CLIENT CASE STUDY

PLAN

TERMINATON

$450M CORPORATE PENSION PLAN PURSUES COST-EFFECTIVE
RISK TRANSFER AND PARTIAL PLAN TERMINATION STRATEGY

The organization

A wood products company with a frozen corporate pension plan with an estimated $450 million
liability supporting over 4,000 employees and retirees. The plan is overseen by the retirement
committee of the company, including executive leadership from the strategy, finance and
human resource teams. The plan has been in existence since 1964.

The challenge

The last decade has been tough for pension plan sponsors. Many had hoped
market returns would improve their funded status while limiting their cash
contributions to the plan. While equity market returns were strong, the interest rate
used to value liabilities continued to fall, causing pension liabilities to grow at an
average annual rate of 7% to 8% throughout the decade. Russell Investments had
the good fortune to work with a plan sponsor that navigated the decade well
through a combination of equity market returns, effective interest rate risk
management and funding decisions. The plan sponsor hedged out some of the
interest rate risk through its Liability Driven Investing (LDI) program and made
regular contributions to improve its accounting funded status to above 90%. This
led the plan sponsor to analyze the steps that could be taken to reduce the burden
of the plan on the organization. Importantly, the plan sponsor wanted to consider
both the financial burden (e.g., incremental cash contributions) and administrative
(e.g., actuarial work and HR / finance staff time) costs of risk transfer options.

The solution

Russell investments began the process of assessing risk transfer costs. We started e ———
with a review of the plan liability profile and the plan design to get a sense for how Goal

the liability structure would likely impact the range of costs to terminate the plan.

In our analysis (see Exhibit 1), we found that to reach full funding, it would require Review risk transfer options

a cash contribution of $46 million. In addition, to reach a funded status level where that were effective and

efficient both in terms of
financial costs as well as the
administrative burden.

full plan termination became viable, additional cash contributions of $20 million to
$70 million would be required. While the organization did have some cash on hand
to contribute, the plan sponsor determined it did not have enough cash on hand to
fund up and completely terminate the plan.




Exhibit 1: Overview of plan termination pricing’
. ________________________________________________________________________________________
PREMIUM VS. ACCOUNTING TERMINATION COST

ESTIMATED
ACCOUNTING
LIABILITY ($M)

LUMP SUM ANNUITY

PURCHASE

Low HIGH

POPULATION ESTIMATE ESTIMATE

Active -5% to +5% +15% to +30% $149 161 187
Terminated -5% to +5% +10% to +25% 41 43 50
Vested

Retired N/A +0% to +15% 264 269 290
Total 454 473 527

Estimated premium (%) over accounting liabilities +4% +16%
Year-end assets 408 408 408
Contributions needed to fully fund the shortfall 46 65 119

With full plan termination off the table, Russell Investments then analyzed plan
provisions to see how the organization’s benefit structures might make it attractive
to purchase annuities for a sub-set of its plan population. We found that their
retiree benefit forms were straightforward, and their employee population had
demographic attributes that might make them inexpensive to annuitize. At this
point, the plan sponsor reached out to an insurer to solicit a bid on their retiree
population to confirm the cost of this potential strategy. The plan sponsor found it
would be able to purchase $277 million in annuities for retirees, which would
remove over 40% of the plan’s liability at a small premium. This was an attractive
tradeoff to the plan sponsor, and it wanted to consider moving ahead with an
annuity purchase for all current plan retirees. However, before moving forward, we
worked with the plan sponsor to evaluate the post-risk transfer funded status

impact.

The plan sponsor’s objective was to maintain the plan’s funded status at a level of
90% or greater following the retiree population annuitization. Russell Investments
was able to demonstrate that if the plan sponsor contributed approximately $20
million to the plan, it would achieve this result while dramatically reducing the
magnitude and volatility impact of the pension plan on the overall organization.

Exhibit 2: Evolution of plan liability?

The plan sponsor
found it would be
able to purchase
S277 million in
annuities for
retirees, which
would remove
over 40% of the
plan’s liability at
a small premium.
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Once we completed the funding analysis, we began evaluating the investment
strategy for the remaining portion of the portfolio. With plan funded status over
90% we modified the plan’s existing LDI strategy and put in place an updated
asset allocation that increased the liability driven bond allocation and hedge ratio.
Return seeking assets (equities and alternatives) were reduced from 55% to 17%,
while the LDI allocation was increased from 45% to 83%. In addition, the duration
of the plan’s liability, after the removal of the plan’s retiree population, increased
by over four years. To increase the hedge ratio, we employed Treasury STRIPs to
increase the plan’s hedge ratio from 40% to over 90%. This revised LDI strategy
allowed the plan to effectively hibernate by focusing the bulk of the remaining
portfolio on hedging liabilities while waiting for the non-retired population to move
into retirement when the additional cost of purchasing annuities is expected to
become significantly lower.

