PENSION \1li/

BENEFIT ==|cl=
GUARANTY

CORPORATION

1996 ANNUAL REPORT



Click anywhere to continue to the Contents Page.


Contents

Highlights . ..................... 1
Chairman'sMessage . . ............ 2
Executive Director’'sReport. . . ... ... 3
Insurance Operations. . ............ 6
Defined Benefit Pensions. . .. ....... 9
Responsive Services. .. ........... 12
Proactive Enforcement. . .. ........ 16
Technology and Management. . . . . .. 21
Financial Statements . .. .......... 25
Actuaria Valuation . ............. 42
Inspector General’sReport. ... ... .. 44
Organization . .................. 46
Financial Summary .............. 47

The Pension Benefit Guaranty
Corporation protects the pensions
of more than 42 million working
men and women in about 50,000
private defined benefit pension
plans, including about 2,000
multiemployer plans. These
pension plans provide a specified
monthly benefit at retirement,
usually based on salary or a
stated dollar amount and years of
service. The Employee Retirement
Income Security Act of 1974
established PBGC as a federa
corporation.

PBGC receives no funds from
general tax revenues. Operations
are financed by insurance
premiums set by the Congress and
paid by sponsors of defined benefit
plans, investment income, assets
from pension plans trusteed by
PBGC, and recoveries from the
companies formerly responsible
for the trusteed plans.

PBGC's mission is to operate as
aservice-oriented, professionally
managed agency that protects
participants benefits and supports a
healthy retirement plan system by:

* encouraging the continuation
and maintenance of private
pension plans,

* protecting pension benefitsin
ongoing plans,

* providing timely payments of
benefitsin the case of terminated
pension plans, and

» making the maximum use of
resources and maintaining
premiums and operating costs at
the lowest levels consistent with
statutory responsihilities.
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Highlights

For the first time in PBGC history, the single-employer insurance program posted a
yearend surplus. With no major plan terminations during the year and significant income
from premiums and equity investments, assets exceeded liabilities by $869 million.
The multiemployer insurance program also remained financially strong.

PBGC paid $792 million in benefits to nearly 200,000 people during the year. Another
240,000 people will receive benefits when they retire in the future.

While pension underfunding increased in 1995 in large part because of a decline in inter-
est rates, reforms for premiums paid by underfunded plans increased premium revenues
by more than 35 percent to nearly $1.2 billion to keep the insurance program strong.
Other reforms from the Retirement Protection Act of 1994 are in place to address the
underfunding over time.

PBGC recorded strong gains on its equity investments with total investment income
exceeding $900 million, which contributed to the agency’s improved financia condition.

PBGC has or will become trustee of 2,348 underfunded pension plans, including 255
terminated during the year.

The Early Warning Program achieved more than $1 billion in additional protection for
the benefits of nearly 200,000 people through agreements with 11 companies.

(Dallarsin millions)

1996 1995

SINGLE-EMPLOYER AND MULTIEMPLOYER PROGRAMS COMBINED

Summary of Operations

Premium Income $ 1,168 $ 860
Loss from Plan Terminations $ 118 $ 169
Investment Income $ 927 $ 2,039
Actuarial Charges $ 633 $ 1,563
Insurance Activity
Benefits Paid $ 792 $ 763
Retirees 199,700 182,300
Total Participantsin Terminated
and Multiemployer Plans 441,000 392,000
New Underfunded Terminations 255 124
Terminated/Trusteed Plans (Cumulative) 2,348 2,094
Financial Position
SINGLE-EMPLOYER PROGRAM
Total Assets $ 12,043 $ 10,371
Total Liabilities $ 11,174 $ 10,686
Net Income $ 1,184 $ 925
Net Position $ 869 $ (315
MULTIEMPLOYER PROGRAM
Total Assets $ 505 $ 477
Tota Liabilities $ 381 $ 285
Net Loss $  (68) $ (5)
Net Position $ 124 $ 192




Chairman’s Message

which we report this year, should reassure employers, workers,

and retirees whose benefits we protect. The agency’s financial
results capped a year of important accomplishments for PBGC. Through
careful management and effective enforcement, we are building a sound pension insurance system to
keep retirement secure for present and future generations of American workers.

