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Investment performance and Scorecard analytics displayed on the following slides are for illustrative purposes only and do not reflect the performance of any mutual fund.
The index and Morningstar average presented contains actual performance data. You cannot invest directly in an index.
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• Scorecard System™ Overview
– Objectives
– Structure

• Scorecard Strategies
– Active
– Passive
– Asset allocation

• Conclusion
• Important Disclosures

The following information is materially incomplete without the disclosures and footnotes at the end of the presentation.



The Scorecard System Objectives
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• Identify skillful managers
• Enhance investment opportunities
• Manage and control risk
• Minimize exposure to fiduciary liability

¹Institutional investors (i.e., pension, public funds, endowments, insurance companies and commercial banks) manage large pools of money for beneficiaries, stockholders, policyholders, 
and/or members of an institution. The investment policies of an institution are reviewed by experienced investment professionals.

The Scorecard System was created as a way to score funds based on multiple 
criteria commonly used today by institutional investors1 and money managers. 
The result is a straight forward 10-point numerical scoring system that can be 
used to monitor funds and/or managers.



Program Structure
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Our proprietary Scorecard System provides a proven process to 
monitor and evaluate fund managers and investment strategies. 

An institutional approach which is comprehensive and independent, 
utilizing a well-documented process and methodology.
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Active Strategies



Active Strategy Factors
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Weightings Active Strategies Maximum 
Points  

Style Factors 
30% 

Style Analysis: Returns-based analysis to determine the style characteristics of a fund over a period of time. Fund 
passes if it reflects the appropriate style characteristics. Style analysis helps ensure proper diversification in the Plan. 

1 
 
 

Style Drift: Returns-based analysis to determine the behavior of the fund/manager over multiple (rolling) time 
periods. Fund passes if the fund exhibits a consistent style pattern. Style consistency is desired so that funds can be 
effectively monitored within their designated asset class. 

1 
 
 

R-Squared: Measures the percentage of a fund’s returns that are explained by the benchmark. Fund passes with an 
R-squared greater than 80 percent. This statistic measures whether the benchmark used in the analysis is 
appropriate. 

1 
 

Risk/Return 
Factors  
30% 

Risk/Return: Fund passes if its risk is less than the benchmark or its return is greater than the benchmark. Favorable 
risk/return characteristics are desired.  

1 
 

Up/Down Capture Analysis: Measures the behavior of a fund in up and down markets. Fund passes with an up 
capture greater than its down capture. This analysis measures the relative value by the manager in up and down 
markets. 

1 
 
 

Information Ratio: Measures a fund’s relative risk and return. Fund passes if ratio is greater than 0. This statistic 
measures the value added above the benchmark, adjusted for risk. 

1 
 

Peer Group 
Rankings  
20% 

Returns Peer Group Ranking: Fund passes if its median rank is above the 50th percentile.   1 

Information Ratio Peer Group Ranking: Fund passes if its median rank is above the 50th percentile. This ranking 
ranks risk-adjusted excess return. 

1 

Qualitative 
Factors 
20% 

Two points may be awarded based on qualitative characteristics of the fund. Primary considerations are given to 
manager tenure, fund expenses and strength of statistics, however, other significant factors may be considered. It is 
important to take into account non-quantitative factors, which may impact future performance. 
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 Total 10 

 



Quantitative Criteria
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• 0-8 points, with 1 point possible in eight separate categories 
• 80% of the score
• Factors based on modern portfolio theory
• Style attribution is a critical component of the Scorecard System (30%)

– Does the plan have diversity (a proper allocation) among investments?
– Are the managers in each asset class adding value in their respective area?

