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Today’s Agenda

« Why We Save and Invest

Investing Basics

Accumulation (AC) Strategies

Decumulation (DC) Strategies

Evaluating our Readiness for Retirement
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Why We Save

To ultimately reach our financial goals

MERS of Michigan | 4 III II il ‘-.l




Why We Save, cont’d.

While it may be clear that someday we will retire,
how we get there isn’'t always so clear.
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Why We Save, cont’d.

Retirement Goal: Have enough money set aside at
retirement to feel comfortable that you will be able to
cover your expected expenses.

2

VOLUNTEERING
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Breakdown of Living Expenses

Lo:]
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Building Your Retirement Account

Multiply your retirement paycheck by how many years
you will have during retirement.
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Building Your Retirement Account, cont’d.

Stack all of your paychecks together.

Total Account
—  Balance Needed
at Retirement
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Determining Your Retirement Paycheck

X

Rule of Thumb:
You'll need 80% of your
pre-retirement income.

I LJ.JII
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Determining Your Retirement Paycheck, cont’d.

Step 1: Estimate your pre-retirement income.

What We Can Assume

Retirement Age: 65
Estimated Salary: $75,000*

*Assumes an annual 2% salary increase.

What We Know Today
Current Age: 45
Current Salary: $50,000

I nl'.l.
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Determining Your Retirement Paycheck, cont’d.

Step 2: Calculate 80% of your pre-retirement income.

$75,000
X 80%

“Retirement Paycheck”




Determining Your Retirement Paycheck, cont’d.

Step 3: Guess how many retirement paychecks you need.

As life expectancy continuas to increase, do you
know if you will be able to support yourself for 10, 20
or even 60 years In retirement?

FEERES

: i
e I 71 BN 79

1940 . 1970 Today
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Determining Your Account Balance

$60,000
X 25

“Account Balance”
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Rising Costs

The effect of inflation on your puchasing power is real.
The money you spent on a full cart of groceries 20 years
ago may only buy you a few items today.
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Factor Inflation into Account Balance

$2,200,000

$1,500,000
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Before Inflation After Inflation
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Account Balance Breakdown

Money Needed
$2,200,000
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Account Balance Breakdown, cont’d.

Money Needed
$2,200,000

Social Security
$900,000

| RSN
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Account Balance Breakdown, cont’d.

(Pension)

Money Needed $875,000

$2,200,000

Social Security
$900,000
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Account Balance Breakdown, cont’d.

Savings Goal
$425,000

(Pension)
$875,000

Money Needed
$2,200,000

Social Security
$900,000
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Why We Invest

By investing your money in the market, you allow the
money that you contribute to work for you and grow.

Investment Gains

Savings Goal
$425,000

Your Contributions

I LJ.JII
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Why We Invest, cont’d.

Your investment choices impact how much you may need
to save and how much your savings will work for you.

Investment Gains

Lower Returns

Higher Returns

Less Contributions Higher Contributions

. |

Your Contributions

I nl'.l.
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What Determines Your Expected Returns?

As an investor, your savings will typically be invested In
either stocks or bonds.

11.5%

rFY Y % ahe' ..

he—== e
30-year 30-year
Average Average
Return Return
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Other Factors to Consider

Stocks Bonds

18.5
%
6.4%

Average  Highest
Return* Return

37.2
%

11.5

%

Highest  Average
Return Return*

Returns over last 30 Years (1987-2016)
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Other Factors to Consider, cont’d.

How comfortable are you with risk?

Stocks Bonds

37.2%

-2.9%
Lowest
Return

Lowest
Return

Returns over last 30 Years (1987-2016)
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Which Will You Choose?
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Other Factors to Consider

How much time do you have before using your money?
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Diversification

An investor can lower their risk, while still
reaching higher returns, by diversifying their
portfolio of investment funds.
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Diversification, cont’d.

