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This article offers observation on the stock price response to pension terminations and the relation of terminations with corporate
takeovers in the U.S. Defined-benefit pension plans account for roughly two-thirds of the private pension coverage of employees in the
country.

Participants in defined-benefit plans are promised annuities at retirement that reflect years of service and final wages. Historically, defined
benefit-plans were underfunded — that is, the present value of the amount promised to employees was greater than the assets of the
plans.

Firms sponsoring defined-benefit pension plans that are overfunded — that is, their assets exceed the benefits promised to employees —
are entitled to the excess assets. Under the provisions of the Employee Retirement Income Securities Act of 1974, a sponsoring firm must
first terminate the plan before the excess assets revert to the firm.

Analyzing the stock price response to the termination of overfunded pension plans during 1980-1987 finds a positive effect on
shareholder wealth around the date the terminations are filed, with firms undergoing reorganization experiencing relatively larger reactions
on the file date. No stock price reaction is found on the legal termination date.

However, the reason for positive reaction is a subject of contention in financial research. At issue is whether the positive abnormal returns
reflect a transfer of wealth from plan participants to shareholders or instead result from an efficient restructuring of the corporate balance
sheet. As a policy issue, pension terminations are considered in some circles to be one of the aspects of corporate takeovers that harms
employees.

This docunent is not intended to, and does not relate specifically to any investrment strategy or product that AQR offers. It is being provided merely to provide a framew ork to assist
in the inplerrentation of an investor’s own analysis and an investor’s own view on the topic discussed herein.

This document has been provided to you solely for information purposes and does not constitute an offer or solicitation of an offer or any advice or reconmmendation to purchase
any securities or other financial instruments and may not be construed as such. The factual information set forth herein has been obtained or derived fromsources believed by the
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representation or warranty, express or inplied, as to the information’s accuracy or conpleteness, nor should the attached information serve as the basis of any investrment decision.
This document is not to be reproduced or redistributed to any other person. The information set forth herein has been provided to you as secondary information and should not be
the primary source for any investrrent or allocation decision. Past performance is not a guarantee of future performance. Diversification does not €liminate the risk of experiencing

investrent losses.

This material is not research and should not be treated as research. This paper does not represent valuation judgments with respect to any financial instrument, issuer, security or
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and neither the author nor AQR undertakes to advise you of any changes in the views expressed herein.



The information contained herein is only as current as of the date indicated, and may be superseded by subsequent merket events or for other reasons. Charts and graphs provided
herein are for illustrative purposes only. The information in this presentation has been developed internally and/or obtained fromsources believed to be reliable; how ever, neither
AQR nor the author guarantees the accuracy, adequacy or conpleteness of such information. Nothing contained herein constitutes investment, legal, tax or other advice nor is it to
be relied on in making an investrrent or other decision. There can be no assurance that an investrrent strategy will be successful. Hstoric market trends are not reliable indicators of
actual future market behavior or future performance of any particular investment w hich may differ materially, and should not be relied upon as such. Diversification does not
eliminate the risk of experiencing investment losses.

The information in this paper may contain projections or other forw ard-looking statemments regarding future events, targets, forecasts or expectations regarding the strategies
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