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Pension Benefit Guaranty Corporation
1200 K Street, N W Washinglon, D.C. 20005-4026

Offier of Fuapector romerai

This letter transmits the PricewalerhouseCoopers LLP reports on the sudit of the Fiscal Years (FYs)
1998 and 1998 Anancial statements of and multiemplover program funds
administered by the Pension Benefit Guaranty Corporation [PBGC) and the resubts of the Office of
Inspector General's (O10) review thereon.

The Chiefl Financial Officers (CFO) Act of 1990 (P.L. 101.576), as amended, requires PBOCs
mmmﬂmmmw.umq the Inspector General. to

t PEGC's financial statements. The audit is to be performed in accordance with Government
amm“mmmmmummnmmmm
requiremenits.

isaued fwo mdditional - an unpualified opinlon on PROC managenwent's assertion about the
effectiveness of its ntemal control and a on PBGC's compliance with laws and regulations.
The audit, however, identified four conditions in PBOCs intermal control.
1. PBGC needs Lo integrate its financial management systems and improve its
systema developmeni life cycle 3
L PBGC needs (o mprove and fully test its for maintaining continuity of
o tlons;
a needs Io further improve controls surrounding the Participant Records
Information Systems Management application; and

4  PBGC needs o further sirengthen controls 1o protect (s mformation.

nmnmmpmunhmmuanmmﬂm:mmn
accordance with Gouerrment Auditing Stondards. Specifically, we:

*  reviewed PricewaterhouseCoopers’ approach and planning of the audit;

» evaluated the qualifications and independence of fts muditors:

*  mondtored the progress of the audit at key points;

*  examined its working and o evaluate compliance with

+ performed other procedures that we deemed necessary.
Muhmﬁdwm.mmwmmmm
executed. and reported the results of its audit of the FY's 1999 and 1998 financial statements of

and program funds administerad by PRGC in secordance with
standards.

» in our opinlon, " work generally provides a
reasonable basis on which to render its reports, and we concur with Its reports.

mmmmwumwnmwmmm
applicatile.

Wagne Kbt 1L
Wayne Robert Poll
Inspector Ceneral

February 23, 2000
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Report of Independent Accountants

To the Inspector General
Pension Benefit Guaranty Corporation

We have audited the accompanying statements of financial condition as of September 30, 1999 and 1994,
of the Single-Employer and Multiemployer Program Funds administered by the Pension Benefit Guaranty
Eu?utﬁmmcwﬁ- Corporation) and the related statements of operations and changes in net
position and statements of cash flows for the years then ended.  These financial statcments are the
responsibilsty of PBGC's management. Our responsibility is to express an opinion on these financial

statements bassd on our sudits.

We conducted our andits in accordance with generally accepted auditing standards and Governmenr
Auditing Standards, issued by the Comptroller General of the United States. Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether the financial statements are
froc of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosurcs in the financial statements An audit also includes assessing the accounting
principlcs used and significant estimates made by management, as well 1s evaluating the overall financial
statcment presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements refierred to above present fairly, in all material respects, the
financial pasition of the Single-Emplover and Multiemployer Program Funds admanistered by PBGC as of
September 30, 1999 and 1998, and the results of their operations and cash flows fior the years then ended in
conformity with generally accepted accounting principles.

By law, PBGC's Single-Employer Program Fund (the Fund) must be self-sustaining and as such, its
premiums must be sufficient to cover both its short and long-term obligations. The Fund is able 1o meet its
revenue and reduced underfunding of single-employer plans may allow the Fund 1o meet its future
obligations as well. While the Fund's statement of financial conditioa reports a net position (assets i
excess of labilities) of $7.0 billion at September 30, 1999, logses that are “reasonably possible™ as a result
mrh-uﬂumWMhhm“nﬂﬂ billion to $19 billion, as discussed in

- To the extent contingent losses currently classified as “reasonably possible™ become more likely,
such as from deteriorating economic conditions or from insolvency of a large plan sponsor, the Fund's nct
position could be depleted,

The Actuarial Valuation and other supplemental information contain a wide range of data, some of which
arc not directly related to the principal financial statements. We do not express an overall opinion on this
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statements and discussed the methods of measurement and presentation with PBGC officials. Based on thas
lsmited work, we found no material inconsistencies with the principal financial staterments.

In addition, in accordance with Gowvernment Audifing Siandards, we bave msucd reports dated

January 14, 2000, on PBGC management's assertion about the effectivencss of its internal control and on
its complisnce with laws and regulations

January 14, 2000
Arlington, Virginia

2000-113138-1
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Independent Accountants’ Report on Internal Control

To the Inspector General
Pension Benefit Guaranty Corporation

We have examined management’s assertion that the Pension Benefit Guaranty Corporation's (PBGC)
controls in effect as of September 30, 1999, provided reasonable assurance that asscts were safeguarded
from material loss and transactions were executed in accordance with management's authority and with
significant provisions of selected laws and regulations, and furthermore, PBGC controls provided
m&mﬂﬂ“m”wﬂ“nﬂ—wuﬂ-‘h
preparation of the financial statements in accordance with generally accepted accounting principles and to
maintain accountability for asscts among funds. This assertion is included in the Management’s
Discussion and Analysis of Financial Condition and Results of Operations section of PBGC’s fiscal year
1999 Annual Report to the Congress. Management is responsible for maintaining effective internal control
over financial reporting. Our responsibility is to cxpress an opinion on management's assertion based on
our examination.

Our examination was conducted in accordance with attestation standards established by the American
Institute of Centified Public Accountants (AICPA), Government Anditing Standards, and pursuant 1o the
MHMhﬁU.E-Mmm'tMMJﬂM{FM
and, accordingly, included obtaining an understanding of the internal control over financial reporting,
testng, and evaluating the design and opernting cffectivencss of the internal contrel, and performing such
other procedures as we considered necessary in the circumstances. We belicve that our examination
provides a reasonable basis for our opinion.

Because of inherent limitations in any imernal control, misstatements due to error or fraud may occur and
not be detected. Also, projections of amy evaluation of the internal control over financial reporting to future
wmmmmuﬁummmmmmm.cﬂ“h
condstions, or that the degree of compliance with the policies or procedures may deteriorate.

