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Pension Objective

SECURE BENEFITS in a cost-efficient manner

There are mainly two ways to secure benefits:
1. Insurance Annuities
2. Cash flow matching (CDI) with bonds

Ultimate cost of a DB plan is the cost of future benefits
… and future expenses
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What is CDI?

A cash flow driven investment (CDI) is a structured bond
portfolio whose cash flows match + fund the projected
benefits chronologically (i.e. 1-10 years of Retired Lives).
The benefits are numerous:

• Secures benefits
• Mitigates interest rate risk
• Enhances funded ratio/status
• Improves liquidity management
• Reduces funding cost (Benefits cost – CDI cost)
• Buys time for non-CDI assets to grow unencumbered
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CDI Focus: Net not Gross Liabilities

Contributions are the initial source to fund benefits

CDI funds Net Liabilities (projected benefits – contributions)
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CDI funds Monthly Benefits

Asset cash flows fund net monthly benefits
Cumulative difference of cash flows = no deficits!
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The Ryan ALM Process

1. Install Custom Liability Index (CLI)
calculate/monitor Liabilities (Net Retired Lives):

• Net Liabilities Future Value (benefits – contributions)
• Statistical Summary (YTM, Duration, term structure)
• Based on PBGC discount rates (1.62%/1.40% )
• Present Value (PV) of net liabilities
• Interest rate sensitivity analysis
• Liability growth rate
• Monthly reports
• Benchmark
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Ryan ALM Process

2. Install Liability Beta Portfolio™ (LBP)
… to cash flow match Retired Lives net liabilities:

• SECURES BENEFITS
• Reduces funding costs by 1% per year
• Funds NET Retired Lives (after contributions)
• Cash Flow match Net Retired Lives chronologically
• Reduces volatility of funded ratio and funded status
• Out-yields CLI creating Alpha, which enhances funded status
• Matches benefits (future values), which have no interest rate risk
• BUYS TIME for Alpha assets to perform by pushing deficit out longer
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Ryan ALM’s Value-Added

The Ryan ALM process best fits client objective by:

Securing benefits (net Retired Lives)
Reducing funded status volatility

Mitigating interest rate risk
Reducing funding costs

Buying Time
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The Ryan ALM Team

Asset Management Team – 163 years of combined experience
Ron Ryan
Steve DeVito
Russell Kamp
Martha Monteagudo

Awards William Sharpe Index Lifetime Achievement Award
Money Management Letter Lifetime Achievement
Book “U.S. Pension Crisis” – IP Gold Award
Bernstein Fabozzi Award of Excellence

Books The U.S. Pension Crisis by Ronald J. Ryan, CFA
Fabozzi Handbook of Fixed Income Securities
(Chapter 51 – Cash Flow Matching)
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Ryan ALM Research
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Please visit our web site RyanALM.com/Insights/White Papers
to view the numerous research papers that we have on pension solutions.
We suggest the following:

• Maximize the Efficiency of Asset Allocation
• Pension Solutions: $ Duration Matching + CDI
• The Flaws of Bond Indexes
• Pension Discount Rates: ASC 715
• Best Way to Hedge Pension Inflation
• Chapter in Handbook of Fixed Income Securities: Cash Flow Matching
• Cash Flow is King!
• Buy Time!
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