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What's next is new
In the new global economy, businesses and organizations need renewed optimism for their pensions.

After a few years of intensive shifts that have made pension markets more volatile than many would
have liked, sustained low growth is likely on the forecast for 2019, but it is going to take some work.

Here's why.

Globalization has led to a shift in social, political and economic factors, which include geopolitical
and financial boundaries, transgovernmental and local policies, the nature of resource allocation and
regulation, as well as aspects of business and social cultures. Under globalization, the way in which
authority and risk control is applied in practice could be said to be changing, and this includes the
pension sector.

At the same time, in the pension market, these shifts and changes are not fundamental enough to
help business transform their pension promises quickly. In the last year, we've seen many globally
significant companies go through rapid changes to the way that they have managed their pensions in
response to downturns in their industries. From Sears Canada to GE to entire countries, including
Canada, we have seen firms accumulate significantly underfunded pensions that have put these
companies, and their shareholders, at risk.

Something has to change. And change is coming: we are seeing expansions in the industry, offering
progressive, sustainable solutions that can lead to a different way of thinking about pensions, and can
offer hope for those who want a better way of doing business, or at least a more realistic one.

In order to build a prosperous future for people, business and society to compete and to win,
leadership has to be at the centre of our decision-making process.

Pension obligations consist of payments owed to current and future retirees, and the year after, and
the year after that, and far into the future -- obligations which should have been advance-funded by
paying into the relevant pension funds the amounts needed to fund those benefits, year-by-year, as
those benefits were accrued. Every year that a company or organization fails to do this or the
industry fails to advise on such actions, is a year in which they placed obligations on future
generations of employees and of the company itself. This is a risk that no leader should be willing to
take.

How do we define leadership in such transformations? Is it fairness? Ownership? A will to manage?
It's about being realistic about our expectations for pensions.

Leadership means that we need to imagine a different future for the pension market, and one in
which there is an agreement as to what is important to mitigate risk and to keep our people, our

companies and organizations, and our global society safe and secure. To this end, it is no longer
enough to trust that the market will correct itself, as clearly we have proven ourselves incapable of
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relying on market forces alone. If we are to be a global society, and one that is sustainable, then we
need to create, implement, and monitor regulations that will work in this environment. The current

shifts are reflective of our first steps towards this goal, but more needs to be done to ensure a high
level of risk management in our pension planning over the long term.

In this letter, we'll explore just how to address these insufficiencies and opportunities in pension
planning in 2019. We'll discover just how much our risk management has to do with leadership,
rather than with crunching numbers.

What's past is past

The risks that were evident in pension planning in the past were connected to the fact that there were
so many loopholes in corporate and organizational policy frameworks for the pension market.

Let’s examine some of the challenges that companies and organizations have faced in the last year,
and explore why they have been so deeply problematic.

Sears Canada. The Sears Canada pension made headline news this year because of an underfunded
pension plan that seemed to be, according to a recent lawsuit against Sears Canada’s largest
shareholders, created in order to benefit investors rather than those who contributed to it in the first
place. While $509 million in dividends paid to Sears Canada shareholders in 2013, the pension fund
was short $133 million by the time the company shuttered its doors in 2018 according to court
documents,’ even though Sears did not break funding rules. In a deal structured in October,
pensioners now stand to collect about $48 million, which is less than a tenth of what they should have
received, according to the lawsuit, as a result of their investment in the company. Nonetheless, Sears
did not do anything exceptional; in comparison to their industry, their actions were status quo. The
more damaging challenge, therefore, may be the pensioners’ argument that the 2013 dividend
payment crippled the retailer’s ability to remain in business, because it made it difficult for the
company to gain access to liquid capital when it was required.

GM. While we've known for a while that GM was able to build back their pension after a debilitating
few years of poor management, with the company closing its Canadian plants, employees are being
left confused as to what they may have sacrificed in the short term. Active plan members and retirees
are likely to be simultaneously relieved that the company has recovered and reinvested $1.6 billion in
its Canadian pension plans while deeply concerned about GM shutting down its operations. This is
despite the fact that had the industry’s best and brightest advisors including actuaries, investment
experts, lawyers, and accountants had created a plan that was regulatorily sound. Like Sears Canada,
therefore, there may be concerns that the company has only shifted money from one part of the
business to another, leaving employees’ needs at the bottom of their concerns. Counting on the
market to prosper and fix the issues is a classic mistake.

