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With the advent of FASB 87 and asset/liability
management strategies, plan sponsors need to be able
to compare total pension plan results (i.e., assets and
liabilities) to a standard measure. While the consulting
and brokerage communities have inundated the pen-
sion world with indices, benchmarks, and tools for
measuring asset performance, an important bench-
mark of pension performance—pension surplus—has
largely gone unmeasured.

Background

Much has been written about the size, source, growth,
decline and/or disposition of “surplus” pension assets.
By some accounts surplus has risen dramatically in the
1980s as pension assets have soared. By other accounts
surplus has actually declined due to sharp increases in
liabilities.

Much of the noise and amazement seems to stem from
the choice of interest rates used to value liabilities, and

some of the remaining noise comes from the choice of a
liability definition.

Monetheless, liabilities and assets are being assigned
market values and these values are being disclosed on a
relatively current basis as a result of FASBE 87 which
must be adopted by most corporations no later than
the first accounting year commencing after December
15, 1986.

The most complex studies of the surplus measurement
and disclosure issue devote considerable effort to the
development and analysis of one simple idea: Sur-
pluses increase when assets go up faster than liabilities
and decline when liabilities go up faster than assets.

Surpluses may be defined in dollar terms as assets
minus liabilities or in Funded ratio terms as assets
divided by liabilities. Asset/liability ratios exceeding
100% indicate a surplus; ratios below 100% identify a
plan deficit. When we focus on ratios we find that
funded ratios increase when assets increase by a larger
percentage than liabilities and decline otherwise,

We have recognized several general principles that
make it possible to estimate readily how pension fund-
ing ratios are changing for the "typical” plan. These
principles include:

= The major factor affecting liability values in the
short run is interest rates.

® The interest sensitivity of the Accumulated Bene-
fit Obligation (ABO) of many plans falls in a fairly
narrow range (i.e., a duration of ten to twelve
vears is quite common).

® Plan assets will exhibit price behavior different
from the liabilities for two primary reasons:

— the plan’s fixed income holdings are of different
duration (almost invariably shorter) than the
liabilities, and







