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• We know it is considered best practice for your 
ERISA benefit plan to adopt an Investment 
Policy Statement (IPS)
– If your plan doesn’t, it should

• What is not as certain is what the IPS should 
contain
– All are not created equal
– Some have too much, some have too little
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• This class is not designed to address every issue 
surrounding IPS design, but will focus on:
– How to approach Asset Allocation
– How much detail should your Investment Policy Statement (IPS) 

have?
– Why is it so important to keep your investments within the IPS 

ranges?
– Understanding how risk impacts the uncertainty of future returns 
– How to reconcile actuarial assumptions with investment return 

projections

Stick to Your Plan: 
Let Your IPS Be Your Guide
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How to Approach 
Asset Allocation
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• Asset allocation is an investment strategy that 
aims to balance risk and reward by apportioning 
a portfolio's assets according to an individual's 
goals, risk tolerance, and investment horizon. 
– More simply

• Asset allocation is the process of deciding where to put 
money to work in the market

How to Approach Asset Allocation
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• Before Asset Allocation can be addressed within 
the IPS, a few things need to be defined:
– Identify Investment Objectives

• “The Goal of ABC Pension is to achieve . . . ”
• “The objective of the ABC Health and Welfare is to . . . ”
• “The assets of the ABC J.A.T.C. Fund are intended to . . . ”

How to Approach Asset Allocation
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• . . . A few things need to be defined:
– Identify Return Requirements

• “The return objective of the ABC Pension should be to 
exceed the actuarial required rate of return as 
determined . . . ”

• “The return-on-investment assets for the ABC Health and 
Welfare should be equal to 5% over a . . . ”

• “In order to maintain adequate funding levels, the portfolio 
shall . . . ”

How to Approach Asset Allocation
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• . . . A few things need to be defined:
– Identify Risk Tolerance/Constraints

• The portfolio will be subject to risk and the potential for 
returns to be both positive and negative over time. 

• Relevant risks may include liquidity, legal, political, 
regulatory, longevity, mortality, and/or business. 

• Investors may attempt to quantify their risk tolerance by 
relating returns, volatility of returns, and correlation of asset 
returns with a liability profile (for example, an actuarial 
analysis of liabilities).

How to Approach Asset Allocation
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• Now the easy part . . . Asset Allocation
• First and foremost, your IPS should formally 

address the Plan’s Asset Allocation strategy
– Regardless of:

• Plan size 
• Complexity of investments
• Account structure.

How to Approach Asset Allocation
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• The IPS should set forth all 
permissible asset classes in which 
the portfolio may be invested. 

• Even though, some asset classes 
may not be used at all times, they 
should still be identified in the IPS. 
A brief description of each asset 
class should be provided and a 
benchmark for performance 
should be identified.

How to Approach Asset Allocation

Source: Sample IPS of AndCo Client. For Illustrative Purposes Only. Managers shown in this report 
are for representative purposes. This does not represent specific recommendations of our firm.
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• For example, a Pension with $18M 
in investment assets and 
allocations to traditional long-only 
investments requires an IPS with a 
clearly stated and defined asset 
allocation strategy. 

How to Approach Asset Allocation

Sample Pension Client. For Illustrative Purposes Only.
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• Pensions with larger balances, 
more asset classes, and greater 
complexity will also require a 
clearly stated and defined asset 
allocation strategy.

How to Approach Asset Allocation

Sample Pension Client. For Illustrative Purposes Only.
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• An asset allocation policy 
should designate target 
allocations to each asset 
class with allowable ranges. 
– Similar targets and ranges 

may be specified for 
sub-asset classes. 

How to Approach Asset Allocation

Sample Pension Client. For Illustrative Purposes Only.

I02.1-13



• The Plan’s current 
asset allocation 
should be included in 
performance reports 
and reviewed, so 
Trustees know where 
the Plan stands 
relative to the target 
allocation ranges 
outlined in the IPS 
and potential 
rebalancing.

How to Approach Asset Allocation

Sample Pension Client. For Illustrative Purposes Only. Managers shown in this report are for representative purposes. This does not represent specific recommendations of our firm.
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How Much Detail Should 
Your Investment 

Policy Statement (IPS) Have? 
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• While there is no requirement for the items or 
details contained within an IPS, they should be 
thorough and comprehensive while allowing for 
a certain degree of flexibility and discretion. 

• If your IPS does not address an issue, does that 
mean it is allowable or not?

How Much Detail Should Your Investment 
Policy Statement (IPS) Have? 
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– Scope and Purpose 
– Governance and Oversight
– Specify who is responsible for 

determining and executing investment 
policy, and monitoring the results within 
policy guidelines

– Describe the process for reviewing and 
updating the IPS

– Describe the responsibility for engaging 
and discharging external advisers

– Describe the roles and responsibilities of 
board members and staff.

