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Improvements Are Needed To Achieve Better
Efficiency and Effectiveness In
PBGC's Benefit Determination Process

Audit Report 99-2/23128-1
EXECUTIVE SUMMARY
INTRODUCTION

The Honorable Charles E Grassley, Chairman of the Special Commuttee on
Agmg, United States Senate, asked that we conduct an audit to answer certam questions
regarding Initial Determination Letters (IDL) An IDLisa notification to participants
and others, as requrred, of Pension Benefit Guaranty Corporation's (PBGC) official
decision regarding entitlement to, amount and other conditions of a benefit The IDL 1s
generated as a result of the benefit determination process managed by the Insurance
Operations Department (10D)

Although PBGC's current process has mcreased the number of IDL's 1ssued
annually, opportunities to improve the efficiency and effectiveness are identified 1n
key areas (1} developing and implementing timeliness performance measurements
that would link to PBGC's strategic goals and desired perforrmance outcomes,

(2) taking reasonable steps to ensure that [DLs have been 1ssued to all participants, (3}
strengthemung controls to accurately account for IDLs 1ssued, (4) ehminating redundant
actvities within the benefit determination process, (5) collecting plan records earher,
(8) establishing mandatory traiung requirements for employees responsible for the
benefit determmation process, and (7) ensunng that ttme spent performng the benefit
determination processes 1s accurately captured and recorded

FINDINGS AND RECOMMENDATIONS

1. 10D's Performance Measures Are Not
Time Sensitive.

10D's performance measures, useful in tracking progress of the benefit
determunation process, do not mclude a timelmess standard This weakness i
establishing a timeliness standard has been reported to PBGC by the OIG m the past
Implementation of a tmeliness standard and the consistent and accurate capture of
data to support the standard would provide PBGC sigraficant information to measure
1ts performance outcome of 1ssuing IDLs withun 3-5 years of plan trusteestup Thus
would provide PBGC management valuable information to formulate operaticnal
strategies to reduce the time 1t takes to 1ssue IDLs

Recommendations
We recommend that PBGC implement the following corrective action

Establish nmeliness performance measures for principal activities of the
benefit deterrunation process. (I0D-158)

Establish an annual goal for closing plans to complete the benefit
determmnation process (I0D-159)



2, PBGC Cannot Ensure All IDLs Have Been
Issued To Participants.

Based on our review, we could not verify whether all IDLs were 1ssued to
participants 1n certam terrminated pension plans  To review this 1ssue, we selected a
sample of 60 termmated pension plans represenung approximately 87,000 IDLs  We
could not find an IDL 1n PBGC's imaged records for all participants in our sample
PBGC could not provide an imaged or paper copy for 59 out of 177 IDLs If an IDL 1s not
1ssued, then PBGC would not be 1 comphance with 1ts regulations Further, the
participant would be derued due process and the nght to challenge PBGC's benefit
computation We expect that PBGC would take reasonable steps to 1dentify participants
1n plans already processed to ensure that all IDLs have been 1ssued

Recommendations
We recommend that PBGC take the following corrective actions

Talke reasonable steps to dentifyy whether there are partictpants who have not
recewed an IDL (I0D-160)

Institute quality control reviews to ensure that current control procedures
relating to IDL issuance are worlang properly (I0D-161)

3. PBGC Cannot Accurately Account for IDLs.

PBGC cannot accurately account for its uruverse of IDLs yet to be 1ssued due to
PRISM data mtegnty 1ssues In addition, we found that the controls m place to ensure
the accuracy of the manual count of IDLs 1ssued were weak Without strong controls,
IDLs may be miscounted and workload and related accomplshments may be misstated

Recommendations

We that PBGC take the following corrective actions

Tale steps to deterrine whether the uniwerse of IDLs 1s based on relable IDL
data. (IOD-162)

Strengthen control procedures to ensure that the manual complation of IDLs
issued which PBGC uses to siupport the accomplishment of tts strategic goals, 18
accurate and complete (I0D-163)

4, PBGC Should Eliminate Redundant Activities.

We dentified certain activihes which appear to be performed repeatedly through
out the benefit determmation process. This repeating of processes 1s commonly known
as duplicate processmg, and, when present, results m process inefficiencies such as
mereased processing time and costs  Our review 1dennfied three activibes -- Actuanal
Peer Reviews, Controlled Group and Net Worth Audits, and Plan Assets Reconciliations
-- with the potential for redundancy

Recommendations
We recommend that PBGC take the following corrective actions
Reuvew actuanal peer reviews, controlled group and net worth audits. and the

reconciliation of plan assets to determune whether redundant activthies exist
(IOD-164)



Determmune whether the redundant actwwities dentified should be eliminated
(IOD-165)

5. Participant Information Should Be Gathered
Earlier.

The benefit determunation process 15 dependent upon obtaining essenual plan
data and participant records In most cases, PBGC waits until 1t becomes the trustee
before attempting to obtain the informaton necessary to determune plan benefits
Obtaining the records earher may avoid some of the difficult and _
reconstruction of plan records This, 1n turn, will enable PBGC to perform the activities
in the benefit determination process and 1ssue IDLs in a more timely manner

Recommendation

We recommend that PBGC take the following corrective action

Develop and tnplement polictes and procedures based on ERISA section 4003
authortty to ensure that plan records essental to the benefit determunation
process are obtamned at the earliest possible ime (10D-166)

6. Training Policy Should Require A Mandatory
Core Curriculum.

IOD designed a core curmiculum to provide urnuform knowledge and guidance
about the benefit determination process Although a core curmeulum is available, 1t 1s
not mandatory trammng for 10D personnel By not using the core curnculum, 10D may
be placing PBGC “at rnisk” by not having human resources prepared to consistently and
accurately process terminated pension plans, In addition, 1t may be a waste of
government resources to design a core currniculum and not follow through in delivering
the traimung to 10D personnel

Recommendation
We recommend that PBGC take the following corrective action

Establish a policy requiring that IOD's core currniculum trauung 1s mandatory
(IOD-167)

7. Strengthen Compliance, Over I0D's Time
Accounting Requirements.

10D implemented a Budget. Management, Planming and Reporting System
(BMPRS) to capture, accumulate and track employee time spent on benefit processing
tasks Our review disclosed that PBGC is aware that the tume recorded in BMPRS 1s
mncomplete and naccurate Recording employee tume accurately and completely would
assist management 1 determuung the time required to accomplish each activity
withun the benefit determination process Knowing the time requirements would
enable management to project resource needs, to formulate operational plans. and to
manage the benefit deternunation process more efficiently and effectively

Recommendsation

We recommend that PBGC implement the following correcuve action

Enforce compliance with time accountng requirements established wn [0D’s
Procedures Manual (I0D-168)
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AGENCY COMMENTS AND OIG EVALUATION

A draft Report was provided to the agency for comment In addition, we met with
PBGC officials on several occasions to discuss the Report's findings  Subsequently, we
made clarifications to the Report 1n response to management concerns, as approprate
We have reviewed PBGCs comments to this Report PBGC indicated m 1ts response that
1t generally agreed with the findings for numbers 1, 3, 4, 6 and 7 and the related
recommendations However, they did not mdicate complete agreement with the
findings and recommendations for numbers 2 and 5

In addition to PBGC's response to the findings and recommendations, 1t
mcluded a narrative of its benefit calculation process and a summary of improvements
that have taken place since 1993 As we have not audited PBGC's representations
both the response to the findings and recommendations as well as the narrative, we
cannot comment on the veracity of their statements Regarding finding numbers 2 and
5, our evaluation of PBGC's response 15 as follows

Finding 2 - PBGC Cannot Ensure All IDLs Have Been Issued To Participants.

