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Continued from page 3

pabilities and the size of the plan
has grown beyond the capabilities
{of) the current staff,” he said.

recting the plan internally, al-
though some industry sources
claim cost saving is not the sole
reason for outsourcing pension
plan oversight.
- “Ultimately, there will be in-
: creasing pressure in the pension
. area to save costs, and some cor-
: porations feel they shouldn’t have
| to grow and develop the talent to
" manage pension funds and will
farm that function out much as
they do insurance, medical and
other services,”” Mr. Duffy said.
He said Strategic Investment
tries to use a plan’s existing man-
agers *‘to the extent” they fit into
. the risk structure as determined
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by Strategic’s staff.

He said 50% to 60% of the.do-
mestic equity allocations are pas-
sively managed, as are about 25%

- of the non-U.S. equities.

“We view the ultimate risk at-

¢ tributes of the portfolio as most
. important and the type of manag-

The cost of outsourcing “should ;
not be higher” than a sponsor :
would spend overseeing and di- -

ers used as a secondary attribute,”
he said.

< While Frank Russell Trust has

offered total pension outsourcing
for several years, Kelly Haughton,
director of client services, said
pension plans are showing re-
newed interesting in outsourcing.

“What we are observing are sit-
uations where the chief financial
officer believes. the company is
not well suited to picking manag-
ers, pension management is not
part of their core business, and
would rather focus his attention
on the core business operation,”
said Mr. Haughton.

“We've seen a couple of situa-
tions where the head of pensions
at an organization is coming up
for retirement and the company
decided rather than hire another,
the investment committee already
exists and would rather outsource
the management to us,” he said.

Russell's clients are Square D,
the city of Greenwich and Kaiser
Aluminum, Mr. Haughton.

He said there is a definite trend
toward outsourcing of defined
benefit plan management “and we
fit nicely with this trend ... be-
cause we already offer a muiti-

manager, multiasset class ap- ¢

proach and the plan sponsor has
one point of contact.”

Mr. Haughton said “in many
cases” plan sponsors cut pension
management costs by outsourcing
“but not all.”

“That (cost cutting) is not the
only reason this is going on; a lot
of it is by companies where they
say they don’t want to worry
about this (pension management)
and want to try and focus on their
core business operation,” he said.

He said Frank Russell Trust has
about 25 clients in which Russell
manages everything but adminis-
trative and actuarial services. He
said Russell has about 1,700
money managers in its database
and actively follows 300 to 400
and another 70 to 80 in its com-
mingled funds.

Mr. Haughton said he expects
total plan outsourcing to grow
among plan sponsors that are
downsizing and trying to limit
staffing needs.

John Serhant, managing direc-

tor at State Street Global, said his:
firm manages the pension fund of
one major client with assets of
about $1.4 billion but is gearing.
up to attract other funds.

Mr. Serhant said State Street
manages about 45% of the assets
internally in an active core strat-
egy. Outside managers are used
for th . oo
“The company, which he de-
~hined to identify, decided nearly
two years ago “that it needed to

change they way they do business

and focus more on its core busi-

ness and was going through a

downsizing.”

“The company decided to out-
source all of its benefit plan man-
agement, not only the 401(k) plan
(with assets of $800 million) but
everything,” said Mr. Serhant.

State Street’s mandate included
management of the pension and
401(k) plans, including benefit
calculation and payments as well
as maintaining the firm's data-
base of retirees and active em-
ployees.

“It's a daunting responsibility,”
he said.

Mr. Serhant said he is the com-
pany’s sole point of contact with
State Street and he reports to a
three-member committee that
monitors State Street’s activities.
“We are like their (pension) staff,”
he said.

During the third quarter of
1995, the first quarter State Street
had responsibility for the full
plan, Mr. Serhant said perfor-
mance was ‘“‘well above” the me-
dian as measured against the uni-
verse of the Trust Universe Com-
parison Service.

Mr. Serhant said he believes de-
fined benefit outsourcing will
continue to grow. State Street has
established a new unit to capture
what it sees as a growth area.

“A lot of what we have learned
with this client will serve well for

Mother plans,” he said.

One investment manager who
plans to enter the outsourcing
" business said marketing the ser-
* vice to plan sponsors is difficult
. because “you have an assistant
treasurer who likes having a lot of
- outside managers and service pro-
viders reporting to him. This type
of service is one that is best mar-
keted to CFOs and CEOs and at
the board of trustee level. That
will be the target for our efforts.

. This is definitely a line of busi-
. ness.”

“ Scott Gildner, managing direc-

tor at Wyatt Preferred Choice, a

Jacksonville, Fla.-based Watson

Wyatt subsidiary that specializes

in outsourcing, said it is likely

that the firm’s proposed benefits
outsourcing alliance with State

Street will include investment

management, trust and custody

services for defined benefit plans
in the future.
‘“Things are changing very
quickly in this area,” said Mr.
- Gildner.
] “We see this bundling of services
as critical for pension plans for all
the same reasons bundling has
been so successful in the defined
contribution area,” he said. “Cli-
ents haven't had an alternative. .. .
Now outsourcing is getting better
and more cost-effective and effi-
cient than doing it internally. By
outsourcing they can take advan-
tage of more technology, automa-
tion and systems and the sharing of

resources. Outsourcing is maturing...
]

very rapidly.”

Stocks

Continued from page 2
it has a long-term horizon for in-
vesting in international equities,

and the Swiss franc.

The benchmark for the program
is the unhedged return of the five
currencies. The weights given
each currency will be based on the
proportionate weight in the un-
derlying EAFE index and rebal-




