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"This s the future for DB plans,” Devlin opined. "Companies
in the UK are using this as a strategy to eventually terminate
their plan.”
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Wednesday, May 25, 2011

Pru Courts Reporters' Buy-In For a British
Import

By Neil Anderson

Defined contribution industry insiders who follow the
evolution of the defined benefit side of the business may want
to pay attention to the latest move by Prudential. Today
Pru Retirement chief Christine Marcks and her team
unveiled what they claim is the first "pension buy-in" deal in
the US, a kind of retirement income option for a DB plan
sponsor. Will such a product accelerate or slow the DB-DC
shift?

To officially reveal the deal, the provider gathered together
members of the financial and trade press for a press briefing
and lunch at Del Frisco's in midtown Manhattan. About a
dozen reporters attended, including representatives from
Ignites, Institutional Investor, Kiplinger's and the New York
Times.

The deal entails the $75 million in liabilites Hickory
Springs Manufacturing Company has to its current
retirees (about half of its DB assets), with the sponsor
effectively buying the guaranteed pension plan payments for
the those retirees from Pru. BCG Terminal Funding
Company advised Hickory on the deal.

"We have chosen to make an investment to cover those
retirees until they die. This is an investment for the future,”
Steve Ellis, chief financial officer of Hickory, explained
during the briefing. "From a financial statement perspective,
that asset is always going to equal that liabil
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According to Marcks, sponsors in the United Kingdom (but
not in the U.S.) have done over $40 billion in such pension
buy-ins over the past three years.

"We have completed the nation’s first pension buy-in
transaction,” Marcks said. "We're very well-capitalized to
support this kind of activity.

"Pension de-risking is the kind of challenge we like," added
Dylan Tyson, vice president and head of Pru's pension risk
transfer business team. "This is specifically designed for
defined benefit plan sponsors who seek to transfer risk while
maintaining funded status and maintaining their relationship
with plan participants.”

Unlike a buyout, where Pru would take over the sponsor's
direct liabilities to participants, the plan would technically
settle and Pru would send certificates (and payments) directly
to those participants. With a buy-in, however, the sponsor
never leaves the plan or participants — the buy-in is simply a
special type of separate account investment.

'We become the liquidity engine for the pension payroll,
sending money on a monthly basis equivalent to the monthly
obligations of the plan,” said Glenn O'Brien, managing
director of Pru Retirement's pension and structured solutions
business. "We make the payment to the pension plan. We do
not have a relationship with the individual pension
participant.”

And while this deal only involves Hickory's current retirees,
that could change.
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'The contract is open, so Hickory Springs always reserves the
right to add more retirees,” said Mike Devlin, principal at
BCG.

What will this mean for the long-term shift here in the U.S.
from DB to DC plans?
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