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Corporate Pension Perspectives

Funding Levels

» Corporate pension funded status increased in Q4 2024 by 2.1%. Bonds
experienced negative returns as interest rates increased due to fears of continued
elevated inflation in 2025 on the backdrop of the presidential election in
November. Discount rates therefore also increased, causing liabilities to
decrease. Global equities exhibited underperformance overall. Markets in
Europe struggled with weak industrial data while Emerging Markets faced
headwinds from a strong U.S. dollar. US equities were up modestly thanks to the
Mag 7 tech giants. The net result was an increase in funded status over
the quarter for the 60/40 portfolio.

Actuarial & Regulatory Updates

- Estimated $14B pension risk transfer activity during Q3 2024

-35% increase from the third quarter of 2023, driven largely by single $6B
transaction with Prudential

~Follows $26B of activity during first half of 2024, a 15% increase from the same
period during 2023

On December 4, 2024, the Department of Labor filed an amicus brief in support

of claims by retirees that their joint and survivor annuities need to be no less

than the actuarial equivalent of their single life annuities on a reasonable basis

—Retirees argued that their joint and survivor annuity calculations violated ERISA's
actuarial equivalence requirement by using outdated mortality assumptions.
While the DOL did not agree or disagree with the retiree claims, they disagreed
with the basis on which the court dismissed the retirees’ initial claims

Social Security Fairness Act signed into law by President Biden

—-Repeals the Windfall Elimination Provision (WEP) and Government Pension
Offset (GPO) provisions that prevented employees with a public pension from
receiving full benefits under Social Security

-Will increase Social Security payments to approximately 2.5 million retirees,
including a lump sum for 2024 benefits

FUNDED STATUS AND DISCOUNT RATES

e FTSE Pension Discount Rate (LHS) === 60% Equity/40% Hedging Assets (RHS)
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Source: Fidelity Institutional Asset Management, Bloomberg, FTSE, as of 12/31/24.

For illustrative purposes only.

Funding Perspective

116.1%
funded status of proxy 60/40 plan

2.1%

change in funded status
for the quarter

5.44%
average discount rate
(up 0.65% in Q4)



Market Commentary Market Moves: Interest Rates

» With the exception of domestic equities, Q4 saw

. . Discount rates increased during the quarter, resulting in
declines in most asset classes as the global g q g

lower liability values.

economic expansion took a breather. The weak
returns were primarily driven by inflationary worries, |

inves.;tor concerns abo'..Jt. mixgd economic signals, Discount Rates
and increasing geopolitical risks. - -
FTSE Pension Discount* 5.44% 4.79% 0.65%
- h

On December 18™, the Fed cut rates 25 bpsto a BBG Long Corporate 5.80% 5.18% 0.62%
target range of 4.25%-4.5%. They discussed slowin ~

g g 2 y g BBG Long Treasury 4.86% 417% 0.69%
the pace of future cuts as unemployment had =
undershot and inflation had overshot their forecasts. BBG Long Gov/Credit 534% 4.69% 0.65%
As a result, all major asset classes posted negative BBG Aggregate Bond Index 4.91% 4.23% 0.68%

returns in December, with the exception of
leveraged loans and commoeodities.

: . L Market Moves: Returns
= Concerns over inflation and the anticipation for a

more hawkish Federal Reserve drove the broad sell- International Stocks, bonds and liabilities all decreased
off in fixed income during the quarter. Notably, the during the fourth quarter. Ending on a positive note in
10-year Treasury yield increased by 78 bps to 4.57%, Q4, domestic equities considerably outpaced other
which was the largest quarterly increase since 2022; asset classes.

longer duration bonds suffered as a result. Spreads

tightened marginally over the quarter, but could not

overcome the impact of rising Treasury yields. Equity Returns

» 2024 was a challenging year for fixed income, with Russell 3000 (US Stocks) 2.6% 23.8% 8.0%

the best performer, the Bloomberg U.S. Aggregate ACWI ex-U.S. (Non-US Stocks) [ -7.6% 5 59% 0.8%

