department agent 
advised that revenue from coal transportation and 
handling was not taxable. The court of appeals found 
for the Department on all issues, holding that Valen-
cia's coal handling and transportation activities were 
subject to the tax. Valencia Energy Co. v. Arizona 
Dep't of Revenue, 189 Ariz. 79, 938 P.2d 474 
(App.1996). On the estoppel issue, the court held that 
Ariz. Const. art. IX, § 1, Crane Co. v. Arizona State 
Tax Comm'n, 63 Ariz. 426, 163 P.2d 656 (1945), and 
Duhame v. State Tax Comm'n, 65 Ariz. 268, 179 P.2d 
252 (1947), prevent the Department from being equi-
tably estopped by its incorrect representations that no 
tax was applicable. Id. at 84, 938 P.2d at 479 (citing 
PCS, Inc. v. Arizona Dep't of Revenue, 186 Ariz. 539, 
925 P.2d 680 (App.1995)). We granted Valencia's 
petition for review on the estoppel issue only. 
 

DISCUSSION 
A. Equitable estoppel against the Department 

¶ 8 This case requires us to decide whether and to 
what extent a taxpayer may assert equitable estoppel 
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against the Department. The Department first argues 
that article IX, section 1 of the Arizona Constitution, 
which provides that the “power of taxation shall never 
be surrendered, suspended, or contracted away,” ab-
solutely bars estopping the government from collect-
ing taxes owed. Valencia and amicus argue that article 
IX, section 1 is inapplicable here because its purpose 
is only to restrict the Legislature from contracting 
away its power to tax. 
 
1. Article IX, section 1 and Crane Co. v. Arizona 
State Tax Commission  

¶ 9 Crane was the genesis of our construction of 
article IX, section 1 as it relates to estopping the state 
taxing authority. The tax commission had adopted a 
rule excepting from taxation certain items sold to 
contractors. The commission later repealed the rule, 
audited the taxpayer, and assessed back taxes owed on 
completed transactions. We recognized that the tax-
payer could no longer pass the cost of the tax to its 
buyers but nonetheless upheld the tax and rejected the 
taxpayer's claim of estoppel: 
 

The general rule is that the state will not be estopped 
in the collection of its revenues by an unauthorized 
act of its officers. In the matter of collecting reve-
nues, the state is acting in its governmental or sov-
ereign**1261 *570 capacity, and ordinarily there 
can be no estoppel. Were this not the rule the taxing 
officials could waive most of the state's revenue. 
The Constitution, Art. 9, Sec. 1, provides that the 
power of taxation (which must of necessity include 
collection) “shall never be surrendered, suspended, 
or contracted away.” To hold that the commission 
by regulation may waive taxes which the law re-
quired to be imposed would be violative of this 
provision. 

 
The regulation of the tax commission, upon 

which appellant bases its plea of estoppel, was 
wholly unauthorized. The tax commission cannot 
by any rule or regulation exempt a taxpayer from the 
payment of a tax unless such authority has been 

specifically granted to it by the legislature. Here no 
such authority exists. 

 
 63 Ariz. at 441, 163 P.2d at 662 (emphasis add-

ed) (citations omitted). 
 

¶ 10 Two years later, in Duhame, we disapproved 
Crane 's substantive holding that the sales to con-
tractors were subject to the sales tax. With little dis-
cussion and relying on Crane, we again declined to 
apply equitable estoppel against the state taxing au-
thorities. 
 

It is true that during the time plaintiff was engaged 
in the contracting here in question he might have 
passed this tax on to the government had he not been 
misled, by an improper interpretation of the Act by 
the Commission, into believing no tax was due. 
Still, it is the settled law of the land and of this ju-
risdiction that as taxation is a governmental func-
tion, there can be no estoppel against a government 
or governmental agency with reference to the en-
forcement of taxes. Were this not the rule the taxing 
officials could waive most of the state's revenue. 
Therefore there is no merit to plaintiff's claim of 
estoppel in this case. 

 
 65 Ariz. at 281, 179 P.2d at 260. Our court of 

appeals has rigidly adhered to the letter of Crane and 
Duhame. See, e.g., General Motors Corp. v. Arizona 
Dep't of Revenue, 189 Ariz. 86, 938 P.2d 481 
(App.1996). FN3 
 

FN3. See also State ex rel. Arizona Dep't of 
Revenue v. Driggs, 189 Ariz. 74, 938 P.2d 
469 (App.1996); PCS, Inc. v. Arizona Dep't 
of Revenue, 186 Ariz. 539, 925 P.2d 680 
(App.1995); Arizona Dep't of Revenue v. M. 
Greenberg Const., 182 Ariz. 397, 897 P.2d 
699 (App.1995); Knoell Bros. Const., Inc. v. 
State of Arizona, 132 Ariz. 169, 644 P.2d 905 
(App.1982). 
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¶ 11 In a different context, however, we held that 

the corporation commission could be estopped to deny 
the validity of a certificate of convenience and neces-
sity improperly issued fifty years earlier. In reaching 
that conclusion, we disapproved of the “no estoppel 
against the sovereign” rule, stating: 
 

Whatever the basis for these exceptions to the gen-
eral rule [of no estoppel], it would appear that where 
the application of estoppel will not affect the exer-
cise by the state of its governmental powers and 
sovereignty, or bind it by unauthorized acts of its 
officers and employees, estoppel will, when justice 
dictates, be applied to the state. 

 
 Freightways, Inc. v. Arizona Corp. Comm'n, 129 

Ariz. 245, 248, 630 P.2d 541, 544 (1981). 
 

¶ 12 Following Freightways, the court of appeals 
distinguished Crane and Duhame to find the Depart-
ment estopped because of prior incorrect representa-
tions about procedural requisites for claiming income 
tax deductions. If not for the procedural errors the 
taxpayer committed by following the Department's 
instructions, it was clearly entitled to the deductions as 
a matter of substantive law and legislative intent. 
Tucson Electric Power Co. v. Arizona Dep't of Reve-
nue, 174 Ariz. 507, 851 P.2d 132 (App.1992). The 
court reasoned: 
 

The taxpayer in this case, however, presents a 
very different situation. Here, the taxpayer is not 
relying upon estoppel to avoid the application of a 
taxing statute to the activities contemplated by the 
statute.... It is undisputed in the record presented to 
this court that, from a factual standpoint, the tax-
payer clearly was entitled to claim the benefits of 
that accelerated amortization. 

 
In advancing its estoppel argument, the taxpayer 

seeks to enforce, rather than avoid, the basic intent 

of the statute. 
 

 Id. at 515, 851 P.2d at 140 (footnotes omitted). 
Moreover, the court clarified the scope of the 
Crane/Duhame prohibition on estoppel **1262 *571 
in tax cases in light of Freightways ' acknowledgment 
that the government could be estopped under some 
circumstances. The court observed: 

The central principle underlying past Arizona 
decisions is that the sovereign power of the state to 
impose taxes is vested in the legislature, and the 
state taxing authorities may not, by their words or 
conduct, waive the collection of taxes imposed by a 
valid legislative enactment. 

 
Id. (emphasis added). 

 
¶ 13 But the basic assumption on which Crane 

and its progeny were decided is questionable. Crane 
stated that estoppel was impermissible when based on 
the “unauthorized acts” of the taxing authority. 63 
Ariz. at 441, 163 P.2d at 662. Thus the case appears to 
recognize the possibility of estoppel based on au-
thorized acts but ignores the fact that the action taken 
by the officials in Crane was actually well within their 
authority. In Crane, the transaction in question was 
exempt from taxation under a tax commission rule. In 
adopting the rule, the commission exercised authority 
granted by statute. FN4 Given that the commission's 
procedural action was clearly authorized, the sub-
stantive determination that no tax was due could be 
deemed unauthorized only because it was wrong. 
Thus, under Crane an unauthorized act means any 
Department decision or action later found to be in-
correct under the tax statutes. 
 

FN4. Ariz.Code § 73-1333 (1939) provided: 
 

Immediately upon this act becoming ef-
fective, the tax commission is hereby au-
thorized and directed as a preliminary 
matter to the application and enforcement 
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of this act, to formulate rules and regula-
tions, and prescribe the forms and proce-
dure necessary to the efficient enforcement 
thereof. 

 
¶ 14 In sum, Arizona law governing estoppel 

against the Department under the Crane rule is quite 
restrictive-the Department may not be estopped based 
on its erroneous advice unless doing so results in 
substantive compliance with the tax statutes. Under 
this regime, the court of appeals was correct to reject 
Valencia's claim of equitable estoppel based on the 
Department's prior erroneous advice. Valencia and 
amicus argue, however, we should find those cases 
incorrectly decided. It is to that argument we now turn. 
 
2. Whether article IX, section 1 was correctly ap-
plied 

¶ 15 We begin by noting that Crane and Duhame 
were decided in an era when the government could do 
no wrong. The rigid rule forbidding estoppel against 
the government was a logical corollary to the previous 
notions of sovereign immunity. See John F. Conway, 
Note, Equitable Estoppel of the Federal Government: 
An Application of the Proprietary Function Exception 
to the Traditional Rule, 55 FORDHAM L. REV. 707, 
709 (1987) (citing 2 K. DAVIS, ADMINISTRATIVE 
LAW TREATISE § 17.01, at 492 (1958) (“The theory 
that the government cannot be estopped is no doubt a 
part of the broad doctrine of sovereign immunity. In 
the early days of the American Republic, the gov-
ernment was liable neither for breach of contract nor 
for torts of its agents. Sovereign immunity from con-
tract and tort liability naturally carried with it sover-
eign immunity from equitable estoppel.”)). 
 

¶ 16 Significant changes have since occurred with 
respect to the sovereign immunity doctrine and, con-
comitantly, in our view of equitable estoppel against 
the government. See Stone v. Arizona Highway 
Comm'n, 93 Ariz. 384, 392, 381 P.2d 107, 112 (1963) 
(sovereign immunity doctrine abolished); see also 
Freightways, 129 Ariz. at 247-48, 630 P.2d at 543-44. 

This case provides the court with its first opportunity 
to examine how the abolition of sovereign immunity 
affects the issue of equitable estoppel against the 
Department. 
 

¶ 17 Unlike numerous cases in which equitable 
estoppel has been asserted against various other gov-
ernment agencies,FN5 taxation is governed by a spe-
cific constitutional provision. The parties draw clear 
battle lines: **1263 *572 the Department contends 
that article IX, section 1 is an absolute ban to any 
interference with the state's taxation and collection 
activities. Valencia argues that, properly understood, 
the provision is irrelevant to the issue before us. 
 

FN5. See, e.g., Carondelet Health Serv. v. 
Arizona Health Care Cost Containment Sys. 
Admin., 187 Ariz. 467, 930 P.2d 544 
(App.1996); Rivera v. City of Phoenix, 186 
Ariz. 600, 925 P.2d 741 (App.1996); Carlson 
v. Arizona Dep't of Econ. Sec., 184 Ariz. 4, 
906 P.2d 61 (App.1995); Outdoor Sys., Inc. 
v. Arizona Dep't of Transp., 171 Ariz. 263, 
830 P.2d 475 (App.1992). 

 
¶ 18 Article IX, section 1 is best understood in the 

context of the problem it addresses. In the early nine-
teenth century, state legislatures frequently included 
tax exemptions in the charters of private corpora-
tions; FN6 litigation ensued over the power of subse-
quent legislatures to eliminate the exemptions. See, 
e.g., Home of the Friendless v. Rouse, 75 U.S. (8 
Wall.) 430, 19 L.Ed. 495 (1869); Washington Univ. v. 
Rouse, 75 U.S. (8 Wall.) 439, 19 L.Ed. 498 (1869); 
Rector of Christ Church v. Philadelphia County, 65 
U.S. (24 How.) 300, 16 L.Ed. 602 (1860); Piqua 
Branch of State Bank of Ohio v. Knoop, 57 U.S. (16 
How.) 369, 14 L.Ed. 977 (1853); New Jersey v. Wil-
son, 11 U.S. (7 Cranch) 164, 3 L.Ed. 303 (1812). The 
United States Supreme Court held as early as 1812 
that a state legislature's repeal of tax exemptions con-
tracted by the state violate the Contract Clause of 
article I, section 10 of the United States Constitution. 
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See, e.g., Wilson, 11 U.S. (7 Cranch) 164, 3 L.Ed. 303. 
 

FN6. See, e.g., Tex. Const. art. VIII, § 4 
(Vernon's ann. ed.) (West 1993), which pro-
vides that the “power to tax corporations and 
corporate property shall not be surrendered 
or suspended by act of the Legislature, by 
any contract or grant to which the State shall 
be a party.” As the “Interpretive Commen-
tary” explains: 

 
Prior to 1874 when the first general in-
corporation statute was passed in Texas, 
the sole means of incorporation was 
through special legislative acts creating 
private corporations. The desire to en-
courage certain industries, particularly 
railroads, led some of the early legislatures 
to include in the incorporating act a grant 
of partial or total tax immunity. Subse-
quent regret of the generosity of these ear-
lier legislatures led to the inclusion in the 
Constitution of 1876, this provision.... 

 
¶ 19 The Dartmouth College case subsequently 

established that the Contract Clause prevents a state 
from altering or amending terms in a private corpora-
tion's charter, unless the state's power to amend was 
reserved in the charter itself or in some general or 
special law to which it was originally subject. Trustees 
of Dartmouth College v. Woodward, 17 U.S. (4 
Wheat.) 518, 4 L.Ed. 629 (1819). The Supreme Court 
applied this principle to protect perpetual tax exemp-
tions granted in corporate charters. See Home of the 
Friendless, 75 U.S. (8 Wall.) 430, 19 L.Ed. 495; 
Washington Univ., 75 U.S. (8 Wall.) 439, 19 L.Ed. 
498; Piqua Branch Bank, 57 U.S. (16 How.) 369, 14 
L.Ed. 977. The Court later acknowledged, however, 
that grants in a corporate charter would not be pro-
tected by the Contract Clause if a state's constitution 
prohibited the state from granting permanent tax ex-
emptions. Home of the Friendless, 75 U.S. (8 Wall.) at 
438. Accordingly, many states adopted such prohibi-

tions in their constitutions. See Stewart E. Sterk & 
Elizabeth E. Goldman, Controlling Legislative Short-
sightedness: The Effectiveness of Constitutional Debt 
Limitations, 1991 WIS. L. REV. 1301, 1319 (1991) 
(“Once the scope of Contract Clause doctrine became 
apparent, a number of states adopted constitutional 
provisions that prohibited legislatures from contract-
ing away taxing power.”). 
 

¶ 20 Concern for inordinate corporate influence in 
state affairs was particularly acute in Arizona. Pro-
fessor John D. Leshy, the most prominent historian of 
the Arizona Constitution, described the concerns of 
Senator Beveridge, one of Arizona's most respected 
statesmen during the territorial period: 
 

He [Beveridge] complained bitterly that the busi-
nessmen and rich among the statehood proponents 
wanted nothing except continued escape from taxa-
tion, charging that the “mining corporations of Ar-
izona have taken out ... over $400,000,000 of min-
eral wealth; and they have paid the Territory noth-
ing in the way of taxes.” 

 
Leshy then concluded: 

Concern about giant corporations evading taxation 
had been repeatedly rehearsed in the territorial leg-
islature to little avail, demonstrating the railroad and 
mining companies' strong grip on the political pro-
cess. Small wonder that both contemporary re-
formers and historians agreed that the large corpo-
rations “reigned ... virtually untrammeled” in terri-
torial days. 

 
John D. Leshy, The Making of the Arizona Con-

stitution, 20 ARIZ. ST. L.J. 1, 11-12 (1988). 
 

**1264 *573 ¶ 21 An examination of article IX's 
evolution through the 1910 Constitutional Convention 
confirms that the drafters of our constitution were 
concerned about legislative capitulation to special 
interests.FN7 Article IX, section 1 was submitted at the 
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convention as Substitute Proposition No. 106 and 
ultimately replaced numerous provisions relating to 
finance and taxation. One of these provisions was 
Proposition No. 11, “A Proposition Relative to Ex-
emption from Taxation,” which demonstrated the 
specific concern with grants of tax immunity to cor-
porations: 
 

FN7. Article IV, section 23 also evinces the 
framers' serious concern with undue corpo-
rate influence in politics: 

 
It shall not be lawful for any person hold-
ing public office in this state to accept or 
use a pass or to purchase transportation 
from any railroad or other corporation, 
other than as such transportation may be 
purchased by the general public.... 

Commenting on this provision, Professor 
Leshy observed that it “reflects the framers' 
preoccupation with potential governmental 
corruption by corporations, a realistic con-
cern given the political dominance, exercised 
by means fair and foul, of large railroad and 
mining corporations during the territorial 
period.” JOHN D. LESHY, THE ARIZONA 
STATE CONSTITUTION: A REFERENCE 
GUIDE 123 (1993). 

 
That none of the property of any private corpora-

tion shall ever be exempted from taxation by the 
State or by any political subdivision of the State, 
except property used solely for charitable, religious, 
or other eleemosynary purpose and not for profit. 

On November 16, 1910, Proposition No. 11 was 
deemed incorporated into Proposition No. 106 and 
was therefore abandoned. See THE RECORDS OF 
THE ARIZONA CONSTITUTIONAL CONVEN-
TION OF 1910, at 406 (John S. Goff ed.). Section 4 
of Proposition No. 106 provided: 

 
The power to tax corporations and corporate 

property shall not be surrendered or suspended by 
any contract or grant to which the state shall be a 
party. 

 
On November 16, the Committee on Public Debt, 

Revenue and Taxation recommended an amended 
Proposition No. 106, which ultimately became ar-
ticle IX of the constitution. See id. at 405. The re-
vised section on the power of taxation, now article 
IX, section 1, commanded that the “power of taxa-
tion shall never be surrendered, suspended, or con-
tracted away.” (Emphasis added.) 

 
¶ 22 Almost forty years ago, we reviewed the 

framers' intent with respect to Proposition No.106 and 
article IX, section 1. In determining whether the clause 
prohibited the City of Phoenix from committing the 
proceeds of a fuel tax to repay road repair bonds, 
Justice Struckmeyer thoroughly examined the 
Minutes of the Constitutional Convention, noted that 
the provision was inserted in our constitution to ad-
dress the Dartmouth College problem, and concluded: 
 

Thus, it becomes apparent that the first sentence 
of Substitute Proposition No. 106, now Art. IX, § 1, 
was adopted for the purpose of restricting the leg-
islature's right to alienate the power to tax anything 
and all persons. The prohibition is against the irre-
pealable grant of immunity from taxation.... 

 
Therefore, we are of the opinion that the first 

sentence of Art. IX, § 1 is a prohibition against the 
surrender or relinquishment of the right to impose a 
tax. 