“...a year of important T he financial strength of the Pension Benefit Guaranty Corporation,

accomplishments for PBGC.”

Reforms now in place have brought PBGC to a healthy financial position and will improve pen-
sion funding over time. Still, the need for vigilance remains. Economic changes and any weakening
of pension funding can undermine the pension promise.

Retirement security is a central issue for working people today. The financial progress of the insur-
ance system and our commitment to improve funding of pensions will help make their retirement
dreams come true.

Gue-Cifge

Cynthia A. Metzler
Acting Secretary of Labor
Chairman of the Board




Executive Director’s Report

its creation in 1974 — afinancial surplus. The news that PBGC has eliminated its

longstanding deficit stands out in a year of important accomplishments in many areas.
We achieved financia strength, proactive enforcement, responsive customer service, and
technological advance.

I n 1996, the Pension Benefit Guaranty Corporation reached a milestone sought since

Strengthening Financial Programs and Systems
With ayearend surplus of $869 million for the insurance program for single-employer plans,
and a continuing surplus for the multiemployer plan insurance program, we are reporting a
positive bottom line for the first time in PBGC history. Strong premium
revenues, sustained returns on our equity investments, and low losses
from plan terminations were key contributors to the single-employer
program’s net income of nearly $1.2 billion. Through sound financial
management and adherence to strict business standards and procedures,
we have a solid foundation for the future.

“...companies are finding that
addressing pension issues early

makes good business sense.”

PBGC's improved financial condition reflects the initial impact of the

Retirement Protection Act, which was intended both to improve gradually the funding of
underfunded single-employer pension plans and to strengthen PBGC. While pension under-
funding persists and, because of the unusually low interest rates, increased during 1995 to
$64 billion, the reforms are in place and working to address it.

The funding reforms were designed to reach their full effect over a period of years, with
transition rules to ease the initial impact of the reforms on employers. The phase-out of
the cap on premiums paid by underfunded plans, particularly at a time when underfunding
increased, had an immediate effect, generating increased premium revenues to help keep
PBGC sound. New reguirements to inform workers about pension underfunding and other
compliance reforms also have strengthened PBGC' s hand in dealing

with the continuing pension underfunding. ) R
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Intensive efforts over the past few years have equipped PBGC with $12

highly effective and reliable financial programs and systems. Asa

result, we have again received an unqualified audit opinion on our

financial statements. Major overhaul of PBGC's financial manage- £

ment has been accomplished and we continue to bring new systems

online to ensure that our resources and procedures keep pace with the

growing demands on the agency.

11

Maintaining a Proactive Enforcement Program

More and more, companies are finding that addressing pension issues
early makes good business sense. Companies now are approaching
PBGC in advance of transactions to structure protections for their pen-
sion plans. PBGC is also finding that companies are providing additional funding for their
pension plans rather than be subject to the new natice and reporting requirements established
by the Retirement Protection Act for significantly underfunded plans.
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Under the Early Warning Program, PBGC uses sophisticated

«_..working harder, faster, and information technology and financial analyses to identify and
monitor the companies whose underfunded pension plans pose
better to provide the answers and risks to workers and retirees and to the pension insurance program.
Thisinformation enables PBGC to take early action to prevent losses
pay the benefits...” that could occur if corporate transactions jeopardize pensions.

During the past year, this program generated more than $1 billion

in additional contributions and other protections for underfunded

pensions of nearly 200,000 people. In addition, PBGC took pre-
ventive action that shored up the Amalgamated Insurance Fund, a multiemployer pension plan
covering 70,000 workers and retirees in the men’s suit industry. This was the first agreement of
itskind, protecting the pensions of an entire industry.

The agency took further steps throughout the year to implement the reforms. PBGC used a negotiated
rulemaking process with the business community and other affected groups for thefirst time to develop
proposed changes in the way companies must report events that may threaten workers' pensions,
including several reportable events added by the new law. When the final reportable event rules
were issued in December 1996, Vice President Al Gore's National Performance Review awarded
another Hammer Award to PBGC, its fourth overall, for the agency’s use of negotiated rulemaking.

Providing Responsive Service and Improved Benefit Processing

PBGC staff, using the latest in automated and telecommunication

technology, are working harder, faster, and better to provide the

answers and pay the benefits on which our customers depend.

