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• Public Sector Retirement Plan Options
• MERS Defined Benefit Plan

– Lifetime Retirement Benefit
– Prefunding the Benefit 

• MERS Defined Contribution Plan
– How Public Sector Plans Differ From Private Sector Plans

• MERS Hybrid Plan
• Evaluating the Risks of Each Plan Type
• MERS Supplemental Savings Options

– 457 Supplemental Savings Program
– Roth and Traditional IRAs

• Resources

Agenda

MERS of Michigan | 2



MERS of Michigan
MERS is an independent retirement services company that was 
created to administer the retirement plans for Michigan’s local 
units of government on a not-for-profit basis 

We provide reliable retirement benefits 
to over 117,000 public employees

MERS creates economies of scale by pooling 
together $14 billion in total assets

84% of Michigan’s pension plans 
participate with MERS

We offer a broad range of flexible and customizable plans to fit our 
customers’ budgets, needs and goals

MERS of Michigan | 3



An Independent Elected Board

• MERS is governed by an 
elected board that operates 
without compensation

• Our board is committed to 
accountability and transparency; 
holding the line on costs; and 
watching out for the best interest of 
our members

• MERS provides customers with peace of mind because 
the MERS Retirement Board takes on the sole fiduciary 
responsibility of their retirement plans
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One Size Does Not Fit All
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Public Sector 
Retirement Options



Defined Benefit 

• Lifetime benefit that 
does not fluctuate with 
investment gains or 
losses

• Contributions fluctuate 
• Funded by the 

employer, employee 
and investment 
earnings

Hybrid

• Combines the best of 
both plans

• Benefit and 
contributions vary

• Funded by the 
employer, employee 
and investment 
earnings

Defined Contribution 

• Benefit based on 
account balance

• Fixed contributions
• Funded by the 

employer, employee 
and investment 
earnings

Public Sector Retirement Options

457 Program
• Supplemental savings account that can be added to any retirement plan
• Voluntary and flexible employee contributions
• Pre-tax and Roth options
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Qualified Retirement Plan Comparison

Advantages
• Lifetime benefit that does not fluctuate 

with investment gains or losses
• Funded by the employer, employee 

and investment earnings
• Rewards long-term employees
• Death and disability provisions

Considerations
• Contributions fluctuate 
• Limited portability options
• Benefits do not increase with 

investment gains
• Potential for unfunded accrued liability

Advantages
• Benefit based on account balance
• Fixed contributions are easy to budget 
• Funded by the employer, employee 

and investment earnings
• Portability
• No unfunded accrued liability

Considerations
• To work to its full potential, employees 

must be educated about investments
• Variable retirement benefit
• No death or disability monthly benefits

Defined Benefit Defined Contribution
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MERS Defined Benefit Plan



Lifetime Benefit for Career Employees
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How Defined Benefit Works 

The benefit formula is comprised of three components: 
• Final Average Compensation (FAC) is average of highest 

consecutive wages
• Service Credit is earned for each month of work that 

meets the employer’s requirements
• Benefit Multiplier is a specific percentage adopted by the 

employer ranging from 1.0% to 2.5%

Final Average 
Compensation Service Credit Benefit Multiplier Annual Benefit
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Calculating the Benefit

For example:

$45,000 25 years 2.0% $22,500/year

Retirement Benefit = $1,875/month

Final Average 
Compensation Service Credit Benefit Multiplier Annual Benefit

In this example, the benefit will provide a 
career employee (25 years) with a 50% 
income replacement rate at retirement 
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Lifetime Benefit Stability

• The calculated benefit will 
not change with 
investment market 
fluctuations

• Retirement benefits of 
municipal employees are 
constitutionally protected
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• Defined benefit plans are pre-funded during the 
employee’s career

• Contributions are typically made by both the employee 
and employer

• MERS strategically 
invests the contributions 
with a prudent long-term 
approach to provide 
downside protection with 
upside participation

Prefunding the Benefit
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Pooling Assets Powers Financial Security
• MERS pools assets for 

investment purposes, which 
provides huge benefits to 
members, including lower 
administrative costs

• Each municipality’s 
retirement plan is 
maintained in a 
separate account

• MERS’ investment earnings 
actually fund more than half 
of the benefits
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Calculating the Total Annual Contribution

BENEFITS 
IN EFFECT 
FOR EACH 
DIVISION

MARKET 
VALUE OF 
ASSETS

MEMBER 
DATA

AMORTIZATION 
POLICY

ACTUARIAL
ASSUMPTIONS
AND METHODS
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The Employer contribution is made of up 
two parts:
1. Employer Normal Cost

Present value of benefits allocated to the current plan year less 
any employee contribution

2. Amortization Payment of Unfunded Accrued Liability
Payment to reduce any shortfall between liability for past 
service and assets

Employer Contribution

Employer 
Normal Cost

Amortization 
Payment of the UAL

Employer 
Contribution
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A Fully Funded Plan
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Unfunded Accrued Liability 

Benefit Changes

Retirement Age

Mortality Rates 

Investment 
Performance
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• Unfunded liability is paid off over a fixed period of time 
known as the amortization period

