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Thinking about pension metrics

* NCPERS commissioned a report: The Case for
New Pension Accounting Standards.

* 2021 working group formed to consider the
important metrics used to assess the health of
a pension system.

* Working group report released June 2022:
ncpers.org/files/NCPERS-Pension-Metrics.pdf

* Some issues remain unresolved, but some
useful suggestions.

Measuring Public
Pension Health

New Metrics and
New Approaches




Sustainability valuation or scaled liability

* Compares pension liabilities to the economy of the plan sponsor.
* Help to assess a plan sponsor’s ability to pay.
* Similar to Lenney, Sheiner, Schule and Lutz, 2019 or Kahn, 2022.

* Recommend using personal income as a measure of an economy for
ease of use, consistency, comparability.



4 (billions)

oG-

20-

Sustainability valuation or scaled liability

Ligk |£I-;:;-;F~_,--'

e

- D i
e E
o g — T
_,-'-"'"-F = T —, ——//_
- = - —
= UAL_ 5 o
I ~ 2
— B
- ..-"ff T g2-
R o -
= k= —
- -
o i _____..-""-
.-"f} -
- T T
..__.d——————_f. ~ - i -
___.,-F"' 0.0- —
apns 010 a01s i) 000 2005 0

Chicago Teachers Fund Chicago Teachers Fund

2015



5 {billions)

bl

Sustainability valuation or scaled liability

04-
Liak Il';_';/
.-"'--___
- ----H-
-_____.-""\1\ _____,—'-_ .
--___ L L
.-"----- g e ---.-A\\'\- —
-F-....-.-__-"-'l-' l|l.'.;|7- ) a ___,_,.:-""'--
T g 7 0e-

- - g E
-

o L

=1 . —
- W= o
__/" Fa = Ed -fj 1
_--"---.. -
o -
s -
-"" 11] L
..-___..-' e
-'-.-.
2005 2010 2015 2020 2000 2005 2010

Mew Jersey Teachers Maw Jersey Teachers

45

2020



USP: UAL Stabilization Payment

* Payment necessary to put a pension plan in the same funding
position at the end of the year as the beginning.

* Objectively definable, comparable to funding position.
* Not a recommendation, just a yardstick.

* Related to Moody’s “Tread Water” metric and the S&P “Minimum
Funding Progress” but questions the accrual rate.



USP: UAL Stabilization Payment
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USP: UAL Stabilization Payment

Municipal Employees’ Retirement System of Louisiana
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USP: UAL Stabilization Payment

Kentucky Employees Retirement System
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CAR: A Contractual Accrual Rate

* Any individual in a pension system represents a cash flow, paying in
while active, and paying out after retirement.

* There is an accrual rate that is the internal rate of return for that
individual.

* What is true for the individual is true for the aggregate, though the
sampling strategy may be complex.

* This rate is completely independent of the financial markets.
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Risk Weighting Assets

* Evaluates assets for downside risk.
* Cheaper and easier than stress test.
* A metric one can manage to.

e Related to VaR and other risk metrics.

Asset Class Short-
discount
Fixed 11.2%
Equities 17%
Real Estate 19%
Other 99%

Long
discount
1.2%
2.1%
3%
1.5%



Risk Weighting Assets

Arizona PSPRS
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Risk Weighting Assets

New Jersey Teachers

% 20000
k]
=
g
+o . other
]
g . raal astate
E . public eguities
= 10000 - . fined i
a ixed income
o
]
o
(]
1} =

0% 7.5% 5% 2 5% ]
Cash flow position (%-assets)



Risk Weighting Assets

Detroit Police & Fire
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Other ideas

* Evaluating risk
* Beyond ASOP 51, to categorize risk.
* Risk to plan, risk to sponsor, risk to members.

* Market risk, volatility risk, actuarial risk, operational risk, contribution risk, etc.

* Evaluating stress testing for risk.
* Distinguish between stress testing and other kinds of modeling.
* Sensitivity testing, parameter search, projections.

» Validation, initial conditions.
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New Metrics and
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ncpers.org/filessINCPERS-Pension-Metrics. pdf

ncpers.org/files/ncpers-research-the-case-for-
new-pension-accounting-standards-2019.pdf
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