GE. GE has the largest pension deficit among S&P 500 companies, affecting 600,000 people, and
that deficit is $11 billion worse than the next closest company, according to Dow Jones S&P Indices,

! https://www.cbc.ca/news/business/sears-canada-retirees-pension-eddie-lampert-court-1.4930785
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and likely currently running close to $50 billion. It's also going into freefall. The pension shortfall was
once a surplus of $14.6 billion in 2001, when Jack Welch retired as CEO. At his leaving, GE decided
to put money into mergers and acquisitions instead of keeping it safe for employees. With the
company'’s current cash challenges, it has relied on stock buybacks to try and stem the tide, but this
has not resulted in positive changes. GE cashed out at the bottom of the market and created
alternative investment plans, and even though the Dow Jones recovered, alternatives did not provide
GE the same level of return and new deficits piled up with the old deficit so much so that GE's
original position was never recovered. In fact, GE's massively unfunded pension may not only be a
risk to its existence, and the livelihood of its employees and retirees, but may also have larger
economic implications because of the scale of its operations should the company fold.

CPP/QPP. Even the Canada and Quebec Pension Plans are going through a major transition. In
2018, it was announced that starting in 2019, Canadians' Canada Pension Plan contributions increase
from 4.95 per cent to 5.1 per cent on earnings between $3,500 and $57,400. It's the first of five years
of graduated increases running until 2023, when the rate will reach 5.95 per cent. "You can think of it
as a cost right now, but you're actually going to be contributing toward an enhanced Canada Pension
Plan benefit over time, ultimately leading to a higher amount of pensionable earnings," said Jamie
Golombek, managing director of tax and estate planning with CIBC. "So you're actually going to get
something in return for that extra contribution."? The reason that this has become necessary is that
CPP, like corporate pensions, has become underfunded. The goal of the government is, however, to
recognize our changing demographics and the need for a more sustainable retirement plan for
Canadians as a means to shift the status quo. Canada has chosen to take this route because of the
ongoing insecurity in the corporate pension world, as well.

What we can see when we examine these examples of poor pension planning is not a lack of financial
analysis, but rather a human tendency to stay on the path of least resistance, or, in some cases, a lack
of ethical boundaries between the interests of those in leadership positions and those who serve
these firms as employees.

The human organization, namely the ability of a company to recognize the value of its human assets
through compensation practices, has been cited by writers in all fields of international business as a
key differentiator between those who will be successful and those who will not in the next century. A
firm's way of managing its employees, including their pension benefits, can give the company an
advantage over its competitors, which can lead to positive organizational growth, but the reality is
that, as these examples show, that growth is being leveraged in a way that does not sustain
employee needs. Given what has happened with these and other companies, no matter what pension
plan is developed, in the wake of widespread challenges associated with the current global economic
crisis and the ensuing media criticism of pensions, executive pay packages and perquisites, attention
to accounting practices with regard to pension management will only increase.

There is a bigger issue, however.

2 https://www.cbc.ca/news/politics/tax-changes-cra-canada-1.4944505
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Over the last two decade the concept of retirement has become a lifestyle to which we aspire in
which we travel, experience freedom, and generally get all of the benefits that we expect. We have
also experienced a sociological shift in the way that we organize the way that we live after the age of
65; there are few families that support the elderly at home, and independence is the norm. These
changes have placed a huge burden on pensions and retirement investments, which may or may not
come through due to larger economic forces as well as market shifts. And when these don’t work, the
finance industry is always eager to offer fixes such as hedge funds and derivatives that can’t solve the
long term problem either.

What has to be recognized, no matter how you crunch the numbers, is that today’s corporations, as
both stock fund providers, as well as pension providers, are taking on more than just the role of the
past by providing retirement support for the majority of Canadians: our society relies on the pension
process to ensure that our retired and elderly community members are safe and secure as they age.
Companies and organizations have a responsibility to make a shift towards equity, and the
recognition of the value of employees.

The year ahead

The year ahead will be an awakening after the reckoning of 2018—a time for pension plans to look at
opportunities and not just at surmounting challenges. External shocks to the system continue to lurk,
and growth cannot be taken for granted.