Index, returning a modest 1.3% for the year. This
Bond Returns

index, including a mix of bonds with various

maturities, benefited from Fed rate cuts at the short BBG Long Corporate -6.2% -1.9% -6.8%
end. The long end of the yield curve, driven more by BBG Long Treasury -8.6% -6.4% -12.0%
supply of and demand for these assets, rose during BBG Long Gov/Credit 7.4% 499 929
the year. This resulted in negative returns for longer BBG A ~ e Bond Ind 1% 1 3% 4%
dated corporate and treasury bonds during 2024. £gregle Tonc noex — ' —
L . Liability Returns
* On the flipside, US large cap equities returned 2.6% —
Proxy Liability* -5.6% -2.3% -6.2%

in Q4, ending 2024 +24%, largely driven by

advancements in Al and resilient economic
expansion. Among the "Mag 7", Nvidia, Tesla and
Meta were significant contributors to this rally. Small
Caps (+11.5% in 2024) continue to lag their larger
peers.

* International markets lagged the U.S., especially in
Q4 as the dollar strengthened, making exports from
Europe and Asia less competitive. International
Developed markets fell 8.1% for the quarter while
Emerging market equities declined 7.9%. With the
U.S. election results behind us, sovereigns are
bracing for potential U.S. tariffs and their resulting
impact to trade balances.

Index performance shown does not reflect the deduction of advisory fees, transaction charges and other expenses, which if charged would reduce
performance. All indices are unmanaged. Investing directly in an index is not possible. Past performance is no guarantee of future results.

Source: Fidelity Institutional Asset Management, Bloomberg, FTSE, as of 12/31/2024.
* Discount rate and proxy liability return based on FTSE Pension Liability Short Index (approximately 11-year duration). 3-Year return is annualized.

For illustrative purposes only.



Real-World Considerations

Improved Pension Funded Status

The combined effect of equity markets racing to all-time highs and interest rates continuing to march higher during
2024 was the continued improvement of corporate defined benefit (DB) pension plan funded statuses. The rise in
interest rates over the last few years combined with recent equity market performance has plan sponsors in a position
not seen since before the financial crisis of 2008 - with a funding surplus to manage and protect, rather than a funding
deficit and the associated required contributions. This paradigm shift from underfunded to overfunded DB plans has
led to the emergence of several strategic trends for pension plans. Further, the continued improvement of the PBGC's
funded position could lead to lower premiums charged by the government agency in the future and thus lower the cost
of sponsoring a DB pension plan.

Emerging Trends Given New State of Pension Surpluses

As the funded status of pension plans has continued to improve, several strategic trends have emerged:

1. Shifting asset allocations away from equities and into high quality corporate bonds to lock in funded status
improvement. Form 5500 data from 2018 to 2023 indicates that the average allocation to liability matching fixed
income for the largest 100 corporate DB pension plans has increased 7% from 35% to 42%. By shifting out of
equities and into fixed-income assets that match the profile of the pension liability, plan sponsors have been able
to significantly reduce both equity and interest rate risk of their pension plans.

N

Record-breaking risk transfer activity. Persistent high Pension Benefit Guaranty Corporation (PBGC) premiums have
significantly increased the administrative cost of sponsoring a DB pension plan. As a result, plan sponsors have
increasingly turned to insurance companies to transfer portions of pension liability and reduce annual premium
payments.

w

Some plan sponsors now find themselves in the enviable position of being significantly overfunded. Rather than
look to de-risk or transfer the liability, a subset of these sponsors are finding creative ways to utilize their pension
surplus in order to achieve certain HR objectives. One example is temporarily reducing or eliminating contributions
to their 401(k) plan and replacing with a cash balance benefit in their DB plan with relatively equal value. Other
examples include transferring excess assets to a retiree medical or life insurance plan (a “Section 420 transfer”),
using excess assets to offer an early retirement window, and paying bonuses or other ancillary benefits through the
DB plan.