In our opinion, management’s assertion that PBGC s controls in effect as of September 30, 1999, provided
reasonable assurance that assets were safeguarded from matenal loss and transactions were executed in
accordance with management’s authority and with mgnificant provisions of selected laws and regulations,
and furthermore, that PBGC controls provided reasonable assurance that transactions were properly
recorded, processed, and summarized to permit the preparation of the financial statements in sccordance
uﬂMmﬂmﬁ:MnﬂmMMﬁhmmﬁnﬁh
fairly stated, in all material respects, based upon criteria contained in the Federal Managers' Financial
Integrity Act of 1982 (FMFIA),

However, we noted certain matters involving internal control and its operation that we consider to be
reportable conditions under standards established by the AICPA. Reportable conditions imvolve matters
mmmmmummauwwmuuwm
that, m our judgment, could adversely affect the organization's ability 1o record, process, summarize, and
report financial data consistent with the assertions of management in the financial statements The
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reportable conditions we noted were: the need for PBGC tw integrate its financial management systems and
improve its systems development life cycle methodology, the need for PBGC 1o improve and fully test its

plan for maintaming continuity of operations; the need for PBGC to further improve controls surrounding
the Participant Records Information Systems Management apphication; and the need for PBGC to further

strengthen controls to protect its information.

A material weakness is a reportable condition in which the design or operation of one or more of the
inernal control components does not reduce 0 a relatively low level the nsk that errors or frand in amounts
that would be material in relation to the financial statements being audited may occur and not be detected
within a timely period by employees in the normal course of performing their assigned functions.

Our consaderation of mternal control would ot necessanly disclosc all reportable conditions that are also
considered to be material weaknesses as defined above. However, nose of the reportable conditions
described below is believed 1o be a material weakmness,

REPORTABLE CONDITIONS
1. Systems Design and Integration
Financial Management Systemas Integration

In prior fiscal year audits of PBGC, we identified a lack of integration of the Corporation's financial
management systems, a8 defined by the Office of Management and Budget's (OMB) Circular A-127,
Financial Management Systems, PBGC's financial management systems include the Financial Accounting
and Reporting System (FARS) Revolving Fund and the Trust Accounting System (TAS), which are
PBGC's general ledger systems, as well as the Financial Reporting System (FRS). PBGC recognized the
need fior integration of its financial management systems in its Five-Year Financial Management Systems
Plan and the Corporation’s Imegrity Act statement.  As part of this plan, PBGC management anticipated
implementing a new system to replace FARS Revolving Fund that would be integrated with TAS and FRS.
Although the Performance Accounting System was scheduled 1o replace the FARS Revolving Fund during
fiscal year 1998, implementation of this system was delayed and did not occur until fiscal year 2000, Asa
result, the lack of complete integration continues 10 impact the Corporation's ability to promptly and
cfficiently accumulate and summarize information required for internal and external financial reporting

OMB Circular A-127 states that financial management systems should be designed to provide for effective

The term "single, integrated financial management system™ means a unified set
of financial systems and the financial portions of mized systems encompassing
the software, hardware, personnel, processes (marual and automared),
procedures, controls and data necessary to carry out financial management
Junctions, manage financial operations of the agency and report on the agency 's
JSinancial status to central agencies, Congress and the public. Unified means
that the systems are planned for and managed together, operated in an

000-T/13138-2
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integrated fashion. and linked together electronically in an efficient and effective
marnner (o provide agency-wide financial system support necessary to carry out
the agency s mission and support the agency s financial management needs.

The Joint Financial Management Improvement Program (JFMIP)Y's "Core Fmancaal System Requirements”
document, developed for all Federal government entitics, reinforces the need for integrated financial
systems. This document clearly states that;

Financial management systems must be designed with ¢ffective and ¢fficient
interrelationships between toftware, hardware, personnel, procedures, conirols,
and data contained within sysfems.

The document lists the following intcgrated, financial management sysicm attributes:

. Standard data classifications (definition and formats) established and used for recording
financial events
Comman processes used for processing similar kinds of transactions
Internal controls over data entry, transaction processing, and reporting applied
consistently

. A system design that eliminates unnecessary duplication of transaction cntry

In addition, the JFMIP document further states that for the development of any ntegrated information
sysicm, the following clements need to be incorporated:

The scope of the functions 1o be supported (processes)

How data quality will be assured (data stewardship)

The information to be processed (management information)

How systems fit together to support the functions (systems architecture)
Safeguards needed to ensure the integrity of operations and data (internal control)

Given the lack of integration of its financial management systems, PBGC did not meet the requirements of
JFMIP and OMB Circular A-127. As noted in previous years, PBGC's financial management systems did
not promote cificiencies in processing financial data and were not able to avoid the manual re-keving of
tramsactions of extraction of data

Systems Development Life Cycle (SDLC) Methodolagy

In addition to the lack of financial management systems integration, we have reported in prior years that
PBGC had not formalized and implemented an SDLC methodology. We found that improvements in this
arca were still needed as of September 30, 1999, In general, an SDLC methodology defines the standards

for effectively managing software development and includes the following:

. Analysis - Defines the scope of the project and what the organization wants to accomplish.
The requirements definition is prepared which then enables an evaluation of potential
solutions.

2000-1/23138-2
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. mmhpmmmmmmw-ﬂm
solution, specific parameters and data fields are incorporated into a design which meets the
business needs

. Construction - Reports/screens/interfaces/programs are created and tested, the entire
system is tested and accepted by the business user, and policies and procedures are
developed, including user manuals.

. Implementation - Data is converted or created, users are trained, the completed and
accepted system is delivered 1o the user and put into production.

. Post-Implementation - Once implemented, a mechanism is in place to define how continued
mainienance, support, and operations will be performed and monitored, ensuring an
effective level of control and adherence 1o PBGC policies and standards.

As mentioned above, OMB Circular A-127 states that “agency financial management systems shall
Muﬁwwmhmmmmw
maintenance of financial management systems™. OMB Circular A-127 also addresses requirements with
mmmmmﬂwmmhﬂ“m
improvements, and internal controls related to the systems_In sddition, the JFMIP's "Federal Financial
Management Systems Requirements” provides guidance on this subject.

During fiscal year 1998, PBGC began addressing the issuc related to the lack of a formal SDLC
methodology by establishing a commitiee led by the Information Resource Management

Mhhhﬂﬂﬂhhﬂpﬁﬂmm&umﬂmﬂlm
tumeline for completion and implementation of this methodology. However, the full implementation of a
thorough SDLC methodology still needs to be achieved, The lack of a formalized SDLC methodology has
hmﬂymﬂd.ﬂqﬂ:mmhmmﬁrmmnﬁmmm
acoeptance testing, reports definition, and consistency of systems development initiatives.

Systems Development Monitoring and versight

rhﬂcmuheklpﬁﬁ:mhmw-dmmmm
projects that are outsourced to vendors. In addition, the policies for monitoring outside service providers
hmmlhmﬂmdlﬂﬂthmmmmtmmhdw
secunity, capacify planning, back-up and recovery, and intrusion detection As a result, inadequate secunity
mechanisms may be implemented by outside service providers, increasing the risk of unauthorized secess.
Mﬁhﬂ!m]m,mm“muﬁh&&qﬁﬂm“mm
impacted the adequacy of logical access controls and the initia] design of front-end edits related to certain
PBGC applications. PBGC s reducing its dependency on current outsourcing arrangements with outside
mpmhmummm,mmmwﬂ
require adequate management and monitoring by PBGC.

