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Plan Design Considerations




What do Employees Want in a Retirement Plan?

© =+

Benefit Predictability Flexibility

Benefit Adequacy
(Income Replacement)

oy

Simpleto _ N
Understand Education Resources Portability
and Tools
o ef\
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Retirement Plan Adequacy

An adequate retirement plan can strengthen your workforce
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Plan Design Considerations

Goal

Plan Eligibility
Contribution Structure
Tax Benefits

Vesting Schedule
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Defined Contribution Plans: Comparison

Plan Feature Comparison

o R M

Supplemental Savings

Primary Purpose Qualified Retirement Plan ~ Qualified Retirement Plan
Program
Available for
Governmental Entities 0 [958 1112 e Yes
Voluntary Mandatory Voluntary

Employee Contribution Limited

Complete Flexibility Complete Flexibility

Flexibility (Choice only at Enroliment)
Required Contributions No Yes No
Automatic Enroliment

, Yes n/a Yes
Feature (optional)
Automa_tlc Con?rlbutlon Ves No Ves
Escalation (optional)
Roth Option Available Yes No Yes
AIIow§ En_1p|oyer Ves Ves Yes (but mcludgd as
Contribution employee earnings)
Allows Vesting Yes Yes Varies
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MERS Defined Contribution Plan

Earnings or

Employer Employee +

Losses in — Fees == $ Account Balance

Contributions Contributions the Market

« 401(a) Money Purchase Plan

* Pre-tax contributions are made to an invested account,

which is managed by the employee
* The employer establishes the contribution structure

* Per IRS rules, once the employee elects a contribution
rate at enrollment, it cannot be changed

« A vesting schedule can be applied to employer
contributions
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MERS 457 Program

Earnings or

Losses in Fees — $ Account Balance
the Market

 Voluntary supplemental retirement savings program

e Contributions are made to an invested account, which
IS managed by the employee

— Employees deposit either a flat-dollar amount or percent
of their pay

— Contributions can be pre-tax, Roth or a combination of both

* Employees can start, stop or change their contributions
at any time

©MERS I8
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Pairing Plans to Provide Flexibility

Plan Feature Comparison

e 0

Qualified Retirement Plan
with Supplemental Savings
Program

m Mandatory Voluntary Mandatory

Complete flexibility above
Complete Flexibility minimum required
contributions

Required Contributions Yes No Yes

Supplemental Savings

Primary Purpose Qualified Retirement Plan Program

Employee Contribution Limited
Flexibility (Choice only at Enroliment)

Automatic Enrollment

Feature (optional) nfa Yes Yes

Automatic Contribution

: . No Yes Yes
Escalation (optional)
Roth Option Available No Yes Yes
AIIow§ En_1p|oyer Ves Yes (but mcIudgd as Ves
Contribution employee earnings)

Allows Vesting Yes Varies Yes
>
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Incentivizing Employee Saving

Matching Employer
Contributions

Mandatory Employee
Contributions

Mandatory Employer Voluntary Employee
Contributions Contributions

401(a) account 457(b) account

@./
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Contribution Structure Sample One

« Employees are required to contribute 2%
* No minimum employer contributions

« Employer will match 100% of the employee’s voluntary contributions,
up to a maximum of 7.5%

« Voluntary employee contributions above 7.5% are allowed, but will
not be matched by the employer

Employee Contributions - Deposited into DC Account 2%

Employer Contributions - Deposited into DC Account 0%

Employee Voluntary Contributions - Deposited to 457 Account 0% 1% 5% 7.5% 10%
Employer Matching Contributions - Deposited into DC Account 0% 1% 5% 1.5%  7.5%

Total Retirement Contributions 4% 19.5%

O MERS

Municipal Employees' Refirement Sysft
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Contribution Structure Sample Two

« Employees are required to contribute 2%
« Employer will contribute a minimum of 2%

» Employer will match 100% of voluntary contributions, up to a
maximum of 5%

» Voluntary employee contributions above 5% are allowed, but will not
be matched by the employer

Employee Contributions - Deposited into DC Account 2%

Employer Contributions - Deposited into DC Account 2%

Employee Voluntary Contributions - Deposited to 457 Account 0% 1% 5% 7.5% 10%

Employer Matching Contributions - Deposited into DC Account 0% 1% 5% 5% 5%
Total Retirement Contributions 16.5%

-7
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Contribution Structure Sample Three

