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Zone Matters:
Should Our Plan Go Into
Yellow or Straight to Red?
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• Differences: Yellow vs. Red
• Argument for Yellow Zone
• Argument for Direct to Red Zone 
• Strategies for moving back to Green: Will Yellow 

or Red get you there faster and more efficiently?
• Communication to participants and employers

Overview
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• There is no silver bullet!
• It’s simply a matter of dollars:

– Put more in/Take less out

SPOILER ALERT
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• A plan is considered in Endangered status (Yellow), if:
1. The funded percentage is less than 80%, or 
2. It has an accumulated funding deficiency for the current plan year and

is projected to have a funding deficiency in any of the next 6 years 
(including any amortization extensions).

• A plan is considered Seriously Endangered (Orange) if it meets both 
of the tests.

• Funding deficiency: When the total charges to the Funding Standard 
Account of the plan at the end of the plan year are greater than the 
total credits to that Account.

How to Land in Endangered Status
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• For plans certified to be Endangered (Yellow or Orange) or Critical (Red), 
within 90 days of the beginning of the plan year the Board of Trustees 
must notify the following within 30 days of the certification: 

– Participants and beneficiaries
– The bargaining parties
– PBGC
– DOL

• No later than 240 days after the Certification (typically 330 days after the 
beginning of the plan year), a plan in Endangered status is required to 
establish a Funding Improvement Plan that will result in improving its 
underfunding by 33% over a 10-year period.

• For Seriously Endangered Plans it would be 20% over a 15-year period.

How to Emerge From Endangered Status
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• The Funding Improvement Plan, can have various 
schedules that show revised benefit structures, revised 
contribution structures or both, BUT it must include at
least two schedules:
– One for reduction in the amount of future benefit accruals, without 

increasing contributions necessary to reduce its under funding by 
one-third over a 10-year period (the “Default Schedule”); and

– One for increase in contributions with no reduction in future
benefit accruals, to reduce its under funding by one-third over a
10-year period.

How to Emerge From Endangered Status
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• For example, if the funded percentage is 75% at the 
time of the initial Endangered certification, the FIP must 
be designed so that the projected funded percentage is 
at least 83.25% at the end of the FIP 
– (75%+(33%x(100%-75%))= 83.25%)

How to Emerge From Endangered Status
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• “Do-nothing Yellow”
– Was neither Endangered nor Critical in prior plan 

year; and
– Currently Endangered but expected to be neither 

Endangered nor Critical at end of 11th plan year 
without any specific action required

– Notices are still required to:
• Bargaining parties; and
• PBGC

How to Emerge From Endangered Status
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• Thirty days after adoption of the FIP, the Trustees must 
provide the various funding options contained in the FIP 
to the bargaining parties. 

• If the bargaining parties do not adopt one of those 
options within 180 days of the expiration of the CBA that 
was in effect as of the date the plan entered Endangered 
status, then the Trustees must impose the Default 
Schedule (reduction of future benefit accruals).

How to Emerge From Endangered Status
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• Restrictions between the time the fund actuary
certified Endangered status and the adoption of
the FIP, the Trustee may not: 
– Accept CBA that provides for a reduction in the level of 

contributions for any participants, a suspension of contributions 
with regard to any period of service or any new or indirect 
exclusion of younger or newly hired employees from plan 
participation, or

– In general, amend the plan in any manner that results in an 
increase in liabilities, unless require by law.

How to Emerge From Endangered Status
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• After the adoption of a FIP, the plan document cannot be 
amended: 
– To be inconsistent with the FIP or
– To increase benefits, including future benefit accruals, unless the 

plan actuary certifies that such increase is paid for out of 
additional contributions not contemplated by the FIP and, after 
taking into account the benefit increase, the plan is still 
reasonably expected to meet the FIP benchmarks.

How to Emerge From Endangered Status
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• The Trustee must annually update the FIP and file an 
update with the plan’s annual “tax return” (Form 5500). 
This includes an update of the schedule of contribution 
rates to reflect the experience of the plan.