200077231 38-2
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Furthermore, PBGC continues to lack the formal methodologies and requirements to monitor the
development and support of its business applications that should be defined and enforced through its
systems development process.  Also, PBOC lacks specific mechanisms for ensuring the continued
effectiveness of operational and firancial management controls once systems are implemented. As a result,
PBGC wall continue to be valnerable to weak secunity mechanrems that may be incorporated into current
and future systems development efforts.

Although PBGC mads progress in this arca during fiscal year 1999 by including these requirements within
the development framework of its SDLC methodology, it still needs to complete its efforts. In addition, an
enterprise-wide implementation of this process will help ensure this methodology is used consistently in the
development of business systems applications with appropriate oversight from PBGC management

Recommendations:
We recommend that the Corporation:

* Complete its efforts to integrate its financial management sysiems, in accordance with OMB
Circular A-127 and its Five-Year Financial Management Systems Plan. (01G Contrel
Number FOD-268)

*  Develop a systems development lifie cycle methodology that is tailored to PBGC s environment
and nceds, and define a policy and associated contractor guidelines 1o implement this standard
methodology. (OIG Control Number IRMD-21)

* Implement the formal systems development life cycle methodology on all systems acquisition
or development projects, and require the same of contractors. (O1G Cantrel Number IRMD-
92}

¢  ldentify specific criteria to allow PBGC to cffectively monitor systems outsourcing
relationshups. (O1G Control Number IRMD-93)

2. Centinuity of Operations

In prior fiscal year andits, we reported that PBGC had not provided the necessary atiention to business

continuity issues and had not fully developed and tested a thorough disaster recovery/business continuity
plan. Testing of the recovery process had not been consistent, all mission-critical systems had not been

identified for testing, and responssbility for disaster recovery was not clearly defined.

PBGC has made notable progress since 1998 in implementing improvements in its disaster recovery and
busmess continuity plans. For example:

* Atest of the PBGC disaster recovery plan was performed;
* Responsibility for the development of business contmuity plans for the significant business
units within PBGC has been established; and

2000-T213138-2
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» Contingency plans developed to address the Year 2000 can now be used as a basis for the
further development of FBGC's business continuity plan.

While PBGC has many components of a contingency/disaster recovery plan in place, we still identified &
number of deficiencics that, in our view, would impair PBGC's ability to respond effectively to a disruption
in business operations as a result of a disasier or other long-term emergency. The following items still need
to be accomplished:

®  PBOC has not provided evidence of a formal Business Impact Analysis to identify and
1999 Disaster Rocovery Test Report. However, this process only identified the systems,
not the workdoads relative to recovery and processing. In addition, IRMD dad not
prioritize or document the systems in the PBGC Disaster Recovery and Business
Contimuity Plan.

= The disaster recovery plan has not been updated to address the carrent computing
environment at PBGC mpacting the roquirements to complete a recovery process.

*  PBGC needs io identify individuals responsible for managing the disaster recovery

*  Although a location where a recovery process would be initiated has been defined, it is sull
questionable whether the "hot site” would be available during an emergency to provide a
full recovery.

* Based on the documentation provided, it appears that most of the departments in PBGC
have not updated their disaster recovery and service continuity plans in several years or
even established an instial plan, such as for the Partiapant Records Information Svstem
Management (PRISM) application. The procedures fior the recovery of operations are
currently inadequate, IRMD did perform a disaster recovery test in July 1999, but the
recommendations from that test have not yet been incorporated into its disaster recovery
plan

*  Atest of the existing disaster recovery process was performed by PBGC in fiscal vear
1999, however, all cratical functions were not tested and no schedule of future tests,
ncluding business unit plans, has been established.

OMB Circular A-130, Management of Federal Information Resources, requires agencies Lo establish
controls for assunng adequate security for all mformation processed, transmitted, or stored in Federal
automated information systems, Appendio I of the Circular emphasizes the importance of developing a
plan for restoning critical operations for a Federal agency”s information systems emvironment, Tt
anticipates that there will inevitably be some service intermuptions o an entity's system envircament. It
further states that, “agency plans should assure that there is an ability 1o recover and provide service
sufficient to meet the minimal needs of users of the systems.”

2000-7/13118-2
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Although PBGC has taken some sieps in fiscal year 1999 o address dissster recovery and
business contimuity, substantial improvements sall need 1o be made Lo strengthen PBGCs process
to recover from an unanticipated disruption to its service. We beheve PBGC remains vulnerable
should a disaster or an extended business disruption ocour,

Recommandat ks
We recommend that PRGC:

* Conduct s Business Impact Analysis to validate sll critical workloads. In addibon, recovery
serve as the centrul point for developing these prionities and help facilitate and coordinate the
efforts required to complete this process. (OIG Coatrol Number IRMD-103)

* Update the existing contingency/disaster recovery plan to reflect the current computing
environment at PBGC. (OFG Centrol Number TRMD-104)

* Define a central point for coordinating all PBGC service continuity efforts. This includes the
development and testing of plans for hardware, communications, and application recovery.
{(0IG Control Namber IRMD-105)

*  Develop detailed procedures for the recovery of PBGC operations, (O1G Contrel Nember
IRMD-106)

*  Test its contingency/disaster recovery procedures on a regular basis, using sufficiently
detailed test plans and scenarios. Review and incorporate test results, as sppropriate, in the
contmgency/disaster recovery plan in a timely manner. (OIG Control Namber IRMD-107)

3. Partcipast Record Information System Management (PRISM)

PBGCs long-term ability to provide imely benefit payments to participants of terminated
pension plans and 1o prepare reliabie financial statements is signuficantly dependent on its
effectiveness m managing accurate and complete participant records. Prior to fiscal year 1998,
PROC contracted with State Street Bank (SSB) to mamtain participant data for the Corporation.
At the beginning of fiscal year 1998, PBGC implemented PRISM, an in-house database and
information management system, and assumed control over the participant database. Participant
records were converted from the pay-based SSB database (PLUS) to the customer-based PRISM
database | Genesis).

2000-723138-2
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Based on the resulis of our fiscal year 1998 testing, we reporied that PRGC needed 1o implement and
improve controls surrounding PRISM to reduce risks associated with the benefit payment process and
participant record integrity. During fiscal year 1999, PBGC designed and implemented several impartast
maragement and information technology controls related 1o PRISM operations, its database, and the
associated application modules. While PBGC has made notable progress in addressing our past
recommendations, our fiscal year 1999 audit wentified arcas where these controls could be further
strengthened,

Data fntegrity and Data Processing

During fiscal year 1999, PBGC underiook several data imtegrity and data processing initiatives, which led
to improvements in the controls surrounding the PRISM application. However, audit procedures
performed on participant records maintamed in Genesis identified that the participant data anomalics still
existed in the database. For example,

*  Pasticipant records did not always agree 1o the supporting documentation in the Image Processing
System (IPS).

