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Office of Inspector General
Pension Benefit Guaranty Corporation

March 4, 2016

TO: W. Thomas Reeder, Jr.
Director

Patricia Kelly
Chief Financial Officer

FROM: Rashmi Bartlett ‘ﬂeﬂohw\;\ ,@M

Assistant Inspector General for Audit

SUBJECT: Fiscal Year 2015 Financial Statements Audit
Management Letter (AUD 2016-6/ FA 15-108-6)

| am pleased to transmit the attached management letter resulting from the audit of the PBGC
fiscal year (FY) 2015 financial statements (AUD-2016-2/ FA 15 108-2).

During the audit, our independent public accountant, CliftonLarsonAllen LLP, identified certain
issues that while significant are not of sufficient magnitude to impact the financial statement
opinion. These issues related to PBGC internal controls and operations were not included in
their report on internal control dated November 13, 2015 (AUD-2016-3/ FA-15-108-3). This
management letter summarizes CliftonLarsonAllen’s findings and recommendations regarding
those less significant matters and includes the status of prior years’ management letter
recommendations.

In your February 24, 2016, response to a draft of the management letter, you indicated that
PBGC management agreed with the new recommendations and provided planned corrective
actions with estimated completion dates. Responses to individual recommendations have been
incorporated into the Management Response sections of Attachment Ill and Attachment IV. In
addition, your response is included in this management letter as Attachment VIl in its entirety.

During FY 2015, CliftonLarsonAllen, as part of their work, followed up on open
recommendations included in the previous years’ management letters. This year the OIG and
our independent public accountant will continue working with management to discuss and
evaluate the status of prior years’ recommendations.

1200 K Street, NW, Washington, DC 20005-4026 oig.pbgc.gov
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We would like to take this opportunity to express our appreciation for the overall cooperation
provided during the performance of the audit.

Attachment

cc: Cathleen Kronopolus
Alice Maroni
Karen Morris
Ann Orr
Michael Rae
Robert Scherer
Judith Starr
Ted Winter
Marty Boehm



CliftonLarsonAllen LLP
11710 Beltsville Drive, Suite 300
Calverton, MD 20705

301-931-2050 | fax 301-931-1710

Clifton LarsonAllen CLAconnect.com

To the Inspector General and
Management of the
Pension Benefit Guaranty Corporation

We have audited the financial statements of the Pension Benefit Guaranty Corporation (PBGC or
the Corporation) as of and for the year ended September 30, 2015 and PBGC's internal control
over financial reporting as of September 30, 2015, and have issued our reports’ thereon dated
November 13, 2015. In planning and performing our audits of the financial statements and internal
control over financial reporting of PBGC, in accordance with auditing standards generally accepted
in the United States of America; issued by the Comptroller General of the United States; and the
Office of Management and Budget (OMB); we considered PBGC'’s internal controls as a basis for
designing audit procedures that are appropriate for the purpose of expressing our opinions on the
financial statements and internal control over financial reporting. Our opinion included in the Annual
Report, was that PBGC has not maintained effective internal control over financial reporting as of
September 30, 2015. Our opinion on internal control is based on criteria established under 31
U.S.C. 3512 (c), (d), commonly known as the Federal Managers’ Financial Integrity Act (FMFIA)
and Office of Management and Budget (OMB) Circular A-123 Management’'s Responsibility for
Internal Control, as amended (OMB Circular A-123). Further, we identified one instance of
noncompliance with selected provisions of laws and regulations for the year ended September 30,
2015. PBGC's asset valuation regulation at Title 29 of the Code of Federal Regulation (C.F.R.) Part
4044.41 Subpart (b), General valuation rules, states “Plan assets shall be valued at their fair market
value, based on the method of valuation that most accurately reflects such fair market value.” This
instance of non-compliance was first reported in fiscal year 2011 and will remain until the
revaluation of assets associated with the prior plan terminations is completed.

We previously provided a written communication dated November 13, 2015, which contains our
written communication of significant deficiencies and a material weakness we identified during our
audits of the financial statements of PBGC as of and for the year ended September 30, 2015, and
PBGC's internal control over financial reporting as of September 30, 2015. This letter does not
affect that communication.

During our audits we became aware of deficiencies in internal control, other than material
weakness and significant deficiencies, and other matters that are opportunities to strengthen
PBGC's internal control and improve the efficiency of PBGC’s operations. Our comments and
suggestions regarding these matters are summarized below. Additionally, the status of prior year
audit recommendations is attached.

