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About the Author 

 

Adam W Pearce 

CERTIFIED FINANCIAL PLANNER™  

(877) 469-7377  

adam@retirement-professionals.com 

Hi, I am Adam Pearce a CERTIFIED FINANCIAL PLANNER™ professional 

helping folks ages 50+ who are getting serious about planning for 

retirement or changing jobs and careers. I also work with 30 and 40 year 

olds who are super stars and ahead of the curve! 

But that is not entirely who I am. I am also a father, husband, business 

leader, and involved in my community. 

I am involved in my neighborhood association, attend CCV on weekends, 

and volunteer for Hustle PHX providing entrepreneurial mentorship and 

training for under-served communities in South Phoenix. I am a past 

President of my industry advocacy group the NTSA of the American 

Retirement Association located in Washington, DC. 

tel:%20(877)%20469-7377
mailto:adam@retirement-professionals.com
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I am an advocate for the CERTIFIED FINANCIAL PLANNER™ certification 

of which I attained in 2010 and is based on the four E’s I believe strongly 

in: 

• Experience 

• Education 

• Exam 

• Ethics 

You must have a minimum level of experience, go through an education 

and attain a certificate before sitting for a comprehensive exam. It 

doesn’t stop there, you must adhere to a code of ethics and perform a 

minimum level (30 hours) of continuing education every two years which 

includes an ethics element. I choose to practice by serving others and 

putting their interests first. 

When I get spare time I enjoy reading non-fiction, cooking, golf, running, 

cycling, traveling and the outdoors. My wife Jewel attended the 

University of Arizona attaining degrees in Molecular Cellular Biology, Bio-

Chemistry and Spanish. She currently works in the field of early childhood 

education as a trainer for the state of Arizona. We have one child our son 

Jacob who is the joy of our lives. 

"After a long hard day at work I enjoy coming home and cooking dinner 

for my family." 

Professional Qualifications 

• 20+ years of experience in the financial services industry 

• Specializing in retirement plans since 1997 as a fourth-

generation financial services professional. 

• 2016 NTSA Elite Advisor Award – In recognition of outstanding 

achievements as an advisor in the 403(b) community* 
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• 2014 - 2017 Member of The Legend Group’s Advisors' Council 

• Passed the comprehensive board exams, background check and 

satisfied the experience requirements to earn the CERTIFIED 

FINANCIAL PLANNER™ certification in April of 2010 

• College for Financial Planning, 2007 

• Graduated from the Indiana University of PA, 1997 

Specialty Services 

• Financial Planning made simple. 

• Retirement Checkups for ages 50+ and are within five years of 

retiring or changing careers. 

• Retiring educators and other public employees – Arizona State 

Retirement System, PSPRS 

• Investing with index funds 

Schedule an Appointment 

• By phone or video call 

• In person in the Tuscon area 

• In person in the Phoenix area 

  

https://meetme.so/financialphoneconsultation
http://ttps/booknow.so/AdamWPearce-Scheduler
https://meetme.so/lincolninvestment
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Disclosures  

The discussion herein is general in nature and is provided for information 

purposes only. There is no guarantee as to its accuracy or completeness.  

It is not intended to be and may not be regarded as legal, tax or financial 

advice. Laws of a specific state or laws relevant to a specific situation may 

affect the applicability, accuracy, or completeness of this information. 

Tax, legal and Social Security services are not offered through, or 

supervised by, The Lincoln Investment Companies. Consult an attorney 

or tax advisor regarding your specific legal or tax situation. 

Past performance is not indicative of future results. Investment decisions 

should be based on an individual's own goals, time horizon and tolerance 

for risk. 

There is no assurance that the techniques and strategies discussed are 

suitable for all investors or will yield positive outcomes. The purchase of 

certain securities may be required to effect some of the strategies. 

Investing involves risks including possible loss of principal. 

The Lincoln Investment family of companies nor any of its 

representatives is affiliated with the Arizona State Retirement System 

(ASRS) or Public Safety Personnel Retirement System (PSPRS); and ASRS 

and PSPRS does not sponsor, authorize or endorse the retirement 

educational services described in this or other communications of Lincoln 

Investment.    

Advisory Services offered through Lincoln Investment or Capital Analysts, 

Registered Investment Advisers. Securities offered through Lincoln 

Investment, Broker/Dealer, Member FINRA/SIPC.  

www.lincolninvestment.com 

  

http://www.lincolninvestment.com/
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Forward – a story of one retiree 

I began in the retirement business in 1997.  Although I had many clients 

I was helping plan to retire, I did not have many who I actually helped 

retire.  One of the first was Larry and his wife Kathy.  We had carefully 

planned for several years for his retirement.  We did a service purchase 

and crafted all the details to work out the way we planned, and he would 

retire with 30 years of service attaining the highest multiplier.  All was 

going according to plan, arranging final payments for the service 

purchase and submitting paperwork to retire.  A few weeks later I got a 

call from Larry that the state was not accepting his service purchase due 

to some minor clerical error on the paperwork, a box was not checked.   

He stood to lose thousands in benefits over the course of his retirement.   

At this point I don’t know who was more upset, Larry or me.  We both 

had put a lot of work into this plan and to come up short due to a silly, 

and easily corrected paperwork mistake if given the chance was 

frustrating.  But I was not going to give up and I vowed to make this right.  

I made several calls and wrote letters on Larry's behalf.  I ended up 

getting his state representative involved who broke the logjam and Larry 

ended up getting every penny of his benefit he earned.  

Every time I see Larry he is so thankful and tells me he now enjoys a life 

he never imagined he would have.  They retired in their 50's, very 

healthy, and enjoy time with family and the outdoors spending a lot of 

time hiking, biking, skiing.  Fifteen later and life is still good. 

I tell that story for a few reasons.  Careful planning and attentiveness are 

important not only in preparing for retirement, but it doesn’t stop there 
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as things like what happened to Larry can pop up.  Having someone in 

your corner advocating for you can help. 

This was when I first realized how important my job is and how much I 

can positively impact someone's life.  In this case the difference of 

thousands of dollars to someone in retirement can change what kind of 

lifestyle they enjoy, care for their needs, and well-being of their family.  I 

had found my passion for financial planning.  

Finally, what Larry said really stuck with me is he had this whole new life 

that he never imagined.  You see reitrement is a relatively modern and 

recent phenomenon.  When Social Security first started life expectancies 

where not what they are today.  You might work most of your life and 

then Social Security took care of you for the last few years of your life 

when you couldn’t work.  A retirement lifestyle or longevity was typically 

not a reality.  

But now with increased life expectancies, healthier lifestyles and some 

prudent planning, it's like you get a whole new life in retirement, just like 

Larry experienced.  So, the question is what will you do with that new 

life?  New career, start a business, volunteer, spend it with family or 

enjoy some leisure time?  Maybe a combination of a few of those ideas.  

One of my goals of this book is to challenge you to give that some thought 

and maybe even step outside yoru comfort zone to consider this gift you 

might have and what you will do with it.   
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1 

Basics – the three legged stool 

A key to understanding how to retire well is understanding all the 

resources you have available to you.  As an Arizona state employee, you 

are covered by three plans: Arizona State Retirement System (ASRS), 

Social Security (SS), and your district sponsored 403(b) or 457 

plans.  Together, we refer to these three benefits as the three-legged 

stool of retirement.  Just like you need all three legs of a stool to sit on it 

comfortably you likely need all three of these benefits working in 

harmony to retire comfortably.  Our goal is to help maximize these 

benefits, minimize your taxes, and right size your investment risks.  If you 

understand how your benefits work, you may be better equipped to 

maximize these benefits and enjoy whatever you have planned for 

retirement.   

