DAVID H. COAR, Esq.
Arbitration and Mediation

November 19, 2013

Via UPS Next Day

The Honorable Milton I. Shadur
gnited States District Judge
United States bistrict Court
Northern District of Illinois
Fastern Division

214 Scouth Dearborn Street
Chicage, Illinois 60604

Re: Ouarterly Report of Tndependent Special Counsel, Perez
v. Fetate of Frank E. Fitzsimmons, et al., No. 78 C 342 (R.D.
I11l1., E.D.); Perez v. Robbins, et al., No. 18 C 4075 (N.D. Ill.,
£.0.); and Perez v. Dorfman, et al., HNo. Q2 ©C 7951 (N.D. I11.,
LR

]

Dear Judge Shadur:

This is to report on my activities during the second quarter of
2613 as Independent Special Counsel appointed pursuant to the
Fitzsimmons (Pension Fund) and Robbins and Dorfman {Health and
Welfare Fund) consent decrees.

Since my appointment, 1 have attended full Board of Trustees
meetings, now held every other month {with additional meetings as

noted in my reports), and consulted regularly with Fund executives.

Audit

At the May 15, 2013 HMeeting of the Board of lrustees, the Funds’
Internal Audit Department reported on its 2012 audit of health and
wel fare claims processing. This report concluded {1} that adequate
administrative and internal accounting controls are operating with
regard to health and welfare claims processing, and (2} that these
controls provide a basis for reliance that claims are processed
according to Fund policies and procedures.
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Pension Fund

As previcusly reported, in July 2005 the Internal Revenue
Service approved the Fund's reguest for a l1d-year extension for
amortizing unfunded liabilities. This extension is likely to defer
for the near term a statutvry funding deficiency. The 1R5 granted the
request subject to certain cenditions. In genersl Llerms, these IRS
conditions require the Pension Fund to maintzin its existing ratio of
assets to liabilities through 2011, and in subsequent years Lo 3S0hcw
moderate annual improvements in that funding ratilo.

Te meet these IRS—imposed conditions, the Board of Trustees
determined based on actuarial and legal advice that the Fension Fund
needed increased employer contributions. The Trustees amended the
pension Plan several times in the 2005-2007 period to require 7-8%
annual increases in the pension conliibution rates specified in new
collective bargaining agresments. 1n addition, pursuant to the Fund’ s
request, the negotistors of the United Parcel Service, MNational
Master Freight snd Carhaul Agreements allccated to the Pension Fund
all fringe benefit contribution increases which were scheduled for
2006 and 2007

As cxplained in previocus reports, the multienployer plan funding
rules of the Pension Protection Act of 2006 (“PPAY} became affective
on January 1, 2008. On March 24, 2008, the Fund’s actuary certified
the Fund to be in “eritical status” under the PPA for the 2008 plan
year; the actuary made the same certification with respect to 2008,
2010, and 2011. As a result of the initial «critical status
certification, the Trustees adopted a “rehabilitation plan” as the
PPR requires for critical status plans. The plan approved by the
Trustess attempts to build upon and incorporate the Tunding
improvement program instituted prior to the January 1, 2008 ef fective
date of the PPA, and designed to ensure compliance with the
conditions imposed by the pre-PPA amortization extension. In broad
outline, the Rehabilitation Plan approved by the Trustees contains a
“Primary Schedule,” which requires each contributing employer to
agree to five years of 8% annual contribution increases (7% 1if the
increases began in 2006} in crder to maintain current henefit levels
for the affected bargaining unit. The PPA also requires that a
rehabilitation plan contain & “Pefault Schedule,” which must provide
for the reduction in what the PPA terms “adiustable benefits.”
(“Adjustable benecfits” under the PPA generally include all benefits
other than a contribution-based retirement benefit payable at age
65.) Accordingly, Uthe Pensicn Fund’s Rehalbilitation Plan includes a
Pefault Schedule providing for 4% annual contribution rate increases
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and for the leoss or reduction of adjustable benefits for bargaining
units electing that Schedule. The PPA also provides that 3if the
bargaining parties have nct chosen any of the schedules established
bhv a rehabilitation pian {i.e., the Primary or Default Schedule)
witnin 180 days feollowing the expiration of the parties’ last labor
agreement, the Default Schedule will be imposed as a matter of law.