* No required employee contributions
« Employer will contribute a minimum of 5%

« Employer will match 50% of the employee’s voluntary contributions,
up to a maximum of 5%

» Voluntary employee contributions above 5% are allowed, but will not
be matched by the employer

Employee Contributions - Deposited into DC Account 0%
Employer Contributions - Deposited into DC Account 5%

Employee Voluntary Contributions - Deposited to 457 Account 0% 1% 5% 7.5% 10%
Employer Matching Contributions - Deposited into DC Account 0% 05% 25% 3.75% 5%

Total Retirement Contributions 12.5% | 16.25%

@(
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Benefits of Combining Plan Types

Employer Employee

« Minimum level of participationinthe ~ + Combined statements and online

Defined Contribution Plan can still account access make monitoring
be required performance easier
 Avesting schedule can be applied « Employees can contribute up to the
to all employer contributions current IRS maximum in each plan.
; Up to $56,000 in Defined
 Loans can be restricted from the ( ] : *
Defined Contribution account, while Letlauien 2 P e i 4.9
still allowed from the 457 account  \oluntary contributions can start,

» Having both programs administered stop or be changed at wil

by a single vendor saves time and » Matching contributions from
lowers plan expenses employer are not taxed as income
when received

*IRS limits for 2019

&

N
N
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Determining Adequate
Savings Rates




What is an Adequate Saving Rate?

* The industry standard is an
80% income replacement
rate in retirement

* The savings rate needed to
achieve that goal varies from
person to person depending
on their:

— Current age

— Expected age at retirement
— Health/life expectancy

— Investment risk tolerance

— Other income sources

— Lifestyle
— Debt U
>
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Determining Adequacy Example One

 Kira is 23 and just got her first
full-time job making $35,000/year

« She’s just starting out, and
doesn’t have anything saved yet

« With 39 years of compounding
interest ahead of her, Kira will
only need to save 7.5% of her
pay for retirement

Assumes Kira retires at age 62 and lives to age 90. Also assumes a 6% annual return on investment, 2% annual
inflation and 2% wage increases during her remaining working years. 80% income replacement rate includes projected
Social Security income.

-7
©MERS (R
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Determining Adequacy Example Two

« Mark is 35 and also makes
$35,000/year

« He hasn'’t started saving for
retirement yet, but now that
his kids are out of diapers,
he’s ready to start planning
for his future

« Because he waited to start
saving, Mark will need to save
14.5% of his pay for retirement

<

Assumes Mark retires at age 62 and lives to age 90. Also assumes a 6% annual return on investment, 2% annual
inflation and 2% wage increases during his remaining working years. 80% income replacement rate includes projected

Social Security income.

MERS of Michigan | 19
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Determining Adequacy Example Three

« Sarah is 45 and currently earns T
$65,000/year m

« She has been saving for
retirement for several years now,
and has a balance of $125,000 in
her retirement account

« It's time for Sarah to get serious,
with 18% of her pay going
towards saving for retirement

Assumes Sarah retires at age 62 and lives to age 90. Also assumes a 6% annual return on investment, 2% annual
inflation and 2% wage increases during her remaining working years. 80% income replacement rate includes projected
Social Security income.

@MEK
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The Moral of the Story?

Giving employees the flexibility to choose their savings rate enables
them to make the best choices for their individual circumstances

#<
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Harnessing the
Power of Inertia




Using Inertia to Improve Outcomes

Employers can drive
engagement through a
plan design that defaults
employees into:

« Getting started
e Saving at an adequate rate
* Increasing savings over time inertia /i'narSHa/

« Making appropriate
Investment allocations

A tendency to do nothing
or to remain unchanged

; “-{\
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Automatic Enroliment

Inertia can be a powerful tool to help your employees

Plans that use automatic enroliment see participation
rates nearly double among new hires

93%

Default
Enroliment

47%

Voluntary
Enrollment

Source: “Automatic enrollment: The power of the default’, Vanguard Research, February 2018.
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Influence Savings Rates

Learning from an experiment with movie goers and popcorn prices

e 11i/ When presented with a simple choice, most
patrons chose the less expensive popcorn.

~N

But introducing a decoy was a game changer!

People perceived so much value in the extra
popcorn for only 50¢, they were willing to
spend a little more to get a better deal.

U
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Applying What We Learned from Popcorn

Can we make saving more for retirement a deal too good to pass up?

As It turns out, people are
Influenced more by the
fear of loss of savings
than by actual savings!

(

‘-,—?:9\

Influence saving rates

.y e COmMparative win.