Businesses and organizations that will succeed will have come to terms with the fact that in the new
paradigm taking shape around them, some of the old rules simply don’t work. Regardless of size and
segment, pension funds now need to be nimble, resilient, and easy to understand and upgrade over
time. Pension managers need to prepare for uncertainty, and achieve ever-greater value for cost.
They need to take an active stance on social issues, satisfy member demands for radical transparency
and sustainability, and, most importantly, have the courage to “disrupt” their own sources and the
their traditional beliefs to realize these changes and win new generations of workers so that they can
better compete in the new global economy.

Three major trends will define the pension agenda in 2019.

Ownership

On the investment side, we foresee the growth of shifts in understanding what ownership means to
pensions: is the company or the employee the owner of the fund? One of the most important
challenges is evolving from a mechanical exercise based on number-crunching into a transformational
change mentality based on leadership and common sense. There is a need for more secure and
efficient joint governance platforms in which employees have a stake in what can be achieved with
their pensions.

The management of pensions is often focused on the financial makeup of the pension design, when
in fact the economic benefit may be better derived from a broader approach which takes into
account the macro economy as well as the performance of the firm. Because demographic changes
have had an intensive effect on pensions over the last thirty years in particular, pundits posit that it
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may also be helpful to measure the impact of political and regulatory changes as well as future
growth in the development of a pension management program.

Externalities may have an effect on the development and management of funds. Because more and
more corporations are putting the onus on their employees to participate in choosing and managing
the mutual funds that now make up the majority of their pensions, this must be taken into account on
an ethical level.? Pension management research shows that underlying this global movement spurring
participant choice is an implicit assumption about behavior: that the employee-citizen to whom the
responsibility of choice has been handed is a well-informed economic agent who acts rationally to
maximize his or her self-interest. But, as one can clearly understand based on what happens in real
life pension situations, this is an ideal that is not reflected in reality.*

Most individual employees at companies make decisions based on emotions rather than on rational
thought, which means that pensions are not necessarily the retirement panacea they are thought to
be.> Overconfidence in their own financial planning abilities means that many people believe they
can live well on relatively small asset pools during retirement, yet after leaving work, they then find
they run out of money, sometimes within a few months of retirement. What this also means is that
because employees in Canada are likely not be able to clearly rely on the CPP/QPP system, they will
need to have an understanding of the value of a company pension to their own long-term security.
This should be taken into account when managing a pension plan at a corporation.

If human decision-making regarding financial planning is flawed, then less risky investment choices
may be more ethical components of a well-developed pension program. As well, it is also clear from
the research that if an external mutual fund system is utilized, then companies must create an ethical
way to introduce their employees to financial management. Because employees may not be able to
choose well for themselves, and because they have been proven to be overconfident, the company
must complete due diligence in ensuring that the choices in funds are understood by employees. A
company that follows these recommendations is likely one that will be able to create a sound and
sustainable corporate pension strategy.

Sustainability

There is a need to examine ongoing concerns about sustainable returns and how to alleviate
pensions’ impact on the environment, for example through the use of investments in oil and gas.®
“Woke"” Pension members and stakeholders will also pushing for greater transparency into resources
and financial security, which makes shared-risk relationships a priority.

Environmental, social and governance (ESG) refers to the three central factors in measuring the
sustainability and ethical impact of an investment in a company or business. These criteria help to
better determine the future financial performance of companies (return and risk). This means that

3 Strang, K. D., & Vajjhala, N. R. (2015). Impact of Socialized Uncertainty on Group Decision Making: An Experiment
with Emerging Executives. International Journal of Risk and Contingency Management (IJRCM), 4(2), 45-58.

4 Mitchell, O. S., Hammond, P. B., & Utkus, S. P. (Eds.). (2017). Financial Decision Making and Retirement Security in an
Aging World. Oxford University Press.

5 Ibid.

¢ Lee, M., & Ritchie, J. (2015). Pension Funds and Fossil Fuels. Canadian Centre for Policy Alternatives.

6 Marris + Miller | marrismiller.com



companies have to re-situate their responsibility on the needs of stakeholders (anyone who is
influenced, either directly or indirectly, by the actions of the firm) rather than those of shareholders. It
also requires a company to conceive and use a reciprocal social structure which takes the needs of all
stakeholders into equal consideration. The company must also invest in sustainable development and
business practices which subjects their pension management processes to a higher level of criticism,
re-visiting the idea of "profit" as not simple financial gain, but as emblematic of the total benefit
enjoyed by the society in which the company operates.