PBGC was silent as to their agreement or disagreement with the finding and
related recommendations Dunng the audut, we provided PBGC with a hsting of IDLs
that we could not locate We asked PBGC to search their electromc and paper files to
find and produce these IDLs After searching, PBGC could not account for 59 IDLs
Subsequent to 1ssuung the draft report, at PBGC's request, we agaun provided PBGC with
the hsting of the 59 missing IDLs for their research  As a result of their continued
search. PBGC was able to produce 6 of the 59 mussing IDLs  For 3 additional IDLs, PBGC
could not provide the IDL but did provide informauon from the Participant and
Employer Appeals Department indicatmg an IDL was 1ssued

In 1ts comments to the draft report, PBGC asserted that "these instances
represent recordkeeping matters related to older plans rather than mstances where
PBGC failed to 1ssue an IDL.  PBGC then provided vanous explanations as to why the
remaining 50 IDLs were mussimng For example, they stated many of the 1DLs were
attnbuted to either deceased participants who had no surviving spouses, or to
partictpants that had received lump sum payments  In most instances these
participant files had been sent to the Federal Records Center Now we have been
informed that the records were destroyed

In analyzing PBGC's comments, we reviewed the information found during the
audit We had captured "IDL 1ssue dates” recorded m PRISM and found that many were
default dates PRISM requures that a date be entered in this field before the
mmformation can be processed In this case, the default date was the DOTR  In tns
sample of 50 mussing IDLs, more than 50% have default dates for the "IDL 1ssue date” mn
PRISM In addition, as presented m Finding #2, PBGC stated that in the past the major
concern was geting participants mto pay status and not 1ssuing IDLs Also, PBGC dud
not always 1ssue IDLs to deferred vesteds and to parucipants who recewed lump sum
payvments

We carnot agree with PBGC that these are “recordkeeping matters * Given
PBGC's comments during the audit coupled with the default dates m PRISM for IDLs, we
still question whether the IDLs have been issued The fact remains PBGC cannot certify
that all IDLs have been 1ssued because their records are incomplete

Finally, our testing indicated that there are potential problems regarding the
control over records maintenance Smece PBGC could not produce the IDLs for our
review there 1s an appearance that they have not been 1ssued As we reported. this may



indicate a potential problem with PBGC's comphance with its regulations regarding
IDLs

Finding 5 - Participant Information Should Be Gathered Earlier,

Alithough PBGC agrees that the records should be secured as early as possible,
they have concerns that ERISA § 4003 does not provide a basts to collect plan records
Section 4003(a) of ERISA states

The Corporation may make such mvestigations as 1t deems
necessary to enforce any provisions of this title or any rule or
regulation thereunder .

Section 4003(b) further provides that

For the purpose of any such investigation, or any other
proceeding under thus title . take evidence and requure the
production of any books, papers, correspondence,
memoranda, or other records which the corporation deems
relevant or matenal to the inquiry

We believe section 4003 does provide PBGC wath the authority to obtain records
early in the process During the audit we discussed this matter with attorneys mn OGC,
who generally agreed that section 4003 was legal authority PBGC could assert to obtamn
records during the benefit determination process

Management’s Comments Regarding PRISM

In general, PBGC has made certain representations regarding the functionality
of PRISM. For example, PBGC cited PRISM's ability to account for IDLs and to provide
for accurate benefit payments However, our Report on Internal Conirols from the 1998
Financial Statement Audit (99-7/23132-2), conducted by PricewaterhouseCoopers LLP,
dentified areas where control could be strengthened to reduce nisks associated with the
benefit payment process and participant record integrity Thus report 1s avatlable upon
request

The fall text of PBGC's comments are attached to this report at Tab I

Thus Report 1s one of four 1ssued by the OIG 1n response to questions posed by
Senator Grassley concerrung PBGC's 1ssuance of IDLs.

e Improvements Are Needed To Achieve Better Efficiency and Effectiveness i PBGC's
Benefit Deterrunation Process (OIG Report 99-2/23128-1),

» The Length of Time It Has Talen PBGC To Issue Iruttal Determination Letters (99-3/
23128-2},

« Penston Plan Participants Impacted By Delays In Inihal Deterrunaton Letter
Issuance (OIG Report 99-1/23128-3); and

o Audit of PBGC's Response To Certain Questions Concerning Appeals of PBGC Irutual
Determunations of Penston Benefits (OIG Report 98-10/23131)

¥l
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Improvements Are Needed To Achieve Better
Efficlency and Effectiveness In
PBGC's Benefit Determination Process

Audit Report 99-2/23128-1

INTRODUCTION

The Honorable Charles E Grassley, Chairman of the Special Committee on
Agmg, Umted States Senate, asked that we conduct an audit to answer certain
guestions regarding Imtial Determmation Letters (IDL) The Chairman stated that
information had come to his attenuon that the Pension Benefit Guaranty
Corporation (PBGC) often takes unreasonable periods of ume to 1ssue IDLs  Further,
the Chairman requested a multi-year evaluation of the efficiency and effectiveness of
the current benefit determmation process used by PBGC to 1ssue IDLs ' This report
presents our findings and recommendations

BACKGROUND

The PBGC was established under Title [V of the Employee Retirement Income
Securnty Act of 1974 (ERISA), as amended PBGC 1s a government corporation that
protects the pensions of more than 42 millon Amerncans n appro:amately 42,000
singie-employer and 2,000 multiemployer defined benefit plans PBGC states that its
mission 1S to operate as a service-oriented. professionally managed agency that
protects participants’ benefits and supports a healthy retirement plan system by

e encouraging the continuation and maintenance of private
pension plans,

« protecting pension benefits 1n ongoing plans,

+ providing tmely payments of benefits in the case of
terminated pension plans, and

» malking the maximum use of resources and maintaming
premiums and operating costs at the lowest levels consistent
with statutory responsibilities

PBGC's programs are financed by revenues obtamed from premwums paid by
sponsors of covered pension plans, assets from termunated plans that PBGC trustees,
recovenes from the companies formerly responsible for the trusteed plans and
investment mcome In addition, PBGC mnsures pensions, within statutory hmts, of
participants 1 certain defined benefit single-employer and multiemployer? pension
plans that meet the criteria specified 1n ERISA § 4021

Under the single-empleyer program, PBGC is hable for the payment of
guaranteed benefits of underfunded terminated plans An under{funded plan may
termiate only 1f PBGC or a bankruptcy court finds that one of the four conditions

' The Chairman's other questions are addressed in OIG Reports 99-3/23128-2, The Length Qf
Tune It Has Taken PBGC To Issue Il Determination Letters, 99-1/23128-3, Evaluatwon Of
Impact On Pension Plan Participants Of Delays In Issuance Of Inthal Determunation Letters, and
98-10/23131. Audit of PBGC's Response To Certamn Questions Concerming Appeals of PBGC
Intaal Determunations of Pension Benefits

z Under the mulhiemployer program. when a plan becomes mmsolvent, wt recewves financial
assistance from PBGC so that the plan can continue to pay participants their guaranteed
benefits Consequently, IDLs are not 1ssued

99-2/23128-1



for a distress termunation, as defined 1n ERISA § 4041(c)(2)(B). 1s met PBGC may
also involuntanly terminate a plan under one of five statutory tests in ERISA

§ 4042(a) Furthermore, ERISA § 4042 requures that a trustee be appointed for
underfunded, terminated plans In practice, PBGC routinely becomes trustee,
however, PBGC's appointment 1s not automatic The trusteeship is accomplished
either by voluntary agreement or court order upon PBGC's application. At September
30, 1998, PBGC was the guarantor and trustee, or in the process of becoming trustee,
of 2,665 terminated pension plans with approximately 209,000 participants receiving
benefits totaling $848,000,000 When eligible, another 264,000 deferred vested
partncipants will receiwve benefits

OVERVIEW OF THE BENEFIT DETERMINATION PROCESS

An IDL 1s a noufication to participants and others, as required, of PBGC's
official decision regarding enutlement to, amount and other conditions of a benefit
The IDL 1s generated as a result of the benefit determination process managed by the
Insurance Operations Department (IOD). According to IOD's procedures manual, there
are several processes which must be completed before IDLs can be provided to
parucipants ° PBGC categorizes these benefit determination processes as pre-
termination, 1mtial trusteeship, audit, and valuation After these processes are
completed, PBGC 1ssues the IDLs dunng the notification process The final process 1s
case closure.

Pre-Termination Process

This process involves PBGC's investigation of pension plans to determine
whether a plan should be terminated and trusteed PBGC generally becomes aware of
a potential problem plan through a reportable event notice,* a distress termination
application pursuant to ERISA § 4041(c), or some action lighlighting a problem
PBGC also monitors compamies with pension plans underfunded by at least $5
milion to identify transactions that could jeopardize their pension plans

PBGC gathers documentation and mformation on the financial condition of
the plan, the plan sponsor {generally, the employer), and the controlled group (trades
or businesses under common control} If the plan sponsor 1s a member of a
controlled group, PBGC estimates the controlled group's net worth to deterrmne
whether there 1s a viable entity or group of entiies within the controlled group that
can afford to fund the plan If so, PBGC will not termmate the plan Even if no
member can afford to fund the plan, once the plan is terminated PBGC can shll take
recovery action aganst a controlled group member

If participants are not receving their current benefits and 1t 1s certain that
the plan will be recommended for termination, PBGC will begin paying participants
through PBGC's or the prior paying agent PBGC also determines the status of the
plan's pension related records After analysis. PBGC wll decide whether the plan 1s
viable and should not be terminated, to continue monitoring the plan, or to
terminate the plan

3 PBGC may 1ssue IDLs before completon of these processes for participants who have been
receiving therr benefit payments for five years or more as of the date of plan termmation and
meet other necessary condilions

+ ERISA § 4043 requires that PBGC be notified of certain reportable events such as tax

disqualficaton and noncomphiance with ERISA Title I, failure to make required mimnmum
funding payments, and Inability to pay benefits when due

