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The effectiveness of pension and other retirement 
systems can be measured efficiently and 
accurately. This article provides a structure 
trustees can use.

Is Your  
Pension Plan 
Measuring Up?
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T
he saying “If you cannot 
measure it, you cannot 
manage it” applies to mul-
tiemployer and public pen-
sion funds, as with all orga-

nizations.
Depending on their size, these 

funds may use hundreds, if not thou-
sands, of measures to assess effec-
tiveness across a fund’s investment, 
operational, member service and com-
pliance functions. For trustees and of-
ficials with limited time, the challenge 
is how to measure and assess results 
efficiently and conclusively.

Notwithstanding an improved in-
vestment environment and increasing 
market values, many pension funds 
continue to face challenged funding 
ratios, greater liquidity needs and leg-
islative uncertainty as well as the pos-
sibility of more volatile markets after a 
meltdown that took 37% of the value 
of the S&P 500 in 2008 and reduced 
the output of the U.S. economy by al-
most 4%.

by | Julian M. Regan
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FIGURE 1
Benefit Fund Governance Framework

To help address these and other challenges, funds need a 
repeatable, cross-functional measurement system enabled by:

•	 Measures and reports that are integrated with key 
components of the fund’s governance framework in-
cluding statutory requirements, policies, contracts 
and the plan document

•	 Effective delegation of measurement and reporting 
tasks to functional groups that are positioned to 
closely monitor actuarial, investment, operational and 
compliance outcomes

•	 A comprehensive but finite set of key performance and 
risk measures

•	 Effective means for establishing and communicat-
ing measurable goals and risk tolerances to internal 
staff, advisors and contracted service providers

•	 A monitoring process that provides trustees with 
transparency into key risks while providing a basis for 
corrective action where long-term results do not meet 
expectations.

The Big Picture: Governance,  
Measures and Metrics

As shown in Figure 1, measures and reports serve a criti-
cal role in helping trustees oversee a pension fund’s per-
formance and risk as well as its compliance with the laws, 
regulations, policies, agreements and contracts that form its 
operating framework.

Reports and Monitoring 
Examples of reports that help trustees assess a fund’s 

progress toward established investment, funding and opera-
tional goals include:

•	 The audited financial statement and, for some funds, 
comprehensive annual financial report

•	 Actuarial reports on funded status, liabilities, demo-
graphics, trends and funding scenarios

•	 Administrative reports that include benefit, contribu-
tion, collection and member activity

•	 Investment performance reports that include returns, 
risk exposures, fees and expenses

•	 For Employee Retirement Income Security Act 
(ERISA) funds, Pension Protection Act (PPA)-re-
quired annual funding notices and certifications

•	 Custodial reports that include audited valuations, fi-
nancial transactions and accruals.

Effective Delegation of  
Measurement and Reporting Responsibilities

Under a typical measurement system, trustees delegate 
tracking of measures to specialist groups based on their skill 
sets and proximity to the activity (Table I). For example, the 
actuary measures the funded ratio, the accountant calculates 
net assets available for benefits, the investment consultant 
measures risk-adjusted investment performance and counsel 
assesses regulatory compliance. The administrator or execu-
tives may track a series of cross-functional measures includ-
ing benefit payments, participant satisfaction, expenses, in-
vestment results and risk exposures at an aggregate level.

In the absence of quality reporting on measures from 
specialist groups, trustees and fund executives will be chal-
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lenged to perform their oversight roles. An effective mecha-
nism for delegation is critical.

Delegation

Trustees delegate authority and responsibility for mea-
surement and reporting through policies, contractual provi-
sions and job descriptions as well as through regular interac-
tions with staff, advisors and contracted service providers. 

Figure 2 shows an organizational structure that provides 
clear lines of accountability, which is an important enabler. 
This is especially true for large, complex organizations.