The ASRS and SS are both mandatory programs, meaning you are 

enrolled automatically upon being hired by the state, and contributions 

to these plans are deducted from your paycheck.  Contribution rates 

change and you can refer to ASRS.gov or SSA.gov to learn about the 

rates.  The 403(b) and 457 plans work different because you need to take 

the initiative to sign up for these plans.   
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Demystifying the world of retirement plans, a quick history 

The world of investments and retirement plans can be complicated and 

overwhelming at first.  There is a virtual "alphabet soup" of all the 

different types of plans with very arcane names and acronyms like 

403(b), 457, 401k, 401a, pension, IRA, Roth, SEP, etc.  

The numbers refer to the section of the Internal Revenue Service (IRS) 

code.  So, for example if you were to look up section 403(b) in the IRS 

code it covers your 403(b) plans.  As a state employee you most 

commonly will have either a 403(b) or a 457 available to you and possibly 

even both.  The audience of this book is aimed at school districts and 

other state employees so we will focus on 457 and 403(b). 

403(b) plans 

403(b) were created by Congress in 1958 and were designed for non-

profit organizations.  They are very similar in nature and tax treatment to 

a 401k.  403(b)’s were supposed to be less cumbersome and easier for 

non-profits to adopt and offer to their employees compared to a 

401k.  Makes sense because typically a non-profit does not have the 

resources a for profit company has so it was a way to give them a 

break.  Over the years those lines have blurred and 403(b)'s were treated 

more and more like a 401k.   
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457 plans 

457's were designed for state and local governments.  A very unique 

aspect of a 457 is there is no 10% penalty from the IRS for a pre-mature 

distribution prior to age 59.5 (note you must be separated from service, 

for example leaving your job for whatever reason). This feature was 

intended to compensate public safety employees who due to the work 

and pension plan designs tend to retire from those jobs younger, before 

59.5.  The same can generally be said of educators whether K-12 or 

higher ed, etc.  In 2001  a piece of legislation called EGTRRA allowed 

school districts and higher ed to adopt and offer 457 plans to their 

employees.  

Roth vs pre-tax savings and benefits 

Retirement plans traditionally were pre-tax or tax deductible meaning 

the contributions you make are excluded from being taxed in the year 

you make it.  For example a pre-tax contribution to a 403(b) or 457 plan 

is taken out of your check before they withhold your state and federal 

taxes.  Taxes are then only withheld from the balance.   

Example of pre-tax treatment 

$1000 paycheck  

20% tax withholding 

$800 net pay 

Example of saving post-tax 

$1000 paycheck  

20% tax withholding ($200 taxes) 

$800 net pay 

$100 saved in credit union 

$700 remaining 

Example of saving pre-tax 
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$1000 paycheck 

$100 pre-tax contribution 

$900 taxable 

20% withholding ($180 taxes) 

$720 remaining  

The above is for illustrative purposes only. 

By saving pre-tax in the example one would save $20 in taxes and have 

an additional $20 at his/her disposal (The $20 being the $20 going to 

Uncle Sam).  Annualize that over the course of the year and that saved 

$520 in taxes and in his/her pocket. Eventually taxes must be paid on 

those contributions just not until you actually withdraw the funds.*  This 

does give you some control over how and when you are taxed.   

The story of Senator Roth 

Senator Roth championed an idea that kind of worked opposite of the 

403(b).  Pay your taxes now but collect your money tax free.  In other 

words, no pretax treatment, you pay current taxes on the contributions 

in the year you make it.  This is known as a post-tax contribution. 

However, you can withdraw the funds tax free if you follow all of the 

rules.  Essentially all your growth on the account could be tax free.   

The Roth eventually passed and became an option, first for IRA accounts 

and eventually found their way into payroll deducted plans such as the 

457 and 403(b).  Senator Roth was a noted member of Congress but went 

down in history as passing away on the same day Saddam Hussein was 

captured in Iraq so his death was largely overshadowed but his legacy 

and contribution to American's retirement lives on (certainly more than 

Saddam's contributions to retirement). 

*Withdrawals are taxed as ordinary income in the year received.  Tax penalties and 

penalties for early withdrawal may apply if funds are withdrawn prior to age 59 ½. 
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Sample of options for retirement savings: 

• 403(b) pre-tax 

• 403(b) Roth 

• 457 pre-tax 

• 457 Roth 

• IRA 

• Roth IRA  

Contributions to a Roth IRA are not tax deductible and there is no mandatory distribution 

age. All earnings and principal are tax free if rules and regulations are followed. Eligibility 

for a Roth account depends on income. Principal contributions can be withdrawn any 

time without penalty (subject to some minimal conditions).  

When to use what plan? 

Maybe you can remember when going to the grocery store to pick up 

bread was an easy task, there were not many choices, possibly Wonder 

bread and maybe white or wheat.  Now when you walk down the bread 

aisle there is a dizzying array of choices, not just white or wheat but 

various whole grains, whole wheats, glutens, and many brands. Well the 

same thing happened to your retirement plans, more choices became 

available to you over the years.   

Faced with so many choices the natural question to ask is what is best for 

me.  The answer unfortunately is not a one size fits all -- it very much 

depends on you and your situation.  That is why I recommend consulting 

with an advisor, or tax professional to help guide you.  Below are some 

factors I consider which may better help you understand. 

This is not an exhaustive list, but some of the key differences in 

comparing these plans and what is best for you are: 
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1. When you can get the money both during employment and 

after you separate service from that employer 

2. Your age at retirement or when you want to use the funds  

3. Your current and future tax situation  

Age and Access to funds  

On both a 457 and 403(b) you can access the funds as soon as you leave 

your job (separate service).  The 10% penalty applies to 403(b) if you are 

<59.5 although there are some notable exceptions whereby you could 

take partial withdrawals amounting to income at age 50 (72t*) and if you 

are 55 and RETIRING.   

During employment what is called an in-service withdrawal has varying 

rules.  Please consult a plan representative (PR)to know the specifics of 

your plan. Generally, plans will only allow you to get funds while in-

service for emergencies or hardships.  457 plans have a higher bar set 

known as "unforeseen emergency" vs a 403(b) is known as a "hardship 

distribution" and has easier criteria to meet.   

So, in general, while a distribution from a 457 plan is easier to get age 

wise after leaving your job it is more difficult to get while you are 

working.  A 403(b) has the age restriction penalty but may be easier to 

access in service.  

Both may have the ability to offer a loan, but you have to check with PR 

and custodian (CU) because your specific plan has to allow for it and 

there are varying rules between CU's. 
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Plan 
In service 

withdrawal 
Loans 

Separate 

Service 
Retired 

457 

Unforeseen 

Emergency 

Stricter rules 

See plan 

No 10% 

penalty 

for w/d at any 

age 

No 10% penalty 

for w/d at any age 

403(b) 

Hardship 

withdrawal 

Less strict rules 

See plan 
10% penalty 

if <59.5 

10% penalty 

if <59.5 but waived if 

55 and retired. 

Also age 50 partials 

under 72t* 

* Rule 72(t), issued by the Internal Revenue Service, permits penalty-free withdrawals 

from IRA accounts and other tax-advantaged retirement accounts like 401(k) and 403(b) 

plans. To take advantage of this rule, the owner must take at least five substantially equal 

periodic payments (SEPPs), and the amount of the payments depend on the owner’s life 

expectancy as calculated through IRS-approved methods. 