99-2/23128-1



Initial Trusteeship Process

When PBGC decides that the plan meets the statutory crnitena for termination,
PBGC then obtains a trusteeship agreement appomnting 1t as trustee of the plan After
that, PBGC sends a notification of trusteeship letter to interested parties including
the plan sponsor, controlled group members, bankruptcy trustee, union(s), and prior

paying agent Plan participants who are currently receiving benefits are notified and
asked to provide PBGC with certain pension related data

Upon trusteeship, PBGC assumes responsibility for benefit payments for
retirees currently 1 pay status and for participants when they become eligible for
retirement 1n the future When necessary, PBGC will transfer funds to the plan's

prior paying agent untl the payment responsibility can be transferred to PBGC's
payving agent

Benefit amounts for retirees currently being paid and new retirees when
ehgible are reduced to estmated guaranteed levels based on the date of plan
termimation (DOPT) and commensurate with ERISA Title IV maximums and plan
provisions

Audit Process

This process gathers the mformation needed to identify ehgible plan
participants, verify their entitlement, determuine their benefit levels, and value the
benefits payable Site visits to the plan sponsor are usually necessary to obtain plan
and participant informanon Data 1s collected from third parties, such as the
Internal Revenue Service, Social Securnity Admimstration, and unions, PBGC may
request that the plan participants and beneficiaries venfy certain mformation

The information collected, along with the mformation obtamed dunng the
earlier processes, 1s used to (1) build a participant database, (2) finalize the controlled
group and net worth determinations, (3) write the plan abstract,® and (4) perform
several audits including net worth, plan asset and participant data Existing
databases prepared by the plan sponsor may be used as a basis for the participant
database Using the work previousty performed dunng the pre-termmination process,
PBGC determines whether additional controlled group and net worth analysis 1s
needed

The plan asset audit determuines the value of plan assets as of DOPT Assets,
including due and unpaxd employer contributions (DUEC) and habilities such as
pavables to service providers and retroactive payments due participants, are audited

The 1dentification and collection of plan documents that was begun durmng the
earlier processes 1s completed A comprehensive plan history 1s needed to determine
if the plan comphes with the law (1.e , amendments were made to the plan to conform
to changes made to ERISA and the Internal Revenue Code), and to determine if there
are considerations such as phase-ins (ERISA § 4022(b](7])) and substantal cwner
benefits (ERISA § 4022(b)(5)) This information 1s used to complete a plan abstract

The plan abstract and support documents are then used to dentify which data
elements must be included 1n the participant database so that the participants’
entitlement and benefits can be properly calculated A source document audit

* The plan abstract summanzes the plan. mcluding the provisions 1n effect during the last five
years before DOPT and earlier provisions when necessary This abstract provides the
informatlon necessary to determine the data elements required for determining benefits and
performing the valuation process

99-2/23128-1
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wdentifies the location and document types which will be used to create the

participant database Generally this mformation comes from the plan sponsor's
personnel and payroll files

Once the parucipant database contamns the data required to determine
entitlement to benefits and the amount of benefits payable, PBGC performs a
participant data audit The audit should determune, within a 95 percent confidence
ievel, whether the data was entered accurateiy into the database In most instances,

the audit process must be substantially complete prior to beginmng the valuation
process

Valuation Process

This process provides the mformation necessary for preparation of the
benefit statement for each participant This statement explamns the data,
assumptions and variables used mn calculating the participant's benefit and 1s
enclosed, when applicable,® with the partucipant's IDL  Additionally, PBGC

determines the present value of each parnicipant’s benefit and the composite present
value of the entire plan

A participant's final benefit 1s determined by applying a combination of
factors including the plan's provisions, the statutory guarantee under ERISA, the
allocation of plan assets, and the value of amounts recovered by PBGC from entities
lable for the plan's underfunding The statutory guarantee pertains to a
participant's entitlement to benefits and the amount of benefit to be recewved This
guarantee applies to certain forms of benefits, to those benefits which are non-
forfertable. and to benefits for which a participant became eligible prior to DOPT

ERISA § 4044 requires that the plan's assets be used to pay benefits in six
categonies of priority When there are mnsufficient funds to cover all benefits, PBGC
uses assets from the terrination mnsurance fund to pay the guaranteed benefits n
accordance with the provisions of ERISA Title IV

Any recoveries which have been made or agreed te must be valued and
allocated Once valued, the recovery must be discounted back to DOPT for plan
valuation When a covered plan with msufficient assets terminates, PBGC asserts
claxms agamst the contributing sponsor and 1ts controlled group members mn two
capacities’ (1) as trustee, for the amount of DUEC and (2) as guarantor of benefits, for
{a) 1ts employer hability clamm for the amount of unfunded benefit habilities (UBL)
and (b} any unpard PBGC premums When PBGC does not collect the full amount of
1ts claims. the total value of PBGC's recovery must be allocated among PBGC's claums
for DUEC, employer hability, and unpaid premiums. [n addition, the value of the
recovery may affect the participants' benefit amounts

The value of the recovery on the DUEC claim affects the allocaton of assets to
guaranteed and nonguaranteed benefits in accordance with ERISA § 4044 and the
amount of PBGC's employer hability claims for UBL m accordance with ERISA
§ 4062(b) For certain plans, the value of the recovery on PBGC's employer hability
claim for a plan affects the recovery ratio which will be used to determine the
amount of any ERISA § 4022(c) benefit that may be paid to participants The value of
the recovery of unpaid premiums does not directly affect participants’ benefits

At the end of this process, an actuanal case report package 1s compiled for
each plan Some of the 1tems mcluded in this package are an actuanal

¢ Benefit statements are not enclosed for reurees who have been in pay status five years or
more as of DOPT (whose benefits will rarely change) or for non-vested participants

99-2/23128-}



certification, plan abstract, valuauon spreadsheets and instructions for use in the
notification and closure processes

Notification Process

After the final valuation 1s completed, PBGC 1s ready to 1ssue IDLs which
notify plan participants of PBGC's decisions regarding entitlement, amount and
other conditions of a benefit However, before the IDLs are 1ssued, PBGC determines
if there 15 any difference between the estimated benefits that have been paid by PBGC
smece DOPT and the calculated final benefits If the resuit 1s a net underpayment,
PBGC pays the underpaid amount plus mterest in a single payment When a
participant has been overpaid. PBGC recovers the overpayment by reducing the
parucipant’s monthly benefit, in most cases, by a maximum ten percent In
addition, the participant may elect to repay PBGC 1n a single payment For those
who are not eligible to recewve future benefits from PBGC, recovery acuons are
iutiated to collect overpayments

PBGC 1s to 1ssue 1DLs to each participant informing them of whether they are
entitled to a benefit and the amount, their appeal nghts, and any underpayment or
overpayment of estimated benefits Normally, a number of enclosures, such as a

henefit statement and a pamphlet concermung appeal procedures, are included with
the IDL.

Participants are notified in the IDL of their nght to appeal the benefit
determination If an appeal, or request for an extension of ume to appeal, is not
filed wathin 45 days, PBGC finahzes the benefit amount When an appeal 1s
submitted and accepted by PBGC's Appeals Board, PBGC delays any adjustment to the
benefit amount until the Board has 1ssued 1ts decision Based upon the Board's
decision. PBGC may take specific action concerning the participant’'s benefit  This
achion may mnclude issuing a revised IDL.

Case Closure Process

The case closure process is to ensure that the prior processes have been
completed 1 e, that all locatable participants have recewed correct IDLs, that eligible
participants are recewving or will receive benefits, and that plan and participant files
are 1n a condition that facilitates benefit admimustration A close-out group
performs a statistical sample review to ensure that all actions have been completed
The ongoing admirustration of the plan is then passed to a contractor who manages
the plan under PBGC direction

ORGANIZATIONAL RESPONSIBILITY

The 10D 1s primarily responsible for the benefit determunation process
Starting 1n Fiscal Year (FY) 1985, most of [OD was reorgamized from a funchonal
alignment to one more aligned by process [t was intended that this reorgamzation
would lead to more efficient and effective processing of terrunated plans

with the reorganization, the Pre-Termination Processing Division (PPD) of
10D 1s responsible for most of the pre-termmauon process for plans with an UBL of
less than 825 milhon and fewer than 5000 participants The Corporate Finance and
Negotiations Department (CFND) 1s responsible for the larger plans.

