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Liability-Driven Investing for Pensions

Why implementing now presents such a huge opportunity

What is liability-driven investing (LDI)?

Liability-driven investing (LDI) is an investment strategy that seeks to minimize a pension plan’s funding ratio volatility.
To accomplish this, an LDI strategy does not blindly focus on asset growth, but instead centers around aligning pension
investments (assets) much more closely with the structure of the pension’s future payment obligations (liabilities).

At its core, LDl is about risk management. It seeks to minimize the funding gap—the difference between the value of
assets and the present value of liabilities—by structuring investments to reflect key characteristics of the liabilities
they are meant to cover, such as cash flows, duration, and interest rate sensitivity. LDI often employs a liability
hedging allocation, primarily made up of fixed-income instruments like high-quality long-duration bonds. Any excess
assets that are not needed to hedge liabilities can then be used in a return-seeking allocation that may consist of
global equities, private market (alternative) investments, and potentially high-yield fixed income.

There are other terms that are often used to describe the strategy. Some terms associated with LDI strategies include
asset—liability management (ALM), de-risking, immunization, and cash-flow matching. These are all versions of LDI
seeking to accomplish a similar goal: to have the plan’s asset value move similarly to the value of plan liabilities when
interest rates change. This helps to preserve the plan’s funding ratio, protecting it from volatile swings as it moves
through changing economic cycles.

Who could potentially benefit from using an LDI strategy?

e Corporate defined benefit plans

e Public-sector pension plans

e A pension nearing fully funded or overfunded status

e Anunderfunded pension that wants to protect against market fluctuations

LDl is most commonly associated with defined benefit plans that are near fully funded or overfunded. Most defined
benefit plans have seen their funded status ratio improve over the past several years, making now a good time to
consider de-risking from a position of relative strength.

Why now?
Several converging trends make the current environment particularly conducive to adopting or enhancing LDI
strategies:

e Interest rates near their highest level in 20 years. After a prolonged period of low interest rates, the recent shift
to a higher-rate environment has fundamentally changed the LDI landscape. Higher rates reduce the present
value of liabilities, improving funding ratios for many pension plans. This creates an opportunity to lock in gains
and hedge against future volatility by proactively implementing LDI strategies.




e Aging pension plan demographics. Many defined benefit plans are maturing, with more retirees than active
members. As cash outflows increase, the need to match liabilities with dependable, low-volatility income streams
becomes critical.

e Regulatory pressures and fiduciary responsibilities. Global regulatory frameworks increasingly emphasize risk
management and liability awareness, further driving the potential need for LDI adoption. Plan sponsors and
committees have a fiduciary duty to act in the best interest of a plan’s participants. This could mean ensuring the
highest probability that retirees will receive their payments and a plan will remain solvent.

e Market volatility and de-risking trends. In an era of heightened market uncertainty and geopolitical risk, many
institutional investors are looking to de-risk portfolios. LDI offers a disciplined, liability-focused approach that
prioritizes long-term stability over short-term gains.

Why use Nottingham Advisors?

At Nottingham Advisors, we have a team of experienced, highly-credentialed investment
professionals who employ a robust investment management process. We pride ourselves on
delivering a high level of client service while being able to articulate all elements of the portfolio
decision-making process—from portfolio construction to research to implementation to trading—
because all decision are made in-house by our team.

Our experience managing defined benefit plans has allowed us to grow and integrate investment solutions that we
believe are ideal for the DB space. Streamlining our processes has given us the ability to scale our operations so we
can serve each plan with a strong emphasis on quality. As the market environment has changed to a more favorable
interest rate environment for fixed income, we have been able to employ customized LDI solutions for clients who
need to manage cash flows and hedge risks.

By democratizing these solutions, which are typically only accessible to pension plans with very sizable assets,
our pension investment management offering has seen substantial growth over the past several years. In 2025,
Nottingham Advisors was recognized as a 5-Star Wealth Management Team by InvestmentNews.!

Conclusion

Liability-driven investing represents a strategic shift from blindly chasing returns to holistic risk alignment. By focusing
on the structure and sensitivity of liabilities, implementing an LDI strategy allows institutional investors to manage
risks more precisely, improve funding predictability, and better meet their long-term obligations.

As interest rates normalize and funding statuses improve, LDI is not only relevant—it is essential. The window of
opportunity may be fleeting. Typically, in a recession, interest rates will decline and equity markets will fall. This
would reverse the market moves that pension plans have benefitted from so greatly, potentially requiring additional
contributions to the plan in the future. Implementing an LDI strategy now allows plan sponsors to realize the benefits
discussed and mute the negative impact of future market swings.
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Nottingham Aduvisors, Inc. (“Nottingham”) is an SEC registered investment adviser located in Amherst, New York. Registration does not imply a certain level of skill or
training. Nottingham and its representatives are in compliance with the current registration and notice filing requirements imposed upon SEC registered investment
advisers by those states in which Nottingham maintains clients. Nottingham may only transact business in those states in which it is registered, notice filed, or qualifies
for an exemption or exclusion from registration or notice filing requirements. For information pertaining to the registration status of Nottingham, please contact
Nottingham or refer to the Investment Advisor Public Disclosure Website (www.adviserinfo.sec.gov). Any subsequent, direct communication by Nottingham with a
prospective client shall be conducted by a representative that is either registered or qualifies for an exemption or exclusion from registration in the state where the
prospective client resides.

For additional information about Nottingham, including fees and services, send for our Disclosure Brochure, Part 2A or Wrap Brochure, Part 2A Appendix 1 of our Form
ADV using the contact information herein.

Nottingham Financial Group (“NFG”) is the brand name for certain related financial entities which are affiliated through common ownership by Community Bank N.A.
(“CBNA”).

!Please Note: Limitations. Neither rankings nor recognitions by unaffiliated rating services, publications, media, or other organizations, nor the achievement of any
professional designation, certification, degree, or license, membership in any professional organization, or any amount of prior experience or success, should be
construed by a client or prospective client as a guarantee that the client will experience a certain level of results if the investment professional or the investment
professional’s firm is engaged, or continues to be engaged, to provide investment advisory services. A fee was not paid by either the investment professional or the
investment professional’s firm to receive the ranking. The ranking is based upon specific criteria and methodology (see ranking criteria/methodology). No ranking or
recognition should be construed as an endorsement by any past or current client of the investment professional or the investment professional’s firm. ANY QUESTIONS:
Nottingham Advisors Inc.’s Chief Compliance Officer remains available to address any questions regarding rankings and/or recognitions, including the criteria used for
any reflected ranking.

Methodology: In May 2025, InvestmentNews honored the top wealth management firms in America that excelled in growing and retaining clients. Investors across the
country were invited to nominate their advisory teams — defined as groups consisting of four or more advisors — and highlight the standout services that distinguished
these teams. Key areas of focus included: meaningful contributions to clients and the financial industry; deep understanding of client needs; notable impact achieved
over the past 12 months; standout performance based on AUM and team results. The IN team carefully reviewed all nominations, evaluating how each advisory team
made a significant difference for their clients and within the broader financial services industry.



