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A sureway to an unsure future is to put off planning for retirement.

Hi there! I’'m Tiffany and I'll be taking you through PEBA’s retirement readiness information
series. The South Carolina Public Employee Benefit Authority has prepared this series to
provide you with information that may help you take some important yet practical steps
toward securing your financial future. Let’s get started.
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Disclaimer \\_J

Before we get started, Id like to take a minute to remind you that personal
finance, as the name implies, is a highly individualized and personal matter. The
information provided in this presentation, and in the other presentations in this
series, is general educational information provided to illustrate certain financial
ideas and concepts. This information does not take into account your personal
situation and should not be considered personal financial or investment advice.
In reviewing this presentation, you should consider whether the information
presented is appropriate for your particular needs, and, where appropriate, you
may wish to seek advice from a financial professional to determine what is best
for your individual financial circumstances. PEBA does not make any guarantee
or other promise as to any results that may be obtained from using the content
of this presentation.

—

Before we get started, I'd like to take a minute to remind you that personal finance, as the
name implies, is a highly individualized and personal matter. The information provided in
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promise as to any results that may be obtained from using the content of this presentation.




Establish your personal @
financial plan \—~

¢ Create a budget

* Set financial goals

* Build a financial safety net

e Save for your future

In PEBA’s two “Planning for Your Future” presentations, we reviewed how to establish a
personal financial plan. We created a budget and set some short- and long-term financial
goals and determined how much of a financial safety net you’ll need. The plan does not
have to be complex to get solid results. Keeping it simple can work just as well and can be
easier to stick with.

So let’s complete your personal financial plan by looking at step four: saving for your future.



PEBA retirement
plans

Defined benefit or defined
conftribution
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As a member of a PEBA-administered retirement plan, you are enrolled in either a defined
benefit plan or a defined contribution plan. Let’s briefly review these retirement plans
before discussing options for supplementing the retirement income you can expect to
receive from PEBA.
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PEBA retirement plans \7

Defined benefit plans
* South Carolina Retirement System (SCRS)
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Defined contribution plan
* State Optional Retirement Program (State ORP)

—

PEBA administers both defined benefit plans and a defined contribution plan. The primary
retirement plans are the South Carolina Retirement System, or SCRS, and the Police Officers
Retirement System, or PORS, and the State Optional Retirement Program, or State ORP.
SCRS and PORS are both defined benefit plans. State ORP is a defined contribution plan.

Regardless of which PEBA-administered retirement plan you are eligible for and participate
in, keep in mind that you will need more than the expected income from your retirement
plan to live comfortably in retirement.
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Defined benefit plans \J

SCRS and PORS

* Provide a monthly lifetime benefit based on a
formula, not on balance in your account or your
contributions

* Offer disability protection and survivor options

—

The defined benefit plans, SCRS and PORS, provide a lifetime monthly benefit based on a
statutory formula. Your retirement benefit is not based on the amount of money you
contribute to your retirement plan or investment performance. These plans also offer
disability protection for you and survivor options for your beneficiaries in the event of your
death.



Defined confribution plan  \-7

State ORP

* Retirement benefit based on balance in your account
at retirement, not on a set formulia

* You are responsible for your investment performance
* No disability protection

* Survivor option consists of participant’s account
balance at time of participant’s death

—

The State ORP is available as an alternative retirement plan to employees who work for a
state agency, higher education institution, or public school district, and who are otherwise
eligible for SCRS membership, and meet any other eligibility requirements.

The State ORP provides an account into which both you and your employer contribute. Your
retirement benefit is based on the balance in your account at retirement. Your State ORP
account consists of contributions made by you and your employer, and any related
investment gains or losses, and any fees associated with your account activity. You are
totally responsible for your investment performance. With the State ORP, you have
immediate rights to your account balance when you terminate employment or reach age
59 %.



Savings options

How can | supplement my
retirementincome?

Now that we’ve reviewed the retirement plans, let’s take a look at the options available for
supplementing your retirement income.




//"\\

Savings options \\_J

Short-term savings options
* Personal savings account
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* Money market account

Long-term savings options

* S.C. Deferred Compensation Program
* 401(k) and Roth 401(k) options
* 457 and Roth 457 options

—

There are as many options for saving as there are financial and other institutions offering
savings products and services. You can open a personal savings account, purchase a
certificate of deposit, commonly called a CD, or open a money market account. These are
considered shorter-term savings options.