Eight Trusteeship Processing Divisions (TPD) are responsible for most of the

other 10D processes discussed in the above Overview of the Benefit Deterrnination
Process Multi-funchonal teams which inctude auditor, penston law specialist,

99 2/23128-1



pension benefit admunistrator, and actuary are formed within each of the TPDs A
specific team 1s responsible for the processing of a particular plan In addition,
other 10D divisions and PBGC departments such as the Office of the General Counsel,
the Financial Operations Department (FOD) and the Participant Employer and
Appeals Department provide assistance and support. as required, to 10D

PBGC uses coniractors, mcluding actuanal firms and field benefit

administrators (FBAs), to assist with the processing The FBAs perform the ongoing
administration of the plans with PBGC oversight

OBJECTIVE, SCOPE, AND METHODOLOGY

We reviewed and evaluated the principal activibies of the benefit
determination process for the period October 1, 1994 through September 30, 1997 for
the purpose of determining whether the process was effecuve and efficient  For the
notification process, specifically the issuance of IDLs, we expanded the evaluauon
period to September 30, 1998 Our evaluation made mquines of PBGC management
and personnel Our inquires were designed to (1) obtain an understanding of the
operational procedures used in the benefit determination process; (2) evaluate PBGC's
comphance with estabhished policies and procedures, and (3} determine whether
PBGC personnel have the knowledge and are properly trained to perform their
processing functions. To validate our understanding, we conducted a walkthrough to
identify current operating procedures and processes A sample of plans trusteed since
October 1, 1994 was selected and reviewed to record the elapsed times to complete the
prmeipal activities of the benefit determination process A second sample of 60
plans was selected from a populauon of 1,715 in order to venfy IDL information

Our audit was conducted 1n accordance with the standards applicable to
performance audits contained m Government Audiing Standards 1ssued by the
Compiroller General of the United States Deloitte and Touche LLP was engaged to
conduct the audit. We did not perform any testing of balances, transactions,
procedures or controls as part of this engagement In addition, we did not conduct
specific control reviews of electronic data processing systems assoclated with the
benefit determination process

FINDINGS AND RECOMMENDATIONS

1. I0D's Performance Measures Are Not
Time Sensitive.

10D does not use umeliness performance measures to determune the efficiency
of the benefit determination process More emphasis 15 placed on achieving numeric
goals, such as number of audits completed, rather then the timely completion of a
process Tumeliness performance measures benchmarked for various benefit
determination processes would provide 10D management with essential information
about operational performance In addition, timeliness performance measures would
assist PBGC 1n achieving 1ts strategic goals and desired performance outcomes

This weakness mn establishing a timelness standard has been reported to
PBGC 1n the past In a March 1995 report, the OIG found that “PBGC used few
performance measures o determune the efficiency of the benefit determmnation
process "7 The only formal performance measure wdentified at that time was the

7 The OIG 1ssued a report on the Evaluation of the PBGC Benefit Deternunation Process, 95-
1/23087, on March 30, 1995
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timeliness of processing appeals In a February 24, 1997 report, PBGC's Contracts
and Controls Review Department (CCRD) noted that * the primary performance
measures related to case processing were the number of audits completed, the number
of plans valued and the number of IDLs issued These performance measures were
quantitative i nature and do not emphasize timeliness or promote efficiency of case
processing "® In its response to both reports, PBGC acknowledged the need to
implement qualitative and quantitative performance measures

In 1997, PBGC established a corporate strategic goal to "provide high quality
services, and accurate and timely payment of benefits to partictpants * One of the 5-
year performance outcomes for this strategic goal 1s

Proude final, accurate benefit determunations {IDLs} to participants
wittun 3-5 years of plan trusteestup

Durtng our review, we found procedures designed to track and report the time
that 1t takes to complete the principal activities of the benefit determination process
(see Finding 7) 1If ume had been captured as designated in 10D's Procedures Manual,
then IOD could begin to assess the time required for its activines However, our
review disclosed that mnconsistent application of the time reporting requirements
resulted i incomplete data As a result, the actual times to complete the vanious
processes cannot be accurately measured

We also found that 10D has established operational goals defiming TPD
performance as the completion of a specific number of discrete activities within the
benefit determmation process Each TPD has an annual goal to complete 25 of each
of the following activities

+ Participant data audats,
s Plan asset audits,

+ Controlled group audits,
- Net worth audits, and

» Actuaral valuations

Addrtionally, each TPD assumes responsibility for 1ssuing an agreed upon number of
IDLs which is directly linked to a specific strategic goal and performance outcome

Although TPD managers are held accountable for accomplishung these 10D
goals, we venified that they can be achieved without completing and closing a specific
plan We found that 10D has not estabhished a policy for pnioritizing plan
processing Rather, TPD managers choose the priority 1n which plans will be
worked Because the 10D goals measure activity-specific outputs rather than case
closure, TPD managers may imhate audits of new plans before closing an older plan
The establishment of a timelness standard 1n concert with other 10D goals would
control certain TPD practices of priontizing plan processing to accomplish
organizational goals rather than focusing on achieving the strategic goal

The mpact of focusing on process activities rather than plan closing has
resulted 1n plans completing the valuation process but languishing n the
notification process This means that IDLs may be 1ssued over a span of many years
Plans then cannot move to the case closure process m which steps occur to ensure
that all IDLs from a plan have been 1ssued Acceleraung a plan to case closure

Y CCRD 1ssued the report Internal Control Review on Payment of Partcipant Benefits This
review was to evaluate whether adequate mternal controls were in place and operating to
provide an effective control system to ensure accurate and timely payment of benefits
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allows PBGC to timely deterrmine whether all IDLs have been 1ssued and provides
equal treatment to participants in the same plan

Performance measures and geals are powerful management tools to prowide
information about the efficiency and effectiveness of orgamzational processes
Implementation of a imehness standard and the consistent and accurate capture of
data to support the standard would provide PBGC significant mformation to measure
its performance outcome of 1ssuing IDLs within 3-5 years of plan trusteestup This
would also give PBGC management valuable information to formulate operational
strategies to reduce the time 1t takes to 1ssue [DLs.

Recommendations
We recommend that PBGC 1mplement the following correcuve actions

Establish timeliness performance measures for principal actwtties of the benefit
determunation process (I0D-158}

Establish an annual goal for closing plans to compleie the benefit determination
process (10D-159)

2. PBGC Cannot Ensure All IDLs Have Been
Issued To Participants.

Based on our review, we could not venfy whether all IDLs were 1ssued to
parucipants in certain terminated pension plans To review this issue, we selected a
sample of 60 termnated pension plans representing approximately 87,000 [DLs
PBGC was asked to provide certain plan and participant data about 1DLs and to
provide an assertion of reliability for that data We received the requested data from
PBGC without a reliabihity assertion

We took steps to venfy the accuracy of the data contained in our sample We
compared the [DL data maintamned on Participant Records Information System
Management (PRISM) with the imaged documents mamtained in the Image
Processing System (IPS) For the instances where we could not find corrcboraung
evidence 1n IPS for PRISM data, we requested paper documents from participant
files In addition, we heid several meetings with PBGC officials to discuss varous
aspects of the sample data and to determune whether all [DLs have been issued to
participants in these plans PBGC officials provided the following information

« 1n the past their major concern was getting particrpants into pay
status and IDLs were not as high a prionty PBGC stated that during
Fiscal Year 1993, it began to emphasize the 1ssuance of IDLs

+ 1n some plans, 1f a calculation was complicated, the benefit
determnauon might be put off;

« PBGC did not always 1ssue an IDL to a deferred vested participant
until that partuecipant appled for a benefit, and

» for lump sum payments, PRISM's predecessor system cid not have a
data field to record the IDL 1ssuance date Rather than using source
documentation to complete the PRISM entry, an IDL date was
estimated using the lump sum payment date and then backdated by
45 days (to account for the appeal penod) The parucipant who
recerved the lump sum payment may or may not have recetved an
IDL
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We analyzed the PRISM and IPS data to venfy certain statements made by
PBGC officials about the processing of iDLs Of the approximately 87,000 IDLs m our
sample, we Jjudgmentally selected 177 for our review We could not always find an
IDL 1in PBGC's imaged records We asked PBGC to provide a paper copy of these IDLs
PBGC could not provide an imaged copy from IPS or a paper copy from the
participant files for 59 out of 177 IDLs

PBGC has defined, through regulations in 29 C F R, 1ts statutory duties under
ERISA One such duty 1s to determune the participants’ benefits PBGC's reguiations,

at 29 CF R § 4003 1(b). define imtial determminations as including those relating to
participants’ benefits

(6) Determinations under section 4022 (a) or (c) of
ERISA with respect to benefit entitlement of
parucipants and beneficianes under covered plans

(7) Determmunations under secuion 4022 (b) or (¢,
section 4022A (b) through l(e), or section 4022B of
ERISA of the amount of benefits payable to
participant and beneficiaries under covered plans

Section 4003.21 further requires that

All determinations to which this subpart applies shali

be 1n writing, shall state the reason for the determination,
and, . shall contain notce of the right to request review
of the deterrnation

Fmally, 29 CF R § 4003 51 and § 4003 52 idenufy who may file an appeal
and when the appeal must be filed Section 4003 51 states that

Any person aggrieved by an initial determination may file
an appeal

29 CF R §4003 52 states that

an appeal under this subpart must be filed within 435
days after the date of the imtial determination being
appealed

