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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



Why We Save
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To ultimately reach our financial goals 



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



Why We Save, cont’d. 
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TIME WITH 
FAMILY 

HOBBIES,
LEISURE

TRAVEL VOLUNTEERING 

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



Breakdown of Living Expenses
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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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Year 1 2 3           4           5 6 7 8 9 10         11…



Building Your Retirement Account, cont’d.
Stack all of your paychecks together.
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Total Account 
Balance Needed 
at Retirement



Determining Your Retirement Paycheck

MERS of Michigan | 11

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



Determining Your Retirement Paycheck, cont’d.
Step 1: Estimate your pre-retirement income.
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What We Know Today
Current Age: 45
Current Salary: $50,000

What We Can Assume
Retirement Age: 65
Estimated Salary: $75,000*

*Assumes an annual 2% salary increase.



Determining Your Retirement Paycheck, cont’d.
Step 2: Calculate 80% of your pre-retirement income.
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$75,000
x 80% 

$60,000
“Retirement Paycheck”



Determining Your Retirement Paycheck, cont’d.
Step 3: Guess how many retirement paychecks you need.
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Determining Your Account Balance
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25 Years of “Retirement Paychecks”

$60,000
x 25

$1,500,000
“Account Balance”



Rising Costs
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Factor Inflation into Account Balance
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Before Inflation After Inflation

$1,500,000

$2,200,000



Account Balance Breakdown
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Money Needed
$2,200,000



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

Social Security
$900,000



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

Social Security
$900,000

(Pension)
$875,000



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

Social Security
$900,000

(Pension)
$875,000

Savings Goal
$425,000



Why We Invest



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

Investment Gains

Your Contributions

Savings Goal
$425,000



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.
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Investment Gains

Your Contributions

Higher Returns

Less Contributions

Lower Returns

Higher Contributions



What Determines Your Expected Returns?
As an investor, your savings will typically be invested in 
either stocks or bonds. 
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STOCKS BONDS

30-year 
Average 
Return

30-year 
Average 
Return

11.5%

6.4%



Other Factors to Consider
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37.2
%

11.5
%

Stocks

6.4%

18.5
%

Bonds

Average 
Return*

Average 
Return*

Highest 
Return

Highest 
Return

Returns over last 30 Years (1987-2016)



Other Factors to Consider, cont’d.
How comfortable are you with risk? 
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37.2%

11.5%

-36.6%

Stocks

-2.9%

6.4%

18.5%

Bonds

Lowest 
Return

Lowest 
Return

Returns over last 30 Years (1987-2016)



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



Diversification, cont’d.
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37.2%

27.8%

18.5%
11.5% 9.0% 6.4%

-36.6%

-15.7%
-2.9%

Stocks
Diversified

(50/50) Bonds

Returns over last 30 Years (1987-2016)



Glide Path
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Bringing “time” and “diversification” together



Accumulation Strategies



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

Savings at 
Retirement

Savings Goal
$425,000



3 Key Factors for Accumulation:
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How to Reach Savings Goal

Savings at 
Retirement
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Determining Where to Start



MERS of Michigan | 39

Determining Where to Start, cont’d.
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Using Time as Your Investing Partner

Early Career (Over 25 Years until Retirement)
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$39,000 $78,000

$328,620
$140,275

Contributes from Ages 20-35
(15 years)

Contributes from Ages 35-65
(30 years)

Total Contributions

Investment Gains

Example shows a $100 bi-weekly contribution at a 6% market return and retirement at age 65 

Early Career (Over 25 Years until Retirement) cont’d.
When to Start Contributing

$4
01

,42
0

$2
96

,27
5



Early Career (Over 25 Years until Retirement) cont’d.
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Invest $1 today and it could grow to $16 over 40 years.

Assumes 7% return to double every 10 years 



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

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



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

Mid-Career (10 to 25 Years until Retirement)
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$50,000

$200,000

$225,000

Current  Balance Target Retirement Balance

Mid-Career (10 to 25 Years until Retirement) cont’d.

*Assumes 7% return to double every 10 years. 

