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Retirement Readiness Agenda

* Defining Retirement Readiness
* Calculating Retirement Readiness
*  Promoting Retirement Readiness
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Remember this? | I

EPA Pusl Economy Estimates




Important Value Standard for the Auto Industry

What is CAFE?

Corporate Average Fuel Economy (CAFE) is the sales weighted average fuel
economy, expressed in miles per gallon (mpg), of a manufacturer’s fleet of
passenger cars or light trucks with a gross vehicle weight rating (GVWR) of 8,500 lbs.
or less, manufactured for sale in the United States, for any given model year.

MPG Std General Motors announced that it
30 - 7S believes its rechargeable, electric-
25 2 powered Chevrolet Volt will
10 0 = achieve an EPA-rated gas mileage
20 18 of 230 miles per gallon in city
15 driving. For comparison's sake, the

industry leader Toyota Prius only
gets a measly 48 miles per gallon.
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The Value Standards for our Industry

1. Improving Retirement Readiness
. Knowing
e  Saving
o Investing
*  Spending

2. Protect Plan Fiduciaries
¢ Quantity of Work
¢ Quality of Work

3. “Make the Trains Run on Time”
*  Quantity of Work
. Accuracy of Work
¢ Timeliness of Work
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Retirement Lane is tough to find

* “Many workers continue to be unaware of how much they
need to save for retirement. Less than half of workers (46%)
have tried to calculate how much money they need to save
to retire comfortably. Of those who did, 44% relied on
guesswork, rather than a detailed review or professional
advice.”

EBRI 20 Retirement Confidence Survey

* While 51 million is frequently referenced by Americans as a
standard level of retirement savings for average families, a
new survey finds most registered investment advisers do not
agree. A Scottrade press release said its survey found 71% of
RIAs do not believe 51 million is enough for the average
American family to retire on. Most believe families need to be
saving double, and in some cases more than triple, this
amount for retirement, depending on age.

PLANSPONSOR News Dash 2/10
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Retirement Readiness Index (RRI)

The RRIis designed to help decision makers with evaluating how well
participants in their 401(k) plans are preparing for a secure retirement.
The number is calculated by comparing the amount of retirement
income an eligible participant is projected to have against what they
need, based on the most recent expert findings of the respected Aon
Consulting / Georgia State University Replacement Ratio Study. For
example:
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Retirement Readiness Agenda

* Defining Retirement Readiness
¢ Calculating Retirement Readiness
*  Promoting Retirement Readiness

Fiduciary Benchmarks

Math: Simple, Transparent, Practical

The Monte Carlo simulation on
the right represents over 2,000
market possibilities.

Question:

The basic results of this analysis
can be replicated by varying:
a)The Real Rate of Return

b)The speed of the processor
c)The speed of the operator

*Simple so it can be understood
« Transparent so it can be trusted
* Practical so it can be used
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Retirement Readiness: How much does one need? | I

BMwred WEnpe

Source: Aon Consulting/Georgia State
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Where will the money come from? | |
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Where will the money come from: }
Social Security | I
Question: B . Year of Birth Social Sec
If you were born in 1954, what is 1937 and Priar P
you.rNormal 1938 65 years and 2 months
Retirement Age?
o) 65 1939 65 years and 4 months
b) 66 1940 63 years and & months
o 67 1341 &5 years and & months
1542 65 years and 10 months
1! 66
1955 66 years and 2 months
1956 BE years and 4 months
1357 66 years and 6 months
1956 66 years and & months
1959 66 years and 10 months
1360 or Later 67

Source: Social Security Administration
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Where will the money come from:
Social Security I

Question: Estimated Soial Security Benefits*
If you are makingh$4:,l;04; per Income Percent Annual
year, which of the
e
clos.est to your 40,000 y $17,148
est:{nuted m'onthly $50,000 0% $20,148 §1,679
Zz;;l;}lif;zcumy $60,000 36% §22,584 §1,882
$70,000 3% $23,98% $1,999
Zj g:ggg $80,000 32% §25,272 42,106
o $2,000 $90,000 29% $26,508 §2,209
$100,000 26% §27,636 $2,303
$110,000 26% $28,104 $2,342
£120,000 23% £28,104 $2,342
$130,000 22% $28,104 §2,342
$140,000 20% $28,104 §2,342
$150,000 19% $28,104 $2,342
Source: Social Security Administration
Copyright Fiduciary Benchmarks
Al Rights Reserved 12

Where will the money come from:
Social Security

Question:
If your NRA is age 67 but you Retirement Percentage of
want to retire at age Age NRA Benefit *
62, how much will your
Social Security benefits
be reduced?
a) 30%
b) 20%
c) 10%

* Source: Social Security Administration

Fiduciary Benchmarks

Where will the money come from:
Social Security

The Bottom Line on Social Security:
1)Know your Social Security Normal Retirement Age
2)Know the approximate amount of your benefits
3)Know the impact of retiring early (or late)
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Where will the money come from:

Pensions
Total Participants Number of Number of Percent of Number of Percent of
Category of Sponsor Sponsors. Plans Plans Participants Participants
less than 100 15,156 15,344 58%] 306,757 1%
100-999 5,010 5,801 22%| 1,730,589 5%)
1,000 - 4,999 1,829 2,711 10%| 4,171,045 13%
5,000 - 49,999 858 1,978 7% 12,442,522 39%
50,000+ 107 600 2% 13,553,358 42%)

Total 22,960 26,434 100%| 32,204,271 100%|

Source: GAO 2008 Study on Frozen DB
plans
Where will the money come from:
Personal Savings
KNOWING

duciary Benchmarks

* 70% of workers have not calculated how much
money they need for retirement
EBRI 20 Retirement Confidence Survey

*54% of workers believe they are covered by a
defined benefit pension plan
EBRI 20™ Retirement Confidence Survey

Where will the money come from:

Personal Savings
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*25% to 30% of workers do not participate in their
employer sponsored defined contribution plan
Various

* The average employee contribution is 5.7%
PSCA 2009

* The average employer contribution is 4.1%
PSCA 2009




Where will the money come from:
Personal Savings

* About half of plan sponsors now offer advice up
from 17% 10 years ago
Hewitt 2010

* 67 percent of participants polled assumed asset
allocation investments offered some kind of
retirement income guarantee

Commonwealth 2009
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Where will the money come from:
Personal Savings |

Distributions by Age
Percent Cashing Dut
Source: Hewitt 2009
Testimony
19
Where will the money come from:
Personal Savings I

The Bottom Line on Personal Savings:
1) People have little to no idea how much they need to retire
2) For those participating, contribution rates are almost 10%
3) Most participants do not possess the time, talent or interest to
become professional investors
4) A large percentage of participants spend their pre-retirement
distributions
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Where will the money come from? ] I

« Total U.S. retirement assets were $15.6 trillion as
of September 30, 2009:
*53.9 trillion in DC assets
*54.1 trillion in IRAs
*$2.1 trillion in DB assets
*$2.7 trillion in State & Local Governments
*51.2 trillion in Federal Pension Plans
*$1.5 trillion in Annuities
Source: 1C1 9/2009
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Retirement Readiness Example: Accumulation | ] |

Eatirament Age

Source: FBi Retirement Readiness
Index Model
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Retirement Readiness Example: Drawdown ] I

Source: FBi Retirement Readiness Index Model
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Risks at Retirement: Longevity

Question:
If you live to age 92 versus age
85.5, your Retirement ™' 1

Readiness will be ™t -
reduced by T T -
approximately how
much?
a) 8% "
b) 14%
c) 20% Z
> 0 1930 1950 1540 198 1580 1990
+ The model projects life expectancy in the U.S. to rise
to 86 by 2075 and to 88 by the end of the century.
* Although life expectancy continues to increase, the
pace of that increase has slowed relative to the
- df increases of the first half of the 20th century.
Copyright® Fiduciary Benchmarks
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Risks at Retirement: Inflation

Question:

Assume a 65 year old retiree $40,000
making $40,000 before, $3s000 |
retirement has retired | $30,000
with 82% of their $25,000
income (Retirement 520,000

Readiness of 100%). $15,000
$10,000

$17,200
$9,523
$15,600

$15,600

How much will their purchasing | $50°°

power be reduced at -
age 85 if inflation is Aee6s Age8s
3%? B Social Security M Other
a) 5%
Z) ;g: * This retiree would have had his annual income
in real dollars reduced by almost $7,700 per
year at age 85
ducary Benchmarks

Risks at Retirement: Longevity & Inflation

Question:

How much more expensive is an
inflation adjusted
annuity over a normal
annuity?

a) 16%
b) 24%
c) 40%

waan

- [ ———

Four ways to get that extra 24% ($92,691):
= Beginning Balance is $32k higher

* Start Contributing 2.5 years earlier

« Contribute 2.7% more per year

* Earn 1.20% more per year
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Risks at Retirement: Medical Costs

Question:
What are some of the Health Nursing Home Coverage (53,500 per month)
Care Costs to consider ~ + Home Health Care (51,280 per month)
in Retirement? Medigap Premium (51,700 per year)
Medicare Part B Premium (S1,100 per year)
HMO if no medical coverage

.

.

EBRI 2006
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Risks at Retirement: Some Positive News

In the AARP study workers age 45-70 were asked what they
wanted from work, and it was found that most older workers
have strong ideas about their place in the future workforce.
Some of the people surveyed were "pre-retirees" - they were
considering retiring in five to ten years. Others were "working
retirees" - they had retired from full-time work but were
working part-time.

"I want to continue working."