1 Audit of the Pension Benefit Guaranty Corporation Fiscal Year 2015 and 2014 Financial Statements — AUD-2016-2/FA-15-108-2
http://oig.pbgc.qov/pdfs/FA-15-108-2.pdf

Report on Internal Controls Related to the Pension Benefit Guaranty Corporations Fiscal Year 2015 and 2014 Financial Statements
Audit 2016-2/ FA-15-108-3 http://oig.pbgc.qov/pdfs/FA-15-108-3.pdf




Management’s written response to the matters identified in our audit has not been subjected to the
auditing procedures applied in the audit of the financial statements and, accordingly, we express no
opinion on it.

This report is intended solely for the information and use of the PBGC management and Inspector

General of PBGC and is not intended to be, and should not be, used by anyone other than these
specified parties.

UsfbcL ansrnditon LL7

CliftonLarsonAllen LLP

Calverton, Maryland
November 16, 2015



Fiscal Year 2015 Management Letter

. ACRONYMS
AVR Actuarial Valuation Report
ASD Actuarial Services Division
BAPD Benefits Administration and Payment Department
CLA CliftonLarsonAllen LLP
COR Contracting Officer's Representative
CPs Corporate Parents
DOL Department of Labor
FASD Facilities and Services Department
FBA Field Benefit Administration
FIPS Federal Information Processing Standards
FMFIA Federal Managers’ Financial Integrity Act of 1982
FOD Financial Operations Department
FY Fiscal Year
GAO Government Accountability Office
10D Insurance Operations Department
MCU Management Coordination Unit
ME Multi-Employer
NIST National Institute of Standards and Technology
NFR Notice of Findings and Recommendations
NRAD Office of Negotiations and Restructuring Actuarial Division
OIG Office of Inspector General
OoIT Office of Information Technology
OMB Office of Management and Budget
PBGC Pension Benefit Guaranty Corporation
PDR Participant Data Review
PICs Personal Interest Conflict System
PVA Post Valuation Administration
RCF Recommendation Completion Form
RP Reasonable Possible
SE Single-Employer
SPBR Small Plan Bulk Reserve
TBD To Be Determined
TP Technical Procedure

Pension Benefit Guaranty Corporation

This document was produced for the PBGC Office of Inspector General. It is intended for
the information and use of PBGC management and the Office of Inspector General.
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This document was produced for the PBGC Office of Inspector General. It is intended for
the information and use of PBGC management and the Office of Inspector General.
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Fiscal Year 2015 Management Letter Pension Benefit Guaranty Corporation

EXECUTIVE SUMMARY

As part of the fiscal year (FY) 2015 financial statements audit, we tested internal controls over
financial reporting and compliance with laws, regulations, contracts and grant agreements as of
September 30, 2015, based on the criteria contained in the FMFIA and OMB Circular A-123.
We did not examine all internal controls relevant to operating objectives as broadly defined by
FMFIA and OMB Circular A-123, such as those controls relevant to preparing statistical reports
and ensuring efficient operations. The work was completed in accordance with attestation
standards established by the American Institute of Certified Public Accountants. In addition, we
conducted our audits of the financial statements in accordance with auditing standards
generally accepted in the U.S.; the standards applicable to the financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States; and
OMB Bulletin No. 15-02, Audit Requirements for Federal Financial Statements (OMB Bulletin
15-02). The criteria used to benchmark the testing and to reach the conclusions contained in
this report also included PBGC standards, procedures, and policies, along with government
agency guidance published by the National Institute of Science and Technology (NIST), and
through Presidential Decision Directives. Refer to Section VII for a listing of Federal criteria
documented in the report.

The following is the breakdown by department of the results of our testing:

BAPD
Type andIOD OIT FOD IPD NRAD CCRD FASD Total
Open recommendations as of
September 30, 2014 29 2 2 1 3 5 1 43
Recommendations
Moved from Report
On Internal Controls 3 0 1 0 3 0 0 7
Recommendations closed during
FY 2015 audit cycle (26) (2 (1 0 (2) (2 (1) (34)
Total prior years’ open
recommendations as of
September 30, 2015 6 0 2 1 4 3 0 16
Add: new FY 2015
recommendations 1 0 1 0 2 0 0 4
Total open recommendations as
of September 30, 2015 7 0 3 1 6 3 0 20

This document was produced for the PBGC Office of Inspector General. It is intended for
the information and use of PBGC management and the Office of Inspector General.
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Fiscal Year 2015 Management Letter

