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“Learn from yesterday, live for today, hope for tomorrow.
The important thing is not to stop questioning.”
– Albert Einstein
We present here the story of an organization with whom we were privileged to walk alongside through
their pension journey. We present this not as a blueprint for every organization, but as an illustration of
the crucial process of inquiry for organizations that navigate through a pension management process.
This client’s story aims for the lofty goal of “learning from yesterday” and “not to stop questioning.” We
hope that in telling this story new questions can be brought to mind that highlight the value of open
investigation into the potential relevant tradeoffs in each company’s pension context.
A disclaimer at the onset is warranted. There is no single right answer to many of the issues explored
here, but we believe that better answers can be reached when we 1) embrace the nuance of a company’s
circumstances; 2) thoroughly explore second order effects of decisions; and 3) acknowledge that
there are always competing factors as we reach for solutions. These are three essential elements
of successful pension management. Each sponsor may reach different answers to these concerns
as they move through their own process of discernment and recognize the tradeoffs inherent in any
management decision.
Some of the questions this plan sponsor
explicitly asked and answered were:
• Is the “status quo” an implementation
of an intentional plan?
• Has the organization’s view of the
pension benefit changed since the
original decision of offering the
benefit?
• How much of funding the obligations
of the plan do they want/need to
come from the cash flow of the
business (core business profitability)
versus investment risk taken on the
pension assets?
• Has the complexity of maintaining the
pension benefit (financial, operational,
regulatory, etc.) grown faster than the
organization’s ability or willingness to
prudently manage/maintain it?
• Is it a stated goal that the sponsor
and not an insurance company be the
entity that “writes the last check?”
• Is there a reason to speed up or slow
down de-risking plans?
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This client managed their pension
journey in the context of three very
important “C’s” – clarity, conviction and
complexity. Clarity to make the right
decision on these tradeoffs from a
fresh evaluation of the pros and cons;
conviction to face the inevitable adversity
that comes with multi-year/decade
decisions and the ability to navigate the
inevitable complexity thereafter. Within
this context, LGIM America views its role
as: 1) assisting clients with formulating
a plan by identifying and quantifying
appropriate decisions and approaches;
2) acting as a partner to help execute
the plan successfully; and 3) being a
consistent resource and leveraging our
strengths and experience as a global
asset manager.

A walk down memory lane

LGIM America is a
supporting actor in this
story and views our role
as striving to be the
best partner possible
throughout this journey.
We want to provide the
best pragmatic consulting
during the evaluation of
these questions – combined
with clear and executable
plans on how to achieve
these ultimate goals.

An organization’s success starts with its
people. How do you attract and retain
the right people for success? Balancing
compensation, benefits and incentives
is an essential step for securing your
footing in the competitive market for
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talent. Pension benefits fit into this mix.
Fittingly, the origins of pension benefits
began in addressing a unique tradeoff
that railroad companies faced nearly 150
years ago. These companies needed to
keep their workforces young to avoid
costly mistakes caused by old workers
that couldn’t manage the physical strain
of the work, monthly pensions presented
the solution. Rail workers could rest
and live off their monthly benefits while
the company could avoid expensive
accidents and protect their financial
position. Over time, pensions grew in
popularity as a tool to retain employees
for their entire career and created valued
stability in organizations’ workforces.
However, in today’s race for talent, a
pension benefit often no longer takes
center stage in attracting and retaining
employees for an organization.
For our client, careful review in the 90’s
before our involvement in this journey,
determined that it would be better off
adding new benefits more valued by
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employees. The pension benefits earned
to date would become a legacy benefit
to be replaced by a defined contribution
benefit. However, as all plan sponsors
know, the decision to “sunset” a pension
plan doesn’t end the story, but rather
just starts a new chapter. Continuing to
manage the benefit involves significant
time and resource commitments as well
as necessary governance, administration,
investment, actuarial and legal oversight.
For the first decade of the 2000’s the
organization had the resolve to commit
the resources necessary to manage
the legacy benefit. In fact, they began
to grow their legacy benefit footprint
through acquisitions which brought
along their own pension benefits as part
of the transactions, each of which was
at various stages of “frozenness.” As the
organization regained its footing after the
Great Financial Crises, it was able to turn
the page to the second decade of the
21st century. This brought them to their
most transformational change.

Clarity: Recognizing the need for
change
The client began asking important
questions – most of which did not have
definitive answers but were dependent
on the countless variables that influence
pension management. One strategic
question, however, codified the direction
for the next decade. Simply, “what are
the goals for these plans?” Their answer
was “to grow the funded status to be
in a position to determine whether to
1) manage to plan termination through
immunizing the liabilities with assets;
or 2) transfer the risk to a third-party
through the annuitization process.” This
answer provided the necessary clarity to
adapt to the changing landscape over the
next decade.
It’s important to continue to note that
there is no single answer to these
questions, but once determined, those
decisions should be a “North Star” to
serve as a guide for the future.
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Conviction to see the change
through to the end
Life is never easy, even when we
make good decisions. Conviction (and
maybe even a dose of courage) is often
necessary to see changes through to
the end, especially when these changes
challenge conventional wisdom and
past practice. Conviction was vital in
this client’s journey to achieve its goals,
highlighted by two examples below. First,
in 2012 it began to reduce its investment
risk, requiring the investment committee
to approve buying duration to hedge
interest rates. However, interest rates
were at their lowest point in history as seen in Figure 1. Buying duration
at unprecedentedly expensive levels
might be viewed as “crazy” based on
conventional wisdom. Surely, interest
rates would have to go up, right?

