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Strategic Allocation-Setting Process

• The asset-liability process sets the foundation for the long-term management 
structure of the investment portfolio

• Typically conducted every 3-to-5 years, or when plan changes or investment 
environment warrant a review of investment activities

• 90% or more of a portfolio’s total risk is attributable to its strategic policy 
allocation

• Key driver of study:  the SIC defining key risk(s) and then determining its 
tolerance for identified risk(s)

• ERSRI completed its last comprehensive asset-liability review in 2011, and 
conducted a smaller asset review in 2014
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Review Objective

• An asset-liability review incorporates an analysis of both sides of a pension 
system’s balance sheet as well as cash flows in and out of the system

• The objectives of an asset-liability review are threefold:

1. Develop an understanding of how the financial condition of the ERSRI 
Plan might vary based on investment outcomes of the asset portfolio

2. Given the variability in (1.), establish consensus definitions and views of 
the risk(s) the plan should bear

3. Once a risk tolerance has been established, select an appropriate 
long-term investment strategy (i.e., asset allocation policy portfolio)

Asset Liability Review  
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Since the last ERSRI Asset / Liability Review conducted 2011

The plan has changed:
• Plan funding ratio improved
• The plan has matured

o Active members to inactive members ratio is lower
o Annual net negative cash flow (contributions less benefit payments) is larger

• The full impact of plan design changes are known and can be incorporated into the analysis

The asset portfolio has changed:
• Hedge fund portfolios added
• Real return portfolio allocation diversified

Capital market conditions have changed:
• Capital markets have rallied substantially
• Asset valuations have increased
• Historically low global interest rates have continued to decline
• Capital market return expectations are lower

Asset Liability Review 
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• Utilize PCA’s 2016 Capital Market Assumptions – customized for ERSRI 
individual asset class structure 

• Incorporate member, financial, and plan benefit data in an independent 
modeling process

• Examine key plan financial metrics 
– Funding Ratio - ending value, volatility and minimum thresholds
– Contribution Level - ending value, volatility and minimum thresholds
– Liquidity constraints 

• Key feature of the process:   Board risk discussion and selection of plan level  
risk(s) and risk tolerance(s); selection of risk(s) will influence outcome  

• Select asset allocation policy with characteristics that best meet SIC risk 
management objectives 

• Project timeline:  typically 4-6 meetings

Asset Liability Model 
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• Liabilities: Briefing (Gabriel Roeder) 
– Review of liability profile and other actuarial considerations 

• Benchmarking: Briefing (PCA)
– Comparison to other institutional funds (funding levels, cash flows, asset allocations), 

with emphasis on other public plans
• Review other institutional fund investment philosophy paradigms 

– Description of ERSRI Plan 
– New assets or strategies to evaluate

• Determining Risks and Risk Preferences: Determination (SIC aided by PCA)
– Risk sensitivities and definitions of success (survey SIC members)  
– Define the asset portfolio investment objectives and variables to model

• How the model works: Briefing  (PCA)
– Risk tradeoffs
– Resampling return data
– Model input 
– Model output – variables that can be modeled
– Focus on the journey 

(Continued)  

Asset Liability Project Overview  
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• Capital market assumptions and model constraints: Determination (SIC aided 
by PCA) 
– Role of assets 
– Capital market assumptions customized for ERSRI asset (functional) class 

characteristics

• First run of model  (PCA with SIC input) 
– Model output review  - SIC feedback 

• Issues for further review   

• Second run of model  (PCA with SIC input) 
– Model output review

• Adoption of strategic asset allocation (SIC decision)

Asset Liability Project Overview  
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Integrated Asset / Liability Model: Characteristics

Purpose Strategic policy analysis 
Explicit recognition of Plan-oriented risk 
tolerance     

Yes, survey-orientated

Return / risk input PCA 2016 capital market assumptions, customized 
for client’s asset portfolio 