If an IDL 1s not 1ssued, then PBGC would not be in comphance with 1ts
regulations Further, the parucipant would be derued due process and the nght to
challenge PBGC's benefit computation If a participant 1s recewving a benefit and has
not recewed an IDL, this 1s an estimated benefit amount It 15 not uncommen when
PBGC terminates a plan and begins paymng estimated benefits for the participants’
benefits to be reduced by PBGC This reduction cannot be appealed because 1t 1s an
esumated benefit, not an 1mmtial determination  If [DLs are not 1ssued and
participants remain n estimated status. they cannot challenge the benefit
reductions

Based on our sample of termmmnated plans, we could not always locate
documentation that would support IDL data recorded in PRISM When we requested
PBGC to provide paper documentation, it could not This raised questions as to
whether all IDLs 1n terminated pension plans had been 1ssued at the conclusion of
the benefit determination process

99.2/23128-1



Some actions are required by PBGC to ensure that accurate [DL data 1s
. captured, recorded, and summanzed for management purposes We would also expect
that PBGC would take reasonable steps to identify participants in plans already
processed to ensure that all IDLs have been 1ssued

Recommendations
We recommend that PBGC take the following corrective actions’

Take reasonable steps to dentify whether there are participants who have not
recewed an IDL (I0D-160])

Institute quality control reviews to ensure that current control procedures
relating to IDL ssuance are workung properly (IOD-161]

3. PBGC Cannot Accurately Account For
IDLs.

PBGC cannot accurately account for its unuverse of IDLs yet to be issued In
addition, though PRISM can electronically count IDLs, PBGC manually counts them
These IDL count 1ssues relate to problems with PRISM data integnty

PBGC has an annual corporate goal to issue a predeterrmned number of IDLs
In reviewing the figures supporting the annual IDL production goal, we found that
PBGC could not accurately determine the uriverse of IDLs yet to be 1ssued Currently,
the number of IDLs to be 1ssued 1s an estimate because the exact number has not been
determined The universe of IDLs 1s compnsed of an estimated balance derived from
. the predecessor system to PRISM and 1s adjusted for current IDL activity {adding IDLs
for recently terminated plans and subtracting IDLs 1ssued)

PBGC 1s unable to rely on PRISM to manage and monitor the 1ssuance of [DLs
When data was converted from a predecessor system nto PRISM, data errors
occurred particularly m the parucipant counts associated with pension plans As a
result, PRISM did not begin with an accurate accounting of the [DL universe

In additon, PBGC manually counts IDL issuance PRISM has an Automated
Letter Generator (ALG) that 1s designed to generate IDLs 1ssued to participants An
imaged copy of the IDL generated by ALG 1s to transfer into IPS, and pertinent
\nformation from the IDL 1s to transfer into PRISM During the time period audited.
PBGC did not use the ALG to 1ssue all IDLs, some [DLs were prepared and 1ssued
manually, PRISM can account for IDLs that are electromcally and manually 1ssued
PBGC officials stated that there was a time lag between the manual IDL issuance and
entry of the data from that IDL into PRISM. As a result, PBGC does not rely on
PRISM for its IDL 1ssuance count Thus, TPDs manually count the number of IDLs
they issue, both electromcally and manually, on a monthly basis PBGC officials
stated they will continue to account for [DL 1ssuance manually untul data problems
1n PRISM have been corrected

We found that the controls i place to ensure the accuracy of the manual
count of IDLs 1ssued were weak Without stronger controls, IDLs may be mscounted,
and the workload and related accomphshments may be msstated Thus is critical

because PBGC uses the IDL 1ssuance count to support accomplishment of its strategic
goals

. Recommendations
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We recommend that PBGC take the following correcuve actions

Take steps to determune whether the uniwerse of IDLs 1s based on sound reliable
IDL data (I0D-162)

Strengthen control procedures to ensure that the manual compdation of IDLs
ssued which PBGC uses to support the accomplishment of its strategic goals 15
accurate and compiete (1I0D-163)

4. PBGC Should Eliminate Redundant
Activities,

We 1dentified certam activities which appear to be performed repeatedly
throughout the benefit determmation process Duplcate processing, when present,
results 1n inefficiencies such as increased processing costs. In addition, it adds time
to complete an activity. Our review 1dentified three acuvities -- Actuanal Peer
Reviews, Controlled Group and Net Worth Audits, and Plan Assets Reconciliations --
with the potential for redundancy

Actuarial Peer Reviews

PBGC contracts with actuanial firms to perform most imndividual benefit
valuations When the individual benefit valuations have been completed by the
actuanal firms, PBGC then conducts a senes of peer reviews to check the accuracy of
the benefit valuations for each plan .

By contract, actuanal firms must perform an internal quahty review and
certify to PBGC that the review has been completed before the actuanal case report
will be accepted by PBGC PBGC then conducts a qualty review on all valuation
reports prepared by actuanal firms The first mandated peer review 1s performed by
the PBGC actuary assigned to the plan using a checkhst contained i the 10D
Procedures Manual. In addition to performing this checkhist review, the PBGC
actuary has discretion to conduct additional review procedures based upon
professional judgment According to PBGC actuarnies and TPD managers, these
additional review procedures may include reperforming the benefit calculations

After this quality review, two additional reviews, which are not as extensive
as the first review, occur before the actuanal valuation information in the reports
are finalized This 1s accomphished by the TPD manager assigning another actuary
within the TPD to conduct the second peer review of the actuanal case report This
review 15 typically performed by an actuary with more expenence than the actuary
assigned to perform the first checklist review The fourth review 1s performed 1n
[OD’s Actuarial Services Division by the Chuef Actuary

We question the need for PBGC to use multiple layers of peer review We found
that reviews of the contractors’ actuanal case reports performed by the TPDs varned
Both the number of reviews performed and the depth of each review could add
signuficant amounts of time to the benefit determination process. Streamling the
review procedures could lead to a reduction 1n the number of actuanal reviews and,
i turn, increase the efficiency and effectiveness of the benefit determination
process

i1
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Controlled Group and Net Worth Audits

When PBGC 1s considering whether to terminate a plan durmg the pre-
termination process, PPD 1s required to perform controlled group and net worth
analyses PPD obtains the imtial plan records and information about companies
withm the plan sponsor's controlled group, including net worth data, to make a
recommendation regarding termmation The controlled group information 1s used to
determine whether a viable business entity under common control can afford to fund
the plan If no such group member can be found, PPD then estimates the amounts

which can be recovered from the controlled group members once the plan 1s
terminated

Once the termination decision 1s made, the plan, including supporting
analysis, 1s assigned and transferred to a TPD where controlied group and net worth
audits are once again performed In fact. it 1s one of the TPDs' annual goals to
complete an 10D-specified number of controlied group and net worth audits Based
on information provided by lOD personnel, this TPD work appears to repeat the
same analysis performed by PPD personnel PBGC's Procedures Manual states that
the TPD auditor should use a checklist to review the PPD controlled group findings
and review any documents gathered by PPD We found that some TPDs are
duplicating the same analysis that was created earlier by PPD personnel

Based on our review, we question the need for reperforming analytical work
that has been performed earlier in the process While some review 1s necessary for
the TPD auditors to famihanze themselves with the plan's condition, performing the
controlled group and net worth audits a second ume may be nefficient and may
extend the time 1t takes to complete the benefit determunation process Changing the
current practice could improve efficiency by streamlining the process

Plan Assets Reconciliations

Both the Investment Accounting Branch (IAB) of FOD and the TPDs of 10D
prepare a valuation of plan assets as of DOPT At some pomt in the benefit
determunation process, IAB receives the finalized plan asset audit report attached to
Form 1108 from the TPD Form 1108 1termzes msured and non-msured assets,
DUEC and any accrued expenses IAB reconctles the TPDs' finalized plan assets with
the asset amounts for each plan recorded 1n the Trust Processing Ledger as of the
DOPT This reconciliation must be approved by FOD before the plan can be sent to
an actuanal contractor for valuation

From our interviews with FOD and 10D personnel, 1t appears that some of the
valuauon procedures are duphcated Based on our audit work. we question whether
these plan asset valuations performed separately by two departments serve a
beneficial purpose These valuations lead to reconciliations so that there 1s
agreement on plan assets For some plans, several months may be requured to review
and approve the reconciiations which may cause the benefit determination process
to be delayed PBGC should consider whether to consolidate the plan asset
wdentification and valuation into one department to reduce the benefit determination
processing time and increase efficiency and effectiveness

Recommendations
We recommend that PBGC take the following corrective actions
Reuview actuartal peer reviews, corurolled group and net worth audus, and the

reconciianon of plan assets to deterrmine whether redundant actwibies exist
{I0D-164)
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Determune whether redundant actwities wlenified should he elurunated
{1I0D-165)

5. Participant Information Should Be
Gathered Earlier.

The benefit determmation process 1s dependent upon obtaining essential plan
data and participant records Inadequate records increase the time necessary to
complete the benefit deterrmnation process In most cases, PBGC waits until 1t
becomes the trustee before attempting to obtain the mmformation necessary to
deterrmne plan benefits The elapsed time between the PBGC decision to terminate a
plan and the date of trusteeship can be sigmificant During this period, plan sponsors
often are experiencing financial difficulties and may cease business operations,
which can impact the maintenance of records necessary to termmate the plan As a

result, PBGC may expend significant resources later in the process to gather and
reconstruct plan records