Measures, Outcomes and Assessments
To arrive at informed conclusions, trustees assess out-

comes using multiple measures and comparisons rather than 
relying on single data points in isolation. For example, funds 

fiduciary responsibility

TABLE I 
Measurement and Reporting Responsibilities
Function What Each Specialist Group Measures

Actuary Funded ratio (%) Actuarial values ($) Projected liabilities ($)

Administration/Executive Benefits paid ($) Contributions ($) Processing accuracy (%)

Auditor Net assets (%) Accrued liabilities ($) Audit exceptions (3)

Investment Consultant Investment returns (%) Market values ($) Risk Exposures (%)

Custodian  Fund valuation ($) Accruals ($) Transactions (#)

Counsel/Compliance Regulatory compliance Exceptions/risks Contract administration

Investment Managers Investment returns (%) Risk controls Market values

Note: The above is for illustrative purposes. The table is not exclusive of all measures.

FIGURE 2
Delegation of Measurement and Reporting
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review actuarial, investment and op-
erational results through the following 
lenses, among others:

•	 Absolute and relative results
•	 Year-over-year comparisons, 

multiyear trends and future pro-
jections

•	 Annual or multiple period results 
(e.g., annual, quarterly, monthly)

•	 Market value or actuarial basis 
(e.g., funding percentages).

Actuaries report plan funding ra-
tios, one of the most critical measures 
of a plan’s health, using both market 
and actuarial values as well as for mul-
tiple plan year-ends. In Table II, the 
actuary is reporting year-over-year in-
creases to a plan’s funded percentage 
from 87% to 91% on a market value 
basis and from 86% to 87% on an ac-
tuarial value basis. 

Although a funded percentage of 
100% is most desirable, the sample 
year-over-year comparison informs 
the trustees that:

•	 Fund assets are increasing as a 
percentage of the plan’s current 
and future liabilities.

•	 Assuming it is an ERISA-gov-
erned fund, the funding ratio 
exceeds the 80% funding ratio 
that generally places a plan in 
PPA “green zone” status.

Assessing Investment Results

Trustees may assess long-term in-
vestment results in absolute terms as 
well as relative to earnings assump-
tions, indexes and peers over multiple 
time periods. An annual result in isola-
tion does not tell a complete story. On 
the other hand, a review that encom-

passes multiple time periods, external 
factors, risks and indexes should facili-
tate a comprehensive assessment.

Often, with assistance from an in-
vestment consultant, trustees will draw 
conclusions about whether measurable 
results are acceptable or whether cor-
rective action should be considered. 
Toward that end, a fund’s investment 
policy includes guidance, criteria and 
time lines for assessing whether an 
investment manager’s performance 
merits heightened monitoring or ter-
mination, or whether trustees should 
consider other investment program 
changes. At a plan level, for example, 
trustees of a fund that generated net an-
nualized returns of 11%, 9.2% and 3.7% 
for the one, three and five years ending 
in December 2012 (Figure 3) may reach 
the following conclusions:

•	 The fund’s annualized returns for 
one- and three-year periods 
ended December 2012 exceeded 
an actuarial assumption of 7.5%, 
a favorable short-term outcome.

•	 The fund’s 2012 return fell short 
of the policy index and peer 
group median by 2.5% and 1.5%, 
respectively, an unfavorable 
short-term outcome.

•	 Annualized three- and five-year 
returns exceeded the index, a fa-
vorable medium-term outcome.

•	 The five-year annualized return 
of 3.7% was below the actuarial 
assumption, an unfavorable me-
d iu m - te r m  outc ome  w he n 
viewed without regard to the 
2008 financial crisis.

With regard to the latter result, 
through monitoring the external envi-
ronment, the trustees would be aware 
that virtually every institutional inves-
tor generated subpar results for the five-
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FIGURE 3
Total Fund Rates of Return
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TABLE II
ABC Pension Fund: Funded Percentages
Funding Percentages  Plan Year 2012 Plan Year 2011

Market 91.0% 87.0%

 Actuarial  87.0%  86.0%

Note: Hypothetical example for illustrative purposes.
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year period, since it includes the 2008 financial crisis that at 
one point reduced the value of pension funds worldwide 
by $4 trillion.1 The external factor does not, unfortunately, 
change the impact of the five-year outcome. It does, however, 
inform trustees of whether corrective action is merited.