This rule permits account holders to benefit from their retirement savings before 

retirement age, through early withdrawal, without the otherwise-required 10 percent 

penalty. The IRS still subjects the withdrawals to account holder’s normal income tax rate. 

Taxes 

The pre-tax option gives you a tax benefit now in the form of pre-tax 

contributions--excluding your contributions from taxes in year you make 

it thereby reducing your taxable income and saving on taxes.  The Roth 

you make post tax contributions, forgoing the current tax break in favor 

of the tax benefit down the road when you withdraw the funds tax free 

(essentially getting tax free growth assuming rules are followed). 

Simply put if you want the tax break now consider the pre-tax.  If you 

want it later, or don’t need it now, consider the Roth.  
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Tax factors for consideration 

What is your current tax liability, meaning how much do you pay in state 

and federal taxes?  You may be in a situation where your tax liability is 

very little or maybe even zero.  Some examples include lots of deductions 

due to kids, head of household status, and other tax credits.  One 

indicator may be if you are getting a large tax refund.  Talk it over with 

your tax advisor.  If this is the case, you may want to consider the Roth 

because if you pre-tax you may be getting little or no benefit from it (as 

there are no taxes to be saved by pre-tax).  But when you pull out that 

money you will be taxed!  By doing Roth you don’t get any current tax 

break, but you may not need it, and instead will likely get the benefit 

when you withdraw it.   

 Examples: 

Saving post tax 

$1000 paycheck  

No federal or state tax liability 

$100 contribution saved into Roth plan 

$900 net pay 

$100 pulled out of Roth plan and qualifying for tax free = $100 

Saving pre-tax 

$1000 paycheck 

No federal or state tax liability 

$100 pre-tax contribution saved into 403b plan  

$900 net pay 

$100 pulled out at 20% tax rate = $80 

The above is for illustrative purposes only. 

If you could predict your tax rate in the future, you would know what to 

do.  Is your tax rate higher now than it will be in the future?  If you knew 

or had a good idea that you are in a higher tax bracket now it may be 
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better to contribute pre-tax.  In other words, attempt to shelter the 

contributions from the current higher bracket and withdraw it when you 

are in the lower bracket and you potentially save the difference.  Some 

factors may include being in your peak earning years, total household 

income with a spouse who is peaking or spouse has higher income in the 

short term but will see a decrease in earnings.  

If the opposite is true, you know or have good reason to believe you are 

in a lower tax bracket now and when you withdraw the funds you will 

likely be in the higher tax rate, then you may want to do the Roth.  By 

doing so you pay taxes now at the lower rate and withdrawals are tax 

free when your rate is presumably higher (with some exceptions).  

One final note on Roth vs pre-tax.  You can do both!  The limits are 

coordinated but you can make both contributions.  This could give you 

some needed flexibility down the road.  Chances are good that tax rates 

and your own tax rate will continue to go up and down over the years.  In 

retirement, if it is on the high side one year you can withdraw tax free 

from Roth.  In low years you can use the taxable pre-tax funds.  Some 

years what you need to withdraw may put you in a higher tax bracket in 

which case you could pull taxable funds up to that rate and use your tax-

free Roth above that.   

Let’s assume one’s taxable retirement income is 30k and he/she are 

taxed 10% up to 40k and 20% above 40k.  He/she want to withdrawal 

20k. Scenario 1 he/she don’t have a Roth account and withdraw all the 

funds from the pre-tax account.  In Scenario 2 he/she use pre-tax funds 

up to the next marginal tax bracket and use Roth funds above that.  In 

our example there could be $2,000 in saved taxes! 
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Withdrawals Roth Pre-tax Taxes due 

Scenario 1 

All pre-tax 
 $20k $3,000 

Scenario 2 

Mix of pre-tax 

and Roth 

$10K $10k $1,000 

For illustrative purposes only. 
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2 

When can I retire? 

Perhaps the question most people want to know is WHEN they can 

retire.   

ASRS  

Under the ASRS, eligibility to retire depends on your hire date.  There are 

slightly different formulas depending on if you were hired before or after 

July 1, 2011 

The traditional way to measure when you can retire is what is known as 

the "point system" which is only available to employees hired before July 

1, 2011.  There are special rules to determine if you are grandfathered in 

the event you were hired prior, left, and returned to work.   

Your points are the sum of your age and years of service.  When that sum 

totals 80 you are eligible to retire.  Many educators may hit 80 points mid 

school year but will finish out that school year and then retire. So 

essentially you are getting 2 points for every year you work, one for the 

year of service and one for being a year older.   

Example. 

Suzie is 45 and has 15 year of service (YOS).  She has 60 points.  It will 

take her 10 more years to reach 80 points at which time she will be age 

55 with 25 years of service.   
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Age 45 

YOS 15 

Points 60 

 

If you can’t retire under the point system because you were hired after 

July 1, 2011 or you simply will not reach 80 points in time, you can still 

retire under what I call the age-based system.  Under the age-based 

system you need to reach a certain age and satisfy the years of service 

requirement.  The only exception being at age 65 you can retire with any 

years of service.  So eventually regardless of your years of service you will 

eventually "age in" and be eligible for benefits no later than 65.  Early 

retirement benefits can start at age 55 with 5 years of service regardless 

of when you are hired (but at a reduced benefit after a penalty formula 

is applied). 

 

  Hired post 7/1/2011 

Age YOS 

65 Any 

62 10+ 

60 25+ 

55 30+ 

Hired pre 7/1/2011 

Age YOS 

65 Any 

62 10+ 

80 points 

Age + YOS = points 
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Social Security  

Social Security (SS) also has an age and work history (service) 

requirement to collect benefits.  You need 40 quarters of covered Social 

Security work history. A covered quarter is defined as meaning you paid 

the Social Security tax and had at least $1360 in earnings in that time 

period (2019).  Essentially this works out to be 10 years of eligible work 

history. 

You may begin taking SS benefits as early as 62, what is known as early 

retirement, but your benefits would be at a reduced rate.  I like to think 

of it as a penalty.  When you reach full retirement age (FRA) you may 

collect benefits without the reduction (penalty).  Your FRA depends on 

the year in which you were born.  If you defer collecting social security 

past your FRA you will collect an 8% benefit increase to your benefit for 

each year until you hit age 70. 
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Year of Birth Social Security Full Retirement Age 

1954 or earlier 66 years 

1955 66 years, 2 months 

1956 66 years, 4 months 

1957 66 years, 6 months 

1958 66 years, 8 months 

1959 66 years, 10 months 

1960 or later 67 years 

This material is being provided for general information and educational purposes only 

and should not be construed as investment, tax, accounting, or legal advice, or used as 

the primary or final determinant of the best strategy on how and when to claim Social 

Security benefits. It is strongly recommended that each individual contact the Social 

Security Administration regarding his/her specific situation. A wealth of information, 

including interactive calculators, can be found at the Social Security Administration’s 

website: http://www.ssa.gov/pgm/retirement.htm. 

Retirement Plans 

Unlike SS and ASRS, your benefits from payroll deduct/defined 

contribution plans such as 457 and 403(b) do not have guaranteed 

benefits in terms of how much income you will derive.  Your benefit will 

be based on your account value largely determined by how much you 

contribute over the years and your investment returns. There are many 

ways to withdraw funds as an income stream.  In this section I will just 

focus on when you can turn on this income and make withdrawals. 

