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Financial Accounting Standards Board (FASB)
guidance will change reporting of Net Periodic
Pension Costs (NPPC)

As 2017 draws to a close, we highlight below important benefits that
may be realized by increasing funding to your pension plan now
(rather than later):

Increasing Pension Benefit Guarantee Corporation
(PBGC) premiums in 2018 and beyond
The PBGC assesses mandatory insurance premiums (that is, taxes) on
the sponsors of U.S.-based defined benefit (DB) pension plans. The
variable rate portion of these premiums is determined by the amount
of pension funding shortfall, and is set to rise significantly in 2018
and following years, thereby increasing sponsor costs per dollar of
underfunding. The fixed rate portion, based on the number of plan
participants, is also set to rise sharply. In light of these higher pension
costs, an increasingly attractive strategy is to fund-up the pension
plan to attempt to reduce or eliminate the variable rate premiums and
to offer lump sums for participants with low balances to reduce flat
rate premiums.

U.S. corporate tax rates may be reduced
A widely held view is that the top corporate tax bracket will be
reduced in forthcoming tax reform, perhaps from 35% to 20% in tax
year 2018 or soon thereafter. Depending on how this headline rate
reduction is funded—for instance foreign earnings repatriation,
interest deductibility limitations, etc.—the impact will likely vary from
one business to the next. But one unambiguous benefit for shareholders would be reaping the full tax-benefit for making pension
contributions now while tax rates are higher. So while there can be no
assurance about the outcome of corporate tax reform, on balance it is
likely a good strategy to accelerate pension plan funding to attempt
to take advantage of the certainty of current tax law.

Return-seeking assets are richly valued
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Beginning in 2018, NPPC that are reported in operating income on
plan sponsors’ income statements will reflect only accrual of plan
benefits earned during the period. Legacy pension costs that are part
of the current NPPC calculation will move to non-operating income,
and importantly, the plan sponsor’s estimate of Expected Return
on Assets (EROA) will no longer directly act as an offset of pension
expense. In most situations this is likely to increase the pension cost
component reported within operating income, thus reducing operating
income. We believe a dollar of operating income is given greater
weight by capital markets than a dollar of non-operating income in
measurements of business performance. Because of this, there may
be a reason to review the plan’s investment strategy, and the result
might be a decision to fund-up and de-risk the pension plan.

Borrowing rates remain near record lows
Why lock-in a liability that is currently highly valued by instigating a
liability hedge when discount rates are so low? Our answer: it can be
done cheaply as borrowing costs for many plan sponsors are also at
historically cheap levels. The net result is that this is not overall an
expensive proposition. To summarize, exceptionally low borrowing
rates allow an underfunded plan to fund-up the pension plan, avoid
escalating variable rate PBGC premiums, realize an important tax
benefit from pension contributions, avoid the risk of drawdown, and
mitigate uncertainty of pension plan impact on the calculation of key
operating and balance sheet metrics. Our research has found that
pension plans with access to inexpensive capital and/or those that
face higher marginal tax rates may benefit most from a borrow-tofund strategy.

The strength and length of the bull market in equities has improved
the funded status of many plans over the past several years. But will
that last, or is it a good time to lock into some of those gains? The
hope of future funding improvements is often baked into the glide
path strategies of most underfunded plans. To our minds it makes
sense to reappraise those strategies regularly, and if it is deemed
appropriate it might be useful to step ahead of the natural de-risking
timeline if the outlook for uncertainty and downside risk is elevated.
Such a de-risking strategy can be conveniently executed by adding
incremental funding to the plan, thereby moving ahead on the
planned glide path and thus helping reduce funded status volatility.
| 1 |