We assumed the pension obligations of about 50,000 additional people

and still achieved greater productivity and customer service through

- reengineering of insurance operations. We maintained last year’s record

L0 m pace in issuing individual benefit determinations. The Customer Service
d Center, which began operations as the year began, answered nearly

= 93,000 telephone inquiries during the year.

LD

PBGC instituted a number of service improvements. Easy accessto PBGC
press releases, publications, and regulations is now possible through the
Internet following our establishment of a World Wide Web Home Page.
We began an annual newsletter for people who are owed a benefit by
PBGC but have not yet started to collect it, much like our semiannual
newsletter for retirees, to keep them informed about actions of the
insurance program that affect them. We also issued a new booklet called “Divorce Orders &
PBGC,” to help attorneys and others who prepare domestic relations orders in a divorce or legal
separation to divide pension benefits payable by PBGC.
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The Pension Search Program took on new responsibilities as PBGC continued to find
thousands of previously unlocatable people owed benefits from terminated underfunded
plans. The agency started a missing participant clearinghouse for companies terminating
fully funded plans, which had been authorized by the Retirement Protection Act, and
located addresses for several hundred of the nearly 1,000 missing persons identified by
more than 120 companies. Then, shortly after the year ended, the U.S. Department of Labor and
PBGC unveiled the Pension Search Directory to link the hardest-to-find people with their benefits. The
directory, which listed 2,700 people owed about $10 million in benefits, is available on the Internet and
from organizations and unions that are partners in the search.




PBGC dedicates this Annual Report to Martin
Sate, who died on February 24, 1997, as this
Report was going to print. The Report reflects

Mr. Sate's priorities and achievements during
histenure at PBGC.

Executive Director Martin Sate, seated center, with Deputy Executive Directors (left to
right) Ellen A. Hennessy, Chief Negotiator; Joseph Grant, Chief Operating Officer;
N. Anthony Calhoun, Chief Financial Officer; and John Seal, Chief Management Officer

PBGC also received a Hammer Award for its efforts to reinvent customer ser-
vice to better inform, reassure, and respond to workers and retirees about
their pensions. The award highlighted the agency’s information outreach to
increase pension awareness among people in underfunded plans; townhall-
style informational meetings that reached nearly 8,000 peoplein plans newly
taken over by PBGC; and the new Customer Service Center.

Closing Thoughts

During 1996, PBGC made substantial progress in preparing the pension insurance program
to meet the needs of the coming century. For the first time in the agency’s history, both
PBGC insurance programs are fully funded, with assets that exceed benefits owed to more
than 440,000 people.

Thisyear’s financial gains mark a significant step forward but by no means assure that
PBGC isfinancially secure at last. Tens of billions of dollars of underfunding remainin
plans covering millions of people and PBGC remains vulnerable to substantial losses from
plan terminations, losses that could mean the return of the agency’s deficit.

As millions of Americans approach their retirement years, our nation’s working men and
women need to be assured that the pensions they labored long and hard to attain will be
there for them. This Administration’s commitment to retirement security, and PBGC’ s

progress in building a financially strong insurance program, provide hope for the future.

Mer?ia Slata.

Martin Slate
Executive Director



Insurance Operations

from terminations of underfunded plans remained low despite an increase in completed plan

terminations. PBGC'’ sthird five-year study of its separate insurance program for multiemployer
plans found the program financially strong and recommended an increase in the program’ s benefit
guarantee to offset the effect of wage inflation since 1980 on the value of the guarantee.

T he single-employer plan insurance program posted its first yearend financial surplus as losses

Single-Employer Program

“The single-employer... program Through its single-employer program, PBGC oversees the

L . . terminations of fully funded plans and guarantees payment of basic
posted its first yearend financial pension benefits when underfunded plans must be terminated.
surplus...”

STANDARD TERMINATIONS: An employer may end a fully funded

plan in a standard termination by purchasing annuities or paying
lump sumsto participants. Standard terminations are subject to legal requirements governing
notifications to participants and to PBGC and payment of benefits. PBGC may disallow standard
terminations that do not comply with the requirements.

The number of standard terminations filed with PBGC declined again in 1996, to slightly more than
3,800. The agency permitted completion of nearly 3,100 standard terminations.

