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September 29,1993 

To the President of the Senate and the 
Speaker of the House of Representatives 

This report presents our opinion on the Statements of Financial Condition 
of the Single-Employer Fund and the Multiemployer Fund for the fiscal 
years ended September 30,1992 and 1991. These financial statements are 
the responsibility of the Pension Benefit Guaranty Corporation, the 
administrator of the funds. Because of the considerable progress the 
Corporation has made in improving internal controls, we were able, for the 
first time, to opine on the Corporation’s statements of financial condition. 
Although material weaknesses that affect both funds remain, the 
Corporation is committed to resolving them. 

The Statement of F’inancial Condition for each fund presents fairly, in all 
material respects, its financial position, except for the Multiemployer 
Fund’s liability for future financial assistance, for which a scope limitation 
prevented us from determining whether the reported liability was fairly 
presented. We were previously unable to audit each fund’s financial 
statements for the fiscal year ended September 30,199l; since those 
statements materially affect the results of operations and cash flows for 
fiscal year 1992, we are unable to opine on the other financial statements 
which accompany the September 30, 1992, statements of financial 
condition. 

This report also presents our opinion on the Corporation’s system of 
internal controls as it relates to each fund. Internal controls were not 
effective in providing reasonable assurance that the Corporation properly 
recorded, processed, and summarized transactions for its financial 
statements and other financial reports. However, internal controls as of b 
September 30,1992, provided reasonable assurance that assets were 
safeguarded against loss and that transactions were executed in 
accordance with management’s authority and with significant provisions 
of selected laws and regulations. We found no material instances of 
noncompliance with the provisions of laws and regulations we tested, and 
nothing came to our attention in the course of our work to indicate that 
material noncompliance with such provisions occurred. In addition, this 
report includes our recommendations to improve the Corporation’s 
internal control structure and discusses (1) our concerns about the 
long-term viability of the Single-Employer Fund, (2) the reliability of the 

Page 1 GAOIAIMD-93-21 Pension Benefit Guaranty Corporation 

;: ,, _’ 



B-164292 

Multiemployer Fund’s liability for future financial assistance, and (3) the 
weaknesses in employee benefit plan audits and reports. 

We conducted our audit pursuant to the provisions of 31 U.S.C. 9105, as 
amended, and in accordance with generally accepted government auditing 
standards. 

We are sending copies of this report to the Chairmen and Ranking 
Minority Members of the Senate Committee on Governmental Affairs, the 
House Committee on Government Operations, and the Subcommittee on 
Oversight of the House Committee on Ways and Means; the Secretaries of 
Labor, the Treasury, and Commerce in their capacities as Chairman and 
members of the Board of Directors of the Pension Benefit Guaranty 
Corporation; the Corporation’s Executive Director; the Director of the 
Office of Management and Budget; and other interested parties. 

Charles A. Bowsher 
Comptroller General 
of the United States 
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GAO United States 
General Accounting Office 
Washington, D.C. 20548 

Comptroller General 
of the United States 

B-164292 

To the Board of Directors 
Pension Benefit Guaranty Corporation 

We have audited the accompanying statements of financial condition as of 
September 30, 1992, of the Single-Employer and Multiemployer Funds with 
reported assets of $6.4 billion and $283 million, respectively, administered 
by the Pension Benefit Guaranty Corporation. The scope of our audit was 
limited to the September 30, 1992, statements of financial condition. 
Therefore, we do not express an opinion on the other accompanying 
financial statements. We found: 

l The Corporation has made considerable progress in improving internal 
controls, but material weaknesses that affect both funds remain. The 
Corporation is committed to resolving these weaknesses. 

l The September 30, 1992, statements of financial condition were reliable in 
all material respects, except for the Multiemployer Fund’s liability of 
$60 million for future financial assistance because information on certain 
financially troubled pension plans was not available to determine whether 
assistance from the Corporation may be necessary. 

. Internal controls as of September 30, 1992, were not effective in assuring 
that transactions were properly recorded, processed, and summarized to 
permit the preparation of financial statements in accordance with 
generally accepted accounting principles and to maintain accountability 
for assets among funds. However, internal controls in effect on 
September 30,1992, did provide reasonable assurance that assets were 
safeguarded from material loss and that transactions were executed in 
accordance with management authority and significant provisions of 
selected laws and regulations. 

l No material noncompliance with laws and regulations we tested. 

Discussed in the following section are significant matters considered in b 
performing our audit and forming our opinions. This report also discusses 
our audit conclusions, our recommendations for improving the 
Corporation’s internal control structure, and the Corporation’s comments 
on our report, Appendix I discusses the scope of our audit, including one 
area for which we reviewed and relied on the work of an independent 
public accountant under contract to the Corporation’s Inspector General. 
The Corporation’s written comments on a draft of this report are included 
in appendix III. 

Si&kficant Matters The following information discusses 
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l our concerns about the long-term viability of the Single-Employer Fund; 
. limitations on the reliability of the Multiemployer Fund’s liability for future 

financial assistance; and 
l weaknesses in employee benefit plan audits and reporting. 

Concerns About the 
Long-Term Viability of the 
Single-Employer Fund 

The Single-Employer Fund is able to meet its near-term benefit 
obligations, as presently premium receipts exceed benefit payments, and 
the fund ended the fiscal year with $5.9 billion in investments and cash. 
However, the fund’s unfunded $2.7 billion deficit represents a shortfall in 
assets needed to fully satisfy the Corporation’s benefit liabilities for 
terminated plans and for those plans considered likely to terminate. In 
addition to the losses recorded in the financial statements and reflected in 
the unfunded deficit as of September 30,1992, the Corporation disclosed 
$12 billion to $20 billion in estimated unfunded liabilities in 
single-employer plans which represent reasonably possible future losses. 

The Single-Employer Fund’s long-term viability is also affected by 
(1) pension funding standards which do not ensure that sponsors 
contribute enough assets to fund benefits should the plan terminate and 
(2) a premium structure that is not fully risk-related. These conditions 
limit the Corporation’s ability to control or manage its exposure from 
underfunded plans should plan sponsors be unable to meet their pension 
obligations. The Employee Retirement Income Security Act of 1974 
(ERISA), which created the pension insurance program, established funding 
standards for insured plans but enabled benefits to become guaranteed 
prior to being funded by plan sponsors. This timing difference between 
benefit guarantee and funding has contributed, in large measure, to the 
Corporation’s exposure should plans terminate without sufficient assets to 
pay guaranteed benefits. While the effect of this timing difference has been 
reduced by congressional action-most recently in 1987-to strengthen b 
minimum funding standards, many plans that were underfunded when 
ERISA was enacted remain underfunded. 

The Single-Employer F’und’s premium structure further limits the 
Corporation’s ability to manage the risk posed by underfunded plans 
because premiums paid by underfunded plans do not fully cover the risks 
their underfunding represents. In 1987, the Congress modified the 
Single-Employer Fund’s basic flat-rate premium structure by adding a 
supplemental variable rate premium which, for the first time, linked 
premiums to the amount of plan underfunding. The variable rate premium 
is based on the plans reported unfunded vested liability, which is adjusted 
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for a common interest rate, rather than the specific unfunded liability the 
fund assumes if a plan terminates. However, as recently reported,r the 
Single-Employer Fund often assumes a substantially larger liability on 
termination than last measured and reported by the plans. Also, the 
variable rate premium is subject to a maximum dollar amount which limits 
its effectiveness in covering the risk posed by severely underfunded plans. 

