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PERA 

Governance



» General Assembly

• Sets contribution rates, benefit levels, and other plan requirements

» PERA Board of Trustees’

• Trustees, as fiduciaries, oversee investment program and benefits administration 

(Statutory role and duties are set in C.R.S. Title 24, Article 51, Part 2)

• Adopt and revise rules in accordance with state statutes

• Develops PERA’s strategic plan

• Adopting assumptions

» PERA Staff

• Responsible for the day-to-day management of PERA

• Implement Board policy, including investment program

• Recommend appropriate policy changes 

• Facilitate the Board’s oversight through effective reporting and communication

» PERA Board’s Consultants

• Provide evaluation, research and guidance on investment program

• Develop actuarial assumptions, projections and valuations

• Serve as fiduciary counsel
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PERA’s Governance Structure



Trustees serve 4-year terms and are only paid for necessary expenses
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PERA’s Board Composition

Board Seats Provided by Law (1 non-voting)16

Appointed by 

Governor, subject to 

Senate confirmation

• Must be public representatives 

and not PERA members, inactive 

members or retirees

• Must have significant experience 

and competence in investment 

management, finance, banking, 

economics, accounting, pension 

administration, or actuarial 

analysis

• No more than 2 can be from same 

political party
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• 3 State Division members

• 4 School Division members

• 1 Judicial Division member

• 1 Local Government Division 

member

• 2 Retired Members

• 1 Denver Public Schools 

member (non-voting)

Elected 

(1 non-voting)12

• State Treasurer

Ex officio 1



» By law, PERA trustees have a fiduciary responsibility to:

• Carry out their functions solely in the interest of members and 

benefit recipients and for the sole purpose of providing benefits

• Defray reasonable expenses incurred in performing such duties

» Three basic principles for PERA fiduciaries
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Board Fiduciary Responsibilities

Responsibility to act 

solely in the best 

interest of all PERA 

members and retirees

Duty of Loyalty

Obligation to follow 

clear processes in 

order to make 

decisions and act 

responsibly on behalf 

of all members and 

retirees

Duty of Care

Commitment to arm 

themselves with the 

best information and 

knowledge in order to 

make responsible 

decisions

Duty of Prudence



Board Meetings: 16 days per year, plus 6-10 hours of preparation 
per meeting

» 5-6 full-day meetings per year

» Annual 3-day planning session

» Board committee meetings

» Special meetings during legislative session

Administrative Review Process: 1-2 days per year

» Adjudicate appeals to how law and PERA rules have been applied 
to members and benefit recipients
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Board Training and Expectations

Required 

Training and 

Education

New Trustee Orientation: 2-day session

» Led by PERA executive management team

Educational Classes and Seminars: 20-30 hours per year

» Minimum of 30 hours of educational sessions within first two years 
to gain a general understanding of governance, actuarial principles, 
pension plan design, health care, legislative environment, etc.

• 15 hours should focus on pension investments/include 
pension conferences

Expectations
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PERA Board Committees

Audit Committee
Benefits 

Committee

Compensation 

and Budget 

Committee

Evaluation 

Committee

Executive 

Committee

Investment 

Committee



» Internal controls

• Internal auditor, employed by the PERA Board

» External controls

• Independent auditor overseen by Office of the State Auditor

» Colorado General Assembly

• Joint Finance Committee pursuant to the SMART Act

• Joint Budget Committee

• Legislative Audit Committee

• Pension Review Commission

» Pension Review Subcommittee
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Oversight of PERA



Demographic Assumptions Economic Assumptions 

Inflation
Life 

expectancy

Investment 
rate of 
return

Rates of 
retirement 

Capital 
market 

performance

Rates of 
salary 

increase

Mortality 
before/after 
retirement 

Attempt to anticipate events that 

occur over the lifetime of 

participants and influence the 

amount and timing of benefits

Attempt to anticipate financial 

aspects which may impact the 

cost of future benefits and the 

rate at which they are funded
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Actuarial Assumptions
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PERA Board of Trustees’ Adopts 

