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Make Sense?

Overview

In light of recent discussions around US corporate tax reform, Michael Moran, Chief Pension Strategist at Goldman
Sachs Asset Management, addresses some of the frequently asked questions we have received on the impact of the
reform on corporate defined benefit ("DB") plans.

Q:

Interest rates may be rising. Corporate tax rates may be falling. Foreign-held cash may be more
accessible. Does it still make sense for corporate DB plan sponsors to consider a borrow-to-fund and
de-risk strategy?

The overall case, which we had previously outlined in our October 2016 report, “Should Sponsors Borrow-to-
Fund and De-Risk Their Plans?” remains largely the same in our view. Eliminating Pension Benefit Guaranty
Corporation (PBGC) variable-rate premiums of 3.4% of underfunding in 2017, which will rise to at least 4.2% by
2019 and head still higher thereafter (based on current law), is equivalent to getting a risk-free, tax-deferred
return of the same amount, in addition to investment earnings, on pension plan contributions. With the recent
jump in interest rates, the case for hedging has strengthened, as there is more room for rates and funding levels
to potentially fall. While it is true that lower tax rates would partially reduce the value of tax deductions and
deferrals, the math may still be compelling and plan sponsors may consider it worthwhile to at least evaluate the
economics of such a potential transaction.

Long-term interest rates have risen about 100 bps since summer 2016. If interest rates are expected to
continue to rise, should a plan sponsor just wait for that to occur, which would help to cure deficits?

If the market expects rates to rise, the expected increase is already baked into the current yield curve, and thus
the current level of liabilities. Profits from increasing rates, in the form of reduced pension liabilities, will only
occur to the extent that rates increase by more than what is already priced into the market. “Waiting for rates to
rise” is effectively making a market call on interest rates. If corporate sponsors wish to express that view,
deeming the risk acceptable, it may likely be more economically efficient to issue debentures and contribute the
proceeds to the pension plan (i.e., borrow-to-fund). Total indebtedness remains the same, as pension debt is
replaced with general corporate debt, and if rates rise, the issued debt can be reacquired at a lower price and the
profit can be realized outside the pension plan.
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Corporate tax reform appears to be on the table. If corporate tax rates are lowered, or if interest
deductibility is eliminated, would the value of the tax benefits from a borrow-to-fund strategy decrease,
potentially making it less attractive?

Yes. However, as noted earlier, the math may still be compelling. This is largely due to the fact that PBGC
variable-rate premiums have increased significantly over the past several years, and eliminating this cost would
create an opportunity for significant savings. In addition, we note that any potential amendments to corporate tax
rates or the deductibility of interest on corporate debt are still uncertain at this time, and it remains unclear
exactly which corporate tax changes may be enacted. Furthermore, even if changes are passed, they may not
be effective until future periods. However, plan sponsors that are considering discretionary contribution activity
(funded by borrowing or not) may want to take action sooner in order to capture a potentially larger tax
deduction.

As part of tax reform, trillions of dollars of foreign-held cash may become eligible for repatriation at a
lower tax rate. If that occurs, should a plan sponsor use that cash to plug deficits rather than raise new
capital through the debt markets?

Perhaps. It is important to remember that pension debt is a real debt obligation, and is often more expensive to
carry than other forms of debt. For this reason, a borrow-to-fund strategy is often effective. PBGC variable-rate
premiums add to financing costs, and should be factored into management’s decisions around capital structure.
While borrowing to fund often involves replacing more expensive debt with less expensive debt, there may be
more efficient ways to eliminate expensive debt. The key is that reducing expensive pension debt has the ability
to add value for shareholders, even if it is replaced with other (less expensive) debt.

The Department of the Treasury and the Internal Revenue Service (IRS) have finally gotten around to
proposing changes in the mortality tables that are used to calculate liabilities for funding and PBGC
premium purposes. If that change is finalized as proposed, how would that impact the attractiveness of a
borrow-to-fund strategy?

