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■

The growth in pension liabilities within the United States, along with expanded disclosure
requirements and the use of market-based accounting standards for financial statements, has
led sponsors to consider corporate finance implications as they manage their pension plan.

■

The three main areas where the finances of a defined benefit pension plan can affect an
organization’s corporate financial statements are: the balance sheet, where the funded
position is recognized; the income statement, where the pension expense is recognized;
and the corporate cash flow statement, which reflects annual contributions to fund the plan.

■

More and more over the last decade, sponsors have used a combination of plan design
changes, asset allocation changes, and liability transfers to offset the impact of pension
volatility on their corporate financial statements.

Acknowledgment: The author thanks Kimberly Stockton and Nathan Zahm, whose paper on corporate pension finance
informs this new work (Stockton and Zahm, 2015).
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Introduction
Decisions made in the management of a pension plan
can directly affect a plan sponsor’s current and future
financial health. Over the past two decades, pension
liabilities have more than doubled in size as a result of
years of benefit accruals, declining interest rates, and an
aging workforce.1 Along with expanded disclosure
requirements and the adoption of market-based accounting
standards, this growth has led sponsors to consider the
corporate finance implications of how they manage their
pension plan.2 Increasingly, decisions regarding plan
design, asset allocation, and liability transfers are being
made based on their expected impact on corporate
financial statements.
The term corporate finance refers to the framework by
which companies make long- and short-term decisions to
maximize shareholder value. One key tenet of corporate
finance is that organizations should take risk in their primary
areas of expertise, where they believe they will be
rewarded because they have a business advantage.
Another is that organizations should reduce or hedge
risks from ancillary operations, including areas like the
management of pension investments or foreign exchange
rates. In this spirit, many pension sponsors have adopted
a “first do no harm” approach, whereby they manage
the pension plan to minimize any potential negative impact
on corporate financial statements.
From a corporate finance perspective, a pension plan’s
financial results must be viewed in the context of the
plan sponsor’s overall financial position. Key measures
that a sponsor should consider include the size of the
plan relative to the size of the company (liability as a
percentage of market capitalization), the pension plan’s
impact on the balance sheet (annual change in the plan’s
surplus or deficit), income statement (pension expense
as a percentage of net income), and cash flow statement
(required contributions as a percentage of free cash
flow). In addition, unfunded pension liability is considered
a debt of the sponsor and is often added to other forms
of debt when calculating corporate debt ratios.

Major trends that have affected U.S. pension plans over
the past decade include the closing/freezing of plans, the
adoption of liability-driven investing (including asset
allocation glide paths), and the transfer of liability to
individual participants or insurance companies. The
common thread across these three trends is that they all
reflect plan sponsors’ efforts to reduce or offset the risk
placed on their finances by the pension plan.
In the next three sections, we will take an in-depth look
at how pension risk can affect a company’s balance
sheet, income statement, and cash flow statement.
Finally, we will analyze how the trends in U.S. pension
plans described earlier have affected corporate financial
statements.

Balance sheet risk
Under both U.S. and international accounting standards, a
plan sponsor must disclose the pension plan’s funded
position, on a marked-to-market basis, as part of the
company’s overall corporate balance sheet.3 (The amount
disclosed is considered an asset of the company if the
plan is overfunded; it is considered a liability of the
company if the plan is underfunded.) Because the plan’s
funded position flows directly to the corporate balance
sheet, any unexpected change in funded position will
cause balance sheet volatility. Sponsors frequently
consider using one—or both—of two levers to limit the
influence of the pension plan on the balance sheet: asset
allocation, and directly reducing the size of the pension
plan (typically via a plan freeze or liability transfer).

1 T he total pension liability for corporations in the S&P 500 has increased from $1.0 billion in 2002 to nearly $2.5 billion at the end of 2020, according to a FactSet
compilation of annual Form 10-K financial filings with the SEC by U.S. corporations.
2 International and U.S. accounting standards mandate that companies report both the current market value of pension assets and the value of pension liability on their
annual financial statements.
3 Note that this paper is written from the perspective of a plan sponsor with a pension plan that is governed by U.S. private-sector accounting standards and minimum
funding regulations. We address these regulations at a high level, rather than explain them in detail, as our focus is on the relationship between the pension plan and
the financial statements of its sponsor.
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A sponsor can seek to mitigate balance sheet risk
through asset allocation by investing in a bond portfolio
with interest-rate and credit-spread sensitivity designed
to offset their liability risk. This is frequently called a
liability-driven investment strategy.