Staff has reported to the Trustees at the Board meetings held
during the sscond guarter of 2013 that the wvast majority of the
Funds active members were covered by collective hargaining
agraements that have COmE into compliance with the Fund’' s

Rehabilitation Plan. Almest all of the compliant emplovers and
hargaining units have agreed Lo adopt the Rehabilitation Plan’s
Primary Schedule {generally reguiring 7-3% annual contribution

increases for five vears and maintaining current benefit levels). As
of May 2013, the Pension Fund’'s 3lal{ reported that there were only
37 bargaining units, comprising & total of approximately 453 active
participants, that were subject to the Dbefzult Schedule, either as a
result of an agreement of the negotiating parties or by operation of
law {due to their failure tc agree o be beound by either Primary
Schedule or the Default Schedule within 160 days of the expiration of
the units’ last collective bargaining agreementi.

Contributing emplovers who have net agreed to be bound by one of
the Schedules c¢reated by the Rehakilitation Plan are reguired under
the PFPA to pay a non-penefit bearing surcharge to the Fund on their
contractual pension ¢ontributicen obligation. Under the PPA, the
surcharge was 5% of the pension contribntion chiigation during 2008,
and was increased to 10% as of January 1, Z005. 3taff has reported
that (1} as noted, most employvers are in coempliance with the
Rehabilitation Plan and are not incurring surcharges, and (Z2) as of
September 2012 most of the employers who are incurring the surcharges
are also voluntarily paying thoem; those few who have refused to pay
the surcharces are being pursued under the Fund’s delinguent account
collection procedures.

Under the Pension und’s Rehabilitaticen Plan adopted pursuant to
the PPA, a Rehabilitation Plan Withdrawal (“"RPW”) generally occurs
where an employer ceases to have an obligation to contribute to the
fund at one or more of its locations or facilities, but conbtinues to
do the same typs of work for which contributions were previcusly
required. The conseguence for a bargaining unit incurring an RPW is
the loss of PPA adjustable bkenefits (i.e., the loss o©f all benefits
other than a contribution-based benefil payable at ages 65j. Staff
prepares reporls concerning potential RPW events which are reviewed
by the Trustees at monthly Trustee subcommities meetings.
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The PPA also contemplates that multiemployer plans in the
critical zone will annually “update” their rebabllitation plans.
With respect to the 2012 Rehabillitation Flan update process, as
explained in my prior reports, the Funds’ Staff advised the Trustees,
aftar consultation with the Funds’ actuaries, that under the PPA, the
Trustees should continuz to pursue “reascnable mzasures” to forestall
the possible insolvency of the Fund.

As indicated in wmy prior reports, the Trustees deliberated
concerning the 2012 update at their Board Meetings last November and
Decenber. During those deliberations, the Trustees noted that during
the iast ten vyears, the Pension Fund has taken a number of measures
designed to stabilize its fipancial condition, including benefit
restructurings {such as reducing the benefit accrual rate {for
contribution-based benefits and mandating age 57 as the minimum
retirement age), and the imposition of requirements for increased
employer contributions {resulting in a near Adoubling of pension
contribution rates since 2004 for many employers). In addition, the
Trustees noted that during 7011, they also introduced, and gained
PRGC approval for, a “hybrid” withdrawal liability method {(see pp. 9-
10 below), which the Trustees believe will help encourage existing
employers to remain in the Fand and may help stabilize or grow the
Fund’s contribution base. In corder to provide further incentives to
employers to pay their Told” withdrawal liability while also
continuing to make psnsion contributions as a “New Employer” under
the hybrid method, in Hovember 2012 the Trustees amended the Frimary
sehedule of the Fund’s Rehabilitation Flan to provide that a HNew
Employer who satisfies its withdrawal liability and agrees to
continue to contribute to the Pension Fund will be deemed to e in
compliance with the Rehabiiitation Plan’s primary Schedule wilhout
the nead for contribution rate increases applicable te other Primary
Schedule employers.