• Focus on median peer group ranking (vs. commonly used “average or mean 
ranking”)

• Balancing return with risk allows us to better evaluate the investments



Qualitative Criteria
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• 0-2 points allowed in the qualitative category
• 20% of the score
• “What makes a good fund great”
• Primary qualitative factors:

– Manager tenure
– Fund expenses
– Strength/significance of statistics



Qualitative Score Logic: Normal Conditions
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• All investments start with 2 points, with potential deductions if the 
following criteria are not met

• The total qualitative score is rounded to the nearest whole number. 
(For example, a score of 1.5 will be rounded up to a 2)

Most funds will fall into the normal conditions framework. Events or conditions that warrant 
other analysis or review may impact the qualitative score calculation for a particular fund.

DeductYearsTenure
Manager Tenure 2 points1.5Less Than

1 point3.5 Less Than

If greater than the average (for that style): 0.5 point deductionFund Expenses

DeductR-SquaredAverage StyleCondition

Strength of 
statistics

1 point<75%FailsIf
2 points<60%FailsIf
1 point<50%Passes / FailsIf
DeductSig. LevelIRCondition
0.5 point<65%PositiveIf



Sample Active Analysis
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2 points possible in 
qualitative category

(20% of score)

IPS Point System
7-10:  Acceptable
5-6:    Watch-list
0-4:    Replacement candidate

Quantitative Factors: Pass = 1, Fail = 0
(80% of score)

0-10 
points

You cannot invest directly in an index.



Sample Active Analysis
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Portfolio analytics driving the 
quantitative factors in the Scorecard System

Funds are scored with the most recent five-
year performance history. Funds with under 
five years of performance are not scored.

Investment performance is for informational 
purposes only and does not reflect the 

performance of any mutual fund.



Sample Active Analysis

12

Factors included in the 
qualitative score

Investment performance is for informational 
purposes only and does not reflect the 

performance of any mutual fund.



Calendar Year Performance
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Peer Group 

Funds
Benchmark



Sample Active Analysis
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The style map is “divided” into quadrants. 
Funds that plot out in the correct style 

quadrant pass this test.

Style score looks at the average 
fund style over a five-year period

Underlying characteristics for the 
analyzed funds based on RBSA

Funds’ coordinates 
on style map



Sample Active Analysis
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A Style Drift tolerance 
level is set for each style

Style Drift Analysis: analyzes the 
fund’s style, and whether it displays 

“consistency” within its professed style

Style Drift Tolerance: 25 for blend/core 
& 20 for growth/value asset classes



Style Drift Tolerances - Active
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Sample Active Analysis
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The percentage of the fund’s movement that is explained by the benchmark.
An index fund tracking the Russell 1000 Growth index will have an R-Squared statistic of 100%.
An R-Squared of over 80% gives us confidence that we are using an appropriate benchmark.

R-Squared statistic (R2) > 80%: Pass



Sample Active Analysis
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I. 
Pass

II. 
Pass

III. 
Pass

IV. 
Fail

Fund fails in quadrant IV
(Return < Benchmark, Risk 

> Benchmark)

Corresponding statistics table



Sample Active Analysis
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Pass

Fail

Up Capture > Down 
Capture: Pass

Up Capture < Down 
Capture: Fail

Up/Down Capture statistics



Sample Active Analysis
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Positive Information Ratio: Pass

Negative Information Ratio: Fail

Information Ratio statistics

Pass

Fail



Sample Active Analysis
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Rank in top 50th percentile: Pass

Rank in lower 50th percentile: Fail



Sample Active Analysis
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Rank in top 50th percentile: Pass

Rank in lower 50th percentile: Fail



Passive Strategies



Passive Strategy Factors
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Weightings Passive Strategies Maximum 
Points 

Style & 
Tracking 
Factors  
40% 

Style Analysis: Returns-based analysis to determine the style characteristics of a fund over a period of time. Fund 
passes if it reflects the appropriate style characteristics. Style analysis helps ensure proper diversification in the Plan. 

1 
 

Style Drift: Returns-based analysis to determine the behavior of the fund/manager over multiple (rolling) time 
periods. Fund passes if the fund exhibits a consistent style pattern. Style consistency is desired so that funds can be 
effectively monitored within their designated asset class. 

