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SUMMARY  

• An improvement in the funded status of pensions has allowed plan sponsors to make cost-effective maneuvers to 
de-risk 

• There is a growing demand for outsourced solutions, such as transition management functions, from insurers, 
which are offered by global custodians and asset management or consulting firms 

• Insurers that require greater scale or more modern technology to reduce cost or improve servicing will opt to 
outsource the process 

• When choosing an insurance company for a pension risk transfer, plan sponsors needs to consider solvency, 
strength, and the ability to service participants 

Interviewer: David Grana, Head of Production, Clear Path Analysis 
Interviewee: Serge Boccassini, Senior Vice President, Global Products, Northern Trust and Edward Root, 
Managing Director & Head of Annuity Purchase Group, Willis Towers Watson 
 
 
David Grana: What factors are driving the increase in the pension risk transfer trend? 

Edward Root: There are a couple of different factors. One is that there has been an improvement in the funded 
status over the past couple of years. As a result, plan sponsors have had the ability to make various cost-effective 
maneuvers to de-risk their pension plans. Improved funded status has been driven by good asset returns and 
increased contributions. Increased contributions were spurred by Corporate Tax Reform, which was effective from 
January 1, 2018, whereby a lot of plan sponsors put very large contributions into their plans before the September 
15, 2018 deadline reduced tax deductions on contributions. 
 
There is also the dramatic increase in the PBGC premiums, which has been happening for a few years. This not only 
includes the fixed premiums, but also the variable premiums on underfunding. This has led many plan sponsors, 
especially those with frozen plans who are no longer accruing benefits (about 40% of all plans), to start taking some 
de-risking action. 
 
When it comes to the types of pension risk transfers, doing a lump sum for ex-employees and an annuity purchase 
for retirees are the most common. Many plans do terminate in the market, although they tend to be on the smaller 
side (under $500 million). However, we have seen the largest plan termination take place this year, which was 
Bristol Myers- Squibb. That was their second transaction, totaling about $2.5 billion, which is, by far, the largest 
annuity purchase as part of a plan termination. 
 



2 Asset Servicing at Asset Servicing at Northern Trust 

WHAT INSURERS SHOULD CONSIDER WHEN ABSORBING ASSETS IN A PENSION RISK TRANSFER 

  

Serge Boccassini: While the DB plan historically was one of the best retirement benefits that private employers, as 
well as cities, states and municipalities, could provide their employees, today employers are seeking alternative 
ways to fund pension obligations to minimize the cost and long term liability, and reduce or eliminate the effect on 
their balance sheets. For all of these reasons, employers are increasingly turning to pension risk transfers. 
Employers can transfer the risk of their DB plans to an organization like an insurance company, which has the 
wherewithal to manage the assets against the liabilities. 
 
Ed: In the case of DB plans, unless something changes, you are going to see a decline in assets and liabilities. 
There are still about $3 trillion in corporate DB pension plans in the U.S. Last year, about $28 billion, or 1% of total 
DB assets, went to insurance companies. We are only talking about very low, single digits leaving the system. It is 
going to take a very long time before you start making a serious dent into the corporate DB plan market. It will take 
transactions in the hundreds of billions of dollars to change this, which I don’t see happening in the next couple of 
years. 
 
Serge: I agree. It is happening very slowly, although it has been occurring for quite some time. I don’t consider this 
to be a new solution, as pension risk transfers to insurance companies have been around for at least 20-25 years, 
and following the global financial crisis of 2008 became popular again. 
 
David: Pension portfolios are made up of many different types of assets as their investment policies were 
created with a different risk measurement in mind. As these portfolios transition to insurance general 
account assets, what is involved in the transition process for an insurer to restructure these inherited 
pension assets into a long-term asset liability matching insurance portfolio? 
 
Ed: One nuance here is that deals that transact under $200 million tend to be mostly in the general account at an 
insurance company. Deals greater than $200 million tend to be mostly in a separate account at the insurance 
company. On the smaller side, most transactions are paid in cash. When you get greater than $200 million, they 
tend to be paid in asset-in-kind (AIK) transfer. 
 
Most of the time, when you have an AIK transfer from a plan sponsor to an insurance company, these assets are 
made up of investment grade corporate bonds. This is something that is readily available in pension plans right now. 
Even though the insurance company will take most of these bonds, when you complete a deal, you don’t necessarily 
get 100%. So, if you are doing a $500 million deal, you won’t get 100% AIK, but more so $300-$400 million, with the 
rest in cash. 
 
The insurance companies have a different mandate on what they are going to invest in. The big difference is that the 
insurance companies, as a group, tend to have a third of their ultimate portfolio in illiquid fixed income. Insurance 
companies were doing LDI before they came up with the term LDI. This one third that they are going to move or 
transition into, will be made of illiquid fixed income, mostly private placements, mortgages, agricultural loans, etc. 
This is because there is really no run on the insurance company. They are holding for the long-term, so they are fine 
with having this illiquidity in order to get that extra yield. They have very large investment departments and have 
experts who are very well versed in these types of fixed income assets. 
 
David: How do insurers typically oversee this transition process? Do they have the in-house expertise to 
restructure the portfolios or do they rely on third party providers who can bridge that gap with the assets 
that the insurer does not trade on a daily basis? 
 
Serge: We do see demand for outsourced solutions such as transition management functions. Transition 
management services are offered by global custodians as well as asset management or consulting firms who 
specialize in these services. 
 
