
Retirement Plans - How to Assess 
the Health of Yours; and 

Prescriptions for Recovery
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Plan Perspectives

• Defined Benefit Pension Plans 
• Employer contributions depend upon plan performance
• Plan may require mandatory employee contributions 
• Fixed monthly benefit is calculable – the plan bears related risks

• Defined Contribution Plans 
• Funded with employee and employer contributions
• May be the primary retirement plan or a supplemental plan
• Amount at retirement is unknown – participant bears risks

• Regardless of which approach you take, programs and benefits must 
be viewed collectively to measure overall program success
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Advantages of a Defined Benefit Plan

• Can easily target a percentage of pay replacement at retirement
• May allow employee to maintain a standard of living at retirement
• Contributions to the program by the plan sponsor only pay for 

retirement benefits to the plan participants
• Encourages career employment
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Advantages of a Defined Benefit Plan

• Rewards members with long service
• Provides for “orderly” retirement, meaning that retirements occur at 

predictable ages
• Requires no investment knowledge on behalf of the plan participant
• May be structured to protect against postretirement inflation
• Investment gains will offset overall cost to the plan
• Most efficient means of providing an adequate retirement benefit
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Disadvantages of a Defined Benefit Plan

• Volatility in contribution requirements for the sponsor
• Employees who leave prematurely generally take less with them
• Benefits are not portable from one program to another
• Programs can be difficult to understand
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Disadvantages of a Defined Benefit Plan

• Requires a Board of Trustees and a set of professional consultants to 
help administer the plan

• Investment risk resides with the plan sponsor
• Sometimes not fully-funded
• Higher administrative expenses than DC plan
• Must put up with seeing an actuary once a year
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So What Constitutes a Healthy DB Plan?

• High funded ratio?
• Low contribution rate?
• Low Unfunded Actuarial Accrued Liability?
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The Truth About “Funded Status”

• How do we define “funded status?”
• Present Value of Future Benefits vs. Assets
• Actuarial Accrued Liability vs. Assets
• Present Value of Accrued Benefits vs. Assets
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The Truth About “Funded Status”

Actuarial Value of Assets Present Value of Future Benefits Funded Ratio

$500,000,000 $1,000,000,000 50%

Actuarial Value of Assets Actuarial Accrued Liability Funded Ratio

$500,000,000 $600,000,000 83%

Actuarial Value of Assets Present Value of Accd Bfts Funded Ratio

$500,000,000 $500,000,000 100%
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The Truth About “Funded Status”

• Changing the actuarial cost method could default the funded ratio to 
100%!

• Changing the salary scale assumption could also have a dramatic 
effect (up or down)

• The age of the plan also matters!
• The health of any pension plan has far more to do with the ability of 

the plan sponsor to make the required contribution than any single 
metric or ratio

10



Measuring DB Plan Success

• What is the income replacement ratio for a career employee?
• Consider Social Security as well
• 80% pay replacement is considered excellent

• Can the organization sustain the financial pressure to fund the plan?
• Does the plan support desired employee behavior?
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Common DB Misconceptions

• Taxpayers are paying the majority of the benefit payments
• Anywhere from 60-80% of the pension payments are paid from investment earnings

• Pension contribution requirements cannot be adjusted
• C+I=B+E
• Can adjust benefits prospectively…which will impact contributions

• It’s good to invest pension assets in non-risky investment vehicles
• The single biggest advantage of a pension fund is its infinite life

• The existence of an Unfunded Liability necessarily means that we have not 
met our assumed rate of return assumption

• It likely means that you haven’t met the return assumption lately, when the most 
amount of money is in the fund.

• FRS is clearly the answer
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DB Remedies

• Perform a projection of pension costs for next 20+ years
• Assumed full spectrum of different investment returns

• Understand your choices:
• Investments

• Is investment mix appropriate?
• Benefits

• What are the cost drivers?
• Where are the sacred cows?

• Contributions
• Amortization periods, funding policies

• Other plan arrangements
• FRS
• DC
• Hybrid
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Defined Contribution Plans

• Types
• Percentage of Pay Plans
• Age and/or Service Weighted Plans
• Target Benefit Plans
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Advantages of a Defined Contribution Plan

• Easily understood and appreciated
• Benefit is portable from one job to another
• Contribution requirements are fixed to the sponsor, so annual costs are 

known in advance
• Investment savvy participants may earn a substantial benefit
• Lump sum at retirement provides flexibility to the retiree
• No loss of benefit upon death of the participant
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Advantages of a Defined Contribution Plan