1 
 

R-Squared: Measures the percentage of a fund’s returns that are explained by the benchmark. Fund passes with an 
R-squared greater than 95 percent. This statistic measures whether the benchmark used in the analysis is 
appropriate. 

1 

Tracking Error: Measures the percentage of a fund’s excess return volatility relative to the benchmark. Fund passes 
with a tracking error less than 4. This statistic measures how well the fund tracks the benchmark. 1 

Peer Group 
Rankings  
40% 

Tracking Error Peer Group Ranking: Fund passes if its median rank is above the 75th percentile. 1 

Expense Ratio Peer Group Ranking: Fund passes if its median rank is above the 75th percentile. 1 

Returns Peer Group Ranking: Fund passes if its median rank is above the 75th percentile. 1 

Sharpe Ratio Peer Group Ranking: Fund passes if its median rank is above the 75th percentile. 1 

Qualitative 
Factors  
20% 

Two points may be awarded based on qualitative characteristics of the fund. Primary considerations are given to fund 
expenses and strength of statistics, however, other significant factors may be considered. 
It is important to take into account non-quantitative factors, which may impact future performance. 

2 

 Total 10 

 



Quantitative Criteria
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• 0-8 points, with one point possible in 8 separate categories 
• 80% of the score
• Style and tracking is emphasized (40%)

– Index funds sole objective is to track the market
• Peer group rankings comprise the other 40%

– How are these index funds doing against their peers?
• Tracking
• Expenses
• Risk/Return



Qualitative Criteria
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• 0-2 points allowed in the qualitative category
• 20% of the score
• Primary qualitative factors

– Fund expenses
– Strength/significance of statistics

• Manager tenure less important
– Passive strategies are more quantitative by design (modeling and process) 

versus the qualitative judgments by an individual or group of individuals in active 
investment management



Qualitative Score Logic: Normal Conditions
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• All funds start with 2 points, with potential deductions if the following criteria 
are not met

– Fund expenses
• If expenses rank in the 90% or below: 1 point impact

– Strength of statistics
• If tracking error is greater than 6: 1 point impact
• If tracking error is greater than 7: 2 point impact

Most funds will fall into the normal conditions framework. Events or conditions that 
warrant other analysis or review may impact the qualitative score calculation for a particular 

fund.



Sample Passive Analysis 
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0-10 
points

2 points possible in 
qualitative category

(20% of score)

Quantitative factors: 
Pass = 1, Fail = 0

(80% of score)

IPS Point System
7-10:  Acceptable
5-6:    Watch-list
0-4:   Replacement Candidate



Sample Passive Analysis 
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Portfolio analytics driving the 
quantitative factors in the Scorecard System

Funds are scored with the most recent 3 year performance history. 
Funds with under 3 years of performance are not scored



Sample Passive Analysis 
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Investment performance is for 
informational purposes only and 
does not reflect the performance 

of any mutual fund.



Calendar Year Performance
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Peer Group 
performance

Benchmark

Funds



Sample Passive Analysis 
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The style map is “divided” into quadrants. 
Funds that plot out in the correct style 

quadrant pass this test

Style score looks at the average 
fund style over a three-year period

Funds’ coordinates on 
style map

Underlying characteristics for 
the analyzed funds



Sample Passive Analysis 
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Style Drift Analysis: analyzes the 
fund’s style, and whether it displays 
“consistency” within its professed 

style

A Style Drift tolerance 
level is set for each style



Style Drift Tolerances - Passive
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Average Style ToleranceSDS 
Tolerance