However, as also explained in my pricr reports, the Trustees
also concluded during the 2012 update process that any further or
additional benefit reductions ox the imposition of additional
reguirements for increased contributions (i.e., beyond those already
sat forth in Rehabilitation Plan) wouwld entail too great a risk of
irreparable harm to a large number oOf contributing employers, or
would otherwise risk prompting an undue and harmful number of

withdrawals from the Fund. fburing the 2012 update process the
Trustesas therefore concluded that mandating further benefit

reductions or contribution rate increases at this time would be
counterproductive to the Fund, and would not constitute “reasenable
measures” to be adopted or pursued.
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Therefore, as indicated in my pricr reports, in the 2012
Rehabilitation Plan update, the Trustess did net zdopt any additional
substantive amendments to the Rehabilitation Plan, other than the
amendment described above relating te Primary Schedule rates
applicable to New Employers under the hybrid method. In additicn,
the Trustees approved continued implementation of (i} the Distressed
Employer Schedule (which the Trustees believe accommedated  the
special circumstances presentec by YRC, nc. in & manner that was
actuerially favorable to the Fund; see p. 13 below), (ii} the hybrid
withdrawal liability method, &nd (iii; the benefit pdifications,
contribution rate increases and other festures of the Rehabilitation
Plan that have been previously adopted.

Although it appears the Pension Fund has reported some Drogress
in securing increased employer centributions and controlling benefits
as required of Yeritical status” plans under the PPRA, the financial
information presented belov makes clear that the ¥Fund suffered
serious investment losses in Lhe general stock market and economic
downturn that commenced i 2008&. In more recent years, the Fund has
enjoyed a significant, but by no means complete, recovery of itts 2008
investment losses. As indicated helow, the Pension PFand reported a
return on investments of 6.52% for 2012 as of the end of the second
quavter. The Pension Fund’s Staff also indicates that preliminary
figures indicate that as of September 30, 2013 the Fund enijoyed
i72.19% return cn its investments for the year.

In addition, as previously reported, Staff has indicated that,
for plan year 2008, the Pension Fund was urnable to satisfy the
tfunding ratio targets that are a ccndition of the emortizaticn
extension granted to the Fund by the IR3 in 2005 (described above,
pp. 2-3); Staff reports that LUthese funding ratic teargets weare
satisfied for plan vears 2003 and 2010, hut 1t appears that the
funding targets for the 2011 and 2017 plan years were missed. Statf
has also reported that as & result of the failure to meet the 2008
funding ratio targets, in early 2009 the Pension Ffund filed an
application with the IRS regquesting a waiver of the funding target
conditions established under the amortization extension, due to the
unexpected economic decline that has occurred i recent years; that
application is still pending. Steff has alsoc indicated that the
Fund’ s legal counsel advises that in light of this prior {and stiil
pending) reguest for a walver filed by the Fund in 2009, 1t is not
necessary for the Fund to file a separate request for a waiver
relating to the apparent failure to satisiy the funding target
conditions for subsequent plan years.

The Trustees have also directed Staff to continue to monitor and
pursue additional regulatory or legislative initiatives that may
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assist in addressing the funding problems created for many pension
plans by recent conditicons in the general economy and stock markets.
The Pension Fund’s Staff has also reported to the Bopard of Trustees
that the Government Accounting Office (GAD) and the FPension Beneiit
Guarantee Corporation (PBGC) released studies in early 2013
concerning the multiemployer pension plan system on a npationwide
basis, and that these studies indicate thal the PBGC = multiemplover
insurance fund would likely be exhausted in advance of any projected
insvivency of the Central States Pension Fund.

Financial Information - Investment

The Fension Fund’s investment return for the second quarter 2013
was 0.25%, and the Fund’s vear-to-date return {as of June 30, 20i3)
wags 6.52%.