Reducing balance sheet risk through asset allocation

The impact of the pension plan’s funded position on the
corporate balance sheet is an asset-liability risk; that is, it is
a risk directly related to how the plan’s assets and liabilities
respond to changes in financial markets. Because pension
obligations are payable over a long period of time and are
valued using current market yields on corporate bonds,
pension liability values are considered to have the
investment qualities of a long-duration corporate bond. In
other words, the pension liability can be thought of as a
negative investment, or a short position, in long-duration
corporate bonds. All else being equal, if corporate bond
yields rise, liability values will fall, improving the company’s
balance sheet position. Conversely, if yields fall, liability
values will rise, hurting the balance sheet position. In
effect, then, the pension is a bet that corporate bond
yields will rise.

Figure 1 presents the potential risk management benefits
of implementing a partial or full liability-driven investment
strategy on a hypothetical 80 percent funded plan of
typical size, with a 1:10 liability/market-capitalization ratio.

Figure 1. Estimated impact of a down market on a corporation’s balance sheet under different allocation approaches
$ in millions
After down market, by allocation approach
Prior to
down market

Total
return

Partial liabilitydriven

Full liabilitydriven

Pension assets

$800

$ 771

$ 826

$ 904

Pension liabilities

1,000

1,120

1,120

1,120

Unfunded liability

200

349

294

216

Balance sheet impact

—

149

94

16

Market capitalization

10,000

9,000

9,000

9,000

2.0%

3.9%

3.3%

2.4%

—

1.7%

1.0%

0.2%

Unfunded liability as a percentage of market capitalization
Balance sheet impact as a percentage of market capitalization

Notes: Calculations in this table are based on hypothetical plan assumptions for a plan that is $1 billlion in size and funded at 80%. The down market scenario is a 10%
decline in the equity market and a 1% decrease in interest rates. The total return approach is a portfolio with 60% global equities and 40% core fixed income. The partial
liability-driven approach is a portfolio with 60% in global equities and 40% long-duration fixed income, with duration equal to the duration of the pension liabilities. The full
liability-driven approach is a portfolio with 20% global equities and 80% long-duration fixed income, such that the plan is 100% hedged to interest rate risk.
Source: Vanguard.
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To sum up: The larger the size of the plan relative to that
of the corporation, the more the sponsor will be
motivated to take action to limit the plan’s impact on
corporate financial statements.

Reducing balance sheet risk by reducing the size of the
pension plan

A smaller plan will have less impact on a sponsor’s financial
statements than a larger plan will. A sponsor has two
primary ways to immediately reduce the size of the pension
plan: a plan freeze or a liability transfer. Sponsors can use
one method, or both. In many cases, freezing the plan
immediately reduces the liability, as future salary increases
will no longer increase the benefit paid out to any
participant.4 Under U.S. accounting standards, the plan’s
liability is reduced from the projected benefit obligation to
the accumulated benefit obligation.

Key balance sheet risk measures and factors that are
frequently considered from a corporate finance
perspective include:
• Liability relative to size of the company (liability/market
capitalization).
• Unfunded liability relative to size of the company
(unfunded liability/market capitalization).

Liability transfers can also have an immediate (and
sometimes dramatic) effect on the size of a pension plan, as
shown in Figure 2. In a liability transfer, a sponsor reduces
the plan’s size by paying lump-sum benefits to terminated
vested participants or purchasing annuities for retired
participants through an insurance company. Figure 2 shows
a plan that does both, which is commonly the case.

• Value at Risk (VaR) of the funded position relative to
the size of the company (VaR/market capitalization).5
• The impact of corporate debt ratios on company
finances when an unfunded pension plan is
considered debt.

Figure 2. A liability transfer can reduce a pension plan’s size relative to the corporation
$ in millions
Before liability transfer

Active liability

Amount of
liability transferred

After liability transfer

$350

$0

$350

Terminated vested liability

150

75

75

Retiree liability

500

425

75

1,000

500

500

10,000

—

10,000

10%

—

5%

Total plan liability
Company’s market capitalization
Liability as a percentage of market capitalization

Notes: Calculations in this table are based on hypothetical plan assumptions for a plan that is $1 billion in size and funded at 80%. The down market scenario is a 10%
decline in the equity market and a 1% decrease in interest rates.
Source: Vanguard.