• Is the plan making progress under its FIP (Schedule MB)?
• The FIP will remain in place until the plan emerges

from Endangered status or has reached the end of the 
funding improvement period without emerging from 
Endangered status.

How to Emerge From Endangered Status
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Meet at least one of four multi-pronged tests:
1. a) Less than 65% funded; and

b) Current assets and expected contributions over 7 
plan years expected to be less than benefits and 
administrative expenses paid over next 7 years; OR

2. Ignoring helpful amortization extensions:
a) Funding deficiency expected during 4 plan years, or
b) . . . During 5 years if less than 65% funded; OR

How to Land in Critical Status
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Meet at least one of four multi-pronged tests:
3. a) Contributions will not cover normal cost plus 

unfunded-liability interest for current plan year, and
b) Vested-benefit liability is larger for inactive 
participants than for active participants, and
c) Ignoring helpful amortization extensions, funding 
deficiency expected during 5 plan years; OR

How to Land in Critical Status
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Meet at least one of four multi-pronged tests:
4. Current assets and contributions over 5 plan years will 

not cover benefits and administrative expenses during 
5 plan years

Critical and Declining status:
• Meet at least one of four multi-pronged tests AND:

– Insolvency in 15 plan years; or
– Insolvency in 20 plan years if

• Counts of Inactive Ps / Active Ps > 2; or
• Funded % < 80%

How to Land in Critical Status
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• Originally, the Pension Protection Act of 2006 presented 
quandary for fund's emergence from Red Zone:
– “Easy in" under which fund could not reflect assistance of 

extended amortization periods
– “Easy out" provision allowed emergence test to reflect such 

assistance 
• Under this "revolving door," fund could successfully 

emerge from Red Zone only to immediately re-enter

How to Emerge From Critical Status
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• DEFINE helpful amortization extensions:
– Automatic = Up to 5 years

• Essentially automatic but a simple application is required
– Alternate = Up to 10 years in total [paired with automatic extension]

• More elaborate application process showing it would:
– Provide adequate protection for participants and beneficiaries; and
– Prevent substantial risk to:

» Plan continuation
» Employees’ benefit levels or compensation.

How to Emerge From Critical Status
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• MEPRA14 remedies by redefining emergence as:
– (i) Not meeting any of PPA's original four multi-pronged tests; and
– (ii) Not projected to have accumulated funding deficiency for 10 plan years, 

taking into account helpful alternate amortization extension ("easy out“); and
– (iii) Fund not projected to become insolvent for next 30 plan years

• MEPRA14 offers special emergence rule that trumps above if fund:
– Has automatic 5-year amortization extensions of amortization periods, and
– Is certified as meeting conditions: (ii) with automatic ext.; and (iii) above

THEN it can emerge from red zone and only re-enter in a 
subsequent plan year if:

– It’s projected to have accumulated funding deficiency for 10 plan years, 
reflecting helpful amortization extensions ("easy keep out“/“hard way in”); or

– Fund is projected to become insolvent within next 30 plan years

How to Emerge From Critical Status
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• Stop paying accelerated benefits:
– Lump sums, SS temporary supplements; purchasing annuities

• Develop a rehabilitation plan, which is a combination of:
– Contribution increases; and/or
– Benefit reductions

• Goal is emergence from Red Zone
• Expected annual benchmarks to be achieved
• Normal rehabilitation period is 10 years for anticipated emergence . . .
• But “exhaustion clause” allows for:

– Longer rehabilitation period; or
– Admission that rehabilitation is impossible, in which case: Attempt to prevent 

insolvency

How to Emerge From Critical Status
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• Must have at least one option = One schedule
• Can offer a menu of schedules to bargaining parties

– Each employer/union “couple” selects their own schedule
• Generous schedules provide for higher contribution 

increases and benefits
• Stringent schedules provide for smaller contribution 

increases and benefits

Rehabilitation Plan Schedules
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• One schedule must be designated as a “default”
• Assigned when bargaining parties reach impasse
• Contributions: Minimum amount to emerge
• Benefits:

