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The American Rescue Plan Act of 20211 (ARPA) included substantial relief funds 
for the most troubled US multiemployer pension plans through its Special Financial 
Assistance (SFA) program. The SFA program was created to help seriously underfunded 
multiemployer pension plans maintain solvency through 2051. Multiemployer pension 
plans receiving SFA funds now have a unique opportunity to refine their investment 
approach—a feat that was once impractical for plans that didn’t have enough assets or 
needed to worry about liquidity.

This paper discusses how multiemployer pension plans can optimize their investment 
strategy using existing plan assets as well as SFA funds. Plans that allocate across 
traditional and alternative asset classes—including private investments—can increase 
their likelihood of maintaining solvency to 2051 and beyond. We begin with a general 
overview of the SFA program, with a focus on the investment implications for multiem-
ployer pension plans. 

Background: The SFa Program

The SFA program was initiated following ARPA’s passage into law in March 2021. It 
organized pension plans into six priority groups, with the most troubled plans receiving 
funds first. Plans deemed non-priority eligible, but still facing solvency issues—gener-
ally in the Critical and Declining Pension Protection Act Zone Status2—can apply for 
funds beginning in March 2023. 

The SFA program’s initial stipulations faced some pushback from plan sponsors and 
practitioners. The amount of SFA funds made available to a plan was based on an asset 
projection using a discount rate that, at the time, far exceeded current bond yields. 
This liability rate mismatch was addressed in the final rules announced in July 2022 
to better support improved funded status projections. A lower discount rate used to 
project SFA assets consequently allowed for plans to be eligible for a greater amount of 
SFA funds (Figure 1). 

1   The American Rescue Plan Act of 2021 (also known as the COVID-19 Stimulus Package) was a $1.9 trillion stimulus bill designed to 

counter the economic and public health e�ects of the COVID-19 pandemic. It was signed into law on March 11, 2021.

2   The Pension Protection Act of 2006 required multiemployer pension plans to be certified based on their financial health. The 

certification of Green Zone plans is considered in good health, Yellow Zone plans is considered endangered, and Red Zone plans is 

considered to be critical.



While SFA funds are still required to be segregated from non-SFA funds in pension 
portfolios, previous requirements about their allocation were also modified in the July 
2022 update, which removed the stipulation that program funds could only be invested 
in investment-grade bonds. Final regulations allow for 33% of a plan’s SFA funds to be 
invested in equities and other growth assets.

moving Forward, BeTTer PrePared

With the final rule, the Pension Benefit Guaranty Corporation has provided troubled 
multiemployer pension plans with a much higher likelihood of survival. While asset 
and funded status projections now look more favorable, chances of survival will be 
greatest for plans that can employ holistic investment approaches that maximize the 
efficiency of their strategic asset allocations. Periods of market volatility in 2021 and 
2022 have driven home the notion that allocations to traditional assets alone are not 
enough to achieve adequate portfolio diversification or sufficiently prepare portfolios 
for market headwinds. In fact, the traditional 60/40 investment portfolio is on pace for 
one of the worst annual performances in history, returning -21% through September 
30, 2022. In such an environment, plans run the risk of having to sell assets at 
depressed values to make benefit payments. 

SFA regulations specify which asset classes can be used by program funds, stipulating 
a 67% allocation to investment-grade bonds and the rest to equities and other public 
growth assets. If structured appropriately, relief assets can be used to reduce much of 
the liquidity risk of the portfolio. A simple bond ladder or a cash with investment-grade 

Projection based on capital market assumptions as of June 30, 2022 • Millions ($)

Source: Cambridge Associates LLC.

FIGURE 1   PENSIONS PLANS ARE ELIGIBLE FOR MORE SFA FUNDS WITH UPDATED 

DISCOUNT RATES 
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bond mix should provide ample liquidity to meet benefit obligations. Another alterna-
tive is to use a cash flow–driven investment (CDI) approach, which minimizes liquidity 
risk using the following structure:

 ■ Purchase specific set of bonds whose coupon and principal cash flows align with 
the plan’s projected benefit payments. 

 ■ Sell growth assets in the portfolio to replenish the fixed income assets as the CDI 
portfolio starts dwindling in value due to benefit payments. 