• MERS uses a fixed amortization period, so that costs 
are not deferred into the future indefinitely

Paying Down Unfunded Liability 
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MERS Defined 
Contribution Plan



What is a Defined Contribution Plan?
• Employer-sponsored savings account for employees, 

commonly referred to as “participant directed accounts”
• Employers who offer a retirement plan are the Plan 

Sponsor and may have fiduciary responsibility for:
– Plan compliance 
– Designing the plan structure
– Choosing the investment lineup
– Negotiating and monitoring investment and plan costs

• The MERS Retirement Board takes on the sole fiduciary 
responsibility for all our participant directed accounts, 
including the MERS Defined Contribution Plan
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How Defined Contribution Plans Evolved

1974 1978 1981 1986 Today

The Employee Retirement 
Income Security Act of 
1974 (ERISA) provided 
tax-deferred savings for 
retirement

In 1986, tax law changes 
prohibited establishing 
new governmental 
401(k) plans  

401(a) and 457(b) are 
the “go to” defined 
contribution plans for 
governmental 
employers

First 401(k) was 
established by The 
Johnson Companies 
in 1981, and others 
followed, including 
governmental plans

Congress passed the 
revenue act of 1978—now 
known as IRC 401(k)—which 
allowed employees to 
postpone taxes by deferring 
compensation 
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401(a) Plan vs. 401(k) Plan
Plan Feature Comparison

Plan Type 401(k) 401(a)
Primary Purpose Qualified Retirement Plan Qualified Retirement Plan

Available for Governmental Entities No (post-1986) Yes
Enrollment Voluntary Mandatory

Employee Contribution Flexibility Complete Flexibility Limited
(Choice only at enrollment)

Required Contributions No Yes
Automatic Enrollment Feature 
(optional) Yes n/a

Automatic Contribution Escalation 
(optional) Yes No

Roth Option Available Yes No
Allows Employer Contribution Yes Yes
Allows Vesting Yes Yes
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• MERS Defined Contribution Plan is a qualified 401(a) 
Money Purchase Plan

• Pre-tax contributions are made to an invested account 
managed by the employee

• All eligible employees must participate in the plan 
• The employer establishes the contribution structure
• Once elected, employees cannot change their 

contributions to the plan 

MERS Defined Contribution Plan 

Employer 
Contributions

Employee 
Contributions

Earnings or 
Losses in 
the Market

Fees $ Account Balance
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MERS Investment Menu
• Our streamlined investment 

menu is a sophisticated set 
of selections by our 
experienced investment 
professionals

• MERS performs the 
necessary research, due 
diligence and monitoring to 
ensure high-quality options

• Grouping investment 
options into logical 
categories helps 
participants easily create 
fully diversified portfolios  

“Do it for me”
Fully diversified target date funds 
that automatically adjust over time1

Investment Categories

“Help me do it”
Prebuilt portfolios that are 
monitored and rebalanced quarterly2
“I’ll do it myself”
Self-directed brokerage account to 
access funds outside of MERS3
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• At retirement, the benefit is equal to the 
account balance

• As a qualified plan, participants are not taxed on 
contributions or earnings until assets are withdrawn

• Distributions may be taken in two ways:
– Lump sum withdrawal of the full or partial account balance
– Periodic payments than can be made monthly, quarterly, semi-

annually or annually until the account balance is exhausted

• The participant is responsible for establishing a 
drawdown strategy to last their lifetime 

Leaving Current Employment
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Drawing Down the Account in Retirement

Retires at 
age 60

Ends at 
age 90
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MERS Hybrid Plan



Earnings or 
Losses in 
the Market

Final Average 
Compensation Service Credit Benefit 

Multiplier $ Annual Benefit

Employer 
Contributions

Employee 
Contributions Fees $ Account Balance

MERS Hybrid Plan

$ Total Retirement 
Benefit

Part 1 – Defined Benefit

Part 2 – Defined Contribution
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Building a Hybrid Plan

• 6-year vesting
• Choice of multiplier

– 1.0%
– 1.25%
– 1.5%

• Early retirement option 
(if elected) can be any age 
from 55-65 with 25 years 
of service

• 3-year Final Average 
Compensation (FAC)

Defined Benefit Defined Contribution

• Vesting may be calculated 
using elapsed time or 
hours reported

• Vesting schedule options
– Immediate
– Cliff
– Graded

• Employer and employee 
contribution structures

• Option to allow loans
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Evaluating 
Retirement Plan Risk



• Defined benefit and defined contribution plans each 
carry certain risks

– Contribution risk  
– Investment risk  
– Economic risk  
– Longevity risk  

• Depending on the plan type, this risk may fall more 
heavily on either the employer or participant

• In a hybrid plan, the employer and employee share 
these risks more equally

Risk Evaluation 
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Defined Benefit Plans
While the pooled nature provides for more 
efficient use of assets to fund benefits over the 
long-term, the employer bears most of this risk  

Contribution 
Risk

Institutionally invested assets are governed by a 
board that has the fiduciary responsibilityInvestment