– Future accruals cannot be less than 1% of annual contributions
• . . . Unless they already are

– Adjustable benefits may be reduced/eliminated
(although not required)

– Eliminate disability benefits not yet in pay status
– Eliminate death benefits in excess of legal requirements

Rehabilitation Plan: Default Schedule
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• Adjustable benefits
• Rights and features associated with 

normal-retirement benefits, e.g.:
– Early retirement: Benefits or subsidies
– Options other than J and 50% or J and 75%
– n-month guarantees

Rehabilitation Plan: Default Schedule
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• Must provide annual standards to track progress being 
made

• Actuary should certify each plan year whether plan is 
making scheduled progress
– IF actuary certifies 3 consecutive plan years of not making 

progress under RP
THEN, until benchmarks are met, annual contributions must be 
MAX (amount to provide progress, accumulated funding 
deficiency)

– Exceptions, e.g.: No willful neglect, large market fluctuations, 
loss of significant contributing employer, excessive penalty

Rehabilitation Plan: Progress Benchmarks
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• Divert contributions from a related fund
• Strengthening collections of outstanding

– Routine contributions
– Withdrawal liability

• Merger with:
– Another multiemployer pension plan
– A single-employer pension plan.

Rehabilitation Plan: Other Techniques
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• Trustees have discretion to implement
• Must notify contributing employers

– Effective 30 days after notification
• 5% in initial Critical status plan year
• 10% in subsequent plan years
• Cease when

– A rehab-plan schedule is adopted; and
– CBA is so updated

Rehabilitation Plan:
Contribution Surcharges
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• IF plan is not in Critical status but is projected to be in Critical 
status within the next 5 years [“Red in five”] THEN Trustees 
may elect to be in Critical status effective for current plan year

• Election must be made not later than 30 days after actuary's 
annual certification

• Trustees must notify Secretary of Treasury within 30 days 
after such election

• Plan year in which Trustees so elect is considered as first year 
in which the plan is in Critical status, regardless of date plan 
actually would have first become Critical

Anticipate Critical Status: Why Wait?
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• Emergence from Red Zone determined in accordance 
with rules for "real" Red Zone funds

• IF fund is certified as “red in five”; and
IF Trustees do not elect to be in critical status 
for current plan year
THEN PBGC will need to be notified within 30 days 
after certification

Anticipate Critical Status: Why Wait?
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• Simple Decision: Red Zone has more tools
available to the Trustees to bring the fund
back to Green Zone quicker and more
efficiently. You do not need to use all the
tools.

Anticipate Critical Status: Why Wait?
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PLAN A

Rehabilitation Plans in Action 
From Red to Green

ACTUARIAL VALUATION SUMMARY
July 1, 2009 July 1, 2008

Participants 1,865 (842 Active) 1,853

Average Hours per Active Participant 1,823 1,768

Market Value of Assets $140,953,553 $187,718,834

Actuarial Present Value of Vested Plan Benefits $248,090,812 $242,416,469

Unfunded Vested Benefits $107,137,259 $54,697,635

Vested Funded Percentage 56.8% 77.4%

Valuation Assets $140,953,553 $187,718,834

Actuarial Present Value of Total Plan Benefits $248,440,748 $242,828,644

Funded Percentage 56.7% 77.3%

Funding Standard Account Credit Balance Projection 1 year 10+ years
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• Assumed Rate of Return: 7% (lowered to 6.75% in 2019)
• Mortality: 1983 Group Annuity Mortality Table
• Contribution Rate: $7.47 per hour worked
• Assumed Hours: 1.5 million
• Normal Retirement: The earlier of: (a) later of age 62 and 5 years

after employment commenced, or (b) later of age 55 and 30 years
of credit (participants beginning employment on or after July 1,
2007, are not eligible for (b)).

Rehabilitation Plans in Action 
From Red to Green

Plan A Fundamentals (July 1, 2009)
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• Early Retirement: Age 55 and 10 years of credit
• Disability Retirement: Total and permanent disability, receipt of a

Social Security disability pension, 5 years of credit in the last 10
plan years.