Limited Reliability of the 
Multiemployer F’und’s 
Liability for Future 
Financial Assistance 

The Corporation did not consider whether liabilities associated with 
certain financially troubled multiemployer plans should have been 
recognized in the financial statements even though the plans may 
ultimately require financial assistance. Because the Corporation had not 
considered the liability exposure and did not have evidence about the 
financial condition of these plans, we could not determine whether any 
liability should have been recognized for them. Although the total 
assistance ultimately required for these plans could be material to the 
Multiemployer Fund’s reported $60 million liability for future financial 
assistance as of September 30, 1992, we believe that such assistance, if 
required, would not significantly affect the overall soundness of the 
multiemployer program. 

Even with an assessment process that adequately considered and 
recognized the Multiemployer Fund’s exposure to liabilities for future 
financial assistance, the process would be subject to material 
uncertainties, the effects of which cannot presently be determined. 
Identifying multiemployer plans which are likely to require future 
assistance and estimating the amount of such assistance require 
consideration of many complex factors. These factors, which include the 
future financial condition of the plans and their multiple sponsors, will be 
affected by future events, most of which are beyond the Corporation’s 
control. Given these uncertainties, the amount of liabilities for future I, 
financial assistance that ultimately results may differ materially from the 
amounts recorded and disclosed. 

- 
We&knesses in Employee 
Plq Audits and Reporting 

Weaknesses in the scope and quality of employee benefit plan audits and 
the lack of plan reporting on internal controls reduce their effectiveness in 
safeguarding the interests of plan participants and the government. The 
Department of Labor is responsible, under ERISA, for establishing reporting 
and disclosure requirements and monitoring ongoing employee benefit 

‘Pension Plans: Hidden Liabilities Increase Claims Against Government Insurance Program 
(GAOIHRD-93-7, December 30,1992). 
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plans, which include defined benefit pension plans insured by the 
Corporation. 

Reviews of independent public accountants’ audits of employee benefit 
plans found weaknesses in both the quality and scope of plan audits so 
severe that their reliability and usefulness were questionable.2 ERISA allows 
plan administrators to limit the scope of plan audits by excluding plan 
assets held by certain regulated institutions from the scope of the auditor’s 
work. Thus, the auditor provides little or no assurance about the 
existence, ownership, or value of those assets. In addition, plan auditors 
are not explicitly required to check the accuracy and completeness of a 
plan’s pension insurance premium filings or of the actual premium 
payments made to the Corporation. Finally, while plan administrators are 
responsible for establishing sound internal controls and for complying 
with applicable laws and regulations, neither plan administrators nor plan 
auditors are required, by ERISA, to report to regulators and participants on 
the effectiveness of internal controls. In our April 1992 report 
(GAO/AF%ID-92-14), we recommended that the Congress eliminate ERISA’S 

limited scope audit provision and require plan administrators and auditors 
to report on internal controls. As of the end of July 1993, the Congress had 
not yet acted on these recommendations. 

Material Internal 
Control Weaknesses 

As of September 30,1992, the Corporation had made considerable 
progress in improving internal controls affecting its financial reporting. 
Most notably, the Corporation had developed and implemented various 
valuation systems and internal controls surrounding its process for 
estimating its benefit liability. Because of this progress, we were able, for 
the fast time, to audit and express an opinion on the Corporation’s 
statements of financial condition. However, material weaknesses3 remain 
in the Corporation’s internal control structure. Our audit found b 

l weaknesses in financial systems and in the implementation of other 
internal controls, 

?‘hese reviews are discussed in Employee Benefits: Improved Plan Reporting and CPA Audits Can 
Increase Protection Under ERISA (GAO/AFMD-D2-14, April 9,1992) and Changes Are Needed in the 
mSA Audit Process To Increase Protection for Employee Benefit Plan Participants, U.S. Department 
of Labor, Office of Inspector General, 09-90-001-12-001 (Washington, D.C.: November 9,1989). 

‘A material weakness is a reportable condition in which the design or operation of the internal 
controls does not reduce to a relatively low level the risk that losses, noncompliance, or misstatements 
in amounts that would be material in relation to the financial statements may occur and not be 
detected within a timely period by employees in the normal course of their assigned duties. 
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l an inadequate assessment of the Multiemployer Fund’s liability for future 
financial assistance, and 

l inadequate controls over the input of nonfinancial participant data. 

These material weaknesses existed during the fiscal year because the 
Corporation either had not completed actions to address previously 
recognized weaknesses or had not previously recognized the nature and 
extent of the weaknesses. Financial system and reporting control 
weaknesses existed as of September 30, 1992, because the Corporation 
had not fully implemented key controls intended to compensate for its 
lack of financial system integration. Similarly, the weaknesses in controls 
over participant data existed because various quality improvement efforts 
had not been completed by the end of the fiscal year. In contrast, the 
Corporation had not previously recognized the weaknesses with the 
Multiemployer Fund’s assessment of future liabilities and, thus, had not 
yet initiated corrective actions. 

Except for the Multiemployer Fund’s liability for future financial 
assistance, discussed earlier, we were able to satisfy ourselves, through 
substantive audit procedures, that these weaknesses did not have a 
material effect on the September 30,1992, statements of financial 
condition of the Single-Employer and Multiemployer F’unds. However, 
these weaknesses could result in misstatements in future financial 
statements and other financial information if not corrected by 
management. These weaknesses, described below, potentially have an 
adverse impact on management decisions which are based, in whole or in 
part, on information whose accuracy is affected by the deficiencies. 
Unaudited financial information reported by the Corporation, including 
budget information, also may contain misstatements resulting from these 
deficiencies. 

Weaknesses in Financial 
Systems and Internal 
Cor+rol Implementation 

Weaknesses in fmancial systems and in the implementation of internal 
controls present an unacceptable risk to the Corporation that material 
misstatements may occur in the funds’ financial statements and not be 
detected promptly by the Corporation. 

l The Corporation’s primary and subsidiary financial systems generally are 
not integrated and thus are unable to share data. This lack of system 
integration has resulted in overreliance on personal computers (PC) that 
often requires redundant data entry to accomplish complex fund 
allocations, summarize financial information, and prepare financial 
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statements and reports. Such processes, which occur outside traditional 
computer controls and without adequate compensating controls and 
supervisory review, increase the risk that financial information may be 
misstated. 

l The Corporation had no established methodologies or organizational 
standards to govern the consistent development or modification of 
computer application systems and related controls. In addition, the 
Corporation did not effectively utilize its security software to limit access 
to application systems or to promptly detect unauthorized access. 

l Faced with continuing premium accounting system deficiencies, the 
Corporation used stopgap measures to conduct a targeted premium billing 
and collection process. This temporary labor-intensive process was used 
to generate bills and collect amounts owed for certain past-due premiums, 
interest, and penalties. However, we found that the process was inefficient 
and prone to error and required intense managerial oversight. 

l To varying degrees at fiscal year-end, the Corporation was still developing, 
documenting, and implementing significant internal controls designed to 
strengthen its annual financial reporting process. For example, policies 
and procedures governing revolving fund asset and income allocations, 
recognition of contingent liabilities for future plan terminations, and 
several other key areas were still in draft and under review. Also, the 
Corporation’s efforts through fiscal year-end to collect premium-related 
amounts had not identified each of the plans and related amounts owed 
for premiums, interest, and penalties. Completing the development and 
implementation of these financial reporting controls will improve the 
reliability of the Corporation’s annual financial statements. In addition, 
performing these controls more often than annually, as part of a regular 
process to prepare interim financial statements, should help make them 
part of the Corporation’s operating culture and, in the process, improve 
the reliability of the Corporation’s interim financial information. 

In combination, the Corporation’s systems and internal control 
weaknesses significantly increase the risk that errors and misstatements 
may occur in accounting and financial reporting and not be detected by 
the Corporation. Our work found misstatements, some of which were 
material, resulting from incorrect asset and income allocations and errors 
associated with redundant data entry. These misstatements necessitated 
adjustments to the Corporation’s previously issued, but unaudited, fiscal 
year 1992 and 1991 financial statements. 