 
 Switzer v. City of Phoenix, 86 Ariz. 121, 127-28, 

341 P.2d 427, 431 (1959). FN8 
 

FN8. Because we believe all of Justice 
Struckmeyer's discussion is worth reading, 
we have reprinted it in the Appendix. 
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[2][3] ¶ 23 From the foregoing we conclude that 
the purpose of article IX, section 1 was to void grants 
of tax immunity that would otherwise become per-
manent under article I, section 10 of the federal con-
stitution as interpreted in the Dartmouth College case. 
Accordingly, this provision of our state constitution 
prohibits the Legislature and state agencies from 
alienating the Legislature's fundamental power to tax. 
 

[4] ¶ 24 This understanding of the purpose of ar-
ticle IX, section 1 casts a different light on the De-
partment's claim. The Department maintains that arti-
cle IX, section 1 restrains all branches of government, 
not just the Legislature, and its purpose is to prevent 
any waiver of taxes due. The foregoing discussion 
illustrates that the Department is correct on the first 
assertion but **1265 *574 wrong on the second. Ar-
ticle IX, section 1 restrains all branches of govern-
ment, but only as to relinquishment of the Legisla-
ture's fundamental power to tax. An estoppel from 
collecting revenue from a single taxpayer for a single 
event is not the kind of permanent capitulation with 
which the framers were concerned. We therefore hold 
that article IX, section 1 is not an absolute ban to 
estopping the Department. FN9 
 

FN9. The Legislature seems to have reached 
the same conclusion. In A.R.S. § 
42-139.21(C), effective September 21, 1991, 
the Legislature effectively overruled Crane 
and Duhame. 

 
3. Separation of powers 

¶ 25 The Department raises a separation of pow-
ers challenge under article III of the Arizona Consti-
tution, arguing that “enforcement of estoppel in tax 
cases deprives the legislature of the power to make the 
law and the judiciary the power to interpret it.” Fol-
lowing the demise of the state-can-do-no-wrong doc-
trine, the no-estoppel-against-the-government rule has 
been most commonly justified on separation of pow-
ers principles.FN10 Article IX aside, our cases have 
long recognized the limitations imposed by article III 

on exercising judicial power in tax matters. See, e.g., 
Tanque Verde Enter. v. City of Tucson, 142 Ariz. 536, 
691 P.2d 302 (1984) (the judiciary would usurp leg-
islative function by striking down even excessive 
revenue-raising taxes). While Freightways held that 
estoppel may lie against the government, we have yet 
to consider the effect of separation of powers in such a 
case. 
 

FN10. Frederick S. Kuhlman, Comment, 
Governmental Estoppel: The Search for 
Constitutional Limits, 25 LOY. L.A. L. 
REVV. 229, 229 (1991) ( “Separation of 
powers has emerged as the linchpin on which 
the government estoppel debate turns.”); 
Deborah Walrath, Note, Estopping the Fed-
eral Government: Still Waiting for the Right 
Case, 53 GEO. WASH. L. REVV. 191, 192 
(1985) (“[E]stoppel traditionally does not lie 
against the government. This distinction 
arose largely as a corollary to the doctrine of 
sovereign immunity that ‘the King can do no 
wrong.’ ... As Congress has passed legisla-
tion waiving sovereign immunity and al-
lowing the government to be sued in limited 
circumstances, the power of this traditional 
rationale has diminished. One justification 
frequently invoked to support governmental 
exemptions from equitable estoppel is the 
separation of powers doctrine.”). 

 
¶ 26 “Nowhere in the United States is this system 

of structured liberty [separation of powers] more ex-
plicitly and firmly expressed than in Arizona.” 
Mecham v. Gordon, 156 Ariz. 297, 300, 751 P.2d 957, 
960 (1988). Article III of our constitution provides: 
 

The powers of the government of the State of Ari-
zona shall be divided into three separate depart-
ments, the Legislative, the Executive, and the Judi-
cial; and, except as provided in this Constitution, 
such departments shall be separate and distinct, and 
no one of such departments shall exercise the pow-
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ers properly belonging to either of the others. 
 

¶ 27 The Department presents several arguments. 
Estopping the Department, it contends, violates sep-
aration of powers by (1) binding the Legislature and 
thus the state's taxing authority through the unau-
thorized act of an executive branch officer, (2) effec-
tively permitting an executive agent to legislate with 
respect to taxpayers who relied on the agent's state-
ments, and (3) precluding the judiciary from declaring 
the existing law. 
 

[5] ¶ 28 On the first point, Valencia responds that 
because the Department is statutorily authorized to 
give tax advice,FN11 and occasional erroneous advice is 
foreseeable and unavoidable, mistakes are impliedly if 
not explicitly authorized. While Crane seems to define 
unauthorized acts as any Department interpretation 
later found to be incorrect under the tax statutes, this 
definition does not comport with more recent deci-
sions. In Freightways, we found the corporation 
commission estopped from denying the validity of a 
motor carrier certificate **1266 *575 issued without 
complying with statutory requirements because the 
commission had recognized the validity of the certif-
icate for over fifty years. 129 Ariz. at 248, 630 P.2d at 
544. The Legislature authorized the commission to 
issue certificates, but through deliberate error or 
oversight it issued Freightways' certificate contrary to 
the law's requirements.FN12 We applied estoppel, con-
cluding it would not “affect the exercise by the state of 
its governmental powers and sovereignty, or bind it by 
the unauthorized acts of its officers or employees....” 
Id. at 248, 630 P.2d at 544 (emphasis added). Thus the 
Freightways court found that the act of issuing a cer-
tificate, something the commission was authorized to 
do by statute, did not become unauthorized simply 
because the act was performed erroneously. This 
changed definition of unauthorized was used and 
applied by the court of appeals in Tucson Electric 
Power, 174 Ariz. at 516 n. 9, 851 P.2d at 141 n. 9.FN13 
Even if incorrect, the acts of the Department in this 
case, like those of the commission in Freightways and 

the Department in Tucson Electric Power, were within 
the general parameters of the government agent's 
authority. Thus, the Crane definition of unauthorized 
acts is not only patently illogical but has been effec-
tively modified. We adopt and apply the view taken in 
Freightways and Tucson Electric Power. The advice 
given Valencia was wrong but not so unauthorized as 
to violate separation of powers. 
 

FN11. A.R.S. § 42-104(A)(6) provides: 
 

A. The department shall administer and 
enforce the provisions of this title, title 43 
and other laws assigned to it and has all the 
powers and duties prescribed by law for 
such purposes. In all proceedings pre-
scribed by law the department may act on 
behalf of this state. In addition, the de-
partment shall: 

 
* * * 

 
6. Provide information and advice within 
the scope of its duties subject to the laws 
on confidentiality of information and de-
partmental rules adopted pursuant to such 
laws. 

 
FN12. Freightways submitted two applica-
tions for a certificate: one a renewal filed 
after a deadline imposed by commission rule, 
and the other an original application that, by 
statute, would have required a hearing before 
being granted. Id. at 246, 630 P.2d at 542. It 
is unclear which application was acted upon 
in issuing the certificate, but it is irrelevant 
for our purposes because issuance of the 
certificate under either circumstance con-
travened statutory requirements. See Tucson 
Warehouse & Transfer Co. v. Al's Transfer, 
Inc., 77 Ariz. 323, 327, 271 P.2d 477, 479-80 
(1954) (“The rule is that general rules and 

© 2015 Thomson Reuters. No Claim to Orig. US Gov. Works. 

http://www.westlaw.com/Find/Default.wl?rs=dfa1.0&vr=2.0&DB=661&FindType=Y&ReferencePositionType=S&SerialNum=1981110900&ReferencePosition=544
http://www.westlaw.com/Find/Default.wl?rs=dfa1.0&vr=2.0&DB=661&FindType=Y&ReferencePositionType=S&SerialNum=1981110900&ReferencePosition=544
http://www.westlaw.com/Find/Default.wl?rs=dfa1.0&vr=2.0&DB=661&FindType=Y&ReferencePositionType=S&SerialNum=1981110900&ReferencePosition=544
http://www.westlaw.com/Find/Default.wl?rs=dfa1.0&vr=2.0&DB=661&FindType=Y&ReferencePositionType=S&SerialNum=1981110900&ReferencePosition=544
http://www.westlaw.com/Find/Default.wl?rs=dfa1.0&vr=2.0&DB=661&FindType=Y&ReferencePositionType=S&SerialNum=1992173668&ReferencePosition=141
http://www.westlaw.com/Find/Default.wl?rs=dfa1.0&vr=2.0&DB=661&FindType=Y&ReferencePositionType=S&SerialNum=1992173668&ReferencePosition=141
http://www.westlaw.com/Find/Default.wl?rs=dfa1.0&vr=2.0&DB=661&FindType=Y&ReferencePositionType=S&SerialNum=1992173668&ReferencePosition=141
http://www.westlaw.com/Find/Default.wl?rs=dfa1.0&vr=2.0&DB=1000251&DocName=AZSTS42-104&FindType=L
http://www.westlaw.com/Find/Default.wl?rs=dfa1.0&vr=2.0&DB=661&FindType=Y&ReferencePositionType=S&SerialNum=1981110900&ReferencePosition=542
http://www.westlaw.com/Find/Default.wl?rs=dfa1.0&vr=2.0&DB=661&FindType=Y&ReferencePositionType=S&SerialNum=1954113910&ReferencePosition=479
http://www.westlaw.com/Find/Default.wl?rs=dfa1.0&vr=2.0&DB=661&FindType=Y&ReferencePositionType=S&SerialNum=1954113910&ReferencePosition=479
http://www.westlaw.com/Find/Default.wl?rs=dfa1.0&vr=2.0&DB=661&FindType=Y&ReferencePositionType=S&SerialNum=1954113910&ReferencePosition=479
http://www.westlaw.com/Find/Default.wl?rs=dfa1.0&vr=2.0&DB=661&FindType=Y&ReferencePositionType=S&SerialNum=1954113910&ReferencePosition=479
http://www.westlaw.com/Find/Default.wl?rs=dfa1.0&vr=2.0&DB=661&FindType=Y&ReferencePositionType=S&SerialNum=1954113910&ReferencePosition=479


959 P.2d 1256 Page 17 
191 Ariz. 565, 959 P.2d 1256, 270 Ariz. Adv. Rep. 3 
(Cite as: 191 Ariz. 565, 959 P.2d 1256) 

regulations of an administrative board or 
commission prescribing methods of proce-
dure have the effect of law and are binding on 
the Commission and must be followed by it 
so long as they are in force and effect.”). 

 
FN13. The court of appeals explained in a 
footnote: 

 
While the audit supervisor's representa-
tions were “unauthorized” in the sense that 
they were contrary to the provisions of the 
statute as we have interpreted it, there is no 
evidence that he was not acting within the 
general parameters of his authority. 
Therefore, under appropriate circum-
stances otherwise supporting the applica-
tion of estoppel, his representations would 
be binding on the state. 

Id. (emphasis added). 
 

[6][7] ¶ 29 The Department next argues that es-
toppel in these circumstances effectively permits an 
executive agency to change the law, which constitutes 
a usurpation of legislative power. This argument fails 
to recognize that the law and its execution are separate 
and distinct spheres. See, e.g., Salt River Pi-
ma-Maricopa Indian Community v. Hull, 190 Ariz. 
97, 104, 945 P.2d 818, 825 (1997) (“The Legislature, 
in the exercise of [its] lawmaking power, establishes 
state policies and priorities and, through the appro-
priation power, gives those policies and priorities 
effect. Once the Legislature has acted, however, it 
becomes the duty of the Executive to ‘take care that 
the laws be faithfully executed.’ ”) (citing Rios v. 
Symington, 172 Ariz. 3, 12, 833 P.2d 20, 29 (1992)). 
The axiom that an administrative agency such as the 
Department must execute the law as it is written does 
not lead to the result that the Department asserts here. 
Estopping the Department from assessing a tax does 
not work any change in the law but impacts only its 
execution. If the Department's absolutist interpretation 
were true, then the constitution would be similarly 

violated whenever the Department exercises its dis-
cretion to enter into closing agreements FN14 or to abate 
balances owed.FN15 These provisions, like the opera-
tion of estoppel against the Department, involve ad-
ministration of the law not its creation. The legislative 
prerogative to tax was not impaired. 
 

FN14. See A.R.S. § 42-139.06. 
 

FN15. See A.R.S. § 42-104(B). 
 

[8][9] ¶ 30 We turn, then, to the contention that 
judicial recognition that the Department is estopped 
from correcting its prior, erroneous interpretation of 
law operates as a retroactive concession of judicial 
power, enabling the Department to make determina-
tions**1267 *576 immunized from judicial revision. 
Thus, the argument goes, the Department would ef-
fectively be exercising the powers properly belonging 
to the judiciary, in violation of article III of our con-
stitution. We do not find a separation of powers vio-
lation based on such an attenuated notion. Estoppel is 
a judicial doctrine. Its application by the courts can 
hardly be construed as placing judicial power in the 
hands of the executive branch. While estoppel protects 
the Department's prior incorrect interpretation of the 
law from further judicial review in a particular case, it 
does not give the Department the judicial power to 
interpret the law in any case before the court. Nor does 
it give the Department the authority to determine 
when, where, or in what situation estoppel should be 
recognized. Judicial application of estoppel does 
nothing more than preclude the Department from 
arguing the substantive issue of law in the first place. 
The court remains the final arbiter of the law; it alone 
decides the correct interpretation of the law and 
whether estoppel will nevertheless apply in a given 
case. 
 

¶ 31 Thus, we conclude that neither article III nor 
article IX, section 1 of the constitution prohibits eq-
uitable estoppel against the Department. We must then 
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consider whether circumstances exist in this case that 
could warrant the application of estoppel against the 
Department. 
 
4. Factual predicate for equitable estoppel against 
the Department 

[10] ¶ 32 That the constitution does not prohibit 
estoppel against the Department does not necessarily 
mean that the Department will be estopped. Estoppel 
sounds in equity and will therefore not apply to the 
detriment of the public interest. Spur Indus., Inc. v. 
Del E. Webb Dev. Co., 108 Ariz. 178, 184, 494 P.2d 
700, 706 (1972) (“the courts have long recognized a 
special responsibility to the public when acting as a 
court of equity”). Accordingly, we look carefully to 
the underlying considerations that traditionally have 
been advanced for and against the application of es-
toppel against the Department. 
 

¶ 33 Even the cases applying estoppel against the 
government have recognized that “equitable estoppel 
... generally may not be invoked against the sover-
eign.” Freightways, 129 Ariz. at 246, 630 P.2d at 542. 
We said the government may be estopped only when 
its “wrongful conduct threatens to work a serious 
injustice and ... the public interest would not be unduly 
damaged....” Id. at 248, 630 P.2d at 544. Despite our 
holding in Freightways, however, estoppel has re-
mained all but prohibited as against the Department 
under the Crane/Duhame line of cases. 
 

[11][12] ¶ 34 We recognize the fundamental 
importance of the state's taxing power but believe the 
state's obligation to treat its citizens justly is as essen-
tial to the existence of government as the Legislature's 
power to levy taxes. See, e.g., Joint Anti-Fascist 
Refugee Comm. v. McGrath, 341 U.S. 123, 172 n. 19, 
71 S.Ct. 624, 649 n. 19, 95 L.Ed. 817 (1951) (Frank-
furter, J., concurring) (quoting 5 THE WRITINGS 
AND SPEECHES OF DANIEL WEBSTER 163) (“In 
a government like ours, entirely popular, care should 
be taken in every part of the system, not only to do 
right, but to satisfy the community that right is 

done.”). Moreover, as our tax system relies primarily 
on the good faith of citizens to self report, it is im-
perative that the system itself manifest fairness by 
requiring that all citizens contribute their fair share. 
But it is patently unjust to permit the erroneous advice 
of the government to cause detriment beyond the tax 
itself. There is no justice, one might say, if the gov-
ernment can punish its citizens for following its in-
structions. We therefore join the many states permit-
ting equitable estoppel against the government in tax 
matters. See, e.g., Michael A. Rosenhous, Annotation, 
Estoppel of State or Local Government in Tax Mat-
ters, 21 A.L.R.4th 573 (collecting cases). We overrule 
Crane and Duhame and hold that equitable estoppel 
may lie against the Department under certain limited 
circumstances. 
 

[13] ¶ 35 The three elements of equitable estoppel 
are traditionally stated as: (1) the party to be estopped 
commits acts inconsistent with a position it later 
adopts; (2) reliance by the other party; and (3) injury 
to the latter resulting from the former's repudia-
tion**1268 *577 of its prior conduct. FN16 See, e.g., 
Tucson Electric Power, 174 Ariz. at 516, 851 P.2d at 
141. In light of the serious considerations implicated 
by the taxing power, we examine these elements as 
they apply to the Department in this case. 
 

FN16. The Department argues that Freight-
ways promulgated a four-prong standard that 
governs estoppel against the government. In 
Freightways, we cited a federal case holding 
that the elements of estoppel were “(1) The 
party to be estopped must know the facts; (2) 
he must intend that his conduct shall be acted 
on or must so act that the party asserting the 
estoppel has a right to believe it is so in-
tended; (3) the latter must be ignorant of the 
true facts; and (4) he must rely on the for-
mer's conduct to his injury.” 129 Ariz. at 246, 
630 P.2d at 542 (citing Hampton v. Para-
mount Pictures Corp., 279 F.2d 100, 104, 
(9th Cir.1960)). We note that this four-prong 
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test was not expressly adopted in Freight-
ways. More important, the test cited in 
Freightways is, in substance, no different 
than the three-prong test traditionally applied 
in Arizona. 

 
[14][15][16] ¶ 36 The first element requires af-

firmative acts inconsistent with the position later re-
lied on. Common sense tells us that the evidentiary 
burden in cases such as the present would require that 
the state's action bear some considerable degree of 
formalism under the circumstances. An off-the-cuff 
opinion, for example, will not suffice if the question 
presented requires a measure of research or delibera-
tion. It is rare that satisfactory evidence of an absolute, 
unequivocal, and formal state action will be found 
unless it is in writing. In addition, the action must be 
taken by or have the approval of a person authorized to 
act in the area under consideration. See Freightways, 
129 Ariz. at 248, 630 P.2d at 544. In general, the state 
may not be estopped due to the casual acts, advice, or 
instructions issued by nonsupervisory employees.FN17 
 

FN17. We note that an additional standard 
has been enunciated by our court of appeals. 
In Carlson v. Arizona Dep't of Econ. Sec., the 
court of appeals discussed the wrongful 
conduct element of an estoppel claim against 
the government, finding that estoppel will lie 
against the state only if the government's ac-
tions constitute “affirmative misconduct.” 
184 Ariz. 4, 6, 906 P.2d 61, 63 (App.1995). 
Carlson distinguished between mere neglect 
or oversight and more egregious intentional 
or willful conduct. Id. at 8, 906 P.2d at 65. 
The affirmative misconduct standard adopted 
in Carlson may conflict with Freightways. 