Reality-based investment return 
projections

Yes, bootstrap 

1000 simulations 
Incorporates fat-tail events Yes
Correlations Variable 
Other return features Private market assets returns can exhibit serial 

correlation tendencies 
Incorporation of  Plan liabilities Yes, complete recognition  
Modeling output focus Client-defined plan financial risk 

- 2 factors 

-

Multi-dimensional risk integration Yes, Static
Analysis timeline focus Intra-period and endpoint 
Shortfall risk (near to mid-term) Yes
Cash flow / Liquidity risk modeling Some
Board Project Timeline 4-6 months
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DISCLOSURES: This document is provided for informational purposes only. It does not constitute an offer of securities of any of the issuers that may be described herein. Information
contained herein may have been provided by third parties, including investment firms providing information on returns and assets under management, and may not have been
independently verified. The past performance information contained in this report is not necessarily indicative of future results and there is no assurance that the investment in question will
achieve comparable results or that the Firm will be able to implement its investment strategy or achieve its investment objectives. The actual realized value of currently unrealized
investments (if any) will depend on a variety of factors, including future operating results, the value of the assets and market conditions at the time of disposition, any related transaction
costs and the timing and manner of sale, all of which may differ from the assumptions and circumstances on which any current unrealized valuations are based.

Neither PCA nor PCA’s officers, employees or agents, make any representation or warranty, express or implied, in relation to the accuracy or completeness of the information contained in
this document or any oral information provided in connection herewith, or any data subsequently generated herefrom, and accept no responsibility, obligation or liability (whether direct or
indirect, in contract, tort or otherwise) in relation to any of such information. PCA and PCA’s officers, employees and agents expressly disclaim any and all liability that may be based on this
document and any errors therein or omissions therefrom. Neither PCA nor any of PCA’s officers, employees or agents, make any representation of warranty, express or implied, that any
transaction has been or may be effected on the terms or in the manner stated in this document, or as to the achievement or reasonableness of future projections, management targets,
estimates, prospects or returns, if any. Any views or terms contained herein are preliminary only, and are based on financial, economic, market and other conditions prevailing as of the
date of this document and are therefore subject to change.

The information contained in this report may include forward-looking statements. Forward-looking statements include a number of risks, uncertainties and other factors beyond the control of
the Firm, which may result in material differences in actual results, performance or other expectations. The opinions, estimates and analyses reflect PCA’s current judgment, which may
change in the future.

Any tables, graphs or charts relating to past performance included in this report are intended only to illustrate investment performance for the historical periods shown. Such tables, graphs
and charts are not intended to predict future performance and should not be used as the basis for an investment decision.

All trademarks or product names mentioned herein are the property of their respective owners. Indices are unmanaged and one cannot invest directly in an index. The index data
provided is on an “as is” basis. In no event shall the index providers or its affiliates have any liability of any kind in connection with the index data or the portfolio described herein. Copying
or redistributing the index data is strictly prohibited.

The Russell indices are either registered trademarks or trade names of Frank Russell Company in the U.S. and/or other countries.

The MSCI indices are trademarks and service marks of MSCI or its subsidiaries.

Standard and Poor’s (S&P) is a division of The McGraw-Hill Companies, Inc. S&P indices, including the S&P 500, are a registered trademark of The McGraw-Hill Companies, Inc.

CBOE, not S&P, calculates and disseminates the BXM Index. The CBOE has a business relationship with Standard & Poor's on the BXM. CBOE and Chicago Board Options Exchange are
registered trademarks of the CBOE, and SPX, and CBOE S&P 500 BuyWrite Index BXM are servicemarks of the CBOE. The methodology of the CBOE S&P 500 BuyWrite Index is owned by CBOE
and may be covered by one or more patents or pending patent applications.

The Barclays Capital indices (formerly known as the Lehman indices) are trademarks of Barclays Capital, Inc.

The Citigroup indices are trademarks of Citicorp or its affiliates.

The Merrill Lynch indices are trademarks of Merrill Lynch & Co. or its affiliates.
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