Exhibit 3: Evolution of plan’s asset allocation3

Legacy Allocation New Allocation
40% Hedge Ratio 90% Hedge Ratio
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Results
The partial plan termination and revised investment strategy allowed the plan sponsor to:

» Remove over 40% of the plan's liabilities in a cost-effective manner with limited impact to
the company's financials.

« Implement a revised LDI strategy for the hibernated plan that focused the bulk of the
remaining portfolio on hedging liabilities. This strategy allowed the plan sponsor to wait to
purchase additional annuities until the non-retired population moves into retirement. This
approach allowed the plan sponsor to efficiently manage the overall cost of plan
termination.

e Maintain a funded status in excess of 90%.
o Decrease the financial and administrative burden of the plan on the organization.

Since the partial plan risk transfer, Russell Investments continues to assist the plan sponsor in
the ongoing modeling of the liability and LDI strategy to ensure that the plan’s asset allocation
is limiting the firm’s exposure to funded status volatility. In addition, as the portion of the new
retiree population grows over time, Russell Investments continues to work with the plan
sponsor to assess the financial impacts of purchasing annuities and transferring portions of the
plan’s liability to an insurer in a cost-effective manner.
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QUESTIONS?

Call Russell Investments at
or visit russellinvestments.com/DB

ABOUT RUSSELL INVESTMENTS

Russell Investments is a leading global investment solutions partner providing a wide range of investment
capabilities to institutional investors, financial intermediaries, and individual investors around the world. Since
1936, Russell Investments has been building a legacy of continuous innovation to deliver exceptional value to
clients, working every day to improve people’s financial security. Headquartered in Seattle, Washington,
Russell Investments has offices worldwide, including: Dubai, London, New York, Paris, Shanghai, Sydney,

Tokyo, and Toronto.

" Source: Russell Investments. Ranges shown are intended to be indicative of the ranges that may be offered to an average pension plan population. Actual results will
depend on actual plan provisions and demographics and may be higher or lower than the amounts shown here. Assets and estimated liabilities are as of December 31,
2016 and based on cash flows provided by the plan actuary. An insurance company or annuity pricing consultant should be contacted for actual pricing.

2 Source: Russell Investments. Exhibit 2 is calculated using the study input and assumptions outlined in this report. Forecasting represents predictions of market prices
and/or volume patterns utilizing varying analytical data. It is not representative of a projection of the stock market, or of any specific investment.

3 Source: Russell Investments

IMPORTANT INFORMATION

Nothing contained in this material is intended to constitute legal, tax,
securities, or investment advice, nor an opinion regarding the
appropriateness of any investment, nor a solicitation of any type. The
general information contained in this publication should not be acted
upon without obtaining specific legal, tax, and investment advice from a
licensed professional.

This case study represents a unique situation faced by a company with a
frozen corporate pension plan seeking to review risk transfer options that
were effective and efficient both in terms of financial costs as well as the
administrative burden. Case studies are problem-solving stories. We
select a situation that is indicative of problems clients in this category are
facing. The recommendations described do not represent a standard
strategy or set of recommendations made for all advisory clients with
similar issues. Each client has unique requirements, challenges, and
constraints, and our advisory solutions are tailored to each client’s
specific needs. Every client’s situation, experience and needs are
different, and Russell Investments does not imply that the solution herein
is appropriate for any other client.

The case study provided is for illustrative purposes only and is meant to
provide an example of a type of financial issue a client may have and our
process and a methodology to address it. Individual client results will
vary based on individual circumstances and market conditions. The
results presented were based on a period of fluctuating marketing
conditions and the underlying asset allocation, market criteria and
assumptions, or the investment advice/strategy followed may have
changed materially. There is no guarantee that all clients will experience
the same results.

The information expressed herein represents the current, good faith
views of the author(s) at the time of original publication and has not been
updated. Any predictions, opinions, and other information contained in
this material are subject to change continually, without notice.

Please remember that all investments carry some level of risk, including
the potential loss of principal invested. They do not typically grow at an
even rate of return and may experience negative growth. As with any
type of portfolio structuring, attempting to reduce risk and increase
return could, at certain times, unintentionally reduce returns.

Diversification and strategic asset allocation do not assure profit or
protect against loss in declining markets.

Russell Investments' ownership is composed of a majority stake held by
funds managed by TA Associates Management, L.P., with a significant
minority stake held by funds managed by Reverence Capital Partners,
L.P. Certain of Russell Investments' employees and Hamilton Lane
Advisors, LLC also hold minority, non-controlling, ownership stakes.

Frank Russell Company is the owner of the Russell trademarks contained
in this material and all trademark rights related to the Russell
trademarks, which the members of the Russell Investments group of
companies are permitted to use under license from Frank Russell
Company. The members of the Russell Investments group of companies
are not affiliated in any manner with Frank Russell Company or any
entity operating under the “FTSE RUSSELL" brand.

Copyright © 2024. Russell Investments Group, LLC. All rights reserved.
This material is proprietary and may not be reproduced, transferred, or
distributed in any form without prior written permission from Russell
Investments. It is delivered on an "as is" basis without warranty.
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