* Pasticipant records, including financial records (ie., large lump sum payments), were missing
proper source documentatson in IPS.

Data anomalics within PRISM are due 10 a combination of factors, including (1) PLUS data errors that
wene carmied over to Genesis as a result of the initial data conversion, (2) data errors that were created
dunng the inimial data conversion from a pay-based to a customer-based database, and (3) input and

In fiscal year 1999, data anomalics still remain within the PRISM database. To address these anomalies,
PBGC has established a Data Working Group to analyze and prioritize data and svstem issucs. This
group’s responsibility is to analyae system-related arors and iradequacies and 1o initiate and track
resolutions for these problems.

Although this group was established in the latter part of fiscal vear 1999, work has begun on developing
mmaumwummmmwmmm
However, as a result of the limited progress made 1o date, their effectivencss could not be determined
during our audit this year,

Controls over the transmission of benefit payment and participant data between SSB, currently PBGC's
payng agent, and PBGC have been sigmificantly improved. However, scknowledgement of the recespt of
data transmitied has only been implemented for the ransmission to 558, This acknowledgement should be
two-way 5o PBGC is assured it has received all data transmitted to it by SSB. This will reduce the risk of
data loss or incomplets transmissions specifically related to ledger information.

Onr testing revealed data anomalics which may impact the calculation of PVFB liability Furthermore, any
uncorrecied data anomalies carried over from the legacy system, in combination with initial conversion

2000-121138-2
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mﬂmﬁm-ﬂmnmmmmmﬂmwmm
have a negative impact on the overall completeness and accuracy of participant data,

Authorization, Monttoring, and Segregation of Dunes

PBGC has made notable progress in addressing the segregation of duties issues mised in the prior year.
Specifically, during fiscal year 1999, the Corporation has

Secparated the responsibility for ongoing error correction, maintenance, support, and database
administration of the prodoction and development enviroaments;

Strengthened the change control process thereby reducing the risk of unauthorized modifications 1o
data or system resources,

Transferred the system security function from the Insurance Operations Department to the
Reduced the nisk of one individual initiating and approving financial transactions by removing
soeme previously grasted authonty and assigning responsibilitses to others, and

Impraved the reconciliation process assignment so that benefit pavments arc not approved and
reconciled by the same persan.

However, our fiscal year 1999 audit identified arcas in which PBGC must still improve its controls related
o authorization and monitoring of sctivities. The general areas where weaknesses were noted are:

Assignment of authorization rights to individuals within specific dollar levels of authority. An
indsvidisal could be assigned to any level of suthorization without management approval. This
increases the nsk that a transaction can be authorized by an individual not approved to perform
this level of suthorization.

Granting of temporary authorization rights, Granting temporary suthorization rights to an
Hhid:ﬂipuﬁm:ﬂnﬂhwhﬁ:mﬂndmnrvn—dmnhlww
when the original authorizer is unavailable, This process does not require a certain level of PRGC
approval. In addition, PBGC has not defined policy on what constinutes a temporary authorization
period,

Monitoning of activity. Monitoring of transaction or individual activities is not formalized or,
sometimes, not being performed. While PRISM contains an authorization log and an audit trail for
cach transaction, there were no formal reports produced for independent review, nor were there
specific policies and procedures requining supervisory review of such reports, Implementation of
appropriate authorization and management monitonng controls would enable PBGC 10 detect

2000-7713138-2
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Ouher Control Deficiencies

In fiscal year 1999, PBGC continued updating its existing policies and procedures and
wmmummummmw-w
processing. Although many key controls have been mmproved or implemented, we wentified
nstances where improvements were still needed to address deficiencies previously identified
during our fiscal year | 998 audit:

* Reconciliations between projected benefit payments as reported by the PRISM Balancer
module and actual dishursements made by S5B represent an important internal control over
the benefit payment process. Balancer started producing reports necessary to perform such
rmuiﬂlu'n-h:nhuljwim Formal policics end procedures to perform such
reconcilistions were established late in fiscal year 1999. However, reconciliations were
limited to resolution of only prevalent types of discrepancics and were lacking evidence of
managerial review and approval. This condition persisted due w0 the insufficiency of
established policies and procedures, including resolution of reconciling items and review and
approval of reconcilistion resulis,

* A significant data integrity control known as “Deathmatch,” which was not operational in
fiscal year 199K, was implemented in fiscal year 1999 wath related policies and procedures
formalized at the end of fiscal year 1999, This control enablies the i 1o ident
doceased participants and update PRISM records sccordingly, thereby reducing the nsk that
benefit payments may be disbursed to meligible individuals. Although the approprisic
reports were steadily produced starting in January 1999, there were no formal policies and
Mnmwmﬂwwﬂﬂtbmmh BcourEle,

and complete resolution of “Deathmatch” findings.

*  Verious PRISM control weaknesses related io access controls and continuity of eperations
are reporied in the reportable conditions numbers 2 and 4,

Recommendatinns:
The following recommendations remain outstanding from fiscal year | 998:

* Perform an analysis of data integnity within the PRISM database and develop a formal
corrective action plan. (O1G Coatrel Namber 10D-151)

* Analyze and improve system edits and processing controls within FRISM 10 minimize
erroneous data imput and data processing. Design and place in operation an exception
reporting mechanism fo mitigate the nisk of enauthorized ranssctions processing. (OIG
Control Number 100-157)

J000-T23138-2
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s Develop and enfores formal policies and procedures 1o provide sufficient user guidance, foster
adequate segregation of duties, and establish accountability requirements. (01G Control
Number 10D-153)

+ Implement a reporting mechanism that provides sufficient information for a regular independent
review of activities performed by PBGC and contractor personnel with administrator or
equivalent access rights. (O1G Control Number 10D-155)

In addition to our prior year recommendations sbove, we recommicnd the Tollowing:

s  Complete the implementation of the operational procedures and responsibilities of the Data
Waorking Group. (011G Control Number 10D-183)

» Develop and implement controls (o ensure the receipt of all data transmitied to PBGC from its
paying agent, State Street Bank, (01G Control Number 10D-184)

»  Develop and implement formal policics and procedures to assgn dollar-level authonzation
rights that include management approval. (OIG Coatrol Number 10D-185)

* Develop and imphement formal policies sand procedures for the assignment of temporary
suthorization rights. (O1G Control Number 10D-186)

¢ Pinalize policics and procedures related to reconciliations between projecied benefit payvmends
and actual disbursements and monitor their implementation. (OIG Centrol Number 10D-187)

¢  Finalize “Deathmatch™ policies and procedures and monitor their implementation. (OIG
Control Number 10D-158)

4, Information Protection

PBGC's automated system environment is threatened by weaknesses m several components of its
information protection control structure. Because disclosure of detailed information about these
weakneases might further compromise controls, we are providing no further details here.  Instead, the

specifics are prescnted in a scparate repant issued by PBGC s Office of Inspector General, The general
arcas where wealnesses were noted are:

# The entity-wide security program and associated weaknesses i developing, implementing, and

& Cenification and accreditation of eertain general support and major application svlems.