Stocks

37.2%

Diversified
(50/50)

27.8%

Returns over last 30 Years (1987-2016)
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Glide Path

Bringing “time” and “diversification” together

I T T T T T T T I T T T 1
40 35 30 25 20 15 10 5 Retirement 5 10 15 20
Years Before Retirement Years Into Retirement
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Accumulation Strategies




What 1s Accumulation?

A mass or quantity of something that has gradually
gathered over time.
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What 1s Accumulation? cont’d.

A mass or quantity of something that has gradually
gathered over time.

Savings Goal
$425,000

S

Savings at
Retirement

. s $ S

Today's
Savings
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How to Reach Savings Goal

3 Key Factors for Accumulation:

s>
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Savings at
Retirement
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Determining Where to Start
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Determining Where to Start, cont’d.
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Early Career (Over 25 Years until Retirement)

Using Time as Your Investing Partner

Early Career Mid Career Late Career In Retirement

Stocks \

T~

40 35 30 25 20 15 10 5 Retirement 5 10 15 20
Years Before Retirement Years Into Retirement
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Early Career (Over 25 Years until Retirement) cont’d.

When to Start Contributing

m Total Contributions

N |
< m Investment Gains
S
<
A~
$328,620 L0
g- $140,275
(@)
QN
A
$78,000
Contributes from Ages 20-35 Contributes from Ages 35-65
(15 years) (30 years)

Example shows a $100 bi-weekly contribution at a 6% market return and retirement at age 65
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Early Career (Over 25 Years until Retirement) cont’d.

Invest $1 today and it could grow to $16 over 40 years.

S
-@%

Assumes 7% return to double every 10 years
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Early Career (Over 25 Years until Retirement) cont’d.

Invest $1 in 20 years and it could grow to $4 over 20 years.

@\./\_/

Assumes 7% return to double every 10 years
I |..|| .J.l.
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Early Career Accumulation Summary
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You can take on more investment risk to
maximize returns to meet your retirement goal

With more than 25 years before retirement,
allow time to work with you

Small contributions now can have a large
Impact to your anticipated retirement balance

nl'.l.




Mid-Career (10 to 25 Years until Retirement)

As your retirement account balance grows larger, begin
the process of reducing risk

Early Career Mid Career Late Career In Retirement

Stocks \

T~

40 35 30 25 20 15 10 5 Retirement 5 10 15 20
Years Before Retirement Years Into Retirement
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Mid-Career (10 to 25 Years until Retirement) cont’d.

Goal: $425,000

$225,000 Savings
Gap
o
o
=)
Lo
o\
q—
-4
Future
$200,000 Balance

$50,000

Current Balance Target Retirement Balance

*Assumes 7% return to double every 10 years.
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Mid-Career (10 to 25 Years until Retirement) cont’d.

Evaluating How You Contribute:

Goal: $425,000

—— e e e = = = ¢ $250,906 — — — .

©
o
o $69,762 < $91,111 =)
O — —
™~ — Lél?
2 2 ®
g\; $200,000 il $200,000 $200,000
$50 Per-Pay Change to 3% of Pay Annual Increase by 1%
(Stop at 10%)
Example: 45 Year old participant making Additional Money by Taking Action

$43,500, salary growth rate of 2%, retiring _ _ _

™
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Mid-Career Accumulation Summary

A08A  siartto reduce some investment risk

Time still allows contributions and investment
gains to help you meet your retirement goal

Consider how you contribute

uli.l.l.
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Late Career (Under 10 Years until Retirement)

Continue to reduce risk on your accumulated balance

Early Career Mid Career Late Career In Retirement

Stocks \

T~

40 35 30 25 20 15 10 5 Retirement 5 10 15 20
Years Before Retirement Years Into Retirement
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Late Career (Under 10 Years until Retirement) cont’d.

$125,000 Savings
Gap

Goal: $425,000

o
o
Q
L0
N
q—
&
$300,000 Future
Balance
$150,000
Current Balance Target Retirement Balance

Assumes 7% return to double every 10 years
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Late Career (Under 10 Years until Retirement) cont’d.

