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Best Governance and Risk Oversight Practices   

• Capital Markets Challenges and Opportunities
• Public Retirement Funds: Changing Risk Environment     
• Best Governance & Risk Management Practices   
• Environmental, Social and Governance (ESG) Integration 
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• Glossary
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Public Funds: Challenges and Opportunities  
• Continued Asset Growth and Funding Levels  

• Strong returns since ’09; improving funded levels 
• Asset Allocation

• Improved diversification; changing risk exposures
• Capital Markets    

• Return assumptions; elevated inflation, geopolitical risk 

• Governance and Risk Oversight    
• Implementation of leading-edge practices and tools               

• Capital Stewardship    
• Best practices premium; ESG integration. 

Source: NASRA, U.S. Federal Reserve. 

“Defined-benefit plans are critical to the retirement security of millions of Americans, 
and have served our nation well for decades.  —Hank Kim, Esq. Executive Director, NCPERS 
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Pension Fund Governance: 
Performance Premium    
Why Focus on Governance  
• Effective governance practices may significantly impact 

performance.         

• Public pension funds and other leading investors continuing to 
place emphasis on strengthening governance. 

• Effective governance provides a sustainable structure for 
managing market, liquidity, operational and other risks.

Accountability

Consistency

Transparency

Board

Risk 
Management

Best Governance Practices

“Instituting governance best practices will provide the company with an internal 
effectiveness structure and a tool to manage corporate risk.”   —The Conference Board

Presenter Notes
Presentation Notes
Among retirement funds, boards and stakeholders are focusing on considerations such as board practices, standards of conduct, risk management and actuarial practices. In the current environment, there are several points for board members and officials to consider:   The link between best practices and improved performance is strong.  Research has found that effective governance may improve investment returns by 1% to 2.4%, annually  Beyond investments, best practices such as fiduciary training and risk assessments may drive improved performance across administrative, member service and compliance functions The current focus on fund governance is likely to increase in light of public policy debates that are increasingly focused, largely without merit, on public employee benefit levels        Managing reputation risk is an increasingly important challenge for public funds. A fund may reduce the probability and severity of risk events by implementing a formal risk framework     Notwithstanding public funds’ record of implementing best practices, the need for communicating how these work to benefit members and the public has never been greater
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Public Pension Funds: Capital Stewardship   

• Public and private pension funds collectively own an estimated 17% of  the U.S. equity market.
• As institutional owners, public funds take a proactive capital stewardship approach through corporate governance, 

engagement and proxy voting to enhance shareholder value for the benefit of members.   
• Corporate governance and proxy voting are long-standing tools of environmental, social and governance (ESG).  
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Source: Federal Reserve Board, Lionshares and Goldman Sachs Global ECS Research. 

Presenter Notes
Presentation Notes
By one estimate, public and private pension funds own a combined 17% of shares of U.S. publicly traded companies. As capital stewards of a large portion of corporate America, public funds employ proxy voting and corporate governance (e.g. shareholder proposals) to influence companies they own to adopt practices aimed at enhancing shareholder value, which should contribute to pension fund performance. Actions that pension funds are focused on in 2022 include initiatives to better align CEO pay with share price performance, board diversity, and majority voting to improve accountability, among others.Public pension fund leadership in implementing, ESG, which include corporate governance and proxy voting, is evidenced in part by a report that public funds accounted for 54% of an estimated $6.2 trillion of institutional investments that integrated  ESG in 2020. 
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Public Funds: Governance & Risk Oversight Trends    
• Enterprise Risk Management (ERM)
• Chief Risk Officer Role (CRO) 
• Asset Liability Modeling (ALM)

• Liquidity Tier Analysis  
• Key Risk Measures (Analytics)  
• ESG/Corporate Governance
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Trends in Oversight Practices                         
2012 2021
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Lowered actuarial return
assumption

NCPERS Study: Trends in Plan Changes
2020 2021

Source: NCPERS. Excerpts for illustrative purposes. 