Page 11 GAO/AIMD-93-21 Pension Benefit Guaranty Corporation 



B-164292 

-_-_ ._._ __--___-_~ 
Limited Assessment fthe The Corporation did not adequately assess the Multiemployer Fund’s 
Multiemployer Fund’s liability for future financial assistance. The Corporation considered 

Liability for Future recognizing a liability and related loss provision for future financial 

Assistance assistance only for plans that were presently receiving financial assistance 
or had notified the Corporation of their pending insolvency. This approach 
prevented the Corporation from fully considering the fund’s exposure to 
future liabilities because it overlooked other financially troubled 
multiemployer plans, identified during our audit, which may require future 
financial assistance. We also found little evidence of supervisory review of 
the Corporation’s assessment process and its results. 

We performed audit procedures designed to identify and assess the fund’s 
potential exposure from underfunded multiemployer plans that were not 
considered in the Corporation’s assessment. Our work resulted in material 
adjustments to the previously reported liability and related disclosures 
which have been reflected in the accompanying Multiemployer Fund’s 
financial statements. However, as noted earlier, we were unable to obtain 
financial information on certain remaining financially troubled 
multiemployer plans and, as a result, qualified our opinion on the fund’s 
statement of financial condition because of the potential material effect 
these plans may ultimately have on the reported liability for future 
financial assistance as of September 30,199Z. 

Inadequate Controls Over 
Par$icipant Data 

Data input controls did not assure that accurate nonfinancial participant 
data were used by the Corporation to value its fiscal year-end benefit 
liabilities for participants in certain terminated plans. Inaccurate 
nonfinancial data can adversely affect the precision of the Corporation’s 
annual benefit valuation. 

In processing a terminated pension plan, the Corporation obtains I 
nonfinancial participant data (such as social security number and dates of 
birth and employment) and uses the data, in conjunction with other 
information, to initially determine participants’ guaranteed benefits. Once 
benefits and the nonfinancial data are determined, the data are entered 
into an automated data base-Pension and Lump Sum (PLUS) 

system-which is used in responding to participant inquiries and in 
administering other benefit services. The Corporation uses this system 
data, annually, to value its benefit liability for participants whose data 
have been entered in the PLUS system. 
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Opinion on Fiscal The accompanying statements of financial condition, including the related 

Y&r 1992 Statements 
notes, present fairly, in all material respects, the financial position of the 
Single-Employer and Multiemployer Funds as of September 30, 1992, in 

of Financial Condition accordance with generally accepted accounting principles, with the 

and Disclaimer of exception of the Multiemployer F’und’s liability for future financial 

OIjinion on Other 
assistance, for which we could not determine whether the reported 
amounts are reliable. 

Internal controls over the initial input of nonfinancial participant data into 
actuarial worksheets and then later into the PLUS system did not assure 
that accurate data are entered and used in calculating the Corporation’s 
liability for future benefits. The Corporation did not verify that the 
nonfinancial participant data were accurately entered on actuarial 
worksheets which are used to calculate a plan’s final termination liability. 
Inaccurate data can delay this final calculation because of the need to 
recalculate benefit liabilities after errors in nonfinancial data are detected 
and corrected. In addition, the Corporation did not verify that the 
nonfinancial participant data were accurately entered into and updated on 
the PLUS system. Inaccurate data maintained on the PLUS system can reduce 
the precision of the Corporation’s fiscal year-end liability valuation. 

This weakness and related recommendations are discussed further in the 
Pension Benefit Guaranty Corporation Inspector General Report No. 
93-6/23069-l. The report’s recommendations, with which we concur, are 
directed at strengthening the verification of participant data and the input 
and edit controls over participant data maintained in the PLUS system. 

Fibncid Statements 
The scope of our work was limited to the September 30,1992, statements 
of financial condition of the Single-Employer and Multiemployer Funds, In 
our prior audits, most recently fiscal year 1991, we were unable to express b 
an opinion on the Corporation’s financial statements.4 Because the 
amounts in the September 30, 1991, statements of financial condition 
materially affect the determination of the results of operations and cash 
flows for fiscal year 1992, we were unable to express an opinion on any 
financial statements presented other than the statements of financial 
condition as of September 30, 1992, or on the consistent application of 
generally accepted accounting principles between years. 

4F’inancial Audit: System and Control Problems Further Weaken the Pension Benefit Guaranty Fund 
(lefit Guaranty Corporation’s 
1991 and 1990 Financial Statements (GAO/AFMD-92-35, March 2, 1992). 
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Misstatements may occur in other financial information reported by the 
Corporation as a result of the internal control weaknesses previously 
described. In this regard, the accompanying fmancial statements have 
been revised from the unaudited statements previously issued by the 
Corporation to reflect adjustments resulting from our audit of the 
September 30, 1992, statements of financial condition, as discussed in note 
17 to the financial statements. 

Opinion on Internal 
Controls 

We evaluated whether the Corporation’s internal controls, in effect on 
September 30,1992, provided reasonable assurance that losses, 
noncompliance, or misstatements, material in relation to the financial 
statements, would be prevented or detected. Specifically, the controls we 
evaluated were those designed to 

l safeguard assets against loss from unauthorized use or disposition; 
l assure the execution of transactions in accordance with management 

authority and with laws and regulations; and 
. properly record, process, and summarize transactions to permit the 

preparation of financial statements in accordance with generally accepted 
accounting principles and to maintain accountability for assets. 

Because of the material weaknesses in internal controls previously 
described, internal controls did not provide reasonable assurance that the 
Corporation properly recorded, processed, and summarized transactions 
to permit the preparation of financial statements in accordance with 
generally accepted accounting principles and to maintain accountability 
among funds. However, controls in effect on September 30,1992, provided 
reasonable assurance that assets are safeguarded against loss from 
unauthorized use or disposition and that transactions are executed in 
accordance with management’s authority and with significant provisions 
of selected laws and regulations. 4 

Reportable Conditions Our audit also identified the following reportable conditions which, 
although not considered to be material, represent significant deficiencies 
in the design or operation of the Corporation’s internal controls and 
should be corrected. 

1. The Corporation did not have controls designed to audit or test the 
financial information of multiemployer plans to assure that (1) requests for 
financial assistance were properly calculated and adequately supported, 
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and (2) funds provided were actuahy used to pay guaranteed benefits and 
related expenses. 

2. The Corporation’s controls over documentation supporting PLUS system 
data were inadequate. In many cases, the Corporation was unable to 
provide documentation supporting the nonfinancial participant data 
entered in the PLUS system. In addition, the Corporation was not always 
able to demonstrate that procedures designed to support the accuracy of 
data recorded in the PLUS system were performed. Without proper 
supporting documentation, it is not possible to test the accuracy of data 
maintained in the PLUS system and used to value the Corporation’s liability 
for terminated plans. 

3. The Corporation’s monitoring of field benefit administrators has been 
sporadic and limited. Field benefit administrators provide contract 
support services, such as creating participant files and corresponding with 
participants. The Corporation did not consistently review the 
reconciliations of financial benefit data between field benefit 
administrators and the Corporation’s benefit payment agent and promptly 
resolve differences identified. Since the Corporation relies heavily on 
contractors to perform many participant services, it is essential that 
proper internal controls over the activities of field benefit administrators 
be in place and that the Corporation periodically monitor their 
effectiveness. 

The reportable conditions dealing with controls over the Corporation’s 
support for PLUS data and oversight of field benefit administrators are 
discussed further in the Pension Benefit Guaranty Corporation Inspector 
General Report No. 93-6/23069-l. The report includes recommendations, 
with which we concur, directed at improving the Corporation’s ability to 
(1) provide documentary support for participant data and (2) review and I, 
monitor the activities of field benefit administrators. 