Clarity provided the necessary conviction
right at the beginning of the journey.
This investment decision seemed like
the proverbial mistake of “buying high.”
Nonetheless, they proceeded with their
risk management strategy aligned
with their goals and reduced the net
interest rate risk of the plan, lessening
the impact of movement in interest
rates either up or down. They were
able to spread the conviction in the risk
management strategy beyond a small
pocket of the financial enthusiasts to
other stakeholders who understood that
even if interest rates rose and caused
further investment losses, their pension
liability would be shrinking in tandem.
With hindsight in 2020, (truly 20/20
hindsight), and rates hovering near zero,
this investment decision doesn’t look
crazy anymore.

Figure 1: 30-year Treasury yield
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The second example is about facing
the impact of a significant financial
setback. The ultimate cash cost of
eliminating this legacy benefit is based
on the expected probability of how long
each participant will live and how many
monthly checks we can expect them to
receive. In 2014, there was a significant
update in this actuarial assumption
based on people living longer given
medical improvements in healthcare.
Ironically, their business as a healthcare
organization was contributing to the
pension set-back. This added tens of
millions of additional dollars to the
ultimate cost. The client hadn’t done
anything wrong; the investments had
performed as expected and there was
no problem with the execution of the
implementation plan to date. This larger
cost could have caused them to lose
heart, pause, or maybe even revisit the
whole strategy., however, the North Star
remained true, pointing in the same
direction and giving them the conviction
to stay the course.
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Navigating complexity
While the client had to work hard to
create clarity and conviction, complexity
came easy to them as life just finds a
way to provide this reliably. The three
phases of tackling this complexity are
detailed below:
Three phases of tackling complexity
1. Consolidation
2012-2013
• Consolidated governance, assets and
operations
• Implemented asset/liability framework
2. De-risking
2014-2017
• Followed glidepath to de-risk
opportunistically within its asset/
liability framework
• Reduced outstanding liabilities by
offering lump sum programs
3. Termination
2018-2020
• Preparation
• Transfer pension liability to an
insurance company
Phase 1: Consolidation
The organization went through a robust
period of acquisitions leading up to the
Global Financial Crisis (GFC), but due
to the demands of navigating through
the GFC, the organization was not able

LGIM America

to focus on consolidating the pension
plans that came with the acquisitions
until 2011. At this point, they realized
managing four different investment
committees, executing four different
asset/liability management strategies
and coordinating between 13 different
external service providers was untenable.
For this reason, they decided the starting
point of their “decade of transformation”
would begin with reducing complexity
through consolidating the various
aspects of plan management
(governance, service providers and
investment managers, for instance) to
garner the efficiencies in management
and cost savings that were available.
This was a uniquely difficult challenge,
but a necessary step to deliver on the
established goal.

Phase 2: Aggressive de-risking
Immediately following the work of
consolidation in Phase 1, the client
began reviewing strategies to manage
the financial risk to the sponsor. During
this phase, we worked with the client
to execute on its glidepath strategy
that defined how much to increase
its liability hedging and interest rate
sensitive assets, as the plans funded
status improved. This was a dynamic
and interactive process with the client
because they were actively managing
the liability during this period through a
series of material events – 1) they ran a
lump sum window for terminated vested
participants which had the effect of
shortening the duration of the liabilities;
2) they divested an entity which led to the
need to terminate that plan, which had

Figure 2: The client journey
Starting point

Ending point

Governance

Four plans, four governing
bodies

four plans, one governing
body

Service providers
(consultants, custodians,
actuaries, auditors…etc.)