Goal: $425,000

$125,757
$83,838
N~
0 LO
™ N
o Te)
) N
& DS
&+
$300,000 $300,000
10% Contributions Increase to 15%
Example: 55 Year old participant making $43,500, Additional Money by Taking Action
with a salary growth rate of 2%, retiring at age 65, : : .
and with investment returns of 7%. . Future Balance Without Taking Action
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Late Career (Under 10 Years until Retirement) cont’d.

Goal: $425,000

$350,79
7

Maximum Contributions

Example: 55 Year old participant, $0 balance, contributing 457 Contribution
Maximum ($18,000) and additional Age-50 Catch-up ($6,000), for a total of
$24,000 for 10 years, and investment returns of 7%.
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Late Career (Under 10 Years until Retirement) cont’d.

Option 1: Consider investing more aggressively

Investment Gains

Lower Returns

Higher Returns

Less Contributions Higher Contributions

Your Contributions '
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Late Career (Under 10 Years until Retirement) cont’d.

Option 2: Reduce Expenses in Retirement

$75,000
X 80%

Savings Goal: $425,000

$75,000
X 5%

New Savings Goal: $275,000
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Late Career (Under 10 Years until Retirement) cont’d.

Option 3: Consider Working Longer or Part-Time

Money Needed

0 Money Needed

$2,125,000

Savings Goal
$425,000

New Savings
Goal: $350,000

(Pension) (New Pension)
$875,000 $890,000
Social Security New Social
$900,000 Security
$885,000

Example: Result of working 1 year longer.
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Late Career Accumulation Summary

Aaf®e Continue to reduce investment risk

Your last 10 years are the time to evaluate and
make adjustments

Consider increasing your contributions to
reduce any projected savings gaps

w7, Other strategies to consider to reduce shortfalls
=y * Invest Aggressively
' ﬁ « Reduce Income Replacement Ratio

« Consider Working Longer '
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Decumulation Strategies




Life In Retirement

What to consider about spending your savings:

AA&  |nyesting and Diversification

Making Your Account Last

Planning for Inflation
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Decumulation (Years in Retirement)

Continue to reduce risk on your accumulated balance

Early Career Mid Career Late Career In Retirement

40 35 30 25 20 15 10 5 Retirement 5 10 15 20
Years Before Retirement Years Into Retirement
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Decumulation (Years in Retirement) cont’d.

Should | move all of my retirement savings into
the lowest risk investment?

How Long Would Monthly Payments Last?

95 Years Old

86 Years Old

3.0% Return 5.5% Return

Example: Participant retires at age 65, and draws down a $500,000 account balance by
taking a $1,900 monthly payment, adjusting it upward with inflation at 3.22% each year.

™
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Decumulation (Years in Retirement) cont’d.

How long do | need my retirement savings to
last?

65-year-old 65-year-old
Male Female
Lite 86 years 88 years 92 years
Expectancy
Target Age
to Save For 92 years 94 years 96 years

Source: Society of Actuaries RP-2014 Mortality Tables. “Life Expectancy” is 50% of

living to this age. “Target Age to Save For” is 25% of living to this age.
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Decumulation (Years in Retirement) cont’d.

If | have a traditional DB pension, do | need to rely on
savings for my retirement?

Consider how long you plan on working at your employer

e To reach 80% of income replacement a participant would
need to work approximately 32 years (with a 2.5%
multiplier)

|.n| .J.I.
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Decumulation (Years in Retirement) cont’d.

If | have a traditional pension, do | need to rely on
savings for my retirement?

Pension
No cost of living adjustment (COLA)

Pension Payment

m Gap
$7,939
$4,424
$5,000 $5,000 $5,000 $5,000
65 75 85 95
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Decumulation (Years in Retirement) cont’d.

If my traditional DB pension has a COLA, do | need to
rely on savings for my retirement?