Risk Measures
Whether a pension fund is measuring results by the 

percentage of benefits paid on time, the average speed 
of answer for a telephone customer service line, member 
satisfaction, annualized net-of-fee investment returns or 
the timely completion of the annual audit, an assessment 
of results is not complete until it considers risk.

Risk may be defined as the chance of something 
happening that will impact an organization’s ability to 
achieve its objectives. By breaking risk into categories—
market, credit, operational and asset/liability risk—a 
fund can more effectively measure and manage risk with 
the objective of reducing the probability and severity of 
losses. A fund’s tolerance for each risk typically is in-
cluded in governance documents such as the investment 
policy, which sets thresholds for market risk, among oth-
er things. Table III shows examples of risk measures by 
category.

Monitoring Market Risk Measures
A board of trustees’ tolerance for equity market risk, the 

risk of loss related to adverse movements in the stock market 
(e.g., the S&P 500 index), is quantified in the fund’s percentage 
target for equity investments within the asset allocation sec-
tion of the investment policy. If a fund maintains a 50% target 
for equities and a +/- 5% range around that target, an actual 
allocation of 60% to public equities (see Table IV) would in-
dicate a breach of the established risk tolerance as well as the 
need for corrective action in the form of rebalancing.

In the event that a pension fund does not rebalance, the 
fund should document any exceptional reasons for inac-
tion for compliance purposes and rebalance or take other 
action as soon as possible.

Adjusting Performance for Risk
A complete assessment of a pension fund’s investment 

performance requires that results be “adjusted” to account 
for the amount of risk that was taken to achieve the result. 
For example, to reach a complete conclusion about a pen-
sion fund’s investment performance over time, a consultant 
or board of trustees will take into account a number of mea-
sures including the portfolio’s standard deviation (volatility) 
and Sharpe ratio (portfolio efficiency).

fiduciary responsibility

TABLE III 
Examples of Risk Measures
Market Risk Credit Risk Operational Risk Asset/Liability Risk

Standard deviation Credit rating Failed transactions Unfunded liability

Beta Default rate Audit exceptions Funded percentages

Value of risk Debt coverage ratio Overdrafts Projected liability

Sharpe ratio Capital adequacy Compliance failures Margin

TABLE IV 
ABC Pension Fund Asset Allocation Percentages for Third Quarter 2013
ABC Pension Market Actual Policy Target Maximum/Minimum 
     Fund Value ($000) Percentages Percentage Range Percentage

Total plan $300,000 100% 100% 

Total equities $180,000 60% 50% 45-55%

Total fixed income $60,000 20% 30% 25-35%

Total alternative investments $60,000 20% 20% 15-25%
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There may be cases where a portfo-
lio delivers above-benchmark and peer 
returns (i.e., top 25%), but the risk-ad-
justed performance is nonetheless unsat-
isfactory due to unacceptable volatility 
in the return stream. After all, a pension 
fund that is trying to stabilize contribu-
tion and benefit levels cannot tolerate 
wide period-to-period swings in returns.

All things being equal, trustees of 
a lower risk pension fund may expect 
net-of-fee annualized investment re-
turns to be below the peer median for 
one year and possibly for three- and 
five-year periods ended in 2013 given 
that the S&P 500 returned over 32% in 
2013. For example, assuming the medi-
an allocation to equities is 50% among a 
pension fund’s peers, a fund with a 45% 
equity target (see DFG Pension Fund 
in Figure 4) may generate returns be-
low the 50th percentile of its peers for 

periods ending in 2013. When adjusted 
for risk, however, this outcome may be 
satisfactory given the fund’s lower risk 
tolerance. Setting aside the potential 
impact of active management (alpha), 
the risk-adjusted return generated by 
the fund with the lower equity alloca-
tion may be superior to that of peers.

Assessment and  
Status Indicators

Many measurement systems assign 
status symbols to indicate whether re-
sults or the current state of a fund meets 
targets, requires further monitoring or 
requires corrective action. Trustees of 
multiemployer ERISA-governed defined 
benefit funds are very familiar with PPA’s 
utilization of the green zone to indicate 
nonendangered status for most (not all) 
plans that are 80% or better funded, yel-
low zone for endangered status for funds 

that are 65-79% funded and red zone  for 
critical status funds that are less than 
65% funded. 