\

by providing an easy

"k
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Contribution Contribution

3 (cgrg:i@ugf :?;A,) 4.5%

6% comouazy | 105%

conbaeery | %

/ And extra butterﬁ
| 7%
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Automatic Escalation

Auto escalation increases employee contributions every year, placing
them on the path to retirement success

$836,763

More than 3x as much!
Annual Increase

Emplovee A Example starts with
startecs) wi):ch a5% $562,000 base salary, a
contribution and 1.5% yearly raise and a

, % 6% annual investment
increased 1% each return over 35 years.
year (to 15%).

—y $222,220

Fixed Amount

Employee B
started
at 5% and
stayed there.
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Default Investment Fund

Target date funds take the guesswork out of investment allocation

MERS Retirement Strategy funds are a one-stop investment
strategy that automatically adjust over time based on the
employee’s expected retirement date.

Stocks

I ! ! ! I ! ! ! I ! ! ! |
40 35 30 25 20 15 10 5 Retirement 5 10 15 20
Years Before Retirement Years Into Retirement
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MERS’ Role as
Investment Fiduciary




Fiduciary Responsibility

 Afiduciary is anyone who has As the sole fiduciary, MERS
discretionary authority over: provides our members with:
— Plan assets
— The administration of the plan % Oversight

— The management of the plan . :
Administration

 Fiduciaries are subject to

standards of conduct and must ,@ Investment Monitoring
act on behalf of participants

- Responsibilities: {$ LowPlan Costs

— Adherence to Plan Document ﬁ Participant Education
— Investment oversight

— Ensure reasonable expenses

MERS of Michigan | 30




Degrees of Fiduciary Responsibility

When it comes to the fiduciary responsibility for your retirement plan,
not all plan providers assume the role of sole fiduciary.

Plan Provider

In some instances, the plan
provider takes fiduciary
responsibility, establishes
the plan document,
determines the investment
options available and
monitors performance.

MERS provides
employers with this
level of confidence.

MERS of Michigan | 31
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Co-Fiduciary Responsibility

Many plan providers act as
co-fiduciaries. The provider
offers investment
information and makes
recommendations. The
employer is responsible for
selecting and monitoring the
performance of the funds.

The plan provider and
employer share fiduciary
responsibility for the plan.

Employer

Most plan providers act only
as a record keeper and
leave decisions regarding
the plan document,
investment options and
performance monitoring to
the employer.

The employer has unlimited

choices under this scenario,

but risks being held liable for
fiduciary violations.

E.

Im.
Z
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Is a Bigger Investment Menu Better?

Psychologists have concluded

that an overload of options s ' -

can paralyze people or push

them into decisions that are
against their own best interest. ' ' '
When Less is Actually More

A study on shopping behavior experimented with jam displays. One table held 24
varieties of gourmet jam; the other held only 6 varieties. The large display attracted
more interest, but people were 1/10™ as likely to buy from the large display as from

the small display.

The same principle of “less is more” was found to apply to participation rates in
retirement programs. A large number of fund choices actually discourages
participation amongst even well informed participants.t: 2

1 Mottola, Gary and Utkus, Stephen. “Can There Be Too Much Choice In a Retirement Savings Plan?” The Vanguard Center for Retirement Research, June 2003
2 Schwartz, Barry. “More Isn’t Always Better.” Harvard Business Review, 01 June 2006. Web. 24 Feb. 2016
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Simplified Investment Options

Investment Categories

MERS of Michigan | 33

“Do it for me”

Fully diversified target date funds that
automatically adjust over time

“Help me do it”

Prebuilt portfolios that are monitored and
rebalanced quarterly

“Ill do it myself”

Self-Directed Brokerage Account to access
funds outside of MERS

Mumtqml Employees’ Refirement System




Monitoring Participant Expenses

« MERS Is a multi-employer plan, meaning we are able
to allocate costs over all participating customers

 As the plan fiduciary, MERS monitors investment
manager expenses to ensure they are reasonable

« MERS members benefit from economies of scale. With
over $11 billion in assets under management, the cost
of plan investments continues to decrease

« Our weighted average fund cost has dropped to just
0.41%, a 24% reduction over the last five years
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Why Fund Costs Matter

How much impact can a 1% difference have on retirement income?