• Plan sponsor is absolved from investment risk
• May be attractive if a mobile workforce is desirable
• An Actuary is not required
• Always fully-funded
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Disadvantages of a Defined Contribution Plan

• Requires participants to be educated investors
• Participant may not save enough or may make poor investment 

decisions and not be able to afford to retire
• Participants may squander lump sum amount at retirement because 

being given a large sum of money as opposed to a monthly check 
represents a departure from their typical way of life
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Disadvantages of a Defined Contribution Plan

• Participants have the mortality risk of outliving their lump sum and 
being forced to seek work at a very old age

• Lump sum at retirement is not protected from inflation
• Sponsor contributions do not necessarily pay for retirees of the 

program.  Participants who leave prematurely take the entire account 
balance (employer and employee money) with them at termination
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Disadvantages of a Defined Contribution Plan

• Retirements are unpredictable, and depending upon market 
conditions may happen at less than ideal times

• Does not encourage career employment, but rather it caters to a 
mobile workforce

• No effective way of providing disability, death, or other ancillary 
benefits
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Measuring DC Plan Success

Traditional Measures are “Plan 
Based”:

Participation Rate 
Average Deferral Rate
Average Account Balance
Plan Level Asset Allocation

Current Measures are “Participant 
Based”:

Retirement Readiness of the individual 
participant, which includes looking at:
Savings strategy
Investment Diversification
Low investment expenses
Income Replacement Ratios
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How does my DC provider measure success?

• Participant Outcomes 
• Income Replacement Ratios
• Probability of meeting ‘Retirement Income Goal’

• Use of imagery to convey results quickly 
• Sunny vs. Cloudy?
• Barometer (red, yellow, green) 
• Bucket half empty or half full?

• What matters most is that participants understand the messaging as 
it relates to whether they are on track or not for retirement
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In the beginning…
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Choosing a Target
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Participant Scorecard
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Getting More Specific
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Your Estimated Annual 
Retirement Income (from this 
Plan) 

 
$28,112 

We show your projected 
account balance as a stream 
of payments once you reach 
retirement age. 

 
Your Projected Plan Account 
Balance at age 67 

 
$504,258 

 
This projection considers only 
your projected balance in this 
plan. 

 
Your Projected Retirement 
Income Needs (Year 1) 

 
$51,241 

 
We estimate you may need to 
replace about 75% of your 
final salary once you retire. 

Getting Personal
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Prescriptions for Recovery - DC Plan Design

• Select an open architecture investment platform with a single provider
• Improves operational efficiency (ability to outsource more)
• Increases awareness and understanding of the plan
• Lowers program administrative costs

• Fee transparency and fairness:
• Asset (account) based vs. flat per participants fees?
• Do participants understand the fees?
• Are fees allocated fairly?

• Consider “stretching” the matching formula to get participants to save more (ex: 
50% on 6% rather than 100% on 3%) 

• Promote the use of (participant elected) services to automatically  increase 
participant contribution levels each year

• Promote tools and resources to help participants aggregate all retirement income 
sources in one calculator so they get the ‘whole picture’

30



Prescriptions for Recovery – DC Plan Communications

• Establish a baseline of the current plan / participant metrics
• Identify opportunities for targeted messaging to specific groups:

• Not participating in the plan
• Not contributing enough to receive full employer benefit
• Not contributing enough to reach target income replacement 
• Insufficient investment diversification (100% in Stable Fund, etc.)
• Opportunity to save more (catch-up, etc.)
• Other behavior (market timing, repeatedly taking withdrawals or loans)

• Develop targeted messaging to drive specific groups to additional 
resources: videos, web tools, invitations to education meetings, etc. - to get 
them to take action

• Measure progress at least annually, re-assess, and repeat the process
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Bringing it all Together!
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Prescriptions for Recovery 

• Provide retirement income gap analysis reports and tools 
• Analyze current design – is the benefit sufficient?
• Leverage participant inertia, as permitted*: 

• Consider automatic enrollment or mandatory contributions 
• Automate annual employee contribution increases

• Promote “target” employee savings rate of 10% 
• Promote employee (self-elected) automatic contribution increases of 1% annually 

until they reach 10%  
• Identify participant segments with the lowest income replacement ratios – this 

group needs attention the most 
• Execute targeted participant communications to drive participants to action

*The State of Florida does not currently permit “auto” provisions
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Contact information

Bradley R. Heinrichs, FSA, EA, MAAA
Chief Executive Officer
Foster & Foster, Inc.
(239) 433-5500
brad.heinrichs@foster-foster.com

Steve Gordon, Executive Director
The Bogdahn Group 
407-463-2312
steveg@bogdahngroup.com
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