During our mterviews, we noted that vanous IOD personnel beheve that
records cannot be obtamned until PBGC becomes the trustee while others beheve
records can be obtamned much earher We looked at thus 1ssue to determine whether
IOD could, 1n fact, gather plan and participant pension information early Sections
4003(a) and (b} of ERISA provide the authorty to obtain any mnformation deemed
necessary to enforce the provisions of the law These plan documents are necessary
for PBGC to carry out its statutory responsibility to deterrmne a plan participant’s
benefit amount Obtaining the records earher may avoid some of the difficult and
time-consuming reconstruction of plan records Ths, in turn, will enable PBGC to
perform the tasks in the benefit determimnation process and 1ssue IDLs m a more
timely manner

Recommendation
We recommend that PBGC take the following corrective action

Develop and implement policies and procedures based on ERISA section 4003
authonty to ensure that plan records essenual to the benefit determinanon
process are obtamned at the earliest possible time (I0D-166)

6. Training Policy Should Require A
Mandatory Core Curriculum,

In 1994, PBGC established a Joint Union-Management Task Force to address
PBGC's traimng needs. The task force 1ssued a report which recommended that a
required traiming curriculum be established Corporation-wide [n response to this
recommendaton, 10D designed a core curriculum of courses to provide uniform
knowledge and guidance about the benefit determination process We reviewed [0D's
traiming policy with the purpose of 1denufying mandatory traiming for iOD personnel
who perform benefit determination activities  As a result, we identified only one
course -- the *Source Document/Parthcipant Data Audits” course -- that was
mandatory beginming June 1998 In addinon, we did confirm that some employees
have attended vanous core curriculum courses

Although a core curriculum 1s available, 1t 15 not mandatory training for 10D
personnel Through interviews and reviews of tramning records, we determined that
on-the-job traiming was the primary method used n 10D to transfer knowledge of job
functions Generally, mnformation disseminated in this manner Increascs the
likehhood that policies and procedures will be misunderstood or applied
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mconsistently or improperly. 10D could benefit by implementing a mandatory
traiming program which could prepare 10D personnel to process plans consistently
This could also contrnibute to a reduction in processing errors and n processing time

By not using the core curriculum courses, 0D may be placing PBGC "at nsk”
by not having human resources prepared to consistently process terminated pension
plans In addition, it may be a waste of government resources to design a core
curnculum and not follow through n deliverning the trammmng to 10D personnel

Recommendation
We recommend that PBGC take the following corrective acuon

Establish a policy requinng that IOD's core cumculum travung 1s mandatory ®
(I0D-167)

7. Strengthen Compliance Over 10D’s
Time Accounting Requirements.

In May 1997, IOD implemented a Budget. Management. Planning and
Reporting System (BMPRS) to capture, accumulate and track employee time spend on
benefit processing activiies BMPRS requires I0D) personnel to record time spend 1
certain defined categonies (1) processes tracked by pension plan (case), such as
participant data audit, controlled group audit and actuarial valuation, (2) plan
processtng support activities, such as document management center, FBA oversight
and general pohcy analysis, and (3) other duties, such as admmstrative support,
managenal duties and leave BMPRS also permits 10D managers to establish special
project trackung Instructions for using EMPRS 1s contained 1in 10D's Procedures
Manual and the BMPRS User Manual

According to BMPRS User Manual, 10D employees and contractors must track
time spent on tasks daily, and enter their time i BMPRS by the third business day
following the last day of the month TPD managers are expected to use BMPRS
reports to track the status and time spent on processing tasks and case support
activites In addition, PBGC planned to use BMPRS data to support the development
of performance measures for the varous tasks within the benefit determination
process

Our review disclosed that PBGC 15 aware that the time recorded in BMPRS 1s
incomplete and inaccurate  Although BMPRS has been m place more than a year,
10D employees do not consistently follow procedures contained 1 the IOD's
Procedures Manual From interviews, we found that TPD managers are inconsistent
in ensuring that employee time is accurately reported n a timely manner Oversight
by TPD managers varied In addition, some TPD managers had difficulty 1n
understanding how employee actual time should be recorded in BMPRS even though
there are specific instructions in 10D's Procedures Manual

During our mnterviews, IOD officials expressed an awareness of the BMPRS
issues, and that the development of performance measures for managing the benefit
determination process 1s dependent upon the completeness and accuracy of the data
recorded 1n BMPRS Recording employee tume accurately and completely would
assist IOD 1n determining the time required to accomphsh each activity within the

¥ Though tius finding and recommendation relates 0 10D employees, we note that 10D uses
many contractors who perferm the same or similar funcuons as 10D employees These
contractors have the same training needs for buiding skills and knowledge associated with
the benelit determination process
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benefit deterrmnation process Knowing the time requirements would enable

. management to identify resource needs, to formulate operational plans and to
manage the benefit determination process more efficiently and effectively. Tiis
informauon would provide a basis for establishing 10D performance measures that
would support the corporate goal of 1ssuing IDLs within 3 to 5 years

Recommendation
We recommend that PBGC implement the following corrective action

Enforce compliance with tune accounting requuements established n 10D's
Procedures Manual (I0D-168)

"
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FBLEE 1200 K Street, N.W., Washington, D.C. 20005-4026

DATE 2/23/99

TO Wayne Robert Poll
Inspector General

FROM. Joseph H. Grant t -
Deputy Executive Director
and Chief Operating Offi

SUBJECT  Draft Audit Report Improvements Are Needed To Achieve Better Efficiency and
Effectiveness in PBGC’s Benefit Determination Process (99-2/23128-1)

I write to provide PBGC’s comments on the January 8, 1999 draft report to Senator
Charles E. Grassley concerning your suggestions for improving PBGC’s benefit determination
process. Your report provides a general overview of PBGC’s benefit determination process. It
then focuses on seven different processing areas and offers 11 recommendations for improving
operations

We appreciate your suggestions and this opportunity to provide comments

Since 1993, we have made improving PBGC's benefit administration a top priority for
the Corporation Taking over a plan, gathering documents and data, performing benefit
calculations, 1ssuing mmitial determination letters (“IDL”), and ensuring that benefit payments
continue without interruption throughout the benefit determination process is inherently complex
and tume consuming, With the Corporation’s focus on a growing deficit during the 1980s and the
sudden influx of bankruptcy cases in major industries such as airlines 1n the early 1990s, we
found 1n 1993 that the Corporation was not promptly trusteeing plans whose sponsors had failed
years before, and it was still processing plans that it had taken in during the 1970s

To address these problems, in 1993 we reorganized PBGC’s Insurance Operations
Department, developed new computer systems, and made numerous policy and procedural

changes. These efforts have been successful. As of today--

--  We have issued all IDLs for all but one plan trusteed prior to 1991.
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--  We have increased the number of IDLs issued annually from about 20,000
in 1993 to more than 60,000 1n each year since 1995

.- We reduced our inventory of unussued IDLs from 300,000 1n 1993 to
200,000 today. This reduction occurred even though, during this same
period, PBGC trusteed 875 plans covering 206,000 participants

-~ We have reduced to 3.2 years the average age of our current mventory of
unissued IDLs

The Corporation is committed to continuous improvement Our corporate goal for the
year 2002 is to process cases from plan trusteeship to IDL issuance within 3 to 5 years. We are
becoming increasingly confident that we will achieve this goal even sooner

However, from a participant’s perspective, 3 10 5 years 1s still too long to await a final
benefit calculation. The benefit calculation process 1s very time consuming because of the
operational difficulties nvolved (e g., having to deal with poor record keeping by failing
companies) and a complicated statute (e.g., calculations under Title IV of ERISA are often very
complicated and can require data and documents that are very difficult to find) Further
substantial improvements in the benefit determination time line may require legislative changes.

For your reference, we have attached an addendum to provide a comprehensive

deseription of the benefit determination process and to highlight the improvements implemented
at PBGC since 1995,

QIG FINDINGS AND RECOMMENDATIONS

1. OIG Finding: 10D’s Performance Measures Are Not Time Sensitive.

OIG Recommendation: Establish timeliness performance measures for
principal activities of the benefit determination process.

0IG Establish an annual goal for closing plans to complete
the benefit determination process.