13 different external service
providers

Four external providers to
work on all plans

Trust

Four trusts/four different
trustees

One group trust with
participating trusts with
single trustee

Asset/Liability
management

Four distinct liabilities and
strategies

Two glidepaths (one longer
duration and one shorter
duration)
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the effect of accelerating the hedging
for that particular plan; 3) new mortality
tables were adopted which had the effect
of lengthening the duration of the liability;
and 4) they made a large discretionary
contribution as a part of a strategy to
manage the increasing Pension Benefit
Guaranty Corporation (PBGC) premiums.
The exceptionally high amount of activity
on the asset side of the ledger as a result
of the events listed above required LGIM
America to be nimble, thoughtful and
to have a well-choreographed plan to
adapt. Looking back, the client started
this journey with a plan, on an aggregate
basis, that was near 70% funded and
had no hedging against interest rate
movements. As a result of their hard
work to make cash contributions, adjust
overall asset allocation and rationalize
ongoing liability obligations, they ended
up with a plan that was nearly 100%
funded and 90% hedged against interest
rate movements.
Phase 3: Preparing and executing plan
termination
As the client was executing on its derisking strategy, they began to raise
additional questions. Since it had
executed on its original goal, were they,
as an organization, comfortable fulfilling
their obligation to the participants of
the plan through transferring the risk
of the payment of those benefits to an
insurance company? After an extensive
comparison of the safety nets provided
by the PBGC vs. State Insurance
Commissions and considering the
service differences from a participant’s
perspective, the client decided it was
comfortable, which set into motion
phase 3. This phase included preparing
the plan for termination through
another series of activities that required
exceptional coordination between all the
parties involved (primarily the client, us
as the asset manager, the actuary, the
custodian and the insurance company).
The main items to navigate during this
period were 1) legally merging the three
remaining plans into a single plan to
make it more efficient when approaching
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the annuity market; 2) executing another
lump sum window; and 3) “perfecting the
hedge” through asset purchases/sales to
ensure a desirable portfolio to transfer to
the selected insurer in-kind. “Perfecting
the hedge” didn’t require meaningful
changes because over the years LGIM
America had helped the client transition
to a single, separately managed account
built to be transferred to the insurance
company. This “endgame” portfolio
build was meant to be attractive to the
insurance companies for two reasons.
One, it contained desirable securities to
be transferred in-kind to the insurance
company that would result in savings
in the final pricing due to avoiding
transaction costs and reducing transition
risks. Two, the portfolio was meant to
minimize the risk around the final cash
amount needed by designing a portfolio
that moved up and down in parallel with
the market factors impacting these final
insurance companies’ bids. This portfolio
was built over time with each transition
focused on managing target exposures,
mitigating risk and minimizing costs with
the notion that plan termination might be
a reality one day.
In the final months before the buyout,
the COVID-19 pandemic emerged and
provided one final test for all of us. As
stated above, the plan was to enjoy the
hard work put in over the last several
years and coast to the finish line. The
“endgame” portfolio was designed to
move in parallel with insurance company
pricing as interest rates and credit
spreads oscillated over these final days,
keeping the estimate of the final cash
amount relatively constant. Why was the
actuary then estimating that this amount
was going up significantly in March
2020? Was there something wrong with
the investment portfolio? It turned out
that the main source of the increased
cash amount in these estimates was
due to insurance companies reflecting a
more conservative approach to adding
new business in March/April 2020,
requiring a larger margin of safety for
their long-term return on investment
targets. Reviewing these dynamics to

obtain an attribution of the projected
increase in the termination estimates
due to the market factors and those due
to conservativism in insurance company
pricing provided clarity and led to the
final dose of conviction to continue in
the process. No material trading was
required during the market period of
illiquidity and uncertainty during the
Spring months. In the end, a dash of luck
accompanied the clarity and conviction
to the finish line. As the settlement went
through as planned, the client’s final price
improved as the insurance companies
risk appetite changed in the final bidding,
resulting in a lower cash amount than
what was projected in the midst of the
worst of the pandemic.

Conclusion
We conclude with three key takeaways
from this experience:
1. Never stop asking questions. The
process in developing the answers
will continue to provide pleasant
surprises.
2. A pension plan sponsor’s duty is to
evaluate pension financing tradeoffs,
take on governance roles and accept
risks that matter and eliminate the
ones that don’t.
3. Clarity and conviction, from a
thoughtful approach to these first two
steps, can overcome complexity.
To learn how LGIM America works with
clients at every stage of their journey,
please visit www.lgima.com.
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About LGIM America
LGIM America (LGIMA) was founded in 2006 with the purpose of helping people achieve their long-term financial goals. We offer
a range of strategies to help our institutional clients (corporations, healthcare agencies, non-profit, education, public plans and
Taft-Hartley) manage their investment objectives, which can range from market-based alpha-oriented strategies to those that are
designed to be more liability-centric, derivative overlays, or indexed solutions. Encouraging a diverse and inclusive environment
coupled with a solutions-focused culture allows us to increase our breadth of knowledge and the likelihood of improved client
outcomes and stronger financial performance. We have teams of experienced, innovative professionals committed to helping
plan sponsors meet their pension promises, managing investment exposures efficiently to seek enhanced returns while
mitigating risks, and working to generate returns while making a positive societal difference. As of September 30, 2020, LGIMA
had $224 billion assets under management.

For further information about LGIMA, find us at www.lgima.com
Views and opinions expressed herein are as of the date set forth above and may change based on market and
other conditions. The material being presented is confidential and intended for the person to whom it has been
delivered and may not be reproduced or distributed. The material is for informational purposes only and should
not be construed as a solicitation to buy or sell any securities, financial instrument or to provide any investment
advice or service. Legal & General Investment Management America, Inc. does not guarantee the timeliness,
sequence, accuracy or completeness of information included. Past performance should not be taken as an indication or guarantee of future performance and no representation, express or implied, is made regarding future
performance.