Assumptions

• Investment rate of return

• Price inflation

• Wage inflation

• Capital market 
performance

Economic 
Assumptions

• Rates of mortality

• Rates of retirement

• Rates of refunds

• Rates of disability

• Rates of salary growth

• Rates of withdrawal

Demographic 
Assumptions

Aon Hewitt

Segal Consulting

Segal Consulting



Governance 

Best Practices
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Clear Delineation of Fund’s Rules 

and Governance Structure

Best Practices PERA’s Practices

Clearly define and publish governance 

rules and code of conduct

PERA regularly updates and publishes 

its Governance Manual, which 

includes summaries of statutes, 

regulations and board practices

The “Best Practices” quoted herein are based on a report released by the Committee on Fund Governance of the Stanford 

Institutional Investors’ Forum on May 31, 2007. The Clapman Report 2.0 was developed in cooperation with the Stanford Law School 

Fiduciary College and the Rock Center for Corporate Governance. “PERA’s Practices are outlined in the PERA Governance Manual. 
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Well-Designed Roles and 

Responsibilities

Best Practices PERA’s Practices

Establish clear lines of authority 

between governing body and staff

• General Assembly sets 

contribution rates and benefit levels

• PERA Board oversees investment 

program and benefits 

administration; adopts and revises 

rules in accordance with state 

statutes; develops PERA’s strategic 

plan; selects and oversees 

executive director

• PERA Staff is delegated 

responsibility by the PERA board for 

day-to-day management of PERA

The “Best Practices” quoted herein are based on a report released by the Committee on Fund Governance of the Stanford Institutional Investors’ 

Forum on May 31, 2007. The Clapman Report 2.0 was developed in cooperation with the Stanford Law School Fiduciary College and the Rock 

Center for Corporate Governance. “PERA’s Practices are outlined in the PERA Governance Manual. 
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Trustees Have Relevant Expertise 

and Comprehensive Training

Best Practices PERA’s Practices

Board should include individuals with 

investment and financial market 

expertise

Three trustees are governor-appointed 

and must have significant experience 

and competence in investment 

management, finance, banking, 

economics, accounting, pension 

administration, or actuarial analysis

Require an orientation and other 

training for trustees that provide and 

improve core competencies

Two-day new trustee orientation, and 

trustees should attend 20-30 hours of 

training and education per year

The “Best Practices” quoted herein are based on a report released by the Committee on Fund Governance of the Stanford Institutional Investors’ 

Forum on May 31, 2007. The Clapman Report 2.0 was developed in cooperation with the Stanford Law School Fiduciary College and the Rock 

Center for Corporate Governance. “PERA’s Practices are outlined in the PERA Governance Manual. 
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Creation and Enforcement of a 

Clear Conflict of Interest Policy

Best Practices How PERA Compares

Develop and publicly disclose a policy for 

dealing with situations that present an actual 

or perceived conflict of interest

The PERA Board Governance Manual,

available online, includes a Conflict of Interest 

Policy

Establish a regular, automatic process that 

requires those covered by the policy to report 

or disclose actual or perceived conflicts of 

interest

Trustees must annually complete, execute and 

return to the Internal Audit Director the Conflict 

of Interest and Compliance Questionnaire

Board should periodically affirm and verify 

compliance with conflict rules and reporting 

requirements

Governance manual state that any suspected 

violations be referred to the Audit Committee, 

executive management, Internal Auditor or a 

third party to investigate; if a alleged violation 

pertains to a breach of law and is sufficiently 

substantiated, Board will refer the matter to 

appropriate authorities, and may take 

additional disciplinary action

The “Best Practices” quoted herein are based on a report released by the Committee on Fund Governance of the Stanford 

Institutional Investors’ Forum on May 31, 2007. The Clapman Report 2.0 was developed in cooperation with the Stanford Law 

School Fiduciary College and the Rock Center for Corporate Governance. “PERA’s Practices are outlined in the PERA 

Governance Manual. 
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Authority to Delegate Responsibilities 

to Staff and Outside Experts 

Best Practices How PERA Compares

Board should be allowed to rely on the 

expertise of appropriate consultants 

and staff

Board is responsible for appointing, 

evaluating and terminating pension 

actuary, healthcare actuary, actuarial 

auditor, investment consultants, 

fiduciary counsel, custodian banks, 

election auditor, recordkeeper, third 

party administrator and other advisors. 

The Board is also empowered to rely 

on the expertise of staff to inform their 

decision-making.