A comparison of the Fensicn TFund's performance to the Tucs!
universe results published for the second quarter cof 2013 {showing

percent returns cn investment) is summarizsd in the following tables:

Pension Fund’s Composite Return

2nd Quarter Ended ©One Year Period Ended Three Year Period Ended

June 30, 2013 June 30, 2013 June 30, 2013

g 1

Duartile a.ev P, 12 .52
TUSE Medlan (0,113 i1.45 11.42

TUOE 3

Cuaartd le {0,777 4.7 10,54
Fund s

Composite

Beturn 0,25 iz, el 12.28

PUTUCS” is the Trust Universe Comparison Service. Its Custom Large
T

Funds Universe is composed of plans with assets exceeding $3 billion.
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Pension Fund's Total Equity Return

?nd Quarter Ended Cne Year Per:od Ended Three Year Periocd Ended

June 30, 2013 June 30, 2013 June 30, 2013

TUCS 1Y

Guartile .85 42,28 18.5C

TUCS Median i.54 20050 ih 36
TS F7F

fuartile 0,23 iR.18 13,24

fund’ s

Total Eguity

Feturn 1.66 20,38 5,04

Pension Fund's Fixed Income Return

2nd Quarter Ended One Year Period Ended Three Year Pericod Ended

June 30, 2013 June 30, 2013 June 30, 2013
17
aartile (#.20) 2.56 8. G4d
TLCE Modian (2,649 0,58 .27
TLE 3
Curtile (4.57) 11,07 .72
Fuand’ =
Fixed
Income
Heturn {2,873 .39 Y-

The Fund's MNamed Fiduciary, The HNorthern Trust Company
Connecticut (“Northern Trust”}, which has been allocated 50% of
Fund’s investment assets) submits monthly investment reports to

Trustees, summarized below (showing percent returns on investment}:

* Fermerly known as Northern Trust Global Advisors, Inc.
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Worthern Trust

Year-to-Date as of
June 30, 2013 Apx, May June
2013 2013 20313

ern Trust's

Horth

Composite Betumn S 1.9z I N
seranmark

Conposite Return G. 6 2,030 (0.23y (2.33;
Northern Trust's

H 31 Fixed

Preome Retarn [ I.54 FLoaMy U3 0d]

chmark
ol Ioome
St UL TR Y 1.8% PT.%7Y (2054

Northern Trust's sccond gquarter 2013 composite return included a
3.29% return on U.S. eguities (3.87% on large cap and 3.40% on small
cap U.5. eguities), {£2.43)% on international equities and (1.37)% on
real estate.

The Fund’s financial greoup vreported the following asset
allocation of the Pension Fund as a whoele as of June 30, 2013 as
follews: 66% equity, 30% fixed income, 3% cther and 1% cash.

The financial group also reported that for the second quarter ol
%013 the returns on the Fund’'s passive indexed accounis were as
follows {showing percent returns on investment):

Yoar-to-date
Account as of June 30, 2013

Passive Indexad Bguity (8&P H00)
(25% of investment asseis) 13.83

Passive Indexed Fixed Incone
(70% of investment asseis) (2.€4)

Passive BAFE Indexcd

(5% of investment assels) 4,44
Financial}l Informaticn - Net Assets

(hbollars shown in thousands)

The financial reports prepared by Pension Fund Staff for the Six
menths ended June 30, 2013 (enclosed) show net assets as of that date
of £17,784,914, compared to $17,765,259 at December 31, 2012, an
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increase ¢f 519,655 compared to an increase in net assets of 5243 for
The same period last year. The 519,412 difference is due to $24,127
more net investment income offset by 54,710 meres net operating loss.

The enclosed Fund’s S5taff report further notes that for the six
months ended June 2013, the Fund’s net asset decrease from operations
(befere investment income) was $1,086,420 compared to a decrease of
£1,091,780 for the same pericd in 2012, or a 54,710 unfavorable
change, This change in net assets from cperations {bsfore investment
income) was attributable to:

a) {$5,018) leass contributions,
o} 51,063 less benefits and
cl ($754) more general and administrative expenses.

During the six months ended June 2013 and 2012, the Fund
withdrew 51,088,1%8 and $1,232,733, respectively, from investment
assets to fund the cash operating deficit.