Asset 
Class

X<0 and Y>010CFI

X>=‐0.3 and <=0.3 and Y>.335LB

X>=‐1 and <‐.2 and Y>=‐0.33 and 
<=0.335MV

X>.2 and Y>=‐0.33 and <=0.335MG

X>‐0.3 and <0.3 and Y<‐.335SB

X>0 and Y<010HY

X>=‐1 and <‐.2 and Y>.335LV

X>0.2 and Y>0.335LG

X>=‐0.3 and <=0.3 and Y>=‐0.33 
and <=0.335MB

X>=‐1 and <‐.2 and Y<‐.335SV

X>.2 and=<1 and Y<‐.335SG

X<0 and Y>010RE

Average Style ToleranceSDS 
Tolerance

Asset 
Class

Y>‐.2 and X>=‐.75 and <=0.7525GE

Y<025EM

Y>=‐.33 and Y<=0.33 and X<‐.210Nat Res

Y.33 and X>.210Comm

Y>=‐0.33 and <=0.33 and X>0.210Utilities

Y>‐.2 and X>=‐.75 and <=0.7525IE

Y>0 and X<010GFI

Y>.33 and X<‐0.210TECH

Y<‐0.33 and X<‐0.210Health

Y<‐0.33 and X>.210Fin Ser



Sample Passive Analysis 
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The percentage of the fund’s movement that is explained by the benchmark.
An index fund tracking the Russell 1000 Growth index will have an R-Squared statistic of 100%.
An R-Squared of over 95% gives us confidence that the fund is tracking the benchmark closely.

R-Squared statistic (R2) > 95%: Pass



Sample Passive Analysis 
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Tracking Error (TE) < 4%: Pass

Tracking error is the volatility of the fund’s excess return (versus the benchmark).
A lower tracking error is desired, indicating the fund/strategy can track, or closely follow, the 

benchmark.  A higher tracking error means the fund/strategy is not tracking, or closely 
following the benchmark.



Sample Passive Analysis 
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Rank in top 75th percentile: Pass

Rank in the bottom 25th percentile: Fail

4 Peer Group Rankings: Tracking Error, Expense Ratio, Return and Sharpe Ratio



Asset Allocation 
Strategies



Asset Allocation Strategy Factors
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Weightings Asset Allocation Strategies Maximum 
Points  

Style Factors 
30% 

Risk Level: The fund’s standard deviation is measured against the category it is being analyzed in. The fund passes 
if it falls within the range for that category.  

1 
 

Style Diversity: Fund passes if it reflects appropriate style diversity (returns-based) among the four major asset 
classes (Cash, Fixed Income, U.S. & International Equity) for the given category. MSB funds pass if reflect some level 
of diversity among fixed income asset classes (Cash, U.S. Fixed Income, Non-U.S. Fixed Income and High 
Yield/Emerging Markets). 

1 
 
 
 

R-Squared: Measures the percentage of a fund’s returns that are explained by the benchmark. Fund passes with an 
R-squared greater than 90 percent. This statistic measures whether the benchmark used in the analysis is 
appropriate. 

1 
 

Risk/Return 
Factors 
30% 

Risk/Return: Fund passes if its risk is less than the benchmark or its return is greater than the benchmark. Favorable 
risk/return characteristics are desired.   

1 
 

Up/Down Capture Analysis: Measures the behavior of a fund in up and down markets. Fund passes with an up 
capture greater than its down capture. This analysis measures the relative value by the manager in up and down 
markets. 

1 
 
 

Information Ratio: Measures a fund’s relative risk and return. Fund passes if ratio is greater than 0. This statistic 
measures the value added above the benchmark, adjusted for risk. 

1 
 

Peer Group 
Rankings 
20% 

Returns Peer Group Ranking: Fund passes if its median rank is above the 50th percentile. 1 

Sharpe Ratio Peer Group Ranking: Fund passes if its median rank is above the 50th percentile. This ranking ranks 
risk-adjusted excess return. 

1 
 

Qualitative 
Factors 
20% 

Two points may be awarded based on qualitative characteristics of the fund. Primary considerations are given to 
manager tenure, fund expenses and strength of statistics, however, other significant factors may be considered. It is 
important to take into account non-quantitative factors, which may impact future performance. 