– Assign responsibility for risk 
management, monitoring, and reporting

– Describe the overall investment objective
– Risk and return requirements
– Define the risk tolerance of the Plan
– Describe relevant constraints 
– Describe other considerations relevant to 

investment strategy
– Establish performance measurement and 

reporting accountabilities
– Specify appropriate metrics for risk 

measurement and evaluation
– Define a process for rebalancing 

portfolios to target allocations

How Much Detail Should Your Investment 
Policy Statement (IPS) Have? 

• Elements of a thorough and complete IPS may include: 
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• Avoid placing unattainable requirements within 
the IPS
– If a requirement is stated within the IPS and not 

completed, then the Plan is out of compliance with 
the policy

• For example:
– “The Trustees shall receive and review a copy of the 

each actively managed manager’s quarterly 
commission report to ensure reasonability.”

How Much Detail Should Your Investment 
Policy Statement (IPS) Have? 
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Why Is It So Important 
to Keep Your Investments 

Within the IPS Ranges? 
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• Under ERISA, Trustees are fiduciaries to the Plan 
they oversee
– As a fiduciary, the primary responsibility is to run the 

plan solely in the interest of participants and 
beneficiaries, and for the exclusive purpose of 
providing benefits and paying plan expenses.

– Fiduciaries must act prudently and diversify the plan's 
investments in order to reduce risks.

Why Is It So Important to Keep Your 
Investments Within the IPS Ranges? 
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• Define IPS asset allocation targets, allowable 
ranges and a formal rebalancing procedure to 
help control investment risk

• Consider a theoretical portfolio of 50% stocks 
and 50% bonds

Why Is It So Important to Keep Your 
Investments Within the IPS Ranges? 

Source: Define Financial
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• As the capital markets change over time, stocks 
outperformed bonds as they did in 11 out of the 
last 14 years . . .

Why Is It So Important to Keep Your 
Investments Within the IPS Ranges? 

Source: Define Financial
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• Rebalancing the investment portfolio to maintain 
within the IPS ranges is a way to control risk. 

Why Is It So Important to Keep Your 
Investments Within the IPS Ranges? 

Source: Define Financial
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• Looking at the S&P 500 
Index since October 2007, 
there are numerous 
trading drawdowns of 
greater than 5%, even 
though the market has 
gained significantly over 
the same time period. 

• That equals 3,750 trading 
days and an annualized 
return of 8.61% (10/9/07 
to 8/31/22).

Why Is It So Important to Keep Your 
Investments Within the IPS Ranges? 

I02.1-24



• Across multiple asset 
classes, performance 
will vary over time as 
noted by calendar year 
performance

• Diversification and 
rebalancing the portfolio 
within the IPS ranges 
will work to control 
overall Plan risk 
(standard deviation)

Why Is It So Important to Keep Your 
Investments Within the IPS Ranges? 
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Understanding How Risk 
Impacts the Uncertainty 

of Future Returns 
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• In order to achieve any level 
of investment return, there 
must be an associated risk.

• This risk is commonly defined 
as the standard deviation of 
returns or volatility.

Understanding How Risk Impacts the 
Uncertainty of Future Returns 

Source: JP Morgan 2022 Capital Market Assumptions. This contains forward-looking statements, 
estimates and projections which are inherently speculative and subject to various uncertainties 
whereby the actual outcomes or results could differ materially from those indicated. 
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• For the mathematically inclined, 
standard deviation is a measure of 
how dispersed the data is in relation 
to the mean. Low standard deviation 
means data are clustered around the 
mean, and high standard deviation 
indicates data are more spread out.
– Lower standard deviation = Less risk
– Higher standard deviation = Higher risk
– Higher risk = Higher expected return

Understanding How Risk Impacts the 
Uncertainty of Future Returns 

Source: CFA Institute
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• We are in a challenging 
return environment
– Entering 2022, very few 

broad asset classes had a 
forward-looking return 
above most actuarial 
assumption rates

Understanding How Risk Impacts the 
Uncertainty of Future Returns 
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• With lower expected 
returns, investors may 
seek riskier asset 
classes in search of 
higher returns
– Riskier asset classes 

carry more uncertainty 
and are usually less 
liquid

Understanding How Risk Impacts the 
Uncertainty of Future Returns 
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• Current = 45% equity, 20% bonds, 
35% alternatives

• Mix 1 = 50% equity, 15% bonds, 
35% alternatives

• Mix 2 = 47.5% equity, 22.5% bonds, 
30% alternatives

• Mix 3 = 40% equity, 25% bonds, 
35% alternatives

Understanding How Risk Impacts the 
Uncertainty of Future Returns 

Alternatives capture any direct or private investment holdings of the portfolio.
Sample Pension Client. For Illustrative Purposes Only.
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How to Reconcile 
Actuarial Assumptions 

with Investment Return 
Projections
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• The actuarial assumption rate is determined by 
the Plan’s actuary

• The investment return projection is determined 
by the Plan’s investment consultant/advisor

How to Reconcile Actuarial Assumptions 
With Investment Return Projections

• Which comes first?
– The actuarial assumption 

or the expected portfolio 
return
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The Plan actuary determines to 
lower/raise the assumption rate 