Pension
With COLA
Pension Payment
- Gap $4,189
$614
I
$6,250 $7,500 $8,750
$5,000 ]
65 75 o .

|.n| .J.I.
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Decumulation Summary

a e Investment gains are still important

Factor longevity into your time during retirement

Plan for inflation with your retirement account

| nl'.l.
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Your Retirement Picture




Your Retirement Picture

R Calculating Your Retirement
e Picture—Made Easy

pranea retirement ae [ o Information already entered:
CURRENT ACCOUNTS ° Age
E’IEEEO?EEN:ISICHIGAN 457 ALL . I ncome
Bank IRA $1,800.00 $0 bl MERS Beneflts

MERS DC Flan $36,000.00 £3,500

Contrib utiPn

Account Mame Balance
Amoun t

$10,760.14 $3,500

TOTAL BALANCE %$48,560.14 £7,000

Information you may add:
—— e Spouse’s Information

Annual Salary Growth @ 2 Y .

P - e Qutside Accounts

STARTING ASSUMPTIONS

Eooal Secunty . .
furthor e « Other Contributions
Spal Seounty & LA e TNy
Monthiy Eer&‘.’:t'rj Use my ectimate §
Legacy At Deathi@d 50
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Your Retirement Picture, cont’d.

Full Personalized Report
OMERS - « Determines your

D e

S Ll retirement income needs

i R A e e L o Calculates your retirement

restingsrmannd snd hor' 50 invest your plan account. Thee sections. Beslow proside an analysss of your .
cusmant savings and invesimants. offer soma suggestons (o halp you neach your goals, and show

you by 1o makie changes 1o your retinement acoounl SaVIngS arge
In this retiremant plan analysis you will ecoive:
1. A perponalized assessment of your current retinement savings and irmesiments. PY I Val u ate S O u r
2. An indication i you aee on track Io meet your reiremes] goals. y

1. Sugpestions on hos 10 iMpeove e peobabiity of Bhieing your retfement ohjectnes

4 Sinplhe slaps b argilsrment youl rie SiAbegy investment miX baSed On

Assumptions used for this anatysis:

s your risk tolerance

e agn M
Retirement year (age) ... i ——-. YT K
mmmmmmmm _ - i L ER AL b 30
Anial SAlary . T L . s e : £50,000

AtiusTriaa Pl Bl b 1 Ciate TNl MAraGAA! Srpact AILpRant b A SUMBARKAT For BTl yoor Bl My &
T O AR B R IR R, e ke COSbLn Ty CEngE or G almnensd. Snckt inlasion mEy o iy nor grow
! Pow madsarrnd b o PN Al P i i 18 Oy D e Bt et i reiied b Faid i i
AR AR BNV

|.n| .J.I.
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Your Retirement Picture, cont’d.

WELCOME T0 YOUR RETREMENT AEADINESS FULL PITURE REPORT! Suggested strategies

©MERS « Change investment mix

B e B

Test Participart

« Change contribution rate

p ooy
Lansing, Mi 55555

e T S R e,  Change retirement age

o i i « Change income

e R i replacement ratio

4 Sinple g bo erglemant your new siralegy

Assumptions used for this analysis:

Particigant:
Curmen] s M
Retirement year (age] ..o SN S —. AT T 1]
Avturphont Flnm fedn made 31 creats B jercds! srpacift ATIuTetan @nk o QUAeSERT {Or SakTol pour Sty may o
Ty RO A B T MRS R prr Ak e craepa or na Aoty NASION My O TR A0 g
& o il sl o PN Al P it i i iy D e b murnstion e reuind biwew fa sl e
Pbrn it s
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Join us LIVE on Facebook

Full Picture Report Builder
Demonstration

f LIVE



MERS of Michigan

MUNICIPAL EMPLOYEES
RETIREMENT SYSTEM

n 1134 Municipal Way

m m Lansing, MI 48917

800.767.MERS (6377)

www.mersofmich.com

This presentation contains a summary description of MERS benefits, policies or procedures. MERS has made

every effort to ensure that the information provided is accurate and up to date. Where the publication conflicts with

the relevant Plan Document, the Plan Document controls.
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