PBGC audits a statistically significant number of completed terminations to confirm compliance with
the law and proper payment of benefits. These audits generally have found few and relatively small
errors in benefit payments, which plan administrators are required to correct. The errors primarily
are due to the use of incorrect interest-rate assumptions in valuing lump-sum distributions to plan
participants.

DisTRESS AND INVOLUNTARY TERMINATIONS: Defined benefit plans that are not able to pay all
promised benefits may be terminated either by the company responsible for the plan or by PBGC.

An employer wishing to terminate an underfunded plan generally may do so only if the employer is
being liquidated or if the termination is necessary for the company’s survival. The employer must
first prove to PBGC, or to a bankruptcy court if appropriate, that it and each of its affiliated companies
meets one of the financial distress criteria set by law.

An underfunded plan also may be terminated involuntarily by PBGC when necessary to protect the
interests of the participants or of the insurance program. PBGC must terminate any plan that does
not have assets available to pay current benefits.

The reorganization of insurance operations, in conjunction with a change in PBGC' s approach to
termination of troubled underfunded plans, has enabled PBGC to shorten the time needed to
complete the termination of underfunded plans. Under the new organizationa structure, PBGC has
dedicated more resources specifically to examining troubled plans and determining whether termination
isjustified. Asaresult, PBGC is moving more quickly to terminate underfunded plans requiring
such action and the agency completed the termination of 255 underfunded plans during 1996, more
than twice as many as were terminated the previous year. The vast majority were involuntary
terminations by PBGC, generally because the sponsoring employer had gone out of business.
Many of these plans had been under consideration for termination for a period of time and their
actual termination dates occurred in earlier years, when the circumstances leading to their termination
first arose.



Terminations during the year included large plans from such diverse companies as Foster
Grant, Inc., a Massachusetts manufacturer of sunglasses; Gulf USA, Inc., a company in
Idaho with interests in mining and natural resources, McLouth Steel Products Corporation,
aMichigan steelmaker; and United Merchants and Manufacturers, Inc., of New Jersey, a
manufacturer and distributor of brand-name clothing.

TRUSTEED PLANS: During 1996, PBGC became trustee of 233 single-employer plans, many
of which had termination dates in earlier years. The agency assumed responsibility for an
additional 50,000 peoplein these plans. At yearend, PBGC was in the process of becoming
trustee of an additiona 122 single-employer plans. In al, including 10 multiemployer plans
previoudy trusteed, atotal of 2,348 terminated plans were trusteed or were being trusteed

as of the end of the year. Thistotal also reflects the elimination of one single-employer plan
included in last year’s total, which no longer required PBGC to become trustee.

Multiemployer Program

The multiemployer program, which covers approximately

8.6 million workers and retirees in about 2,000 insured plans,

is funded and administered separately from the single-

employer program and differs from the single-employer

program in several significant ways. The multiemployer pro- Arartc gl
gram covers only collectively bargained plansinvolving more T
than one unrelated employer. For such plans, the event trig-
gering PBGC' s guarantee is the inability of a covered plan
to pay benefits when due at the guaranteed level, rather than
plan termination as required under the single-employer pro-
gram. PBGC provides financial assistance through loans to
insolvent plans to enable them to pay guaranteed benefits.

The significant reforms enacted in 1980 created several safeguards for the program, including
arequirement that employers that withdraw from a plan pay a proportional share of the
plan’s unfunded vested benefits. These safeguards have permitted PBGC to maintain
multiemployer premiums at a constant, reasonably low level.

The program continued to be financially healthy, with assets of $505 million, liabilities totaling
$381 million for future benefits and nonrecoverable future financial assistance, and a net
surplus of $124 million. The surplus reflected a net loss of $68 million for 1996 that
stemmed from an increase in the allowance for nonrecoverable future financial assistance.
This increase resulted from PBGC' s estimate of the future costs of its agreement to assume
aportion of the liabilities of the Amalgamated Insurance Fund if the plan is unable to meet
statutory funding requirements in the future. Despite thisyear’sloss, the program is strong
and expected to remain so.