What Does the Future Hold for DB Pension Plans?

»  According to their 2024 annual report, the PBGC Single-Employer program’s funding surplus grew from $45 billion
at the end of fiscal-year 2023 to $54 billion at the end of fiscal year 2024. PBGC premiums present a significant cost
to sponsors of DB plans, as seen through the rapid increase in pension de-risking activity referenced above. While
Congress has ultimate control over the level of premium rates, the improved PBGC funded position could present
an opportunity for legislators to lower premium rates in the future, and thus the cost of DB plan sponsorship. Such a
decrease in premium rates could slow the trend of risk transfer activity, as plan sponsors would be less likely to pay
premiums charged by insurers for taking on their pension risk and instead opt to manage pension risk through
adjustments to their asset allocation.

* Research from a study published by the National Institute on Retirement Security entitled “Still a Better Bang of the
Buck” found that DB pensions are more cost efficient at providing retirement income to retirees than defined
contribution plans, delivering the same retirement income with 48% lower cost. This efficiency was determined to
be the result of pooled longevity risk, the ability to maintain an “optimal” investment portfolio relative to an aging
individual investor, and professional asset management. If the administration cost of sponsoring a DB plan is
reduced through lower PBGC premiums, then plan sponsors could take a closer look at implementing defined
benefit plans. Creative designs can be utilized that avoid balance sheet volatility while allowing participants to
benefit from long-term market performance, such as market-based cash balance and variable annuity plans.



Additional Information: Authors:

Learn more about Fidelity’s Pension Solutions Michael Jarasitis, CFA  Jeremy Clear, FSA, EA, FCA, MAAA
For Administration and Actuarial information Pension Strategist Strategic Retirement Consultant
visit: Fidelity's Defined Benefit Solutions website Andy Ashworth, AFA  Jess McGrath, FSA, EA, FCA

] . o Pension Strategist Strategic Retirement Consultant
For Investment Management information visit: Amy Luberto, CFA Chad Mezvinsky, FSA, EA, FCA, MAAA
Fidelity's Institutional website Pension Strategist Strategic Retirement Consultant
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INVESTMENTS

DEFINITIONS AND IMPORTANT INFORMATION

S&P 500 Index is a market capitalization-weighted index of 500 common stocks chosen for market size, liquidity, and industry group representation to
represent US equity performance. The FTSE Pension Liability Index represents the single discount rate that would produce the same present value as
calculated by discounting a standardized set of liabilities for a frozen pension plan using the FTSE Pension Discount Curve. Bloomberg (BBG) US Long
Treasury Index is a market value-weighted index of investment-grade fixed-rate public obligations of the US Treasury with maturities of ten years or
more. Bloomberg (BBG) US Long Government/Credit Bond Index is a market value-weighted index designed to measure the performance of fixed-
rate, dollar-denominated, investment-grade debt securities with maturities of 10 years or more. Russell 3000 Index is a market capitalization-weighted
index designed to measure the performance of the 3,000 largest companies in the US equity market.

MSCI ACWI (All Country World Index) ex USA Index is a market capitalization-weighted index that is designed to measure the investable equity
market performance for global investors of large and mid cap stocks in developed and emerging markets, excluding the United States. Index returns
are adjusted for tax withholding rates applicable to U.S. based mutual funds organized as Massachusetts business trusts (NR). Bloomberg (BBG) US
Aggregate Bond Index is a broad-based flagship benchmark that measures the investment grade, US dollar-denominated, fixed-rate taxable bond
market. The index includes Treasuries, government-related and corporate securities, mortgage-back securities (agency fixed-rate pass-throughs),
asset-backed securities and collateralized mortgage-backed securities (agency and non-agency). Bloomberg (BBG) US Corporate Bond Index is an
unmanaged market value-weighted index of investment-grade corporate fixed-rate debt issues with maturities of one year or more.