For many retirement plans, withdrawals made before age 59.5 are 

penalized at the rate of 10% as a "pre-mature distribution".  Typically,  at 

age 59.5 in any plan you have you can make a withdrawal without penalty 

so long as you are retired (exceptions exist).  If you are still working, the 

IRS allows for "in-service" penalty free distributions BUT the key is your 

employer's plan has to allow for it (consult a PR).  A notable exception to 

http://www.ssa.gov/pgm/retirement.htm


21 

the 59.5 rule is the 457 which does not carry a 10% penalty for "pre-

mature distribution" rather you can make withdrawals at any age under 

the condition you must be seperated from service from the employer 

who sponsored your 457 plan.   

Example. 

John works for an Arizona schools district, contributes to a 457, saves up 

$50,000 then leaves his job to go into a second career at age 45.  He can 

withdrawal any amount of money from his 457 without the 10% penalty 

for "pre-mature distribution". 

Plan Type 
When you can withdrawal without a pre-mature distribution 

penalty 

457 Any age after separation of service 

403(b) 

Age 59.5 

Age 55 and retired 

Any age if substantially equal periodic payments (based on life 

expectancy and paid out over the later of 5 years or until age 

59.5) 

*some exceptions for disability, education, first time homebuyer, 

medical (§72(t)(2)) 

 

Pre-tax funds 

Pre-tax funds in your account have never been taxed.  The contributions 

were not taxed and any investment growth or interest earned in the 

account has been deferred and likewise not yet taxed.  Uncle Sam was 

nice to give you these tax breaks but when you make a withdrawal it’s 

time to pay the piper.  Any withdrawals made in any given calendar year 

will generate a form 1099 that will be included on that year's taxes and 

be taxed as ordinary income, just like a paycheck.  So, whatever 
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"marginal tax rate" you are at is the rate you will pay.  Additionally, this 

income could push you in a higher bracket.  Generally, you can choose to 

withhold for taxes similar to a paycheck.  Withdrawals from 403(b) and 

457 have a mandatory withholding of at least 20%.  IRA's give you the 

flexibility to withhold any amount, less than 20%, or even 0%. 

Roth funds 

Tax free withdrawals can be a big benefit to you however you do need to 

meet certain qualifications to be eligible for tax free treatment.  A 

qualified distribution is generally a distribution that is made after a 5-

taxable-year period of participation and is made on or after the date you 

attain age 59½.  If you don’t meet the qualifications, the gains are taxed 

as income.  Contributions made to a designated Roth account are never 

taxed (because they were contributed post-tax so you already paid taxes 

on that portion). 
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3 

What will I get paid? 

Other than knowing when you can retire, how much you can expect 

to get paid is maybe the next most important thing.  I want you to 

understand how the benefits are calculated because by knowing how 

they are determined should give you a better understanding how to 

maximize those benefits.  

The ASRS is what is known as a pension plan or also known as defined 

benefit plan.  A defined benefit plan implies the benefits you will 

receive at retirement are defined, or already set, through a 

formula.  Many pension plans have similar payout formulas that are 

based on two primary factors: your earnings (compensation) and 

years of service.  A pension plan can generally pay you 1% - 2.5% of 

your earnings for each year of service your worked.  That percentage 

is known as a "multiplier".  For example, an employee who works 25 

years and gets 2% per year will have a pension equal to 50% of their 

salary.  But every pension plan differs on the exact payout formula. 

The ASRS is a typical pension plan.  The benefits paid to you are 

calculated primarily by your earnings (compensation) and years of 

service.  The formulas address how to calculate your earnings and 

how to determine your multiplier.  The actual ASRS formula looks like 

this: 

Total Service Credit * Graded Multiplier * Average Monthly 

Compensation = Monthly Benefit 
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Step 1 - calculate your compensation 

• Identify your last 10 years of earnings. 

• If hired prior to July 1, 2011 Take the average of the three 

highest consecutive months. 

• If hired after to July 1, 2011 Take the average of the five 

highest consecutive months. 

Step 2 - determine your multiplier  

• Your multiplier is based on years of service, so the system 

rewards you for longevity.  The table is below, and you 

simply match up your years of service at retirement with the 

applicable multiplier.  Note the increases you get at 20, 25, 

and 30 years of service.  

 

Step 3 - multiply  

• Multiply your total years of credited service * your multiplier 

* your average monthly compensation = monthly benefit 

Example.  

Suzie was hired in 1995, worked 25 years and retired at age 55.  Her 

average monthly compensation was $3500/mo.  Her total credited 

service was 25 years, so her multiplier is 2.2%.  25*2.2% = 55%.  55% 

of $3500 = $1925. 
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25 years of service * 2.2% * $3500 = $1925 

In this example the monthly benefit is $1925 per month.   

The above is for illustrative purposes only. 

Note your actual payout will vary depending on what payout options 

you choose and if you pay for health insurance.  For example, if you 

choose to cover a spouse through a joint and survivor option it would 

lower your monthly benefit.  

Example.  Suzie 

Benefit Age Monthly Amount 

ASRS 55 $1925 

 

Social Security 

SS is also based on your earnings history.  They look at your best 35 

years of earnings to determine your benefits.  Your earnings are 

indexed to inflation and then you take the average of your best 35 

years.  This arrives at your "average indexed monthly earnings" 

(AIME) 

Highest 35 years of earnings, adjusted for inflation/12 = AIME 
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The formula is more complicated and is graded meaning it replaces 

more of your "first dollars" and then the higher your AIME the less it 

covers.  This determines your primary insurance amount (PIA) or 

what you would receive at FRA. 

As of 2018, PIA is calculated by adding up the following: 

• 90% of the first $895 of AIME 

• 32% of AIME above $895 and less than or equal to $5,397 

• 15% of AIME greater than $5,397 

Lets stick to $3500/mo from the previous example and use this as 

our AIME.  To calculate the PIA work through the steps as follows: 
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• 90% of the first $895 = $805.50 

• 32% of the amount greater than $895 and less than or equal to 

$5,397 = {(3500-850.5=2694.5)*32%} $862.24 

• 15% of the amount greater than $5,397 = $0 

In this example at FRA the benefit would be $1667.74 

The above is for illustrative purposes only.   

The penalty for taking SS at age 62 can be up to a 30% reduction.  

Delaying collecting SS benefits past FRA will earn “delayed credits” in the 

amount of an 8% increase for each year until age 70.   

Sticking with Suzie, she was born in 1965 so she needs to wait until age 

67, her FRA, to collect the $1667.72 (her PIA amount).  At age 62 with her 

year of birth being 1965 she would take the full 30% reduction taking her 

monthly benefit down to $1167.40.  By waiting until age 70 and collecting 

the delayed credits her monthly benefit would be $2067.97.   

Suzie 

Benefit Age Starts 
Monthly 

Amount 

SS 62 $1167.40 

SS 67 (FRA) $1667.72 

SS 70 $2067.97 

For illustrative purposes only.  Social Security claiming services are not offered through, or 

supervised by, The Lincoln Investment Companies. 

Retirement Plans, IRA, 403(b), 457 

We just learned why pension plans like ASRS are known as defined 

benefit plans.  Your payroll deduction plans such as 403(b) and 457 are 
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known as defined contribution plans.  In this case what is known is the 

contribution amount or how much you are contributing to your 

plan.  What is unknown is what your account value will be at retirement 

which in large part will determine how much you can withdraw.  That is 

where planning comes into play to make projections or educated guesses 

on where you need to end up, how much to contribute, and where to 

invest those funds.  Once you are retired you can withdrawal any amount 

you want in any manner you want with any applicable taxes due.  You 

can take a lump sum, partial withdrawals, or systematic (for example a 

set amount every month).  The general goal of these accounts in the 

context of a retirement plan is for supplemental income so that will be 

our focus.  In fact, the goal may even be to only withdraw a supplemental 

amount of income to offset cost of living and pay for living expenses not 

covered by ASRS or SS.  As such that will be our focus. 