4 Both a plan freeze, which eliminates annual benefit accruals, and a plan closure, which reduces annual benefit accruals, will cause a plan to be smaller in the future
than if it had remained open to new participants. Freezing or closing a plan will decrease the future size of the plan and therefore reduce its impact on the corporate
financial statements. These changes, however, can accumulate slowly and therefore may take time to be realized.
5 VaR can be thought of as the 95th-percentile impact on funded status based on a set of capital market assumptions that stress tests the value of both assets and
liabilities.
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Income statement risk
A crucial part of pension accounting is the calculation of
pension expense, a measure of the annual financial
“cost” of operating a pension plan.6 A company’s annual
pension expense directly offsets a corporation’s income
from other sources, including its primary business. If
pension expense is a meaningful percentage of overall
income, then annual changes in pension expense could
be a meaningful contributor to earnings volatility. In the
U.S., the calculation of pension expense does allow for
some “smoothing” or delayed recognition of various plan
experience, and this smoothing dampens much of the
volatility that would otherwise be present.7
The ability to smooth components of pension expense
may seem like a good thing for a corporation looking to
present stable earnings results—but smoothing often
masks the risks a company is taking with respect to their
pension plan, and it may even cause them to take more
risk than they realize. For this reason, many financial
analysts are trained to adjust pension expense to remove
this smoothing and therefore represent the expense in a
more “economic” or market-based form.8 The main
ways they do this is by removing expected return on
assets and replacing it with actual return on assets and

recognizing demographic and other economic gains and
losses as they occur.9 There is no official name for this
version of pension expense, so we will refer to it as
analyst-adjusted pension expense. We suggest that
sponsors follow this lead and analyze pension expense
using both the standard calculation as well as the
common analyst adjustments.
In Figure 3, we look at differences in how standard
pension expense and three types of analyst-adjusted
pension expense affect a company’s income statement in
a down market scenario. In each case, we compare the
pension expense, on a percentage basis, with a company’s
income prior to the reflection of its pension expense, to
find what percentage of income is used to “pay for” the
annual pension expense. As the figure shows, the analystadjusted pension expense is much higher than the
standard pension expense. This is because the impact of
the market downturn is recognized in the year it occurs,
rather than over a period of years. However, the impact on
analyst-adjusted pension expense from a market downturn
could be limited through asset allocation, specifically a
liability-driven investing approach. As discussed earlier in
the section on balance sheet risk, a liability-driven
investment strategy will offset increases in the liability
linked to falling interest rates by increasing asset values.

Figure 3. Estimated impact of a down market on a corporation’s income statement under different allocation approaches
$ in millions
Analyst-adjusted accounting method
Standard
accounting

Total return
allocation

Partial liabilitydriven allocation

Full liabilitydriven allocation

Service cost

$24

$28

$28

$28

Interest cost

30

22

22

22

(48)

29

(26)

(104)

15

120

120

120

21

199

145

66

Corporate income

750

750

750

750

Corporate income (less pension expense)

771

949

895

816

Pension expense as a percentage of net income

3%

21%

16%

8%

Return on plan assets
Losses recognized during the year
Total pension expense

Notes: Calculations in this table are based on hypothetical plan assumptions for a plan that is $1 billion in size and funded at 80%. The down market scenario is a 10% decline in
the equity market and a 1% decrease in interest rates. The total return approach is a portfolio with 60% global equities and 40% core fixed income. The partial liability-driven
investing approach is a portfolio with 60% in global equities and 40% long-duration fixed income, with duration equal to the duration of the pension liabilities. The full liabilitydriven investing approach is a portfolio with 20% global equities and 80% long-duration fixed income, such that the plan is 100% hedged to interest rate risk.
Source: Vanguard.
6 T he typical formula for pension expense is: service cost (value annual benefit accruals) + interest cost (financing cost of plan liabilities) – expected return on plan
assets +/– delayed recognition of annual gains and losses.
7 Two common allowances for the smoothing of pension expense calculations in the U.S. are the use of expected, rather than actual, return on plan assets and the
delayed recognition of annual assumption gains and losses.
8 See Moody’s Investor Service (2016).
9 T his analyst-adjusted or “economic” version of pension expense would be equal to the annual changes in the plan’s funded position, not including plan contributions.
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As with balance sheet risk, managing the pension plan’s
risk with an eye to the income statement would require
having the sponsor compare the pension expense to a
corporate measure such as annual corporate income.
If the results show that the pension expense has the
largest impact on the company’s income statement, the
sponsor may want to limit that impact through asset
allocation that is liability-driven.
Whether allowing for smoothing or using the analystadjusted approach when calculating pension expense, a
corporate finance approach to pension plan management
attempts to limit:
• The size of pension expense relative to the remainder
of the corporation’s annual income;
• The annual volatility of pension expense to avoid
earnings surprises; and
• The correlation of pension expense to other items
within the corporate earnings statement.