Goal: $425,000

$4
25

,0
00

Savings
Gap

Future 
Balance



Evaluating How You Contribute:
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$200,000 $200,000 $200,000 

$69,762 $91,111

$250,906

$50 Per-Pay Change to 3% of Pay Annual Increase by 1%
 (Stop at 10%)

Example: 45 Year old participant making 
$43,500, salary growth rate of 2%, retiring 
at age 65, and investment returns of 7%. 

Mid-Career (10 to 25 Years until Retirement) cont’d.

Goal: $425,000

$4
51

,9
06

$2
91

,1
11

$2
69

,7
62

Additional Money by Taking Action

Future Balance Without Taking Action



Mid-Career Accumulation Summary

MERS of Michigan | 48

Start to reduce some investment risk

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

Consider how you contribute
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Continue to reduce risk on your accumulated balance

Late Career (Under 10 Years until Retirement)



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

$150,000

$300,000

$125,000

Current  Balance Target Retirement Balance
$4

25
,0

00

Goal: $425,000

Savings
Gap

Future 
Balance



Late Career (Under 10 Years until Retirement) cont’d.
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$300,000 $300,000 

$83,838 
$125,757

10% Contributions Increase to 15%
Example: 55 Year old participant making $43,500, 
with a salary growth rate of 2%, retiring at age 65, 
and with investment returns of 7%. 

Goal: $425,000
$3

83
,8

38

$4
25

,7
57

Additional Money by Taking Action

Future Balance Without Taking Action



Late Career (Under 10 Years until Retirement) cont’d.
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$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%. 

Goal: $425,000
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Option 1: Consider investing more aggressively 

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

Investment Gains

Your Contributions

Higher Returns

Less Contributions

Lower Returns

Higher Contributions



Late Career (Under 10 Years until Retirement) cont’d.
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Option 2: Reduce Expenses in Retirement

$75,000
x 75% 

$56,250
New Savings Goal: $275,000

$75,000
x 80% 

$60,000
Savings Goal: $425,000



Late Career (Under 10 Years until Retirement) cont’d.
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Money Needed
$2,200,000

Social Security
$900,000

(Pension)
$875,000

Savings Goal
$425,000

Option 3: Consider Working Longer or Part-Time

New Social 
Security
$885,000

(New Pension)
$890,000

New Savings 
Goal: $350,000

Money Needed
$2,125,000

Example: Result of working 1 year longer. 



Late Career Accumulation Summary
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Other strategies to consider to reduce shortfalls 
• Invest Aggressively
• Reduce Income Replacement Ratio
• Consider Working Longer

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



Decumulation Strategies



Life in Retirement
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What to consider about spending your savings:

Investing and Diversification

Making Your Account Last

Planning for Inflation



Decumulation (Years in Retirement)
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Continue to reduce risk on your accumulated balance



Decumulation (Years in Retirement) cont’d.
Should I move all of my retirement savings into 
the lowest risk investment?
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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.

3.0% Return 5.5% Return

How Long Would Monthly Payments Last?

86 Years Old

95 Years Old



Decumulation (Years in Retirement) cont’d.
How long do I need my retirement savings to 
last?
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Life 
Expectancy

Target Age 
to Save For

86 years

92 years

88 years

94 years

92 years

96 years

65-year-old 
Male

65-year-old 
Couple

65-year-old 
Female

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.



Decumulation (Years in Retirement) cont’d.
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If I have a traditional DB pension, do I need to rely on 
savings for my retirement?

Consider how long you plan on working at your employer
• To reach 80% of income replacement a participant would 

need to work approximately 32 years (with a 2.5% 
multiplier)



Decumulation (Years in Retirement) cont’d.
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If I have a traditional pension, do I need to rely on 
savings for my retirement?

$5,000 $5,000 $5,000 $5,000

$1,864
$4,424

$7,939

65 75 85 95

Pension 
No cost of living adjustment (COLA)

 Pension Payment
 Gap



Decumulation (Years in Retirement) cont’d.
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If my traditional DB pension has a COLA, do I need to 
rely on savings for my retirement?