C6mpliance With Our tests of compliance with significant provisions of selected laws and 

Laws and Regulations 
regulations disclosed no material instances of noncompliance. Also, 
nothing came to our attention in the course of our other work to indicate 
that material noncompliance with such provisions occurred. 
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Recommendations To strengthen financial systems and corporate-wide financial accounting 
and reporting controls, we recommend that the Corporation’s Executive 
Director direct the Chief F’inancial Officer to 

+ establish controls over the development and use of PC-based accounting 
applications, 

l require the use of security access software to limit and detect 
unauthorized access to computerized application software, 

l implement a formal system methodology to govern the consistent 
development and modification of computerized application systems and 
controls, 

l implement a financial system improvement plan which effectively utilizes 
integrated financial systems to address current and anticipated 
information requirements, 

. require the preparation of financial statements more frequently than 
annually, 

. implement a formal process that uses current and accurate financial 
information to (1) monitor all financially troubled multiemployer plans 
and (2) determine the fund’s current financial exposure from those 
fmancialIy troubled plans that are likely to require future financial 
assistance, 

. implement a process for audits and/or other tests of financial information 
of multiemployer plans requesting future financial assistance to provide 
reasonable assurance that the amounts provided are actually needed and 
used to pay guaranteed benefits and related expenses, and 

l implement the Inspector Generals recommendations on strengthening 
internal controls over participant data and field benefit administrators as 
reported in Inspector General Report No. 93-6/23069-l. 

Agency Comments 
and Our Evaluation 

Commenting on a draft of this report, the Corporation’s Executive 
Director agreed with our findings and recommendations. The Executive 
Director’s written comments, provided in appendix III, discuss various 
efforts, many of which are ongoing, intended to address the reported 
material weaknesses and reportable conditions and respond to our 
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recommendations. We plan to evaluate the adequacy and effectiveness of 
these efforts as part of our follow-up audits of the Corporation’s financial 
statements. 

Charles A. Bowsher 
Comptroller General 
of the United States 

July 30, 1993 
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Appendix I 

Objectives, Scope, and Methodology 

The Corporation’s management is responsible for 

l preparing the annual financial statements of the two funds in conformity 
with generally accepted accounting principles, 

. establishing and maintaining internal controls and systems to provide 
reasonable assurance that the internal control objectives discussed earlier 
are met, and 

l complying with applicable laws and regulations. 

We are responsible for obtaining reasonable assurance about whether 
(1) the September 30, 1992, statements of financial condition are free of 
material misstatement and presented fairly in conformity with generally 
accepted accounting principles and (2) relevant internal controls are in 
place and operating effectively. We are also responsible for testing 
compliance with significant provisions of selected laws and regulations. 

In fulfilling these responsibilities, we 

l examined, on a test basis, evidence supporting the amounts and 
disclosures in the statements of financial condition of each of the two 
funds; 

l assessed the accounting principles used and significant estimates made by 
the Corporation’s management; 

. evaluated the overall presentation of the statements of financial condition 
of each of the two funds; 

l evaluated and tested relevant internal controls over the following areas: 
l present value of future benefits, 
l benefit determinations, 
. present value of nonrecoverable future financial assistance, 
l financial reporting, 
l investments and treasury, 
l premium receivables, 
l other assets, 
l other liabilities, and 
. budget accounting. 

. evaluated and tested compliance with significant provisions of the 
Employee Retirement Income Security Act of 1974, as amended, and the 
Chief F’inancial Officers Act. The provisions selected for testing included, 
but were not limited to, those relating to: 
l premiums and the assessment of related interest and penalties; 
l availability of, accounting for, and use of funds; 
l benefit guarantees and financial assistance; and 
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l the preparation and issuance of financial statements and management 

reports. 

We also conducted tests of compliance with the Anti-Deficiency Act that 
were limited to comparing the Corporation’s recorded payments to related 
authorized limitations on certain payments and apportionments. 

In fulfilling our responsibilities, we have relied on audit work performed 
by an independent public accounting firm. under the direction of the 
Corporation’s Inspector General. The scope of this work, performed in 
conjunction with our audit, included an audit of the Corporation’s 
liabilities for future benefits on terminated plans and related internal 
controls and compliance. We worked with the Inspector General to 
establish the scope of the this work. We reviewed the work and concur 
with its scope, opinions, conclusions, and recommendations which are 
presented in Inspector General Report No. 93-6/23069-l. 

We limited our work to accounting and other controls necessary to 
achieve the objectives outlined in our opinion on internal controls. 
Because of inherent limitations in any system of internal control, losses, 
noncompliance, or misstatements may nevertheless occur and not be 
detected. We also caution that projecting our favorable evaluation of 
controls related to safeguarding of assets, execution of transactions in 
accordance with management authority, and compliance with laws and 
regulations to future periods is subject to the risk that controls may 
become inadequate because of changes in conditions or the degree of 
compliance with controls may deteriorate. 

Our audit was conducted pursuant to provisions of 31 U.S.C. 9105, as 
amended, and in accordance with generally accepted government auditing 
standards. We believe our audit provides a reasonable basis for our 4 
opinions. 
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lotee to Financial Statements 

NOTES TO FINANCIAL STATEMENTS ’ 
S-ER 30,1992 AND 1991 

Note 1 - Organization and Purpose 

The Pension Benefit Ouamnty Corporation (PBGC) insures pensions, within statutory 
limits, of participants in covered single-employer and multiemployer defined benefit pension plans 
that meet the criteria specified ln Section 4021 of the Employee Retirement Income Security Act 
of 1974 (ERISA). 

PBGC is a fedetal corporation subject to the. provisions of the Government Corporation 
Control Act. PBGC was created by Title IV of ERISA. Its activities are defined in ERISA as 
amended by the Multiemployer Pension Plan Amendments Act of 1980 (MPPAA), the Single- 
Employer Pension Plan Amendments Act of 1986 (SEPPAA), and Title IX of the Omnibus 
Budget Reconciliation Act of 1987. 

ERlSA requires that the PBGC programs be self-financing. The Corporation finances its 
operations through premiums collected from covered plans, assets assumed from terminated plans, 
the collection of employer liability payments due under ERISA as amended, and investment 
income. In addition, PBGC may borrow up to $100 million from the U.S. Treasury to finance its 
operations. The Corporation did not use this borrowing authority during the years ended 
September 30, 1992, or September 30, 1991, nor is use of this authority currently planned. 
ERISA provides that the U.S. Government is not liable for any obligation or liability incurred by 
PBGC. 

Under the single-employer plan insurance program, PBGC is liable for the payment of 
guaranteed benefits only with respect to underfunded terminated plans. An underfunded plan may 
terminate only if PBGC finds that one of the four conditions for a distress termination is met or if 
PBGC involuntarily terminates a plan under one of four specified statutory tests. The net liability 
assumed by PBGC is generally equal to the present value of the future benefits 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 muitiemployer plan insurance program, if a plan becomes insolvent, it receives 
financial assistance from PBGC to allow the plan to pay participants their guaranteed benefits. 
Such assistance is recognized as a loss to the extent the plan is expected to be unable to repay it 
from future plan contributions. 

Note 2 -- Signlllcant Accounting Policies 

Certain items on the 1991 financial statements have been reclassified to conform with 
present year classifications. 

I Information in the notes to financial statements related to balances presented in the 1992 
statements of financial condition has been audited. All other information in the notes to 
the financial statements is unaudited. 