Market insights | November 2017
Disclosures
Wells Fargo Asset Management (WFAM) is the trade name for certain investment advisory/management firms owned by Wells Fargo & Company. These firms
include but are not limited to Wells Capital Management Inc. and Wells Fargo Funds Management, LLC. Certain products managed by WFAM entities are distributed
by Wells Fargo Funds Distributor, LLC (a broker/dealer and Member FINRA).
Unless otherwise stated, Wells Fargo & Company and WFAM do not provide investment advice to, or act in a fiduciary capacity for, any investor during the sales
process and make no representation or warranty (express or implied) regarding the adequacy, accuracy, or completeness of any information in the material. Unless
otherwise stated, the views expressed in the material do not necessarily reflect the views of Wells Fargo & Company, WFAM, or their affiliates.
Wells Fargo & Company and its affiliates may from time to time provide advice with respect to acquire, hold, or sell a position in the securities or instruments named
or described in this document.
Distribution in EMEA: FOR PROFESSIONAL CLIENTS ONLY. The information contained in this document is for professional clients and eligible counterparties only
and should not be distributed to, read, or relied upon by retail clients, as defined in the Markets in Financial Instruments Directive (Directive 2014/65/EU)
(MiFID II) and the relevant local implementation acts.
For the purpose of Section 21 of the Financial Services and Markets Act 2000 (FSMA), the content of this document has been approved for distribution by Wells
Fargo Securities International Limited (WFSIL). WFSIL does not provide investment services to retail clients. The rules made under FSMA for the protection of retail
clients will therefore not apply, nor will the U.K. Financial Services Compensation Scheme be available.
WFSIL is authorized and regulated by the U.K. Financial Conduct Authority (FCA) and is registered as an EEA Authorized Firm with the German Federal Financial
Supervisory Authority (Bundesanstalt für Finanzdienstleistungsaufsicht) and with the French regulators (l’Autorité de contrôle prudentiel et de résolution and
l’Autorité des Marches Financiers). Recipients of this document should note that WFSIL does not act for or provide investment advice to prospective or existing
clients. All investments contain risk, including market risk, liquidity risk, and exchange rate risk. The value, price, or income of investments or financial instruments
can fall as well as rise and is not guaranteed. You may not get back the amount originally invested.
Past performance figures are not indicative of future results. Any past performance, forecast, projection, simulation, or target is indicative only and not
guaranteed in any way. Any performance data is presented for illustrative purposes only and is not a guide to future performance.
Unless otherwise stated, WFAM is the source of all data and all data is as of the date of the presentation. Information in this document may be obtained or derived
from sources believed to be reliable, although there is no guarantee that it is accurate or complete. Any opinions, assumptions, or estimates contained in this
document are subject to change without notice, are provided for informational purposes only, and should not be relied upon.
ECM Asset Management Ltd. (WFAM Credit Europe) and Wells Fargo Asset Management (International), LLC (Multi-Asset Solutions and Global Fixed Income), are
owned by Wells Capital Management Incorporated and are authorized and regulated by the FCA. Material produced by them is for informational purposes only and
does not constitute investment advice or an investment recommendation as defined under MiFID II and implemented by the FCA, unless expressly stated otherwise.
Any market or investment views expressed are not intended to be investment research as defined under MiFID II and implemented by the FCA. This document has
not been prepared in line with the FCA requirements designed to promote the independence of investment research and is not subject to any prohibition on
dealing ahead of the dissemination of investment research.
THIS MATERIAL DOES NOT CONSTITUTE AN OFFER OR SOLICITATION IN ANY JURISDICTION WHERE OR TO ANY PERSON TO WHOM IT WOULD BE UNAUTHORIZED
OR UNLAWFUL TO DO SO.
For distribution in Denmark: These materials are provided solely for use in a private meeting and are intended for informational and discussion purposes only. The
views expressed herein represent the opinions of the investment advisor and are not intended as a forecast or guarantee of future results for any product or service.
The investment advisor has not been approved to provide investment management services by the Danish Financial Supervisory Authority. For distribution in
Liechtenstein: This document does not constitute an invitation to the public in Liechtenstein to provide portfolio management services to residents of Liechtenstein
on a separate account basis and this document will not be and may not be issued, passed to, or made available to the public in Liechtenstein.
For distribution in the DIFC: Materials distributed by Wells Fargo Bank National Association (WFBNA) DIFC Branch is regulated by Dubai Financial Services Authority.
WFBNA DIFC Branch deals with only professional clients as defined by the DFSA.
Distribution in Latin America: Wells Fargo & Company provides financial services in Asia, Canada, Europe, and Latin America through its duly authorized and
regulated subsidiaries. In Europe, banking services are provided through Wells Fargo Bank International (WFBI), directly regulated by the Central Bank of Ireland, and
Wells Fargo Bank, N.A., London Branch, authorized by the Prudential Regulation Authority (PRA), and regulated by the Financial Conduct Authority (FCA) and the
PRA. All products and services may not be available in all countries. Each situation needs to be evaluated individually and is subject to local regulatory requirements.
Distribution in Canada: The foregoing materials (the materials) are not an offer or commitment for any products or transactions. Our willingness to enter into any
transaction is subject to final credit approval, agreement on transaction terms, and compliance to our satisfaction with all applicable legal and regulatory
requirements, including onboarding and relationship documentation. Transactions will be entered into with qualified parties only in permitted jurisdictions. Terms,
rates, prices, and structures in the materials are indicative only and should not be relied upon as the terms, rates, prices, or structures on which we or anyone else
would be willing to enter into, terminate, or transfer a transaction with you or relied upon for any other purpose. Actual rates and prices may be higher or lower
depending on market conditions at the time of execution. Any historical information provided in the materials is for information only, and past performance may
not be relied upon as a guarantee of future results. Examples in the materials are hypothetical only and are not a prediction of future results. There are frequently
sharp differences between projections or forecasts and the actual results achieved.
Distribution in Australia: Wells Capital Management is exempt from the requirements to hold an Australian financial services license in respect of the financial
services it provides to wholesale clients in Australia. Wells Capital Management is regulated under U.S. laws, which differ from Australian laws. Any offer or
documentation provided to Australian recipients by Wells Capital Management in the course of providing the financial services will be prepared in accordance with
the laws of the United States and not Australian laws. Management in the course of providing the financial services will be prepared in accordance with the laws of
the United States and not Australian laws.
Distribution in Hong Kong: This presentation is distributed in Hong Kong by Wells Fargo Securities Asia Limited (WFSAL), a Hong Kong incorporated investment
firm licensed and regulated by the Securities and Futures Commission to carry on types 1, 4, 6, and 9 regulated activities (as defined in the Securities and Futures
Ordinance (Cap. 571 The Laws of Hong Kong), the SFO). This report is not intended for, and should not be relied on by, any person other than professional investors
(as defined in the SFO). Any securities and related financial instruments described herein are not intended for sale nor will be sold to any person other than
professional investors (as defined in the SFO). The author or authors of this presentation is or are not licensed by the Securities and Futures Commission. Professional
investors who receive this presentation should direct any queries regarding its contents to Ignatius Choong at WFSAL (email: ignatius@wellsfargo.com).
Distribution in South Korea: This document is distributed in the Republic of Korea by Wells Capital Management Incorporated.
Distribution in China: This document does not constitute an offer or solicitation for the provision of investment portfolio management services in the People’s |
Republic of China (excluding Hong Kong, Macau, and Taiwan, the PRC) to any person to whom it is unlawful to make the offer or solicitation in the PRC. Wells 5 |
Fargo Asset Management does not represent that investment portfolio management services may be lawfully offered, in compliance with any applicable
registration or other requirements in the PRC, except under circumstances that will result in compliance with any applicable laws and regulations.

| 2 |