Pension Benefit Guaranty Corporation

V. RECOMMENDATIONS CLOSED IN FISCAL YEAR 2015 AUDIT CYCLE

OIG Control Number Date Closed Original Report Number
BAPD-53 08/26/2015 AUD-2009-04/FA-08-49-4
BAPD-58 07/30/2015 AUD-2010-04/FA-09-64-4
BAPD-59 10/30/2015 AUD-2010-04/FA-09-64-4
BAPD-60 10/30/2015 AUD-2010-04/FA-09-64-4
BAPD-61 10/30/2015 AUD-2010-04/FA-09-64-4
BAPD-72 10/30/2015 AUD-2011-06/FA-10-69-5
BAPD-87 07/30/2015 AUD-2012-06/FA-11-82-6
BAPD-105 03/24/2015 AUD-2012-06/FA-11-82-6
BAPD-106 08/26/2015 AUD-2012-06/FA-11-82-6
BAPD-110 07/30/2015 AUD-2013-08/FA-12-88-7
BAPD-111 07/30/2015 AUD-2013-08/FA-12-88-7
BAPD-112 08/25/2015 AUD-2013-08/FA-12-88-7
BAPD-113 07/30/2015 AUD-2013-08/FA-12-88-7
BAPD-115 09/22/2015 AUD-2013-08/FA-12-88-7
BAPD-117 08/26/2015 AUD-2013-08/FA-12-88-7
BAPD-118 03/24/2015 AUD-2014-07/FA-13-93-6
BAPD-121 01/25/2016 AUD-2014-07/FA-13-93-6
BAPD-122 03/24/2015 AUD-2014-07/FA-13-93-6
BAPD-123 03/24/2015 AUD-2014-07/FA-13-93-6
BAPD-125 03/24/2015 AUD-2014-07/FA-13-93-6
BAPD-126 03/24/2015 AUD-2014-07/FA-13-93-6
BAPD-127 03/24/2015 AUD-2014-07/FA-13-93-6
BAPD-128 09/22/2015 AUD-2014-07/FA-13-93-6
BAPD-130 12/14/2015 AUD-2015-06/FA-14-101-5
BAPD-131 12/14/2015 AUD-2015-06/FA-14-101-5
BAPD-132 12/14/2015 AUD-2015-06/FA-14-101-5
CCRD-15 12/14/2015 AUD-2015-06/FA-14-101-5
CCRD-16 12/14/2015 AUD-2015-06/FA-14-101-5
FASD-142 06/16/2015 AUD-2010-04/FA-09-64-4
FOD-399 12/14/2015 AUD-2015-06/FA-14-101-5
FS-07-06 07/10/2015 AUD 2008-2/FA-0034-2
FS-11-16 12/15/2015 AUD-2012-02/FA-11-82-2
NRAD-01 12/14/2015 AUD-2015-06/FA-14-101-5
NRAD-02 08/19/2015 AUD-2015-06/FA-14-101-5

VI. OPEN RECOMMENDATIONS AS OF NOVEMBER 13, 2015

0IG Control Number Original Report Number
Prior Year:

BAPD-109 AUD-2013-08/FA-12-88-7
BAPD-116 AUD-2013-08/FA-12-88-7
BAPD-119 AUD-2014-07/FA-13-93-6
CCRD-14 AUD-2015-06/FA-14-101-5
CCRD-17 AUD-2015-06/FA-14-101-5
CCRD-18 AUD-2015-06/FA-14-101-5

This document was produced for the PBGC Office of Inspector General. It is intended for
the information and use of PBGC management and the Office of Inspector General.
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OIG Control Number Original Report Number
FOD-334 2005-02/23182-2
FS-14-35 AUD-2015-3/FA-14-101-3
FS-14-41 AUD-2015-3/FA-14-101-3
FS-14-42 AUD-2015-3/FA-14-101-3
FS-14-43 AUD-2015-3/FA-14-101-3
FS-14-46 AUD-2015-3/FA-14-101-3
FS-14-47 AUD-2015-3/FA-14-101-3
FS-14-48 AUD-2015-3/FA-14-101-3
IPD-4 (Formerly I0D-260) 2005-10/23812-6
NRAD-03 AUD-2015-06/FA-14-101-5
Current Year:

BAPD-133

FOD-400

NRAD-04

NRAD-05

" This document was produced for the PBGC Office of Inspector General. It is intended for
the information and use of PBGC management and the Office of Inspector General.
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VII.