The “Best Practices” quoted herein are based on a report released by the Committee on Fund Governance of the Stanford Institutional Investors’ 

Forum on May 31, 2007. The Clapman Report 2.0 was developed in cooperation with the Stanford Law School Fiduciary College and the Rock 

Center for Corporate Governance. “PERA’s Practices are outlined in the PERA Governance Manual. 
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Preservation of Institutional Memory

Best Practices How PERA Compares

The board and committees should be 

structured to promote stability and the 

preservation of institutional memory

• Board members serve 4-year terms.

• The Board Governance manual 

includes a clear succession 

planning policy designed to 

preserve institutional memory.

The “Best Practices” quoted herein are based on a report released by the Committee on Fund Governance of the Stanford Institutional Investors’ 

Forum on May 31, 2007. The Clapman Report 2.0 was developed in cooperation with the Stanford Law School Fiduciary College and the Rock 

Center for Corporate Governance. “PERA’s Practices are outlined in the PERA Governance Manual. 



Long-term Rate 

of Return 

Assumption



» The long term rate of return (LTRoR) is an investment assumption 

(versus actuarial assumptions)

» PERA’s LTRoR is also the discount rate used to measure the liabilities of 

the plan*

• Acceptable under Governmental Accounting Standards Board 

(GASB)**

• Common to use the LTRoR as the discount rate. Most (if not all) 

public plans share this practice

• Current PERA LTRoR is 7.25%. The median for public funds is 

7.25%***

» PERA’s LTRoR is analyzed via a periodic asset/liability modeling process

• The A/L study is conducted by the PERA Board’s investment 

consultant (currently Aon) and with consultation by the Board’s 

actuary (currently Segal Consulting)
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Investment Return Assumption

*    The discount rate used in the determination of plan liabilities for financial reporting purposes can be different under certain conditions. Please see pages

51-52 of PERA’s CAFR for additional information.

**   GASB establishes accounting and financial reporting standards for U.S. state and local governments that follow Generally Accepted Accounting Principles

*** Source: NASRA public fund survey
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Peer Expected Return Comparison



» Asset allocation is the primary determinant of a portfolio’s risk 

(i.e., volatility) and return potential

» PERA’s strategic asset allocation (i.e., asset class target weights 

and associated ranges around the targets) is determined by the 

PERA Board, through an extensive asset/liability study

» The asset/liability study process is a cornerstone of prudent 

governance of a pension plan

• Typically conducted every five years

• Explicitly acknowledges evolution within the capital markets

• Establishes reasonable risk/return expectations, which will 

ultimately inform a strategic asset allocation policy

21

Asset/Liability Modeling
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Asset/Liability Modeling: Process

» The Board’s external experts (e.g., investment and actuarial consultants) 

drive the process

• Aon models incorporate Segal’s liability data and assumptions

» Consultants (and others) develop long-term capital market expectation 

assumptions for numerous asset classes 

• Used to model different asset allocations, depending on the Board’s 

objectives

• Modeled portfolios produce an expected return and volatility, based 

on the building blocks of the asset class components and their 

weights

» Aon and Segal may have different capital market assumption sets, though 

Aon’s assumptions are the foundation for the A/L study

» PERA’s 2019 Asset/Liability study kicked off in Fall of 2018 and will 

culminate with Aon presenting a recommended strategic asset allocation
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PERA: Historical Context

PERA’s Historical Strategic Asset Allocation 

Targets and Actuarial Assumed Rates of Return
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Asset Allocation and 

Long-Term Expectations

» Individual asset class volatility/return/correlation expectations 

are used to ‘build’ a portfolio’s expected volatility/return

• Each asset class serves a role in the context of a portfolio

Diversification
Return 

enhancement

Income 

generation

Risk 

mitigation



Fixed Income: 23.5%*

• Expected 10-year return: 3.0%

• Provides diversification and liquidity 

while reducing portfolio volatility

Real Estate: 8.5%*

• Expected 10-year return: 9.1%

• Source of alternative income and 

downside protection

Global Equities: 53.5%*

• Expected 10-year return: 7.5%

• Primary driver of portfolio return in the long-run

• Provides liquidity to the portfolio
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Colorado PERA’s Asset Classes

• PERA’s Policy Benchmark is intended to be a “passive” representation of the PERA Board’s strategic asset allocation

• PERA’s strategic asset allocation is the largest determinant of the long-term rate of return assumption (currently 7.25%)

• Each asset class fulfills a specific role (e.g. diversification, returns, liquidity, etc.) within the Total Fund.