Cash flow risk
Plan sponsors commit to fund the benefits that they
promise to participants of the pension plan; in fact, U.S.
employee benefits law requires pension benefits to be
“pre-funded” (i.e., benefits are primarily funded as they
are earned and held in trust until payable). Overall funding
comes from a combination of cash contributions and
investment earnings on those contributions. In the U.S.,
annual minimum required contributions are based on
benefits earned during the year plus an amortization of any
unfunded liability, with the goal of becoming fully funded
over a period determined by regulators. U.S. funding
regulations have become quite lenient, and they have
the benefit of reducing contributions to nearly zero in
the short team. Corporations can thus retain cash within
the organization to use for their main operating business
or to invest in the future in the form of research and
development.10 However, the reduced funding requirement
also leaves the plan with a lower asset value, making the
plan less well funded and subject to higher annual PBGC
(Pension Benefit Guaranty Corporation) premiums.11 Annual
asset growth is also reduced as investment returns are
being applied to a lower asset base.

10 A series of amendments to the minimum required funding regulations, passed between 2012 and 2021, allow for qualified U.S. pension plans to calculate their unfunded
liability using discount rates much higher than current market rates, leading to a smaller unfunded liability, and to amortize that unfunded liability over a period of 15 years.
11 T he Pension Benefit Guaranty Corporation is a quasi-governmental organization that insures U.S. pension plans through the collection of annual premiums. Premium rates are
based on both number of plan participants (the flat-rate premium) and the amount of unfunded vested benefits (the variable-rate premium), with the value of unfunded vested
benefits calculated at interest rates closer to current market levels. The result is a higher liability than that used in the minimum required funding calculation.
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A sponsor who follows a minimum required contribution
policy should be aware that contributions would start off
at 0% of the corporation’s free cash flow but then
accelerate to nearly 60% of free cash flow. Sponsors
may find it advisable to create a level contribution policy
(shown as a dotted line in the figure). Because these
contributions are level relative to corporate cash flow,
they fit better into a corporation’s budgeting process and
will lead to fewer surprises or draws of cash diverted
from other projects.

Figure 4 shows the differences in the yearly contribution
amounts for a backloaded (required minimum contribution)
policy versus a level contribution policy across time. The
blue bars show contributions that are backloaded in a
similar way as what is allowable in the U.S. as a minimum
required contribution. Because liabilities can be smoothed
and shortfalls amortized over many years, the contributions
tend to start low (near zero in this case), hit a peak midway
through the period, and then wind down as the plan
approaches full funding. In the figure, the leftmost bar
shows the free cash flow for the sponsor in Year 1. (Free
cash flow is a measure of a corporation’s annual operating
profits and represents the cash a company generates
after removing costs.)

Figure 4. Required minimum contributions versus level contributions—year by year
$60

$ (millions)

50

Free cash flow at Year 1
Minimum required contribution

40
30
20

Level contribution

10
0
1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

Years

Notes: Figure is for illustrative purposes and shows yearly pension contributions under a hypothetical minimum required contribution policy, and a hypothetical level contribution
policy. Note that the level policy is designed to result in the same asset value at the end of the period as that produced by the minimum required distribution policy.
Source: Vanguard.
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How have corporate finance considerations
influenced the management of U.S. pension plans?

Changes in asset allocation

Many plan sponsors have managed the risks of their
pension plan on their financial statements by utilizing a
liability-driven investment approach. This approach
typically reduces the allocation to equities, to reduce
market risk, and increases the allocation to and the
duration of the fixed income portfolio, to reduce interest
rate and credit spread risk. The shift from equities to
fixed income has frequently been accomplished through
the adoption of a glide-path investment strategy—a
systematic approach to asset allocation that reduces the
equity allocation and increases the fixed income allocation
as funded status improves.

Changes in plan design

The biggest long-term trend in employee benefits has been
the shift from providing participants with a defined benefit
pension plan to providing a defined contribution plan. This
means that more pension plans have either closed to new
participants or frozen to all future benefit accruals.12 These
plan sponsor decisions are generally viewed as being largely
driven by corporate finance considerations:
• Balance sheet. The freezing of a pension plan
immediately reduces the plan liability, as the impact of
salary projections is no longer included in the calculation
of the liability. Moreover, eliminating or reducing annual
service cost limits the growth rate of a pension liability.
Limiting the growth of a pension liability means that
liability in the future will be smaller than it would be
otherwise—and therefore will have less of an impact
on corporate financial statements.