Unsil corrected, these weaknesses will continue to increase the risks of unauthorized access by exiemal and
internal individuals 10, and modification or disclosure of, sensitive PBOC information such as the possible

2000-7r13138-2
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loss of data, loss of trust fund resounces, and compromised privacy of information stored within PBGC"s
sutomated systems. PBGC nesds to address the information protection issues noted above
Recommendutisng

We recomanend that PBGC aceelerate the remedial actions needed 1o enhance mformation protection by
further sirengthening its entity-wide security as it relates to implementation of physical and logical
compuler security mechanisms and controls throughout the organization
Specifically, we recommend that PBGC:

- hhdmmmmmmmﬁmh
strengthening of LAN and distributed systems' security; (O1G Conatrol Number IRMD-112)

*  Reassess the security roles and responsibilities throughout PBGC's Washingion offices; (01G
Contrel Number IRMD-113)

. EMHMMMM{HG Control Number TRMD-

* Ensure that the appropriate level of trained resources are in place 1o develop, implement, and
manitor the PBGC security program; (01G Control Number IRMD-115)

*  Ensure that sccurity plans for major applications and general support systems comply with all
related guidance, including OMB and NIST, (OIG Control Number IRMD-116)

® Develop specific security standards for the PBGC network, UNIX, Oracle, Windows NT, and
Nowell environments, (0IG Control Number IRMD-117)

*  Fimalize accreditation and certification of systems; (OIG Control Number IRMD-118) and

* Dovelop and implement an angoing entity-wide information security compliance program.
(O1G Control Number IRMD-119)
This report is intended solely for the information and use of PRGC s Office of Inspector General, its Board

of Directors, the management of PBGC, and the United States Congress, and is not intended to be and
should not be used by anyone other than these specified parties.

Mﬂ.&qﬂu Lef
Jamwary 14, 2000
- Furef
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Independent Accountants’ Report on Compliance with Laws and Regulations

To the Inspector Genoral
Pension Benefit Guaranty Corporation

We have audited the financial statements of the Single-Employer and Multiemployer Program Funds
adminisiered by the Pension Benefit Guaranty Corporation (PBGC) as of and for the vear ended September
30, lﬁi.ﬂhwhdmwﬁnmhﬂh—:rll.m.

We conducted our audit in accordance with generally accepted auditing standards and Government
m;m.ﬂmmmmum-mu.s.mnmmu
Financial Audit Marwal (FAM). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financaal statements are free of material misstatement.

Compliance with laws and regulations applicable 1o PBGC is the responsibility of PBGC's management
As part of cbtaining reasonable assurance about whether the financial statements are free of material
misstaternent, we performed wests of PBGC's compliance with certain provisions of the Emploves
Retirement Income Security Act of 1974, the Federal Managers' Financial Istegrity Act of 1952, the
Retirement Protection Act HIH.MMMMM:MﬂIMHhmM
(limited to comparing the Corporation's recorded payments 1o related suthorized limitations on certain
paymenis and apportionments). However, the objective of our audit of the financial ststements was not to
provide an opinion on overall compliance with such provisions. Accordingly, we do not express such an
opimn.

mmﬂwmmeHmﬂuthhmﬂhﬁ
under Government Auditing Standards or the FAM.

This report is intended salely for the information and use of PBGC 's Office of Inspector General, its Board

of Darectors, the management of FBGC, and the United States Congress, and is not intended to be and
should not be used by anyone other than these specified parties.

ﬁiumw whr

Jarmary 14, 2000
Arli Virais

2000-1713138-2
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NOTES TO FINANCIAL STATEMENTS
SEPTEMBER 30, 199% AND 1998

Note 1 — Organization and Purpose

The Pension Benefit Guaranty Corporation (PBGC or the Corporation) is a federal corporation
created by Title I'V of the Employee Retirement Income Security Act of 1974 (ERISA) and is subject to the
provisions of the Government Corporation Control Act. Its activities are defined in ERISA as amended by
the Multiemployer Pension Plan Amendments Act of 1980, the Single-Employer Pension Plan
Amendments Act of 1986, the Pension Protection Act of 1987, and the Revirement Protection Act of 1994,
The Corparation insures pensions, within statutory limits, of participants in covered single-employer and
multiemployer defined benefit pension plans that meet the criteria specified in Section 4021 of ERISA.

ERISA requires that FBGC programs be self-financing. The Corporation finances its operations
through premiums collected from covered plans, assets assumed from tesminated plans, collection of
employer bability payments due under ERISA as amended, and investment income. In addition, PBGC
may borrow up to $100 million from the US. Treasury w finance its operations. The Corporation did not
use this barrowing authority during the years ended September 30, 1999, or Seprember 30, 1998, nor is use
of this authority currencly planned. ERISA provides that the U.5. Governmen is not lisble for any
obligation or liability incurred by PBGC.

Under the single-employer program, PBGC is liable for the payment of gusranteed benefits with
respect only to underfunded terminated plans. An underfunded plan may terminate only if PBGC ora
bankruptcy court finds that one of the four conditions for 4 distress termination, as defined in ERISA, is
met or if PBGC involuntarily terminates a plan under one of five specified statutory vests. The net liability
assumed by PBGC is generally equal to the present value of the furure benefits {incleding amounts owed
ender Section 4022(c) of ERISA) less (1) the amounts that are provided by the plan's assets and (2) the
amounts that are recoverable by PBGC from the plan sponsor and members of the plan sponsor’s
controlled group, as defined by ERISA.

Under the muluemployer program, if a plan becomes insolvent, it receives financial assistance from
FBGC vo allow the plan 1o continue to pay panicipants their guaranteed benefits. PBGC recognizes
assistance as a loss to the extent that the plan is expected to be unable 1o repay these amounts from furure

plan contributions, employer withdrawal liabiliey, or investment eArmings.

Note 2 = Significant Accounting Policies

Bevolving and Trust Funds: PBGC accounts for its single employer and multiemployer
programs’ revolving and trum funds on an accrual basis. Each fund is charged its partion of the benefies
paid each year. PBGC has combined the revolving and trust funds for presenttion purposes in the
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financul statements, The single-employer and multiemployer programs are separate programs by law and,
therefore, PBGC reports them separately.

