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By Michael J. Valchine, CAIA, CIPM, Principal, Senior Consultant

In this blog, the first in a series of three, we highlight the importance of 
monitoring the funded status of a defined benefit plan.

A corporate employer on the path to terminating its defined benefit plan faces numerous complexities. 

This journey can bring to the forefront key issues such as asset allocation, liquidity, funded status, 
and hedging requirements. Risks for corporate pension plans can change suddenly and quickly, 
taking employers by surprise. As a result, it is important to keep a close eye on the funded status of 
a defined benefit plan. Enter: NEPC’s Corporate Defined Benefit Team (“DB”). The DB Team’s proactive 
monitoring of funded status played a decisive role in helping a client de-risk the defined benefit plan’s 
portfolio to lock in its fully funded position and prepare for a retiree annuity buyout transaction. 

THE CHALLENGE

NEPC partnered with a long-time client to help achieve its end goal to terminate its pension plan. The 
plan’s funded status had exceeded 100% based on the projected benefit obligation (PBO). The client’s 
governance board approved a significant retiree buyout in 2025 and full plan termination in 2026. 

The client began liquidating risk assets in the spring of 2025, but then quickly paused as market volatility 
caused funded status to drop below 100% in early April. The client wanted to avoid locking in funded 
status under 100% as it would require additional cash contributions to support its objective of terminating 
its defined benefit plan. 

Plan assets $430 million 

Plan type and status Two traditional, frozen plans 

Asset allocation  25% return seeking, 75% liability hedging 

Current funded status 101% 

Liability duration Seven years 

Participant population 85% retirees, 11% term-vested, 4% active 

Expected date of plan 
termination 

Third quarter 2026 
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ENTER: NEPC

NEPC had monitored the client’s PBO funded status for years. Subsequently, our scope expanded to 
include funded status estimates based on the Pension Benefit Guaranty Corporation (PBGC) and plan 
termination.  

We provided more frequent estimates on funded status after the trading was paused. Our estimates 
confirmed the client’s plan hit above 100% funded after a week. With funded status back above 100% 
and the market stabilizing, the client gained confidence to move forward with its de-risking plan. We 
developed a phased rebalancing plan to liquidate the risk assets to ensure cash was available for the 
annuity buyout. 

The chart below shows the estimated PBO, and termination funded status estimates over the 2025 
period in question and notes when the rebalancing occurred. 

 
THE OUTCOME

The actions taken further reduced volatility around funded status by over 30% and positioned the client 
for its retiree buyout and plan termination.

Before After

Asset allocation
25% equity/  
75% liability hedging 

100% liability hedging

Funded status volatility 5.2% 3.6%
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By keeping our finger on the pulse of funded status during a volatile time and implementing a phased 
rebalancing plan, we were able to help further mitigate risk. This example highlights our ability to 
adapt to changing market conditions while managing the goals and objectives of the client. The result 
successfully positioned the client for a smooth plan termination.

NEXT UP

Stay tuned for the second installment of our three-part series, where we will address the client’s successful 
use of a pension risk transfer specialist for its large annuity buyout, and NEPC’s role in that process. 

Please contact your NEPC consultant if you have any questions or would like to discuss your individual 
plan. 

IMPORTANT DISCLOSURES

The above is an illustrative example of a Client’s experience with NEPC. Past performance is not indicative of future 
results. The above example is intended for discussion purposes. Client portfolios and fee arrangements may vary 
depending on their own goals and preferences. 

All investments carry some level of risk. Diversification and other asset allocation techniques do not ensure profit 
or protect against losses.

The information herein has been prepared by NEPC, an affiliate of Hightower Advisors, and should not be considered 
a recommendation to purchase or sell any investment or pursue any specific investment strategy. The information 
should not be relied upon to make any investment decision and does not take into account the investment objectives, 
financial situation and particular needs of the recipient. Recipients of the information presented herein should 
neither treat nor rely on such information as advice relating to legal, taxation or investment matters and are advised 
to consult their own professional advisors. 

The opinions presented herein represent the good faith views of NEPC as of the date of receipt and are subject 
to change at any time. There can be no assurance regarding the accuracy of such views, including with respect to 
any forward-looking information or other commentary that is subject to uncertainty, future contingencies or other 
market factors. NEPC has prepared the information as general market commentary, market update and/or other 
general topics relating to portfolio construction and risk allocation. The information is not, and does not purport to 
be, a complete discussion of all relevant considerations, risks and other applicable factors. 

The information in these materials has been obtained from sources NEPC believes to be reliable. While NEPC has 
exercised reasonable professional care in preparing this report, we cannot guarantee the accuracy of all source 
information contained within. Neither NEPC nor any of its affiliates has any obligation to update the information 
contained herein. The performance information of any indices or strategies represented herein is based on third-
party sources, and such performance information does not necessarily represent the performance or experience of 
any NEPC client.

These materials identify potential benefits relating to NEPC’s services to its clients and/or its commentary regarding 
current market events and portfolio construction considerations. Any NEPC investment strategy also is subject to 
certain risks and limitations. Although NEPC believes it and its personnel may have certain competitive advantages 
regarding portfolio construction and management. There can be no guarantee that NEPC will be able to maintain 
such advantages over time, outperform third parties or the financial markets generally, implement its investment 
strategy or achieve its investment objectives for a client or avoid losses.
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