We generally agree with these recommendations but note that we have been using time
frame measures 1n both our inventory reduction and normal case processing efforts
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With respect to mventory reduction, our initial focus was to 1ssue IDLs for all pre-1986
cases, our next goal was to 1ssue IDLs for pre-1991 cases, and for FY 1999 our goal 1s to issue
IDLs for all pre-1994 cases As a result of these efforts, the average age of our current inventory
of unissued IDLs has been reduced to 3 2 years Such targets will continue to play an important
role 1 further reducing our inventory of IDLs

With respect to current case processing, our overall Corporate target -- 3 to 5 year
processing n the year 2002 for normal case processing -- 1s a timeliness measure With
“PRISM” -- PBGC’s first true participant database -- which came on line in the Fall of 1997, we
are now better able to develop and track appropriate performance measures

Finally, we wish to address a statement that appears 1n page 7 of your draft report which
states, “The impact of focusing on process activities rather than on plan closing has resulted 1n
plans completing the valuation process but languishing in the notification process This means
that IDLs may be issued over a span of many years.” A review of our current inventory shows
that, as of 12/31/98, 90 percent of IDLs had been 1ssued 1n plans where the valuation was
finalized in 1997 The remaining 10 percent included IDLs from the Pan Am and Eastern plans
where the large number of participants has required PBGC to 1ssue IDLs over an extended
period We expect the IDLs in these plans to be issued by the end of FY 1999. We now use
PRISM to monitor the IDL issuance process for all plans. In addition, we are taking steps to
ensure that plans go through our plan closure process in a timely manner

2. OIG Finding: PBGC Cannot Ensure All IDLs Have Been Issued To
Participants.

OIG Recommendation: Take reasonable steps to identify whether there are
participants who have not received an IDL.

Institute quality control reviews to ensure that current
control procedures relafing to IDL issuance are working properiy.

By bringing PRISM on line in the fall of 1998 we are now confident that we can account
for all IDLs 1ssued after that date. In addition, we have imtiated a program for sampling and
testing the data entered on PRISM since 1t became operational to ensure that it is accurate and
that IDLs have been issued to every participant in the plan

Retroactively, however, your report 1dentifies 59 instances where PBGC has not been
able to rely on PRISM and IPS to fully document that an IDL has been 1ssued Your office has
not dentified any cases where PBGC has 1n fact failed to issue an IDL.
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The cases 1dentified 1n your report involve IDLs 1ssued for plans trusteed before PRISM
became operational These instances represent recordkeeping matters related to older plans
rather than instances where PBGC failed to issue an IDL. We have looked into the examples
noted 1n your report. They fall into several different categories depending on the recordkeeping
methodology 1n effect at the time the IDL was processed

18 cases involved deceased partrcipants with no surviving spouse. When these
cases were transferred to Ongoing Administration, PBGC decided not to incur the
expense of tmaging these IDLs on IPS and actively maintaining these files
because there were no future benefits to be paid. Accordingly, these files were
sent to the Federal Records Center We are retrieving these files to confirm that
the IDLs are in fact in the file

12 cases involved participants who had received a full payment of their benefits in
the form of lump sums and who would be receiving no additional benefits. Just as
with deceased participants, when these cases were transferred to Ongoing
Administration, PBGC decided not to incur the expense of imaging these [DLs
and actively maintaining these files because there were no future benefits to be
paid Accordingly, these files were sent to the Federal Records Center. We are
retrieving these files to confirm that the TDLs are in fact in the file.

11 cases involved missing participants. IDLs were not issued because PBGC was
unable to locate these participants. We continue to search for these participants
through our procedures for locating missing participants. If we are able to find
them, we will issue them an [IDL.

5 IDLs were found by PBGC staff on the Image Processing System and copies
have been provided to your office

3 cases mvolved participants who appealed the benefit calculation in their IDL.

We are confident that these individuals received an IDL because of the fact that
they appealed the benefit in the IDL, and their appeals case references their IDL
We are providing your office with copies of their appeals files,

3 cases involve IDLs issued by State Street Bank For a penod of time, State
Street Bank, our paying agent, issued IDLs for PBGC and sent PBGC a monthly
report We are retrieving these reports from the Federal Records Center to
confirm that these 3 IDLs were 1ssued.

7 cases are still being researched by PBGC, We will report our findings to you
when we have finished our research
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OIG Finding: PBGC Cannot Accurately Account For IDLs.

OIG Recommendation: Take steps to determine whether the universe of IDLs is
based on sound reliable IDL data.

IG Strengthen control procedures to ensure that the
manual compilation of IDLs issued which PBGC uses to support the
accomplishment of its strategic goals Is accurate and complete.

Historically, PBGC accounted for IDLs in its mnventory using the manual process
reviewed 1n your report  Since the time of your review PBGC has begun using PRISM to
account for IDLs, and no longer uses the manual process described in your report Accordingly,
these recommendations have been implemented

4.

OIG Finding: PBGC Should Eliminate Redundant Activities.

oIG Review actuarial peer reviews, controlled group and net
worth audits, and the reconciliation of plan assets to determine whether
redundant activifies exist.

OIG Recommendation: Determine whether redundant activities should be
eliminated,

As we have reorgamized PBGC’s case processing operations, we have created
opportunities for more efficient procedures We agree that redundant activities should be
eliminated, and we are reviewing your recommendations in this regard. We caution that
activities that appear to be redundant on their face may in fact serve different purposes. For
example, actuarial peer reviews involve a quality check on complicated calculations rather than
repeating the same work

5.

OIG Finding: Participant Information Should Be Gathered Earlier.

OIG Recommendation: Develop and implement policies and procedures based
on ERISA section 4003 authority to ensure that plan records essential to the
benefit determination process are obtained af the earliest possible time.

Under ERISA, the Department of Labor has jurisdiction to regulate the types of records
that plan sponsors must maintain PBGC is limited 1n 1ts ability to obtain records or otherwise
manage the plan prior to actual PBGC trusteeship of the plan. Therefore, we do not agree that

section 4003 of ERISA can be used as a general means of collecting or regulating plan records
Section 4003 provides PBGC with the authority we need to request records in cases where
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termination may be necessary We do not believe 1t would be appropriate or advisable to use this
limited authority as broadly as suggested by your report

We do agree with the OIG observation that plan records essential to the benefit
determination process should be obtained at the earliest possible time, The best approach to
obtaining these records is to keep current with trusteeship determinations pursuant to the filing of
reportable events and distress terminations by plan sponsors In 1993, there was a large backlog
of plans awaiting trusteeship. Since that time there has been an emphasis on efficient termination
processing Management established a new separate termination processing division as part of
the IOD reorganization and made numerous policy changes to speed trusteeship determinations
For example, we arranged with Dunn and Bradstreet to receive an automatic report whenever a
sponsor of a PBGC covered pension plan files for bankruptey This enables us to move quickly
to deterrmine whether the plan 1s underfunded and whether participants are at risk Trusteeship
determinations have increased from a rate of 80 to 100 plans per year in 1993 to 136 plans in FY
1995, 234 plans in FY 1996, 197 plans in FY 1997, and 184 plans in FY 1998, We are now
terminating cases on a timely basis In almost all cases we are able to act within one year of the
filing of a reportable event or a distress termination

. 6. OIG Finding: Training Policy Should Require A Mandatory Core
Curriculum.

OIG Recommendation: Establish a policy requiring that I0D’s core curriculum
training is mandatory

We agree Each year since 1994 we have been developing technical courses for our
benefit processing staff and we are well on our way towards implementing this recommendation.
This effort will involve 1dentifying core subjects for various types of PBGC employees (e.g.,
auditors, actuaries, pension law specialists) and developing and needed additional courses For
example, IOD and the Training Institute have a 12 hour course under development entitled, “IDL
Processing and Production,”and have piloted a new course entitled “How to Close a Plan.”

7. OIG Finding: Strengthen Compliance Over IOD’s Time Accounting
Requirements,

OIG Recommendation: Enforce compliance with time accounting requirements
established in I0OD’s Procedures Manual.

We agree. We would note, however, that [OD implemented a time keeping system in
April of 1997, which was 1n effect for less than one year at the time you conducted your review,
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CONCLUSION
PBGC has made sigmficant progress in more rapidly and efficiently processing cases as 1t

moves towards aclueving 1ts corporate objectives We are directly addressing the concerns raised
1n this report and thank you for your recommendations,

Attachment® Overview of Case Processing and Improvements Since 1993



Overview of Case Processing and
Improvements Since 1993

1. The Benefit Calculation Process

For years, PBGC’s foremost objective when taking over a troubled pension plan has been
to ensure that there 1s no interruption 1n benefit payments to plan participants After we become
the plan trustee, retirees continue to be paid and participants who reach retirement age will begin
recerving benefits on time The amount of these payments, however, 1s only an estimate because,
at the time PBGC takes over the plan, we are not able to immediately verify all the plan records
and participant data needed to calculate final benefits Once the PBGC completes the benefit
calculation, an “IDL” 1s 1ssued to inform each participant of the amount of the benefit, and of any
adjustments required due to differences between the final benefit and the estimated benefit

Plans taken over by PBGC invariably involve companies that have been financially
troubled for many years These companies have ofien filed for bankruptcy or have ceased
operations altogether Because of financial pressures, companies have usually neglected the
financial condition of their pension plans, failed to keep the plans amended to conform to
changes in the law, and allowed their pension records to deteriorate.