CRITERIA

OMB Circular A-50, Audit Follow-up

OMB Circular A-123 Management’s Responsibility for Internal Control

OMB Circular A-123 Part Il. Section A. Objectives of Internal Control over financial reporting

OMB Circular A-130, Appendix lll, Security of Federal Automated Information Resources

E-Government Act of 2002 (Public Law 107-347)

Federal Information Processing Systems (FIPS) Pub 73, Guidelines for Security of Computer
Applications

FIPS Pub 102, Guidelines for Computer Security Certification and Accreditation

FIPS Pub 199, Standards for Security Categorization of Federal Information and Information
Systems :

NIST Special Publication 800-12, An Introduction to Computer Security

NIST Special Publication 800-13, Telecommunications Security ~Guidelines  for
Telecommunications Management Network

NIST Special Publication 800-14, Generally Accepted Principles and Practices for Securing
Information Technology Systems

NIST Special Publication 800-18, Guide for Developing Security Plans for Information

Technology Systems

NIST Special Publication 800-26, Security Self-Assessment Guide for Information Technology
Systems

NIST Special Publication 800-30, Risk Management Guide for Information Technology
Systems

NIST Special Publication 800-34, Contingency Planning Guide for Information Technology
Systems

NIST Special Publication 800-35, Guide to Information Technology Security Service

NIST Special Publication 800-37, Guide for the Security Certification and Accreditation of
Federal Information Systems

NIST Special Publication 800-53A, Recommended Security Controls for Federal Information
Systems

BAPD Operations Manual TP 5.3A

BAPD Operations Manual TP 6.1C

BAPD Operations Manual TP 17.7

BAPD Operations Manual, Retiree Services Division Processes-Approve Funding Request
Memorandum

BAPD Study, “Revisions to the Current ASD Practice for Determining the Guaranteed Benefit
Reduction Factor for Multiemployer Plans,” dated January 27, 2014.

COR Site Visit Program 2013, B.2.1

Users Procedures Guide

Multiemployer Working Group Procedures Manual

Government Accountability Office (GAO) Internal Control Standards: Accurate and Timely
Recording of Transactions and Events

Single-Employer Reasonably Possible Calculation Tool for Small Plans User Guide Version
1.1

This document was produced for the PBGC Office of Inspector General. It is intended for
the information and use of PBGC management and the Office of Inspector General.
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VIIL.

MANAGEMENT RESPONSE

£\
PBGC Pension Benefit Guaranty Corporatlon

Protecting America’s Pensions 1200 K Street, N. W Washlngton D.C. 20005-4026

Office of the Director |

To: Robert Westbrooks FEB 2% 2018

Inspector General

From:  W. Thomas Reeder % ﬂﬂ/

Director
Subject: Response to Draft FY 2015 Management Letter Report

PBGC management appreciates the opportunity to comment on the draft management letter
report issued as part of the FY 2015 financial statement audit.

We are in agreement with the draft report’s new recommendations. For your convenience,
staff is sending separately a detailed response via an electronic attachment based on your
report’s format. This will include a response to each new recommendation, including our
planned corrective actions and estimated completion dates. Tt will also include updates -
regarding prior year recommendations referenced in Section IV of the draft report.

Please contact Marty Boehm on ext. 3901, should you have any questions.

Vo
Patricia Kelly, Chief Financial Officer
Cathy Kronopolus, Chief of Benefits Administration
Alice Maroni, Chief Management Officer
Karen Morris, Acting Chief of Negotiations and Restructuring
Michael Rag, Deputy Chief Policy Officer '
Robert Scherer, Chief Information Officer
Judith Starr, General Counsel
Marty Boehm, Director, Corporate Controls and Reviews Department

This document was produced for the PBGC Office of Inspector General. It is intended for
. the information and use of PBGC management and the Office of Inspector General.
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If you want to report or discuss confidentially any instance
of misconduct, fraud, waste, abuse, or mismanagement,
please contact the Office of Inspector General.

Telephone:
The Inspector General’'s HOTLINE
1-800-303-9737

The deaf or hard of hearing, dial FRS (800) 877-8339
and give the Hotline number to the relay operator.

Web:
http://oig.pbgc.gov/investigation/details.html

Or Write:
Pension Benefit Guaranty Corporation
Office of Inspector General
PO Box 34177
Washington, DC 20043-4177


http://oig.pbgc.gov/investigation/details.html
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