Presenter Notes
Presentation Notes
Against this setting and following a financial crisis that at one point eliminated $4 trillion from pensions worldwide, public retirement systems are adopting increasingly effective practices including; Enterprise risk management, particularly among larger systems,  Integration of chief risk officer (CRO) roles or equivalents, Enhanced integration of asset-liability modeling, Expanded investment policies, Stress testing and, Liquidity assessment and tier analysis.   Evidence of these trends includes a report following the crisis that 89% percent of institutions had retained a chief risk officer.More recently, NCPERS 2021 Public Retirement Systems Study found that 34% of respondents had adopted an ERM framework as compared to 18% in 2012 and 61% of public funds received the GFOA award for excellence in 2021 as compared to 47% in 2012Additionally, as means to better manage asset/liability risk and integrate asset and liability decision making 70% and 65% of respondents reported to NCPERS in 2021, respectively, that they had lowered their return assumption and/or updated or strengthened an asset allocation study.           Regulators and GASB also continue to emphasize enhanced disclosure and assessment of risk, and the Actuarial Standards of Practice provides it.   
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ESG Integration: Role in Risk Management Framework    
ESG—Quantitative metrics and qualitative data that inform the assessment of an asset beyond traditional financial metrics.

Source: GSIA, Bloomberg Intelligence, available at https://www.bloomberg.com/professional/blog/esg-assets-may-hit-53-trillion-by-2025-a-third-of-global-aum/; US SIF Foundation Biennial Report on U.S. SRI Trends, January 2020, available at: https://www.ussif.org/currentandpast.
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1970s 1980s 1990s 2000s 2010s 2020s

SRI Innovators
Congress passes 
CRA Act to reduce 
discriminatory 
credit practices

History of ESG Investing
Legislating CSR
US SIF founded
US Congress passes 
Comprehensive 
Anti-Apartheid Act

Global Call to 
Action
Domini 400 Social 
Index (now MSCI) 
launched

ESG Education
UN launches Global 
Compact initiative
Global Reporting 
Initiative launches

Putting ESG into 
Action
SASB forms with 
mission to establish 
industry standards for 
corporate reporting
UN SDGs set up

ESG During 
Pandemic and 
Social Unrest
Flows into 500

Source: Morningstar.

Pax World launches first 
sustainable mutual fund
Rev. Leon Sullivan 
develops Sullivan 
Principles to apply 
economic pressure on 
South Africa to protest 
apartheid

MacBride Principles 
established focusing on 
corporate conduct for US 
companies doing business 
in  Northern Ireland 
Intergovernmental Panel 
on Climate Change 
established
Post-Exxon Valdez oil spill, 
Ceres was formed 

UN holds Conference on 
Environment & 
Development
26 sustainable funds with 
$1.9 billion assets 
Kyoto Protocol convenes 
world leaders to set goals 
on addressing global 
warming

UN Principles of 
Responsible 
Investment (PRI) is 
launched
60 sustainable funds 
are available
Global Impact 
Investing Network is 
launched

Paris Agreement went into 
effect in 2016
US DoL rules that pensions 
& plan sponsors can invest 
in SRI as long as
investment is appropriate 
& equivalent to competing 
choices

US sustainable funds top 
$51 billion, doubling 
from $20 billion in 2019
BlackRock CEO asks 
companies to disclose 
net-zero transition plan
DoL will not enforce rule 
limiting use of ESG funds 
in ERISA plans
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Public Retirement Systems: 
Changing Risk Environment
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Asset Allocation: Increasing Diversification. Changing Risk Exposures

• Average public pension fund allocations to alternative investments and real estate reportedly more than quadrupled 
over a period of 15 – 20 years

• An effective alternative investment program requires an enhanced framework to manage market, liquidity, operational 
and credit risks not captured in traditional modeling.