$5,000 $6,250 $7,500 $8,750

$614 $1,924

$4,189

65 75 85 95

Pension 
With COLA

 Pension Payment
 Gap



Decumulation Summary
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Investment gains are still important

Factor longevity into your time during retirement 

Plan for inflation with your retirement account



Your Retirement Picture
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Your Retirement Picture

Calculating Your Retirement 
Picture—Made Easy

Information already entered:
• Age
• Income
• MERS Benefits

Information you may add:
• Spouse’s Information
• Outside Accounts
• Other Contributions
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Your Retirement Picture, cont’d.

Full Personalized Report
• Determines your 

retirement income needs
• Calculates your retirement 

savings target
• Evaluates your 

investment mix based on 
your risk tolerance 
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Your Retirement Picture, cont’d.

Suggested strategies
• Change investment mix
• Change contribution rate
• Change retirement age
• Change income 

replacement ratio



Join us LIVE on Facebook
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MERS of Michigan

MUNICIPAL EMPLOYEES’ 
RETIREMENT SYSTEM

1134 Municipal Way
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.

MERS of Michigan | 71


	Rock ‘n’ Roll to a Successful Retirement Using AC/DC Strategies
	Today’s Agenda
	Why We Save
	Why We Save
	Why We Save, cont’d.
	Why We Save, cont’d. 
	Participate in Live Poll 	
	Breakdown of Living Expenses
	Building Your Retirement Account
	Building Your Retirement Account, cont’d.
	Determining Your Retirement Paycheck
	Determining Your Retirement Paycheck, cont’d.
	Determining Your Retirement Paycheck, cont’d.
	Determining Your Retirement Paycheck, cont’d.
	Determining Your Account Balance
	Rising Costs
	Factor Inflation into Account Balance
	Participate in Live Poll 	
	Account Balance Breakdown
	Account Balance Breakdown, cont’d.
	Account Balance Breakdown, cont’d.
	Account Balance Breakdown, cont’d.
	Why We Invest
	Why We Invest
	Why We Invest, cont’d.
	What Determines Your Expected Returns?
	Other Factors to Consider
	Other Factors to Consider, cont’d.
	Which Will You Choose?
	Other Factors to Consider
	Diversification
	Diversification, cont’d.
	Glide Path
	Accumulation Strategies
	What is Accumulation?
	What is Accumulation? cont’d.
	How to Reach Savings Goal
	Determining Where to Start
	Determining Where to Start, cont’d.
	Slide Number 40
	Slide Number 41
	Early Career (Over 25 Years until Retirement) cont’d.
	Early Career (Over 25 Years until Retirement) cont’d.
	Early Career Accumulation Summary
	Mid-Career (10 to 25 Years until Retirement)
	Mid-Career (10 to 25 Years until Retirement) cont’d.
	Mid-Career (10 to 25 Years until Retirement) cont’d.
	Mid-Career Accumulation Summary
	Late Career (Under 10 Years until Retirement)
	Late Career (Under 10 Years until Retirement) cont’d.
	Late Career (Under 10 Years until Retirement) cont’d.
	Late Career (Under 10 Years until Retirement) cont’d.
	Late Career (Under 10 Years until Retirement) cont’d.
	Late Career (Under 10 Years until Retirement) cont’d.
	Late Career (Under 10 Years until Retirement) cont’d.
	Late Career Accumulation Summary
	Decumulation Strategies
	Life in Retirement
	Decumulation (Years in Retirement)
	Decumulation (Years in Retirement) cont’d.
	Decumulation (Years in Retirement) cont’d.
	Decumulation (Years in Retirement) cont’d.
	Decumulation (Years in Retirement) cont’d.
	Decumulation (Years in Retirement) cont’d.
	Decumulation Summary
	Your Retirement Picture
	Your Retirement Picture
	Your Retirement Picture, cont’d.
	Your Retirement Picture, cont’d.
	Join us LIVE on Facebook
	MERS of Michigan
	Please Complete a Session Survey!	