 
[17][18] ¶ 37 The second requirement demands 

both that the party claiming estoppel actually relied on 
the state's act and that such reliance was reasonable 
under the circumstances. Actual reliance means that 
the party seeking estoppel has the burden to demon-

strate that it prospectively relied on the state action. 
That the reliance be reasonable requires, among other 
things, that the party seeking estoppel have acted in 
good faith by providing the state with correct infor-
mation and neither knew nor was put on notice that the 
state's position was erroneous. See Heltzel v. Mecham 
Pontiac, 152 Ariz. 58, 60, 730 P.2d 235, 237 (1986). 
In general, “reliance should be considered reasonable 
if ‘a person sincerely desirous of obeying the law 
would have accepted the information as true, and 
would not have been put on notice to make further 
inquiries.’ ” Freightways, 129 Ariz. at 247, 630 P.2d 
at 543; see also Bohonus v. Amerco, 124 Ariz. 88, 90, 
602 P.2d 469, 471 (1979) (“As a general rule, it is 
essential to the existence of an estoppel that the rep-
resentation be relied upon and that such reliance be 
justifiable. Reliance is not justified where knowledge 
to the contrary exists.”); Suburban Pump & Water Co. 
v. Linville, 60 Ariz. 274, 283, 135 P.2d 210, 214 
(1943) (One who acts “with a careless indifference to 
means of information reasonably at hand or ignores 
highly suspicious circumstances which should warn 
him of danger or loss cannot invoke the doctrine of 
estoppel.”). 
 

[19][20][21] ¶ 38 The third requirement is that 
there be substantial detriment to the party resulting 
from a repudiation of prior representations. As as-
serted against the Department, detriment requires a 
positional change not compelled by law. Thus, no 
detriment is incurred when the party's only injury is 
that it must pay taxes legitimately owed under the 
correct interpretation of the law. Nor will liability for 
non-punitive interest on the tax legitimately due con-
stitute detrimental reliance. State ex rel. Arizona Dep't 
of Revenue v. Driggs, 189 Ariz. 74, 938 P.2d 469 
(App.1996). Non-punitive interest **1269 *578 is, 
after all, nothing more than compensation for the use 
of money. See, e.g., Dingle v. Prudential Prop. & Cas. 
Ins. Co., 85 N.Y.2d 657, 628 N.Y.S.2d 15, 651 N.E.2d 
883, 885 (1995). The taxpayer had the benefit of using 
the funds before paying the tax claim and, in the legal 
sense, suffers no loss by reason of paying interest on 
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the money it retained in its possession. 
 

¶ 39 A federal decision is illustrative on the 
question of detriment. In Schuster v. Commissioner, 
the Internal Revenue Service assessed a tax deficiency 
against Schuster, the surviving beneficiary, and the 
trustee bank, claiming that it erred in an earlier audit 
determination that the corpus of a trust was not a 
taxable part of the decedent's estate. Schuster was thus 
liable for the tax that would have been due if the audit 
had been correctly performed, and the bank, which 
had distributed the entire corpus, was by statute jointly 
and severally liable. 312 F.2d 311, 318 (9th Cir.1962). 
The United States Court of Appeals held that the IRS 
was estopped against the bank but not against Schus-
ter: 
 

We are unaware of any particular detriment sus-
tained by Schuster in reliance on the Commission-
er's mistake, for she did not materially change her 
position in reliance on his earlier determination. But 
the Bank has been greatly prejudiced because of the 
Commissioner's mistake. After it was informed that 
the trust corpus was not includable in the decedent's 
gross estate, it distributed the corpus to the benefi-
ciary, and thus no longer retains the property which 
was the subject of the deficiency. Therefore, any 
liability of the Bank would have to come out of its 
own pocket, not the corpus of the trust. This would 
be grossly unfair to the Bank, especially because it 
never enjoyed the use of the corpus but merely acted 
in the capacity of a trustee. It is difficult to see what 
additional action the Bank might have taken to 
protect itself from liability, faced with the benefi-
ciary's demand for the corpus and the Commis-
sioner's determination that it was not taxable. It is 
our conclusion that the Bank's equitable interest is 
so compelling, and the loss which it would sustain 
so unwarrantable, as to justify the application of the 
estoppel doctrine against the Commissioner. 

 
Id. Thus, a detriment must involve some collateral 

loss other than payment of the tax due under the law as 

properly interpreted. We note that this is precisely the 
type of detriment alleged in Crane and Duhame,FN18 
and had the law then recognized estoppel against the 
Department, the detriment may have been sufficient. 
 

FN18. “It is true that during the time plaintiff 
was engaged in the contracting here in ques-
tion he might have passed this tax on to the 
government had he not been misled, by an 
improper interpretation of the Act by the 
Commission, into believing no tax was due.” 
Duhame, 65 Ariz. at 281, 179 P.2d at 260 
(citing Crane ). 

 
[22][23] ¶ 40 Finally, all these requirements are 

conditioned by the general rule that estoppel may 
apply against the state only when the public interest 
will not be unduly damaged and when its application 
will not substantially and adversely affect the exercise 
of governmental powers. Freightways, 129 Ariz. at 
248, 630 P.2d at 544. This rule requires prudence in 
the application of estoppel, recognizing that the state's 
solvency is of paramount importance and that equity 
will not sacrifice the fundamental welfare of the whole 
community to accomplish justice for the individual. 
See, e.g., Trull Nursing Home, Inc. v. Maine Dep't of 
Human Serv., 461 A.2d 490, 499 (Me.1983) ( “Es-
toppel against the government should be ‘carefully 
and sparingly applied,’ especially where application 
would have an adverse impact on the public fisc.”) 
(citations omitted). 
 

¶ 41 We believe the court's comments in Schuster 
are appropriate here: 
 

We recognize the force of the proposition that 
estoppel should be applied against the Government 
with utmost caution and restraint, for it is not a 
happy occasion when the Government's hands, 
performing duties in behalf of the public, are tied by 
the acts and conduct of particular officials in their 
relations with particular individuals. Estoppel has 
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been applied against the Commissioner in limited 
situations, but they have usually arisen where 
**1270 *579 the Commissioner's act involved 
matters of a purely administrative nature. Indeed the 
tendency against Government estoppel is particu-
larly strong where the official's conduct involves 
questions of essentially legislative significance, as 
where he conveys a false impression of the laws of 
the country. Obviously, Congress's legislative au-
thority should not be readily subordinated to the 
action of a wayward or unknowledgeable adminis-
trative official. Accordingly, the general proposition 
has been that the estoppel doctrine is inapplicable to 
prevent the Commissioner from correcting a mis-
take of law. 

 
But we regard this proposition as one of general 

application, not as embracing the concept that the 
Commissioner might always correct a legal mistake 
regardless of the injustice which will result. It is 
conceivable that a person might sustain such a 
profound and unconscionable injury in reliance on 
the Commissioner's action as to require, in accord-
ance with any sense of justice and fair play, that the 
Commissioner not be allowed to inflict the injury. It 
is to be emphasized that such situations must nec-
essarily be rare, for the policy in favor of an efficient 
collection of the public revenue outweighs the pol-
icy of the estoppel doctrine in its usual and cus-
tomary context. But as long as the concept of es-
toppel retains any validity, it is conceivable that 
such situations might arise. 

 
 312 F.2d at 317 (citations omitted). Such a situ-

ation arose in Schuster, and Valencia claims it made a 
similar case here. 
 
B. Valencia's claim of equitable estoppel 

¶ 42 Valencia claims it advanced sufficient facts 
to justify vacating the tax court's grant of summary 
judgment in favor of the Department and to require 
that its cross-motion for summary judgment be 
granted. 

 
1. Affirmative acts inconsistent with a claim later 
relied on 

[24] ¶ 43 The Department does not dispute that 
Deemer, its tax analyst, stated in his January 31, 1986, 
letter to Valencia that transportation charges were not 
subject to tax. To Valencia, the letter could have ap-
peared to be the Department's official, unequivocal 
position on the question. If Valencia is correct on its 
facts, the letter was sufficient at best to create a gen-
uine issue that the state had acted and taken a position 
inconsistent with its later claim that the transaction 
was taxable. 
 
2. Action by a party reasonably relying on such 
conduct 

[25] ¶ 44 Valencia asserts that it reasonably relied 
on the Department's statements that the coal trans-
portation activities were not subject to the transaction 
privilege tax. The Department concedes that relying 
on the Department's statements, Valencia did not 
collect the tax from its customer,FN19 but it argues that 
Valencia's reliance was not reasonable. The Depart-
ment argues that Valencia, a sophisticated business 
enterprise, should have known that Deemer's advice 
was wrong, or at least suspect. The Department issued 
three letters to Valencia. The Department asserts that 
the first was patently incorrect, the second stated 
concepts Valencia should have recognized as patently 
erroneous, and the third, advising that no tax applied 
and written after Valencia provided additional infor-
mation, stated the same erroneous concepts as the 
second.FN20 The Department**1271 *580 also argues 
that queries posed by Valencia's accountants, who 
worried that too little tax was being collected, should 
have put Valencia on notice that Deemer's letter was 
incorrect. 
 

FN19. While the Department expressly 
concedes that Valencia relied on Deemer's 
advice, the Department also points out in a 
footnote facts that indicate otherwise. The 
Department implies that because Valencia 
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had already sold over $60 million of coal by 
January 31, 1986, Deemer's letter did not 
cause Valencia's reliance. These facts, if true, 
present a genuine issue on the question of 
whether Valencia actually relied. See Vir-
ginia v. Washington Gas Light Co., 221 Va. 
315, 269 S.E.2d 820, 826 (1980). 

 
FN20. The Department also argues that the 
third letter is facially incorrect because it 
states with respect to transportation of the 
coal that “ ‘[t]itle passes in New Mexi-
co’-which is clearly wrong because the sale 
of coal to Alamito occurs in Arizona at the 
power plant.' ” However, Valencia responded 
in its motion papers that title to the coal 
passed from the mine to Valencia in New 
Mexico, and therefore the letter was not fa-
cially incorrect. We only note here that the 
focal point of the inquiry is not whether the 
letter was facially incorrect but whether the 
facts are such that the party asserting estop-
pel could not have reasonably relied on them. 

 
¶ 45 We cannot say as a matter of law that Va-

lencia acted with “careless indifference to means of 
information reasonably at hand or ignore[d] highly 
suspicious circumstances which should warn ... of 
danger or loss....” Suburban Pump & Water Co., 60 
Ariz. at 284-85, 135 P.2d at 214. Valencia met with 
Department officials and made three separate inquiries 
regarding whether the tax applied. They were finally 
advised the transaction was not taxable. The fact that 
Valencia's accountants questioned why receipts did 
not reflect a greater amount of tax does not conclu-
sively establish that Valencia should have known 
something was amiss because the accountants' in-
quiries occurred after Valencia received Deemer's 
letter. We cannot say it was unreasonable as a matter 
of law for Valencia to disregard the accountants' 
questions in light of the Department's stated position. 
Nor does the fact that the letters contained references 
to irrelevant concepts necessarily mean that the De-

partment's position was patently incorrect. On the 
record before us, which contains none of Valencia's 
communications with the Department, it is not clear 
why such references were made. It is clear that Va-
lencia struggled to obtain the Department's position 
and provided information to the Department for that 
purpose. On the present record, there exists a genuine 
question of fact whether the errors in the Department's 
letters gave Valencia information that made reliance 
unreasonable. 
 

[26] ¶ 46 Of course, Valencia's reliance would not 
have been reasonable if the law clearly precluded its 
theory of nontaxability. Valencia is a sophisticated 
taxpayer, no doubt advised by in-house and private 
counsel and accountants. We assume it approached the 
Department with considerable knowledge and under-
standing of the law. Were it clear that the business 
operations in question were subject to tax, Valencia 
could not in good faith assert reliance on an erroneous 
Department interpretation. In this connection, the 
Department asserts that the statute clearly imposes the 
tax, common sense confirms that result, and the case 
law is unequivocal. 
 

¶ 47 The statutes provide that a “transaction 
privilege tax” is imposed on “the volume of business 
transacted by persons on account of their business 
activities....” A.R.S. § 42-1306(A) & (C). The tax 
applies to “the business of selling tangible personal 
property at retail.” A.R.S. § 42-1310.01(A) 
(Supp.1995). The tax base for the sale of retail goods 
is “the gross proceeds of sales or gross income derived 
from the business.” See Arizona State Tax Comm'n v. 
Garrett Corp., 79 Ariz. 389, 390, 291 P.2d 208, 209 
(1955). 
 

[27] ¶ 48 Valencia argues, however, that the coal 
transportation and handling operations were nontaxa-
ble services separate and distinct from the taxable 
sales. “Services rendered in addition to selling tangi-
ble personal property at retail” are not subject to the 
sales tax. A.R.S. § 42-1310.01(A)(2). Therefore, the 
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dispositive legal issue was whether it was reasonable 
to think that Valencia's transportation and handling 
operations could be deemed services separable from 
the sales for tax purposes. 
 

Where it can be readily ascertained without sub-
stantial difficulty which portion of the business is 
for non-taxable professional services ..., the 
amounts in relation to the company's total taxable 
Arizona business are not inconsequential, and those 
services cannot be said to be incidental to the con-
tracting business, the professional services are not 
merged for tax purposes into the taxable contracting 
business and are not subject to taxation. 

 
 State Tax Comm'n v. Holmes & Narver, Inc., 113 

Ariz. 165, 169, 548 P.2d 1162, 1166 (1976). 
 

¶ 49 Thus, to be considered separable, the activi-
ties must be (1) easily ascertainable, (2) not inconse-
quential, and (3) not incidental to the taxable activity. 
Valencia maintains that the transportation and han-
dling charges were accounted for separately, were 
substantial in that they comprised nearly one-half of 
the business, and were not incidental to the sales ac-
tivities. It also argues that transportation**1272 *581 
was both inseparable from and interwoven with the 
principal business. 
 

¶ 50 We did not grant review of Valencia's chal-
lenge to the court of appeals' ruling on the substantive 
issue of whether the transportation and handling op-
erations were subject to tax. We therefore consider 
only whether Valencia's position was reasonable in 
light of the circumstances. The court of appeals' 
opinion is instructive on this issue. The court 
acknowledged that “Valencia might have been able to 
avoid taxation of the services by selling coal sepa-
rately from the services.” 189 Ariz. at 83 n. 5, 938 
P.2d at 478 n. 5. However, the court held that the 
transportation and handling charges were not separate 
from the sales, primarily because Valencia had not 

entered into separate sales and transportation contracts 
and had failed to separately bill for those charges. Id. 
at 83, 938 P.2d at 478. But as the court of appeals' 
opinion indicates, it is possible to structure a transac-
tion in such a manner as to avoid the tax. Id. at 83 n. 5, 
938 P.2d at 478 n. 5. On this record, therefore, we 
conclude that Valencia could have believed that it had 
taken sufficient measures to structure its transaction, 
as confirmed by Deemer's letter. In hindsight, Valen-
cia's position was wrong, but we cannot say it was 
unreasonable as a matter of law. That question can be 
resolved only by the tax court. 
 

[28] ¶ 51 The Department also argues that it is 
inappropriate to apply estoppel in this case because, 
while the Department's answer to Valencia's inquiries 
is clearly presented in Deemer's letters, the inquiries 
themselves have yet to be disclosed. As the Depart-
ment said in response to Valencia's petition for review, 
to “simply read the ‘answer’ without knowing the 
‘question’ is of dubious value.” No doubt this is true, 
but for summary judgment purposes, Valencia's fac-
tual statements are sufficient to raise a genuine issue 
of material fact. We note, however, that the facts, 
though not Valencia's conclusions, may be germane 
and even necessary to prove Valencia acted in good 
faith when dealing with the Department. Equitable 
estoppel will not apply in favor of a party that has 
misled or deceived the government into making er-
roneous representations. As Justice Holmes observed 
long ago, “Men must turn square corners when they 
deal with the Government.” Rock Island, Arkansas & 
Louisiana R. Co. v. United States, 254 U.S. 141, 143, 
41 S.Ct. 55, 56, 65 L.Ed. 188 (1920). 
 

[29] ¶ 52 Finally, the Department contends Va-
lencia did not follow Deemer's advice, which assumed 
that the transportation, sales, and handling operations 
would be segregated in Valencia's records and in-
voices. The Department contends there was no seg-
regation, but Valencia argues the charges were seg-
regated when the invoices were read in light of a tariff 
sheet. Again, a genuine issue of material fact exists. 
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3. Injury to Valencia resulting from reliance on the 
state's conduct 

¶ 53 Valencia presented affidavits stating that the 
tax would have been passed on to the customer but for 
reliance on the Department's advice. The Department 
concedes that “Valencia did not collect the tax that it 
could have [from its customers] because it relied upon 
the Department's advice....” Therefore, we only note 
here that the detriment incurred was substantial (about 
$5 million, not including interest) and exceeded the 
mere payment of a tax owed in that Valencia lost the 
opportunity for recoupment from its customer. 
 
4. The public interest 

[30] ¶ 54 Finally, we observe that on this record 
estopping the Department does not threaten undue 
damage to the public interest, nor will the application 
of estoppel substantially and adversely affect the ex-
ercise of governmental powers. The state's solvency 
has not been threatened by its inability to collect this 
particular tax liability, now eight years past due, from 
this single taxpayer. Moreover, in this case estoppel 
only applies retroactively to the transactions com-
pleted by Valencia; it does not impair the state from 
exercising its authority prospectively. Thus, there is 
no substantial and adverse effect on the state's taxing 
power. 
 

**1273 *582 CONCLUSION 
¶ 55 We hold that recognition of the doctrine of 

equitable estoppel against the Department of Revenue 
in tax cases is not precluded by either article IX, § 1 or 
article III of the Arizona Constitution. Crane and 
Duhame are accordingly overruled insofar as they 
hold to the contrary. A taxpayer may establish the 
affirmative defense of estoppel against the Depart-
ment of Revenue by proving the Department's conduct 
was inconsistent with a position later assumed, the 
taxpayer relied and had a right to rely on the Depart-
ment's conduct, and the taxpayer therefore sustained 
damage that would make it unjust to allow the De-
partment to maintain the later-taken position. 

 
¶ 56 On the record before us, we are unable to 

affirm or direct the grant of summary judgment to 
either party. Therefore, the court of appeals' opinion is 
vacated insofar as it conflicts with this opinion, the tax 
court's opinion is vacated, its judgment is reversed, 
and the case is remanded to the tax court for further 
action consistent with this opinion. 
 
ZLAKET, C.J., JONES, V.C.J., MARTONE and 
MOELLER (Retired), JJ., concur. 

APPENDIX 
In discussing the background of article IX, sec-

tion 1, Justice Struckmeyer said: 
 

This proposition [Substitute Proposition No. 106] 
came before the Convention for discussion on Sat-
urday morning, November 19, 1910. At that time, 
the Honorable George W.P. Hunt, who later became 
the seven-time Governor of Arizona, said: 

 
In regard to that first section. The Committee 

on Taxation had a memorial gotten up by the Tax 
Association composed of men all over the United 
States who have made this a study for years, and I 
have on my desk here letters from nearly every 
professor on economics in all the universities of 
the country, from Harvard, in Massachusetts to 
Stanford, in California, and they are for anyone 
who wants to look at these letters. They one and 
all believe this is the only way to put this in the 
constitution, and if the members of the conven-
tion will allow me to read them a letter from 
Washington, which is a sample of the letters I 
have received, it will throw some light on the 
subject. It is from J.E. Frost, President of the State 
Board of Tax Commissioners of the State of 
Washington, at Olympia, Washington.... 