Public Pension Funds: Average Asset Allocation    
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Presenter Notes
Presentation Notes
Due in part to modest intermediate return expectations for traditional asset classes (i.e. stocks and bonds), average public pension fund allocations to alternative investments and real estate reportedly more than quadrupled over a period of approximately years as investors further diversified their portfolios. Private sector and multiemployer (as a segment of private sector plans) allocations to alternative investments have followed a similar growth trajectory and are projected to continue to grow. Among large funds, allocations to alternative investments are higher. Allocations to alternative investments may increase expected return, while reducing volatility and improving portfolio efficiency. An effective alternative investment program also requires an enhanced risk management framework to manage market, liquidity, operational and credit risk exposures that are not captured in traditional modeling. 

https://www.facebook.com/NCPERS/
https://twitter.com/NCPERS
https://www.youtube.com/channel/UC-CQesOOvxd2Ar5Rmhpo1kg
https://www.linkedin.com/company/national-conference-on-public-employee-retirement-systems/


Changing Risk Environment: Climate 
Climate Change Impacts the Financial System in Three Ways*: 
1. Transition Risk: as capital moves from dirty sectors towards cleaner ones, companies in the polluting 

industries may default on loans and bonds; share prices may collapse. 

2. Macro Economic Uncertainty: wide swings in asset prices; temperature rises trigger geopolitical conflict 
and mass migrations. 
• $18T of global equities; $8T of bonds; $30T of unlisted debt are linked to high-emitting assets. 
• CDOs that triggered the 2017 global financial crises represented $1T. 

*Source: “Could climate change trigger a financial crisis?” The Economist, Sept. 2, 2021, available at: https://www.economist.com/finance-and-economics/2021/09/04/could-climate-change-trigger-a-financial-crisis.

“Globally, we estimate a cumulative loss in economic output of nearly 25% over the next two decades 
if no climate change mitigation measures were taken.” —BlackRock, Public pensions, post-pandemic report, 2021

Presenter Notes
Presentation Notes
MOEpsTax behavior as a governance factor

https://www.facebook.com/NCPERS/
https://twitter.com/NCPERS
https://www.youtube.com/channel/UC-CQesOOvxd2Ar5Rmhpo1kg
https://www.linkedin.com/company/national-conference-on-public-employee-retirement-systems/


3. Exposure to physical 
hazards of rising 
temperatures: insurers, 
customers bare costs

Source: Time Series Data of US Billion-Dollar Disaster Events, National Centers for Environmental Information, available at: https://www.ncdc.noaa.gov/billions/time-series.
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Sources: Federal Reserve Bank of Boston. Morningstar.
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Passive Management Share of 
Mutual Fund and ETF Assets  

Active/Passive Asset Flows: 
Potential Impact on Financial Stability Risks    

Risk Type 
Impact to Financial 

System Risk  
Liquidity & Redemptions Reduces

Investing Strategies that Amplify Volatility Increases 

Financial Industry Concentration Increases 
Changes in Valuations, Volatility 
and Co-movements  Unclear 

Public Equity Markets: Changing Risk Environment         

• Investors continue to allocate assets to passive management to implement to achieve cost-effectiveness , while limiting tracking error. 
However, flows to passive management have raised concerns about systemic impacts

• Factoring high frequency and other forms of automated trading, some experts believe that only 10% of daily U.S. equity trading volume 
is driven by fundamental decisions.

“If historical trends continue, a handful of giant institutional investors will one day                                      
hold voting control of  virtually every large U.S. corporation.” —John Bogle, 2018 

Presenter Notes
Presentation Notes
Continued investor flows from active equity management strategies that use price discernment (active decision making) to passive (Indexed) management strategies have increased passive management’s share of equity mutual funds from just 3% in 1995 to 40% in 2017. While passive management helps investors to gain exposure to the markets at low cost, while eliminating tracking error risk, the aggregate impact of flows from active to passive management may be having unintended impacts on our financial system, the corporate governance movement and on competition in the financial services industry. For example, a 2018 Federal Reserve Bank of Boston study found that asset flows to passive management have increased industry concentration and may be facilitating the use of trading strategies that lead to heightened market volatility. Due to high barriers of entry and price competition, three firms, BlackRock, State Street Global Advisors and Vanguard, reportedly account for 80% - 90% of indexed assets under management. Due to concentration of market share, these firms (the “big three”) are now collectively the largest owner at 40% of U.S. public companies.      
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Public Pension Fund: Risk Exposures           

U.S. Inflation 
Inflation Measures 50-Year Avg. March 2022
Headline CPI  3.9% 8.5%
Core CPI 3.8% 6.5%
Headline PCE Deflator 3.4% 6.6%
Core PCE Deflator 3.3% 5.2%

* Source: U.S. Bureau of Labor Statistics . U.S. Federal Reserve. JP Morgan Asset Management.   

