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WHAT WE SHOULD KNOW ABOUT A PENSION LIABILITY?

How well funded is the plan?

How big is the deficit?

How much risk is being taken?
(asset allocation and 95! percentile stress)

Can the sponsor handle the risk?

WHAT MAKES A GOOD MEASURE?

Does it encourage prudent risk management?

Does it discourage prudent risk taking?
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WHAT WE SHOULD KNOW ABOUT A PENSION LIABILITY?

How well funded is the plan?

How big is the deficit?

How much risk is being taken?
(asset allocation and 95t percentile stress)

Can the sponsor handle risk?

Encourage prudent risk mgmt.?

Discourage prudent risk taking?

GAAP
MARK-TO- HBS
MARKET SOLVENCY 2 (HOLIS;I_ICEE%LANCE

Balance Income
Sheet Statement
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WHAT IS THE RIGHT MEASURE FOR PENSION LIABILITIES?

MARK-TO- HBS
GAAP MAR K ET SO LVEN CY 2 (HOLISTIC BALANCE SHEET)

Something else?
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WHAT MIGHT THAT “SOMETHING ELSE” BE?

Liability measure

Discount method

Funded status disclosure

Asset allocation disclosure

Stressed scenario disclosure

Disclosure of
potential losses

Disclosure of recovery plan
if losses occur

Risk-based levy

HBS

(HOLISTIC BALANCE SHEET)

Stressed

Market consistent

Market value of assets over
stressed liability

Required

U.K. has arisk-based levy

Something
else?

Best estimate

Corporate bond curve

Market value of assets over
best estimate liability

Market value of assets over
stressed liability

Required

Risk-based levy required
everywhere
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HBS may discourage
prudent risk taking.

To encourage
prudent risk taking,
we need to value
liabilities on a
corporate bond
curve, and use a
best estimate
liability.

Disclosure of stress
scenarios and
recovery plans
should be
mandatory

A risk-based levy
creates areal cost
for bad actors.



Presenter
Presentation Notes
Conclusions on the right:

Solv 2 and HBS discourage prudent risk-taking
To encourage prudent risk-taking, we need to value liabilities on a corporate bond curve, and using a best estimate liability
Disc. of Stress scenarios and recovery plans should be mandatory
A risk-based levy creates a real cost for bad actors
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HOW DO WE KNOW THIS WOULD WORK?
It's Similar to What They Do in the U.K.

U.K. Plans

have been more stable
and better funded

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

e |\illiman 100 U.S. Plans! e FTSE 100 U.K. Plans?

Source: Milliman 100 Pension Funding Index; the 100 largest U.S. corporate pension plans, YE 2014.
2Source: Aon Hewitt, “Aon Hewitt Global Pension Risk Tracker,” as of September 7, 2014. https://fmtools.hewitt.com/PensionRiskTracker. o ) o S
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Prudential does not provide legal, regulatory, or accounting advice. An institution and its advisors should seek legal, regulatory, investment and/or accounting advice
regarding the legal, regulatory, investment and/or accounting implications of any of the strategies described herein. 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.

© 2015 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.
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