ERISA provides for the esablishment of revolving funds 1o be used by PBGC in carrying out its
duties. The revolving funds support the operational and administrative functions of PBGC and fund any
deficits incurred by PBGC in trusteeing plans or providing financial assistance. Premiums collected from
ongoing plans are accounted for through the revolving funds. The Pension Protection Act of 1987 creared
4 single-employer revolving fund that is eredited with all premiums in excess of $8.50 per participant,
including all penalties and interest charged on these amounts, as well as investment income. This fund may
not be used to pay PBGC's administrative costs or the benefits of any plan terminated prior to October 1,
1988, unless no other amounts are svailsble,

The trust funds reflect accounting activity associsted with: (1) trusteed plans — plans for which
PBGC has legal responsibility, (2) plans pending trusteeship - terminated plans for which PBGC has not
become legal crustee by fiscal yearend, and (3) probable terminations — plans that PBGC determines are
likely vo rerminate and be trusteed by PBGC. PBGC cannot exercise legal control over a plan's assets until
PBGC becomes trustee, which may be several years after the date of plan termination.

Allocation of Revolving and Trust Funds: PBGC allocates revolving and trust fund assers,
liabilities, income, and expenses 1o each program’s revalving and trust funds to the extent that such
amounts are not directly artnbutable 1o a specific fund. Revolnng fand income is allocated on the basis of
each program's average cash available for investment during the year while the expenses are allocated on the
basis of each program’s present value of future benefits. Revolving fund assets and lisbilities are sllocated
on the basis of the yearend equity of each program’s revolving funds. The plan assets acquired by PBGC
and commingled at PBGC's custodian bank are credited directly to the appropriate fund while the earnings
and expenses on the commingled assets are allocated to each program’s trust funds on the basis of each
trust fund’s value, relative to the total value of the commingled fund.

Yaluation Method: Consistent with generally accepted accounting principles outlined in
Statements of Financial Accounting Standards Nos. 35 (“Accounting and Reporting by Defined Benefit
Pension Plans™), 60 ("Accounting and Reporting by Insurance Enterprises™), and 87 (“Employers’
Accounting for Pensions”), PBGC reports its assets and habilities at fair value. A primary objective of
FBGC's financial statements is vo provide financial information that is useful in assessing PEGC's present
and future ability 1o ensure that defined benefit pension plan beneficiaries receive benefies when due.
PBGC believes that measuring its assets and labilities at fair value provides the most relevant information

to the reader.

Cash and Cash Equivalents; Cash includes cash on hand and demand deposits. Cash equivalents

are securities with a marurity of one business day.
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Investment Yaluation and Income: PBGC bases fair values on the lase sale of » hisved secunity, on
the mean of the “bid-and-asked™ for nonlisted securities, or on a valuation model in the case of fixed-
income securities that are not actively traded. These valuations are determined as of the end of each fiscal
year. Purchases and sales of secuninics are recorded on the trade date. Investment income is accrued as
carned. Dividend income is recorded on the ex-dividend date. Realized gains and losses on sales of
investments are calculsted using an average cost basis. Any increase or decreass in the market value of 2
plan’s assets occurring after the date on which the plan is terminated must, by law, be credited 1o or
suffered by PBGC (see Noes 3, 5, and 12).

Sponsors of Terminated Plans. Receivables: The amounts due from sponsors of terminated plans
or members of their contralled group represent the sertled chims for employer hability (underfunding as of
date of plan termination) and for contributions due their plan less an allowance for uncollectible amounts.
PBGC discounts any amounts expected to be received beyond one year for time and risk factors. Some
agreements berween PBGC and plan sponsors provide for comtingent payments based on future profies of
the sponsors. The Corporation will report any such furure amoursts realized in the period in which they
accrue or are received

Premiums: Premiums receivable represent the earned but wapaid portion of the premiums for
plans that have a plan year commencing before the end of PBGC's fiscal year and past due premiums
deemed collectible, including collectible penalties and interess. Unearned premiums represent an estimate
of payments received during the fiscal year that cover the portion of 1 plan's year after the Corporation's
fiscal yearend. Premium income represents revenue generated from self-assessments from defined benefit
pension plans as required by Title IV of ERISA [see Note 10).

Eressnt Value of Future Benefits (PYFB): The PVFB is the estimated liabiliry for furure pension
benefizs that FBGC is or will be obligated to pay with respect to trusteed plans and terminated plans
pending trusteeship. This habilicy is stated as the actuarial present value of estimared furure benefits less
the present value of estimated recoveries from sponsors and members of their contralled group and the
assets of terminated plans pending trusteeship. PBGC also includes the estimated liabilities atvributable 1o
probable future plan terminations as a separate line wem in the PVFR (net of estimated recoveries and
assets). To measure the acruarial present value, PBGC used assumptions 1o adjust the value of those future
payments to reflect the time value of money (by discounting) and the probabilicy of payment (by means of
decrements, such as for death or retirement). PBGC also included anticipated expenses 1o settle the benefir
obligation in the determination of the PVFB.

(1) Trusteed Plans - represents the present value of future benefit payments less the present
value of expecred recovenies (for which a sertlement agreement has not been reached with
sponsors and members of their controlled group) for plans that have terminated and been
trusteed by "BGC prior to fiscal yearend.



{2) Terminated Plans Pending Trusteeship -- represents the present value of future benefit
payments less che plans’ net assets (at fair value) anticipated to be received and the present
value of expecred recoveries (for which a settlement agreement has not been reached with
sponsors and members of their cantrolled group) for plans that have terminatzed but have not
been trusteed by PBGC prior o fiscal yearend.

{3 Sertlements and Judgments -~ represents estimated lisbilities related to sectled Lngation.

{4} Net Clasms for Probable Termimations -- includes reasonable estimates of the losses, net of
plan assets and the present value of expected recoveries (from sponsors and members of their
controlled group) for plans chat are bkely to terminave in 3 future year. These esumared
losses are based on conditions that existed as of PEGC's fiseal yearend. It is likely that one
or more events subsequent 1o PBGC's fiscal yearend will ocxur, confirming the fact of the
loss.

PBGC's benefit payments 1o participants represent a reduction to the PVFB (see Note 5).