2 

 Total 10 



Asset Allocation Strategies
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• Asset allocation strategies require a slightly different and more custom 
approach

– Custom benchmarks

– Custom peer groups

• Criteria specific to asset allocation strategy analysis:

– Risk Level: fund’s standard deviation is measured against the category it is being 
analyzed in. The fund passes if it falls within the range for that category.

– Style Diversity: fund passes if it reflects appropriate style diversity (returns-based) 
among the four major asset classes (cash, fixed income, U.S. & international 
equity) for the given category.

– R-Squared: measures the percentage of a fund’s returns that are explained by the 
benchmark. Fund passes with an R-squared greater than 90%.

– Sharpe Ratio Peer Group Ranking: fund passes if its median rank is above the 
50th percentile. This ranking ranks risk adjusted return.



Quantitative Criteria
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• 0-8 points, with one point possible in eight separate categories 
• 80% of the score
• Style diversity and risk level statistics help measure the fund’s asset 

allocation characteristics
• Good custom benchmarks will have a high R-Squared statistic



Qualitative Criteria
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• 0-2 points allowed in the qualitative category
• 20% of the score
• Primary qualitative factors:

– Manager tenure
– Fund expenses
– Strength/significance of statistics



Qualitative Score Logic: Normal Conditions
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• All investments start with 2 points, with potential deductions if the 
following criteria are not met

• The total qualitative score is rounded to the nearest whole number. 
(For example, a score of 1.5 will be rounded up to a 2)

Most funds will fall into the normal conditions framework. Events or conditions that warrant 
other analysis or review may impact the qualitative score calculation for a particular fund.

DeductYearsTenure
Manager Tenure 2 points1.5Less Than

1 point3.5 Less Than

If greater than the average (for that style): 0.5 point deductionFund Expenses

DeductR-SquaredAverage StyleCondition

Strength of 
statistics

1 point<75%FailsIf
2 points<60%FailsIf
1 point<50%Passes / FailsIf
DeductSig. LevelIRCondition
0.5 point<65%PositiveIf



Sample Asset Allocation Analysis 
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IPS Point System
7-10:  Acceptable
5-6:    Watch-list
0-4:    Replacement candidate

2 points possible in 
qualitative category

(20% of score)

Quantitative Factors: 
Pass = 1, Fail = 0

(80% of score) 0-10 points



Sample Asset Allocation Analysis 
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Portfolio analytics driving the 
quantitative factors in the Scorecard System

Funds are scored with the most recent five-year performance 
history. Funds with under five years of performance are not scored.



Sample Asset Allocation Analysis 
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Investment performance is for 
informational purposes only and 

does not reflect the performance of 
any mutual fund.



Calendar Year Performance
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Peer group 
performance

Fund Benchmark



Sample Asset Allocation Analysis 

48

Risk level noted 
by blue bands

Custom peer group
demonstrates a 
similar risk level



Risk Categories
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• Risk levels are reviewed and updated as risk levels change
• The conservative risk level reflects a volatility level similar to a pure fixed income index 

and the aggressive risk level reflects a volatility similar to an all equity index
• The risk buckets are: conservative; moderate conservative; moderate; moderate 

aggressive; and aggressive

Five Risk Buckets

. 
. 

. 

. 

. 

. 
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. 
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Sample Asset Allocation Analysis 
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Style Diversity:
Fund passes if it reflects 

suitable diversification

Style/Custom Benchmark:
This calculation defines the Style 
Benchmark (unique for this fund)
from which R-Squared and the 
risk-return analytics are based

Style Diversity criteria for the moderate category



Sample Asset Allocation Analysis 
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R-Squared statistic (R2) > 90%: Pass



Sample Asset Allocation Analysis 
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I. 
Pass

II. 
Pass

III. 
Pass

IV. 
Fail

Fund fails in quadrant 
IV

(Return < Benchmark, 
Risk > Benchmark)



Sample Asset Allocation Analysis 
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Up Capture < Down 
Capture: Fail