Capitalism is premised on a system of unlimited growth, but this does not mean that it has to use all
of our environmental resources in order to achieve this goal. While there is no theoretical obstacle to
profit for a given corporation, companies can shift the way that they invest in pension plans. Capital
can acquire more capital, but it is not the case that this capita; necessarily has to be sourced from the
same value chains as in the past. One can invest capital in extracting natural resources that are not
sustainable, but also, one can invest it in financialization sectors like hedge funds or investing in
mortgages that have been bundled together by a bank and sold as shares and traded: both are
equally risky and equally able to provide a profit.

There are five risks that are tied to planning pensions without sustainability in mind, according to field
research:’

e Climate policy risks — Constraints on non-renewable technology advancements means that
businesses face real and new regulation on research, development, supply chain
management, and transport, no matter what industry they are in.

e Commodity price risk — Take the oil industry as an example. The collapse of oil prices over
the last five years means that expensive reserves forming the next phase of expansion in
Alberta’s north will remain undeveloped. In addition, while a recent decision by OPEC and its
allies to cut production by 1.2 million barrels per day should be enough to bring the oil
market into balance, this is not sustainable.

e Energy innovation risk — Renewable costs for electricity generation in many parts of the
world are now about the same or less than building new fossil fuel plants, but demand will be
growing.

e Carbon liability risk—The link between carbon emissions and damages is evolving, and it is
possible that in the future any carbon producers will be held liable for damages, in the same
way that tobacco companies have been sued for health damages resulting from use of their
product in the past.

e Community opposition risks — Global megaprojects and even local developments are facing
greater scrutiny than ever before, and it has become the norm to ask whether a project has
“social license” to proceed in many communities.

The goal, therefore, for the average company is to become aware of planning processes that aren’t
modern and ethical, and to become open to changing the status quo. The economic gains made
from the business principles developed in the past have slowed as it becomes harder and harder to

! Capital Economics. (2018, December). Global Economics Update. Retrieved from capitaleconomics.com; Lee, M., &
Ritchie, J. (2015). Pension Funds and Fossil Fuels. Canadian Centre for Policy Alternatives.
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increase production capacity without harmful effects on the world around us. This can have an effect
both on the company itself, and how it invests on behalf of its employees.

Simplicity
Sponsors are demanding ever-simple and more effective ways to lead their organization’s and their
workers’ financial wealth.

Wise companies are prepared to disrupt the pension ecosystem, strip down the pension ideas to its
basic principles and focus on sustainability in order to reduce reactive acts that respond to noise
instead of trends.

Let's say you have acquired a billion dollar business and have expectations on how this new division
should perform, and how you'll pay off your initial investment. That's what it should feel like when you
think of pension plans, which, just like your acquisition, are going to cost you a significant amount of
capital. Will you let it run wild or will you make sure you have a well-thought-out strategy to manage
it?

Think about how this works. A larger company or organization, one that has more assets at hand, may
feel as if they are more likely to be able to mitigate the risk of pension investments because of the
fact that they have significant capital assets, whether or not this is actually the case. At the same time,
these institutions may be more likely to take on pension fund risks knowing that a small loss in one
sector is not going to put another sector at risk unnecessarily. More prudent companies will be more
likely to invest in less risky assets for their pensions. This means that they will be less likely to
encounter both the highs and the lows of the market, because they need to keep more capital in low-
risk investments in order to protect their employees’ interests.

What we've learned from the examples of the past year, however, is that maybe even the biggest
firms should start to manage their pensions like smaller ones. A lack of will to manage pensions in a
way that is sustainable has resulted in risk not only to those employees’ pensions but to the company
as a whole. Accounting standards have been dictating management behaviors. And in some cases, in
a negative, short-term thinking way. For example, while Balanced Scorecard assessments can go far
in mitigating risk, it may be a better plan to deliberately assess risk with its own instrument specific to
the pension market, but, by and large, this starts with understanding why decisions made at the top
of the firm affect pension choices, rather than focusing in on actuarial analysis and pension trends.