 
Dear Sir: I am just in receipt of a letter from the 
Hon. Allen R. Foote, of Columbus, Ohio, Presi-
dent of the International Tax Association, asking 
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me to express to you my views on the subject of 
constitutional provisions relative to taxation. 

 
* * * 

The right to impose taxes is a legislative power, 
inherent in organized government. In the absence 
of constitutional limitations, a legislature may 
enact such tax laws as it sees fit, subject only to 
the restrictions contained in the constitution of the 
United States. Everything over which the author-
ity of the state reaches may be the subject of tax-
ation, whether it be person, property, or occupa-
tion. 

 
* * * 

There are certain safeguards, however, that 
should be provided: First; the legislature should 
be prohibited from contracting away the right to 
tax anything or person whatsoever, or from 
making any irrepealable grant of exemption. 

 
* * * 

From the content of the letter, it can be gleaned 
that since the legislature should be prohibited from 
contracting away the right to tax, the Convention 
intent was to accomplish the converse; that is, that 
the legislature would have the right to tax anything 
and all persons whatsoever. Viewed in this light, it 
would appear that by the use of the words “power of 
taxation,” the Convention meant “the power to 
impose taxes.” 

 
The complete text of the Memorial referred to in 

the statement by the Honorable George W.P. Hunt 
can be found in the **1274 *583 report of State and 
Local Taxation, 5th National Conference of the 
National Tax Association held in Richmond, Vir-
ginia, September, 1911, pp. 451 through 457. A 
reading of the Memorial leads us to the conclusion 
that the language contained in the first sentence of 
Art. IX, § 1 was designed to leave legislators un-
encumbered in so far as their power to impose taxes. 

We note also from the report of the Third Confer-
ence of the same Association, p. 88, that one M.H. 
Carver of the Louisiana State Tax Commission is 
quoted as stating: 

 
There is little necessity for putting anything at all 
in the constitution about taxation, and some dis-
tinguished authorities hold that everything on the 
subject in a constitution is dangerous. To meet the 
decision of the Supreme Court of the United 
States, though, in the Dartmouth College case [ 
Trustees of Dartmouth College v. Woodward], 4 
Wheat. 518, [4 L.Ed. 629], it is well to provide: 
“That the power of taxation shall never be sus-
pended, surrendered or contracted away....” 

 
Id. at 126-27, 341 P.2d at 430-31 (footnote 

omitted). 
 
Ariz.,1998. 
Valencia Energy Co. v. Arizona Dept. of Revenue 
191 Ariz. 565, 959 P.2d 1256, 270 Ariz. Adv. Rep. 3 
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3 Sharon Di Giacinto, No. 15F-003-ARB 
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Richard K. Hillis, 

Respondents. 

HEARING: October 22, 2014, with the record held open until November 10, 

2014. 

APPEARANCES: Appellant Sharon Di Giacinto was represented by Thomas 

Griffin. The Arizona State Retirement System was represented by Assistant Attorney 

General Jothi Beljan. Respondent Richard K. Hillis appeared on his own behalf. 

ADMINISTRATIVE LAW JUDGE: Tammy L. Eigenheer 

FINDINGS OF FACT 

1. Respondent Richard Hillis retired on July 3, 2003, after 38.9 years of 

service with an Arizona State Retirement System (ASRS) employer. Dr. Hillis elected a 

Joint and Survivor 100% annuity option pursuant to A.RS. § 38-760(8). Dr. Hillis 

named his spouse, Appellant Sharon Di Giacinto, as his contingent annuitant to the 

Joint and Survivor 100% annuity option. Ms. Di Giacinto is 23.52 years younger than 

Dr. Hillis. 

2. DnFebruar_y 7, 2QOfi, Dr. 1--tiHis_and Ms. Di Giacinta legal ly_di\mrced. 

Pursuant to A.R.S. § 38-773(D), Ms. Di Giacinto ceased being Dr. Hillis' spouse and 

was automatically removed as the contingent annuitant/beneficiary by operation of law. 

Office of Administrative Hearings 
1400 West Washington, Suite 101 

Phoenix, Arizona 85007 
(602) 542-9826 
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This change did not automatically change the Joint and Survivor 100% annuity option 

in the ASRS system to a straight life annuity. 

3. On October 12, 2006, Dr. Hillis requested from ASRS a form to revert and 

rescind the Joint and Survivor 100% annuity to a straight life annuity. Although Dr. 

Hillis was provided the form, he did not complete and return the form to complete this 

change. 

4. On December 20, 2006, the ASRS learned of the divorce of Dr. Hillis and 

Ms. Di Giacinta. 

5. On January 25, 2007, counsel for Dr. Hillis submitted a draft Domestic 

Relations Order (ORO) to the ASRS for review. The notice requested that the ASRS 

"[p]lease review the draft ORO and respond in writing whether the draft ORO would be 

accepted by the Plan as qualified if the Plan later were presented a court-signed copy." 

Exhibit E. The Draft ORO provided that Dr. Hillis would maintain the Joint and Survivor 

100% annuity with Ms. Di Giacinta remaining as the named contingent 

annuitant/beneficiary. The Draft ORO included the dates of birth for Dr. Hillis and Ms. 

Di Giacinta. 

6. On May 17, 2007, the ASRS notified counsel for Ms. Di Giacinta that it 

found "the language [of the draft ORO] acceptable in accordance with the Plan 

provisions." Exhibit F. 

7. On July 6, 2007, the ASRS received a final ORO ordering: a) that Dr. 

Hillis' ASRS monthly benefit be divided 51.25 percent to Dr. Hillis and 48.75 percent to 

Ms. Di Giacinta and b) that Dr. Hillis was required to maintain a Joint and Survivor 

100% annuity with Ms. Di Giancinto as the named contingent annuitant/beneficiary. 

8. Jeremiah Scott, Analyst with ASRS, testified that at the time of the ASRS 

review of the draft ORO, it was not the policy of the ASRS to review the ages of the 

parties even though that information was available in the draft ORO. Mr. Scott also 

acknowledged that the language was not proper because Ms. Di Giacinta could not 

"remain" the contingent annuitant/beneficiary because she had automatically been 

removed as the contingent annuitant/beneficiary as a result of the divorce. 
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9. From August 1, 2007, through July 1, 2014, the ASRS implemented the 

ORO term that Dr. Hillis was to maintain a Joint and Survivor 100% annuity with Ms. Di 

Giacinta as the named contingent annuitant/beneficiary. 

10. On or about June 11, 2014, the ASRS discovered that Ms. Di Giacinta 

was not eligible to be maintained as the contingent annuitant/beneficiary under A.AC. 

R2-8-126(H) because she was not Dr. Hillis' spouse and was more than ten years 

younger than Dr. Hillis. 

11. ASRS is required to implement an acceptable ORO pursuant to A.R.S. § 

38-773. An acceptable ORO is defined as an order that does not require the ASRS to 

provide any type, form, or time of payment of retirement benefit or retirement benefit 

option that is provided under ASRS statutes and administrative rules. See A.R.S. § 38-

773(8). 

12. ASRS determined that the term of the ORO at issue in this matter 

requiring Dr. Hillis to maintain a Joint and Survivor 100% annuity with Ms. Di Giacinta 

as the named contingent annuitant/beneficiary was not acceptable because Ms. Di 

Giacinta was not Dr. Hillis' spouse and was more than 10 years younger than Dr. Hillis. 

13. ASRS notified Dr. Hillis and Ms. Di Giacinta that it would not allow Dr. 

Hiiiis to keep the Joint and Survivor 100% annuity option with Ms. Di Giacinta as the 

contingent annuitant/beneficiary. 

14. ASRS gave Dr. Hillis the option to receive a straight life annuity or a Joint 

and Survivor 100% annuity with a named contingent annuitant who was older than Dr. 

Hillis, or who was younger than Dr. Hillis but within 10 years of his age, or who was his 

23 legal spouse. 

24 15. Upon review, the ASRS proposed to rescind and revert the Joint and 

25 Survivor 100% annuity option to a straight life annuity retroactive to November 1, 2006, 

26 the first monthly payment that would have been made after Dr. Hillis requested the form 

27 on October 12, 2006. Because Dr. Hillis' monthly benefit would have increased with 

28 the change, the ASRS calculated Dr. Hillis would be entitled to receive an additional 

29 $92,873.90 and Ms. Di Giacinta would be entitled to receive an additional $88,348.10. 

30 
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16. Ms. Di Giacinta appealed the determination of the ASRS that she could 

no longer be maintained as the contingent annuitant/beneficiary. 

17. Ms. Di Giacinta testified that had she known the ORO, as written, would 

not be enforced by the ASRS, she would have pursued other options during the divorce 

proceeding. Ms. Di Giacinta also stated that she relied on the terms of the ORO, as 

written and approved by the ASRS, in making financial decisions since that time. 

18. Counsel for Ms. Di Giacinta during the divorce also testified that had the 

draft ORO not been approved, other options included a different division of assets or 

the purchase of a life insurance policy of two million dollars to ensure an equitable 

result. 

19. David P. Chittenden, who owns a business advising insurance agents 

regarding available products, testified on behalf of Ms. Di Giacinta. Mr. Chittenden 

testified as to the available life insurance options at the time of Dr. Hillis and Ms. Di 

Giacinta's divorce and at the time of the hearing. According to Mr. Chittenden, at the 

time of the divorce in 2007, he would have recommended a one million dollar policy 

with an annual premium of $26,864.50.1 Based on Dr. Hillis' increased age, Mr. 

Chittenden testified that purchasing the same policy in 2014 would have had an annual 

premium of $45,042.04. 

20. Dr. Hillis testified that, for years, he had been notifying the ASRS that the 

ORO should not be enforced under Arizona statute without success. Dr. Hillis also 

presented testimony regarding the divorce proceeding that was not relevant to the 

issue to be decided in this matter. Dr. Hillis asserted that the ASRS decision was 

proper and that Ms. Di Giacinta should be removed as the contingent 

annuitant/beneficiary. 

CONCLUSIONS OF LAW 

1. The Board has jurisdiction to determine the merits of Ms. Di Giacinta's 

appeal of ASRS's determination that the ORO is unacceptable.2 

1 Mr. Chittenden testified that the annual premiums presented were based on current rates and would 
have been less expensive if the policy had been purchased in 2007. 
2 See A.R.S. § 38-714(E). 
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2. Ms. Di Giacinto bears the burden of proof to establish that the DRO is 

acceptable by a preponderance of the evidence. 3 "A preponderance of the evidence is 

such proof as convinces the trier of fact that the contention is more probably true than 

not."4 

3. Arizona statute provides that an ASRS member receives a straight life 

annuity upon retirement. A straight life annuity is based on the member's average 

monthly compensation multiplied by years of credited service multiplied by a 

corresponding multiplier. A.R.S. § 38-757(8). A straight life annuity ends upon the 

member's death and any remaining account contributions are paid pursuant to A.R.S. § 

38-763. 

4. Upon retirement, an ASRS member is able to select an optional annuity in 

exchange for a reduced monthly benefit in order to provide monthly benefits to a named 

beneficiary beyond the member's lifetime. A.R.S. § 38-760. 

5. Arizona statute provides that an ASRS member who retires before July 1, 

2008, is permitted to change an annuity election from an elected Joint and Survivor 

100% annuity to a straight life annuity as many times as the member chooses during 

his or her retirement. A.R.S. § 38-760(8)(1 )(c). 

6. A.A.C. R2-8-126(H) provides, in relevant part, that "[a] member who is ten 

or more years older than the member's non-spousal contingent annuitant is not eligible 

to participate in a 100% joint-and-survivor option." 

7. At the time that Dr. Hillis retired in 2003, he was able to name Ms. Di 

Giacinto as his contingent annuitanUbeneficiary because she was his legal spouse. At 

the time of their divorce in 2006, Ms. Di Giacinto was no longer the contingent 

annuitanUbeneficiary as an operation of law pursuant to A.R.S. § 38-773(D). 

8. The ASRS is required by statute to 

review any domestic relations order to which a member is a party and that 
is submitted to the board to determine if the domestic relations order is 
acceptable under this section. After a determination that a domestic 
relations order is acceptable under this section, the board shall notify the 

3 See A.AC. R2-19-119(B)(1); see also Vazanno v. Superior Court, 74 Ariz. 369, 372, 249 P.2d 837 
~1952). 

MORRIS K. UDALL, ARIZONA LAW OF EVIDENCE§ 5 (1960). 
5 
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member and the named alternate payee of its acceptance of the domestic 
relations order and ASRS shall pay benefits in accordance with the 
applicable requirements of the order. 

A.R.S. § 38-773(A). 

9. While the ASRS had the information available to it that Ms. Di Giacinta 

was more than 10 years younger than Dr. Hillis and that Ms. Di Giacinta could not 

"remain" named as the contingent annuitanUbeneficiary, it indicated to the parties that 

the language of the draft DRO was acceptable. 

10. It was established that Ms. Di Giacinta relied on the representation of the 

ASRS that the language of the DRO was acceptable and that the DRO would be 

enforced as written both in resolving the divorce proceeding and in making financial 

decisions going forward . 

11 . It was also established that the possibility of addressing the change of 

circumstances resulting from the ASRS decision in this matter through the purchase of 

a life insurance policy is no longer financially feasible based on the passage of time. 

12. Ms. Di Giacinta did not argue that the decision by ASRS was not proper 

under the applicable statutes. Rather, Ms. Di Giacinta argued that equitable estoppel 

principles should require that the DRO should be enforced as written. The ASRS 

argued that it is bound to pay only those benefits allowable under the statutes 

governing the ASRS and that Ms. Di Giacinta cannot be maintained as the contingent 

annuitanUbeneficiary. 

13. Ms. Di Giacinta cited cases involving ERISA federal law and the elements 

of equitable estoppel against a governmental agency arguing that the decision of the 

ASRS should not be allowed to stand. The ASRS also cited cases involving the 

elements of equitable estoppel against the State arguing that the actions taken by the 

ASRS did not give rise to equitable estoppel. Alternatively, it was established that Ms. 

Di Giacinta should not have been named and could not remain as the contingent 

annuitanUbeneficiary of the Joint and Survivor 100% annuity option. See A.A.C. R2-8-

126(H). 
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14. Though it was acknowledged that equitable estoppel is a possible 

argument against a governmental agency, no authority was provided to establish that 

an Administrative Law Judge has the authority to employ equitable principles and 

fashion an equitable remedy in deciding a matter such as the instant case. 

15. Therefore, Ms. Di Giacinta has not met her burden to establish that the 

ASRS determination that the ORO was unacceptable was improper or contrary to law. 

RECOMMENDED ORDER 

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

System Board affirm ASRS's decision denying Appellant Sharon Di Giacinta's appeal of 

the ASRS determination that the Domestic Relations Order entered was not acceptable 

and dismiss this appeal. 

In the event of certification of the Administrative Law Judge Decision by the 

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

five days from the date of that certification. 

Done this day, December 1, 2014. 

Transmitted electronically to: 

Paul Matson, Director 
Arizona State Retirement System 

/s/ Tammy L. Eigenheer 
Administrative Law Judge 
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MEMORANDUM 
 
 
TO: Mr. Kevin McCarthy, Chair, Arizona State Retirement System (ASRS) Board 
 
FROM: Mr. Paul Matson, Director 
 Mr. Patrick Klein, Assistant Director, External Affairs Division 
 Mr. Nick Ponder, Government Relations Officer 
 
DATE: January 16, 2015 
 
RE: Agenda Item #5: Presentation, Discussion and Appropriate Action Regarding 2015 

ASRS  Legislative Initiatives and Legislative Update 
 
 
Purpose 
To discuss ASRS 2015 legislative initiatives as well as discuss legislative proposals by other 
organizations or persons that affect the ASRS. 
 
Recommendation 
Information item only; no action required. 
 
Background 
The ASRS staff has been working with Legislative Counsel, legislative staff, and legislator’s to 
move ASRS 2015 legislative initiatives forward. 
 
An updated hard copy of the ASRS Bill Tracker will be provided at the meeting. The link to the 
most up-to-date bill tracker can be found any time at https://www.azasrs.gov/content/legislation. 
 

 

https://www.azasrs.gov/content/legislation
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MEMORANDUM 
 
 
TO: Mr. Kevin McCarthy, Chair, Arizona State Retirement System (ASRS) Board 
 
FROM: Mr. Anthony Guarino, Deputy Director and Chief Operations Officer  
               Mr. David King, Assistant Director, Member Services Division 
               Mr. Jeremiah Scott, Sr. Management Analyst, Strategic Planning and Analysis 
 
DATE: January 15, 2015 
 
RE: Agenda Item #6: Presentation, Discussion and Appropriate Action Regarding the Current 

Performance and Future Strategic Priorities of the Member Services Division (A FY 2015 
Strategic Topic) 

 
 
Purpose  
To discuss the current state of the Member Services Division, including recent successes, 
challenges and future direction. 
 
 
Recommendation 
Information item only; no action required. 
 

 
Current Member Service Model 

 

 
 

MSD under the direction of the Assistant Director, Mr. Dave King, is comprised of 67 Benefit 
Advisors, of whom 25% are cross trained to work in multiple areas within MSD to provide a fluid 
and flexible workforce in 3 different program areas. Each program area is led by 1 manager along 
with 3 supervisors. 
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Current Status of each Program Area 
 

• Member Advisory Center has achieved 15 consecutive months of meeting its service level 
goal (80% of all phone calls answered in 20 seconds or less).  Since 2009 the previous 
record for consecutive months achieving service level goal was 3. 
 

 
 

Call volume has seen a steady decline over the past 3 to 4 years with some leveling out as 
of late. 
 

 
 

The Agency’s decisions to move the Member Statement, Retirement application and Refund 
application online has drastically reduced the seasonality of the call volume, making staffing 
more cost effective by not having to staff up for sharp spikes in volume to meet the member 
demand. 
 

 
Average Calls Per Month 

year 2009 2010 2011 2012 2013 2014 
volume 18,905 20,880 20,670 17,486 16,639 14,228 
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• Production was recently honored with a Showcase in Excellence Award from the Southwest 

Alliance for Excellence for online refund process improvements. 
 
The Online Refund Process improvement provided members the ability to submit for a 
refund of account balance after separation of service online rather than by paper.  This cut 
the processing time for refunds by more than 35%, improved quality through automation, 
reduced contacts per refund and resulted in substantial operational cost savings due to the 
elimination of the manual processing of the documents. 

 

 
 

In general, New Retirements processed continues to be steady while Refunds processed 
continues to trend down. 
 

 
 

  While the agency cannot control the number of refunds or new retirements, the focus is  
  instead on what process improvements can be made to improve the member experience  
  and agency efficiency. 
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The agency also recently moved return-to-work processing to an online process, which 
walks retirees through the eligibility and approval process in a fully automated environment. 
This online process has resulted in a dramatic reduction in errors and costly employment 
decisions by our retirees who want to work while continuing to receive their pension. 

