
 
 
 
 
 

 
 
 
 
 
Congratulations on choosing a career in public education – one of the most important, challenging and 
rewarding fields on earth.  Public school employees are known for investing huge amounts of their 
personal time and energy into helping students and parents, and it is only fair that they receive a secure 
retirement when their career is concluded.   
 
The following information is intended to help you make important decisions regarding your future 
retirement benefits. Keep in mind that this is a general guide. The information here is intended to be 
helpful but it is not a substitute for information from the Michigan Office of Retirement Services that 
administers the MPSERS plans. You may need additional information regarding how the pension benefit 
options apply to your specific situation, in which case you should consult with the Office of Retirement 
Services or your personal financial planning or tax advisor.   
 
The Michigan Public School Employees Retirement System has been changed several times in the last 
few decades, with the most recent change being contained in Public Act 92 of 2017.  Newly hired 
MPSERS members have 75 days from their date of hire to choose between two pension options.  Once 
the decision is made, it is irrevocable, so it is very important that new members are aware of the 
features of each plan, the advantages and disadvantages of each, and how their own career path could 
make one or the other preferable. 
 
The first option for newly hired MPSERS members is a hybrid retirement plan that contains elements of 
both a traditional defined benefit pension and a 401k-style defined contribution plan.  The second 
choice is a 401k-style defined contribution plan with no defined benefit component.  The Michigan 
Office of Retirement Services has named the hybrid plan “Pension Plus” (or “Pension Plus 2” for those 
hired on or after February 1, 2018 – more information on that later).  The 401k-style option is called the 
“Defined Contribution Plan.” 
 
The Michigan Office of Retirement Services has resources to help you make this important decision.  
Details of each plan’s benefits can be found on their website:  http://www.michigan.gov/ors/ 
 
The following is a strategy guide comparing how each plan may be better or worse for a particular 
member based on their career path and retirement preferences. 
 
 

DEFINITIONS 
 
Defined Benefit:  A defined benefit plan (DB) is what most people think of when they imagine a 
“traditional pension.”  It provides guaranteed retirement income based on the number of years worked 
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and the final average annual salary of the worker.  It lasts until death, cannot be diminished, and there is 
usually an option to name a survivor who would then continue to collect a reduced monthly income.  
Most defined benefit plans require a minimum number of years of service for a worker to qualify.  
Should the fund suffer from poor investment returns, the employer is responsible for making up the 
difference (but see “Notes on Recent Changes” below for changes to the DB plan that may affect new 
employees). 
 
Defined Contribution:  A defined contribution plan (DC) invests a certain percentage of a worker’s 
wages (often matched by a contribution from the employer) into an account (e.g. a 401k or a 457 plan) 
that is invested over the course of the worker’s career.  It creates a nest egg from which retirement 
income will be drawn.  Defined contributions do not guarantee retirement income and are subject to 
variations in investment performance.  They do not require a minimum number of years to “vest,” and 
are therefore more portable than a defined benefit plan.  Should the fund suffer from poor investment 
returns, the employee’s pension may be smaller. 
 
Hybrid: a “hybrid” or “blended” plan combines elements of both a DB and DC plan.  It uses a calculation 
that will provide a guaranteed income, though usually a smaller income than would be provided by a 
traditional DB plan.  It supplements that with a small 401k-style savings plan that is matched with 
employer contributions.  Hybrid plans try to provide “the best of both worlds” by giving a guaranteed 
retirement income with greater portability. 
 
 

PROS AND CONS FOR THE PENSION PLUS AND DEFINED CONTRIBUTION OPTIONS 
 
Pension Plus – Pros 

 This hybrid plan that has elements of both a DB and a DC plan 

 Provides guaranteed retirement income that is not subject to market fluctuations or investment 
choices  

 Supplements a traditional DB pension with a small defined contribution DC plan that enhances 
retirement income and provides additional portability 

 Risks are spread between the employer and the employee 
 
Pension Plus – Cons 

 Requires 10 years of service to be eligible for the DB portion, and 4 years of service to be fully 
eligible for employer contributions in the DC portion.   

 Could lose out on DB portion of retirement benefit if employee fails to achieve ten years of 
service 

 
Defined Contribution – Pros 

 Increased portability 

 Requires only 4 years of service to be fully eligible for employer contributions 

 Employee has greater control over investment choices 
 
Defined Contribution – Cons 

 No guaranteed retirement income 

 Investments are subject to market fluctuations and fees 

 No safety net if investments perform poorly, risk is entirely on the employee 



 
 
 

CHOOSING THE BEST PLAN FOR YOU – CAREER PLANNING 
 
Both the Pension Plus and Defined Contribution plans have strengths and weaknesses.  The best plan for 
you really depends on how you envision your future career.  Pension Plus rewards employees who stay 
in the MPSERS system for at least 10 years, and is probably best for those who plan to stay in public 
education (and at a MPSERS* employer) for the bulk of their career.  The Defined Contribution plan is 
likely better for those who plan to switch to a non-MPSERS employer within the next 10 years and do 
not plan to return to a MPSERS employer at a later date.   
 