The disclosure requirements on financial statements, for the longest time, did not match funding
requirements for an actuarially-sound plan and offered a very limited view of pension health, and
while some shareholders understand this, others don’t. Public companies are more affected by those
disclosure requirements, but the mechanical requirements does not offer a full view of future
obligation to assess the value of a pension. These accounting standards are one of the factors to
blame for the Sears pension trouble for example, as it hid the real problems. More principle-based
risk management practice and guidelines have good intentions, but they may also amount to a
checklist exercise that just ends up adding costs, rather than value, for employers.
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How businesses put themselves at risk

Jim Collins’ Five Stages of Decline® can help to illustrate how and why businesses like GM, GE, and
Sears Canada take the wrong pension risks, and may not be able to maintain their momentum over
the long term. This is a rubric that can help to evaluate just what has gone wrong within a company
so that better choices can be made in the future, or to assess how it is that a large corporation can in
fact lose so much of its market power that it ends putting all of its stakeholders at risk. We'll use GE's
pension as an example of how this happens.

In Stage 1, Collins argues, which he calls hubris born of success, companies can become used to the
fact that they are able to make money and therefore lose sight of what made them successful in the
first place. Companies that have pensions that start to do well may feel as if they are entitled to be
successful, and in this state their leaders may start to make decisions based on an assumption that
they will not change their direction in the long term. As Collins notes, there is a need to understand
why success takes place, rather than assuming that a certain set of practices will guarantee anything
other than a short term run. This is true for pensions, in that it is important to have realistic insight in
order to avoid ongoing problems. Because former CEO Jack Welch, who, as described above, left
the company in an enviable cultural and financial position with many safety nets in place for GE’s
many levels of stakeholders in 2001, GE was in a position of hubris as they moved into the twenty-
first century.?

In Stage 2, the undisciplined pursuit of more, Collins suggests that companies are inclined to grow
without understanding why or how this can be achieved in a way that is sustainable. In the modern
company, he notes, sustained competitive growth is not as achievable as it was in the past, and even
with discipline in a company there is a need for a creative change of direction when a company is
faced with challenges. It is not enough to pour money into a pension; this is not realistic. Instead, a
company needs to ask itself why it wants to achieve what it believes will make it more successful.
Without a reflective practice associated with growth, many companies, Collins suggests, will grow
faster than they are able, without being able to build true capacity to manage that growth at the
same time. This will lead to a higher level of vulnerability. Because GE was so large, each division
had, before 2001, operated like their own companies under an overarching mandate, wherein
autonomy was expected; new CEO Jeff Immelt wanted to move towards growth and therefore he left
individual units to operate on their own, as “headquarters became increasingly involved in promoting
and supporting developmental initiatives (e.g., Imagination Breakthroughs and Enterprise Selling), so
the corporate HQ became more of a partner with the business divisions rather than an overseer of
divisional performance and interrogator of business strategies.”'° Less oversight meant more risk,
and, as well, GE shifted its focus from products to services in a very short period of time, with services
suddenly responsible for half of its revenue by 2015.™

8 Collins, J. C. (2009). How the mighty fall: And why some companies never give in. New York: Random House.

? Gregory, J. & Bridwell, H. (2016). Innovative disruption: Utilising brand to manage and drive change. Journal of
Brand Strategy, 5(2), 142-149.

1 Gregory, J. & Bridwell, H. (2016). Innovative disruption: Utilising brand to manage and drive change. Journal of
Brand Strategy, 5(2), 142-149.

" Kumar, B. R., Arora, D., & Bansal, A. (2015). Valuation of General Electric: a case analysis. International Journal of
Teaching and Case Studies, 6(3), 183-198.

The State of Pensions 2019 9



Collins calls Stage 3 the denial of risk and peril. In this stage, there may be people within the firm
who raise the alarm about pension practices that may have a negative long term effect, and leaders
may ignore this information because they want to believe that the company will be fine without
spending money on any substantive changes. Information may be very clearly pointing towards a
different set of actions, but these facts may be set aside because they are seen as problematic. This
situation can lead to a rapid decrease in morale and performance, especially when pensions are at
risk, as team members see what needs to be done but those in positions of power prefer to keep
their heads in the sand, and the consequences of these kinds of decisions will make the firm
desperate. Immelt wanted to grow the GE business, but he did not rely on the expertise and insight
of individual business units and rather only trusted his own team to make large scale decisions about
the units. This meant that core facets of the brand’s aimed values of sustainability, for example, were
set aside; even though concerns were raised about some of the company’s choices at the time, there
was a decrease in responsiveness as well as concern about a lack of alignment within the firm and its
values.'?