 
• Outreach successfully launched a number of interactive online retirement planning and 

education tools including one called GPS, the first of its kind for public retirement systems in 
the nation. Outreach has also posted a number of informational videos cover a range of 
subjects important to the membership and offers each group retirement planning meeting 
format in both live webinar and in-person settings.  
 
One-on-one meetings, the ASRS’ most expensive customer service offering, are down by 
15% over the last calendar year, and 40% over the past 4 years, which outpaces the 
decrease in phone volume.  This is not interpreted as a negative considering the agency’s 
emphasis on online self-service. 
 

 
 

Outreach has also seen steady decline in the number of members attending the educational 
meetings.  This in part is due to the amount of educational information the ASRS now 
provides online.  With this in mind, the agency is not immediately concerned with a decline 
of in-person attendance, as the satisfaction ratings have not decreased. This trend may be 
a result of the continually improving online education portion of our website for our 
membership. 
 

• ASRS was also honored with a Showcase in Excellence Award from the Southwest Alliance 
for Excellence for online member statement process improvements.  This project replaced a 
mass mailed annual statement with real time member statements available to members 
through their secure online account. Emails are sent to each member on their birthday, as a 
reminder to log in, check their account and update any demographics as needed. This 
reduced service demand across all MSD contact centers (phones, emails, one-on-one 
counseling and group counseling), and eliminated the single busiest season for call center 
volume, which created the ability for the Advisory Center to meet service level. 
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• Overall, Member Services is meeting most strategic objectives over the past year, an 
accomplishment not previously achieved thanks to lower member contact volumes. 
 

 
Current Administrative Complexities and Challenges  
  

• Shifting even more member contacts to online and lower-cost services. According to CEM, 
ASRS members currently utilize our most costly point of contact, Member One to One 
Appointments, more frequently than our peers even though our rate of online usage already 
outpaces our domestic peers. Also, not enough retired members log in regularly to the 
website to execute changes in tax elections and direct deposits. 
 

• Retaining a knowledgeable workforce.  With the ever changing legislative requirements, the 
amount of knowledge needed to perform the job of a Benefit Advisor is high. The amount 
invested in training these employees is considerable, yet management’s inability to ensure 
long term compensation plans or provide permanent raises to retain the best staff members 
creates a constant struggle to maintain highly capable staff members with the required 
knowledge base. 
 

• Shortage of TSD development hours.  The number of TSD development hours allocated to 
Member Services to complete new online web based projects is limited by the Oracle 
modernization project and other large financial and security-related projects, restricting the 
ability of MSD to move more functions online. 
 
Current Efforts Underway 

 
• ASRS Forms Online Initiative - A division wide initiative to inform members of the benefits of 

submitting forms online rather than paper forms.  Submitting forms online automates 
processes, reduces errors and operational cost savings from eliminating manual 
processing. 

 
 

• MAC Improvement Plan - A plan in which an advisor’s performance and quality statistics are 
assessed by their supervisor to determine whether or not they are meeting the overall Goal 
of 390 seconds handle time with a 95% quality score.  This plan has already successfully 
contributed to lowering the overall handle time and quality for each member interaction over 
the phone with realized productivity gains, which contributes to meeting service level. 
 

• Retiree Secure Site Enhancements - In December 2014, ASRS rolled out enhancements to 
the retiree secure website, including the ability to see details of benefits and health 
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insurance elections, as well as an easier method to update beneficiaries, taxes and direct 
deposits. The new features are being advertised throughout the winter and next spring in 
multiple newsletters to members both through regular mail and email, as well as through all 
the contact centers. 

 
Strategic Priorities and Initiatives for Member Services for the next 3 to 5 years 
 
The ASRS Strategic Plan contains the following priorities that relate to Member Services: 

• Optimize risk management programs related to: 
o Data and system security 
o Agency effectiveness and efficiency 
o Customer service and satisfaction 

• Ensure outstanding customer service is delivered to: 
o Active members 
o Inactive members 
o Retirees 

• Ensure high productivity by: 
o Effective development and deployment of technology 
o Reducing member reliance on in-person, telephone, and email contacts for service 

and transaction processing 
o Developing alternate ways for members to receive education and counseling 

services without having to rely on in-person counseling 
o Mitigating the need for additional staff in the event of an increase in service demand 
o Continuing to recruit, engage, utilize, and retain a high caliber, professional staff 

capable of optimizing performance 
 
 
Over the next several years, the ASRS will work on the following initiatives to meet these 
priorities: 

1. Examining how it uses Personally Identifiable Information (PII) in its various member 
interactions (member contacts, correspondence, internal reports etc.) to identify possibilities 
for reducing the need to request and use member PII. 

2. Ensuring that the agency is capturing and recording all of its various member contacts in 
order to: 

a. Ensure that ASRS representatives have access to a complete record of member 
contacts (when the contact was made, what the mode of contact was, who the 
ASRS representative was, what the reason for the contact was) 

b. Analyze the reasons for member interactions with the ASRS and develop new 
educational content or services to assist members 

3. Continue its focus on online interactions by: 
a. Developing targeted e-communications to relevant member groups (new members, 

unregistered members, members with no beneficiary, members nearing or at normal 
retirement, etc.) 

b. Identifying gaps in member knowledge and developing online content, video 
tutorials, or webinars to address them 

c. Identifying member groups that are unable to fully utilize online capabilities and 
determining whether new functionality should be added 

d. Identifying services that have not yet been developed online and determining 
whether they should be added 

e. Working to make the secure ASRS website fully sizable and compatible with tablets 
and mobile devices 
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4. Maximizing agency efficiency and increasing customer service through: 
a. Identifying unnecessary steps in business processes 
b. Replacing manual steps with automated processes 
c. Increasing the flexibility and professional development of member services through 

cross-training 
d. Increasing the agency’s capability to proactively perform service audits on member 

accounts, which will reduce the number of service transactions that require an audit 
at the time of the member’s request and reduce the turnaround time of those 
requests. 

e. Identifying opportunities to reduce the number of staff or to reallocate staff to other 
areas of need within the agency 
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Strategic Priorities of Member Services 
 
• Optimize Risk Management 
 
• Ensure Outstanding Customer Service 
 
• Ensure High Productivity 
 
Initiatives of Member Services 
 
• Personally Identifiable Information (PII) 
 
• Capturing Member Contacts 
 
• Continued Focus on Online Interactions 
 
• Maximizing Agency Efficiency 

 



Agenda Item #7 
Director’s Report 

 7a - Compliance
7b - Investments 
7c - Operations

7e - Cash Flow Statement 
7f - Appeals 
7g - Employers Reporting 
  



Agenda Item #7a 
 

Director’s Report 
Compliance 

 

 



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

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

ARIZONA STATE RETIREMENT SYSTEM 
Paul Matson 

Director 

 
 

 
 

 
 

 
 
 

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

Mr. Bernard Glick, Chief Internal Auditor 
 
DATE: January 16, 2015 
 
RE: Internal Audit review of Service Purchase Cost Invoices for the six months ended 

December 31, 2014 
 
 
The Internal Audit Division randomly tested a sample of all service purchase invoices sent to 
members from July 1, 2014 – December 31, 2014 (1,023).  A total of 181 invoices were tested.  
They were reviewed for accuracy of both the credited service to the member and the cost of the 
service purchased.  The following is the breakdown of the invoices tested in our completed 
sample: 84 Forfeited Service (FS); 45 Other Public Service (OPS); 16 Military Service (MS); 8 
Leave of Absence (LOA), and 28 Contributions Not Withheld (CNW).  The sample size was 
determined based on the expected rate of an error occurring in relation to the entire population, 
(plus or minus 5 percent). 
 
During the six months tested, we found no reportable errors; 
 
The agency standard for quality, based on the Strategic Plan, is 98 percent for the sample 
tested.   181 correct cost letters out of 181 sampled = 100 percent quality rating. 
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MEMORANDUM 
 
 
TO: Mr. Kevin McCarthy, Chair, Arizona State Retirement System (ASRS) Board 
 
FROM: Mr. Paul Matson, Director 

Mr. Bernard Glick, Chief Internal Auditor 
 
DATE: January 16, 2015 
 
RE: Internal Audit Review of Refunds Processed for the Period July 1, 2014 to December 

31, 2014 
 
 
The Internal Audit Division (IAD) tested a sample of all refunds sent to members (8,907) for the 
period of July 1, 2014 through December 31, 2014.  A total of 172 refunds were tested for 
accuracy of the calculation.  We used judgmental sampling to determine our selection of refund 
recipients.  A reportable error is one in which the error represents more than 1% of the gross 
refund. 
 
From the testing of the 172 samples selected, we found no reportable errors for this time period.   
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MEMORANDUM 
 
 
TO: Mr. Kevin McCarthy, Chair, Arizona State Retirement System (ASRS) Board 
 
FROM: Mr. Paul Matson, Director 

Mr. Bernard Glick, Chief Internal Auditor 
 
DATE: January 16, 2015 
 
RE: Tri-annual Review of Compliance Issues Regarding Total Fund Investments as of 

October 30, 2014 
 
 

The Internal Audit Division is charged with the monitoring and reporting, every four months, of 
certain “compliance” related topics which are addressed in the Arizona Revised Statutes, 
Section 38-719.  
 
These topics include, but are not limited to, the following; 

• Investment in corporate stocks or equity equivalents is limited to no more than 80% of 
ASRS assets. 

• Investment in foreign securities is limited to no more than 40% of ASRS assets. 

• Internal investment is limited to 60% of total fund assets. 

• No more than 5% of ASRS assets may be invested in securities issued by one 
institution, except for investments guaranteed by the US or federal agencies, measured 
at market value. 

• No more than 10% of ASRS assets may be invested in bonds or other debt of 
multinational development banks, measured at market value 

• IMD staff acknowledged, in writing, that personal securities trading restrictions are being 
followed. 

• Investments are not included in the Office of Foreign Asset Control (OFAC) prohibitions. 
 
For the four month period ending October 30, 2014 we found no exception to these topics. 
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MEMORANDUM 
 
 
TO: Mr. Kevin McCarthy, Chair, Arizona State Retirement System (ASRS) Board 
 
FROM: Mr. Paul Matson, Director 

Mr. Bernard Glick, Chief Internal Auditor 
 
DATE: January 16, 2015 
 
RE: Internal Audit Review of Internal Investment Validation for the month ending 

December 31, 2014 
 
 
The Internal Audit Division reviewed 2770 trade transactions in the month of December on all 
the activity in the E2, E3, E4, E6, E7, E8, E9 and F2 accounts.  Our review included: 

 Determining that the transaction was properly approved. 

 Reviewing the transaction for mathematical accuracy. 

 Ensuring that the description and ticker symbol matched the CUSIP number. 

 Reconciliation of transaction from trade ticket to custody bank transaction download  

 Other tests that we deemed appropriate 
 
No infractions were noted during our review.  Based on this review, we believe the procedures 
for executing and reporting internal investment transactions have been followed for this time 
reportable period. 
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TOTAL FUND POSITIONING – 12/31/15

ACTUAL PORTFOLIO 

ACTUAL PORTFOLIO (ASSUMED GTAA ALLOCATION VS. ADJUSTED SAA POLICY *) 

*Real Estate and Private Equity actual weight is equal to policy weight during the implementation of the asset class.

*Over/Underweights include both GTAA positions as well as IMD tactical considerations.

Note: Opportunistic & Private Debt, Opportunistic Private Equity, Farmland & Timber, Real Estate and Private Equity market values 

are reported on a quarter-lag and adjusted to include the current quarter’s cash flows. Within the Assumed GTAA Allocation vs. 

Adjusted SAA Policy chart, Real Estate was prorated to domestic equity, international equity and fixed income.  Private Equity was 

prorated to domestic equity. 
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Pension (Plan, System, HBS Assets) ASRS Market Value Report As of: Wednesday, December 31, 2014

Active Enh/Passive Active Enh/Passive Active Enh/Passive
State Street B&T: Boston Master Cash & Pension Acct. 467,265,987 467,265,987 1.37%

Cash Total $467,265,987 1.37%
GTAA Managers (2) Active GTAA 964,886,876 964,886,876 2.83%
Blackrock: San Francisco Passive (Intermediate Gov Credit) 24,074,429 24,074,429 0.07%
ASRS: Phoenix Enhanced Passive F2 1,874,272,626 1,874,272,626 5.49%
Blackrock: San Francisco Passive (US Debt Index) 439,176,386 439,176,386 1.29%

Core Fixed Income Total $3,302,410,318 9.68%
Core Fixed Income Policy 13.00%

Columbia: Minneapolis Active 791,195,179 791,195,179 2.32%
JP Morgan: Indianapolis Active 472,707,892 472,707,892 1.39%

High Yield Fixed Income Total $1,263,916,826 3.71%
High Yield Fixed Income Policy 5.00%

US Fixed Income Total $4,566,327,144 13.39%
US Fixed Income Policy Range: 8% - 28% 18.00%

PIMCO (local): Newport Beach Active 209,973,491 209,973,491 0.62%
Ashmore (blended): London Active 208,335,251 208,335,251 0.61%

EM Debt Total $418,308,743 1.23%
EM Debt Policy 4.00%

Opportunistic Debt $1,072,796,012 3.14%
Opportunistic Debt Policy Range: 0% - 10% 0.00%

Private Debt Total $1,455,278,278 4.27%
Private Debt Policy 3.00%

Fixed Income Total $7,979,976,164 23.39%
Total Fixed Income Policy Range: 15% - 35% 25.00%

Intech: FL Active (Growth) 484,634,459 484,634,459 1.42%
LSV: Chicago Active (Value) 832,670,595 832,670,595 2.44%
GTAA Managers (2) Active GTAA 968,743,714 968,743,714 2.84%
ASRS: Phoenix Passive E2 5,184,335,252 5,184,335,252 15.20%
ASRS: Phoenix Enhanced Passive E7 808,490,318 808,490,318 2.37%
ASRS: Phoenix Enhanced Passive E8 541,371,959 541,371,959 1.59%
ASRS: Phoenix Risk Factor Portfolio 545,321,390 545,321,390 1.60%

Large Cap Equity Total $9,365,591,149 27.46%
Large Cap Policy 23.00%

Wellington: Boston  Active (Core) 420,868,784 420,868,784 1.23%
CRM: New York Active (Value) 103,236,374 103,236,374 0.30%
ASRS: Phoenix Passive E3 (Growth) 517,267,409 517,267,409 1.52%
ASRS: Phoenix Passive E4 (Value) 532,786,864 532,786,864 1.56%

Mid Cap Equity Total $1,574,159,431 4.61%
Mid Cap Policy 5.00%

TimesSquare: New York Active SMID (Growth) 461,559,873 461,559,873 1.35%
DFA: Santa Monica    Active (Value) 389,777,207 389,777,207 1.14%
Champlain:Vermont Active (Core) 95,964,099 95,964,099 0.28%
ASRS: Phoenix Passive E6 496,119,727 496,119,727 1.45%

Small Cap Equity Total $1,443,420,906 4.23%
Small Cap Policy 5.00%

U.S. Equity Total $12,383,171,486 36.30%
US Equity Policy Range: 26% - 38% 33.00%

Brandes: San Diego   Active (Value) 545,344,400 545,344,400 1.60%
GTAA Managers (2) Active GTAA 1,027,816,271 1,027,816,271 3.01%
American Century Active (EAFE) 498,143,266 498,143,266 1.46%
Trinity Street Active (EAFE) 309,136,072 309,136,072 0.91%
Thompson Siegel Walmsley Active (EAFE) 147,886,237 147,886,237 0.43%
Blackrock: San Francisco    Passive (EAFE) 2,222,288,719 2,222,288,719 6.51%

Large Cap Developed Non-US Equity Total $4,752,775,822 13.93%
Large Cap Developed Policy 14.00%

AQR: Greenwich Active (EAFE SC) 167,661,488 167,661,488 0.49%
DFA:  Santa Monica Active (EAFE SC) 199,922,009 199,922,009 0.59%
Franklin Templeton: San Mateo Active (EAFE SC) 370,361,171 370,361,171 1.09%
Blackrock: San Francisco    Passive (EAFE SC) 431,062,071 431,062,071 1.26%

Small Cap Developed Non-US Equity Total $1,169,009,522 3.43%
Small Cap Developed Policy 3.00%

William Blair: Chicago Active (EM) 454,582,427 454,582,427 1.33%
Eaton Vance: Boston Active (EM) 465,908,798 465,908,798 1.37%
LSV: Chicago Active (EM) 290,859,615 290,859,615 0.85%
Blackrock: San Francisco    Passive (EM) 642,869,245 642,869,245 1.88%

Emerging Markets Equity Total $1,854,220,086 5.44%
Emerging Markets Policy 6.00%

Non-US Equity Total $7,776,005,430 22.80%
Non-US Equity Policy Range: 16% - 28% 23.00%

Private Equity Total $2,300,452,489 6.74%
Private Equity Policy Range: 5% - 9% 7.00%

Opportunistic Equity $371,383,287 1.09%
Opportunistic Equity Policy Range: 0% - 3% 0.00%

Equity Total $22,831,012,693 66.93%
Total Equity Policy Range: 53% - 73% 63.00%

Gresham: New York 571,087,732 571,087,732 1.67%
GTAA Managers (2) Active GTAA 249,284,312 249,284,312 0.73%

Commodities Total $820,372,044 2.40%
Commodities Policy Range: 1% - 7% 4.00%

GTAA Manager (1) Active GTAA 40,314,479 40,314,479 0.12%
Real Estate Total $2,028,597,469 5.95%

Real Estate Policy Range: 6% - 10% 8.00%
Infrastructure Total $300,000,000 0.88%

Infrastructure Policy Range: 0% - 3% 0.00%
Farmland & Timber Total 151,282,895 $151,282,895 0.44%

Farmland & Timber Policy Range: 0% - 3% 0.00%
Opportunistic Inflation Linked Total $0 0.00%

Opportunistic I/L Policy Range: 0% - 3% 0.00%
Inflation Linked Total $3,300,252,409 9.67%

Inflation Linked Policy Range: 7%-15% 12.00%
TOTAL Amounts $4,102,390,723 $3,877,585,441 $10,909,076,277 $11,921,936,416 $3,451,535,304 $0
TOTAL Percent 12.03% 11.37% 31.98% 34.95% 10.12% 0.00% Total Fund$34,111,241,265

Account Manager Account Manager Style Pct of FundInflation LinkedEquityFixed Income Total
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Actual SAA Policy: Rebalancing Assumed - Adjusted Policy Band check Passive Passive
Asset Class Portfolio  Target (Range) Assumed Port Adj Policy % diff $ diff Actual - Adj Min Actual

Cash 1.37%

Core 9.68% 13% 50% 72%
High Yield 3.71% 5%

US Fixed Income 13.39% 18% (8-28%) 14.60% 18.57% (9-29%) -3.98% -$1,357,108,903 OK

