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Why Do We Need 
to Understand 
Pensions?

Finding:

• Newer plan members do not value defined 
benefit pensions the same as long-term 
members

Next step:

• Provide information on the value of pensions

• How to explain pensions to members?

• Pensions are complex and confusing

• Need to be concise!

• Put yourselves in their situation

PSPRS Advisory Committee 

Recruitment and Retention 
group working with Morrison 
Institute and the three 
Arizona universities
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Retirement is 
Scary for 
Everyone

• 56% of baby boomers are worried about 
outliving their retirement savings 

• 79% of middle-income baby boomers have 
NO savings put aside to cover their 
retirement

• 29% of workers under 55 answered a 
retirement query with, 
“I don’t think I will ever retire” 

New members probably have relatives, friends 
and/or parents in this reality, worried about 
retirement.

Retirement challenge, it is a 
reality!

Are we better off not 
planning for the reality?

How do we make choices 
today to put us in a better 
position tomorrow?
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Why is this a 
Challenge?  
Mixed messages

Human nature is not programmed for 
retirement planning:

• Fight or flight…

o a 25-year-old is not focused on what will 
happen in the future that is beyond their 
current lifetime…

o 50+ years of age and into the future

• Confusing messaging in society…

o Mindfulness

o Yesterday is gone, don’t worry about the past

o Tomorrow isn’t here yet, don’t fret over what 
might happen

o Be present in today!

• But, have you started planning for retirement?

Retirement Challenge, it is 
a reality!

Are we better off not 
planning for the reality?

How do we make choices 
today to put us in a better 
position tomorrow?

It takes more than just 
telling people to plan…
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Defined Benefit 
Facts 

1. Hire date
The benefits in place on your hire date 
are guaranteed to not be reduced, 
diminished or impaired! Just meet 
your part of the deal (normal 
retirement).
2. Retirement date
The retirement monthly payment you 
earn is guaranteed and will be paid for 
your lifetime! Every month! (vs earning 
a paycheck)

Repeat often

These are the 2 key points!
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Defined Benefit 
Facts 

If a government is declared bankrupt AND 
the pension is underfunded

• Zero government bankruptcies in AZ  

• Bankruptcy is not relevant if the plan is 
funded

• PSPRS goal/objective has been to structure 
contributions going forward to attain full-
funding, then  bankruptcy is irrelevant

Takeaway – Funding policies are significant, 
especially for individual employer plans.

*Guaranteed pensions are 
only subject to one 
risk…bankruptcy
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Defined Benefit 
Facts 

*Guaranteed 
pensions are only 
subject to 
bankruptcy IF 
underfunded
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Why Do We Need 
to Understand 
Pensions?

Common retirement planning questions:

• How long are you needing income in 
retirement? 

• Age 80, 90, beyond 100?

• How do you plan for that?  

• What if a major recession happens 6 months 
before you planned to retire?

• Or 6 months after?

For a lifetime pension annuity, these 
scenarios do NOT matter and do NOT 
change your pension. 

Advice: (we never give 
advice)

Keep your pension!
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Actual benefit* 

At retirement it will be paid based primarily on 
two factors: years of service & compensation.

Tier 1, 25 years of service = 62.5%
62.5% x average compensation
62.5% x $80,000 = $50,000 annual pension

Plan how long to work and understand the 
benefit you need to retire.

*Normal retirement = not early, no early 
reduction

You will never outlive your pension – it is 
guaranteed in the Arizona Constitution!

Defined Benefit Challenge

Basic example:

9

Why Do We Need 
to Understand 
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Historical 
Perspective –
Retirement 
Planning

Retirement is not about stopping

it’s about options…

• New careers…

• New hobbies…

• Where do you want to live…

(Stats on next page)

• How many people do you know that can 
try something new in their 50s…

• How many people do you know in their 50s 
that are worried they may not be able to 
retire…

Retirement: 

• Options

• Possibilities

• Freedom
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Why Do We 
Need to 
Understand 
Pensions?