Possible strategies to withdraw funds from your 403(b), 457, IRA or other 

investment accounts 

• Withdrawal rate or the "4% rule" 

• Interest only 

• Cash flow model 

• Buckets  

• Amortizing 

• Annuities (Tip: Pensions are also a form of annuity) 

Withdrawal rate 

Drawing 4% per year of your account balance is considered a general rule 

of thumb for how much you can withdraw and potentially make your 

money last.  Depending on the age you start, some have suggested it 

should be 3.5% if you are younger.  Using a percentage withdrawal will 

allow your amount to rise and fall with investment gains/losses. A fixed 
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dollar amount would take proportionally more when your account 

balance drops.  A rising withdrawal amount based on a percentage 

withdrawal on a growing account over time would obviously be a 

benefit.   

(Tip: consider drawing less funds if your investments drop in value) 

Reducing the amount when your account balance has dropped due to 

your investments is a way to try and preserve your assets.  Using a % will 

automatically adjust up and down accordingly.  What you need to be 

careful of is withdrawing funds when your account is down in 

value.  During those tough times you want to preserve your value, so you 

have as much as possible to bounce back when the market possibly 

rebounds.  So you could consider maybe up to 5% if you are willing to cut 

back more during down markets. 

The rule of 4% is a handy shortcut when you are trying to estimate how 

much income to expect at retirement.  For example if you expect to have 

$100,000 at retirement when you need to draw funds, you can 

comfortably expect to take $4,000/year and use that number for 

planning purposes.  

Interest and dividends only  

An easy way to not draw down your funds is simply not drawing 

“principal” and instead only withdraw your dividends and interest as 

income.  Many investment accounts are set up to automatically reinvest 

any interest or dividends paid by stocks, mutual funds or ETF's.  Instead 

of reinvesting you can redirect those to your bank account without selling 

any of your holdings.  I call this turning the "spigot" on.  If you don’t need 

any funds currently but expect to in the short or intermediate term you 

could direct your interest and dividends into a liquid cash account such 

as a money market to build up cash for when you need it.   
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Cash flow model 

The cash flow models use interests and dividends first but also adds in 

investment gains from stocks, mutual funds, or ETF's.  Can also be used 

in conjunction with a rebalancing strategy.  

Amortizing 

Amortizing calculates a withdrawal amount using assumptions about the 

duration the income is needed (typically life expectancy), expected rate 

of return, and adjusting for inflation.  Basically, you are trying to land an 

airplane here.  If your assumptions turn out to be on the negative side, 

you could crash (run out of money).  If you are too conservative, you miss 

the runway and keep flying meaning you could've taken more money 

during your lifetime.  This has profound implications when you think 

about the ability to enjoy money the younger you are. There are many 

variations to attempt to take more funds out the younger and healthier 

you are, scale back when you aren't as active but rebuild for needs later 

in life like health care and leaving a legacy to your kinds.  Amortizing will 

generally give you higher calculated amounts to withdraw but at the 

expense there is a higher risk you run out of funds if the projections don’t 

pan out.   If using this method, you should consider erring on the 

conservative side, review once a year and adjust if the projections are 

not on track. 

Immediate annuities (Tip: Pensions are also a form of annuity) 

Also known as a single premium immediate annuity (or SPIA). Annuitizing 

your account thorugh an annuity offered by an insurance company will 

provide you a lifetime income.  This does give you the benefit of 

guaranteed lifetime income without fear of running out, a much-desired 

goal.  However, it does come with drawbacks.  You are essentially giving 

your money to the insurance company in exchange for that income 



31 

stream.  Meaning you no longer have an account balance to draw on.  So 

you can lose liquidity and flexibility. And often times that income stream 

will not be adjusted for inflation. 

Your ASRS is essentially an annuity.  If you want to diversify and not have 

100% of your assets in an annuity you would only want to consider using 

a portion of your investments to annuitize.  Before annuitizing consider 

how much you have in the ASRS as an annuity already and do you want 

more.  

Buckets  

In general, setting up accounts, the “buckets” and the respective 

investments to match needs according to time frame.  This is a strategy 

to organize your investments by time frame so you can choose 

appropriate investments based on those time frames and differing 

needs.  For example a short term conservative bucket for short term 

needs and funds you are drawing now as income (1-3 years) and a longer 

term more aggressive bucket for needs in the future (10+ years). Short 

term buckets allow for funds to draw from if the market is down.  You 

can also add an intermediate term bucket of ~4-10 years.  Taxes will also 

come into play and you can arrange your buckets by tax type.  For 

example non-retirement funds that you already paid taxes on and do not 

have tax consequences to withdraw could be your short term money you 

use now while you let your tax deferred accounts grow.  You could 

consider making your tax free Roth account the last account you draw on 

to give you the most amount of time to build up tax free funds.  

Hypothetical Case Study. 

Suzie retires at age 55 and was living off of $3500/mo.  Her ASRS benefit 

is $1925 and needs to close a $1575 gap in her income. She can’t draw 

SS until 62 at the earliest and would prefer to wait until her FRA at 67 to 



32 

collect her full PIA.  She has a balance of $112,500 in her 457 

account.  She finds a PT job making $1200/mo and using the 4% rule will 

start drawing $375/mo to close the gap.   

At age 67 she stops working part time and collects SS at her FRA and has 

a total monthly income of $3,967.72, more than her $3500 but will help 

compensate for any cost of living increases. 

Suzie age 55 – needs $3500/mo 

Benefit Age Starts 
Monthly 

Amount 

ASRS 55 $1925 

403(b) 55 $375 

PT Work 55 $1200 

 Total $3500 

 

Suzie age 67 – needs $3500/mo 

Benefit Age Starts 
Monthly 

Amount 

ASRS 55 $1925 

403(b) 55 $375 

PT Work 55 $0 

SS 67 $1667.72 

 Total $3967.72 

The above is for illustrative purposes only. 
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Suzie's hypothetical friend Sally also retired at age 55 but with 30 years 

of service and can live off of her ASRS benefit.  She has $150,000 in her 

403(b).  She does want some additional income for travel needs.  She sets 

up a “dividend and interest sweep” and uses those funds to travel and 

vacation without touching her principal. 

Payout options 

We covered when you can retire and how your benefit is calculated.  How 

much you actually collect and what will be left behind to your 

beneficiaries depends on what payout option you choose.  There are 

three basic categories of how benefits are paid, straight life, period 

certain, and joint and survivor.  All three of them you will give you a 

monthly check for the rest of your life.  However, the difference is in what 

your beneficiaries will receive when you pass away and if it decreases 

your payout. 

Straight life annuity (SLA) covers just you.  Under the SLA if you pass away 

prematurely your beneficiary would receive your contributions into the 

system plus interest less any benefits paid.  In other words you or your 

beneficiary is guaranteed to at least get what you contributed plus any 

interest.  