EM Debt 1.23% 4% 4.00%
Opportunistic Debt 3.14% 0% (0-10%) 3.14% 0% (0-10%) 3.14% $1,072,796,012 OK
Private Debt 4.27% 3% 3.00%

Total Fixed Income 23.39% 25% (15-35%) 23.23% 25.57% (16-36%) -2.34% -$798,512,759 OK

Large Cap 27.46% 23%
Mid Cap 4.61% 5%
Small Cap 4.23% 5%

US Equity 36.30% 33% (26-38%) 37.56% 34.14% (27-39%) 3.42% $1,167,203,597 OK 50% 67%

Developed Large Cap 13.93% 14%
Developed Small Cap 3.43% 3%
Emerging Markets 5.44% 6%

Non-US Equity 22.80% 23% (16-28%) 22.17% 23.51% (17-29%) -1.35% -$459,710,377 OK 30% 50%

Private Equity 6.74% 7% (5-9%) 6.74% 6.74% (5-9%) 0.00% $0 OK
Opportunistic Equity 1.09% 0% (0-3%) 1.09% 0% (0-3%) 1.09% $371,383,287 OK

Total Equity 66.93% 63% (53-70%) 67.56% 64.4% (54-71%) 3.16% $1,078,876,508 OK

Commodities 2.40% 4% (1-7%) 2.06% 4.08% (1-7%) -2.03% -$691,332,166 OK
Real Estate 5.95% 8% (6-10%) 5.83% 5.95% (4-8%) -0.12% -$40,314,479 OK
Infrastructure 0.88% 0% (0-3%) 0.88% 0% (0-3%) 0.88% $300,000,000 OK
Farmland & Timber 0.44% 0% (0-3%) 0.44% 0% (0-3%) 0.44% $151,282,895 OK
Opportunistic I/L 0.00% 0% (0-3%) 0.00% 0% (0-3%) 0.00% $0 OK

Total Inflation Linked 9.67% 12% (8-16%) 8.33% 10.03% (6-14%) -1.70% -$580,363,749 OK
Total 100.00% 100% 99.12% 100.00% -0.88% -$300,000,000 30% 43%

Internally Managed Portfolios:
Total GTAA $9,954,644,156 29%
Bridgewater $2,672,645,672 7.8% Opportunistic definitions:
Windham $578,399,980 1.7% 1) Tactical in nature: Function of market dislocation AND
Total $3,251,045,651 9.5% 2a) Outside SAA benchmark, OR
Policy 10% ±5% OK 2b) Within SAA benchmark but absolute return oriented



ARIZONA STATE RETIREMENT SYSTEM
Investment Management Division 

ASRS Pension and HBS Assets
Public Securities Markets Period Ending Dec 31, 2014

Investment Managers Performance Summary PRELIMINARY

Net Returns (%) Excess Returns (basis points)
Annualized Annualized

Style Inception Amount ($mil.) Month 3 Months YTD 1 Year 3 Years 5 Years 10 Years ITD Month 3 Months YTD 1 Year 3 Years 5 Years 10 years ITD

US EQUITY LARGE CAP

E2 MODEL  
S&P 500 INDEX 

INDEXED         04/01/1997 5,185 -0.23
-0.25

4.99
4.93

13.76
13.69

13.76
13.69

20.41
20.41

15.46
15.45

7.73
7.67

7.84
---

3 6 7 7 -1 0 5 8

INTECH LARGE CAP  
S&P/CITIGROUP 500 GROWTH

QUANTITATIVE    01/01/2003 485 -0.96
-0.96

2.99
5.06

10.05
14.89

10.05
14.89

19.18
20.46

15.06
16.05

7.79
8.55

9.98
---

-1 -207 -484 -484 -128 -98 -76 31

LSV ASSET MANAGEMENT  
LSV CUSTOM INDEX

QUANTITATIVE    01/01/2003 833 0.76
0.54

4.21
4.78

11.38
12.36

11.38
12.36

23.23
20.40

16.73
14.86

8.89
6.74

11.66
---

22 -57 -97 -97 284 187 215 229

E7  
MSCI USA High Dividend Yield Index

INDEXED         08/01/2012 809 -0.69
-0.74

4.49
4.50

14.83
14.91

14.83
14.91

---
---

---
---

---
---

18.07
---

5 -1 -8 -8 --- --- --- 9

E8  
MSCI USA Minimum Volatility Index

INDEXED         08/01/2012 542 0.14
0.12

8.07
8.02

16.73
16.54

16.73
16.54

---
---

---
---

---
---

17.50
---

3 4 19 19 --- --- --- 61

TOTAL US EQUITY LARGE CAP $ 7,853

US EQUITY MID CAP

WELLINGTON MANAGEMENT COMPANY LLP  
S&P 400 MIDCAP INDEX 

FUNDAMENTAL     07/01/2002 421 0.34
0.82

4.93
6.35

10.51
9.77

10.51
9.77

22.51
19.99

15.86
16.54

10.85
9.71

11.61
---

-49 -142 74 74 252 -68 115 101

E3 MODEL  
S&P/CITIGROUP 400 GROWTH

INDEXED         12/01/2000 517 0.29
0.24

5.87
5.84

7.60
7.57

7.60
7.57

18.92
18.76

17.07
16.72

10.58
10.03

8.76
---

5 3 3 3 16 35 55 56

CRM MID CAP VALUE  FUNDAMENTAL     01/01/2004 103 1.03 5.12 6.14 6.14 18.69 13.22 8.43 9.89 -40 -176 -596 -596 -259 -318 -91 -28
E4 MODEL  

S&P/CITIGROUP 400 VALUE
INDEXED         07/01/2002 533 1.44

1.43
6.90
6.88

11.98
12.10

11.98
12.10

21.23
21.28

16.33
16.40

9.60
9.34

10.83
---

0 2 -12 -12 -4 -7 26 20

TOTAL US EQUITY MID CAP $ 1,575

US EQUITY SMALL CAP

DIMENSIONAL FUND ADVISORS EQFD  
DFA BLENDED BENCHMARK

QUANTITATIVE    09/01/1998 390 0.71
2.72

3.40
10.44

3.53
7.54

3.53
7.54

21.49
21.18

16.88
16.96

8.83
8.76

12.29
---

-201 -704 -401 -401 30 -8 8 91

TIMESSQUARE CAPITAL MANAGEMENT  
 RUSSELL 2500 GROWTH 

FUNDAMENTAL     04/01/2005 462 0.39
1.27

5.52
7.49

2.21
7.05

2.21
7.05

20.66
20.47

17.28
17.27

---
---

12.39
---

-88 -197 -484 -484 19 1 --- 228

CHAMPLAIN INVESTMENT PARTNERS LLC  FUNDAMENTAL     01/01/2008 96 1.26 10.15 5.26 5.26 16.96 15.84 --- 10.15 -160 30 -50 -50 -328 -144 --- 39
E6  

S&P 600 SMALL CAP 
INDEXED         02/01/2007 496 2.92

2.86
9.94
9.85

5.75
5.76

5.75
5.76

20.23
20.24

17.15
17.27

---
---

8.63
---

6 9 0 0 -1 -12 --- 36

TOTAL US EQUITY SMALL CAP $ 1,444

TOTAL US EQUITY $ 10,871

INTERNATIONAL DEVELOPED LARGE CAP

BRANDES INVESTMENT PARTNERS INT EQ  
BRANDES CUSTOM INDEX

FUNDAMENTAL     10/01/1998 545 -3.59
-3.46

-4.32
-3.57

-4.24
-4.90

-4.24
-4.90

10.98
11.40

5.30
5.95

4.34
5.87

8.87
---

-12 -75 66 66 -41 -65 -153 279

AMERICAN CENTURY   FUNDAMENTAL     07/01/2014 498 -3.19 -1.46 --- --- --- --- --- -6.23 28 211 --- --- --- --- --- 301
BGI EAFE INDEX  INDEXED         07/01/2009 2,218 -3.45 -3.56 -4.66 -4.66 11.34 5.64 --- 9.00 2 2 24 24 -6 -8 --- -8
THOMSON, SIEGEL & WALMSLEY  FUNDAMENTAL     07/01/2014 148 -3.11 -2.93 --- --- --- --- --- -8.62 36 65 --- --- --- --- --- 62

Jan 7, 2015 6:42:52 PM



ARIZONA STATE RETIREMENT SYSTEM
Investment Management Division 

ASRS Pension and HBS Assets
Public Securities Markets Period Ending Dec 31, 2014

Investment Managers Performance Summary PRELIMINARY

Net Returns (%) Excess Returns (basis points)
Annualized Annualized

Style Inception Amount ($mil.) Month 3 Months YTD 1 Year 3 Years 5 Years 10 Years ITD Month 3 Months YTD 1 Year 3 Years 5 Years 10 years ITD

TRINITY STREET  
MSCI EAFE NET 

FUNDAMENTAL     07/01/2014 309 -3.71
-3.46

-4.90
-3.57

---
---

---
---

---
---

---
---

---
---

-11.03
---

-25 -133 --- --- --- --- --- -179

TOTAL INTERNATIONAL DEVELOPED LARGE CAP $ 3,719

INTERNATIONAL DEVELOPED SMALL CAP

AQR CAPITAL  FUNDAMENTAL     06/01/2013 168 -0.50 -1.45 -3.56 -3.56 --- --- --- 9.24 5 82 139 139 --- --- --- 174
BLACKROCK EAFE SMALL CAP  INDEXED         06/01/2010 431 -0.55 -2.03 -4.76 -4.76 13.86 --- --- 11.23 -1 24 19 19 -21 --- --- -16
DIMENSIONAL FUND ADVISORS INTL SC  QUANTITATIVE    09/01/2005 200 -1.09 -5.35 -6.69 -6.69 13.86 6.69 --- 5.21 -54 -308 -175 -175 -21 -222 --- -26
FRANKLIN TEMPLETON INVESTMENTS  

MSCI EAFE SMALL CAP NET 
FUNDAMENTAL     04/01/2011 370 0.72

-0.54
-2.99
-2.27

-11.37
-4.95

-11.37
-4.95

14.46
14.07

---
---

---
---

6.86
---

126 -72 -642 -642 38 --- --- 153

TOTAL INTERNATIONAL DEVELOPED SMALL CAP $ 1,169

INTERNATIONAL EMERGING MARKETS

BLACKROCK EMERGING MARKETS   INDEXED         10/01/2010 644 -4.58 -4.52 -2.43 -2.43 3.81 --- --- -0.52 3 -2 -24 -24 -47 --- --- -43
EATON VANCE EMERGING MARKET EQUITY  QUANTITATIVE    12/01/2010 466 -6.02 -8.47 -4.30 -4.30 5.03 --- --- -0.02 -141 -397 -211 -211 75 --- --- 12
LSV EMERGING MARKET EQUITY  QUANTITATIVE    12/01/2010 292 -4.25 -4.76 -0.29 -0.29 6.41 --- --- 1.07 36 -25 190 190 213 --- --- 121
WILLIAM BLAIR & COMPANY  

MSCI EMF NET 
FUNDAMENTAL     11/01/2010 461 -3.15

-4.61
-1.09
-4.50

4.91
-2.19

4.91
-2.19

9.35
4.28

---
---

---
---

2.61
---

146 342 709 709 506 --- --- 339

TOTAL INTERNATIONAL EMERGING MARKETS $ 1,862

TOTAL INTERNATIONAL EQUITY $ 6,750

RISK FACTOR PORTFOLIO

RISK FACTOR PORTFOLIO  OVERLAY         06/01/2013 545 -0.03 5.44 13.69 13.69 --- --- --- 18.19
TOTAL RISK FACTOR PORTFOLIO $ 545

TOTAL EQUITY W/ RISK FACTOR OVERLAY $ 18,169

CORE FIXED INCOME

BGI US DEBT FD  INDEXED         05/01/2014 440 0.15 1.82 --- --- --- --- --- 3.35 6 2 --- --- --- --- --- 17
F2 MODEL  

Barclays Aggregate 
INDEXED         10/01/2000 1,874 0.21

0.09
1.92
1.79

5.98
5.97

5.98
5.97

2.89
2.66

4.61
4.45

4.94
4.71

5.65
---

11 13 2 2 23 16 23 16

BGI GOVT/CRDTBD INDEX  
Barclays Gov/Credit Int 

INDEXED         11/01/2008 24 -0.25
-0.32

0.93
0.89

3.31
3.13

3.31
3.13

2.16
2.03

3.66
3.54

---
---

4.85
---

7 4 18 18 13 12 --- 10

TOTAL CORE FIXED INCOME $ 2,338

HIGH YIELD FIXED INCOME

COLUMBIA MANAGEMENT INV. ADVISORS, LLC  FUNDAMENTAL     10/01/2009 791 -0.74 0.69 4.04 4.04 8.58 9.11 --- 9.56 71 169 159 159 15 8 --- -27
JP MORGAN HIGH YIELD  

Barclays Corp High Yield 
FUNDAMENTAL     07/01/2013 473 -0.89

-1.45
-0.23
-1.00

2.54
2.45

2.54
2.45

---
---

---
---

---
---

5.72
---

56 77 9 9 --- --- --- 12

TOTAL HIGH YIELD FIXED INCOME $ 1,264

Jan 7, 2015 6:42:52 PM



ARIZONA STATE RETIREMENT SYSTEM
Investment Management Division 

ASRS Pension and HBS Assets
Public Securities Markets Period Ending Dec 31, 2014

Investment Managers Performance Summary PRELIMINARY

Net Returns (%) Excess Returns (basis points)
Annualized Annualized

Style Inception Amount ($mil.) Month 3 Months YTD 1 Year 3 Years 5 Years 10 Years ITD Month 3 Months YTD 1 Year 3 Years 5 Years 10 years ITD

EMERGING MARKETS DEBT

ASHMORE EMERGING MKT DBT BLEND  
EMERGING MARKETS BLENDED INDEX

FUNDAMENTAL     01/01/2013 208 -4.51
-4.17

-4.78
-3.55

-3.25
-0.20

-3.25
-0.20

---
---

---
---

---
---

-4.61
---

-34 -123 -306 -306 --- --- --- -141

PIMCO EMERGING MARKET DEBT LC  
JPM GBI-EM Global Diversified Index

FUNDAMENTAL     01/01/2013 209 -6.42
-5.93

-6.78
-5.71

-5.80
-5.72

-5.80
-5.72

---
---

---
---

---
---

-8.29
---

-49 -107 -9 -9 --- --- --- -93

TOTAL EMERGING MARKETS DEBT $ 417

      TOTAL PUBLIC FIXED INCOME $ 4,019

GTAA
BRIDGEWATER ASSOCIATES GLBL TAA  

GTAA CUSTOM BENCHMARK
FUNDAMENTAL     01/01/2004 2,678 -0.56

-1.25
2.40
1.19

7.63
5.41

7.63
5.41

13.17
12.05

13.47
9.76

8.77
6.10

9.05
---

70 121 222 222 112 372 267 255

WINDHAM  
WINDHAM CUSTOM INDEX

QUANTITATIVE    10/01/2011 580 -2.12
-1.08

-1.49
2.08

0.32
7.07

0.32
7.07

7.89
12.39

---
---

---
---

9.08
---

-105 -357 -674 -674 -450 --- --- -477

TOTAL GTAA $ 3,258

GLOBAL INFLATION LINKED

GRESHAM  
Bloomberg Commodity Index Total Return

FUNDAMENTAL     09/01/2010 571 -7.73
-7.63

-13.14
-12.10

-17.08
-17.01

-17.08
-17.01

-8.35
-9.43

---
---

---
---

-2.64
---

-11 -104 -8 -8 108 --- --- 239

TOTAL GLOBAL INFLATION LINKED $ 571

TOTAL PUBLIC MARKET $ 26,484

   

Jan 7, 2015 6:42:52 PM



ARIZONA STATE RETIREMENT SYSTEM
Investment Management Division 

ASRS Long Term Disability Assets Period Ending Dec 31, 2014
Investment Managers Performance Summary PRELIMINARY

Net Returns (%) Excess Returns (basis points)
Annualized Annualized

Inception Amount ($mil.) Month 3 Months YTD 1 Year 3 Years 5 Years 10 Years ITD Month 3 Months YTD 1 Year 3 Years 5 Years 10 years ITD

BLACKROCK - US DEBT FUND B  
Barclays Aggregate 

01/01/2011 30.3 0.16
0.09

1.80
1.79

6.14
5.97

6.14
5.97

2.72
2.66

---
4.45

---
4.71

3.97
---

7 1 18 18 6 --- --- 4

BLACKROCK - US HIGH YIELD FUND B  
Barclays Corp High Yield 

01/01/2011 17.9 -1.29
-1.45

-0.53
-1.00

2.86
2.45

2.86
2.45

8.13
8.43

---
9.03

---
7.74

7.36
---

16 48 41 41 -30 --- --- -20

BLACKROCK-LTD-EM BD INDX FD B  
JPM GBI-EM Global Diversified Index

01/01/2013 9.1 -5.95
-5.93

-5.91
-5.71

-6.29
-5.72

-6.29
-5.72

---
0.07

---
2.63

---
6.65

-8.15
---

-2 -20 -57 -57 --- --- --- -79

BLACKROCK - RUSSELL 1000 FUND B  
 RUSSELL 1000 

01/01/2011 96.1 -0.23
-0.23

4.87
4.88

13.20
13.24

13.20
13.24

20.60
20.62

---
15.64

---
7.96

15.53
---

0 -1 -4 -4 -2 --- --- 1

BLACKROCK - RUSSELL 2000 FUND B  
RUSSELL 2000 

01/01/2011 16.6 2.88
2.85

9.78
9.73

5.08
4.89

5.08
4.89

19.40
19.21

---
15.55

---
7.77

13.06
---

3 5 18 18 18 --- --- 18

BLACKROCK - EAFE INDEX FUND B  
MSCI EAFE NET 

01/01/2011 34.1 -3.45
-3.46

-3.58
-3.57

-4.87
-4.90

-4.87
-4.90

11.10
11.40

---
5.72

---
4.86

4.81
---

1 -1 3 3 -29 --- --- -29

BLACKROCK EAFE SMALL CAP FUND B  
MSCI EAFE SMALL CAP NET 

01/01/2011 8.2 -0.55
-0.54

-2.03
-2.27

-4.70
-4.95

-4.70
-4.95

13.91
14.07

---
8.91

---
6.36

5.61
---

-1 23 25 25 -16 --- --- -17

BLACKROCK MSCI EMERGING MARKETS FUND B  
MSCI EMF NET 

01/01/2011 14.5 -4.59
-4.61

-4.54
-4.50

-2.50
-2.19

-2.50
-2.19

3.78
4.28

---
2.04

---
---

-2.32
---

1 -4 -32 -32 -50 --- --- -47

BGI-LTD- R ESTATE FD  
WILSHIRE RESI 

01/01/2005 23.1 1.77
1.86

14.99
15.03

31.68
31.51

31.68
31.51

15.92
17.22

16.79
17.69

7.89
8.36

7.89
---

-9 -4 16 16 -130 -90 -47 -47

BLACKROCK DJ UBS COMM FUND B  
Bloomberg Commodity Index Total Return

01/01/2011 5.7 -7.64
-7.63

-12.18
-12.10

-17.30
-17.01

-17.30
-17.01

-9.68
-9.43

---
-5.53

---
-1.86

-10.74
---

-1 -9 -29 -29 -25 --- --- -32

LONG TERM DISABILITY - CASH  
91 DAY TREASURY BILL 

07/01/1995 1.6 0.00
0.00

0.00
0.00

0.00
0.03

0.00
0.03

0.01
0.07

0.07
0.09

1.65
1.56

2.72
---

0 0 -3 -3 -6 -2 9 -5

TOTAL LTD $ 257.1

Jan 7, 2015 6:43:29 PM
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Member Advisory Center: Phone
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comparison of calls by month and year 