Eresent Value of Nonrecoverable Puture Financial Assistance: In accordance with Ticle [V of
ERISA, PBGC provides financial assistance 1o multiemployer plans, in the form of loans, 1o enable the
plans to pay guaranteed benefits 1o participants and reasonable administrative expenses. These loans, issued
in exchange for interest-beanng promissory notes, constitute an obhgation of rach plan,

The present value of nonrecoverable future financial assistance represents the estimared
nonrecoverable payments to be provided by PBGC in the furure 1o multemployer plans thar will not be
able vo meet their benefic obligations. The present value of nonrecoverable future financial assistance is
based on the difference berween the present value of future guaranteed benefits and expenses and the
market value of plan assets, including the present value of future amounts expected 1o be paid by
employers, for those plans that are expected to require future assistance. The amount reflects the rates at
which, in the opinion of management, these Babilities (net of expenses) could be sertled in the marker for
single-premaum nonparticipating group annuities issucd by private insurers (see Note 6),

Other Expenses: These expenses represent a current period estimate of the net samount of
receivables deemed to be uncollectible. The estimate is based on the most recent status of the debtor (e.g.
sponsoe), the age of the recevables, and other facrors thar indicate the element of uncollectbiliy in the
receivables outsunding,

Wﬂmmm Amounts reported a5 losses from completed
and probable terminations represent the difference as of the date of plan termination berween the present
value of furure benefits (including amounts owed under Section 4022(c) of ERISA) assumed, or expected
10 be assumed, by PBGC, less related plan assers and the present value of expected recoveries from
sponsors and members of their controlled group (see Note 11). In addicion, the plans’ net income from
date of plan termination 1o the beginning of the fiscal year is included as 2 component of losses from
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completed and probable terminations for plans with termination dates prior 10 the year in which they were

added 1o PBGC's inventory of terminated plans.

Actuanal Adustments and Charges: PBGC classifies actuarial adjustments related to changes in

method and the effect n-f::pu.'imu as underwriting activity. Actwarial charges related to changes in

interest rates and passage of ume are classified as financial activiry. These adjustments and charges

represent the change in the PVFB that results from applying actuarial assumptions in the calculation of

furure benefit lishilitees (see Note 5).

Depreciation: PBGC calculates depreciation of its furnitare and equipment on a straight-line basis

over the estimated useful lives of the assers. The wseful lives range from 5 to 10 years. Routine

maintenance and leasehold improvements (the amounts of which are not material) are charged 10
operations as incurred.

Mote 3 == [nvestments

Premium recespes are invested in securities issued by the US. Government.

The trust funds inclade assets PBGC acquires or expects to acquire with respect to terminated

plans and investment income thereon. These assets generally are held by custodian banks.

The basis and marker value of the investments by type are detailed below. The basis indicated is

cost of the asses if acquired after the date of plan termination or the market value ar date of plan

sermination if the asset was acquired as a result of a plan’s termination. Realized and unrealized gains and

losses, in addition to mterest and dividends sarned on these investments, are disclosed in Note 12,

INVESTMENTS OF SINGLE-EMPLOYER REVOLVING FUNDS AND STNGLE-EMPLOYER TRUSTEED: TLAMNS
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INVESTMENTS OF MULTIEMPLOYER REVOLVING FUNDS AND MULTIEMPLOYER TRUSTEED FLANS
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In 1999, PBGC invested in PIMCO StocksPLUS strategy and the Flagship 5&P 500 Index Fund,
which contsined derivative instruments. The market value of PBGC's PIMCO StocksPLUS portfolio is
apprommately $203 million atr Seprember 30, 1999. PIMCO's objective is to exceed, net of fees, the rotal
rate of rerurn of the benchmark capiralization weighted Standard & Poor’s ("S&P") 500 Index over a full
market cycle. PBGC accomplished the abjective typically, but not exclusively, by holding long positions in
stock index furures while actively managing liquid debt securities backing futures positions. PBGC began
mvesting in the PIMCO StocksPLUS strategy in fiscal year 1999, The market value of the derivatives in
the Flagship S&P 500 Index Fund was approximately $28 million at September 30, 1999, as compared to
approcimately $41 million at Seprember 30, 1998,

Note 4 -- Receivables, Net: Sponsors of Restored Plans
During 1999, the LTV Corporation redeemed its $48 million, § 1/2% interest-bearing note, which
was due 1o mature on December 31, 2020,

Note 5 - Present Value of Future Benefits

The follewing table summarizes the acruarial adjustments, charges, and eredits that explain how the
Corporation’s single-employer program liability for the present value of furure benefies changed for the
years ended Seprember 30, 1999 and 1998,

PBOC used a 25-year select interest rare of 7.0% followed by an ultimate rave of 6.5% for 1999 and
a 25-year select interest rave of 5.7% followed by an ultimate rate of 5.75% for 1998, These rates were
determined ro be those needed to continue to match the survey of annuiry prices provided by the American
Council of Life Insurers (formerly the American Council of Life Insurance). PBGC's regulations stare thar
both the interest rate and the length of the select period may vary 10 produce the best fit with these prices.
The prices reflect rates at which, in the opinion of management, the lubilities (net of expenses) could be
sectled in the market at Seprember 30, for single-premium nonparticipating group annuities issued by
private insurers. Many facrors, inclading Federal Reserve policy, may impact these rates,

PBGC used the 1994 Group Annuiry Morwliey (GAM) Seatic Table (with margins}, set forward
vwo years and projected 14 years 1o 2008 using Scale AA.
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The reserve for sdministrative expenses in the 1999 and 1998 valuarion was assumed to be
1.3 percent of benefit liabilities plus additional reserves for cases whose plan asset determinations,
participant database audits, and actuarial valustions were not yet complete. ‘The factors to determine the
additional reserves were based on case size, number of participants, and ume since trusteeship.

The present values of furure benefits for trusteed multiemployer plans for 1999 and 1998
reflect the payment of benefits and the changes in interest assumprions, passage of ume, and the effect of
EXPEMENCE.

The resulting kabilicy represents PBGC's best estimate of the measure of anticipated experience
under these programs.

RECONCILIATION OF THE FRESENT VALUE OF FUTURE BENEFITS FOR THE YEARS EMDED SEFTEMBER 32, 199 AND 1998
{ Dhodlary i il
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ASSETS OF SINGLE-EMPLOYER TERMINATED PLANS PENDNNG TRUSTEESMIF, NET
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Met Claims for Probable Terminations; Factors that are presently not fully determinable may be
responsible for these claim estmates differing from scrual experience. Included in net claims for probable
terminations is a provision for future benefit liabilities for plans not specifically identified

The values recorded in the following reconciliation table have been adjusted o the expected datas of

BESTTLIRATION.