The size of transactions that would be considered attractive would likely increase. The pending change, which
we believe is likely to be adopted as proposed or in some form with similar effect, would increase the liability
measure which determines PBGC variable-rate premiums. Recall that when mortality changes were enacted for
Generally Accepted Accounting Principles (GAAP) reporting purposes in 2014, many plans saw their gross
pension liabilities increase around 4%-6%. All else equal, measured funding levels would decline and unless the
plan is, and remains, overfunded on this basis, PBGC variable-rate premiums would likely increase, as would the
contribution needed to eliminate them.
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Disclosures

THESE MATERIALS ARE PROVIDED SOLELY ON THE BASIS THAT THEY WILL NOT CONSTITUTE INVESTMENT ADVICE AND WILL NOT FORM A PRIMARY BASIS FOR ANY
PERSON'S OR PLAN'S INVESTMENT DECISIONS, AND GOLDMAN SACHS IS NOT A FIDUCIARY WITH RESPECT TO ANY PERSON OR PLAN BY REASON OF PROVIDING THE
MATERIAL OR CONTENT HEREIN. PLAN FIDUCIARIES SHOULD CONSIDER THEIR OWN CIRCUMSTANCES IN ASSESSING ANY POTENTIAL INVESTMENT COURSE OF
ACTION.

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.

Prospective investors should inform themselves as to any applicable legal requirements and taxation and exchange control regulations in the countries of their citizenship, residence or
domicile which might be relevant.

Goldman Sachs does not provide accounting, tax, or legal advice. Notwithstanding anything in this document to the contrary, and except as required to enable compliance with applicable
securities law, you may disclose to any person the US federal and state income tax treatment and tax structure of the transaction and all materials of any kind (including tax opinions and
other tax analyses) that are provided to you relating to such tax treatment and tax structure, without Goldman Sachs imposing any limitation of any kind. Investors should be aware that a
determination of the tax consequences to them should take into account their specific circumstances and that the tax law is subject to change in the future or retroactively and investors
are strongly urged to consult with their own tax advisor regarding any potential strategy, investment or transaction.

The economic and market forecasts presented herein are for informational purposes as of the date of this presentation. There can be no assurance that the forecasts will be achieved.
Please see additional disclosures at the end of this presentation.

Economic and market forecasts presented herein reflect a series of assumptions and judgments as of the date of this presentation and are subject to change without notice. These
forecasts do not take into account the specific investment objectives, restrictions, tax and financial situation or other needs of any specific client. Actual data will vary and may not be
reflected here. These forecasts are subject to high levels of uncertainty that may affect actual performance. Accordingly, these forecasts should be viewed as merely representative of a
broad range of possible outcomes. These forecasts are estimated, based on assumptions, and are subject to significant revision and may change materially as economic and market
conditions change. Goldman Sachs has no obligation to provide updates or changes to these forecasts. Case studies and examples are for illustrative purposes only.

Past performance does not guarantee future results, which may vary. The value of investments and the income derived from investments will fluctuate and can go down as
well as up. A loss of principal may occur.

This information discusses general market activity, industry or sector trends, or other broad-based economic, market or political conditions and should not be construed as research or
investment advice. This material has been prepared by GSAM and is not financial research nor a product of Goldman Sachs Global Investment Research (GIR). It was not prepared in
compliance with applicable provisions of law designed to promote the independence of financial analysis and is not subject to a prohibition on trading following the distribution of financial
research. The views and opinions expressed may differ from those of Goldman Sachs Global Investment Research or other departments or divisions of Goldman Sachs and its affiliates.
Investors are urged to consult with their financial advisors before buying or selling any securities. This information may not be current and GSAM has no obligation to provide any updates
or changes.

Views and opinions expressed are for informational purposes only and do not constitute a recommendation by GSAM to buy, sell, or hold any security. Views and opinions are current as
of the date of this presentation and may be subject to change, they should not be construed as investment advice.

References to indices, benchmarks or other measures of relative market performance over a specified period of time are provided for your information only and do not imply that an
investor's portfolio will achieve similar results. The index composition may not reflect the manner in which a portfolio is constructed. While an adviser seeks to design a portfolio which
reflects appropriate risk and return features, portfolio characteristics may deviate from those of the benchmark.