How to Reconcile Actuarial Assumptions 
With Investment Return Projections

The Plan investment consultant 
changes the asset mix 

Cause – Effect
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The Plan investment consultant 
determines expected returns to be 
above or below the assumption rate

How to Reconcile Actuarial Assumptions 
With Investment Return Projections

The Plan actuary decides to change 
assumption rate based on expected 
investments returns 

Cause – Effect
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• Assumption 
rates have been 
decreasing over 
the past two 
decades

How to Reconcile Actuarial Assumptions 
With Investment Return Projections
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• Over the same 
time, interest 
rates have also 
come down
– But reductions to 

assumption rates 
have been much 
less and slower

How to Reconcile Actuarial Assumptions 
With Investment Return Projections
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• Based on the 
available data, 
the changes to 
asset allocation 
seem to be driven 
by seeking higher 
returns due to the 
lower interest 
rate environment

How to Reconcile Actuarial Assumptions 
With Investment Return Projections
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• Actuaries and Consultants can 
work together!
– One of many examples is the 

Horizon Survey

How to Reconcile Actuarial Assumptions 
With Investment Return Projections

AndCo is not affiliated with any of the named firms and this list does not qualify as an endorsement.
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• Surveys institutional 
investment consultants 
about their expected 
forward-looking return 
and risk expectations

How to Reconcile Actuarial Assumptions 
With Investment Return Projections

Source: Horizon Actuarial: 2022 Survey of Capital Market Assumptions. This contains forward-looking 
statements, estimates and projections which are inherently speculative and subject to various 
uncertainties whereby the actual outcomes or results could differ materially from those indicated.
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How to Reconcile Actuarial Assumptions 
With Investment Return Projections

Source: Horizon Actuarial: 2022 Survey of Capital Market Assumptions. This contains forward-looking statements, estimates and projections which 
are inherently speculative and subject to various uncertainties whereby the actual outcomes or results could differ materially from those indicated. 
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How to Reconcile Actuarial Assumptions 
With Investment Return Projections

• Hypothetical portfolios are built to better understand how future 
return expectations will affect Plans with various assumption rates

Source: Horizon Actuarial: 2022 Survey of Capital Market Assumptions. This contains forward-looking statements, estimates and projections which 
are inherently speculative and subject to various uncertainties whereby the actual outcomes or results could differ materially from those indicated. 
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• While one may not dictate the other, actuarial assumption rates 
and projected investment rates are not totally separate

How to Reconcile Actuarial Assumptions 
With Investment Return Projections

Source: Horizon Actuarial: 2022 Survey of Capital Market Assumptions. This contains forward-looking statements, estimates and projections which 
are inherently speculative and subject to various uncertainties whereby the actual outcomes or results could differ materially from those indicated. 
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Key Takeaways Session 
Evaluation—
Scan this 
QR code.

Session 
eval QR 

code here

• How to approach asset allocation
• How much detail should your investment 

policy statement (IPS) have?
• Why is it so important to keep your 

investments within the IPS ranges?
• Understanding how risk impacts the 

uncertainty of future returns 
• How to reconcile actuarial assumptions 

with investment return projections
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This presentation represents AndCo Consulting’s proprietary material and has been prepared for use with the International Foundation of 
Employee Benefit Plans. This document is not intended to be reproduced or distributed to the public. The opinions expressed herein are solely 
those of the speakers and may not represent the firm views of AndCo Consulting, LLC. This presentation is provided for educational and 
informational purposes only. It should not be regarded as investment advice or as a recommendation regarding any particular course of action 
and is not intended to provide legal, tax, actuarial or accounting advice.

This presentation contains hypothetical examples and case studies which are intended solely for illustrative purposes. They should neither be 
viewed as a guarantee nor relied upon when making a specific decision applicable to a particular fund or plan. 

This presentation contains statements of future expectations, estimates, projections, and other forward-looking statements that are based on 
available information and AndCo’s view as of the time of those statements. Such forward-looking statements are inherently speculative as they 
are based on assumptions which may involve known and unknown risks and uncertainties. Actual results, performance or events may differ 
materially from those expressed or implied in such statements. 

Return data presented is provided for historical and informational purposes only. Past performance is no guarantee of future results.

Information and data are based on authoritative sources we believe to be accurate and reliable, but AndCo cannot guarantee the accuracy, 
adequacy or completeness of the information. There may be instances with direct sourcing not explicitly stated, whereby sourcing information 
is available upon request. Otherwise, the source for all data, charts and graphs is generally AndCo Consulting unless otherwise stated. 

AndCo Consulting is an investment adviser registered with the U.S. Securities and Exchange Commission (“SEC”). Registration as an 
investment adviser does not constitute an endorsement for the firm by securities regulators nor does it indicate that the adviser has attained a 
particular level of skill or ability.

AndCo Consulting is neither affiliated with International Foundation of Employee Benefit Plans nor any firms we’re presenting alongside.

Important Disclosure Information
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