Nearly 70 percent of pre-retirees plan to work at least part-
time in the so-called retirement years, or never retire.

Almost half foresee working into their 70s or beyond.

Needing money is the top reason for pre- and working-
retirees to work in retirement. More than two-thirds also
want to work to stay active, be useful, and have fun.
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Retirement Readiness & Sensitivity Analysis

The Bottom Line on
Retirement Readiness:

Like most things in life, it
is when you start and . T

when you finish that Aeedel i34 Ohcoumd
counts Pabe ol T 1% nan 00 s
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Retirement Readiness Agenda

* Defining Retirement Readiness
* Calculating Retirement Readiness
*  Promoting Retirement Readiness

GET CLIENTS

10 Fiduciary Benchmarks
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Engage & Encourage

“Average Participant”
21,000 companies
Rolled up by Industry
Rolled up Nationally

@ These results for the average

participant provide a benchmark
against which each individuals can
assess their own readiness. In
effect, this part of our service is a
CATALYST for individuals to assess
their own personal Retirement
Readiness Index and FBi will shortly

= be launching a free service to
enable them to do so.

o 32200

i

Fiduciary Benchmarks
ved

Empower I

Plan Sponsors Participants

Can improve Plan Design by using Make it easy for participants to set

Behavioral Finance insights and goals and stay the course towards

other research securing their retirement future
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Plan Design Optimization:
Current Retirement Readiness I

* The ey P e B Bwachinrs i greater than 100%
. The aligible particip: t Raadiness s BO% ta 100%
®  The red area rectesards sliphle particigants whase Retiramant Rasdiness is lads than B0%

Chart & Retirement Readiaess indes Values and Surphus / [Shortfall] for All Digible Participants

Plan Design Optimization:
Employee Contributions |

Chart §: Parsantage of Eig

iduciary Benchmarks
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Plan Design Optimization:
Employer Contributions I

Chart 7: Mhanthly Pru-Tax Cont of Employer Masch Datwaraly

o
=
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[

Chart & T butisn Rarns

Copyright® Fiduciary Benchmarks
Al Rights Reserved

rved




Plan Design Optimization:
Investments I

* Includes advisor generated risk based or age based funds
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Plan Design Optimization:
Overall Plan Design

P Plan Design #th Emalayer Cort and Participant Impact
Coresd Opliiond
P s Proswuians [Flan Design  Plam Design _ lenpact o Partie st and
Autr Enilment Startieg Percettige ™ » L B their st s b5
A ato-escalann L ™
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Eesployr Matching Contrintion Percentage 2 SN Adomonal pre-tas, monehl cont 1o employer of S8
i Mstched Faricpat Detersl Rty ™ o~
Smployer Contribution for 44 1 T4 Adamonal pre-tan monthly cant 1o eoicyer of $4.058

Oters utomatic Ae-balascng [ Ve Frovdes LOON of partooants with the opprtardy bo Senett
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Plan Design Optimization:
Retirement Readiness

Chart 10- Retirement Readiness indes Values and Surples / [Sherttall] Before and Ater Optimization
BEFORE

Table 7: Distribution of Retiremant Readiness Index ¥aluss Befors and Aftar Optimization

o Pham Do sign
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Keeping Employees on Track

Once the proper plan design gets employees
on track, the recordkeeper should continue to
emphasize good saving and investing behavior
through the various touch points they have
with participants:

* 800 number calls should solicit their
actual retirement goals
Internet sessions should provide
anecdotal stories about how rebalancing
when the market was down would have
meant thousands in additional income
Statements should track progress against
the actual retirement goal

10 Things to remember about
Retirement Readiness

Retirement Readiness is a critical component of “What is Winning” in our industry
The amount one needs to retire comfortably varies with compensation

The math for Retirement Readiness can be made simple, transparent and practical
Only 12% of Americans have a Normal Retirement Age of 65 (born before 1938)

uh W

The monthly Social Security benefit will range from 50% (at $20k per year) to 25%
(at $100k per year) for about 87% of all Americans

o

If your Social Security NRA is age 67, retiring at age 62 will reduce benefits by 30%

7. Aninflation-adjusted annuity protecting against both inflation and longevity will
typically cost about 25% to 30% more than a normal life annuity

8. Itis very likely that many retirees will want to work part-time thus providing
supplemental income and benefits

9. Plan Sponsors can increase Retirement Readiness by Plan Design Optimization

10. Service Providers can play a critical role in promoting Retirement Readiness by

engaging, encouraging and empowering participants to “stay on track” for their

own individual retirement goals

duciary Benchmarks

Questions?

Fiduciary Benchmarks

Comprehensive | Infor

www.fiducarybenchmarks.com
111 SW Columbia, Suite 1080 | Portland, OR 97201 | 866.516.4909

This material has been al urposes. It s not intended
to provide, and should not be relied upon for, investment, accounting, legal or tax advice.
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