Financial Information - Participant Population

The encloesed June 30, 2013 report prepared by Fund Staff further
notes that the five-month average number of Full-Time Equivalent
("FTE”) memberships decreased 4.05% from May 2012 to May 2013 (going
from 64,342 to 61,736), During that period, the average number of
retirses decreased 0.94% {from 212,%96 o 211,003},

Named Fiduciary

Officers of the Named Fiduciary, Northern Trust, me:r with the
soard  of Trusteas to discuss portfolic matters including asset
Aallocation.

Hybrid Withdrawal Liability Method

As indicated in my prior reports, Staff has indicated that at
the July 14, 2011 Board Meeting, the Trustees adopted - subject to

approval by the Pension Benefit Guaranly Corporation (YPBGC”) -~ an
alternative withdrawal liability method.? Under this method, new

employers HJoining the Pension Fund will have their withdrawal
liability measured based upon the “direct attribution” method;

employers who already participate in the Pund can also be treated as
new employers for withdrawal liability purposes on a prospective

The Pension Fund’s Staff advises that on October 14, 2011, the PBGC
approved the Pension Fund’s use of the hybrid methoed.
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basis {and become eligible for the “direct attribution” method) by
satisfying their existing withdrawal liability under the methed
historically employed by the Pension Fund (i.e., the “modified
presumptive method”), and then agreeing to continue fo contribute to
the Fund. Because the Fund will apply the historic modified
presumptive method to the “old” employers, but  apply direct
attribution to “new” employers {including “old” emplioyers who satisfy
their existing withdrawal liability), this recently approved formula
is referred to as a “hybrid” withdrawal liability method.

An employer subject to the direct attribution wing of the hybrid
method will have 1its withdrawal liabilivy determined based on any
potential shortfall between the contributions the employer has made
on behalf of the employer’s own employees and the pension benefits
dirasctly attributable to the employees’ service with that same
employer. All the employers subject to the direct attribution method
will form a new withdrawal liability pool, kut the Fund’s Staff
~eports that in light of the Fund’s current benefit structure, it 1is
unlikely that this pool, or any of the irndividual employers in the
nool, will ever have any actual or potential exposure to withdrawal
liability. That is, Staff repcrts that current levels of
contributions are more than sufficient to fund current benefit
accruals, and that, therefore, there appears to be only & remote and
{heoretical possibility of “direat attribution” withdrawal liability.
Staff also reports that it believes the hybrid method will offer a
means for employers who are ceoncerned about the potential for future
growth in Lheir exposure to withdrawal lisbiliity to cap their
liability at its present level while vontinuing to participate in the
Pand with little or nce risk of withdrawal liabilicy in the future.
Staff also anticipates that this arrangement will in some cases help
avoid the benefit adjustments imposed, pursuant fto the Fund’'s
Rehabilitation Plan, upon bargaining units associlated witn withdrawn
employers, while at the sama time securing a stream cf contribution
revenue from employers whe would otherwise have withdrawn and
completely ceased contributing to the Fund.

Further, as explained in my prior reporis, in November 2012, the
Trustees approved two additional features which they bhelieve will
enhance the attraction of the hybrid method for many contributing
employers. One of these features - also discussed abgeve (p. 4} -
restructured the Primary Schedule of the Rehabilitation Plan so that
employers who satisfy their withdrawal liability gualify as New
Employers under the hybrid method and continue to contribute to the
ponsion Pund will not be subject to the rate increase rate
requirements to which other Primary Schedule Employers are subject.
The other feature 1is an amendment to the TFund’s method for
determining mass withdrawal liability (applicable in certain cases in
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which all or substantially 211 of the emplcyers in a nultiemployer
plan withdraw from the plan; see ERISA § 4218(cy (1) (D), 29 U.S5.C. §
1398 (c) (1) (D}}. This amendmeni is intended to help ensure that Hew
Fmplovers who satisfy their existing withdrawal liability and
continue to contribute to the Fund under the hybrid method will not
face increased risks in the event of a mass withdrawal, as compared
te employers who have simply withdrawn from the Pund and completely
discontinued pension contributions.

Staff reports that to date approximately &0 old employers have
satisfied taelr existing liability and gualified as new employers
under the hybrid method. This has resulted in the payment of (or
agreements at least in principle to pay) approximately $245% million
in withdrawal liasbility te the Pension Fund while the employers in
guestion also continue to contribute to the Fund pursuant toe their
cellective bargaining agreements at guaranteed participation levels.