Figure 5 illustrates the change in asset allocation from
2008 to the end of 2020 for pension plans managed by
companies in the S&P 500. The average allocation of
plan portfolios to equities and other return-seeking
assets has decreased from 62% to 51%, while the
average allocation to fixed income has increased from
38% to 49%. Further, 43% of pension plans have
allocated more than half their assets to fixed income, an
increase from 16% of plans at the end of 2008. These
changes have resulted in reduced asset-liability risk for
the pension plan, which in turn reduces both the
volatility of funded status and the risk on the corporate
balance sheet and income statement.

• Income statement. Closing or freezing the pension plan
reduces annual service cost toward zero, either gradually
(in the case of a closed pension plan) or immediately (in
the case of a frozen pension plan). As service cost is a
component of pension expense, closing or freezing a
pension plan will reduce annual pension expense and
reduce its impact on corporate earnings.
• Cash flow. As well as being part of the pension expense
calculation, service cost is also a component of the annual
required contribution.13 Thus, because closing or freezing
a pension plan reduces service cost, the sponsor’s
annual required contributions are also reduced—along
with their impact on the company’s cash flow.
Figure 5. Corporate pension asset allocation changes

Allocation to equities and other return-seeking assets

62%

51%
49%
43%

Allocation to fixed income
38%
Percentage of plans with more than
50% allocation to fixed income

16%

Dec.
2008

Dec.
2010

Dec.
2012

Dec.
2014

Dec.
2016

Dec.
2018

Dec.
2020

Note: Calculations are for all S&P 500 companies that have pension plans.
Sources: Vanguard calculations, using data from FactSet.

12 A recent survey by Vanguard (2019) shows that nearly two-thirds of qualified U.S. pension plans are either closed to new participants or frozen to all future benefit
accruals—up from only 35% in 2010.
13 U.S. minimum contribution requirements use the term normal cost for the value of annual benefit accruals, but the concept is analogous to the term service cost,
which is used in the calculation of pension expense in U.S. accounting standards.
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Changes in liability management

Over the last decade, pension plan sponsors have taken
two approaches to directly reduce the size of the plan
and therefore its impact on the corporate financial
statements. The first method is the voluntary lump-sum
program, whereby terminated vested participants are
offered a one-time “lump sum” in lieu of a future
annuity.14 The second is the purchasing of annuities
from an insurance company, typically for retired
participants.15

Figure 6 shows the 10 largest annuity purchases since
2012. At a combined value of nearly $69 billion, these
purchases represent one-third of the total annuity purchase
market during that time. The table shows two key points:
first, that these sponsors were able to significantly reduce
the size of their liability, and second, that the sponsors
most drawn to this strategy are the ones whose pension
plans are very large relative to the size of the corporation.
These findings show that the pension annuitization market
is largely driven by a corporate finance mindset.

Figure 6. Top 10 annuity purchase transactions from U.S. corporate pension plans (2012–2021)

Corporation (transaction year or years)

Liability
annuitized
($ in billions)

Liability annuitized
as a percentage of
total liability

Market
capitalization
($ in billions)

Liability as a
percentage of
market capitalization

Liability versus market capitalization is greater than the 95th-percentile value for all U.S. public corporations
General Motors (2012)

$29.0

22%

$61.3

161%

International Paper (2017–18)

2.8

20%

21.9

63%

Lockheed Martin (2019–21)

5.1

11%

74.1

60%

WestRock (2016)

2.5

36%

11.6

60%

Motorola Solutions (2014)

3.1

33%

17.2

54%

FedEx (2018)

6.0

20%

66.8

45%

Liability versus market capitalization is greater than the 75th-percentile value for all U.S. public corporations
Verizon Communications (2012)

7.5

25%

113.7

27%

Liability versus market capitalization is greater than the median value for all U.S. public corporations
Baxter International (2019)

2.4

43%

33.8

17%

Kimberly Clark (2015)

2.5

36%

42.2

16%

JCPenney (2021)

2.8

100%

—

—

Notes: Data for 2021 are as of August 31, 2021. JCPenney was in bankruptcy at the time of the annuitization; therefore, the value of the market capitalization was not available.
Sources: Vanguard calculations, based on data from the Pension & Investments Research Center’s Pension Risk Transfer database.