• Equity Market    
• Interest Rates  
• Inflation
• Currency            

• Cash Flow    
• Investment Period    
• Redemption Terms
• Alternatives           

• Valuations    
• Transaction Processing    
• Legal / Compliance 
• Cybersecurity            

• Contribution Shortfalls    
• Demographics     
• Investment Experience  
• Assumption Changes             
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Presenter Notes
Presentation Notes
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 distinct categories - operational, market, credit and asset / liability riskA fund can more effectively measure and manage risk toward the end of reducing the probability and severity of losses. A board’s tolerance for each risk type is typically included in key governance documents such as the investment policy, which sets thresholds for acceptable market risk among other things.
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Reputation Risk Events: Financial Services Industry   

Mutual Fund 
Trading Scandals   

Lost/Stolen 
Participant Data

Sub Prime 
Mortgage Crisis  

Cybersecurity
Data Breaches   

“Compliance failures are the single biggest cause of reputational risk…” 
—Reputation, Risk of Risk. The Economist Intelligence Unit  
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Best Practices 
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Risk Management Framework
Governance  Assessments Measures Reporting

• Committees 
• Investment Policy 
• Guidelines
• Contracts  

• Financial Audit 
• ALM Modeling     
• Liquidity Tier Analysis    
• Stress Testing   

• Beta 
• Sharpe Ratio 
• Standard Deviation    
• Leverage    

• Auditor 
• Custodian   
• Investment Consultant      
• Investment Managers

Allocation of Assets by Tier
Tier 1* Tier 2 Tier 3 Tier 4 Tier 5 Tier 6*

Terms Daily Monthly
Qtrly to 
1 year

1 to 3 
years

3 to 7 
years

7+ 
years

Current 
Liquidity $318.8 $30.0 $70.0 $10.0 $10.0 $61.2 

Allocated 
% 63.8% 6.0% 14.0% 2.0% 2.0% 12.2%

Aggregate 
Available 
%

63.8% 69.8% 83.8% 85.8% 87.8% 100.0%

Example: Stochastic Modeling Example: Liquidity Tier Analysis  

Board of
Trustees/ 
Executive

Staff

Custodian 
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Real Estate
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Fixed 
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Cash 
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Real Estate
Managers 

Private 
Equity

Managers  

Consultant 

Fixed 
Income

Managers 
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Fund

Managers 

Cash 
Manager 

Counsel 

Equity 
Managers 

Example: Governance Structure   

Source: NCPERS Best Governance Practices. 
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Governance Structure & Oversight Roles 
NCPERS Best Governance Practices*

Governance Manual  
Board Practices    
Policy Framework 
 Strategic Planning 
Risk Oversight 
Measures and Metrics
Communications  

https://www.ncpers.org/files/NCPERS_BEST%20GOVERNANCE%20PRACTICES_2019_Final.pdf.

• Provide guidance and strategic oversight
• Review and approve policy
•Oversee performance & risk

• Develop and recommend policy 
•Monitor performance and risk 
• Supervise  service providers

Fund Staff/Counsel 

Advisors/Service Providers* 

Counsel*  Administration Benefits  Finance / 
Compliance   

Investment
Consultant  

Investment 
Managers Custodian Actuary Auditor

Management

Board

Source: NCPERS Best Governance Practices. 