RECOMCILIATION OF NET CLAIMS FOR PROBABLE TERMIM ATIOMNS
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MNote & -- Multiemployer Financial Assistance

PBGC provides financial assistance 1o multemployer defined benefit pension plans in the form of
loans. An allowance is set up 1o the exvent that repayment of these loans is not expected. Negotiations with
a multemployer plan produced a final agreement in December 1997, under which the plan repaid $1.2 million
in financial assistance in January 1998,
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The losses {gains) from financial assistance reflected in the Statements of Operations and Changes in
MNet Posivion include annual changes in the estimated present value of nonrecoverable future financial
assistance and assistance granted that was not previously acerued,

FRESENT VALUE OF HONRECOVERABLE FUTLURE FIMAMNCIAL
ASSISTANCE AND LOSSES FROM FINANCIAL ASSISTAMNCE
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Mote 7 -- Accounts Payable and Accrued Expenses
The following wuble itemizes accounts payable and accrued cxpenses reported in the Statements of

Financial Condivon:
ACCOLUNTS FPAYABLE AND ACCRUED EXFENSES
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Note 8 -- Contingencies

There are 3 number of large single-employer plans that may terminate. In addition, there are some
multemployer plans that may require future financial assistance. The amounts disclosed below represent the
Corporation’s best estimates given the inherent uncertainties sbour these plans.

PRBGC estimated that rotal unfunded vested benefits on termination of single-employer plans that
represented reasonably possible exposure as of Seprember 30, 1999, ranged from $17 billion to $19 billion.
This exposure was primarily in the steel, airline, communications, general merchandise, and transporaton
equipment industries. PBGC caleulated this estimate as in previous years by using data obeained from filings
with the government and corporate annual reports for fiscal years ending in calendar 1998. The Corporation
adjusted the value reported for Liabilities in the 517 billion estimate to the December 31, 1998, PBGC select
interest rate of 5.3%. When available, data was adjusted to a consistent set of mortality assumptions. The
Corporation eliminated plans not insured by PBGC from the data. PBGC made no provision for the
possible failure of the plan sponsor to make subsequent comributions or for plan liabilities that would be
incurred after that date.

PBGC included amounts in the hability for the present value of nonrecoverable future financial
asmistance (sec Note &) for multemployer plans that PBGC estimated may require furure financial assistance.
In addition, PBGC currently estimates that it is reasonably possible that other multiemployer plans may
require furure financial assistance in the amouent of $151 million.

The Corporation calculated the future financial assistance liability for each multiemployer plan
identified as probable or reasonably possible as the present value of guaranteed future benefit and expense
payments as of the later of Sepember 30, 1999, or the projected (or actual, if known) date of plan insolvency,
discounted back 10 September 30, 1999, using interest only. The Corporation's identification of plans thar
are likely 1o require such assistance and estimation of related amounes require consideration of many complex
factors. These factors are affecred by future events, including actions by plans and their sponsors, most of
which are beyond the Corporation’s control.

PBGC used select and ulumace interest rate assumptions of 7.0% for the first 25 years after the
valuation date and 6.5% thereafter. The Corporation also used the 1994 Group Annuity Morality Statie
Table (with margins), set forward rwo years, projected to 2008 using Seale AA

Mote ¥ -- Commitments
PBGC leases its office faclity under a commitment that began on December 11, 1993, and cxpires
December 10, 2008, The lease provides for periodic rate increases based on increases in operating costs and

real estate taxes over a base amount. In addition, PBGC is leasing space for field benefit sdministratoes,
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These leases began in 1996 and expire in 2008, The minimum furure lease payments for office facilities
having noncancellable terms in excess of one year as of September 30, 1999, are as follows:

mmnﬂm FUTURE LEASE PAYMENTS
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Lease expenditures were §11.7 million in 1999 and $11.7 million in 1994,

Note 10 -- Premiums

For bath the single-employer and multiemployer programs, ERISA provides that PBGC
shall continue to guarantee basic benefits despite the failure of a plan administrator to pay premiums when
due. PBGC assesses interest and penalties on the unpaid amount for late payment or underpayment of
premiums. Late payment interest continues to accrue until the premium duc is paid, while the amount of
penalty that can be levied is capped at 100 percent of the premium late pavment or underpayment. Annual
premiums for the single-employer program are $19 per parvicipant for a fully funded plan. Underfunded
single-employer plans pay an additional variable-rate charge, based on funding levels. The multiemployer
premium is $2.60 per participant,

Begmning with the 1999 plan year, the final filing due date for a plan whose premium payment year
begins on the first of the month is one month later than it was for the 1998 plan year; for a plan whose
premium payment year beging on a date other than the first of the month, the final filing due date is two
months later than it was for the 1998 plan year. The change in the premivm due date resulted in
spproximately $255 million in cash receipts being received in FY 2000 instead of being received in FY 1999,
The $255 million includes both earned and unearned premiums. The earned portion has been included in the
$240 million premium receivable ar 9/30/99. See Note 2 for further information on premium accounting

policies,

Note 11 -- Losses from Completed and Probable Terminations

Amounts reported as losses are the present value of furure benefits {(incloding amounts owed under
Section 4022(c)) less relaved plan assets and the present value of expected recoveries from sponsors. The
following rablederails the companents that make up the losses:
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MNote 13 -- Employee Benefit Plans
All permanent full-time and part-time PBGC employees are covered by the Civil Service Retiremens
System (CSHS) or the Federal Employees Retirement System (FERS). Full-time and part-time employees
with less than five years service under CSRS and hired after Decemnber 31, 1983, are sutomatically covered
by both Social Security and FERS. Employees hired before January 1, 1984, participate in CSRS unless they
elecred and qualified to transfer te FERS.
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The Corporation's contribution to the CSRS plan, for bath 1999 and 1998, was 8.51 percent of base
pay for those employees covered by that system, For those employees covered by FERS, the Corporation’s
contribution was 10.7 percent of base pay for both 1999 and 1998, In addition, for FERS-covered
employees, PEGC auromatically contributes 1 percent of base pay to the employee’s Thrift Savings
account, matches the first 3 percent contributed by the employee, and marches ane-half of the next 2
percent contributed by the employee. Total retirement plan expenses amounted o $7 million in 1999 and
$6 million in 1998,

These financial statements do not reflect CSRS or FERS assets or accumulated plan benefits
applicable to PBGC employees. These amounts are reported by the US. Office of Personnel Management
{(OPM) and are svot allocated to the individual employers. OPM accounts for federal health and ife
msurance programs for those eligible retired PBGC employees who had selected federal government-
sponsored plans. PBGC does not offer ather supplemental health and life insurance benefits to its
employees.

Mote 14 -- Cash Flows

The following is a reconciliation berween the net income as reported in the Statements of

Operations and Changes in Net Position and net cash provided by operating activities as reported in the
Suatements of Cash Flows.

RECONCILIATION OF NET INCOME TO NET CASH FROVIDED BY OPERATING ACTIVITIES
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Note 15 — Litigation

IBGC records as a habiliry on its fiaancial statements an estimated cost for unresobved litigation 1o
the extent that losses in such cases are probable and estimable in amount. In addition to such recorded
costs, PBGC estimates that possible losses of up vo 530 million could be incurred in the event that PBGC
does not prevail in these matters.