Bapkruptcies and Litigation

As explained in more detail bhelow, Hestess, Inc., a szignificant
contributing emplover to both Funds, filed for Chapter 11 pretection
on Januwary 1l, 2012,

The Funds’ &Staff alse repoarts that Allied Systems Heldings, Inc.
arid its affiliates (YAllied”} -~ an antomcohbile transporter with
several hundred participants in the Funds - filed £for Chapter 11

bankruptcey protection 1n mid-2012. However, Allied continued Lo
operate in bankruptcy and continued to pay contributions to the Funds
o behalf of 1ts drivers. The origin of the bankruptecy appears to be
# dispute between two factions of Allied’s commercial lenders. The
Funds’ Staff reports that Jack Coopsr Transport, Inc., which has laong
bheen a major contribuviing emplover to the Funds, has recently gained
nankruptoy court approval to purchase Allied’s assets free and clear
o2f liens and encumbrances. Jack Cooper apparently intends to continue
Allied’s operations and to continue to centribute te the Fands with
respect to those operations.

However, 5staff advises that it appears that aAllied itself wili
likely not be able to satisfy the withdrawal liability that will be
triggered by the sale of assets in bankruptcy to Jack Cooper in view
of the substantial claims of Allied’s secured credilors.

YRC
As previously reported, in recent years, YRC, Inc. and its
affiliates (“YRC”} have beepn among the largest copntributing smployers

te both the Pension Fund and the Heglth and welfare Fund.

518348 7 04000011 /7 11/18/2013



The Honoralkle Milten I. Shadur
November 18, 2013
Page 12

As also previously reported, in May 2009 the Funds entered a
Contribution Deferral Agreement (“CDA” or ™Deferral Agreement”] with
YRC. Under thes Deferral Agresment, the Pension Fund ultimately agreed
to defer approximately $10% million in pension contributions. The
Fund’s financizal consultant indicated that absent deferral of these
contributior obligations, YRC would be in default of loan covenants
withh ils banks; Staff reported that such a default would wrisk
triggering an insolvency and liguidation of YRC, which would destroy
any chance of rehabilitating the employer as a heslthy contributor Lo
the Funds.

Some 25 other multiemplover pension plans  in which YRO
participates joined in the Deferral Agreement, but the Pension Fund
is owed approximately 64% of the contributicns deferred under the
Agrzement.

Repayment of the Deferral Period centributions was secured under

the Deferrai Agreement by first Iien collateral con approximately 150
real estate parcels owned by YRC, plus additional second lien
collateral. The Deferral Agreement originally required repayment of

the deferred contributions in 36 monthly installments commencing in
January 2010, plus monthly payments of interest commencing in July
2009,

Due to YRCO!'s continuing pension contribution delinguencies, at
the Trastees’ July 16, 2009 Meeting, the Board formalized action to
terminats YRC's participation in the Pension Fund. However, in light
of an amended labor agreement indicating that YRC Intended to resume
making contributions to the Penslon Fund 1in January 2011, the
Trustees decided at their July 200% Meeting that YRC's terminaticn of
participation in the Pension Fund should not at that time be treated
as a complete and permanent cessation of its obligation to contribute
+o the Pension Fund that would trigger withdrawal liability.

on Sepltember 24, 2010, the Tcamsters Naticnal Freight
Negotiating Committee and YRC executec an Agreement for the
restructuring of the YRC Worldwide, inc. Cperating Compaiies

(“Restructuring Agreement”), which further revised YRC's pension
coptribution obligations. Under this Agreement YRC was scheduled to
resume contributions to the Pension Fund in June 2011 at a rate
constituting a 75% reduction from its pre-termination {pre-dJuly 2009)

rate.

in additien, as previously vreported, during 2010 the Trustees
approved & number of amendments to the CDA. These amendments resulted
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in further deferring commencement of the CDA payment schedule until
June Z011.

