Strategic advice:
Focus on funded status
to improve results
Diversified approach helped improve funded status
while reducing funded status volatility
Client case study

The organization
A large utility company focused on natural gas services across the American Southwest. The
client hired Russell Investments as the Outsourced Chief Investment Officer (OCIO) provider on
their traditional defined benefit pension, with just over $1B in plan assets.
In 2016, when Russell Investments first partnered with the client, the plan was approximately
64% funded. The plan is closed, but legacy employees continue to accrue defined benefit plan
pensions.

The challenge
The client wanted an investment portfolio that reduced their accounting funded status volatility,
smoothing the impact of changing interest rates on the company’s financial position and
funding requirements, while reducing funding requirements over time. Furthermore, due to the
low interest rate environment, they wanted to avoid a large initial shift in the approach to their
fixed income allocation – which internal and external stakeholders often challenged.

The solution
Russell Investments altered the asset allocation to reduce the amount of interest rate risk that
the client was taking, adding a de-risking schedule to increase it gradually as funded status
improved and the rates rose. A de-risking schedule reduces the amount of investment risk as
their funded status improves. In most cases, this means moving assets from equity to liabilityhedging fixed income. In this case, the client wanted to continue taking equity market risk to
cover the cost of benefit accruals. In response, Russell Investments developed a de-risking
schedule that retained their equity allocation, but continued to increase the duration of their
bond portfolio and hedge ratio as funded status improved.
In addition, the equity allocation was updated to increase exposure to international equities.
Interest rates and the funded status are monitored over time and the plan has undertaken six
separate actions to increase their hedge since September 2016. These changes have added
over $70M to plan assets relative to their prior approach through March 2022. The
strategy also held up remarkably well during the coronavirus market panic in early 2020, due to
the treasury component of their hedging allocation, which historically provides downside risk
protection during periods of equity market stress. This allowed the client to rebalance into
equity markets and achieve the long-term return we would expect from this diversified
approach.
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Diversified approach
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De-risking schedule
retaining equity allocation
Increased exposure to
international equities
Monitor interest rate and
funded status to increase
their hedge
Be aware of what
changes in yields imply
for the risk/return and the
cost of hedging liabilities
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The results
Since partnering with Russell Investments, the strategic advice has added over $70M and
improved funded status by over 5% versus the legacy strategic asset allocation (as shown in
Exhibit 1). The benefits were even more significant during the downturn in early 2020, as funded
status was over 5% higher amid the downturn. As of March 31, 2022, the funded status is 94%,
a result of both the strategic asset allocation and contributions, due to the policy of funding
above the minimum required levels. In addition, funded status has been more stable as interest
rates declined from 2018 through mid-2020, driving plan liabilities higher.
The benefits of this approach have been maintained even as rates have risen in early 2022. In
fact, rising rates have created an opportunity: Higher treasury yields imply higher future long
term returns on all assets and the “cost” of hedging liabilities has declined with long treasury
bond prices. Sponsors can now consider whether to reduce funded status risk while maintaining
their expected return from the end of 2021 or staying with their current approach and targeting
higher returns over time. A well-managed pension plan focuses on managing funded status risk,
reducing risk as the funded status improves and the need for higher future returns declines.

Exhibit 1: Funded status comparison - Value add of strategic advice
Through the end of 1Q 2022, funded status has improved 5.36% versus the legacy portfolio since Russell Investments began work ing the client.

100%
94.0%
90%
88.6%
80%

70%

60%

Actual Funded Status

Est. Funded Status with Legacy Allocation

Data is from 9/1/2016 to 3/31/2022. Assets and liabilities used to calculate funded status are unaudited and subject to change. Comparison of estimated legacy
allocation to the actual results are shown for reference and intended to show the long -term benefits of our strategic asset allocation advice.
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But this is just one story. It’s not your story.
If you’re an institutional investor, then your situation, your
constraints and your challenges are just as unique to you.
If you’re ready to demand a customized, holistic solution set,
we’d like to talk.

Connect & Follow us
Call 855-771-2966
Visit russellinvestments.com/DB

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.
Case study provided for discussion purposes only. Individual client results will vary based on individual circumstances and market events. There is no
guarantee that all clients will experience the same positive results.
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, with a significant minority stake held by
funds managed by Reverence Capital Partners. 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 © 2022. 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.
First used: June 2022
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