14 A study by the PBGC found that between 2015 and 2018, nearly 2,300 pension plans conducted a voluntary lump-sum program, with the effect of removing over 1.5
million participants from their pension plans (Pension Benefit Guaranty Corporation, 2020).
15 T he size of the annual annuitization market had grown from approximately $1 billion per year prior to 2012 to an average of $25 billion per year during the period from
2017 to 2020 (LIMRA, 2021).
For institutional and sophisticated investors only. Not for public distribution.
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Conclusion

References

Closing or freezing a pension plan slows the growth rate
of plan liabilities; adopting liability-driven investment
strategies and increasing a plan’s fixed income allocation
helps sponsors better align their assets and liabilities and
reduce funded status risk; and transferring a liability
immediately reduces the size of a plan’s liability. In the
U.S. pension plan system, these three strategies have
been used more and more over the last 15 years, as
sponsors seek to manage how their plan affects their
corporate financial statements.

Dion, Valerie, and Jim Gannon, 2019. 2019 Vanguard Survey of
Pension Sponsors. Valley Forge, Pa.: The Vanguard Group.
Wolfram, Joseph M., and Brett B. Dutton, 2018. Pension
Derisking: Start With the End in Mind. Valley Forge, Pa.: The
Vanguard Group.
Stockton, Kimberly A., and Nathan Zahm, 2015. A Corporate
Finance Approach to Managing Defined Benefit Plans. Valley
Forge, Pa.: The Vanguard Group.
Pension Benefit Guaranty Corporation, 2020. Analysis of SingleEmployer Pension Plan Partial Risk Transfers; available at https://
www.pbgc.gov/sites/default/files/2020-risk-transfer-report.pdf.
LIMRA, 2021. Secure Retirement Institute: Fourth Quarter U.S.
Single-Premium Pension Buy-Out Sales Jump 21%; available at
https://www.limra.com/en/newsroom/news-releases/2021/
secure-retirement-institute-fourth-quarter-u.s.-single-premiumpension-buy-out-sales-jump-21/.
Moody’s Investors Service, 2016. Financial Statement
Adjustments in the Analysis of Non-Financial Corporations;
available at https://itfa.org/wp-content/uploads/2017/01/GlobalStandard-Adjustments-December-2016-1.pdf.

CFA® is a registered trademark owned by CFA Institute.
© 2021 The Vanguard Group, Inc.
All rights reserved.
For institutional and sophisticated investors only. Not for public distribution.

VIAMPI 092021

Important Information
VIGM, S.A. de C.V. Asesor en Inversiones Independiente (“Vanguard Mexico”)
registration number: 30119-001-(14831)-19/09/2018. The registration of
Vanguard Mexico before the Comisión Nacional Bancaria y de Valores (“CNBV”)
as an Asesor en Inversiones Independiente is not a certification of Vanguard
Mexico’s compliance with regulation applicable to Advisory Investment
Services (Servicios de Inversión Asesorados) nor a certification on the accuracy
of the information provided herein. The supervision scope of the CNBV is
limited to Advisory Investment Services only and not to all services provided by
Vanguard Mexico.
This material is solely for informational purposes and does not constitute an
offer or solicitation to sell or a solicitation of an offer to buy any security, nor
shall any such securities be offered or sold to any person, in any jurisdiction in
which an offer, solicitation, purchase or sale would be unlawful under the
securities law of that jurisdiction. Reliance upon information in this material is
at the sole discretion of the reader.
Securities information provided in this document must be reviewed together
with the offering information of each of the securities which may be found on
Vanguard’s website: https://www.vanguardmexico.com/web/cf/
mexicoinstitutional/en/home or www.vanguard.com
Vanguard Mexico may recommend products of The Vanguard Group Inc. and its
affiliates and such affiliates and their clients may maintain positions in the
securities recommended by Vanguard Mexico.
ETF Shares can be bought and sold only through a broker and cannot be
redeemed with the issuing fund other than in very large aggregations. Investing
in ETFs entails stockbroker commission and a bid-offer spread which should be
considered fully before investing. The market price of ETF Shares may be more
or less than net asset value.
All investments are subject to risk, including the possible loss of the money you
invest. Investments in bond funds are subject to interest rate, credit, and
inflation risk. Governmental backing of securities apply only to the underlying
securities and does not prevent share-price fluctuations. High-yield bonds
generally have medium- and lower-range credit quality ratings and are
therefore subject to a higher level of credit risk than bonds with higher credit
quality ratings.
There is no guarantee that any forecasts made will come to pass. Past
performance is no guarantee of future results.
Prices of mid- and small-cap stocks often fluctuate more than those of largecompany stocks. Funds that concentrate on a relatively narrow market sector
face the risk of higher share-price volatility. Stocks of companies are subject to
national and regional political and economic risks and to the risk of currency
fluctuations, these risks are especially high in emerging markets. Changes in
exchange rates may have an adverse effect on the value, price or income of a
fund.
The information contained in this material derived from third-party sources is
deemed reliable, however Vanguard Mexico and The Vanguard Group Inc. are
not responsible and do not guarantee the completeness or accuracy of such
information.
This document should not be considered as an investment recommendation, a
recommendation can only be provided by Vanguard Mexico upon completion of
the relevant profiling and legal processes.
This document is for educational purposes only and does not take into
consideration your background and specific circumstances nor any other
investment profiling circumstances that could be material for taking an
investment decision. We recommend to obtain professional investment advice
based on your individual circumstances before taking an investment decision.
These materials are intended for institutional and sophisticated investors use
only and not for public distribution.
Materials are provided only for their exclusive use and shall not be distributed
to any other individual or entity. Broker-dealers, advisers, and other
intermediaries must determine whether their clients are eligible for investment
in the products discussed herein.
For institutional and sophisticated investors only. Not for public distribution.