Page 24 GAO/AIMD-93-21 Pension Benefit Guaranty Corporation 

.’ . I , 
,, 



Appendix II 
Financial Eltatementa 

B PRGC reports its assets and liabilities on a market basis because 
PBGC believes that this provides the most realistic measure of its financial condition and that it is 
the most appropriate basis on which to evaluate its performance. If PBGC did not value its assets 
at market, the deficit would be $764 million higher. 

Rcvolvinn PBGC accounts for each insurance program’s revolving and 
trust funds on an accrual basis. The revolving and trust funds each pay a pro rata portion of the 
benefits paid each year. The revolving and trust funds have been combined for presentation 
purposes in the financial statements. The single-employer and multiemployer programs are 
separate entities by law and, therefore, are reported separately. 

The Pension Protection Act created a new single-employer program revolving fund (the 
seventh fund) that is credited with all premiums in excess of 88.50 per participant, including all 
penalties, interest charged on these amounts and investment income. This fund may not be used 
to pay PRGC’s administrative costs or the benefits of any plan terminated prior to October 1, 
1988, unless no other amounts are available. 

The trust funds reflect accounting activity associated with: (1) trusteed plans--plans for 
which PBGC has legal responsibility, (2) plans pending trusteeship--terminated plans for which 
PBGC has not become legal trustee by fiscal yearend, and (3) probable terminations--plans that 
PBGC expects will terminate and incur a loss for PBGC. PBGC cannot exercise control over the 
assets of plans until it becomes trustee, which may be several years after the date of plan 
termination. 

r Total revolving and trust fund investment 
assets and the earnings on those investment assets are allocated to each insurance program’s 
revolving and trust funds to the extent that such amounts are not directly attributable to a specific 
fund. Revolving fund investment earnings are allocated on the basis of each program’s average 
cash available for investment during the year. Total ending revolving fund investment assets are 
allocated on the basis of the ending equity of each program’s revolving funds. The plan assets 
acquired by PBGC and commingled at the PBGC’s custodian bank, as well as the earnings on the 
commingled investment 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. 

3 Market values are based on the last sale of a 
listed security, on the mean of the “bid-and-asked” for nonlisted securities, and on a valuation 
model in the case of fixed-income securities that are not actively traded. Purchases and sates of 
securities are recorded on the trade date. Investment income is accrued as earned. Dividend 
income is recorded on the ex-dividend date. Realized gains and losses on sales of investments are 
calculated using average cost (see Notes 3 and 13.) 

m Cash and cash equivalents includes cash on hand, demand 
deposits, and securities with a maturity of one business day. 

@ The amount due from sponsors of terminated 
plans is the settled claims for employer liability (underfunding as of plan termination) and for 
contributions due from sponsors less an allowance for uncollectible amounts. Some agreements 
between PBGC and plan sponsors provide for contingent payments based on future profits of the 
debtors. Any such future amounts realized will be reported in the period in which they accrue or 
are paid. 
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Ru&u~gg Premiums receivable represent the earned portion of the premium for plans 
that have a plan year commencing before the end of PBGC’s fiscal year but have not paid their 
premium by fiscal yearend and past due premiums deemed collectible, including collectible 
penalties and interest. Unearned premiums represent an estimate of payments received during the 
fiscal year that cover the portion of a plan’s year after the Corporation’s fiscal yearend (see Note 
10). Premium income represents revenue generated from self-assessments received from defined 
henefit pension plans as required by Title IV of EBISA. 

Icrbtnna: Under the multiemployer program, financial assistance is recorded as a receivable, 
net of an allowance for uncollectibility determined on a case-by-case basis. The liability for 
estimated future tinancial assistance is for nonrecoverable future payments that PBGC deems to be 
probable and estimable for multiemployer plans that have notified the Corporation of their 
financial difficulties or whose financial condition makes it likely that PBGC will need to provide 
financial assistance in the future (see Notes 4 and 6). The amount reflects the rates at which 
these liabilities could be settled in the market for single-premium nonparticipating annuities issued 
by private insurers. 

The PVFB is the liability for future pension 
benefits that PBGC is or will be obligated to pay with respect to trusteed plans and plans pending 
trusteeship. For financial statement purposes, the estimated liabilities attributable to probable 
future plan terminations is also included in the PVFB. The PVFB liability is stated as the 
actuarial present value of estimated future benefits less the present value of expected recoveries 
from sponsors. To measure the actuarial present value, PBGC used assumptions to adjust the 
value of those future payments to reflect the time value of money (by discounting) and the 
probability of payment (by means of decrements, such as for death, retirement, or disability). 
PBGC also included anticipated expenses to settle the benefit obligation in the determination of 
the PVFB. 

(1) Trusteed Plans--represents the present value of future payments of benefits less the 
present value of expected recoveries, for which an agreement has not been reached, 
from sponsors of plans that have terminated and been trusteed by PBGC prior to 
fiscal yearend. 

(2) Plans Pending Trusteeship--represents the present value of future payments of 
benefits less the present value of expected recoveries, for which an agreement has 
not been reached, from sponsors of plans that have terminated but not been trusteed 
by PBW prior to fiscal yearend. Any changes after the date of plan termination in 
the amounts for trusteed plans and terminated plans pending trusteeship arc reported 
as an actuarial charge (credit) in the Statements of Operations and Changes in 
Equity. 

(3) Net Claims for Probable Terminations--includts estimates of the losses, net of plan 
assets and estimated recoverable employer liability, from plans that were expected to 
terminate based on the occurrence of an identifiable event by yearend and the 
expectation that the distress tests will be met or PBGC itself will seek termination of 
the plan (see Note 5). 
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m Amounts reported as losses from 
completed and probable terminations on the Statements of Gperations and Changes in Equity 
represent the difference between the present value of future benefits (including amounts owed 
under Section 4022(c) of BRISA) assumed, or expected to be assumed by PBGC, less related plan 
assets and estimated employer liability (see Note 12). 

s Actuarial charges, credits, and adjustments are allocated in the 
Statements of Operations as follows: Actuarial charges (credits) related to changes in method, 
changes in data, and the effect of experience are classified as underwriting activity. Actuarial 
charges (credits) related to changes in interest rates and passage of time are classified as financial 
activity. These charges, credits, and adjustments represent the change in the PVFB that results 
from applying actuarial assumptions in the calculation of future benefit liabilities. 

&R&&R Depreciation of PBGC’s furniture and equipment is calculated on a 
straight-line basis over the estimated useful lives of the assets, The useful lives range from 5 to 
10 years. Routine maintenance repairs and leasehold improvements (the amounts of which are 
not material) are charged to operations as incurred. 

Note 3 - Investments 

Premium receipts are invested in the revolving funds in securities issued by the U.S. 
Government. 

The trust funds include assets PBGC acquires or expects to acquire from terminated plans, 
missed contributions, employer liability, and investment income thereon. These assets are held 
by a custodian bank and are invested in equity securities, fixed-income securities, and real estate 
pooled funds. 

The basis and market value of the investments by type are detailed below. The basis 
indicated is cost of the asset if aquirad after the date of plan termination or the market value at 
date of plan termination if the asset was acquired as a result of a plan’s termination 
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The lease receivable, which had a value of $116 million at September 30, 1992, was sold 
for approximately $125 million as of December 31, 1992. 

Note S - Present Value of Future Benefits 

The following table summarizes the actuarial charges and credits that explain how the 
Corporation’s Single-Employer Fund liability changed from September 30, 1991, to September 
30, 1992. In 1992, PBOC changed its estimates by enhancing computer software used for the 
calculations and revised individual assumptions to better approximate the anticipated experience. 