In March 2011 the Trustees then approved an arrangemsnt under
which the CDA repayment obligations are Uo be deferrved until March
31, 2015 (when a lump sum payment of the entire CDA balance is due),
with the exception of monthly interest payments to commence in June
2011. The Trustees’ agreement to this arrangemenl was contingent on
TRC's completion of a debt restructuring under which 2237 million in
bond and kank debt owed by YRC was eliminated by means of a debl-for-
equity swep, and $100 million in new financing would be provided to
the company.

At the March 9, 2011 Becard HMeeting, the Fund's Trustees aliso
determined it was appropriate to accept contributions at the new
contribution rate proposed under the YRC/THNFNC September 24, 2010
Restructuring Agreement (25% of the rate regquired prior to the July
2009 termination); it appeared to the Trustees that the proposed
contributions were alt the highest rate that YRC could reasonably be
gxpacted to pay and that the proposed contribution revenus
represented an improvement over the status quo for the Pension Fund.

The Trustees also decided at their March 9, 2011 meeting that in
Tight of YRC's new contribution rate, the YRC employee unit should
receive reduced benefits eguivalent in most respects to the Default
Schedule under the Fund's Rehabilitstion Plan. The Trustess then
approved a Rehabilitation Plan Schedule (desigrated the “Distressed
Employer Schedule”) authorizing these benefit reductions.

The Pensicn Fund’s Starf also reported that in July 2011, 7YRC
resumed making pension contributions on behalf of its employees o
the Pension  fFund, and has remalned ourrent in  its  monthly
contribution obligations of approximately $3-4 millicn per month
since that time.

Staff reports that each monthiy interest payment from YRC under
the arrangement described above is currently in the amount of
approximately $550,000, that the Fund received the first such payment
on August 15, 2011, and that YRC remains current with respect to
these monthly interest payments. Staff also reports that during 2009
- prior to the period during which interest payments were suspended
pursuant to the CDA amendments described above - the Fund received
approximately $2 million in interest payments.

In addition, Staff has reported that to date the Pension Fund
has received approximately $24.5 million as its share of the net

proceeds from sales of collateralized assets as a pre-payment under
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the CDA. Staff reports that after zccounting for all principal and
interest payments made to date, the unpaid balance owed to the
Pension Fund under the CDA by YRC is approximately $84.3 million.
Staff also notes that in May 2012 the Fund received a payment of
spproximately $110,0600 under the CDBA which is expressly denominatec
s & fse calculated under that RAgreement as percentage of a
refinancing charge paid by YRC to its commercial lenders; this fee Is
not io be applied to reduce cither principal or interest owed by the
company to the Fund. '

Hostess Brands, Inc.

In August 2011, ilostess Brands, Inc. (“Hostess”) -~ an employer
that had regularly contributsd to the Pensiornn Fund on behalf of
approximately 2,800 participants - failed to make the monthly pension
contributicr payment of approximately $1.9 wmillion that was dus on

Bugust 15, 2011,

Hostess’s pension contribution delinguency persisted and at ths
Hovember 2011 BRBoard Meeting the Trustees voted to terminate the
participation of Hostess in the Pensicn Fund and to generally reduce
the benefits of the Hostess participants to the Default Schedule
levels specified under thz Rehabilitation Flan (see pp. 5 — 6 above;.

On Janpuary 11, 2012, Hostess filed a petition under Chapter 11
of the Bankruptcy Code in the Southern District of dNew York. The
Pension Fund has  delinguent contribution claims in the amount of
approximately 38 miliion against the bankrupt estate, as well as
withdrawal liability claim in the amount of approximately 3583
million.

As previously reported, it appears that the bankrupt employer
reached an agreement with Teamster bargaining representatives to
resume participation in the Pension Fund by 2015 (and that agreement
was ratified by the Teamster membership) . However, in Octoker 2012
the Hostess employees who belong te the Bakery, Confectionery,
Tobacco Workers and Grain Millers International Union voted to reject
a proposed collective bkargaining agreement comparable to the one
accapted by Hostess’s Teamster employees. This resulted in a strike
by the Bakery Workers, and the Pension Fund’s Staff reporis that the
pankruptcy court has esuthorized a liquidation of Hostess.

