Parametric Liability Driven Investing Solutions
Strategy overview

Minimize liability risk with total plan management
Parametric Liability Driven Investing (LDI) solutions are a suite of comprehensive, systematic, risk-managed solutions for all
stages of the LDI process. Recognizing that each investor’s LDI journey is unique, Parametric has designed core building
blocks that can be customized to support the goal of funding future liabilities, while balancing risk exposures on a total plan
basis.
Each approach is designed with the plan sponsor’s growth needs and risk constraints in mind and underpinned by our
proprietary program of key risk analysis, risk management oversight, and daily asset monitoring. Parametric’s LDI solutions
are suited for plans of all sizes who are seeking a consultative, risk-based approach to liability management.

Potential benefits
Flexible, innovative solutions

Experience and scale

Risk-based approach

Customization available across
physical and overlay program.
Pension plans can choose from
standard or liability-aware
benchmarks, with dynamic hedge
ratio management available.

Parametric has over 30 years
experience managing systematic,
rules-based strategies. Our size, scale
and proprietary technology enable us
to deliver customized, cost effective
LDI solutions for clients of all sizes.

A risk-based analysis and
monitoring program provides an indepth view of assets and liabilities.
Our focus on risk, or “winning by
not losing,” applies throughout the
investment process.

Portfolio construction
Parametric LDI solutions provide comprehensive end-to-end expertise for all phases of the pension de-risking process. Our
approach is comprised of four core implementation options: 1) Monitoring and analysis , 2) Benchmark-oriented fixed income
portfolios, 3) Completion portfolios. and 4) Glide path management. Portfolio construction begins as a risk exercise. Based on
the options selected, the portfolio is then tailored and implemented using a rules-based, transparent investment process.

Monitoring and Analysis

Benchmark-Oriented
Fixed Income Portfolios

A program of key risk analysis,
risk management, and daily
asset/liability and funded status
monitoring

Systematically manage core
hedging assets using Treasuries
and/or corporate bonds with a
focus on risk control

Completion Portfolios

Glide Path Management

Emphasize capital efficiency by
maintaining hedge ratio and
growth targets with a nondisruptive overlay

Utilize a consolidated asset/
liability monitoring mechanism to
efficiently shift asset allocation
along the glide path

Investing in an LDI program involves risk. All investments are subject to loss. Please refer to disclosures for additional information.
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Investment objective

Investment thesis

Parametric’s LDI solutions seek to reduce the mismatch
between plan assets and liabilities, and reach, or
maintain, adequate funding.

LDI has traditionally focused on fixed income assets,
including cash bonds and derivatives, and their
relationship to liabilities. Parametric’s approach broadens
that view to include return-seeking investments and
exposure-management overlays.

To achieve this objective, both growth needs and risk
constraints are considered. Additionally, the approach
taken is customized depending on the plan’s LDI glide
path journey, from asset/liability alignment, and hedge
ratio targeting, through to more complex hibernation
strategies.

Return-seeking assets likely have some relationship to
credit spreads; exposure overlays preserve consistent
adherence to target allocations at any point along an
asset allocation glide path. Only by considering the entire
plan can investors fully realize the transparency and
efficiency of their LDI approach.

Proprietary analysis program
Parametric’s analytics platform is designed to highlight key pension risks to help achieve the plan’s objectives. Parametric
thoughtfully analyzes projected benefit cash flows to deconstruct liability risk.
Hypothetical example: Liability contribution to risk by cash flow1
Liability risk contribution

Liability weights

Contribution

20% of the liability contributes
2.6% of the risk

60.5

55.5

50.5

45.5

40.5

35.5

30.5

25.5

20.5

15.5

10.5

5.5

0.5

20% of the liability contributes
41% of the risk

Years
1For

illustrative purposes only. Attributes do not represent an actual client of Parametric. Sources: Parametric, Refinitiv, Bloomberg, ICE
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Parametric Portfolio Associates® LLC (“Parametric”), headquartered in Seattle, is registered as an investment advisor with the Securities and Exchange
Commission under the Investment Advisors Act of 1940. Parametric is a leading global asset management firm, providing investment strategies and
customized exposure management directly to institutional investors and indirectly to individual investors through financial intermediaries. Parametric offers a
variety of rules-based investment strategies, including alpha-seeking equity, fixed-income, alternative and options strategies. Parametric also offers
implementation services, including customized equity, traditional overlay and centralized portfolio management. Parametric is an affiliate of Morgan Stanley
Investment Management, the asset management division of Morgan Stanley, and offers these capabilities through offices located in Seattle, Boston,
Minneapolis, New York, and Westport. This material may not be forwarded or reproduced, in whole or in part, without the written consent of Parametric.
Parametric and its affiliates are not responsible for its use by other parties.
This information is intended for informational purposes and details investment strategies and opportunities identified by Parametric. Opinions and estimates
offered constitute our judgment and are subject to change without notice, as are statements of financial market trends, which are based on current market
conditions. We believe the information provided here is reliable, but do not warrant its accuracy or completeness. This material is not intended as an offer or
solicitation for the purchase or sale of any financial instrument. The views and strategies described may not be suitable for all investors. Past performance is
not indicative of future results. Investing entails risks and there can be no assurance that Parametric will achieve profits or avoid incurring losses. Parametric
does not provide legal, tax and/or accounting advice or services. Clients should consult with their own tax or legal advisor prior to entering into any
transaction or strategy described herein. Additional information is available upon request.
Charts, graphs and other visual presentations and text information were derived from internal, proprietary, or service vendor technology sources or may have
been extracted from other firm databases. As a result, the tabulation of certain reports may not precisely match other published data. Data may have
originated from various sources including, but not limited to, Bloomberg, MSCI/Barra, FactSet, or other systems and programs. Parametric makes no
representation or endorsement concerning the accuracy or propriety of information received from any other third party.
There is no assurance that the investment objective(s) will be achieved. All investments are subject to the risk of loss.
LDI programs utilize fixed income securities, including corporate bonds. Corporate debt securities are subject to the risk of the issuer’s inability to meet
principal and interest payments on the obligation and may also be subject to price volatility due to such factors as interest rate sensitivity, market perception
of the creditworthiness of the issuer and general market liquidity. When interest rates rise, the value of corporate debt securities can be expected to decline.
Debt securities with longer maturities tend to be more sensitive to interest rate movements than those with shorter maturities. Company defaults can impact
the level of returns generated by corporate debt securities. An unexpected default can reduce income and the capital value of a corporate debt security.
Furthermore, market expectations regarding economic conditions and the likely number of corporate defaults may impact the value of corporate debt
securities.
Overlay programs utilize derivative instruments. Investing in a derivatives involves risk. Derivatives such as futures, swaps, and other investment strategies
have certain disadvantages and risks. Futures require the posting of initial and variation margin. Therefore, a portion of risk capital must be preserved for this
purpose rather than being allocated to a manager. Liquid futures may not exist for published benchmarks which may result in tracking error. Also, some
intraperiod mispricing may occur. Swaps require periodic payments, may be less liquid than futures, and may have counterparty or credit risk. Some
investment strategies require a cash investment equal to the desired amount of exposure.
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