• Pension Benefit: The normal and disability monthly pension is based
on years of credit to a maximum of 35 (or all contributory) years are
as follows:

a) $55.00 for each year after 7/1/03, plus
b) $100.00 for each year after 7/1/77 and before 7/1/03.

Rehabilitation Plans in Action 
From Red to Green

Plan A Fundamentals (July 1, 2009)
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• The early retirement pension was calculated by the normal pension
formula and then reduced by 2% for each year that actual
retirement precedes age 62.

• A temporary $1,000 supplement pension is paid from retirement age
until age 62 to an employee retiring on or after April 1, 1994, with
at least 25 years credit (participants beginning employment on or
after July 1, 2007 are not eligible for temporary supplement).

Rehabilitation Plans in Action 
From Red to Green

Plan A Fundamentals (July 1, 2009)
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Plan A Rehabilitation Plan
1. The hourly employer contribution rate was increased from $8.47 to

$9.85 effective July 1, 2011 (incrementally increased, currently $12.06)
2. The requirement for a supplemental pension was to be changed from

(a) 25 years credit to (b) age last birthday plus credited service equals
at least 90, effective July 1, 2011

3. Adopted automatic 5-year amortization extension
4. Did not change any other adjustable benefits (early retirement

reduction or unreduced early retirement benefits)
5. Did not institute 5%/10% employer surcharge until rehabilitation plan

was adopted

Rehabilitation Plans in Action 
From Red to Green
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Plan A Investment Return (Year End 6/30)

Rehabilitation Plans in Action 
From Red to Green
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Plan A Investment Return (Year End 6/30)
• Asset Allocation remained largely the same during

rehabilitation period

Rehabilitation Plans in Action 
From Red to Green

Equity 50%-60%

Fixed Income 20%-25%

Real Estate 15%-25%

Cash/Other 0%-5%
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Rehabilitation Plans in Action 
From Red to Green
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Rehabilitation Plans in Action 
From Red to Green
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Rehabilitation Plans in Action 
From Red to Green

ACTUARIAL VALUATION SUMMARY
January 1, 2009 January 1, 2008

Participants 682 (329 Active) 676 (334 Active)
Average Hours per Active Participant 1,126 1,180
Market Value of Assets $27,387,621 $38,766,900
Valuation Assets $32,865,145 $38,005,680
Actuarial Present Value of Total Plan Benefits $57,177,088 $58,331,397
Funded Percentage 57% 65%
Funding Standard Account Credit Balance 
Projection

1 year 3 years

PLAN B
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Plan B Fundamentals (January 1, 2009)
• Assumed Rate of Return: 7.5% (lowered to 7.25% in 2018)
• Sex Distinct RP: 2000 Combined Healthy Blue Collar
• Contribution Rate: $6.35 per hour worked, ($6.85, 5/1/08)
• Assumed Hours: 428,000 (1,300 per active worker)
• Normal Retirement: The earlier of: (a) age 62 and 10 years

of pension credit, or (b) age 65 and 5 years of vesting
service or 5 years of continuous pension credits, and (c)
60-month guarantee for both

Rehabilitation Plans in Action 
From Red to Green
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Plan B Fundamentals (January 1, 2009)
• Early Retirement: Age 55 and 10 years of credit
• Disability Retirement: Total and permanent disability,

receipt of a Social Security disability pension, 10 years of
credit and recent active employment

• Pension Benefit: The normal and disability monthly
pension is based on years of credit:

– $57.50 for each year of credit

Rehabilitation Plans in Action 
From Red to Green
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Plan B Fundamentals (January 1, 2009)
• The early retirement pension is calculated by the normal

pension formula and then reduced by 6% (1/2 of 1% for
each month) for each year that actual retirement
precedes age 62.

• Prior to May 1, 2008, reduction factor was 1/16 of 1%
for each month.