PBGC changed the interest assumptions used for the September 30, 1992, valuation from 
those prescribed in the Valuation of Plan Benefits regulation (29 CFR 2619) to a twenty-year 
select interest rate of 7.2% followed by an ultimate rate of 6.25%. These rates were determined 
as those needed to match the survey of insurance company prices provided by the American 
Council of Life Insurance (ACLI). 
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PBGC changed the healthy life mortality table used from the UP84 mortality tables 
prescribed in the 29 CPR 2619 to the 1983 Group Annuity Mortality Table with margins (83GAM 
loaded). This is the most recent standard mortality table for group annuity business. 

The administrative expense assumption was changed from an implicit reduction in the 
immediate interest rate to an explicit formula consisting of (1) an initial case processing cost of 
S8,ooO per plan (prorated over the first $200,000 of liability) plus $200 per plan participant, both 
of which costs are to be phased out over four years following the date of plan termination; and 
(2) a flat 1 percent of total plan liability. PBGC also derived this formula from the ACLI survey. 

The total actuarial charge for changes in method dccrcascd liabilities by $328 million. Of 
this, $299 million (or 4 percent of the PVFB at September 30, 1992) was due to the changes in 
assumptions described above. 

Because PBGC has not yet completed experience studies on which to base a determination 
of best estimate assumptions, PBGC has r&d on the assumptions generally incorporated in the 
pricing of private sector group annuities as its best estimate of each individual assumption. The 
resulting liability represents PBGC’s best estimate of the measure of anticipated experience under 
these programs. 
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* The future benefits amount of $2,726 million for probable terminations includes $26 
million in net claims (future benefits less estimated plan assets and recoveries) for small 
probables not specifically identified. 
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0. The benefit payment amounts of $634 million and $514 million include $8 million and $36 
million for benefit payments of plans pending trusteeship for fiscal years 1992 and 1991, 
respectively. 
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The present value of future benefits for terminated multiemployer plans reflects benefit 
payments of $2 million, change in interest assumption of $1 million, passage of time of 8(l) 
million, and changes in data and effect of experience of $(l) million during 1992. 

Net As these claims are estimates, factors that are 
presently not fully determinable may be responsible for actual experience differing from the 
estimates used. The values recorded in the following reconciliation table have been adjusted to 
the expected dates of termination. 
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Note 6 -- Present Value of Nonrecoverable Future Financial Assistance and Losses from 
Financial As&ance 

PBGC provides financial assistance to multiemployer plans that are insolvent as defined by 
the Multiemployer Pension Plan Amendments Act of 1980. The present value of nonrecoverable 
future financial assistance is based on the difference between the present value of future benefits 
and the market value of plan assets of those plans that are expected to require future 
nonrecoverable financial assistance. Assets include both the plan assets as of September 30, 
1992, and the present value of future amounts expected to be paid by plan sponsors. 

The losses from financial assistance include the estimated nonrecoverable future financial 
assistance and amounts recorded for uncollectible current financial assistance. An analysis is 
done each year of those plans that have received assistance to determine the required allowance 
for uncollectible amounts. 

1992 
Septombcr 30, 

I991 
Unaudircd 

$52 933 

I2 21 

(4) (2) 
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Note 7 - Account Payable and Accrued Expenses 

The following table itemizes accounts payable and accrued expenses reported in the 
accompanying Statements of Financial Condition: 

1992 
Soptombsr 30. 

1991 
Unaudited 

t 113 $1 I4 
2 2 

39 IS 

(124 SIY 

Note 8 - Contingcncla 

A. The Collins and Page cases were brought against PBGC as separate 
class actions. Plaintiffs assert that PBGC should have guaranteed benefits in plans terminating 
before September 26, 1980, that were vested or otherwise required under the minimum standards 
in Title I of ERISA but not under plan terms and that such benefits are fully guaranteeable rather 
than subject to phase-in over a five-year period. (Legislation that took effect on September 26, 
1980, resolved the issue for future cases.) The two cases have been consolidated and the district 
court certlfled a nationwide class that may include participants in up to 12,000 terminated plans. 
In February 1991, the district court ruled in PBGC’s favor, but, in July 1992, the court of 
appeals reversed and remanded for a “first instance decision” by PBGC’s Board of Directors. 
Following that decision, plaintiffs sought discovery of materials outside the administrative record. 
On April 23, 1993, the district coutt granted motions to quash and for a protective order, thereby 
denying that discovery. The Board’s decision, issued December 7, 1992, upheld the denial of the 
guarantee in these cases. These cases could have a material financial impact on PBGC’s single- 
employer program. The potential cost to PBGC, including substantial administrative costs, is 
estimated at approximataly $300 million. 

B. On January 1, 1991, the restoration of three LTV Steel plans that were the 
subject of the 1990 Supreme Court case was Ilnally implemented, following a district court order 
enforcing the Supreme Court’s decision. 

Under a tentative agreement with LTV and the largest of LTV’s creditor groups, LTV 
would agree to fund the three restored plans. As part of tentative overall settlements with LTV 
and LTV’s major creditor groups, PBGC would provide contingent value rights (CVRs), which 
provide limited downside protection on LTV’s common stock. PBGC’s maximum exposure 
would be $96.25 million. In return, LTV would give PBGC stock appreciation rights (SARs), 
which provide PBGC with uncapped upside potential on the stock. The CVRs and the SARs will 
have qual and offsetting value, based upon a valuation by PBGC’s financial advisors. PBGC 
would also receive two 28-year zero-coupon bonds, with face amounts of $454 million and 5270 
million, for the receivable from the restored plans and the Republic Retirement Plan. The 
receivables have been written down to the present value of the bonds, which are $17 million 
(shown as the amount due from sponsors of restored plans) and $10 million (included as an 
estimated recovery in the PVFB), respectively, on the assumption that a settlement will ultimately 
be consummated on these or similar terms. 
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In addition, PBGC will provide $50 million at confirmation, which will be contributed to 
LTV’S plans, and one year after confirmation PBGC will receive LTV common stock worth 
$54.3 million at the then-current market price. 

The agreement described above became effective in June 1993. 

C. There are a number of other possible large single- 
employer plan terminations and some multiemployer plans that may require financial assistance. 
PBOC estimate-8 that the range of total unfunded vested benefits on termination of the single- 
employer plans that represent reasonably possible losses is approximately $12 billion to $20 
billion. The lower end of the range ($12 billion) has been calculated as in previous years by 
using data obtained from corporate annual reports for fiscal years ending in calendar 199 1. The 
value reported for liabilities has been adjusted to the then-prevailing immediate interest rate of 
6.2S%. When available, data has been adjusted to a consistent set of mortality assumptions, 
Plans not insured by PBGC have been eliminated from the data. Since these figures are generally 
based on Financial Accounting Standard R87 (“Employers’ Accounting for Pensions”) reporting 
requirements, no provision has been made for the possible failure of the plan sponsor to make 
subsequent contributions or for plan liabilities that would be incurred after that date. 

The upper end of the range ($20 billion) has been calculated for some plans for which the 
Corporation has access to more detailed plan and participant information. This additional 
information allows the application of more refined estimation techniques in determining plan 
underfunding, including the ability to estimate the effect of termination on early retirement 
subsidies, as pointed out in GAO’s December 1992 report entitled “Pension Plans: Hidden 
Liabilities Increase Claims Against Government Insurance Program.” Thus, this number is 
virtually always higher than the number detived from publicly available information. The 
additional effect of shutdown benefits has not been estimated for either the upper nor lower 
bound. There also are a number of other sponsors of single-employer plans with significant 
unfunded guaranteed benefits who could, subsequently, qualify for a distress or involuntary 
termination if they were to encounter serious financial difficulty. The range of loss for 
multiemployer plans that may possibly require future financial assistance, for which the 
Corporation can reasonably estimate a range of loss, is approximately $120 to $135 million. In 
addition, there are other multiemployer plans that may possibly require future financial assistance, 
for which a range of possible loss cannot be reasonably estimated, given the uncertainties 
described below. No provision has been made in the financial statements for PBGC’s potential 
liabilities upon termination of such single-employer or insolvency of such multiemployer plans, 
since the likelihood of these liabilities occurring is uncertain and cannot be estimated with 
sufficient reliability. 