It can be a relatively complex process. You want to make sure that you are bridging the gap between the assets that 
exist today and how the future of the portfolio will be structured, and then managing the transition appropriately to 
maximize return for the investor. 
 
Ed: You have to be careful about what you say in regards to the market, because there are about 600-700 
transactions a year. Numbers wise, most of these are deals that are less than $10 million. All of these sized deals 
will be done in cash, with no type of outsourcing or transition manager. 
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Once you start to get above $500 million, this is where you start to sometimes see transition managers on the 
portfolios. Again, once the AIK is transferred over to the insurance company, they typically do not outsource 
investment management on this. 
 
Out of the 16 insurance companies, there are a couple who do have some type of outsourcing, but the rest have all 
in-house investment departments. 
 
David: Is pension administration something that should be outsourced for the sake of efficiency and if so, 
how much of the process should these organizations consider outsourcing? 
 
Serge: While outsourcing can deliver greater efficiencies, it depends on what capabilities the insurer has. If they 
require greater scale or more modern technology to reduce cost or improve servicing, then they might choose to 
outsource the process. 
 
For example, if an insurer wants to focus on the investment side, as opposed to the administrative side, this could be 
a factor in their decision to outsource. Many times, it depends on what strengths they have and where they want to 
take their organization, from a strategic perspective. They also have to decide whether they are comfortable 
partnering with, and outsourcing to, a third party, as well as what is involved with that. 
 
As an example, if they are investing in alternative assets, OTC derivatives, or assets that are more complex and 
difficult to manage, would they partner or outsource the OTC derivative custody, the valuation of the assets, the 
collateral management? And on the alternative side, would they outsource the administration of private equity funds 
to deal with the capital calls and the paperwork associated with it? It depends on the assets and the capabilities of 
the insurer and whether or not they have the scale. If they don’t, that is where we see a lot of firms looking to 
outsource. 
 
As another example, some of the larger insurance companies are investing in bank loans, which can be difficult to 
administer. You have to have specialized systems to account for them, and the other forms of private credit that are 
part of the asset, and co-mingled 
or separately managed accounts. We see insurers outsource the administration of bank loans because they don’t 
want to build the systems to automate processing. 
 
We also have seen a recent increase in the number of insurers who have sought our benefit payment processing 
and support capabilities. One of the reasons for this is technology. As participants become more comfortable with 
using technology, they want to be able to request payments seamlessly, and know that the systems are secure, 
which we provide through our web capabilities. 
 
Ed: When it comes to outsourcing, from servicing participant administration, it can depend. The kind of situations 
where I could see it making sense is if you were a new player in the market and didn’t have a good platform or call 
center readily available. In such a case, it could make a lot of sense to outsource. Or, if you had an older system and 
were thinking of updating it – and I can speak first hand on this - it may make sense to save the time and trouble to 
outsource this. There are certainly particular situations where outsourcing could make sense. 
 
David: What should a plan sponsor consider when selecting an insurance company for a pension risk 
transfer transaction? Beside the cost associated to the transaction, what other factors differentiate 
insurance companies competing in the Pension Risk Transfer marketplace? 
 
Ed: There is a very well documented process that you have to go through. You first have to understand that there 
are two roles in an annuity purchase transaction: the settler and the fiduciary. The settler group, or committee, make 
decisions on behalf of the plan sponsors and are very concerned about the finances and the like. However, they are 
do not make a decision on who the winner is. The fiduciary, who may be a committee at the company, or an 
outsourced independent fiduciary (most transactions over $1 billion use an independent fiduciary), acts on behalf of 
the plan participants. 
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Cost is not the number one factor that goes into that analysis. Instead, the number one factor is whether the 
insurance company is strong enough to take over these pension payments, knowing that this is going to last 40-60 
years. Solvency and financial strength are the most important factors. 
 
Analysis is done on the insurance company, whereby several factors are looked at, including the strength and 
diversification of the investment portfolio, and how much capital and surplus they have. 
 
When the analysis is finished, they then have a pass-fail test. If you are above a line, then you can qualify to win the 
business. Most insurance companies qualify, otherwise, they wouldn’t get the business and would soon be out of the 
market. However, there is no guarantee that they would qualify in the future. 
 
Another aspect to look at is the strength, experience, and capabilities of the administration of the insurance 
companies. So, even though they may all be strong enough financially, they have to also be able to competently 
service your participants. 
 
Particularly with some of the larger transactions, where you could have 5 to 50 thousand participants, the quality of 
the administration and call centers is very important. You would also want to carry out due diligence on the 
insurance companies from this perspective, as well. 
 
The brand name of an insurance company, or other factors, may also impact your decision. However, they should 
not be the number one factor when making the fiduciary decision of who the winner is. In many cases, where all 
insurance companies pass the 95-1 due diligence test, as well as administration tests, cost is then looked at to help 
decide between them. Again, this shouldn’t be the number one factor. 
 
Serge: When choosing an insurance company for a pension risk transfer, certainly the plan sponsor needs to 
consider solvency and strength, as well as the ability to service participants, as Ed said. 
 
Another important factor is the insurance company’s technology capabilities. Will they be able to provide services to 
the participants that will meet all of their needs? In the example I provided earlier, in reference to benefit payments, 
does the insurance company have the capabilities to offer web-based connectivity to participants, particularly the 
millennial generation that will be retiring and is used to being able to request services on-line? And if not, do they 
outsource that capability to a provider that is committed to making the technology investments that will allow them to 
continue to improve their servicing? These are important points to consider. 
 
David: Thank you both for sharing your thoughts on this topic. 
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