Rehabilitation Plans in Action 
From Red to Green
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Plan B Rehabilitation Plan
1. The hourly employer contribution rate was increased by $.50 for each of the next

3 years from $6.35 to $7.85 effective May 1, 2008 (currently $15.10)
2. Effective May 1, 2008, early retirement reduction changed from 1/16% to 1/2%

per month
3. 5-year extension of amortization periods
4. Effective January 1, 2012:

• The normal form of benefit was changed from a life annuity with 60 months guaranteed to a life
annuity.

• Disability benefits were reduced for early commencement using the plan’s early retirement
reduction factors to age 55 and an additional 3% for each year commencement precedes age 55.

• The refund of contribution lump sum death benefit was eliminated for all participants who died
after the effective date.

5. Effective January 1, 2014, reasonable measures adopted to avoid insolvency

Rehabilitation Plans in Action 
From Red to Green

P06-42



Plan B Investment Return (FMV, Year End 12/31)

Rehabilitation Plans in Action 
From Red to Green
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Plan B Investment Return (Actuarial, Year End 12/31)

Rehabilitation Plans in Action 
From Red to Green
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Plan B Investment Return (Year End 12/31)
• Asset Allocation remained largely the same during

rehabilitation period

Rehabilitation Plans in Action 
From Red to Green
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Rehabilitation Plans in Action 
From Red to Green
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Rehabilitation Plans in Action 
From Red to Green
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Rehabilitation Plans in Action 
From Red to Green
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• Pandemic-related relief similar to relief offered
during Great Recession:
– Freeze prior zone status
– Extension of FIP and RP periods
– Additional time to absorb actuarial losses

New Options Under American Rescue 
Plan Act of 2021 [“ARPA21”]

P06-49



• Trustees may elect
• For either/both last 2 plan years ending by 3/1/2022, use zone status for 

prior plan year
• IF not in green zone in prior plan year

THEN no need to update FIP or RP
• IF naturally red zone but electing otherwise,

THEN protection from excise taxes if funding deficiency
• Election notices required to:

– Treasury, Labor, PBGC; and
– Participants, beneficiaries, bargaining parties.

• Treasury may issue regulations

ARPA21: Freeze Prior Zone Status
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• IF endangered or critical in a plan year beginning 
in 2020 or 2021, after prior election
THEN trustees may elect to extend FIP/RP period 
by 5 years

• Treasury, with Labor, will determine how trustees 
make election by trustees regarding:
– Timing
– Manner

ARPA21: Extend FIP/RP Periods
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• Similar to that provided under the Preservation of Access to Care 
for Medicare Beneficiaries and Pension Relief Act of 2010

• Effective for either/both last 2 plan years ending by 3/1/2022:
– Extended amortization periods: Up to 30 years

• Normally 15
– Extended asset smoothing: Up to 10 years

• Normally up to 5 years
– Extended actuarial-asset range: Up to 130%

• Normally up to 120%

ARPA21:
Additional Time to Absorb Actuarial Losses
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• Extended amortization periods: Up to 30 years
– Normally 15

• Eligible losses
– Net investment losses and other losses related to the virus 

SARS-CoV-2 or coronavirus disease 2019 (COVID-19), 
including experience losses related to:

• Reductions in contributions
• Reductions in employment
• Deviations from anticipated retirement rates

ARPA21:
Additional Time to Absorb Actuarial Losses
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• Requirements
– Projected solvency over the extended amortization period
– No benefit increases during two plan years following plan year of 

election, unless:
• Actuary shows there are new contributions for benefit increase
• Funded % and credit balances are essentially unaffected
• Increase is required for continued plan qualification

– Not available if fund receives SFA

ARPA21:
Additional Time to Absorb Actuarial Losses
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Key Takeaways Session 
Evaluation—
Scan this 
QR code.

Session 
eval QR 

code here

• Carefully develop and consistently review
a rehabilitation plan

• Review investments and risk exposure
• Reconsider plan design
• Actuary should conduct projections regularly
• How to restore benefits previously curtailed?
• Consider taking advantage of new

ARPA21 relief
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