The information contained herein does not constitute an offer or solicitation and
may not be treated as such in any jurisdiction where such an offer or
solicitation is against the law, or to anyone for whom it is unlawful to make
such an offer or solicitation, or if the person making the offer or solicitation is
not qualified to do so.
THESE MATERIALS ARE PROVIDED AT THE REQUEST OF AND FOR THE
EXCLUSIVE USE OF RECIPIENT AND CONTAIN HIGHLY CONFIDENTIAL
INFORMATION, WHICH SHALL NOT BE REPRODUCED OR TRANSMITTED TO
ANY THIRD PARTIES WITHOUT VANGUARD’S PRIOR WRITTEN CONSENT. THE
CONTENTS OF THESE MATERIALS SHALL NOT BE UNDERSTOOD AS AN OFFER
OR SOLICITATION TO BUY OR SELL SECURITIES IN BRAZIL AND VANGUARD IS
NOT MAKING ANY REPRESENTATION WITH RESPECT TO THE ELIGIBILITY OF
ANY RECIPIENT OF THESE MATERIALS TO ACQUIRE THE INTERESTS IN THE
SECURITIES DESCRIBED HEREIN UNDER THE LAWS OF BRAZIL. SUCH
SECURITIES HAVE NOT BEEN REGISTERED IN BRAZIL AND NONE OF THE
INTERESTS IN SUCH SECURITIES MAY BE OFFERED, SOLD, OR DELIVERED,
DIRECTLY OR INDIRECTLY, IN BRAZIL OR TO ANY RESIDENT OF BRAZIL
EXCEPT PURSUANT TO THE APPLICABLE LAWS AND REGULATIONS OF
BRAZIL.
This document does not constitute, and is not intended to constitute, a public
offer in the Republic of Colombia, or an unlawful promotion of financial/capital
market products. The offer of the financial products described herein is
addressed to fewer than one hundred specifically identified investors. The
financial products described herein may not be promoted or marketed in
Colombia or to Colombian residents, unless such promotion and marketing is
made in compliance with Decree 2555/2010 and other applicable rules and
regulations related to the promotion of foreign financial/capital market products
in Colombia.
The Product is not and will not be registered before the Colombian National
Registry of Securities and Issuers (Registro Nacional de Valores y Emisores RNVE) maintained by the Colombian Financial Superintendency, or before the
Colombian Stock Exchange. Accordingly, the distribution of any documentation
in regard to the financial products described here in will not constitute a public
offering of securities in Colombia.
The financial products described herein may not be offered, sold or negotiated
in Colombia, except under circumstances which do not constitute a public
offering of securities under applicable Colombian securities laws and
regulations; provided that, any authorized person of a firm authorized to offer
foreign securities in Colombia must abide by the terms of Decree 2555/2010 to
offer the such products privately to its Colombian clients.
The distribution of this material and the offering of shares may be restricted in
certain jurisdictions. The information contained in this material is for general
guidance only, and it is the responsibility of any person or persons in
possession of this material and wishing to make application for shares to inform
themselves of, and to observe, all applicable laws and regulations of any
relevant jurisdiction. Prospective applicants for shares should inform
themselves of any applicable legal requirements, exchange control regulations
and applicable taxes in the countries of their respective citizenship, residence or
domicile.
This offer conforms to General Rule No. 336 of the Chilean Financial Market
Commission (Comisión para el Mercado Financiero). The offer deals with
securities not registered under Securities Market Law, nor in the Securities
Registry nor in the Foreign Securities Registry of the Chilean Financial Market
Commission, and therefore such securities are not subject to its oversight. Since
such securities are not registered in Chile, the issuer is not obligated to provide
public information in Chile regarding the securities. The securities shall not be
subject to public offering unless they are duly registered in the corresponding
Securities Registry in Chile. The issuer of the securities is not registered in the
Registries maintained by the Chilean Financial Market Commission, therefore it
is not subject to the supervision of the Chilean Financial Market Commission or
the obligations of continuous information.