Information provided in, and presentation of, this document are for informational and educational purposes only and are not a recommendation
to take any particular action, or any action at all, nor an offer or solicitation to buy or sell any securities or services presented. It is not investment
advice. Fidelity does not provide legal or tax advice.

Before making any investment decisions, you should consult with your own professional advisers and take into account all of the particular facts and
circumstances of your individual situation. Fidelity and its representatives may have a conflict of interest in the products or services mentioned in these
materials because they have a financial interest in them, and receive compensation, directly or indirectly, in connection with the management,
distribution, and/or servicing of these products or services, including Fidelity funds, certain third-party funds and products, and certain investment
services.

This document does not make an offer or solicitation to buy or sell any securities or services and is not investment advice. FLAM does not provide legal,
or tax advice and we encourage you to consult your own lawyer, accountant or other advisor before making an investment. To the extent any
investment information in this material constitutes a recommendation, it is not meant to be impartial investment advice or advice in a fiduciary
capacity, is not intended to be used as a primary basis for your investment decisions, is based on facts and circumstances at the point in time it is made
and will not be updated if facts or circumstances change unless you contact Fidelity and ask for a new recommendation. Fidelity and its representatives
have a financial interest in any investment alternatives or transactions described in this material. Fidelity receives compensation from Fidelity funds and
products, certain third-party funds and products, and certain investment services. The compensation that is received, either directly or indirectly, by
Fidelity may vary based on such funds, products and services, which can create a conflict of interest for Fidelity and its representatives.

Views expressed are as of the date indicated, based on the information available at that time, and may change based on market and other conditions.
Unless otherwise noted, the opinions provided are those of the author and not necessarily those of FIAM. FIAM does not assume any duty to update
any of the information

Information presented herein is for discussion and illustrative purposes only and is not a recommendation nor an offer or solicitation to buy or sell any
securities. Past performance is no guarantee of future results. Certain data and other information in this report was supplied by outside sources and is
believed to be reliable as of the date presented. However, FIAM has not and cannot verify the accuracy of such information, and such information is
subject to change without notice.

These materials contain statements that are “forward-looking statements,” which are based on certain assumptions of future events. FIAM does not
assume any duty to update any forward-looking statement. Actual events may differ from those assumed. There can be no assurance that forward-
looking statements, including any projected returns, will materialize or that actual market conditions and/or performance results will not be materially
different or worse than those presented.

Certain data and other information in this presentation have been supplied by outside sources and are believed to be reliable and current. Data and
information from third-party databases, such as eVestment Alliance, Callan, and Morningstar are self-reported by firms that generally pay a
subscription fee to use such databases, and the database sponsors do not guarantee or audit the accuracy, timeliness, or completeness of the data
and information provided, including any rankings. Rankings or similar data reflect information at the time rankings were retrieved from a third-party
database, and such rankings may vary significantly as additional data from managers is reported. Rankings may include a variety of product structures,
including some in which certain clients may not be eligible to invest. FIAM cannot verify the accuracy of information from outside sources, and
potential investors should be aware that such information is subject to change without notice.

Investment performance of the FIAM asset allocation strategies depends on the performance of the underlying investment options and on the
proportion of the assets invested in each underlying investment option. The performance of the underlying investment options depends, in turn, on
their investments. The performance of these investments will vary day to day in response to many factors. The asset allocation strategies are subject to
the volatility of the financial markets, including that of the underlying investment options’ asset class. Principal invested is not guaranteed at any time.
Index or benchmark performance presented in this newsletter do not reflect the deduction of advisory fees, transaction charges and other expenses,
which would reduce performance. Investing directly in an index is not possible.

FIAM does not provide legal, or tax advice and we encourage you to consult your own lawyer, accountant or other advisor before making any
investment decision.

All trademarks or service marks presented herein belong to FMR LLC or an affiliate, except for third-party trademarks and service marks, which belong
to their respective owners.
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