Presenter Notes
Presentation Notes
As we discussed, as a trustee your are at the top of the fund’s governance structure The role of the board is to lead the board within this framework much like a Fortune 500 Board leads a company Your role is to provide guidance and strategic within the systems governance framework which consists of (1) Statutes and regulations, (2) Board Policies, (3) Ruling & Agreements, (4) the IRS-approved plan document, (5) contracts with service providers and (6) charters and position descriptions        We’ll look at the framework on the next page, but first let’s look at your primary 5 roles, 5 primary roles for staff and roles performed by line staff and service providers and how you delegate and the reporting you requireThe following are specific examples of how you: 	-Provide Strategic oversight - strategic plans & measuring performance	-Approve policy – funding policy, corporate governance policy, ethics policy	-Review and approve selection of service providers (e.g managers)	-Oversee investment performance and management of risks 	-Oversee controls  - system to reduce probability & impacts of risksAs you can see executive staff has specific roles codified in job descriptions    An important consideration how you delegate certain decisions and functions and require reporting through job descriptions and contracts Ultimately, your role is to set goals across administrative, investment, member service functions, approve plans for achieving them and monitor                                             
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ESG Integration 
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ESG Adoption Mechanisms: U.S. Retirement Plans      

In incorporating ESG, Boards may use the following mechanisms consistent with fiduciary objectives:   
• Adoption of investment policy provisions that document ESG criteria or related procedures. 
• Inclusion of ESG considerations in selecting and monitoring investment managers across asset classes. 
• Proxy voting in accordance with a policy to advance good governance and enhance shareholder value.       
• Shareholder engagement on issues to improve a company’s governance for the benefit of shareholders. 

Source: NCPERS Best Governance Practices. 

Investment Policy   Manager Selection Proxy Voting Shareholder
Engagement

• Objectives
• Manager selection
• Risk management   
• Reporting 

• Philosophy 
• Process    
• Security selection 
• Risk management

• Proxy policy  
• Annual meetings     
• Proposals 
• Reporting

• Corporate governance
• Investor alliances
• Investor rights
• Advocacy

Presenter Notes
Presentation Notes
The right hand table illustrates expected returns for a subset of asset classes. Due to current and expected market and economic conditions, expected returns for U.S. Large Cap stocks and Core Bonds, which have been staples of institutional portfolios  2% - 3% or lower than their historical levelsAs shown on the left, these modest expected returns are based on a combination of factors including low interest rates, high stock valuations, the expectation of tightening monetary policy and relative modest inflation   
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Company Issue Meeting Date Proponent
Amazon.com Worker Representative on the Board 25-May-22 Vermont Pension Investment Commission + co-filers
Amazon.com Report on Worker Health and Safety 25-May-22 New York City Retirement Systems
Antero Resources Report on Paris-compliant plan to 

cut carbon footprint
7-June - 22 New York State Common Retirement Fund

Berkshire Hathaway TCFD Reporting 30-Apr-22 State of New Jersey Common Pension Fund, 
CalPERS + co-filers

Johnson & Johnson Adjusted GAAP Metrics in Executive 
Compensation

28-Apr-22 Vermont Pension Investment Commission

Meta Platforms 
(formerly Facebook)

Independent Chair 25-May-22 Illinois State Treasurer + co-filers

Park Hotels & Resorts Adopt Equity Retention Policy 27-Apr-22 New York State Common Retirement Fund
Southern Company Vote Against Board Chair Election 25-May-22 Illinois State Treasurer + co-filers
Warrior Met Coal Majority Vote Director Elections 26-Apr-22 SEIU MasterTrust
Wells Fargo Racial Equity Audit 26-Apr-22 SEIU MasterTrust

Key Proxy Votes  
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71%

58%

50%

45%

37%

ESG practices/integration

Proxy Voting

Engagement activities

Diversity & Inclusion

Impact Measurement

Require external managers to provide regular reporting  

ESG Integration: Institutional Investors     

Source: RBC Global Asset Management 2020.

Presenter Notes
Presentation Notes
The Fund’s reputation is the most valuable asset on your balance sheet  Reputational Risk – the ”risk of risk” , which can compromise your ability to operate and your relationship to stakeholders is usually triggered a risk event in one or more of the following areas:(1) Operational Risk – Members committing fraud and receiving inappropriate benefits. In other words, a compliance failure     (2) Market Risk – Risk of loss to a portfolio (3) Credit Risk – Could result in bond portfolio The most harmful risk events are compliance failures. Look atPay – to – play or Disability scandalsThese undermine stakeholder confidence         
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*includes talc litigation
Source: Proxy Statements and 8-K filings for companies and years as indicated. 