Status indicators and dashboards are 
useful measurement tools. (See Figure 
5.) However, like all such tools, decision 
makers need to exercise discretion in 
interpreting them and avoid rigid ap-
plication that, in the worst cases, may 
lead to forced decisions.

Key Performance  
and Risk Measures

Reports to trustees and fund offi-
cials should include a set of key per-
formance and risk measures to help 
trustees and fund officials assess the 
fund’s progress toward goals across ac-
tuarial, administrative, audit, compli-
ance and investment functions. Given 
their expansive duties, trustees rely on 
efficient reporting to provide effective 
oversight. Toward this end, in 2012 the 
National Conference on Public Em-
ployee Retirement Systems (NCPERS) 
in collaboration with The Marco Con-
sulting Group developed the follow-
ing set of key measures within its Best 
Governance Practices for Public Retire-
ment Systems.2 Six key measures are:

 1. The funded ratio as measured by 
the ratio of fund assets to fund li-
abilities

 2. Net annualized investment re-
turns relative to the return as-
sumption and benchmarks

 3. Timeliness and accuracy of distri-
butions paid to members and 
beneficiaries

 4. Member satisfaction with fund 
services as measured by surveys 
and correspondence

 5. Future benefits owed to members 
as measured by the actuarial ac-
crued liability
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FIGURE 4
Asset Allocation Policy Targets
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FIGURE 5
Sample Status Indicators
Meets Target Monitor Action Required
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 6. Net assets available for benefits and changes thereto as 
reported in the audited financial statement.

Taken together, key performance measures provide 
trustees and staff with transparency into results, risks tak-
en to achieve them and the stability of the plan across core 
operating, investment, administrative and member service 
functions. Notably, two of six of NCPERS’s key measures 
relate to service and benefits delivered to members. This is 
logical considering that a pension fund is as much a cus-
tomer service organization as it is an institutional investor 
and financial services entity. The delivery of high-quality, 
cost-effective services, timely and accurate processing of 
benefits and efficient administration of enrollments are 
fundamental goals for a pension plan. Cost effectiveness 
(see below) is implicit in all of these measures.

Table V is an example of a dashboard that summarizes a 
pension fund’s annual calendar year results categorized ac-
cording to key performance measures.

Fees and Expenses
Cost effectiveness is a significant barometer of a pension 

fund’s effectiveness and may be measured in many ways in-
cluding:

•	 Total costs and year-over-year changes in total costs
•	 Unit costs, including but not limited to plan costs per 

plan participant
•	 Asset-weighted administrative and investment ex-

penses (percentage of plan assets)
•	 By category or in the aggregate.

In measuring costs it is important to take into account 
factors that may cause unit costs to increase or decrease for 
reasons unrelated to effective management:

•	 Large plans that possess greater buying power and 
benefit from economies of scale will, on balance, have 
lower unit and asset-weighted costs than their smaller 
counterparts.

•	 Plans with higher allocations to alternative invest-
ments, which have higher expenses, will have higher 
asset-weighted expenses than plans with lower alterna-
tives allocations.

•	 A plan’s use of low-cost passive investment strategies 

fiduciary responsibility

takeaways >>
•   Reports from auditors, actuaries, administrators and investment 

advisors help trustees assess their fund’s progress and adhere to 
risk-tolerance and compliance requirements.

•   Trustees need an effective structure for delegating authority and 
responsibility for measurement and reporting.

•   In assessing investment results, trustees need to review multiple 
time periods, external factors, risks and indexes.

•   An assessment of results is not complete until it considers risk.

•   Key performance and risk measures include the funded ratio, net 
annualized investment returns, timeliness and accuracy of distribu-
tions, member satisfaction, an actuarial measure of future benefits 
owed and the status of net assets available. 

•   Cost effectiveness is a barometer of a pension fund’s effective-
ness. 