 
Examples: 
 
Pension Plus Most Secure for Long Careers 
 
A school employee who retires at age 60 after working for 35 years is guaranteed a retirement income 
equal to 52.5% of their final average compensation.  In addition, if they contributed 2% each year to 
their DC plan, they will have received a 3% contribution each year of their annual wages into a 
retirement fund.  An employee whose average career salary was $35,000 could have a DC fund of 
approximately $120,000 that would be used to supplement their guaranteed income from the DB 
portion of the hybrid plan.  Even if their investments failed and their DC plan netted virtually nothing, 
they would still receive 52.5% of their final average compensation for the rest of their lives. 
 
Defined Contribution Plan Better Option for Those Not Planning to Stay in Public Education 
 
A school employee who changes to a non-MPSERS employer after only four or five years would lose out 
on a portion of the funds set aside for them in a hybrid plan.  The Defined Contribution plan would allow 
such an employee to take their entire retirement savings with them to a new employer.  
 
 

CHOOSING THE BEST PLAN FOR YOU – SECURITY VS. FLEXIBILITY 
 
For employees who obtain at least 10 years of MPSERS service credit, a further consideration to make 
when choosing a plan is the amount of personal risk they are willing to accept.  The Pension Plus plan 
provides guaranteed income and is seen as a more secure option since it is less subject to market 
fluctuations.  However, the Defined Contribution plan provides greater individual choice in regard to 
retirement investment decisions, and it is more portable should an employee choose to leave a MPSERS 
employer.  The Defined Contribution plan also requires a smaller contribution from the employee, so it 
may be more suitable for an employee who wishes to maximize current take home pay. 
 
Both plans also work best when employees contribute more of their own income into their retirement 
savings.  A Pension Plus member must contribute between 6-8% of their income to pay for the Defined 
Benefit portion (the exact amount is determined by actuarial assumptions), and should contribute at 
least 2% to the DC side of the hybrid to maximize the employer match.   
 



Members who opt for the Defined Contribution plan should contribute at least 3% of their own income 
to maximize the 7% employer match.  In addition, to have a better chance of a secure retirement, they 
should contribute more of their wages into their DC plan or other retirement savings plans.  A DC 
member who sets aside 10% of their wages (the same amount a prudent Pension Plus member would 
contribute) would have a DC plan that receives 17% of their annual wages each year.  While no DC plan 
is foolproof, and none offer a guaranteed retirement income like a DB or hybrid plan, contributing at 
least 15% of annual wages every year of employment will greatly improve the odds of having a solid nest 
egg on which to retire. 
 
 

Notes on Recent Changes to MPSERS 
 
In 2017, the Michigan Legislature made changes to MPSERS.  The Pension Plus plan will be altered for 
those employees hired on or after February 1, 2018 (there are no changes to the plan for those who are 
currently enrolled or who enroll prior to February 1, 2018).  The benefits and features will not change 
for members of the “Pension Plus 2” plan, but some key changes in how the system will deal with risk 
and mortality tables could have an impact on new members.   
 
First, the minimum retirement age of 60 could change in the future depending on average lifespan 
changes of members.  Should average lifespan go up significantly, the retirement age could likewise be 
increased.  For example, someone who enrolls in the Pension Plus 2 plan on or after February 1, 2018 
could, by the time they reach age 60, find that the minimum retirement age has increased 
commensurate with the average life expectancy of MPSERS members.   
 
Second, should the DB portion of the hybrid become underfunded based on actuarial projections, 
employers and their employees will share the cost of paying for the shortfall.  This is an unprecedented 
change that would for the first time assign some risk to employees for the DB portion of the hybrid.  On 
the positive side, the current Pension Plus plan that has been in existence since 2010 has never dropped 
below 100% funding.  Moreover, the legislation also reduced the target for “assumed rate of return” on 
investment income for the DB plan.  This makes it more secure and even less likely to become 
underfunded in the future.  Nonetheless, there exists a possibility that sometime in the future Pension 
Plus 2 members might have to increase their contributions to cover shortfalls in the system.  
 
 
*While charter schools are considered public schools, 85% of them are run by private companies and are 
therefore not part of the MPSERS system. 
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