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US Private Sector Pension Trends

Managing pension risks
� Growing interest to reduce or eliminate pension risk as 

many plans evolved to a new place
– More frozen plans: about 30% of plans frozen with 

another 30% considering in next few years
– Better funded status: average funded status among 

S&P 500 companies improving since 2002
– New PPA funding rules: requires larger and more 

volatile minimum contributions
– New PPA lump sum rules: although not fully phased 

in until 2012, will reduce costs
– Continued accounting changes: mark-to-market 

trends limit the value of equity premium
– Memory of early 2000s “perfect storm”: tangible 

experience illustrating market volatility impact
– UK market growing quickly: while specifics vary, UK 

is leading the way with a growing market for close-outs

� While traditional insurance products exist, new solutions to 
manage risk are entering market
– LDI solutions reduce and hedge some risk
– Expanded outside fiduciary roles eliminate some risks
– Pension buyout solutions eliminate all risks

With changing pension rules and more plans freezing future accruals, new solutions will 
evolve to help sponsors offload undesired retirement risks. 
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(1) McKinsey & Company – The Coming Shakeout in the Defined Benefit Market
(2) Wilshire Associates - Report on Corporate Pension Funding Levels
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Illustrative Pension Buyout Model
1) XYZ transfers frozen pension assets and liabilities along with cash to newly formed 
subsidiary (Newco) and 2) ABC acquires Newco for a nominal sum.

XYZ frozen US 
pension plan

Newco

XYZ sells Newco 
to ABC for a 

nominal amount

$x in cash

The amount of cash required to 
consummate the transaction will be 

negotiated and is dependent largely on the 
funded status of the plan at closing. 

Pricing will depend on beneficiary 
data, asset values, negotiated 

actuarial assumptions, and market 
conditions at the time the transaction 

is consummated

The plan is now an ABC plan and 
pension benefits for these retirees 

become ABC’s responsibility – future 
contribution requirements, if any, are 
ABC’s responsibility and will depend 

on future plan performance.

Pension Assets

Pension Liabilities

$x Cash

Full liability for 
pension

XYZ/Seller

ABC/Buyer

ABC/Buyer would take full responsibility for the plan through an acquisition of Newco
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Considerations for Transaction
In addition to the various regulatory considerations in the development of this model, there are 
a number of considerations specific to a particular transaction.

•Seller will function in either fiduciary and/or settlor role.

•Credit rating and strength of balance sheet of both seller and buyer are important.
Counterparties

•Current asset allocation and portfolio, notably liquidity, can impact transaction.

•Deal can be completed much more quickly than plan termination.
Other Considerations

•Newco can be formed with or without employees.

•Newco will likely become part of larger controlled group.
Structure of Deal

•Defining economic and demographic assumptions is critical.

•Use of market-based assumptions or fixed pricing are possible.
Pricing

•Generally slightly underfunded (about 90%) is optimal.

•Overfunded and very underfunded adds complexities.
Funded Status

•Plan must be frozen (not just closed).

•Cash balance, other hybrid designs, lump sums all likely to work.
Pension Plan Design
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IRS Circular 230 Disclosure: Citigroup Inc. and its affiliates do not provide tax or legal advice. Any discussion of tax matters in these materials (i) is not intended or written to be used, and cannot be used or 
relied upon, by you for the purpose of avoiding any tax penalties and (ii) may have been written in connection with the "promotion or marketing" of any transaction contemplated hereby ("Transaction").  
Accordingly, you should seek advice based on your particular circumstances from an independent tax advisor.
Any terms set forth herein are intended for discussion purposes only and are subject to the final terms as set forth in separate definitive written agreements. This presentation is not a commitment to lend, syndicate a 
financing, underwrite or purchase securities, or commit capital nor does it obligate us to enter into such a commitment. Nor are we acting in any other capacity as a fiduciary to you. By accepting this presentation, subject to 
applicable law or regulation, you agree to keep confidential the existence of and proposed terms for any Transaction.
Prior to entering into any Transaction, you should determine, without reliance upon us or our affiliates, the economic risks and merits (and independently determine that you are able to assume these risks) as well as the legal, 
tax and accounting characterizations and consequences of any such Transaction. In this regard, by accepting this presentation, you acknowledge that (a) we are not in the business of providing (and you are not relying on us 
for) legal, tax or accounting advice, (b) there may be legal, tax or accounting risks associated with any Transaction, (c) you should receive (and rely on) separate and qualified legal, tax and accounting advice and (d) you 
should apprise senior management in your organization as to such legal, tax and accounting advice (and any risks associated with any Transaction) and our disclaimer as to these matters. By acceptance of these materials, 
you and we hereby agree that from thecommencement of discussions with respect to any Transaction, and notwithstanding any other provision in this presentation, we hereby confirm that no participant in any Transaction 
shall be limited from disclosing the U.S. tax treatment or U.S. tax structure of such Transaction.  
We are required to obtain, verify and record certain information that identifies each entity that enters into a formal business relationship with us. We will ask for your complete name, street address, and taxpayer ID number.  
We may also request corporate formation documents, or other forms of identification, to verify information provided.
Any prices or levels contained herein are preliminary and indicative only and do not represent bids or offers. These indications are provided solely for your information and consideration, are subject to change at any time 
without notice and are not intended as a solicitation with respect to the purchase or sale of any instrument. The information contained in this presentation may include results of analyses from a quantitative model which 
represent potential future events that may or may not be realized, and is not a complete analysis of every material fact representing any product. Any estimates included herein constitute our judgment as of the date hereof 
and are subject to change without any notice. We and/or our affiliates may make a market in these instruments for our customers and for our own account. Accordingly, we may have a position in any such instrument at any 
time.
Although this material may contain publicly available information about Citi corporate bond research, fixed income strategy or economic and market analysis, Citi policy (i) prohibits employees from offering, directly or 
indirectly, a favorable or negative research opinion or offering to change an opinion as consideration or inducement for the receipt of business or for compensation and (ii) prohibits analysts from being compensated for 
specific recommendations or views contained in research reports. So as to reduce the potential for conflicts of interest, as well as to reduce any appearance of conflicts of interest, Citi has enacted policies and procedures 
designed to limit communications between its investment banking and research personnel to specifically prescribed circumstances.