One long-term savings option available to you as a member of a PEBA-administered
retirement plan is the South Carolina Deferred Compensation Program, commonly referred
to as the SCDCP. If your employer participates in the SCDCP, you can sign up for any of the
SCDCP’s savings options now. There is no waiting period or length of employment
requirement. Click on the link entitled S.C. Deferred Compensation Program for more
information about this program. Please note that, because the SCDCP’s plans are
retirement plans, your access to funds in the plans prior to retirement is limited and, even
where access is available, it may be subject to significant tax penalties. We’ll talk more
about the SCDCP in another presentation.
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Savings options \\J

Personal savings account

* Deposit regularly or periodically

* Earn modest interest income

* Use a federally insured financial institution

* Individual, personal savings insured for up to
$250,000

Another way to save for your retirement is to use a personal savings account into which
you deposit funds on a regular basis or periodically. Many savings accounts earn modest
interest but can keep your money safe if you choose a financial institution insured through
the Federal Deposit Insurance Corporation, commonly known as the FDIC, or the National
Credit Union Share Insurance Fund. Insured financially institutions guarantee protection of
up to $250,000 of your personal savings.
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Savings options \7

Personal savings account
* Shop around for the best interest rates
* interest rates may be subject to change

* Minimum initial deposit and account balance
requirements may apply

* Transaction limitations may apply
* Monthly or transaction fees may apply

Here are a few more things to keep in mind when you get ready to open a savings account:

* Interest rates vary from bank to bank, so shop around for the best interest rates.

e Often times, interest rates are subject to change. Be sure to understand why and when
the interest rates that apply to your personal savings account are subject to change.

e Many accounts require that you deposit a minimum dollar amount to even open the
account and some require that you have a minimum account balance at all times.

e Some savings accounts have strict transaction limitations as well as high monthly
transaction fees.

Always ask questions before opening any account so you know if limitations and fees apply.
Your goal is to put your money to work for you, not someone else.

11
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Savings options \\_J

Certificate of deposit

* Possibly higher interest rate

* Duration of three months to five years

* Longer term typically equals more earnings
* Low-risk savings option

* No access to money until certificate matures
* Possible early withdrawal penalties

Now let’s take a look at another savings option, certificates of deposit, or as they are
commonly known, CDs. A CD is a bank deposit that guarantees a return from the bank after
a certain length of time.

e CDs may provide higher interest rates on your deposits than most standard savings
accounts.

* Variable terms are available from three months to five years.

* Typically, the longer the duration of the term, the more you may earn on your initial
deposit.

* Due to their low amount of risk, CDs are among the safest ways to save money with a
bank.

e CDs require a commitment and you will not have access to the money you deposit into a
CD until after the certificate has reached maturity.

* There are also may early withdrawal penalties.
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Savings options v

Money market deposit account

* Higher interest rate than savings account
* Monthly interest dividends

* Flexibility, access to funds

* Not a money market mutual fund

Another savings option that can help supplement your income at retirement is a money
market deposit account, which can be described as a cross between a savings and a
checking account.

A money market deposit account is an interest-bearing account that typically pays a higher
interest than a personal savings account. Interest is paid on a monthly basis. And unlike
CDs, most money market accounts are flexible and provide you with access to the money in
your account.

Before you dive into a money market deposit account, do your research and make sure it is
the right option for you. For example, it is important to understand the difference between
a money market deposit account and a money market fund. Money market funds are
mutual funds and not bank accounts. While these savings options have similar names and
are often sold at the same financial institutions, there are important differences to note.
One significant difference is that money market deposit accounts obtained through a
financial institution insured by the FDIC are insured for up to $250,000 per person.

13
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Savings options \\J

Money market deposit account

* Require a higher minimum account balance
* Fees apply if below the required minimum
* Transaction limits exist

_':.

Although money market deposit accounts are not term-specific, there are some
characteristics to keep in mind. Money market deposit accounts tend to require a higher
minimum account balance with heavy fees applied if that balance falls below the required
minimum. You do have greater access to your money than through a CD, but there are
transaction limits with a money market deposit account, so be sure to know what those
limits are.

14



Interest

What is it, anyway?

_:.

