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A PENSION LEADER 

1 LIMRA Group Annuity Risk Transfer Survey, 2Q14.  
2 Pensions & Investments 2014 Annual Money Managers Directory, assets as of Dec. 31, 2013. 
3 Pensions & Investments 2014 Top Money Manager List, May 2014. Ranked by total worldwide institutional assets under management, 

as of Dec. 31, 2013. 
4 Based on U.S. Plan Sponsor rankings in Pensions & Investments, as of Sept. 30, 2013.  

we have been an industry leader in providing integrated pension plan services to sponsors and  
participants, and have developed systems specifically for pension plan administration, which have  

the flexibility to accommodate the varied needs of clients. As the largest pension annuity insurer in the U.S.1,  
we are a proven leader in our ability to administer payments of benefits to pension plan participants. 
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AGENDA 
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THE PENSION LANDSCAPE IS CHANGING 
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Volatility of funded status has led to a better understanding of risks associated with pension plans. 

Change in accounting and regulatory practices has increased transparency for stakeholders. 

There has been greater focus on longevity risk with the release of new mortality tables. 

Increased awareness of true economic liability has changed the perception of transferring risk. 

 
 
Additional considerations that have applied to corporate plans: 
•  Lump sums have been a cost effective way for corporations to reduce liabilities. 
•  Increased PBGC premiums have increased the cost to corporate plan sponsors. 

•  Increased investor awareness and focus on pension plans has distracted companies from their core business. 
•  Successful transactions (GM, Verizon, Motorola Solutions, Bristol-Myers Squibb) have laid the groundwork for other companies. 

THE PENSION LANDSCAPE IS CHANGING 
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PLAN SPONSORS ARE SURROUNDED BY RISK 
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INCREASING LONGEVITY RISK 
U.S. pension plan sponsors face increasing liability due to mortality table updates. 

 

1980s 1990s 2000s Currently New Table 

13.2 
 

13.9 15.4 
17.4 

11.9 

Liability 
Increase 8.1% 4.5% 7.5% 7.7% 

70-year-old Male Life Expectancy 

GAM 71 GAM 83 RP-2000 RP-2000 
with Scale AA 

RP-2014  
with MP-2014 
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FUNDED STATUS ROLLERCOASTER 
Pensions have made the round trip twice in recent years. 

 

Source: Milliman 100 Pension Funding Index; total contributions from the Milliman 2015 Corporate Pension Funding Study.  
1 As of 3/31/2015 
2 New mortality table expected to be effective by 2017. 

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 

S&P 500 Index 
(EOY) 1,469 1,320 1,148 880 1,112 1,212 1,248 1,418 1,468 903 1,115 1,258 1,426 1,848 2,0681 

Discount Rate 
(EOY, Duration ~15) 7.51% 7.18% 6.61% 6.05% 5.75% 5.50% 5.75% 6.20% 6.35% 5.82% 5.44% 4.78% 4.02% 4.68% 3.67%1 

ERISA Mortality 1983 Mortality Table RP 2000 Projected with Trend RP20142 

PBGC Flat Rate 
Premium $19 $19 $19 $19 $19 $30 $31 $33 $34 $35 $35 $35 $35 $42 $49 $57 $64 

81.0% 
As of 3/31/2015 
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PENSION RISK SOLUTIONS  
AND ECONOMICS 
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RISK RETENTION vs. RISK TRANSFER 

•  60% equity,  
40% fixed income 

•  Current PPA corporate 
bond basis allows for 
favorable pricing 

•  Plan asset that perfectly 
matches liability 

•  Convertible to buy-out 

•  Complete settlement of plan 
liability for transacted group 

•  Assets transfer to insurer 

Lump Sum Buy-in Buy-out 

•  Lump sum 
•  Buy-in 

•  Buy-out 

•  Longevity 

Transfer Asset Plan Design Status Quo 

RETAINING RISK TRANSFERRING RISK 

•  Benefit curtailment 
•  Freeze benefits 

•  Cash balance 

•  Glide path 
•  Liability-Driven 

Investing (LDI) 
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•  Insurer makes guaranteed  
payments to participants 

•  Insurer covers investment  
and longevity risk 

•  May reduce funded status and 
trigger settlement accounting  
(if corporate) 

•  Irrevocable 

•  Eliminate all costs 

•  Insurer makes guaranteed  
payments to plan 

•  Insurer covers investment  
and longevity risk 

•  Does not reduce funded status or trigger 
settlement accounting (if corporate) 

•  Convertible to buy-out at any time 

•  Retain administrative and PBGC costs  
(if corporate) 

BUY-OUT 
Plan investment matches liability. Complete settlement of plan liability. 