Shareholder Engagement: Who Pays for Opioid Crisis? 

Investors for Opioid Pharmaceutical 
Accountability - a coalition of 67 
members representing treasurers, 
publicly elected comptrollers, asset 
managers, faith-based, public and 
labor funds with over $4.2 trillion in 
assets under management, was 
established in July 2017 out of 
heightened concerns that opioid 
company risks may threaten 
shareholder value and have profound 
long-term implications for the 
economy and society.

Company Opioid 
litigation price 
tag

Voter opposition to 
executive pay

CEO pay cut / total 
compensation

Amerisource Bergen $6.6B (2021) 48.4% (2021) Collis 
$1.8M / $15M (2022) 

Cardinal Health $5.6B (2020) 38.6% (2020) Kaufmann 
$1.4M / $12M (2021) 

Johnson & Johnson $5.1B (2020)* 43.3% (2021)
SHP on exclusion 
47.7% (FOR) (2022)

Gorsky
$0/ $26 M (2022)

McKesson $8.1B (2021) First mover on CEO 
pay cut

Tyler
$3M / $15M (2021) 
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Takeaways 
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Takeaways 
• Institutional investors’ risk exposures are changing due to increasingly diverse asset allocation structures, evolving 

markets and external factors, including reliance on technology and ESG related risks.     

• Public retirement systems continue to implement leading edge governance and risk management practices to position 
their funds for long-term returns for the benefit of members and beneficiaries.

• Effective practices include enterprise risk management (ERM), chief risk officer roles, enhanced asset liability modeling 
(ALM), ESG integration, enhanced risk analytics, stress testing and liquidity assessment.

• In support of these initiatives NCPERS developed Best Governance Practices for Public Retirement Systems.

• ESG integration may be viewed as a risk management tool that is implemented through multiple mechanisms including 
corporate governance and proxy voting, which is a recommended practice. 

• NCPERS provides resources on corporate governance and proxy voting on its website. 

• NCPERS governance guidelines encompass practices that are designed to position public pension funds for risk-adjusted 
performance across functions through changing economic and market cycles.    
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Sample Terms and Definitions*

* Sources: Various. Sample definitions. Not all inclusive. 

Best Practices Generally, the means by which organizations achieve top performance. Best practices are a critical 
input to developing process and structure improvements.     

Governance The structures and relationships that drive organizational performance and system by which 
organizations are directed and managed. 

Charter:  A document adopted by the Board that outlines the purposes, organizations and functions of a 
specific committee.

Committees of the 
Board

A subgroup of a board organized to help manage the Board’s work. Committees of a corporate 
board typically include corporate governance, personnel, audit and risk.     

Mission Statement Defines an organization’s purpose and directs its future. It helps the Board and staff focus on the 
organization’s goals and educate others about the organization.          

Risk Risk is the chance of something happening that will have an impact on organizational objectives. 
It is measured in terms of probability and impact.      

Control Any action which reduces the probability of a risk occurring or reduces its impact if it does occur.
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Sample Terms and Definitions*

* Sources: Various. Sample definitions. Not all inclusive. 

Enterprise Risk 
Management

The process of coordinated risk management that places emphasis on coordination among groups 
to manage the organization’s full range of risks across categories and functions.        

Residual Risk The risk that remains after a control has been instituted. 

Reputation Risk Risk that the organization’s brand will be diminished. Reputation risk is often the result of risk in 
other categories. Compliance failures are the biggest source of reputation risk.

Deterministic Model A deterministic model of a phenomenon is a stochastic model in which a given event is assumed to 
occur with certainty.   

Stochastic Model A model for estimating probability distributions of potential outcomes by allowing for random 
variation in one or more inputs over time.

Risk Appetite  Refers to an organization’s attitude toward taking risk and whether it is willing and able to tolerate 
either a high or low level of exposure to different risk categories and specific risks.   
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