In Stage 4, grasping for salvation, Collins states, a company will be past the point of making internal
fixes that will slow down the risks that they have let take place. In this stage, a company will have to
make bold moves to save a pension from its eventual destruction. The company’s leaders, at this
stage, will have to take more risks in order to avoid the impact of the risks that they did not address
earlier, which means that there is likely to be a significant amount of fallout, in terms of either layoffs
or divestments, or changes in the way that the company is financed. This stage will often involve a
rapid change in leadership in order to address pension issues, or an influx of consultants who can do
little at this point in the process to stem the tide. Recent news reports about GE state that there is so
much financial, social, and market degradation that is associated with the company that they may not
be able to respond in a way that will allow them to keep building the business. The company has
begun to liquidate its assets; in early 2019 the company has had to sell one of its largest aviation
assets in a sudden move to gain capital.

Finally, in Stage 5, capitulation to irrelevance or death, Collins advises that a company may have
already gone through several rounds of Stage 4 type activities. In this stage, there is so much
financial, social, and market degradation that is associated with the company that the pension fund
may be their last hope for keeping afloat, and if they use it, they may still not be able to respond in a
way that will allow them to keep building the business. The company may also just fade away if it
does not have any assets left to sell, depending on how it managed its Stage 4 operations. GE is not
yet in this position, but without substantive changes made, not only will the company’s pension but
its whole operations will be at risk.

One can see that GE's pension issues aligned with its overarching strategic and market issues: these
were not independent problems.

As news reports from recent months tell us,

12 Smith, S.S. (2017). The Financial Effects of Strategic Divestment-An Analysis of GE Capital. Accounting and Finance
Research, 6(4), 244.
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GE's total debt has nearly tripled since 2013. It owed almost $77 billion as of September,
according to calculations by Moody's ... At the same time, GE's business has deteriorated
dramatically, leaving it with less firepower to pay back debt. That means the company is more
leveraged, or reliant on debt ... Wall Street keeps punishing GE stock, signaling deep doubt
about the prospects for a speedy turnaround. GE shares have tumbled 18% this year after
plunging 45% last year."?®

As Collins suggests, it can be said that a company can address these inadequacies if they are willing
to admit when they are going in the wrong direction. As he states, it is not necessary that a company
go out of business because they lose their market share or edge; they can choose to operate for a
short period of time rather than insist on ongoing growth, they can grow slowly and effectively, and
they can adapt by changing their strategies and market models over time. There is not one single
path forward, and companies can also make informed decisions about whether they want to push
through stagnation or simply close the company. This does not have to be a battle or have a negative
impact if it is done thoughtfully with all stakeholders in mind, but the reality is that GE could not
achieve this goal.

Ultimately, it's about leadership and risk management

Actuarial analysis is detailed and complex, but then what do you do with the numbers, what
questions do you ask before writing that cheque?

We need shift in leadership in order to transform pension dynamics. We have to get away from the
mechanics of pension planning and regulations and recognize that what determines success is the
purpose that pensions provide for the people in a company.

A small shift in leadership can transform pension dynamics.

Leadership is often needed to take pension management findings and make them a priority for each
team member involved in decision-making. People in a team will not believe in, support, and
implement needed changes unless they are able to see their value to the organization and to
themselves; this is the psychosocial construct of organizational behaviour. To this end, if a company
or organization wants to be able to make a change to the way in which they operate, they will not
only have to show people the metrics that they are addressing and expecting, but they will have to
create the motivational impetus for change.