Meet John
« Johnis 30 years old

» He currently makes $48,000/year, and
anticipates a 2% annual salary increase

« John makes bi-weekly contributions of 5% of
his salary into his retirement account

» His account currently has a $5,000 balance

« He assumes a 7% investment return before
factoring in investment expenses

» John plans to retire at age 62

— He plans to receive equal monthly payments
over 28 years (until age 90)

— He anticipates a lower investment return of
5% during his retirement before factoring in
investment expenses

¢
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Comparing Providers saiance at Retirement

A comparison report can help an employer gauge the impact of higher costs
during the accumulation phase of an average employee.

A 1% difference in fund expenses would provide John with

23% more at retirement!

® John's Account Balance at Retirement m Amount John Lost to Higher Fees

MERS $367,702

Provider A $299,038 $68,664

I

$0 $75,000 $150,000 $225,000 $300,000 $375,000

Weighted Average Expense Ratios: MERS - 0.41% and Provider A—1.41%.

<
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Comparing Providers wonthiy income in Retirement

The comparison report can also help an employer gauge the impact of
higher costs during the distribution phase of an average retiree.

A 1% difference in fund expenses would provide John with

38% more in monthly income during retirement!

m John's Monthly Retirement Income m Income John Lost to Higher Fees
$2,000

"de; 4

S $1500 -

oo

> |

= @

§ 2> $1,000 -

= |

©

£ 8500

£ i

o.

$0 - x

MERS Provider A
Weighted Average Expense Ratios: MERS - 0.41% and Provider A—1.41%.

amve
Y
744
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Participant Education
& Resources




Participant Education is Key

« Ensuring that participants understand how their benefit
works is a crucial component for building an effective
retirement plan

« Higher financial literacy among employees is
associated with higher voluntary participation rates or
lower guit-rates in automatic enroliment plans

* Financial literacy has a larger effect on saving than a
sizable increase in income

» Knowledge of a plan’s specific features — such as the
employer matching threshold — is also associated with
Increased saving

Source: Center for Retirement Research at Boston College

<

>
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Employer’s Role in Education

MERS is here to help!
. : 40% of MERS
* New hire information participants indicated
— Quick enroliment forms that they learned about
— Videos MERS educational

events from employers

— Welcome Kits

« Retirement planning information
— Retirement process publications
— Webinars
— Free Pizza & Planning events

* On-site employee education
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Retirement Readiness Reports

« Snapshot reports provide
iIndividual guidance at no cost to
you or your employees

* Interactive online Full Picture
report builder to develop a U NS
comprehensive picture of their
retirement readiness

— Include outside information
— Determine risk tolerance

— Receive customized suggestions
to improve preparedness

"WERSOFM\C“‘@

; o’\
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Consolidated Statements

S
¢
ONg COQPDOHMPANY INC
AMPLE CITyﬁTE DR
. OME
;“""*m&‘s PeRiop
LL Cenrgp -01.20;
8
ww.usnsmf’&’éggms (8377) 12.31.201
Youp Tor,

* Will show how participant
directed accounts will work
together to provide income
IN retirement

* Includes estimated
monthly withdrawal
at retirement
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Financial Wellness

MERS offers holistic support to ,-"Ha‘,ing;;.
employees so they can meet Plan for the

short-term needs while working . Future
toward long-range goals ~‘Emergency
| Savings

| Debt
‘Management

- Spending
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Resources

“gm One Click Away Bl
‘ » To keep up with trending information
related to retirement follow us on ©MERS
Facebook, LinkedIn and YouTube
« Our website provides helpful calculators b o
and other retirement resources i
' ) Quick Bite Webinars e
+ Our webinar series delivers online education ..
——

» Participants can tune in live and ask s
guestions or view recorded sessions from e o
the library of topics any time e

aciheny 5 dneint o desd & your *agn

W 2

@553 Pizza & Planning

B

="« Free, local education for employees held after traditional work hours
» Hosted at various locations throughout the state

On-site education

fﬁ_ « Group presentation can be held at your location during work hours or
whenever is convenient for your employees

» Attend benefit fairs
* One-on-one meetings

; o-f’%
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Key Takeaways

 Employees who feel confident about their ability to
retire with financial security are happier workers

* There is no “one size fits all” retirement plan

 Empower employees with a plan design that allows
them to adjust their savings rate as their situation
changes

 Plan design defaults should be in the employees’
best interest

 Employers can improve employee outcomes by
ensuring they understand how their benefit works
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Contacting MERS of Michigan

MUNICIPAL EMPLOYEES’
RETIREMENT SYSTEM

1134 Municipal Way
Lansing, Ml 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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