Up Capture > Down 
Capture: Pass

Pass

Fail



Sample Asset Allocation Analysis 
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Negative Information Ratio: Fail

Positive Information Ratio: Pass



Sample Asset Allocation Analysis 
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Rank in lower 50th percentile: Fail

Rank in top 50th percentile: Pass



Sample Asset Allocation Analysis 
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Rank in top 50th percentile: Pass

Rank in lower 50th percentile: Fail

Sharpe Ratio Ranking:
Sharpe Ratio replaces Information Ratio 
as a risk adjusted performance measure 

due to the use of custom benchmarks



Conclusion



Conclusion
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• Different investment styles/strategies require different criteria
– Active strategies
– Passive strategies
– Asset allocation strategies

• Scorecard emphasis is on quantitative vis-à-vis the retirement plan provider’s 
own due diligence, which is usually more qualitative and subjective

• The Scorecard allows the user to drill down into the suspect areas, identified 
easily by the fund’s score

• Fiduciaries can evaluate investments in a more comprehensive manner 
through one single score



Conclusion
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• Entire process integrated with our investment policy statement template
• The fund’s score is a tool to:

– Add funds (9-10 points)
– Eliminate funds (0-4 points)
– Watch-list funds (5-6 points)
– Maintain acceptable funds (7-10 points)

• In compliance with the requirements of ERISA 404(a)



The information contained herein has been prepared solely for informational purposes and is not an offer to buy or sell or a solicitation of an offer 
to buy or sell any security or to participate in any trading strategy. This document was produced by and the opinions expressed are those of [FIRM 
NAME] as of the date of writing and are subject to change. This research is based on RPAG proprietary research and analysis of global markets 
and investing. The information and/or analysis contained in this material have been compiled or arrived at from sources believed to be reliable, 
however [FIRM NAME] does not make any representation as their accuracy or completeness and does not accept liability for any loss arising from 
the use hereof. Past performance is no guarantee of future results. The use of tools cannot guarantee performance. Any decision to invest 
according to investment advice provided by [FIRM NAME] should be made after conducting such investigations as the investor deems necessary 
and consulting the investor’s own investment, legal, accounting and tax advisors in order to make an independent determination of the suitability 
and consequences of an investment. 

[FIRM NAME] and its affiliates do not provide tax advice. Accordingly, any discussion of U.S. tax matters contained herein (including any 
attachments) is not intended or written to be used, and cannot be used, in connection with the promotion, marketing or recommendation by anyone 
unaffiliated with NFP of any of the matters addressed herein or for the purpose of avoiding U.S. tax-related penalties.

Market indexes are included in this report only as context reflecting general market results during the period. [FIRM NAME] may provide research 
on funds that are not represented by such market indexes. Accordingly, no representations are made that the performance or volatility of any fund 
where [FIRM NAME] provides research will track or reflect any particular index. Market index performance calculations are gross of management
and performance incentive fees. The Morningstar averages are compiled by Morningstar, Inc., an independent mutual fund research and rating 
service. Each Morningstar average represents a universe of funds that are similar in investment objective. You cannot invest directly in a 
Morningstar index.

Mutual funds are sold by prospectus only. Before investing, investors should carefully consider the investment objectives, risks, 
charges and expenses of a mutual fund. The fund prospectus provides this and other important information. Please contact your
representative or the Company to obtain a prospectus. Please read the prospectus carefully before investing or sending money.

The Morningstar averages are compiled by Morningstar, Inc., an independent mutual fund research and rating service. Each Morningstar average 
represents a universe of funds that are similar in investment objective. You cannot invest directly in a Morningstar index.

[Securities disclosure] ACR#139184 01/17

DISCLOSURE

60



Copyright © 2017 RPAG. All rights reserved.
120 Vantis, Suite 400 | Aliso Viejo, CA 92656 | 949.305.3859 | RPAG.com

Thank You