PSPRS, CORP and EORP retiree highlights
July 2023

• 22,900 retirees/survivors between the three 
plans

• Population equal to Fountain Hills, Florence 
and Anthem

• $1.07 billion of pension benefits (gross) 
distributed each year (economic benefit)

Pensions = Options

• Retirees in 49 states, also Austria, Canada, 
Costa Rica, England, Germany, Italy, 
Philippines, Mexico and New Zealand
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Pensions provide options

AND

Pensions contribute back to 
the economy
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Retirement is not about stopping

it’s about options…

• $46,800 average gross annual pension 
distribution 

• $40,500 average net annual pension 
distribution

• Present value:

• 30 years @ 5% = $653K 

• 30 years @ 4% = $728K

• About 8% of baby boomers have a 
retirement fund of at least $500,000
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Retirement 
Planning (cont.)

Retirement: 

• Options

• Possibilities

• Freedom
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Historical 
Perspective –
Retirement 
Planning (cont.)

Three-legged stool retirement approach

The metaphor was intended to convey the 
idea that all three approaches were needed to 
provide stable income security in retirement.

1. Social Security – (PSPRS hybrid)

2.Defined Contribution (DC)

3.Defined Benefit (DB) pensions

• DB is no longer available to most workers

• Social Security was not intended as 
retirement income (disability & survivor 
benefits)

• For most workers, DC is the critical tool

• Why did traditional pensions go away?

Three-legged stool 
retirement approach
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Pensions are a win-win

When did the most US employers get rid of 
pensions?  

In the 1980s…the 1978 Revenue Act permitted 
employees to use pre-tax funds for voluntary
contributions towards retirement plans. Encouraging 
individuals to take more control over their own 
retirement savings.

• Birth of the 401k 

• Not originally intended to replace pensions

Pension history:

• Paying less than ARC

• Pension Benefit Guarantee Corporation

• Not just cost or complexity, examples of bad 
choices managing plans

• Pension contributions were used as a budget 
management tool

Why are DB 
Pensions not 
Offered to 
Workers?
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Result

Employers have moved away from traditional 
pensions due to changes in company 
structures, increased complexity in managing 
funds, and the desire to reduce costs and 
transfer investment risk onto the employee. 

Key takeway

Pensions are not the standard, however 
pensions are a valuable retirement tool for 
those members in pension plans.

Pensions must be proactively and realistically 
managed.
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Why are DB 
Pensions not 
Offered to 
Workers? (cont.)

Pensions are a win-win
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Why?
Pensions

• Sustainable (win – win)

• Cost effective (someone will pay)

• Reliable (lifetime income)

• Positive contribution to the overall economy

• Key to the three-legged stool

• Critical for pensions to be realistically and 
proactively managed

• Retirement = Options

“I’m a firm believer in defined 
benefit plans and I’m looking 
forward to helping make 
PSPRS better for members, 
employers, local boards and 
taxpayers…” 

-- Administrator Michael 
Townsend
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Actual benefit* 

At retirement it will be paid based primarily on 
two factors: years of service & compensation.

Tier 1, 25 years of service = 62.5%
62.5% x average compensation
62.5% x $80,000 = $50,000 annual pension

Plan how long to work and understand the 
benefit you need to retire.

*Normal retirement = not early, no early 
reduction

You will never outlive your pension – it is 
guaranteed in the Arizona Constitution!

Defined Benefit Challenge

Basic example:
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Defined Benefit 
Facts 

1. Hire date (congratulations)
The benefits in place on your hire date 
are guaranteed to not be reduced, 
diminished or impaired! Just meet 
your part of the deal (normal 
retirement).
2. Retirement date
The retirement monthly payment you 
earn is guaranteed and will be paid for 
your lifetime! Every month! (vs earning 
a paycheck)

Repeat often

These are the 2 key points!
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Questions, comments and discussion
What questions do you have?
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https://www.facebook.com/arizonapsprs/
https://www.youtube.com/user/ArizonaPSPRS
https://twitter.com/psprsaz
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