The indices referenced herein have been selected because they are well known, easily recognized by investors, and reflect those indices that the Investment Manager believes, in part
based on industry practice, provide a suitable benchmark against which to evaluate the investment or broader market described herein.

United Kingdom and European Economic Area (EEA): In the United Kingdom, this material is a financial promotion and has been approved by Goldman Sachs Asset Management
International, which is authorized and regulated in the United Kingdom by the Financial Conduct Authority. Switzerland: For Qualified Investor use only - Not for distribution to general
public. This document is provided to you by Goldman Sachs Bank AG, Zirich. Any future contractual relationships will be entered into with affiliates of Goldman Sachs Bank AG, which
are domiciled outside of Switzerland. We would like to remind you that foreign (Non-Swiss) legal and regulatory systems may not provide the same level of protection in relation to client
confidentiality and data protection as offered to you by Swiss law.

Hong Kong: This material has been issued or approved for use in or from Hong Kong by Goldman Sachs (Asia) L.L.C.

Singapore: This material has been issued or approved for use in or from Singapore by Goldman Sachs (Singapore) Pte. (Company Number: 198602165W) and Goldman Sachs Asset
Management (Singapore) Pte. Ltd. (Company Number: 201329851H).
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Australia: This material is distributed by Goldman Sachs Asset Management Australia Pty Ltd ABN 41 006 099 681, AFSL 228948 (‘GSAMA') and is intended for viewing only by
wholesale clients for the purposes of section 761G of the Corporations Act 2001 (Cth). This document may not be distributed to retail clients in Australia (as that term is defined in the
Corporations Act 2001 (Cth)) or to the general public. This document may not be reproduced or distributed to any person without the prior consent of GSAMATo the extent that this
document contains any statement which may be considered to be financial product advice in Australia under the Corporations Act 2001 (Cth), that advice is intended to be given to the
intended recipient of this document only, being a wholesale client for the purposes of the Corporations Act 2001 (Cth). Any advice provided in this document is provided by either
Goldman Sachs Asset Management International (GSAMI), Goldman Sachs International (GSI), Goldman Sachs Asset Management, LP (GSAMLP) or Goldman, Sachs & Co. (GSCo).
Both GSCo and GSAMLP are regulated by the US Securities and Exchange Commission under US laws, which differ from Australian laws. Both GSI and GSAMI are regulated by the
Financial Conduct Authority and GSl is authorized by the Prudential Regulation Authority under UK laws, which differ from Australian laws. GSI, GSAMI, GSCo, and GSAMLP are all
exempt from the requirement to hold an Australian financial services licence under the Corporations Act of Australia and therefore do not hold any Australian Financial Services Licences.
Any financial services given to any person by GSI, GSAMI, GSCo or GSAMLP by distributing this document in Australia are provided to such persons pursuant to ASIC Class Orders
03/1099 and 03/1100.No offer to acquire any interest in a fund or a financial product is being made to you in this document. If the interests or financial products do become available in
the future, the offer may be arranged by GSAMA in accordance with section 911A(2)(b) of the Corporations Act. GSAMA holds Australian Financial Services Licence No. 228948. Any
offer will only be made in circumstances where disclosure is not required under Part 6D.2 of the Corporations Act or a product disclosure statement is not required to be given under Part
7.9 of the Corporations Act (as relevant).FOR DISTRIBUTION ONLY TO FINANCIAL INSTITUTIONS, FINANCIAL SERVICES LICENSEES AND THEIR ADVISERS. NOT FOR
VIEWING BY RETAIL CLIENTS OR MEMBERS OF THE GENERAL PUBLIC.

Malaysia: These materials are issued by Goldman Sachs (Malaysia) Sdn Bhd in connection with the fund management services it provides and is solely for your information and upon
your request. Such information is not intended to be used by anyone other than you unless you have obtained our express written consent. The information provided herein does not
constitute an offer or solicitation to any person with respect to the purchase or sale of any security. This material is issued in or from Malaysia by Goldman Sachs( Malaysia) Sdn Bhd (
880767W).