Let's look at all of the levels of risk that a company may face in managing their pension.
e Liquidity risk could happen when the company or organization is unable to meet its

obligations due to an inability to support normal business activity or regulatory
requirements, or endure changes to credit ratings

3 Egan, M. (2018). Everything is shrinking at GE except its massive debt. CNN Money, March 16. Retrieved from
https://money.cnn.com/2018/03/16/investing/ge-stock-debt/index.html.
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e Capital risk could happen when a company or organization is unable to maintain
appropriate capital ratios which could lead to an inability to support business activity

e Structural risk could happen related to the management of non-contractual risks and
primarily arises from the impact on the company or organization’s balance sheet of
changes in interest rates on income, or the impact of foreign exchange rates on
capital ratios, such as the expected weakened US dollar in the new year

e Credit risk could happen when and if the company or organization suffers financial
loss if any of its customers, clients or market counterparties fails to fulfill their
contractual obligations

e Operational risk is the risk of direct or indirect impacts resulting from human factors,
inadequate or failed internal processes and systems or external events

e Market risk can occur if the company or organization suffers financial loss due to being
unable to hedge its balance sheet at prevailing market levels linked to changes in
both the level and volatility of prices, interest rates, or foreign exchange rates, such as
the recent fall in global equity markets

All of these risks can have an effect on pensions. That's a reality. But what is it that truly ties all of
these aspects of business together?

Leadership and people.

We can assess the numbers in all of these risk scenarios until the end of time, but it won’t change
how much risk a group takes on unless there is a leadership commitment to lowering the risk
threshold for the company or organization, and people buy into changes that allow them to take
action when and where they see fit. This requires a different way of thinking, one that is grounded in
integrity and emotional awareness.

What this means in practice is that listening to team members and reflecting on an issue can be an
important part of leadership. While a manager may be expected to make a change happen as quickly
as possible, a leader will create space and time to address concerns from the team and provide
opportunities for team members to provide critical feedback before any changes have taken place.
While management expectations are often grounded in numerical assessments, leadership
expectations are often grounded in the assessment of human experience and ideas instead. It is
important that everyone in the organization is able to embody the values of the organization, remain
motivated, and engage forward, creative thinking about how to make constant improvements.

The three most important questions you need to ask in 2019

In order to show leadership, and to build forward momentum in your pension planning right now, you
need to be able to answer the following questions.

Why do you have a pension for your employees?

Andrew Carnegie, the early nineteenth century industrialist, revolutionized pensions as a means to
shift the expectations for retirement in the United States and, later, around the world. In 1901,
Carnegie established large pension funds for his former employees at Homestead and, in 1905, for
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American college professors, funds which are still worth, at present, more than $12 billion and $279
billion, respectively.

Ask yourself why your company or organization has a pension, and what legacy you would like to
leave from this investment.

What result do you want to get?
Pension managers always hope to get better financial results, and improve the way pension work is
done, but it's important to raise your expectations.

How can the strategic goals of the organization be furthered through pension planning? How can you
motivate and align your employees towards sustainable growth with the right plan of action in mind?

How do you know you will get the results you want?

Your company or organization needs clarity on how the any changes to your pension plan will
improve your organization, your organization’s performance, and make your employees happy and
productive.

How can you put the right metrics in place to measure your results? And how will you know whether
your work is having the right effect where it matters: inside your company or organization?

Conclusion

Pensions should be designed for employees. The only way for corporate pensions to succeed is for a
business to succeed. If there is no successful business, there will not be successful pensions. Business
and actuaries need to work together in a fundamentally different way to improve how we look at and
act on pension decisions. That's why corporate pension strategies are the key to add value and
create a sustainable future for businesses.

When shareholders put their capital in an organization, it stimulates employment, business growth,
and capital. But today’s labour and capital has become more intertwined, which make labour and
capital vulnerable. Trillions of dollars in pension capital that workers contributed to and still depend
on are at stake.

While leaders are confident and comfortable in making business strategies that lead to business
growth, planning for the future, they need clarity on understanding what works for employees, and
what can be sustained over the long term. A plan to move forward is one that takes into
consideration people over all other stakeholders. It has to look at how to support the diversity of
opinion that is offered in a large scale operation, and respect the ideas of those who are on the
ground working with customers and clients.

" https://www.pionline.com/article/19991227/PRINT/912270706/steel-baron-andrew-carnegie-pioneered-pension-
funding
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The problem is that current solutions are math heavy. We advocate that leaders take a more common
sense approach to make a bigger impact that would make pension work for business, individuals and
society, one that is grounded in a realistic assessment of where the business world is heading, rather
than actuarial tables. We can no longer separate business and pensions: the GE example shows that
if pensions are compromised, so are businesses.

It's time for innovative change in how we run our futures: pensions can be a strategic part of how we

create incentive, growth, and value for our companies and organizations, and that's where Marris +
Miller can help.
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