2015 FYTD =  81,559  ( -7% )
2014 FYTD =  87,975
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Member Advisory Center: One-on-One

Jul Aug Sep Oct Nov Dec Jan Feb Mar Apr May Jun

Appointments 1 1 0 1 1 1
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Reception/Express 0 0 0 0 0 0

Health Insurance 4 5 5 6 8 5
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Timeliness (average wait time in minutes)
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2nd Quarter 2014 
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Very Satisfied + Satisfied = 94% 
Strategic Plan Objective = 90% 
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percent seen within objective wait time 

Appointments FY 15 Avg. = 96.55% Walk-Ins FY 15 Avg. =  94.91%

Reception/MAC Express FY 15 Avg. = 99.92% Health Insurance FY 15 Avg.= 87.46%
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Volume 
number of one-on-one counseling sessions by type 

LTD Vendor, Health Insurance and MAC Express FY 15 (4,238) Walk-Ins FY 15 (2,288)

Appointments FY 14 (3,298) Total FY 14 (10,038)

Total FY 15 (9,262) (-7.7%)
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Member Advisory Center: E-Mail
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comparison of 'ask MAC' e-mails received by month and year 

2015 FYTD =  5,951  ( -4% )
2014 FYTD =  6,179
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2015 FYTD Avg. = 80.48%
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Outreach Education and Benefit Estimates
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by type of meeting 

Planning For Retirement Attendees 2015 FYTD  (Webinar) =  317
Planning For Retirement Attendees 2015 FYTD (In-Person) =  1,381
Retire Now Attendees 2015 FYTD =  602
2014 FYTD =  2,381
2015 FYTD =  2,300  ( -3% )
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Service Purchase

4 2 2 2 3 3 7 3 5 5 6 6
Jul Aug Sep Oct Nov Dec Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Jan Feb Mar Apr May Jun

2 1 1 1 1 3
Jul Aug Sep Oct Nov Dec Jan Feb Mar Apr May Jun

13

Timeliness (average turnaround time in business days) Timeliness (average turnaround time in business days)

Timeliness (average turnaround time in business days)

Requests 
Pending 

as of 
December 
31, 2014

Cost 
Invoices 
Pending

490

Payments 
Pending

0
250
500
750

1,000
1,250
1,500
1,750
2,000
2,250
2,500
2,750

Jul Aug Sep Oct Nov Dec Jan Feb Mar Apr May Jun

Total Volume 
comparison by month and year 

PDAs Processed 2015 FYTD = 36 ( -54% )
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Lump Sum Purchases Processed 2015 FYTD = 865 ( -11% )
Completed Cost Invoices 2013 FYTD = Completed Cost Invoices 2015 FYTD = 1,038 ( -9% )
Requested Cost Invoices 2013 FYTD = Requested Cost Invoices 2015 FYTD = 1,609 ( 5% )
Combination of All Above 2014 FYTD = 3,886
Combination of All Above 2015 FYTD = 3,652  ( -6% )
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Refunds
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2015 FYTD =  7,488  ( -2% )
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New Retiree and Pension Payroll
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comparison by month and year  

2015 FYTD =  3,586 (  3% )
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2015 FYTD =  769,456 ( 5% )
2014 FYTD =  736,077
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comparison by month and year 

Adjustments 2015 FYTD =  378
Audits 2015 FYTD =  5,384
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Survivor Benefits
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Non-Retired 2015 FYTD =  415 ( -41% )
Retired 2015 FYTD =  1,311 ( 6% )
Total 2014 FYTD =  1,941
Total 2015 FYTD =  1,726 ( -11% )
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Non-Retired 2015 FYTD =  550 ( -39% )
Retired 2015 FYTD =  1,328 ( 6% )
Total 2014 FYTD =  2,152
Total 2015 FYTD =  1,878 ( -13% )
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Lump Sum (Non-Retired) 2015 FYTD =  488 ( -10% )
Annuitant (Non-Retired/Retired) 2015 FYTD =  318 ( -6% )
Total 2014 FYTD =  880
Total 2015 FYTD =  806 ( -8% )
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ASRS Disability Plans - Monthly Highlights
December 2014
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Public Website: www.azasrs.gov

Reach 214 206 160
Post Clicks 14 3 13

Followers: 81
118

Engagement Rate: 1.6%
Link Clicks: 29
Retweets: 1
Favorites: 6

Replies: 0

Followers: 1,247

Impressions per day:
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Shares
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Secure Website:  secure.azasrs.gov
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APPROPRIATIONS EXPENDED
FISCAL YEAR 2015 YTD

OPERATING BUDGET
Personal Services 12,757,000$               5,833,500$          45.73%
Employee Related Expenses 5,021,000$                 2,338,600$          46.58%
Professional & Outside Services 1,079,300$                 696,100$             64.50%
Travel 78,600$                       53,500$               68.07%
Other Operating Expenses 2,684,800$                 766,800$             28.56%
Equipment 389,500$                     74,900$               19.23%

Operating Subtotal 22,010,200$               9,763,400$          44.36%

OTHER APPROPRIATIONS
Long Term Disability Administration 2,800,000$                 796,500$             28.45%
Oracle Forms and Reports Modernization (Yr. 2) 4,484,500$                 571,100$             12.73%

TOTAL FY 2014 Appropriated Funds 29,294,700$            11,131,000$     38.00%

APPROPRIATIONS EXPENDED
PRIOR YEAR TO DATE

PRIOR YEAR LEGISLATIVE APPROPRIATIONS
 (NON-LAPSING)

FY 2014 - Oracle Forms and Reports Modernization (Yr. 1) 1,390,000$                 1,390,000$          100.00%
FY 2014 - HB 2562 - 401(a) and LTD for Ineligibles 502,400$                     61,400$               12.22%
FY 2012 - SB 1614 - ASRS Contribution Rate 600,000$                     595,700$             99.28%
FY 2011 - HB 2389 - ASRS Plan Design Changes 1,341,700$                 1,247,100$          92.95%

 APPROPRIATIONS EXPENDED
REMAIINING YTD

PRIOR YEAR OPERATING APPROPRIATIONS
 (NON-LAPSING)

FY 2011, ASRS Operating Budget & LTD Admin 796,800$                     -$                         0.00%

Arizona State Retirement System
FY 2015 Appropriated Budget

(as of December 31, 2014)

% 
EXPENDED

% 
EXPENDED

% 
EXPENDED



Budget Summary for Fiscal Year 2015 
As of December 31, 2014 

 
 
Operating Budget 
The operating budget information on the previous page is based on funding approved by the 
Board and the Legislature for fiscal year July 1, 2014 through June 30, 2015.  These ASRS 
operating expenses are distinguished from other areas of ASRS spending authority: such as 
expenditures for investment management and benefits payments.  Administrative salaries and 
employee benefits, supplies, equipment and ongoing operational costs associated with 
information and financial systems for the ASRS Board and ASRS employees are funded from 
the operating budget.  Expenditures to date include thirteen pay periods (50 % of the annual 
payrolls) of fiscal year 2015.  
 
Other Appropriations 
Other appropriations, which are considered part of the annual budget, represent other 
appropriations for specific programs or services authorized by the Board and the Legislature.   
 

• Long Term Disability Administration Fund 
The amount appropriated for the administration costs of the LTD program.   
Expended year-to-date amounts reflect payments for services through 10/31/2014.  
 

• Oracle Forms and Reports Modernization 
The amount appropriated (non-lapsing) for the second year of the software 
modernization project.  
 

Non-Lapsing Appropriations for Legislative Initiatives 
 
The amount appropriated by the Legislature for the implementation of: 

− FY 2014 - Oracle Forms and Reports Modernization (Yr. 1) 
− FY 2014 - HB 2562 - 401(a) and LTD for Ineligibles 
− FY 2012 - SB 1614 - ASRS Contribution Rate 
− FY 2011 - HB 2389 - ASRS Plan Design Changes 
− FY 2011 - ASRS Operating Budget and LTD Admin 

• HB 2024, Section 93 modified the FY 2011 ASRS appropriations to be non-
lapsing appropriations.  The ASRS has the ability to utilize the unspent portion of 
these appropriations in ensuing fiscal years. 

 
 

Explanation of Columns 
 
1) The Appropriations column represents funds that have been approved by the Legislature 

and the ASRS Board for FY 2015, and includes prior year legislative appropriations. 
 
2) The Expended column represents the expenditures to date.   
 
3) The % Expended column identifies the portion of each line item that has been expended to 

date.  This column is intended to be a guide to the rate of spending during the fiscal year.  
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ASRS FISCAL YEAR 2015, CONTINUOUSLY APPROPRIATED REPORT
(with summarized Appropriated Expenses)

DESCRIPTION EXPENDED  YTD 
as of 12/31/14

ESTIMATED ANNUAL 
EXPENSES

(Projections updated quarterly)

EST. ANNUAL 
EXPENSES AS % OF 

AUM

EST. ANNUAL 
EXPENSES PER 

MEMBER 

Custodial Banking, Security Lending and Master Cash STIF Fees 663,000                    2,692,000                       
Internal Investment Management (Salaries and Benefits) 726,000                    1,500,000                       
Public Markets

External Investment Management Fees 18,530,000               72,327,000                     
Transactional and Other Fees 664,000                    3,616,000                       
Private Markets

Private Debt and Equity Management Fees 20,400,000               39,160,000                     
Private Debt and Equity Performance Incentive and Other Fees 28,742,000               33,286,000                     

Real Estate, Farmland and Timber and Infrastructure Management Fees 11,954,000               25,523,000                     
Real Estate, Farmland and Timber and Infrastructure Performance Incentive and Other Fees 15,358,000               24,246,000                     

Opportunistic Debt and Equity Management Fees 5,691,000                 15,000,000                     
Opportunistic Debt and Equity Performance Incentive and Other Fees 7,112,000                 30,000,000                     

Investment Management Expenses 109,840,000$   247,350,000$         0.720%  $             449.48 
Investment Consulting Services 1,556,000                 4,831,000                       
Investment Related Legal Services 721,000                    906,000                          
Investment Electronic Information Services 609,000                    1,594,000                       
External Financial Consulting Services 33,000                      75,000                            

Investment Related Consulting, Legal and Information Services 2,919,000$        7,406,000$             0.022%  $               13.46 
Rent 625,000             1,505,000               0.004%  $                 2.73 

Actuarial Consulting Fees 501,000             1,225,000               0.004%  $                 2.23 
Retiree Payroll (Disbursement Administration) 1,051,000          2,216,000               0.006%  $                 4.03 

Total Continuously Appropriated Expenses 114,936,000$   259,702,000$         0.756%  $             471.93 

*Total Current Year Appropriated Expenses 11,511,300$      29,794,700$           0.087%  $               54.14 
 *Includes estimate prior year non-lapsing legislative appropriations of $500,000 

Total Expenses (Continuously Appropriated and Appropriated) 126,447,300$   289,496,700$         0.842%  $             526.07 

ASRS Estimated Total Market Value of Assets Under Management (AUM) as of December 31, 2014 34,368,355,000$         
ASRS Total Membership as of June 30, 2014 550,300                        
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Continuously Appropriated Expenses for FY 2015 
Estimated Expenditures 

 
 
The Arizona State Retirement System (ASRS) investment and administrative costs are expended in 
accordance with Arizona Revised Statutes (A.R.S.), Title 38, Chapter 5, Article 2, Section 38-721.  A.R.S. 
Section 38-721, Subsection C, lists specific expenditures that are continuously appropriated and are allowable 
in the amount deemed necessary by the Board. 
 
These specific expenditures are described below: 
 

1. Investment management fees and related consulting fees necessary to meet the Board’s 
investment objectives 

 
Internal Investment management 

 ASRS Investment Management Division staff base salaries and employer portion of 
staff benefits and payroll taxes. 

 
External investment management fees 

 Public Markets 
 External investment management fees (public). 

o Management fees (public) year-to-date expenditure amounts reflect 
the fees due for the first quarter of FY 2015. 

 Transactional and other fees include foreign taxes and commissions on 
derivatives and other incidental costs.  
 

 Private Markets 
 Private Debt and Equity, Real Estate, Farmland and Timber and 

Infrastructure and Opportunistic Debt and Equity investment management 
fees. 

 Performance incentive fees include performance incentives and carried 
interest, which are only paid upon successful performance of the manager 
after other return hurdles are met.  Other fees are the ASRS proportional 
share of the transactional and operational cost of the underlying investment 
structure.   Each of these fees is only paid if earned or incurred, and 
therefore may vary each quarter.  

 Management and performance incentive fees year-to-date expenditure 
amounts reflect the fees due for the first two quarters of FY 2015. 
 

Consulting fees 
 Includes investment related consulting and legal fees, electronic information services 

and subscriptions, custodial banking administrative fees, external auditing service 
fees. 

 
2. Rent 

 Costs associated with rent as tenants for occupancy in the 3300 Tower in Phoenix and in the 
satellite office in Tucson.   
 

3. Actuarial consulting fees 
 Costs associated with actuarial services related to plan design, administration and valuations. 

 
4. Retiree Payroll 

 Costs associated with administering retiree pension benefits and disbursements, including 
third-party payroll administration fees, postage and benefit related consulting fees.   
 

The report includes projected expenditures for the current fiscal year.  Actual expenditures are reported 
monthly and estimated annual expenses are reviewed and adjusted quarterly.  The estimated annual expenses 
reflected were last updated as of the close of the quarter ending September 30, 2014.  
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*Final amounts may vary due to adjustments in per diem and reimbursements.

Date Purpose Location Attendee Cost

Sept. 07-08, 2014 Index User Group Conference Sacramento, CA Dave Underwood $641.72
Sept. 09-11, 2014 Atlassian Summit San Jose, CA Aaron Chandler $2,425.11
Sept. 09-11, 2014 Atlassian Summit San Jose, CA Michelle Roshto $2,465.09
Oct. 08-09, 2014 IShares Conference / Due Diligence (BlackRock) San Francisco, CA Dave Underwood $50.00

Oct. 5-13, 2014
Liquid Alternative Strategies and Global Dist. Summit,  
TENEX Advisory meeting and Due Diligence

New York, NY
Paul Matson $1,670.80

Oct. 19-21, 2014 Q-Group Fall Seminar Program Dana Point, CA Tom Connelly $1,542.92
Oct. 22 - 24, 2014 To attend the 2nd DRRT U.S. Conference Miami, FL Micheal Copeland $492.94
Oct. 25 - 29, 2014 To attend NPEA Conference Portland, OR Carol English $972.84
Oct. 25 - 29, 2014 To attend NPEA Conference Portland, OR Julie Lockwood $944.84
Oct. 28 - Nov. 8, 2014 IFC Advisory Comm and Due Diligence New York, NY

Washington, DC
Philadelphia, PA

Karl Polen $745.51

Oct. 25 - 29, 2014 P2F2 Conference Nashville, TN Tanya Wright $1,934.28
Oct. 25 - 29, 2014 P2F2 Conference Nashville, TN Erin Higbee $1,796.10
Oct. 25 - 29, 2014 P2F2 Conference Nashville, TN Liz Rozzell $1,757.28
Nov. 4 - 6, 2014 2014 Invesco Real Estate Conference La Jolla, CA Gary Dokes $235.20
Nov. 12-14, 2014 THL Partners Annual Meeting Boston, MA Eric Glass $379.64
Dec. 3-5, 2014 Deposition Dallas, TX Jothi Beljan $615.95

Total: $9,874.58

ASRS 2014 Out of State Travel Expenditures
*Numbers are Unaudited
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Action
Calendar 

Year
Proposed

Calendar 
Year

Adopted

Reduction in Total 
Contribution Rate*

Annual Reduction in 
Total Contribution 

Amount
Past Future Past Future

1 Change basis for service purchases from normal cost to actuarial 
present value (APV) 2003 2004 0.60% $52.51 $667.40 $366.18 $667.40 $1,141.52

2 Correction of Permanent Benefit Increase (PBI) reserve 2003 2004 0.04% $3.50 $44.30 $24.41 $44.30 $24.41
3 Decrease interest credited on withdrawn contributions from 8% to 4% 2004 2004 0.27% $23.63 $349.95 $164.79 $349.95 $513.70
4 Decrease interest credited on withdrawn contributions from 4% to 2% 2012 2012 0.44% $38.51 $40.58 $268.55 $40.58 $837.17
5 Redesign non-retired survivor benefits*** 2013 2013 0.02% $1.75 $1.84 $12.20 $1.84 $38.04

1.37% $119.90 $1,104.07 $836.13 $1,104.07 $2,554.84
1.37% $119.90 

Past Future Past Future
6 Long Term Disability (LTD) program design changes 2003 2004 0.02% $1.75 $26.52 $12.20 $26.52 $38.04
7 Reimbursements for early retirement incentives 2003 2004 0.18% $15.75 $233.08 $109.83 $233.08 $342.39
8 Increase interest rate on payroll deduction agreements (PDAs) from 0% 

to 8% 2004 2004 0.16% $14.00 $207.62 $97.63 $207.62 $304.35

9 Pop-up restrictions 2005 2006 0.41% $37.51 $415.67 $261.58 $415.67 $815.43
10 Rescinding modified Deferred Retirement Option Plan (mDROP) 2005 2006 0.50% $43.72 $499.68 $304.89 $499.68 $950.43
11 LTD changes to offsets and pre-existing condition period 2005 2007 0.15% $13.13 $128.03 $91.56 $128.03 $285.43
12 Recapture of unclaimed monies 2007 2008 0.01% $0.56 $5.59 $3.91 $5.59 $12.17
13 Eliminate 80% cap on retirement benefits 2008 2009 0.04% $3.50 $18.13 $24.41 $18.13 $76.09
14 Require 20/20 Rule for dual employment situations 2009 2009 0.04% $3.25 $16.77 $22.66 $16.77 $70.65
15 Eliminate enhanced refunds**** 2005 2010 0.16% $14.07 $31.19 $98.12 $31.19 $305.87
16 Replace Rule of 80 with Rule of 85**** 2006 2010 0.30% $26.38 $58.47 $183.96 $58.47 $573.48
17 Replace 36-month average salary with 60-month average**** 2006 2010 0.25% $21.99 $48.73 $153.35 $48.73 $478.04 
18 Apply Alternative Contribution Rate (ACR) to return-to-work**** 2011 2011 0.25% $21.99 $48.73 $153.35 $48.73 $478.04 
19 Compute service purchases with 6% discount rate 2012 2012 0.08% $7.08 $7.46 $49.37 $7.46 $153.91 
20 Eliminate service purchases through partial lump sums 2012 2012 0.07% $5.74 $6.05 $40.03 $6.05 $124.78 
21 Eliminate Permanent Benefit Increases for future members 2013 2013 0.11% $9.63 $10.15 $67.16 $10.15 $209.35 

Non-ASRS Initiatives Past Future Past Future
22 Replace Rule of 85 with 55&30 or 60&25**** 2011 2011 0.00% $0.60 $1.30 $4.18 $1.30 $13.04 
23 Change pre-retirement death benefit to sum of employee and employer 

balances (ASRS Initiative) 2011 2011 0.04% $3.22 $7.13 $22.45 $7.13 $70.00 
24 Adopt 6-month delay in contributions from state members***** 2011 2011 -0.13% $0.00 $0.00 $0.00 
25 Prospective cost-shift of 6-month delay (not included in totals)***** 2011 2011 N/A ($11.63) ($25.48) ($81.08) ($25.48) ($252.74)

2.64% $243.87 $1,770.30 $1,700.64 $1,770.30 $5,301.49 

2.64% $243.87
4.01% $363.77 

ASRS Cost Savings Initiatives
Estimated as of June 30, 2013, in Millions of Dollars

sub-total, savings in current valuation

sub-total, savings emerging in experience 

sub-total, past and future

GRAND TOTAL

Present Value of Savings on 
Closed Group Basis

Present Value of Savings on 
Open Group (No Growth**) 

Basis

$10,730.70 

Cost Savings Initiatives Contained in Current Valuation & Reflected in Lower Current Contribution Rate1

sub-total, past and future

Cost Savings Initiatives Contained in Future Experience2
$1,940.20 $3,658.91 

$5,411.14 
$3,470.94 $7,071.79 
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*** Redesign includes removal of $5,000 requirement to elect an annuity and elimination of the present value calculation.