efficiency, renewable energy & mitigation

In January 2007, Citi released a Climate Change Position Statement, the first US financial institution to do so. As a sustainability leader in the financial sector, Citi has taken concrete steps to address this important 
issue of climate change by: (a) targeting $50 billion over 10 years to address global climate change: includes significant increases in investment and financing of alternative energy, clean technology, and other carbon-
emission reduction activities; (b) committing to reduce GHG emissions of all Citi owned and leased properties around the world by 10% by 2011; (c) purchasing more than 52,000 MWh of green (carbon neutral) power 
for our operations in 2006; (d) creating Sustainable Development Investments (SDI) that makes private equity investments in renewable energy and clean technologies; (e) providing lending and investing services to 
clients for renewable energy development and projects; (f) producing equity research related to climate issues that helps to inform investors on risks and opportunities associated with the issue; and (g) engaging with 
a broad range of stakeholders on the issue of climate change to help advance understanding and solutions. 

Citi works with its clients in greenhouse gas intensive industries to evaluate emerging risks from climate change and, where appropriate, to mitigate those risks.
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Palisades Capital Advisors, LLC

Pension Plan Transfer:  What is it and how does it work?

Current DB plan 
sponsor with 
frozen plan 

transfers assets 
and liabilities of 

plan to 
acquiring entity 

(Newco)

Sponsor pays 
negotiated fee 
to Newco to 

cover 
assumption of 
administrative 
responsibilities 
and longevity 

risk

Newco provides 
additional 

protection to 
the plan (e.g., 
larger balance 
sheet, new 
capital, ring‐
fenced assets)

Newco
becomes the 

new sponsor of 
the plan, 

subject to full 
panopoly of 

ERISA 
obligations and 
protections

→ Similar to transfers of plan 
assets and liabilities that 
occur routinely in conjunction 
with corporate transactions

→ Appropriately structured 
transaction is consistent with 
applicable law and regulation



Palisades Capital Advisors, LLC

Pension Plan Transfer:  Key Objectives

• Create a win‐win‐win scenario for key 
stakeholders:

– Strengthen the security of participants 
benefits

– Provide financial certainty for current plan 
sponsor and better value proposition than 
termination and close‐out annuities

– Lessen risk of losses to the PBGC while 
maintaining premium revenues

• Act in full compliance with the 
requirements of ERISA and the Internal 
Revenue Code (e.g., disclosure, fiduciary 
obligations, funding requirements, PBGC 
premiums)

• Earn a reasonable rate of return on 
invested capital

The key is to focus on 
transactions that 
demonstrably and 
measurably improve 
outcomes for all 

stakeholders relative to 
the status quo.



Palisades Capital Advisors, LLC

“Win‐Win‐Win”: Advantages of Pension Plan Transfer

Plan Sponsors
• Eliminates balance sheet risk
• Eliminates contribution 
volatility/cashflow risk

• Eliminates longevity risk
• Eliminates administrative costs
• Eliminates legislative and 
regulatory risks

• Eliminates legal and fiduciary risks
• Lower cost solution than plan 
termination and purchase of close‐
out annuities

• Allows management to focus on 
core business

Plan Participants
• Eliminates credit risk exposure to 
current sponsor

• New investor capital provides 
greater assurance that benefits are 
paid

• Liability driven investment 
approach means less risk of losses 
in pension trust

• Continued availability of PBGC 
insurance (in contrast to insurance 
annuity option)

• Continued participant notice and 
disclosure requirements (in 
contrast to insurance annuity 
option)

• New pension management 
company more focused on 
providing quality service to 
participants

Federal Insurance Program
• More capital and less investment 
risk means lower risk of insurance 
losses

• In contrast to typical plan, the 
pension plan will be Newco’s only 
significant creditor, i.e., any 
indebtedness would be fully 
subordinated to the requirements 
of the pension trust

• Keeps plans in the system and 
maintains premium revenues

• Can allow the PBGC to craft “rules 
of the road” through negotiated 
outcomes that the agency doesn’t 
have authority to impose directly



Palisades Capital Advisors, LLC

Pension Plan Transfers: Key Regulatory Considerations

• § 4042 – involuntary termination
• § 4069 – 5 year “look‐back”PBGC

• Plan qualification and deductibility of contributions
• Exclusive benefit ruleIRS

• Fiduciary obligations
• Prohibited transactions DOL/EBSA
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