BUY-IN 
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 EVALUATING A RETIREE PENSION BUY-OUT 

1  Obligations are discounted using rates unadjusted for investment management fees and the risk of credit defaults and migrations. These are estimated at 30 and 24 basis points per annum, respectively.  
2  This exhibit reflects a change in the mortality basis from the RP2000 Healthy Annuitant Table with Scale AA to the RP-2014 mortality table with MP-2014.  
Pricing is indicative and provided for discussion purposes only. Percentages represent present value of estimated future costs.  
Pricing is subject to change per market conditions and specific client demographic information. 
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RETIREE BUY-OUT PREMIUM VS. ACCOUNTING LIABILITY 
Adjusting for Mortality Basis 

RP-2000 
Scale AA 

RP-2014: White Collar 
MP-2014 

RP-2014 
MP-2014 

RP-2000 

Scale BB 

$100 
$103.5 

Mortality Table: 
Improvement Scale: 

$107 
$111 

For a sample retiree population.  
Assumes no change in interest rate basis. 

PREMIUM RANGE 
Premium will vary across 

transactions due to 
specific mortality 

experience and other 
demographics of a 

particular plan population 
versus the prescribed 

mortality tables. 

Current basis 
for most plan 

sponsors 

Interim basis 
for some plan 

sponsors 

Proposed 
new basis for 

general 
populations 

Proposed 
new basis for 
white collar 
populations  

110% 106.5% 103% 99% 

BUY-OUT PREMIUM 
as a % of GAAP liability. 
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HOW TO PREPARE 
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CONSIDERATIONS FOR TRANSACTION READINESS 

1 
•  Understand economic liability 
•  Indicative buy-in / buy-out pricing 

(full plan or partial liability segment) 

•  Compare product features Financial Assessment 

•  Clean data 
•  Unwind / reallocate illiquid assets 2 Operational Readiness 
•  Consider key constituents 
–  Sponsoring entity 
–  Union  
–  Tax payers 
–  Participants 

•  Creation of task force? 3 Stakeholder Analysis 
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This presentation is intended only for the use of the individual or entity to which it is addressed, and may contain confidential information. The information contained herein is not 
for further distribution without the express consent of Prudential Retirement. 

This discussion document describes product concepts that are not final. It has been prepared for discussion purposes only. It is not an offer to enter into any agreement. This 
document does not completely describe the terms of any potential transaction or final product design, and any transaction would be subject to applicable legal and regulatory 
requirements; internal, legal and regulatory approvals; and final legal documentation. Any indication of pricing provided in this document is for illustrative purposes only. 

Prudential does not provide legal, regulatory or accounting advice. Therefore the plan sponsor and its advisors should seek legal, regulatory and accounting advice regarding the 
legal, regulatory or accounting implications of the insurance contract. This information is provided with the understanding that the recipient will discuss the subject matter with its 
own legal counsel, auditor and other advisors. 

Insurance and reinsurance products are issued by either Prudential Retirement Insurance and Annuity Company (PRIAC), Hartford, CT, or The Prudential Insurance Company of 
America (PICA), Newark, NJ. Both are wholly owned subsidiaries of Prudential Financial, Inc. (PFI) and have no affiliation with Prudential plc of the United Kingdom. Each 
company is solely responsible for its financial condition and contractual obligations. Neither PRIAC nor PICA are authorized by the U.K. Prudential Regulation Authority or the 
Financial Conduct Authority, nor do they offer insurance or reinsurance in the United Kingdom. PRIAC and PICA do provide off-shore reinsurance to companies that have acquired 
U.K. pension risks through transactions with U.K. plan sponsors. PRIAC and PICA are not authorized or regulated by the Office of Superintendent of Financial Institutions for 
Canada or by the Financial Services Commission of Ontario. 

Prudential’s Traditional Buy-out is a group annuity contract issued by PICA, Newark, NJ 07102. Amounts contributed are deposited in PICA’s general account. Any payment 
obligations or guarantees are contingent on the claims-paying ability of PICA, and are subject to certain limitations, terms and conditions. 

Prudential’s Portfolio Protected Buy-out and Prudential’s Portfolio Protected Buy-in are group annuity contracts issued by PICA, Newark, NJ 07102. Amounts contributed to the 
contracts are deposited in a separate account established by PICA. Payment obligations specified in the group annuity contracts are insurance claims supported by the assets in 
the separate account and, if such assets are not sufficient, by the full faith and credit of PICA, subject to certain limitations, terms and conditions. 

Products not available in all states. 

S&P 500® Index: (registered trademark of The McGraw-Hill Companies, Inc.) is an unmanaged index of 500 common stocks primarily traded on the New York Stock Exchange, 
weighted by market capitalization. Index performance includes the reinvestment of dividends and capital gains. 

The Milliman 100 Pension Funding Index projects the funded status for pension plans included in the annual Milliman study of the 100 largest defined benefit plans sponsored by 
U.S. public companies, reflecting the impact of market returns and interest rate changes on pension funded status, utilizing the actual reported asset values, liabilities, and asset 
allocations of the companies’ pension plans. 

© 2015 Prudential Financial, Inc. and its related entities. Prudential, the Prudential logo, the Rock symbol and Bring Your Challenges are service marks of Prudential Financial, Inc. 
and its related entities, registered in many jurisdictions worldwide. 
0276834-00001-00  PRTPP116 
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