So, we’ve talked about interest-bearing accounts such as savings accounts, CDs and money
market deposit accounts, but what exactly is interest?

15
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Interest \\_J

* Money you earn on a deposit of funds
* Paid periodically

* Based on account type, amount of your
deposit, interest rate, duration of investment
* Simple and compound interest

As an investor or someone who is saving money through a personal savings account,
interest is additional money that your account earns periodically. The amount of interest,
or earnings, you receive is calculated based on the amount of your deposit, the type of
savings or investment vehicle you’re using, the applicable interest rates, and in many cases,
the duration of the investment.

The two types of interest are simple interest and compound interest, which we will discuss
as we review the next few slides.
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Interest \\J

Simple interest

* Earned on your original deposit amount

* Equals deposit amount multiplied by interest
rate multiplied by duration of investment

* Always based on original principal, not on
interest earnings

—

Simple interest is money that you earn on your original deposit amount. Simple interest is
determined by multiplying the original deposit amount by the interest rate and by the
duration of the investment. Simple interest is called “simple” because it ignores the effects
of compounding. The interest amount is always based on the original principal amount, so
interest earnings on previously earned interest is not included.

17
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Interest \\J

Compound interest
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mvestment
* Earned interest on your interest earnings

* The more frequently interest is compounded,
the more quickly your earnings grow

Compound interest is calculated on your original deposit plus the accumulated interest on
your deposits since you began making them. So in essence, with accounts that pay
compound interest, you earn interest on your interest earnings. The more frequently
interest is compounded, the more quickly your earnings grow. Let’s take a look at an

example that clearly shows the difference between simple interest and compound interest.
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Interest

Deposit $1,000.00
$1,000.00
$1,000.00
$1,000.00

Deposit  $1,000.00
$1.050.00
$1.102.50
$1.157.63
$1,215.51

0.05
0.05
0.05
0.05
0.05

0.05
0.05
0.05
0.05
0.05

1 year
2 years
3vears
4 years
5 years

1 year
2 years
3years
4 years
5 years

$50.00
$52.50
$55.13
$57.88
$60.78

$1,050.00
$1,100.00
$1.150.00
$1,200.00
$1,250.00

$1,050.00
$1,102.50
$1,157.63
$1,215.51
$1,275.28

The chart on this slide shows the difference in how simple and compounding interest is
calculated on a deposit. As you can see, using the same initial deposit, interest rate, and
time period, compounding interest produces more earnings on your money than simple
interest. When selecting a savings option, check the interest rate(s) and the type of interest
applied to the option. Selecting an option with compounding interest will make a difference
but make sure you’re comfortable with all other characteristics of the option, such as any

potential limitations, inaccessibility, fees and penalties.
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Review your personal Va\

financial plan U

e Create a budget

» Set financial goals

 Build a financial safety net

e Save for your future

This concludes our presentation on Step 4 of establishing your personal financial plan,
which is saving for your future. We've created a budget, set financial goals, built a financial
safety net, and reviewed options for additional savings. It is important to realize that once
you establish a personal financial plan, you are never really finished. Implementing a
financial plan isn’t a project with a start and end date.

None of us will ever truly be “finished” planning for our financial future because budgets
and goals can change multiple times throughout our lives. For example, the financial safety
net you worked so hard to build may diminish after an emergency situation and you will
need to replenish that safety net to ensure your continued protection against financial
upsets or emergencies. Also, once you begin saving for your future, it is best to never stop.
Even if you can only begin with a small amount, you’ve heard in this presentation how
powerful compounded interest can be, so start saving now regardless of how much you can
set aside. Every dollar really can make a difference in your future.
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PEBA

Serving those who serve South
Carolina
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This presentation has been brought to you by PEBA. Serving those who serve South
Carolina.
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Disclaimer \\J/"

This presentation does not constitute a comprehensive
or binding representation regarding the employee
benefits offered by the South Carolina Public Employee
DE[‘IEIIL HUU]UFILV U"EDH] I HE terms dﬂ(.] LU[]UIliOﬁS UI
the retirement and insurance benefit plans offered by
PEBA are set out in the applicable statutes and plan
documents and are subject to change. Please contact
PEBA for the most current information. The language
used in this presentation does not create any

contractual rights or entitlements for any person.

Thank you for viewing this presentation.