Once PBGC becomes trustee of a plan, it must collect or reconstruct and verify all of the
records necessary to calculate benefits. For example, PBGC must find every plan document and
plan amendment that impacts on the benefit calculation. In certain cases, Title IV of ERISA
requires PBGC to attempt to find every plan document that has been in effect over the past 30
years. Where plan records cannot be found, or where the plan has not been kept up to date,
PBGC must reconstruct plan provisions by reviewing the plan’s operational history, and apply
new pension provisions required by recent changes in the law

PBGC must also collect or reconstruct and verify all of the data for each of the plan
participants This includes, for example, records on wage history, work history, and personal
data such as age and marital status Where this 1s not readily available, PBGC must reconstruct
the data from secondary sources, such as Social Security

PBGC must also take custody of the remaining plan assets. In many cases, these assets
are difficult to locate. In other cases the assets are tied up i 1llhiquid investments or have been
mmproperly transferred to the failing employer in the form of a loan which 1s no longer
collectible. PBGC must locate assets, unwind poor mvestments, and account for the plan assets
because the amount of plan assets often affects the amount of the participants’ benefits.

Finally, in many cases the amount of the benefit depends upon how much PBGC expects
to collect from the plan sponsor and related companies. Plan sponsors are hable to PBGC for the
plan’s funding shortfall PBGC must perform a financial analysis of the sponsor and related
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compantes and estimate the amount expected to be recovered. Where there are uncertainties,
such an estimate might have to be delayed until such uncertainties can be resolved Additional
delays anse when the amount to be recovered depends upon the cutcome of bankruptcy or other
litigation to collect liabilities owed to PBGC

Only after the steps described above have been completed does PBGC have sufficient
information to complete the calculation of final benefits, This calculation involves interpreting
the plan’s benefit provisions and adjusting them as required by Title IV of ERISA.

The benefit structure of a defined benefit plans 1s ofien quite complex They usually have
numerous benefit formulas to accommodate different employee groups and retirement options,
such as different annuity forms, beneficiary designations, and early retirement alternatives.
Companies commonly add benefit formulas as they change their business goals or negotiate
labor agreements. Additional benefit options might also have to be considered where, for
example, a plan has merged with another plan in connection with past corporate mergers or other
restructurings. Since pension law generally requires that benefit options cannot be eliminated,

PBGC must consider all of these benefit options in order to perform the benefit calculation
leading to an IDL.

PBGC also must factor in the requirements and benefit guarantee limits of Title IV of
ERISA. For example, in many cases Title IV requires numerous adjustments to a partictpant’s
benefits based on the allocation of remaining plan assets among various categories of participants
and the impact of estimated recoveries from the employer Where the plan has not been amended
to keep it up to date (as is usually the case with troubled plans), PBGC must also reconstruct or
add appropriate plan provistons.

IL. PBGC Improvements Since 1993

As a new PBGC management team reviewed the Corporation’s operations 1n 1993, it
realized that there were many challenges with the way PBGC was processing cases -- including
the problems identified 1n your report In the early years of PBGC’s existence, IDLs were not a
hugh priority and were generally 1ssued ad hoc at the time a participant became eligible for
retirement benefits Management 1n 1993 recogmized that IDLs were an important “product” and
that PBGC’s operations should be overhauled and redesigned to ensure that IDLs were quickly
and accurately 1ssued.

To address these problems, PBGC’s management team 1itiated a complete operational
overhaul in 1993 The challenge in this overhaul was to find ways to issue IDLs as quickly as
possible within the complex legal and operational requirements of Title IV of ERISA

One of the most important changes was the reorganization of PBGC’s Insurance
Operations Department The reorgamization introduced team case processing, where auditors,
actuaries, pension administrators, and attorneys are asked to work as a team to process cases
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This decision replaced sequential case processing, and avoided delays caused by handing off
work from one employee to another Team case processing is especially appropriate and

advantageous for the type of work we do because 1t enables tasks to proceed simultaneously on
numerous related processing steps

We developed new computer systems along with the implementation of team processing
to support the benefit calculation process. For example, our new document imaging system
allows us to instantly access participants’ records rather than having to wait for a file to be
retrieved from another staff person’s desk or a remote file room.

We also recognized the need for a true participant database to provide reliable data for
non-financial matters such as measuring Corporate performance and improving internal controls.
PBGC began to build PRISM, PBGC’s first true participant database PRISM became
operational 1n the fall of 1997, Prior to PRISM, PBGC was able to account for monthly benefit
payments through the PLUS payroll tracking system at State Street Bank. However, because of
inherent limitations 1n thus system, PBGC was not able to precisely track 1ts inventory of IDLs
and, therefore, could not properly monitor the 1ssuance of IDLs. When PRISM was brought on
lme i 1997, the incomplete IDL data from PLUS was necessarily transferred from the PLUS
system to PRISM. This 1s why PBGC was not able to provide a data reliability assertion with
respect to the IDL issuance data for the 60 plans reviewed in your report.

PRISM 1includes data elements needed for paying benefits as well as other data useful for
managing IOD’s operations While some of the data transferred from the prior system is not
reliable for certain management record keeping purposes, the data is accurate and reliable for
benefit payments. This part of our system has been audited and our financial statements have
rece1ved clean opintons for the past four years We are confident that participants have and will
continue to recelve accurate benefit payments

We are working to improve the reliability of the data transferred to PRISM and we have
made good progress We will continue to momnitor this progress closely, While we will continue
to take reasonable steps to enhance the accuracy of the older management information participant
count, we are now confident of the reliability of our current IDL issuance data

PBGC has been diligent 1n 1dentifying opportunities to 1ssue IDLs more quickly. For
example, in recent years we 1utiated a number of projects targeting our backlog of unissued
IDLs Also, under a new policy issued 1n 1998, IDLs are issued early to participants who have
been receiving benefits for at least one year where there is little risk that the benefit 1s incorrect
Similarly, 1n 1998, we 1ssued a new policy to streamline our procedures for estimating recoveries
from employers for plan underfunding, which wall enable IDLs to be 1ssued more quickly. We
are also working towards improving our ability to provide estimated benefits to all participants

who have not yet reached retirement age, which will directly address their retirement planning
needs
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PBGC also bolstered its strategic planning effort Senior management has developed
overall corporate goals and objectives, and monitors progress towards those objectives. As you
are aware, the centerpiece of this strategy 1s to achieve the goal by the year 2002 of 1ssuing IDLs
within 3 to 5 years after PBGC takes over a plan Because of the importance of IDL processing
under our strategic plan, PBGC has devoted more resources for this purpose in recent years,

As a result of our efforts, we have made sigmficant improvements 1n IDL production In
1993 and 1994 PBGC 1ssued 20,587 and 25,557 IDLs respectively We then 1ssued 65,191 IDLs
in 1995, 65,978 in 1996, 69,011 in 1997, and 61,104 in 1998. We have completed processing
and issued all IDLs for all but one plan trusteed before FY 1991 We not only expect to achieve
our goal of 3 to 5 year processing by the year 2002, but we are becoming increasingly confident
that we will achieve it even sooner

Additional evidence of our progress is that the total number of unissued IDLs has been
reduced from about 300,000 1n 1993 to about 200,000 today The average age of our inventory
of unigsued IDLs 1s 3.2 years

Finally, we have reduced the backlog of plans awariting trusteeship The number of plans
awaiting PBGC termunation and trusteeship analysis had been growing through 1993 PBGC
management recogruzed 1n 1993 that delays in completing trusteeship activity both adversely
affected plan participants and complicated PBGC case processing because of, for example,
deteriorating plan and participant records. As a result, PBGC inrtiated a number of changes to
improve the way it trusteed plans. Prior to 1993, PBGC generally trusteed 80 to 100 plans per
year As a result of new processing initiatives, PBGC trusteed 106 plans in FY 1994, 136 plans
in FY 1995, 234 plans in FY 1996, 197 plans in FY 1997, and 184 plans 1n FY 1998.

Despite the progress we have made toward more rapid plan processing and tumely
1ssuance of IDLs, we remain concerned about the impact 1t has on participants. We recognize
that even 3 to 5 year processing represents a long period of uncertainty for participants To better
address their needs, we have taken numerous steps to improve our customer service and
comumunicate with our participants These sieps include

-- establishing a new customer service center and giving participants a toll-free
1-800 number,

--  building an internet website to provide on-line participant information and help
locate missing participants,

--  setting new customer service standards (see attachment), and

-~ sending periodic information to both retired and deferred vested participants



In addition, the Executive Director 1s taking a direct role 1n regularly meeting with thousands of
participants in plans recently taken over by PBGC

We are also considering further steps to shorten the time 1t takes to issue IDLs. PBGC
has 1dentified various changes to Title IV of ERISA that would enable IDLs to be issued more
quickly i