Period certain pays you for your life and guarantees a period for you or 

your beneficiary to collect. But clock starts ticking day 1.  The period 

certain means that the total years benefits will be paid to you or 

beneficiary; not how long the beneficiary gets paid.  For example, with a 

period certain of 10 years it will pay you for lifetime and if you were to 

pass during the first ten years, your beneficiary would get the payments 

for the balance of the ten years.  In other words, your beneficiary is not 

guaranteed to get 10 years’ worth of payments.   
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Joint pays you for life and your beneficiary a percentage of your benefit 

for their life.  You can choose from leaving them 50% of your benefit, 66 

2/3%, or 100%.   

Generally, the more benefit you leave behind the lower your monthly 

check will be.   So the SLA will give you the highest monthly check.  The 

longer the period certain or higher joint percentage you choose the lower 

your monthly check will be.   

Consider all the benefits your spouse has including social security and if 

you have any life insurance.  Some people also consider taking the SLA 

and with the additional income versus a survivor option, taking part of 

that to fund a life insurance policy to protect the spouse but of course 

you have to go through medical underwriting and qualify at a rate that 

makes economic sense. 

 

  



35 

4 

What about the cost of living? 

 

Now that you understand what you will get paid you need to understand 

what those benefits will look like over time.  Part and parcel to 

understanding your income as a means to pay for living needs, wants, 

and wishes is understanding inflation.   

You can think of inflation as the cost of living.  Inflation measures the cost 

of living.  Historically over the longer term the general cost of living has 

always increased.  Groceries, utilities, rents, housing prices, gasoline, 

many consumer needs and wants increase in price over time.  

This is an important concept to understand and easy to miss.  Because 

prices may rise only a little bit in the short term you don’t necessarily see 

it in action or appreciate those forces at work.  But over time it can put a 

crimp on your budget if your income is not rising with the cost of 

living.  Over time this could creep up on you unnoticed but eventually 

effecting your lifestyle and possibly even affording your daily needs. 

Members who joined the ASRS prior to September 13, 2013 are eligible 

for what is called a Permanent Benefit Increase (PBI).   While it is a 

benefit, it does differ from a true cost of living adjustment (COLA).   A 

true COLA generally tracks a cost of living index and will increase every 
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year the index increases (generally every year with few exceptions).  The 

ASRS PBI is not tied to any cost of living index and is not guaranteed to 

be paid every year.  Instead funds to pay for the PBI come from excess 

earnings on the value of the overall ASRS fund.  Members with a 

membership date on or after Sept. 13, 2013 are not eligible for the PBI. 

Social Security  

SS does have a true COLA, for example for 2019 benefits were increased 

to recipients by 2.8%.  I believe there is some political risk to SS's COLA 

because any future reforms to the plan is likely to take aim at the 

COLA.  Even President Obama during his time in office signaled his 

support to switch to a new calculation aimed at decreasing the rate of 

COLA increases.  

Investments can be an essential part of your plan to keep up with the 

cost of living.  Stocks are generally seen as one of the best hedges against 

inflation.  The reason being long term returns on stocks have historically 

outpaced the rate of inflation.    

Factoring in expectations for PBI, COLA on your SS, and your investments 

your plan should take into account the rising costs of living expenses, 

food, utilities, prescriptions, health care, housing and transportation.   

Nothing contained herein should be construed as a recommendation to buy or sell any 

securities. As with all investments, past performance is no guarantee of future results. No 

person or system can predict the market. All investments are subject to risk, including the 

risk of principal loss.  Inflation is the rise in the prices of goods and services, as happens 

when spending increases relative to the supply of goods on the market.   
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What will I do about health care? 

The cost of living and inflation is especially prevalent in health care costs.  

If you are not 65 and Medicare eligible when you retire you will need to 

figure something out for health care insurance.  But if you need to pay 

out of pocket it should be temporary as help is on the way in the form of 

Medicare. So you need to “build a bridge” to Medicare.    

 

The good news is there are more options than ever for health care 

coverage.  Maybe the bad news is there is more options than ever and 

its complicated to sort through and can be very costly.  Your 403(b), 457, 

or personal savings can be critical to cover health care insurance until 

you go on Medicare.  However even then you may also need to pay for a 
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Medicare supplement.  An age 65+ couple can now expect to spend 

$285,000 in healthcare/medical expenses throughout retirement 

(Source: Fidelity Investments) 

Health Care Options 

• Medicare at age 65 

• ASRS Medicare subsidy  

• ASRS Health Insurance Option* 

• COBRA – up to 18 months 

• Spousal Plan 

• Exchange Plan (ACA) 

• New Employer – if available and eligible 

• HSA savings plans  

*As an ASRS retiree you are eligible for a subsidy for the state’s health 

insurance plan, a Medicare supplement, or a mix of the two if your 

dependents are on the other.  However, this only covers Medicare or the 

state plan not any other private insurance.  

A new ASRS retiree has a one-time opportunity at retirement to elect to 

receive a reduced premium benefit that, upon his or her death, may be 

continued to the retiree’s beneficiary. The optional premium benefit is 

designed for retirees whose spouse or dependents will want to continue 

with ASRS insurance upon the retiree’s death and want to continue 

receiving assistance paying for it.  
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How can I seek to maximize my benefits? 

By now you may have a better idea of how your benefits work and be 

better equipped to understand how to maximize your benefits.   We'll go 

over each leg of the stool and give you some ideas and strategies to 

maximize each benefit. 

Arizona State Retirement System  

Under ASRS the two keys benefits are based upon income and years of 

service.  Finding ways to increase your income during your last ten years 

to give you a higher 3 year average (or higher 60 month average) will help 

increase your benefits. Some look for other higher paying positions 

perhaps in administration or other state retirement employers with 

higher wages.  

The power of the multiplier  

You can also simply work longer and accumulate more years of service, 

which will give you the higher payout.  Pay close attention to those 

increases in the multiplier at 20, 25 and 30 years of service.  They look 

like small numbers, but they can add up to big dollars over the course of 

your lifetime.  If you're looking at retiring and are close to one of those 

milestones try finding a way to do something to make it to the next 

highest multiplier. You have a few options, you can: 

1. Work longer  

2. Service purchase  
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3. Accumulate service at a different state retirement sponsoring 

employer  

Working longer is the simplest way of getting an extra year or so to meet 

a step up in multiplier but it does not mean it will be easy to put the work 

in if you are getting burned out.  Remember you don't have to work for 

your current school district or even any school district as there are many 

state retirement employers where you can also accumulate years of 

service. 

Buying back service 

The vast majority of people I work with and talk to find it cost prohibitive 

to do a service purchase.  An interesting way to use it is to either retire 

earlier or hit you next multiplier on the date you want to retire.   Using 

those strategies, the numbers might pencil out.  You can run a projection 

to see what your ROI would be or work with an advisor.  First you do need 

eligible service to purchase and one of the top ways I see educators 

qualify for a service purchase is from substitute teaching if they did not 

take out State Retirement during that time.  Many Educators have at 

least a year or so of substitute teaching.  

Leased employee 

Some go into leased employee options.  The way this works is you 

become an employee of a leasing company, are hired back by the district 

at a lower pay rate but technically you do not work for the district or a 

state retirement employer.  This allows you to "double dip" by collecting 

your pension and a paycheck by circumventing the rule you must not 

work for an ASRS employer and collect a pension for a period of one 

year.  After the one year is up as a leased employee your district can 

rehire you generally at a lower rate and you continue to double dip.  They 

save on salary and you generally are bringing in more income as well so 
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its mutually beneficial. Plus, they get to retain their best educators like 

you!  You will continue to pay into the system, and you earned it so do 

not feel ashamed of the stigma of "double dipping". 