Plan can hold distressed assets until they 
rebound and can effectively manage market risk 
by investing for the long-term of a more significant 
pool of members, capturing higher returns

Economic

Risk is managed by using actuarial assumptions 
on a more significant pool of membersLongevity
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Defined Contribution Plans

Employees bear the risk of adequacy themselvesContribution 
Risk

Risk of underperformance due to access to fewer asset 
classes, behavioral tendencies by individuals, and 
higher fees. Most employees do not actively rebalance 
their portfolios to an appropriate asset allocation

Investment

Employees have only their career span to save and 
bear this risk alone. A major loss in the market at the 
onset of retirement may mean an immediate loss to 
income

Economic

Employees must attempt to estimate their longevity and 
bear this risk aloneLongevity
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MERS Supplemental 
Savings Options



MERS 457 Program

• Voluntary supplemental retirement savings program that 
may be adopted by employer

• A portion of the employee’s salary will be deposited into 
an invested account that they manage

• Contributions are completely flexible and can be started, 
stopped or changed at any time

– Either a flat-dollar amount or percent of pay

• 2021 Contribution limits  
– Normal limit is $19,500/year 
– Age 50 Catch-Up: $6,500 ($26,000 total)
– Pre-Retirement Catch-Up: 2x normal limit ($39,000 total)

Voluntary Employee
Contributions

Earnings or 
Losses in 
the Market

Fees $ Account Balance
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457 Contributions Can Be Pre-Tax or Roth

• Pre-tax contributions reduce 
employees taxable income

• Assets can be withdrawn at 
any time after separation from 
employment without penalty

• Withdrawals are subject to 
federal and state income tax

• Contributions are taxed
• Assets can be withdrawn at 

any time after separation from 
employment without penalty 
for qualified withdrawals1

• Qualified withdrawals are 
tax-free2

• Non-qualified withdrawals may 
be subject to income tax on the 
earnings portion 

Pre-Tax Roth

1 Account held for at least 5 years; recipient is at least age 59½; terminated from service (or deceased/disabled)
2 A penalty may apply if you withdraw assets rolled in from another type of account

MERS of Michigan | 38



MERS IRA
• Available to current and former 

employees of any Michigan 
municipality and their spouses

• Employer adoption not required
– Option to allow contributions 

through payroll deduction 

• No penalty on withdrawals 
for qualified expenses1

• 2021 Contribution limits
– Normal: $6,000/year 
– Age 50 Catch-Up: $1,000 ($7,000 total)

1 No penalty on qualified expenses: 1) Education for you/spouse/child/grandchild; 
2) First home (up to $10,000):3) Some medical expenses 
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Traditional vs. Roth IRAs

• Pre-tax contributions reduce 
employee’s taxable income

• No limitations on who can 
contribute

• Withdrawals are subject to 
federal and state income tax

• Early withdrawal penalty 
applies, unless qualified 
expense

• Contributions are taxed
• Income limitations on who can 

contribute1

• Contributions can be 
withdrawn tax-free at any time. 
Earnings may be withdrawn 
tax-free, so long as they are a 
qualified withdrawal2

• No required minimum 
distribution (RMD)

Traditional Roth

1 See IRS Publication 590-A for details and exceptions
2 Account held for at least 5 years; recipient is at least age 59½; terminated from service
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Resources



Resources  
Employer Meetings
• Virtual roundtable events hosted by your Regional Team members
• Statewide meetings focused on topics such as retirement plan 

adequacy, managing UAL and OPEB strategies

CEO Meetings
• Virtual meetings held with your peer municipalities across the state 
• Informal conversation with MERS CEO on what’s happening at 

MERS and how it affects you

Communications from MERS
• Municipal Matters emails from your Regional Manager and CEO updates
• Communications Corner available on our website listing all recent mailings 

or emails sent by MERS
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Keeping Our Members Informed

A convenient reference to 
recent mailings or emails 
that were sent from MERS

Communications Corner

A list of administrative and 
policy changes by date. 

Administrative and Policy 
Change Log
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Online Employer Resources by Role

MERS has organized 
helpful resources by 
employer role, making 
it easy to find just 
what you need

Learn by Your Role
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More Ways to Connect with MERS

Service Center Online Chat

Facebook Messenger

NEW

Schedule 1-on-1
Appointments Online
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Want to learn more about how to design a retirement 
plan that adequately prepares employees for retirement? 
Attend our session on Designing an Appealing and 
Affordable Benefits Package next!

Designing an Adequate Retirement Plan

Recruit Retain Retire
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Please Complete a Session Survey

Step 3:
Scroll down and click 
“Breakout Session 

Survey”

Step 2:
Select the session
you attended (look 

for correct date/time)

Step 1:
Locate and access 

the “Schedule” Icon
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Contacting MERS

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.

800.767.MERS (6377)

Online Chat

NEW

Schedule 1-on-1
Appointments Online

www.mersofmich.com

Social Media

MERS of Michigan
1134 Municipal Way
Lansing, MI 48917
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