Esta oferta se acoge a la norma de carácter general n° 336 de la Comisión para
el Mercado Financiero. La oferta versa sobre valores no inscritos bajo la Ley de
Mercado de Valores en el Registro de Valores o en el Registro de Valores
extranjeros que lleva la Comisión para el Mercado Financiero, por lo que tales
valores no están sujetos a la fiscalización de ésta. Por tratarse de valores no
inscritos, no existe la obligación por parte del emisor de entregar en Chile
información pública respecto de esos valores. Los valores no podrán ser objeto
de oferta pública mientras no sean inscritos en el Registro de Valores
correspondiente. El emisor de los valores no se encuentra inscrito en los
Registros que mantiene la Comisión para el Mercado Financiero, por lo que no
se encuentra sometido a la fiscalización de la Comisión para el Mercado
financiero ni a las obligaciones de información continua.

This document does not constitute an offer or solicitation to invest in the
securities mentioned herein. It is directed at professional / sophisticated investors
in the United States for their use and information. The Fund is only available for
investment by non-U.S. investors, and this document should not be given to a
retail investor in the United States. Any entity responsible for forwarding this
material, which is produced by VIGM, S.A. de C.V., Asesor en Inversiones
Independiente in Mexico, to other parties takes responsibility for ensuring
compliance with applicable securities laws in connection with its distribution.

The securities described herein have not been registered under the Peruvian
Securities Market Law (Decreto Supremo No 093-2002-EF) or before the
Superintendencia del Mercado de Valores (SMV). There will be no public
offering of the securities in Peru and the securities may only be offered or sold
to institutional investors (as defined in Appendix I of the Institutional Investors
Market Regulation) in Peru by means of a private placement. The securities
offered and sold in Peru may not be sold or transferred to any person other than
an institutional investor unless such securities have been registered with the
Registro Público del Mercado de Valores kept by the SMV. The SMV has not
reviewed the information provided to the investor. This material is for the
exclusive use of institutional investors in Peru and is not for public distribution.
The financial products describe herein may be offered or sold in Bermuda only
in compliance with the provisions of the Investment Business Act 2003 of
Bermuda. Additionally, non-Bermudian persons may not carry on or engage in
any trade or business in Bermuda unless such persons are authorized to do so
under applicable Bermuda legislation. Engaging in the activity of offering or
marketing the Products in Bermuda to persons in Bermuda may be deemed to
be carrying on business in Bermuda.
Vanguard is not intending, and is not licensed or registered, to conduct
business in, from or within the Cayman Islands, and the interests in the
financial products described herein shall not be offered to members of the
public in the Cayman Islands.
The financial products describe herein have not been and will not be registered
with the Securities Commission of The Bahamas. The financial products
described herein are offered to persons who are non-resident or otherwise
deemed non-resident for Bahamian Exchange Control purposes. The financial
products described herein are not intended for persons (natural persons or legal
entities) for which an offer or purchase would contravene the laws of their state
(on account of nationality or domicile/registered office of the person concerned
or for other reasons). Further, the offer constitutes an exempt distribution for
the purposes of the Securities Industry Act, 2011 and the Securities Industry
Regulations, 2012 of the Commonwealth of The Bahamas.
This document is not, and is not intended as, a public offer or advertisement of,
or solicitation in respect of, securities, investments, or other investment
business in the British Virgin Islands (“BVI”), and is not an offer to sell, or a
solicitation or invitation to make offers to purchase or subscribe for, any
securities, other investments, or services constituting investment business in
BVI. Neither the securities mentioned in this document nor any prospectus or
other document relating to them have been or are intended to be registered or
filed with the Financial Services Commission of BVI or any department thereof.
This document is not intended to be distributed to individuals that are members
of the public in the BVI or otherwise to individuals in the BVI. The funds are
only available to, and any invitation or offer to subscribe, purchase, or
otherwise acquire such funds will be made only to, persons outside the BVI,
with the exception of persons resident in the BVI solely by virtue of being a
company incorporated in the BVI or persons who are not considered to be
“members of the public” under the Securities and Investment Business Act,
2010 (“SIBA”). Any person who receives this document in the BVI (other than a
person who is not considered a member of the public in the BVI for purposes of
SIBA, or a person resident in the BVI solely by virtue of being a company
incorporated in the BVI and this document is received at its registered office in
the BVI) should not act or rely on this document or any of its contents.
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