                        Report of the Pension Sub-Committee
             of the Administrative & Finance Committee (A&F)
                                         June 23, 2011

To: Administrative & Finance Committee of the ARRL (the League)
Members of the Pension Sub-Committee:                                                                                      
Jim McCobb, Chairman

Cliff Ahrens

Marty Woll
Dave Sumner

Barry Shelley

Invitees:

Kay Craigie, President ARRL
Robert Clark, Consultant/Investment Advisor/Fiduciary—The Bostonian Group

Phillip Oreto, Plan Actuary---The Standard

During the period since the last A&F meeting in April, 2011, the Committee has held several telephone-conference call meetings with various parties attending as the committee felt appropriate to gather and exchange information as well as to draw conclusions pertaining to the overall process involved in Terminating a Defined Benefit Pension Plan.  Mr. Imlay, the League’s Counsel was contacted by Mr. Shelly for input and guidance.  Notes and Minutes were taken of the proceedings by Mr. Shelly and are available for review upon request.
As the A&F members may recall, Messrs. Clarke and Oreto attended the April A&F meeting and presented charts and related narratives orally and in writing outlining the timing, process, effect on participants and the estimated overall costs relating to the proposed Termination of the Plan. 
One of their primary findings presented under varying scenarios was that the Pension Fund possessed invested assets of approximately $10 million and Liabilities to Participants in the range of $12.5 million, resulting in an estimated deficiency of $2.5 million.  The latter would have to be, upon Termination, covered by the League from its excess operating cash and investments.  The amount of the deficiency is not frozen; the asset and liability values could change over time, depending on future changes in interest rates and the equity and bond markets, thus widening or narrowing the deficiency. Having considered the various factors bearing on the timing of the Termination and the continuing costs of administration of the Plan, the Sub-Committee is recommending that the A&F and the Board act favorably on a motion to Terminate The Plan.
Another major item discussed by Clarke/Oreto was the method of payout to the participants.  They noted that the Plan currently calls for participants to be paid out of Plan assets but if the Plan is Terminated we would have to purchase Annuity Contracts to meet that obligation.  They suggested that League consider amending the Plan to accommodate an alternative method of payment; that being, a Lump-Sum Payment.  The reason for the recommendation was two fold: to give participants the option to take a lump-sum payout and thus providing the potential to reduce the League’s cost of terminating the Plan.  Annuity contracts cost more for any given amount of pension benefit due to their inherent fee structures which are not present with lump-sum payment situations.   A proposed amendment is currently being prepared by The Standard and will be made available to you prior to the meeting.  The Sub-Committee is recommending that the proposed Amendment to add a Lump-Sum payout option be acted on favorably by the A&F and the Board.
The last goal of the presentation by Clarke/Oreto was to make Management and the A&F aware of timing and administrative issues pertaining to a Termination.  Also discussed was the matter of Participant notifications and education prior to their making choices regarding the method of payment.  Such education would be the responsibility of the League and the Fiduciary, The Bostonian Group.  The Standard has indicated that the Plan will have to seek approval from the Pension Benefit Guaranty Corporation (PBGC) to terminate.  In addition, a “Determination Letter” must be sought from the Internal Revenue Service.  Most of the filings will be handled by The Standard along with assistance from Mr. Shelly and, as appropriate, outside counsel including Mr. Imlay.  

Mr. Shelly will be responsible for the day-to-day activities relating to the Termination.
One of the major concerns of the Sub-Committee with the process is the potential for volatility in the valuation of the Plan’s assets.  Simply put, the committee is concerned with the potential for a decline in the investment markets prior to a final payout.  The current deficiency is estimated at $2.5 million which could grow should the stock market decline.  Any erosion in asset value would have to be covered by League’s operating funds and the regular investment portfolio.
This concern led the Sub-Committee to request that the Bostonian Group, as investment advisor, make recommendations regarding how we could at least partially, immunize the portfolio from the potential for large negative market variations and at the same time move in such a fashion that a market decline in assets could be met by an approximately equal decline in the liability to participants.
Messrs McCobb, Woll and Shelly met a couple of times on telephone-conference calls with Mr. Clark for the purpose of hearing and reviewing his written recommendation for such a defensive strategy.  Fundamentally, he recommended that the current asset allocation (65% equities and 35% debt) with a Duration* of 1.2 years versus 11 years for the liability be reallocated into medium term, debt-type instruments with a Duration  approximately equal to that of the Liability. A copy of Mr. Clark’s presentation is available upon request.  The Sub-Committee recommends that the Pension Investment Committee implement such a reallocation with the approval of the A&F and the Board.
In addition to the above, the Sub Committee looked into the cost of accomplishing the Termination, which by the way will be totally borne by the League.  Beyond covering the “Deficiency,” there will be expenses relating to legal fees, filing fees and fees applicable to preparing the various applications and to acquire the Determination Letter from the IRS.  Also, there will be expenses relating to the Payout and for writing the Annuity Contracts.  Exclusive of the fees for the Annuity Contracts, we estimate that the total expense will be in the range of $50,000.  In one of the Bostonian Group’s reports, they estimated that 20% of the participants would elect to take an Annuity Contract.  Mr. Shelly has indicated that he believes that Annuity elections could be in the range of 25 to 30%.  We don’t as of this writing have a fix on the cost of an Annuity.
The Termination process could take up to 18 months to accomplish; and in order to get the ball rolling we have prepared a number of motions for the A&F and the Board which are set forth separately along with introductory comments prepared by Mr. Woll, with input and approval by the other Pension Sub-Committee members.
The Sub-Committee believes that it has had sufficient time and talent available to it to investigate the Termination process.  Thus we feel comfortable with our recommendations.  Should any recipient of the Report have questions or wish to offer any input, please don’t hesitate to contact Mr. Ahrens in his capacity as Chairman of A&F Committee.
Jim McCobb
Note:

* Duration is defined as the weighted average term of all the cash flows (comprised of interest income and principal) from a bond or a portfolio thereof.  See InvestorWords.com or various other sources for further information.
The fundamental purpose for establishing the Sub-Committee was to sort through the various issues relating to the League’s Defined Benefit Pension Plan (the Plan) which was previously “frozen” and to: develop a plan to Terminate the Plan at an appropriate time and report the Committee’s findings and recommendations to the A&F.





The motions cover various issues, with the primary ones requesting A&F and Board approval to:


Terminate the Plan.


Amend the Plan to provide for a Lump-Sum Payment feature.


Authorization to file the necessary applications for determination and approval of the Termination.


Confirmation from the A&F and the Board of its favorable view of the Pension Investment Committee acting on the reallocation strategy recommended by the Bostonian Group.


Utilize the League’s excess operational Cash and funds from the regular investment portfolio to cover any deficiency between the value of Pension Assets and Liabilities.
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