 ■ Continue this process until all SFA funds are depleted.

While this strategy would greatly reduce much of the liquidity risk in the portfolio, 
another benefit is that under this approach, the non-SFA portfolio may not be used for 
many years. This timeframe affords ample opportunity to grow the asset base of the 
non-SFA portfolio and further increase the chance of solvency.

Illiquid and semi-liquid securities can help increase the likelihood of plan survival. 
Private investments (private equity, venture capital, and private credit), as well as 
both public and private diversifiers, have the potential to improve a portfolio’s risk/
return profile, leading to increased asset value and likelihood of long-term solvency. 
By employing these strategies, the non-SFA portfolio can be constructed to achieve 
a higher return and lower risk than a pure equity portfolio, and much higher return 
profile than the SFA option (Figure 2). In this example, the portfolio could still employ 
a modest allocation to Treasuries to help with any capital calls and rebalancing. 

Source: Cambridge Associates LLC.

FIGURE 2   NON-SFA PORTFOLIOS CAN BE CONSTRUCTED TO ACHIEVE A HIGHER 

RETURN WITH LOWER RISK
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Historically, private investments have been an optimal asset class for helping pension 
plans maximize solvency (Figure 3). As the non-SFA assets will have minimal liquidity 
needs, assets such as venture capital and long-life private equity can be used at the 
onset of receiving the SFA funds. Over time, additional allocations can be made 
into more traditional private equity and, once liquidity needs arise, the portfolio 
can allocate into private credit. This varied allocation approach can take advantage 
of longer-life assets early and transition into shorter-life assets over time. If done 
efficiently, a large portion of the non-SFA portfolio can be invested into private invest-
ments with enough liquidity from the rest of the portfolio. Similar CDI strategies can 
also be used once the non-SFA portfolio begins paying out benefit payments. 

FIGURE 3   PRIVATE INVESTMENTS CAN HELP MAXIMIZE PENSION PLAN SOLVENCY
January 1, 2008 – March 31, 2022 • Average Annual Manager Returns by Asset Class
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Notes: Returns for bond, equity, and hedge fund managers are average annual compound returns (AACRs) for the fifteen years ended March 31, 2022, and only 

managers with performance available for the entire period are included. Returns for private investment managers are horizon internal rates of return (IRRs) calculated 

since inception to March 31, 2022. Time-weighted returns (AACRs) and money-weighted returns (IRRs) are not directly comparable. Cambridge Associates LLC’s (CA) 

bond, equity, and hedge fund manager universe statistics are derived from CA’s proprietary Investment Manager Database. Managers that do not report in US dollars, 

exclude cash reserves from reported total returns, or have less than $50 million in product assets are excluded. Performance of bond and public equity managers is 

generally reported gross of investment management fees. Hedge fund managers generally report performance net of investment management fees and performance 

fees. CA derives its private benchmarks from the financial information contained in its proprietary database of private investment funds. The pooled returns represent 

the net end-to-end rates of return calculated on the aggregate of all cash flows and market values as reported to Cambridge Associates by the funds’ general partners in 

their quarterly and annual audited financial reports. These returns are net of management fees, expenses, and performance fees that take the form of a carried interest. 

Vintage years include 2008–2019.
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Hedge funds, particularly absolute return strategies, represent another potential 
avenue for plans seeking a better diversification option as they look to the future. 
Figure 4 depicts how hedge fund strategies can perform well when all other asset 
classes suffer, such as the post-COVID inflationary period during 2022.

Under the improved SFA program regulatory framework of July 2022, median asset 
projections now look more favorable for most plans. However, we understand that 
future market conditions rarely, if ever, follow median return projections. If we develop 
a probabilistic (or random variable) projection of funded status, more realistic chances 
of solvency can be estimated. By constructing a well-rounded portfolio, the likelihood 
of increasing funded status and maintaining solvency is greatly improved.   

concluSion

With the larger asset base provided by SFA funds, the use of private investments and 
diversifiers by multiemployer pension plans is now not only more feasible but may be 
necessary to increase the likelihood of achieving long-term objectives. Recent market 
experience has shown that traditional asset allocations may not be enough to protect 
even the most conservative portfolios. Multiemployer pension plans should consider 