China: Please note that neither Goldman Sachs (Asia) L.L.C. nor any other entities involved in the Goldman Sachs Asset Management (GSAM) business maintain any licenses,
authorisations or registrations in the People’s Republic of China ("PRC") nor are any of the GSAM funds registered in the PRC. This material has been issued or approved for use in or
from Hong Kong by Goldman Sachs (Asia) L.L.C.

South Korea: Goldman Sachs (Asia) L.L.C. is registered as a Cross-Border Discretionary Investment Management Company and a Cross-Border Investment Advisory Company with the
Korean Financial Supervisory Commission, and as a licensed corporation for, amongst other regulated activities, advising on securities and asset management with the Hong Kong
Securities & Futures Commission. This material has been issued or approved for use in or from Hong Kong by Goldman Sachs (Asia) L.L.C.

Taiwan: This material is provided at your request for informational purposes only and does not constitute a solicitation in any jurisdiction in which such a solicitation is unlawful or to any
person to whom it is unlawful. Not all services or products can be made available in Taiwan. The Goldman Sachs companies involved in any such activities do not maintain any licenses,
authorisations or registrations in Taiwan. The services described herein may not be offered to Taiwan resident investors unless they are made available in and from a jurisdiction outside
Taiwan. This material has been issued or approved for use in or from Hong Kong by Goldman Sachs (Asia) L.L.C."

Canada: This material has been communicated in Canada by Goldman Sachs Asset Management, L.P. (GSAM LP). GSAM LP is registered as a portfolio manager under securities
legislation in certain provinces of Canada, as a non-resident commodity trading manager under the commodity futures legislation of Ontario and as a portfolio manager under the
derivatives legislation of Quebec. In other provinces, GSAM LP conducts its activities under exemptions from the adviser registration requirements. In certain provinces, GSAM LP is not
registered to provide investment advisory or portfolio management services in respect of exchange-traded futures or options contracts and is not offering to provide such investment
advisory or portfolio management services in such provinces by delivery of this material.

Japan: This material has been issued or approved in Japan for the use of professional investors defined in Article 2 paragraph (31) of the Financial Instruments and Exchange Law by
Goldman Sachs Asset Management Co., Ltd.

The figures published here are estimated and unaudited as of 12/31/16, and are subject to potentially significant revisions over time. This example is for illustrative purposes only and is
not an actual result. If any assumptions used do not prove to be true, results may vary substantially. Estimates are provided by estimating assumed asset returns and change in liabilities

due to interest rates.

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.

Prospective investors should inform themselves as to any applicable legal requirements and taxation and exchange control regulations in the countries of their citizenship, residence or
domicile which might be relevant.

High-yield, lower-rated securities involve greater price volatility and present greater credit risks than higher-rated fixed income securities.
The currency market affords investors a substantial degree of leverage. This leverage presents the potential for substantial profits but also entails a high degree of risk including the risk

that losses may be similarly substantial. Such transactions are considered suitable only for investors who are experienced in transactions of that kind. Currency fluctuations will also affect
the value of an investment.
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The strategy may include the use of derivatives. Derivatives often involve a high degree of financial risk because a relatively small movement in the price of the underlying security or
benchmark may result in a disproportionately large movement in the price of the derivative and are not suitable for all investors. No representation regarding the suitability of these
instruments and strategies for a particular investor is made.

Emerging markets securities may be less liquid and more volatile and are subject to a number of additional risks, including but not limited to currency fluctuations and political instability.

Foreign securities may be more volatile than investments in U.S. securities and will be subject to a number of additional risks, including but not limited to currency fluctuations and political
developments.

An investment in real estate securities is subject to greater price volatility and the special risks associated with direct ownership of real estate.

Confidentiality

No part of this material may, without GSAM's prior written consent, be (i) copied, photocopied or duplicated in any form, by any means, or (ii) distributed to any person that is not an
employee, officer, director, or authorized agent of the recipient.
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