TABLE V
Calendar Year 2012 Results Using Key Performance Measures

Funded Ratio (%) Net Annualized Investment Returns (%) Benefit Processing Accuracy (%)

Completed actuarial report for Q4 Net annualized one-, three- and five-year Processed 100% of payments to 
   returns exceeded benchmark members on pay date

Funded ratio improved by 1.1% Approved new investment policy Processed $102.3 million in payments
Trend: Positive Trend: Neutral Trend: Positive

Member Satisfaction Accrued Liability Net Assets Available for Benefits
Completed participant survey Unfunded accrued liability declined Market value of assets increased 
   by $14 million by $96 million

87% of members ranked system  Projected annual contributions exceed Net assets available for benefits 
services “excellent” or “good” projected annual costs increased by $28 million
Trend: Neutral Trend: Neutral Trend: Positive
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for large pools of assets will drive down expenses, rela-
tive to expenses incurred by funds that use more active 
management.

•	 Plans that seek to provide higher quality services may 
incur higher operational costs.

To reach an informed conclusion, trustees should assess 
cost effectiveness in the context of a fund’s size and design 
as well as in the context of the quality of operations, risk ex-
posure, investment management strategies, expected invest-
ment returns and comparable peers, among other factors.

Setting Expectations
Effective organizations set measurable performance goals 

and risk tolerances through the business planning and/or 
policy development process. Pension funds are no different. 
A typical pension fund will document investment, financial, 
administrative, customer service and compliance goals in its 
policies and contracts and may also do so in a multiyear stra-
tegic plan, depending on its size and availability of resources.

With regard to expectations, a pension fund’s key poli-
cies such as those for investments, benefits and funding 
typically document measurable goals and/or requirements 
for the functions they encompass. Moreover, a plan’s con-
tracts with service providers including custodian banks and 
third-party administrators may set measurable require-
ments for transaction processing, participant services and 
other outcomes.

Table VI shows examples of annual goals a plan may set 
implicitly or explicitly for benefits processing, investments, 

TABLE VI
Examples of Annual Goals

Administrative Objectives Measure
Process 100% of pension and other benefit payments on pay date Processing timeliness (%)

Investment Objectives
Net-of-fee three-year annual rate of return meets or exceeds benchmark Net annualized returns (%)

Member Service Objectives
Call center answers 80% of calls in 30 seconds or less Average wait time (seconds)

Audit and Compliance Objectives
Annual audit completed with no material control exceptions Unqualified opinion
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member services and the audit and financial controls for a 
one-year period as a subset of a broader set of goals.

Conclusion
Not all definitions of a pension fund’s success are explic-

itly measurable. For example, a large public retirement sys-
tem’s successful implementation of its business continuity 
and disaster recovery plans to maintain operations during or 
shortly after a natural disaster is a tremendous achievement 
that may defy measurement.

Measuring every pension fund outcome may present 
challenges. However, a comprehensive reporting system 
that includes inputs from the actuary, administrator, audi-
tor, counsel, custodian bank, investment consultant, invest-
ment managers and staff puts trustees in a strong position 
to track a fund’s progress across its primary functions and 
to continuously improve oversight.

With the benefit of a comprehensive measurement sys-
tem that includes effective delegation, goal setting, estab-
lished risk tolerances and key performance and risk mea-
sures, trustees are well-positioned to assess where the fund 
is achieving its long-term goals, what functions require 
heightened monitoring and where corrective action may 
merit consideration.   

Endnotes

 1. Pensions & Investments, November 13, 2008.
 2. National Conference on Public Employee Retirement Systems 
(NCPERS), April 2012.
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Assembling tailor-
made Medicare 
prescription drug 
plans for groups
Build a custom program on Transamerica’s 
platform to help improve your group 
benefits and bottom line.

The “800-series” Employer Group Waiver Plan (EGWP)1 provides 
standard plan options or enhanced plans designed to provide 
extra coverage for retirees. With a variety of plan design and 
contribution options, employer and union groups can match 
existing benefit structures, manage benefit costs, and easily 
transition retirees.
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helping organizations with its valued group programs. Now is the 
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design, administration, marketing, and claims management. 
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