The Corporation’s estimate of the Multiemployer Fund’s liability for future financial 
assistance is subject to material uncertainties, the effects of which cannot presently be determined. 
Accordingly, the amount of future financial assistance that may ultimately result may differ 
materially from the amounts recorded and disclosed. The amounts recorded and disclosed 
represent the Corporation’s best estimates, given the uncertainties. 
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The Corporation’s identification of plans which are likely to require such assistance and 
estimation of related amounts require complex consideration of many factors. These. factors are 
affected by future events, including actions by plans and their sponsors, most of which are beyond 
the Corporation’s control. In addition, these uncertainties are compounded by difficulties the 
Corporation encounterr in obtaining financial information about defined benefit pension plans and 
their sponsors necessary for assessing the Corporation’s liabilities. In many instances, the 
Corporation depends on other Federal agencies and various external sources for much of this 
information. 

Note 9 - Commitmente 

PBGC leases its office facility under a commitment that expires on December 3 1, 1993. 
During FiscaI Year 1992 and 1991, lease expense for such space was $5,032,347 and $4,148,950 
respectively. The minimum lease payments for Fiscal Year 1993 and the first three months of 
1994 will be approximately $5,636,000 and $1,553,000, respectively. 

On April 27, 1993, the PBGC entered into a lease agreement for office space with a term 
of 15 years beginning on December 15, 1993. Minimum lease commitment in Fiscal Year 1994 
will be S7,245,000. 

Note 10 - Premiums 

For both 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 up to 100 percent for late payment or 
underpayment (see Note 11). Premiums for the single-employer program are $19 per participant 
for a fully funded plan with an underfunded plan paying up to an additional $53 per participant 
based on funding levels, The multiemployer premium is $2.66 per participant. 

Note 11 - UnderwritIng: Other Income 

lnlarea incame _ prwniumfi 
Penalty incoma. pramlum8 
Intacat incama - rmployrr Ihbilky 
Intcrolt income . dw and unpaM oontributionr 
othm 

TOW 

September 30, 
1992 1991 

s 4 so 
20 0 
19 44 

a 0 
1 I 

iiii xs 

Note 12 - Losses from Completed and Probable Terminations 

Amounts reported as losses are the present value of future benefits less related plan assets 
and employer liability. The following table details the components that make up the losses: 
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Note 13 - Investment Income 

Fixd.inmns racuritiw 

Intcrenl Mmd $4 $188 f192 

Rulizul win* (low) 2 I21 124 

Unruliled grins (IOmM) 0 IS2 152 1 244 241 

Twl nrcd-inmms mcurltbl 6 462 468 

Equity lecurilicr: 

Divkbnds wncd 0 11 II 

Rulirad geiw (loam) 2 15 17 

UnrMlld gabl (bm4) 0 78 71 

Total equity aecuritbt 2 IO4 106 

Other incomr (louu) VI 75 67 

56 $209 $215 

(I) II2 Ill 

9 565 574 

5 17 22 

0 aa 81 

3 I92 I95 

8 297 305 

2 17 10 

TOW i0vwtme.n income so 5611 5641 $19 $879 $898 
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Note 14 - Resident’s Budget 

The Chief Financial Officers Act of 1990 requires a reconciliation of expenses as reported on the Report 
on Operations (SF-221) to budgetary outlays Y reported on the Report on Budget Execution (SF-133). A few 
differences appear between the financial stntementr and the reaultr reflected in the President’s Budget. These 
differencm are primarily attributable to material events conceming probable terminations and PBGC’s finalization 
of the values used in calculating the net claimr and actuarial charges. 

I. Twl alpawe. 
2. Add d)Unawn(r for: 

1. Somnl bndbl 
b. Mj~Unentofuaddl~wd~rdon 

625 
211 

12 
461 

I.315 
C-6) 

IO 
350 
212 

T& 
'602 

(7-m 
t (787) 

(Dollar~ln millbn9) 

Annwl Report: 
Undorwritin;oqmnar t 741 t 1,312 
Financial nxpenma ALU 242 

Touloy#ruor s 1,852 S2.26I 

Peqte 38 GAO/AIMD-93-21 Pension Benefit Guaranty Corporation 



Appendix II 
Financial Statementa 

Note 1S -- IEmployee Benefit Plans 

All permanent full-time and part-time PBGC employees are covered by the Civil Service Retirement System 
(CSRS) or the Federal Employees Retirement System (FERS). Full-time and part-time employees with less than 
five years service under CSRS and hired after December 31, 1983, are automatically covered by both Social 
Security and FERS. Employees hired before January 1, 1984, participate in CSRS unless they elected to transfer 
to FERS by June 30, 1988. Those with more than five years of past service prior to January 1, 1984, may elect 
to participate in either CSRS or FERS. 

The Corporation’s contribution to the CSRS plan eqtals the 7 percent of base pay contributed by employees 
covered by that system. For those employees covered by FERS, the Corporation’s contribution was 13.7 percent 
and 13.8 percent of base pay for 1992 and 1991 respectively. In addition, for FERS-covered employees, PBGC 
automatically contributes 1 percent of base pay to the employee’s Thrift Savings account, matches the first 3 
percent contributed by the employee, and matches one-half of the next 2 percent contributed by the employee. 
Total retirement plan expenses amounted to $3 million in both 1992 and 1991. 

These financiat statements do not reflect CSRS or FERS assets, accumulated plan benefits, or any unfunded 
plan liabilities applicable to PBGC employees. These amounts are reported by the U.S. Office of Personnel 
Management (OPM) and are not allocated to the individual employers. OPM accounts for Federal health and life 
insurance programs for those retired PBGC eligible employees who had selected Federal government sponsored 
plans. PBGC does not offer other supplemental health and life insurance benefits to its employees. 
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Note 16 - Cash Flows 

PBGC has prepared the Statements of Cash Flows in accordance with FASB’s Financial Accounting Standards 
#95, llO2 and X104. The following is a reconciliation between the Net Income (Loss) as reported in the 
Statements of Operations and Changes in Equity and net cash provided by operating activities as reported in the 
Statements of Cash Flows. 

(Dolhr8 in millions) 

Single-Employer 

1992 1991 

Net income (loon) S(234) S(S91) 

Adjurlmcnta lo reconcile ncl incomo @II) lo nd 
cub provided by opcmtin~ wMlics: 

Nd rpprwialion in fair vrluc of invc~tmentr (394) (676) 

Ns( income of plans patding tructcuhip 0 (17) 

Loo0 on completed and pmbablc tcrmination~ 896 1,049 

Acuwial chrrgcg and adjustmum 848 905 

Bcnont paymeau - trurlecd pknc (626) (478) 
Cash rcocival from pIens upon ttwtccship 18 249 

Change8 in ~slczl and liabilities na of cffcctr 
of trurtad md pcndii~ phor: 

(Incruec) dccreue in rwivablcs w 214 

lnomclc in prstont vrluc of 0 0 
nonrcawcnble fulure tin~noial ~~ti~tanc. 