Expectation in 2051
Simple Non-SFA Portfolio

(90% Equity/10% Fixed income)

Optimized Non-SFA Portfolio 

(from Figure 2)

Median Funded Status 76% 120%

Likelihood of Solvency 61% 68%

1-Yr Manager Return Performance of Various Asset Classes as of September 30, 2022

FIGURE 4   HEDGE FUND STRATEGIES CAN PERFORM WELL WHILE OTHER ASSET 

CLASSES SUFFER

Sources: Barclays, Bloomberg L.P., Cambridge Associates LLC, Frank Russell Company, J.P. Morgan Securities, Inc., MSCI Inc., and 

Thomson Reuters Datastream. MSCI data provided "as is" without any express or implied warranties.
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by any means, without written permission from Cambridge Associates LLC (“CA”). Copying of this publication is a violation of US and global 

copyright laws (e.g., 17 U.S.C. 101 et seq.). Violators of this copyright may be subject to liability for substantial monetary damages.

This report is provided for informational purposes only. The information does not represent investment advice or recommendations, nor 

does it constitute an o�er to sell or a solicitation of an o�er to buy any securities. Any references to speci�c investments are for illustra-

tive purposes only. The information herein does not constitute a personal recommendation or take into account the particular investment 

objectives, �nancial situations, or needs of individual clients. Information in this report or on which the information is based may be based 

on publicly available data. CA considers such data reliable but does not represent it as accurate, complete, or independently veri�ed, and 

it should not be relied on as such. Nothing contained in this report should be construed as the provision of tax, accounting, or legal advice. 

Past performance is not indicative of future performance. Broad-based securities indexes are unmanaged and are not subject to fees and 

expenses typically associated with managed accounts or investment funds. Investments cannot be made directly in an index. Any information 

or opinions provided in this report are as of the date of the report, and CA is under no obligation to update the information or communicate 

that any updates have been made. Information contained herein may have been provided by third parties, including investment �rms providing 

information on returns and assets under management, and may not have been independently veri�ed. 

The terms "CA" or "Cambridge Associates" may refer to any one or more CA entity including: Cambridge Associates, LLC (a registered invest-

ment adviser with the US Securities and Exchange Commission, a Commodity Trading Adviser registered with the US Commodity Futures 

Trading Commission and National Futures Association, and a Massachusetts limited liability company with o�ces in Arlington, VA; Boston, MA; 

Dallas, TX; Menlo Park, CA, New York, NY; and San Francisco, CA), Cambridge Associates Limited (a registered limited company in England and 

Wales, No. 06135829, that is authorized and regulated by the UK Financial Conduct Authority in the conduct of Investment Business, reference 

number: 474331); Cambridge Associates GmbH (authorized and regulated by the Bundesanstalt für Finanzdienstleistungsaufsicht (‘BaFin’), 

Identi�cation Number: 155510), Cambridge Associates Limited, LLC (a registered investment adviser with the US Securities and Exchange 

Commission, an Exempt Market Dealer and Portfolio Manager in the Canadian provinces of Alberta, British Columbia, Manitoba, Newfoundland 

and Labrador, Nova Scotia, Ontario, Québec, and Saskatchewan, and a Massachusetts limited liability company with a branch o�ce in Sydney, 

Australia, ARBN 109 366 654), Cambridge Associates Investment Consultancy (Beijing) Ltd (a wholly owned subsidiary of Cambridge 

Associates, LLC which is registered with the Beijing Administration for Industry and Commerce, registration No. 110000450174972), and 

Cambridge Associates Asia Pte Ltd (a Singapore corporation, registration No. 200101063G, which holds a Capital Market Services License to 

conduct Fund Management for Accredited and/or Institutional Investors only by the Monetary Authority of Singapore).

using alternative investments to increase returns, help manage risk, and provide diver-
sification. Being able to use the return generation of privates, as well as specialized 
public and private diversifiers opportunities, can help improve the risk/return profiles of 
the portfolio, with liquidity needs addressed by cash flow matching. Employing these 
strategies will help multiemployer pension plans improve solvency to 2051 and beyond. ■
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