The Funds’ Staff reports that the liquidation of Hostess's
assets is proceeding, and it does noft appear that any unionized
contributor to the Funds has purchased, or will purchase, any
significant portion of Hostess’s operations or assets. Staff also
=]

eports that sale proceeds will likely not be sufficient to satisfy
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the company’s secured debt, and this, of ocourse, wounid leave ths
Fension Fund and other general unsecured and non-administrativs
priority creditors with unsatisfied clalms (the Pension Fand has no
administrative claims in the Hostess Bankrupteoy).

Health and Welfare Fund
Financial Information

{Dellars shown in thousands)

The Health and Welfare Fund's Zfinancial summary for the six
months ended June 2013 is compared bkelow with interim financial
information for the same periocd of 2012;

5ix Months Ended June 3G,

2013 2017

Contributions 5 £19,502 559, 607
Benefits 5962, 583 546,817
TeamCare administrative expenses 16,424 15,155
General and administrative expenses 18,856 - 18,89¢
Net operating income 21,4639 18,734
Investment income {loss) L0, 84¢ 55,623
Increase in net assets GZ, 4868 T4, 362
Net assets, end of period $ 1,871,004 1,719,044
Five-month average

participants (FTEs) 82,1756 82,730

For the six months ended June 2013, the Health and Welfare IMund’'s net
asset increase from operaticns (before investment lncome}) was 521,639
compared to an increase of $1§,7392 for the same pericd in 2012, or a
£2,900 favorable change:

{a) $19,8B55 more contributions,

{Ix} (515, 766) more benefits,

{c) ($1,269) more TeamCare administrative fees and

(dy $40 less general and administratlve expenses.
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During the six months ended June 2013 and 2012, the Fund
transferred §36,380 and $24,825, respectively, Lo investments (BNY
Mellon) as the operations generatad positive cash flows for those
periods.

The enclosed report entitled "Central S5tates Funds Financial and
alyrical Information" prepared by the Fund's financial group as of

Al
June 30, 2013 shows the investment asset alleccation as 7H% fixed

wt

income and 25% eguity.

This repeort alsc notes that the {ive-month average number of
Full-Time Equivalent {5} memberships decreased by U.67% from May
2012 to May 2013 (going from 82,7320 to 82,176). During that period,
the average number of retirees covered by the Health and Welfare Fund
decreased by 12.34% (from 10,08% to 8,849).

Potential for Expanded Participation of UFS, Inc.

Iuring the May 15, 2013 Meeting of the Board of Trustees, the
Fund' s Staff discussad a proposal by United Parcel Service, Inc,
(“"UJPS”)} and the Teamsters National UPS Negotiating Committes that op
Janvary 1, 2014 & large number of additional azctively employed and
retired UPS Teamsters commence coverage under the Central States
Health and Welfare Fund. The Health and Welfare Fund currently covers
approximately 40,000 active UPS employees and Lhis proposal could
result in a significant expansion of UPS’s participation in the Fund.
At the May 2013 meeting, the Trusteces approved contribution rates
potentially applicable to the proposed expanded UP3 participation in
the Health and Welfare Fund. In additicn, the Trustees have
authorized Staff to make preparations - including leasing additional
office space and hiring additional personnel - in anticipaticn of
this potential expansion.

However, Staff reports that the exact number of UPS participants
to be zdded to the Fund’s coverage and the terms of their
participation are matters that arc not yet firmly or completely
resolved.
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Article V{H)

As reguired by Article V{#H}) o«f the Health and Welfare Fund
Consent Decree, the Health and Welfare Fund has paid during the
second quarter of 2013 the following for professional services and
expenses for the Independent Special Counsel:

April 2 .00
May 5 01,538.34
June =S G.0¢

I will be glad Lo provide additional detalls regarding any
aspect of my activities as lndependent Special Counsel. Should you
have any gquestions or comment alease do not hesitate to contact me.

Y

iM/; 4iLLiji\L

s

r
David H. Coar
Enclosure
oo Ms, M. Patriciz Smith (w/encl.) Via UPS Next Day
Mr. Michael A. Schloss {(w/enol.) Via UPS Next Day
M1 . Thomas C. Myhan
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