Incruse (dforuw) in unumd pmmiumr 7 47 

Multiemployer 

1992 1991 

540 538 S(194) S(553) 

(18) 06) 
0 0 

0 0 

(1) 3 

(2) (2) 
0 0 

(412) 692) 
0 (17) 

896 1,049 

847 908 

(628) (480) 

18 249 

(2) 3 

8 19 

0 (1) 

(70) 217 

8 19 

7 46 

0 (2) 

Total 

1992 1991 

12 (1) 
Nd cash pmvidwl by opcnling Wivitiw 5459 5703 5484 514s $25 542 

Note 17 - Restatement of Previously Issued Financial Statements 

These financial statements have been restated to reflect the effects of adjustments and 
reclassifications to the Single-Employer and Multiemployer Fund statements of financial condition, 
operations and changes in equity, and cash flows, and related footnotes, previously issued. Certain of 
these adjustments affected Single-Employer and Multiemployer Fund financial statements for pfior 

years. The effects of these prior period adjustments on previously reported beginning equity (deficit) 
and net income (loss) are presented below. The 1992 and 1991 statements of cash flows for both Funds 
have been restated to reflect the direct method of presenting cash flows rather than the indirect method. 
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Comments From the Pension Benefit 
Guaranty Corporation 

Pension Benefit Guaranty Corporation 
2020 K Street, N.W., Washington, D.C. 20006~1806 

Ofke of the Executive Director 

The Honorable Charles A. Bowsher 
Comptroller General of the United States 
United States General Accounting Office 
Washington, D.C. 20548 

SEP 2 1993 

Dear Mr. Bowsher: 

Thank you for the opportunity to comment on the draft report on GAO’s audit of the 
financial condition of PBGC’s single-employer and multiemployer funds, as of September 30, 
1992. 

We are delighted that the improvements in our financial systems enabled GAO for the first 
time to find that PBGC’s statemonts of financial condition of its single-employer program were 
reliable. The single-employer program accounts for more than 95 percent of PBGC’s total assets 
and liabilities. 

While we concur with respect to the other findings in this report, they reflect PBGC’s 
situation nearly one year ago. Therefore, we appreciate this opportunity to review our efforts and 
improvements over the past year. 

When Secretary of Labor Robert Reich appointed me to this position in March, one specific 
charge to me was to improve the agency’s management. He was especially concerned about the 
weaknesses in the agency’s financial management systems as reported in several GAO reports over 
the last few years. One of the first steps I took was to place a more focused emphasis on the 
agency’s management operations. We established a Chief Management Offtcer to work alongside 
the Chief Financial Officer. We also sought and were given five additional senior-level positions 
for the financial and management areas. 

Past GAO reports have focused on three financial areas: (I) the actuarial assessment of 
benefits; (2) the collection of premiums; and (3) financial systems management. 

As your report points out, our system for assessing actuarial values is sound with respect to 
the single-employer program. In the premium area, we have taken measures to modernize our 
collection efforts, which include the recent awarding of a contract for the design and 
implementation of a comprehensive automated system. When operational next year, the system 
will process, account for, and confirm flat and variable rate premium payments by single-employer 
and multiemployer plans. Meanwhile, through interim measures, we are now up-to-date in billing 
for delinquent premium payments and have collected almost $50 million in past-due premiums, 
penalties, and interest. Next month we will begin billing for overdue payments within 30 days of 
their due date. We appreciate the work that GAO has done with us to identify areas where our 
premium collections could be improved. 
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While we made progress in strengthening our financial systems, we recognize that much 
work remains to be done and are committed to completing the work. 

Your report cites three major areas of concern: long-term financial liability of the 
single-employer fund, liability estimation and application of internal controls for future financial 
assistance in the multiemployer fund, and application of internal controls throughout the 
Corporation’s financial accounting and reporting systems. Let me be specific in the efforts we 
have made or are making to resolve these concerns. 

of the -lover Fund 
The concerns the GAO report raised about the long-term viability of the single-employer 

fund are shared by the Administration. Although the majority of pension plans insured by PBGC 
are adequately funded, some are underfunded. 

Continuation of plan underfunding could jeopardize benefit protection and the single- 
employer fund’s long-term ability to guarantee benefits. In March Secretary Reich established a 
high-level federal task force, which has worked intensively to identify the problems and develop 
suitable proposals. The task force has examined such issues as the minimum funding rules, trends 
in pension underfunding, PBGC’s financial condition, and PBGC’s premium and guarantee 
structure. The work of the task force is now completed and the Administration is developing a 
comprehensive legislative package to assure better pension plan funding and benefit protection. 

er Fund’s LiaWv for Future Assistance 
Despite the report’s concern about the multiemployer fund’s exposure for future financial 

assistance, it acknowledges that such assistance, if required, would not significantly affect the 
overall soundness of the program, which now has a surplus of $203 million. The report also 
acknowledges the complexities and uncertainties in developing a process for assessing the 
multiemployer fund’s exposure to future financial assistance. Notwithstanding, we are determined 
to improve the process for identifying and evaluating financially troubled multiemployer plans. 

The electronic inventory of multiemployer plans created in cooperation with the GAO as of 
September 30, 1992, will provide a base line that we will update yearly. Also, we are establishing 
an inventory of plans that contains additional plan-specific information, beginning with plans that 
have higher risk profiles. We have revised the procedures that apply to these inventories, using 
expanded evaluation factors and a detailed analysis of plan-specific information. This process will 
be effective for the 1993 financial statements. 

We have also instituted procedures that respond to the GAO concern regarding our lack of 
controls or tests to assure that financial assistance to multiemployer plans was properly calculated 
and used appropriately. We have instituted eligibility and overview audits for all plans receiving 
financial assistance. These audits will be completed by the end of this month. If the audits so demon- 
strate, additional controls concerning the request and use of financial assistance will be instituted. 

I Accom and Reaortiug Systems 
We have made significant advances in addressing the weaknesses in financial systems and 

accounting and reporting controls discussed in your report. 
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PBGC is developing a financial policy and procedures manual; we are completing a &es 
of desk-top accounting procedures for PC-applications; and we will be preparing semiannual 
financial statements for the coming year and quarterly statements thereafter. During 1994, we also 
will produce monthly financial management reports that will include current operational results, 
performance mearmrcments, and financial projections. 

The GAO report points out our need to integrate financial systems and establish a formal 
methodology for developing and maintaining information management systems. PBGC is 
undertaking to develop the data and systems framework, or architecture, that will enable us to 
integrate our current financial systems and ensure standards for consistent future application 
development. With regard to the development and maintenance of our information management 
systems, we have adopted a standard development methodology (NAVIGATOR) and initially have 
applied it to the development and maintenance of our new premium accounting system. PBGC has 
also begun a joint effort with GAO to assess our information resources infrastructure, planning, 
and project management. 

Over the past year, PBGC has strengthened its financial accounting and reporting process 
by completing and implementing the internal controls that were still under development when 
GAO began its audit. Specifically, we have finalized our accounting policies and procedures 
manual; we have established and staffed a financial policy, procedures, and control division to 
ensure oversight; and our internal controls over premium collections will be certified by a major 
public accounting firm for fiscal year 1993. PBGC intends to augment its internal controls by 
establishing a centralized audit function to monitor and test all financial operations and supporting 
financial information systems. 

Progress also has been made with respect to accuracy of participant data. We have 
implemented a system that automatically transfers participant data to PBGC’s benefit paying agent, 
the State Street Bank, and performs basic checks on nonfinancial data. We also arc continuing 
efforts to confirm and update participant data on the Pension and Lump Sum (PLUS) system, 
which include manual comparison of the data base to our existing paper files. A separate project 
to computer-image participant records will make these records more accessible. 

As recommended by GAO, PBGC is enhancing oversight of its Field Benefit 
Administrators (FBAs) through a monthly check of actual benefit payments against the expected 
payments as determined by the FBAs. In addition, PBGC has implemented an FBA audit 
program. 

We trust that these efforts and achievements will prove fruitful in GAO’s audit of our 1993 
financial statements. We appreciate GAO’s insight and help in addressing our management issues, 
and we look forward to continued cooperation with GAO and progress in our financial management. 

Martin Slate 
Executive Director 
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