Social Security   

Maximizing Social Security generally turns into a conversation about 

longevity and how long you are expecting to live.  Do you know how long 

they are going to live?  Silly question right.  If you knew, you would know 

exactly when to take it, it’s just math. But since we don’t we have to take 

educated guesses.  

A breakeven analysis is a helpful exercise to aid you in your collection 

decision. How long do you have to live to break even if you wait until FRA 

or 70.  While it’s impossible to know exactly how long you will live, you 

can make a reasonable guess about your current health and family 

history and looking at your break even age can help you when making 

your collection decision.   Everyone might be a little different and you 

should use tools or work with an advisor to run your projections.  One 

source for life expectancy is here at the CDC site: <insert> and then 

project benefits here at ssa.gov calculator <insert>.    

As this chart shows, a client who waits until age 66 to claim Social Security 

rather than claim at age 62 will break even between ages 77 and 78. 

Similarly, if that same client waited until age 70 instead of age 62 to 

claim, the break-even age increases to between ages 80 and 81. A client 

who waits to claim at age 70 instead of 66 will break even between the 

ages of 82 and 83. After the break-even point, the client will likely come 

out ahead dollar-wise for delaying the benefit claim. 
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Claiming Age Break-Even Age 

Age comparison to 

start collecting SS 
Breakeven age 

62 vs. 66 Between ages 77 and 78 

62 vs. 70 Between ages 80 and 81 

66 vs. 70 Between ages 82 and 83 

 

 

“When Should You Take Social Security,” Charles Schwab,  

http://www.schwab.com/public/schwab/nn/articles/When-Should-

You-Take-Social-Security. 

Generally speaking, we know we are living longer, right?  Most are aware 

of the medical advances and healthier lifestyles that have gone hand in 

hand with increased longevity. Living into your 80’s or even 90’s and 

beyond is not farfetched. The numbers are all around us.   

Everyday headlines tell us the latest celebrity hitting 100 years old or the 

oldest living person hitting ages upward of 120.  

http://www.schwab.com/public/schwab/nn/articles/When-Should-You-Take-Social-Security
http://www.schwab.com/public/schwab/nn/articles/When-Should-You-Take-Social-Security
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An interesting thing about life expectancy is if we are looking at a 

household, we need to plan for two.  And jointly two people have a 

longer life expectancy for at least one.  A couple who reaches 65 has a 

50% chance of one living into their early 90’s and 25% chance for one to 

see their late 90’s.  Thus, we can draw from these statistics that one 

person from a couple is likely to live into their 90s.   

 

You just saw the statistics, we know we are living longer, and we know it 

pays to wait.  So, what do you think most people are doing with Social 

Security? 

Everyone must be waiting to collect right?  Wrong.   

Three out of four people, a full 75%, are collecting Social Security benefits 

today are collecting reduced amounts because they collected early, often 

as early as age 62. Why, in the face of longevity, do many people collect 

benefits when they hit age 62? Probably because they can. Even though 

so many people are concerned with longevity, they are willing to except 
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reduced benefits for life possibly to avoid not getting their fair share of 

benefits because they may die early.  

 

But longevity is a reality. In 2014 there were over 2.1 million people over 

the age of 90 collecting Social Security benefits. There were about 60,000 

people over the age of 100 collecting benefits.  

Additionally, many fear political risk, that benefits will be reduced or 

disappear all together leading to an attitude of “I’ll take it while I can get 

it”.  And with headlines that the SS trust fund will run out of money that 

is a reasonable position.  However, you need to understand how 

Washington DC works, or doesn’t work, in this case.   

Washington manages many things by crisis.  Most elected officials don’t 

want to be seen as cutting SS in any way shape or form.  Even the mere 

perception, accurate or not, can ruin a political campaign for office or 

lose an election.  There is a reason they call it the third rail of politics.   

Therefore, it is my opinion that Washington will not act until they 

absolutely have to.  Imagine a car speeding towards a cliff.  That is the 
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current status of SS but Washington will not act until just before the car 

is set to go off the cliff and they will step in and hit the brakes at the last 

minute.  And there is some history to back it up. Under Reagan there was 

a bipartisan study group tasked to come up with reforms to strengthen 

the system and it worked. Those ideas and groups still exist, and I am 

optimistic it will get done again.  Likely in the form of playing around the 

edges with small changes to age eligibility for younger workers, COLA 

adjustments, and very small increases in payroll taxes.   

Maybe there is a better way. One strategy we counsel our clients with 

we call "take and wait". Educators tend to retire younger, in there 

50's.  We'll use 60 as an example.  If retiring at 60 and upon reaching age 

62, instead of reaching for that SS benefit and taking the penalty, 

consider using some of your personal savings (403(b), 457, IRA, etc.).  Not 

too much that that you are worried about running out but enough to 

cover your living expenses and maybe take that vacation or two. And that 

allows you to wait, and increase your benefit.  So we "build a bridge" to 

FRA or maybe even the grand prize of age 70.  If you are planning to 

prepare for age 80 or 90 this could really pay off.  

This material is being provided for general information and educational purposes only 

and should not be construed as investment, tax, accounting, or legal advice, or used as 

the primary or final determinant of the best strategy on how and when to claim Social 

Security benefits. It is strongly recommended that each individual contact the Social 

Security Administration regarding his/her specific situation. A wealth of information, 

including interactive calculators, can be found at the Social Security Administration’s 

website: http://www.ssa.gov/pgm/retirement.htm. 

http://www.ssa.gov/pgm/retirement.htm
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403(b), 457 

Recall earlier you learned why payroll deduction plans such as 403(b) and 

457 are known as defined contribution plans.  In this case what is known 

is the contribution amount or how much you are contributing to your 

plan.  What is unknown is what your account value will be at retirement 

which in large part will determine how much you can withdraw.  So to 

maximize your benefit one thing you can control is how much you 

contribute.  While you can't control investment returns you can control 

how your money is invested and what rate of return you are targeting.     

Obviously contribute more is more.  But how to do it is a different 

story.  You may have a tight budget and can't find the room to save 

enough.  Try slowly increasing your contribution over time.  For example 

if you are saving $100 per pay right now and want to get to $200 it would 

be more noticeable if you made that increase of $100.  However if you 

just raised it by $25 every 6-12 months until you hit your goal of $200 

you may not feel it as much.  You can also commit future wage raises and 

increase your contribution as your pay increases thereby keeping the 

same take home pay you are accustomed to living from.  Finally, many 
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employers will payout unused sick and vacation time and allow you to 

defer that into your 403(b) or 457 as a means to boost your 

savings.  Another benefit to deferring is you aren't paying a 

disproportionately higher payroll withholding tax and instead get to 

choose how and when you are taxed by when you actually withdraw and 

use those funds.   

While you can’t control what the stock market does you can control how 

you react.  Below are the results from a study conducted each year by 

DALBAR who studies how investors perform.  During the studied time 

period US stocks returned an average of 10.2% while the average 

investor only fared a paltry 1.9%.  How can this be?  One reason is 

answered by behavioral economics or simply put, the decisions we make 

as investors.  When do we buy and sell our investments?  Fund flows 

show more investors put more money in when the market is hitting a 

peak and sell and pull money out of the market when it is 

bottoming.  This is known as market timing.  Trying to avoid losses by 

getting out when things "look bad" and getting back in when things "look 

better".   
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Using our HP 10bii calculator with the following keystrokes shows you 

the difference between earning a 10.20% rate of return and a 1.90% rate 

of return.  We use a starting value of $10,000 and contributions of $200 

per month for 30 years. 