     Cost will increase each year, from zero to the open-group amount as new hires are subject to the new rules.

 

Explanation of Cost Reduction Initiatives

These rows represent legislative initiatives from non-ASRS sources.
2011 legislation replaced rule of 85 for members hired after 6/30/2011 with age 55 and 30 years of service or age 60 with 25 years of service.
2011 legislation changed the split of member/employer contributions from 50%/50% to 53%/47%, effective 7/1/2011
2011 legislation instituted a 6-month delay in contributions from or on behalf of members with less than 6 months of service, effective 7/1/2011.

** No growth scenario means that the projection maintains the size and age distribution characteristics of the current active population.

2Some ASRS employers have offered their employees incentives to retire early.  These incentives can increase ASRS liabilities.  By legislative action, future incentives will be funded by the employers 
who offer them.

Some of these changes will not be reflected in their entirety in the current valuation report, but will be captured in future reports as actuarial gains. For example, the Plan valuation contains no 
assumption on Payroll Deduction Agreements (PDAs), so the absence of interest charges in the past has been reflected as an actuarial loss. The change to 8% interest charges will end the losses and 
eventually reduce the total contribution rate by 0.16%.

*These changes to the total contribution rate are multiplied by current payroll to give annual savings amounts in the next column. The annual savings amounts are then converted to the present values 
shown in the last two columns.  These values include both accumulated past savings and estimated future savings. The savings from basing service purchases on actuarial present value is a reduction 
in future service liabilities. For the reduction in the interest crediting rate and the changes to LTD offsets and pre-existing condition period, the savings arise from reductions in future service and past 
service liabilities. Other Actuarial Valuation Basis savings are reductions to past service liabilities, i.e., capitalizations of the annual savings amounts over 30 years. Recapture of unclaimed monies will 
occur every year, but the numbers above are converted to a level annual savings amount.

2Members can enter into Payroll Deduction Agreements to purchase service over time through payroll deduction.  ASRS revised the method of calculating payments under these agreements to include 
8% annual interest.

*****6-month delay will eliminate contributions for members with less than 6 months of service at the valuation date, but will transfer costs to other members and employers.

2Retirement benefits are calculated based on an average of the member's highest 36 months of salary in the 10 years prior to retirement. 2010 Legislation substitutes a 60 month average for members 
hired on or after July 1, 2011.

2Upon withdrawal, members receive 25-100% of employer contributions depending on years of service. 2010 Legislation eliminates the return of employer contributions for members hired on or after 
July 1, 2011.  Since 2010 changes are for prospective members only, we show open-group present values.
2Normal retirement can be achieved when a member's age + years of service equals 80 (points). 2010 Legislation requires members hired on or after July 1, 2011 to reach 85 points for normal 

22008 Legislation exempts ASRS from unclaimed property procedures and allows ASRS to recapture assets abandoned after participant's age 73.5.

22009 Legislation requires a member to meet membership (20/20 Rule) in ASRS before contributing to a second employer, subject to a grandfathering clause.

2The legislature closed certain loopholes in the Long Term Disability program that allowed members to receive benefits for a longer period than intended.
2Legislation increased the offsets for Social Security income to 85% and extended the pre-existing condition period to six months.

22009 Legislation eliminated the 80% cap on benefits that had been in place since 2001. 

2By legislative action, the modified Deferred Retirement Option Plan, which would have allowed members to earn as much as six years of service for three years of work, was rescinded.

2ASRS members have been able to change the form of benefit they elect (e.g., joint & survivor to straight life) after they have begun to receive payments, and to do so as many times as they want 
whenever they want. By legislative action, this ability will be limited to a one-time election to change to a single life pension.

1The 2001 addition to the Permanent Benefit Increase reserve was overstated in that year.  ASRS corrected the reserve and thereby reduced the reserve committed to future Permanent Benefit 
Increase awards.  

1ASRS reduced the rate of interest credited on members' account balances from 8% to 4% as of July 1, 2005.  

Costs above give the combined effect of each bill -- if a bill changes three plan provisions, the cost of each reflects the adoption of the other two provisions.

1ASRS changed the basis for service purchases from the average normal cost rate to the actuarial present value rate.  In this way, members who buy service pay the entire cost of their service 
purchases, and the purchases have no effect on contribution rates.

**** Savings will increase each year, from zero to the open-group amount, as new hires become subject to the new provisions.



 Arizona State Retirement System 
Staffing Report 

(December 31, 2014) 

 
 

 
  

  
   247 Full Time 

Equivalents 
(FTEs) 

 
New Hires 

 

New Exits 
 

Vacancies  
Vacancy 

Rate ASRS by Division 

Administrative Services Division (ASD) 16  0.0 
 

0.0  1.5 
 

9.38% 
Director's Office (DIR) 12  0.0 

 
0.0  0.0 

 
0.00% 

External Affairs (EAD) 11  0.0 
 

0.0  0.0 
 

0.00% 
Financial Services (FSD) 62  0.0 

 
0.0  5.75 

 
9.27% 

Technology Services (TSD) 49  0.0 
 

0.0  3.0 
 

6.12% 
Internal Audit (IAD) 5  0.0 

 
0.0  0.0 

 
0.00% 

Investment Management (IMD) 11  0.0 
 

0.0  1.0 
 

9.09% 
Member Services (MSD) 81  0.0 

 
1.50  2.5   3.09% 

 247  0.0  1.50  13.75  5.57% 

  
 

  
  

   

Turnover 
 December 

2014 
New Hires  

December 
2014 
Exits 

 Total Exits 
(Last 12 Months)  

Annualized 
Turnover % 

 0.0  1.5  25.25  10.95% 

 

 
DIR – Privacy Officer:  Position filled, start date 12/06/2014 
FSD – Fiscal Services Specialist III:  Currently recruiting 
MSD – Retirement Advisor Senior:  Recruitment complete, start date 01/17/2015 
TSD – Senior IT Security Engineer:  Currently recruiting  
TSD – Software Engineer (2):  Currently recruiting for two positions 

 

1 



Impact of Staffing (Vacancies, Recruitments, Internal Transfers) on 
ASRS Operational Performance 

Agency 
Divisions Services and Functions Staffing 

Impact Comments 

Impact of Staffing on ASRS Operations:      Green = Normal risk      Yellow = Greater than normal risk     Red = Negative impact 

MSD MAC (Call Center) 
  

MSD One-on-one Counseling 
(Appointments/Walk-ins)   

MSD E-mail and Written 
Correspondence   

MSD Outreach Education 
  

MSD Tucson: 
Appointments/Walk-ins/Outreach   

MSD Benefit Estimates 
  

FSD Monthly Pension Payroll 
Processing   

FSD New Retiree Processing 
  

MSD New Retiree Processing 
  

FSD Survivor Benefit Processing 
 

 

MSD Survivor Benefit Processing 
 

 

MSD Refund Processing 
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Impact of Staffing (Vacancies, Recruitments, Internal Transfers) on 
ASRS Operational Performance 

Agency 
Divisions Services and Functions Staffing 

Impact Comments 

Impact of Staffing on ASRS Operations:      Green = Normal risk      Yellow = Greater than normal risk     Red = Negative impact 

MSD/FSD Service Purchase Processing 
  

FSD Records Management 
(data processing/imaging)   

IA Internal Audit 
  

EA Employer Relations 
  

EA Rule Writing 
  

EA Legislative Relations 
 

 
 

EA Communications/Media Relations 
  

EA Web Services 
  

EA Health Insurance/LTD Benefits 
Administration and Communication   

MSD LTD Member Contacts, Benefit 
Processing   

FSD 
Health Insurance Member 
Contacts, Benefit Processing 
Transfer Processing 
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Impact of Staffing (Vacancies, Recruitments, Internal Transfers) on 
ASRS Operational Performance 

Agency 
Divisions Services and Functions Staffing 

Impact Comments 

Impact of Staffing on ASRS Operations:      Green = Normal risk      Yellow = Greater than normal risk     Red = Negative impact 

MSD Health Insurance 
  

FSD Transfer Processing 
  

FSD General Accounting 
 

 

FSD Contribution Collections and 
Posting  

 

TSD Network Support 
 

NIS continues to struggle with security activities.  Additional security 
resources are necessary to meet the business needs. One newly added 
security related position is under recruitment.    

TSD Business Applications 
Development and Support  

The planned workload requires a complement of 44 total resources (31 
FTEs and 13 external resources). Our current complement of resources 
for December was at 44 (29 FTEs and 15 external resources).  We are 
currently recruiting for two FTE Software Engineers. 

IMD Investment Management 
  

DIR Board/Executive Staff Support 
  

DIR Strategic Planning/Analysis 
  

ASD Human Resources 
  

ASD Training and Development 
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Impact of Staffing (Vacancies, Recruitments, Internal Transfers) on 
ASRS Operational Performance 

Agency 
Divisions Services and Functions Staffing 

Impact Comments 

Impact of Staffing on ASRS Operations:      Green = Normal risk      Yellow = Greater than normal risk     Red = Negative impact 

ASD Contracts and Procurement 
  

ASD Facilities Management 
  

ASD Budget Administration 
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Agenda Item #7e 
 

Director’s Report 
Cash Flow 
Statement  

 

 



ARIZONA STATE RETIREMENT SYSTEM
COMBINED STATEMENT OF CHANGES IN TOTAL FUND CASH
FOR THE MONTH ENDED DECEMBER 31, 2014

Fiscal Fiscal
Retirement Retirement Health Benefit Long-Term 2015 2014

Plan System Supplement Disability Current Period YTD YTD
Fund Fund Fund Fund December December December

ADDITIONS
Contributions

Member contributions 95,661,291$             4,022$                      -$                          1,019,063$               96,684,377$             497,477,670$        487,676,148$           
Employer contributions 94,357,102               4,022                        4,994,909                 1,019,062                 100,375,096             499,820,774          487,683,686             
Alternative contributions (ACR) 2,658,592                 -                            57,142                      17,261                      2,732,995                 12,481,694            11,420,380               
Transfers from other plans 49,619                      -                            -                            -                            49,619                      291,521                 361,455                    
Purchased service 1,992,600                 -                            -                            -                            1,992,600                 12,909,517            18,415,596               

TOTAL CONTRIBUTIONS 194,719,204             8,045                        5,052,051                 2,055,387                 201,834,687             1,022,981,175       1,005,557,265          

DEDUCTIONS
Investment management fees 152,293                    -                            -                            -                            152,293                    37,076,198            32,433,309               
Custody fees -                            -                            -                            -                            -                            -                         300,085                    
Consultant and legal fees 330,399                    -                            -                            -                            330,399                    2,334,109              1,025,205                 
Internal investment activity expense 132,966                    -                            -                            -                            132,966                    1,261,895              1,397,691                 
Retirement and disability benefits 214,892,155             8,362,381                 8,617,496                 5,408,682                 237,280,715             1,404,961,112       1,349,576,825          
Survivor benefits 2,606,935                 58,450                      -                            -                            2,665,385                 19,680,096            19,098,634               
Refunds to withdrawing members, including interest 14,891,497               552                           -                            -                            14,892,049               127,725,258          126,958,714             
Administrative expenses 2,778,677                 -                            -                            189,849                    2,968,526                 15,470,066            14,616,052               
Transfers to other plans 100,976                    -                            -                            -                            100,976                    335,196                 350,328                    
Other 1,634                        -                            -                            -                            1,634                        6,649                      24,299                      
TOTAL DEDUCTIONS 235,887,532             8,421,383                 8,617,496                 5,598,532                 258,524,943             1,608,850,578       1,545,781,144          

INCREASE (DECREASE) (41,168,328)              (8,413,338)                (3,565,445)                (3,543,145)                (56,690,256)              (585,869,403)         (540,223,879)            

From securities lending activities:
Security loan program 577,780                    -                            -                            -                            577,780                    1,689,333              1,108,145                 
Security loan interest expense / (Rebate) 5,883                        -                            -                            -                            5,883                        (48,019)                  3,685                        

Net income from securities lending activities 571,897                    -                            -                            -                            571,897                    1,737,352              1,104,460                 

Capital Calls / (Distributions)
Farmland and Timber 4,991,939                 60,295                      221,322                    -                            5,273,556                 45,442,161            79,522,471               
Infrastructure 284,438,759             3,030,671                 12,530,570               -                            300,000,000             300,000,000          -                            
Opportunistic Debt 35,395,305               375,756                    1,536,431                 -                            37,307,492               142,065,576          (57,980,861)              
Opportunistic Equity 2,725,757                 25,721                      119,518                    -                            2,870,996                 21,750,713            61,094,909               
Private Debt 161,519,744             1,506,222                 7,399,214                 -                            170,425,179             245,488,175          264,032,668             
Private Equity 23,797,219               -                            1,042,803                 -                            24,840,022               106,855,487          12,319,091               
Real Estate 29,564,139               337,693                    1,306,580                 -                            31,208,412               (76,233,076)           3,433,054                 

TOTAL Capital Calls 542,432,862             5,336,358                 24,156,437               -                            571,925,657             785,369,035          362,421,332             

NET INCREASE (DECREASE) (583,029,293)$          (13,749,696)$            (27,721,882)$            (3,543,145)$              (628,044,016)$          (1,369,501,087)$    (901,540,751)$          
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OUTSTANDING ASRS APPEALS 
Date Received Appeals Issues/Questions Regarding Status/Comments 

04/16/2012 Arizona State 
University 

Appellant is disputing an ASRS 
employer termination incentive program 
invoice. 

ASU appealed to the Court of Appeals 02/12/2014. Court of Appeals 
case number is CA-CV 14-0083. Briefing completed 09/03/2014. 

06/21/2012 Bonnie Pendergast Appellant is seeking to purchase 9.89 
service years. 

ASRS Board denied service purchase in excess of five years. 
Superior Court overturned ASRS Board decision. Court of Appeals 
upheld Superior court decision. ASRS filed Petition for Review to the 
AZ Supreme Court on 07/01/2014. Pendergast filed Response to 
ASRS Petition on 10/09/2014. AZ Supreme Court denied ASRS 
Petition for Review on 01/06/2015. 

07/14/2014 Richard K. Hillis & 
Sharon Di Giacinto 

Disputing the ASRS determination that a 
DRO term is unacceptable. Recommended decision on 01/30/2015 agenda for Board action. 

10/06/2014 Elana Kaminski Disputing membership eligibility from 
July 2006 through June 2012. 

Notice of Withdrawal of Appeal and Request to Cancel 
Administrative Hearing 12/02/2014. Order Vacating Hearing 
received on 12/03/2014. 

10/20/2014 Doug Campos-Outcalt Disputing official retirement date. 
Requested to Waive Time Requirement received from appellant 
11/03/2014. Awaiting response from appellant to schedule hearing 
date. OAH Hearing scheduled for 2/02/2015. 

10/27/2014 Joseph Bertoldo Appellant is requesting interest be paid 
on underpayment of pension benefit.  Settlement reached and hearing vacated on 12/23/2014. 

12/17/2014 The Griffin Foundation 
Appellant is appealing the ASRS finding 
that the Griffin Foundation’s employees 
were not “leased employees.”  

Informal Settlement Conference scheduled for 01/09/2015. 

01/07/2015 Janet L. Miller Appellant is appealing the denial of LTD 
benefits. 

Appeal Received 01/07/2015. OAH hearing scheduled for 
03/05/2015. 

01/02/2015 Joseph R. Kennedy Appellant is appealing the denial of LTD 
benefits. 

Appeal Received 01/02/2015. Informal Settlement Conference 
held 01/21/2015. Awaiting hearing date. 

01/12/2015 Melissa Berner 
Appealing ASRS determination that 
appellant’s claim should be handled by 
AZ Superior Court, not the ASRS. 

Awaiting hearing date. 

 

• Please note any updates have been bolded. 
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MEMORANDUM 

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

 
DATE: January 22, 2015 
 
RE: Delinquent Employers 
 
 
As of January 22, 2015, the following employers have failed to remit contributions by a date certain. These 
employers have received a letter advising them that the ASRS will initiate collection procedures unless they 
contact us within five days: 

Starshine Academy $   43,000* 
Destiny School $     3,900* 
American Heritage Academy $   39,000* 
AZ Conservatory for Arts & Academics $   42,000* 
Westwind Academy $   32,000* 
Caurus Academy $   31,000* 
Intelli-School Charter School $   10,000* 
Great Expectations Charter School $   24,000* 
Sequoia Choice School 
Sequoia Village School 
Sequoia Charter School 
Pathfinder Academy 
Sequoia Ranch School 
Sequoia Sch for the Deaf & Hard of Hearing 
Redwood Elementary Academy 
 

$   35,000* 
$   16,000* 
$ 118,000* 
$   27,000* 
$   46,000* 
$   71,000* 
$   12,000* 
$   12,000* 
 

Total $ 490,900*  

*Estimated amount 

 
Additionally, the following employer has filed for Chapter 11 Bankruptcy Protection and is delinquent in their 
ASRS contributions: 

 Luz Academy of Tucson $   18,600 
Total $ 509,500* 
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