• PERA’s Policy Benchmark is a weighted average of the individual asset class benchmarks

• All benchmarks are chosen by the PERA Board in consultation with their outside consultant (currently Aon)

* Target allocation

Note: Expected 10-year returns are provided by the Board’s external consultant (Aon) as of 2015. PERA Board is currently undergoing an A/L study and re-

assessing long term expectations.

Private Equity: 8.5%*

• Expected 10-year return: 9.0%

• Enhances returns beyond what is 

available in public equity

• Provides diversification

Cash: 1%*

• Expected 10-year return: 2.2%

• Held for liquidity purposes

Opportunity Fund: 5.0%*

• Expected 10-year return: 6.0%

• Provides good risk-adjusted returns 

and diversification



» Capital Market Assumptions (CMAs) are Aon’s asset class return, 

volatility, and correlation assumptions

• Long-term (10- and 30-year) forward looking expectations

• Applies a building-block approach to developing return 

expectations

• Primarily “market” (i.e., beta) returns

» No active management assumption unless inherent to the 

asset class (e.g., hedge funds and private equity)

• Net of investment management fees

• Produced quarterly by Aon’s Global Asset Allocation team

26

Capital Market Assumptions Drive 

Expectations

Source: Aon
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Developing CMAs: Volatility 

and Correlation

Source: Aon

Aon takes a 
forward-looking 
view when setting 
volatility 
assumptions, 
rather than solely 
historic averages

De-smoothing 
techniques are 
used for illiquid 
asset classes 
(e.g., real estate)

Correlation 
assumptions are 
formulated with 
reference to historic 
experience over 
different time periods 
and during different 
economic states 
(e.g., stressed 
environments)
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Aon’s 30-Year Expectations for PERA’s 

Current Long Term Strategic Portfolio

Current Asset Classes

Long-Term 

Asset 

Allocation

Expected 

Nominal Return
Expected Risk

Global Equity 53.0% 8.00% 19.00%

Fixed Income2 23.0% 3.60 5.00

Real Estate3 8.5% 6.65 20.00

Private Equity 8.5% 9.60 24.50

Opportunity Fund4 6.0% 7.50 7.50

Cash5 1.0% 2.706 2.006

Inflation 2.30

Total Fund: 

Expected Return 7.51%

Expected Risk 12.78%

Sharpe Ratio 0.376

1 AHIC 1Q 2019 30-year Capital Market Assumptions as used in the 2019 asset-liability study
2 Modeled 100% to core fixed income 
3 Modeled as -37.3% LIBOR, 63.8% Core Real Estate, 73.5% Non-Core Real Estate
4 Opportunity Fund modeled as follows: 25.00% Liquid Alternatives (Direct Hedge Funds -Median Manager), 16.67% Private Equity – Distressed 

Debt, 8.33% Infrastructure, 16.67% Private Debt – Direct Lending, 8.33% Timber, 8.33% Farmland, 16.67% Insurance-Linked Securities 
5 Modeled as 76%/24% to global equities / aggregate bonds for the Total Fund expectations to reflect the cash overlay program PERA executes
6 Reflects Aon’s 1Q 2019 30-year Cash risk and return assumptions and not the 76%/24% to global equities / aggregate bond expectations



» Aon uses Monte Carlo simulation to produce many simulations of returns 

over time

• Each simulation is ranked at each point over the future

• Ranking produces a distribution of outcomes illustrating the 

variability of a plan’s financial position over the projection period

• Different asset allocations will produce different distributions of 

outcomes
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Path to Expected Return is Not a 

Straight Line

Source: Aon. Note, the path of a given scenario will follow a much less smooth pattern than the distribution suggests, 

as illustrated above.
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Distribution of Expected Returns
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PERA Strategic Portfolio Expectations 

Using Segal’s Assumptions
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Investment Consultant Forecasts
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Aon Assumptions vs. Horizon 

Survey 



Closing



» HB15-1388: SCORE Act For PERA Pension Obligation Bonds

» AED/SAED

» Colorado PERA Board of Trustees 2019 Board Meetings

• September 11-13 (Board Planning Session in Colorado Springs)

• November 15 (PERA Offices)
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Additional Discussion Items
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Appendix
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Aon’s Capital Market Assumptions 

as of 12/31/18 – 30 Years
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Aon’s Capital Market Assumptions 

as of 12/31/18 – 30 Years