Hypothetical 

Rate of Return 

Hypothetical 

Future Value 

Calculator keystrokes performed on a HP 

10bii 

10.2% $682,391 
N=360, I=10.2, PV=10,000, PMT=200, 12 

P/YR, solve for FV 

7.90% $398,236 
N=360, I=7.9, PV=10,000, PMT=200, 12 

P/YR, solve for FV 

1.90% $114,618 
N=360, I=1.9, PV=10,000, PMT=200, 12 

P/YR, solve for FV 

Projections or other information regarding the likelihood of various investment outcomes 

are hypothetical in nature, do not reflect actual investment results and are not 

guarantees of future results.  Nothing contained herein should be construed as a 

recommendation to buy or sell any securities. No person or system can predict the 

market. All investments are subject to risk, including the risk of principal loss.  A plan of 

regular investing does not assure a profit or protect against loss in a declining market.  

You should consider your financial ability to continue your purchases over an extended 

period of time. 

I illustrate the difference to make the point that it’s not even a contest, 

historically stock returns can grow wealth over time illustrated by the 

huge difference in that stock rate of return.  The higher rate of return you 

earn the more money you can earn.  That additional earnings also earns 

a return and is known as the compounding effect or compound 

interest.   A higher rate of return coupled with the compounding effect 

of a higher rate of return can lead to results that are skewed, almost 

exponential.   

But in reality, many might not want the risk that would come with 

investing in 100% stocks to attempt to earn a 10% rate of return.  A 
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diversified portfolio that may have less risk would likely have a lower rate 

of return compared to stocks. For example, using a hypothetical 

investment mix of 50% US Stocks and 50% Government related bonds 

and the above rate of returns would give a weighted average return of 

7.90%.  

Consider your investment mix carefully.  Are you too conservative in 

which case you don’t have a chance to meet your goals?  Conversely do 

you have enough funds and benefits paid to you that you do not need to 

take much if any risk in the stock market?  

Diversification does not guarantee a profit or protect against a loss. 
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7 

The story of Lindsey 

 

We try to get creative and think outside the box for our clients.  One of 

my favorite stories is a client who, like many, was burned out in the 

classroom (it happens to the best).  So she traded her class room for an 

office in the great outdoors.  What does she do?  She works for the park 

service and she loves it, every day she enjoys the outdoors.  

There was a catch, she had to take a pay cut.  But, remember the benefit 

of looking back ten years at your income?  Well guess what she is not 

planning on working that job more than 7 years.  So, her higher income 

from the classroom still counts towards calculating her benefits.  Not 

bad, eh? 

  



51 

8 

What is your pension really worth? 

I was meeting with a client Jane for an annual review and she was 

relaying a conversation she had with her sister who earned a higher 

income and was thus perceived as wealthier.   Jane was 55 and had ~100k 

saved for retirement whereas her sister had much more. Jane's sister 

advised her that she did not have nearly enough saved and was doomed 

for retirement.  The conversation that ensued went something like this.  

Me: have you ever considered what your pension is worth?   

Jane: No   

Me: Well your pension at age 60 when you retire is going to pay you 

30k/yr for the rest of your life.  We are using age 90 to plan for how 

long your money needs to last.  That is 30 years you would get paid 

30k for a total 900k!   

Me: Does your sister have 900k saved up?   

Jane: No 

Here is another way to look at your pension.  If you walked into my office 

today and said I need 30k/yr paid to me over 30 years, how much money 

do I need to give you?  Well with $900,000 in the bank you could portion 

out 30k/yr for thirty years.  But that is without the time value of money 

which means that while the unused portion of those funds sit there (for 

example years 2-30) it could be earning interest.  How much interest 

would we assume in our calculation?  The US treasury bond yield is 

considered a proxy for a "safe money" rate of return.  Since we are 
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comparing our hypothetical retirement to a state pension fund that is 

also safe and has guarantees we should use the safe money return for a 

fair comparison.  In other words, we don’t want to compare it to some 

risky venture that may or may not pan out.  At the time of this writing 

the 10 year bond was yielding 2.13% (Source: Treasury.gov).  This 

calculation is what is known as the future value of an annuity due.  We 

will assume the annuity of 30k/year starts now, you'll get your first 30k 

tomorrow.  You would need $694,168 to generate 30k/yr for 30 years at 

the safe money rate of return at 2.13%.   

Now let's take it one step further.  If you were just starting out and had 

30 years to work, what is your annuity worth?  In other words you walk 

into my office but instead of needing 30k/yr today you say I need it 30 

years from now, how much do I need to invest.  This is what is known as 

a net present value of an annuity due.  With inflation, 30k in 30 years will 

not be worth as much as it is today so let's assume you will need twice 

that or 60k/yr to equally 30k today.  At the safe money rate of return you 

would need to invest $1,348,192 today to generate that income.  In other 

words, the net present value of that annuity if it comes to fruition would 

be appraised at $1,348,192 today. 

 Present Value Calculator keystrokes performed on HP 10bii 

30k/yr annuity 

starting today 
$694,168 

FVAD = N-360, I-2.13, PMT-30,000, FV-0, 

solve PV-694,168, P/YR-1, BEG mode 

30k/yr annuity 

starting in 30 

years 

$1,348,192 

FVAD = N-360, I-2.13, PMT-60,000, FV-0, 

solve PV-1,348,192, P/YR-1 BEG mode 

NPVAD = N-360, I-2.13, PMT-0, FV-1,348,192, 

solve PV-716,394, P/YR-1 BEG mode 

Projections or other information regarding the likelihood of various investment outcomes 

are hypothetical in nature, do not reflect actual investment results and are not 
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guarantees of future results.  Additionally, it is important to note that information in this 

report is based upon financial figures inputas of the writing of this document; results 

provided may vary. 

This exercise lends itself to some investment and planning implications.  

If you viewed your state retirement pension as an asset that was 

"appraised" and worth roughly 700k would that change your 

perspective?  Would you feel differently about your job, career, total 

compensation package?  How would you view your other savings and 

investments.  If you have an asset that is relatively safe and conservative 

appraised at 700k and you had 50k to invest does that change your 

thinking?  Would you be conservative with the 50k or would that change 

your thinking to perhaps take on some risk and invest more aggressively 

to go for a higher rate of return? 

Hypothetical 

Assets 

Stocks % of 

Overall Assets 

50k and invest 100% in stocks 100% 

750k and invest 50k in stocks 7% 
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Resources 

You can contact us at 877.469.7377 or visit our website www.retirement-

professionals.com for more information on us and resources such as  

• Upcoming lunch and learn events 

• Download our retirement checklist including the 32 things 

you must do before retiring, 

• 403(b), 457, Roth decision flow chart to help you pick a plan.  

For more information on the Arizona State Retirement System visit their 

site www.azasrs.gov or call them at 800-621-3778.  It is recommended 

you meet with them and attend one of their workshops prior to retiring.  

For more information on Social Security visit their website www.ssa.gov 

or call them at 1-800-772-1213. 

For more information on payroll deduction plans available through your 

employer such as 403(b), 457 or Roth contact your benefits or human 

resources department.  Many school districts utilize TSA consulting to 

administer their plans and you can look for your district on their site 

www.tsacg.com which would have more information on plan availability 

and providers. 

http://www.retirement-professionals.com/
http://www.retirement-professionals.com/
http://www.azasrs.gov/
http://www.ssa.gov/
http://www.tsacg.com/