PLAN UNDERFUNDING: Based on data as of the beginning of 1994 — the most recent information
available — multiemployer plans had total assets of $202.8 hillion and liabilities of $223.8 hillion.
Underfunding among these plans totaled about $30 billion; the underfunded plans had an average
funding ratio of 81 percent, virtually the same as in the previous year. Overfunding among
multiemployer plans totaled about $9 billion. The amount of underfunding reflected the low interest
rates that prevailed in 1993, which substantially increased the value of plans benefit liabilities, and
does not capture subsequent changesin many plans' funding levels since 1993.

FINANCIAL AssisTANCE: The multiemployer program has received relatively few requests for financial
assistance. Since enactment of the reformsin 1980, PBGC has provided assistance to only 16 of the
2,000 insured plans, with atotal value of approximately $33 million net of repaid amounts. 1n 1996,
only 12 of these plans were still receiving assistance of about $5 million annually.

ProGRAM ADMINISTRATION: The 1980 reforms require PBGC to conduct a study of the multiemployer
insurance program every five years to assess whether changes in the program’ s guarantee or premium
level are necessary. PBGC' s third study, sent to the Congress in June 1996, showed that the program
isfinancially sound and is projected to maintain a surplus, with no change in premium level, under a
wide range of economic scenarios. This confirmed similar findings in the two earlier studies.

The study also found that the real value of the program’s modest benefit guarantee, which has
remained unchanged since it was set in 1980, has been severely eroded by wage inflation and recom-
mended that the Congress increase the guarantee for plans that become insolvent in the future.
Under the program’s current guarantee, the benefits of less than 1 percent of all workers and retirees
would be fully insured by PBGC if their plan runs out of money. With the recommended change,
nearly 75 percent of covered participants would receive their full benefits through PBGC'’ s insurance.
The guarantee increase would reguire no change in the multiemployer premium rate. The higher
guarantee level was included in pension reform legislation submitted during the year by the President,
but no legidlative action was taken on the recommendation in 1996.



Defined Benefit Pensions

pension funding, and the aging of “baby boomers’ draw attention to the value of

defined benefit pension plans. Defined benefit plans offer the advantage of a
predictable retirement income backed by federal insurance. They also can contribute to
employee motivation, productivity, and retention, aplus for plan sponsors.

T he growing financia strength of the pension insurance program, reforms to improve

The number of insured pension plans has decreased from more than

: ) . ) o “PBGC plays an important role
112,000 in 1985 to 47,500 in 1996. This decline primarily reflects

small plan terminations and plan mergers. The number of large plans in encouraging defined benefit
(5,000 or more participants) has increased from 928 in 1985 to 1,124

in 1996. The total number of participants covered by the insurance plans...”

program has increased from about 39 million to 42 million over the

same period.

The growth of defined benefit plan participation has been affected by the reduction in
employment in areas that have traditionally favored these plans (large firms, manufacturing
sector, union workers). As the work force continues to age, the popularity of these plans
may increase. PBGC plays an important role in encouraging defined benefit plans by pro-
viding security for participants benefits.

Single-Employer Program Exposure

As of the end of 1995, the vast mgjority of single-employer plans — about two-thirds —
remained fully funded, with assets of all plans totaling about $1.13 trillion compared to vested
liabilities totaling about $1.09 trillion. Pension underfunding of about $64 billion persisted
although many of the underfunded plans, which had total assets of $415 billion and total
liabilities of $479 billion for vested benefits, were sponsored by financially healthy firms.

While a core of pension underfunding persists, a major difference is that reforms of the
Retirement Protection Act are in place to address the underfunding over time. Also, in
removing the cap on premiums paid to PBGC by underfunded plans, the reforms provided
an immediate response to the increased underfunding so that PBGC would remain strong.

PBGC determines pension underfunding based on interest and mortality assumptions that
would have been used to purchase an annuity at the end of the year. Because of the filing
and collection dates, the latest available information on pension underfunding is for the prior
year. Underfunding rose from $31 billion largely because the interest rate PBGC used to
determine the underfunding fell from 7.15% at the end of 1994 to 5.3% at December 31, 1995.
This was the lowest yearend rate and the largest one-year decline in interest ratesin PBGC's
history. Thisinterest rate reflects both the Treasury rate and other factors that make up the
cost of an annuity on the market.

Pension underfunding in 1995 remained spread across al industries. The steel industry
accounted for 16 percent of the underfunding, and another 16 percent was found in the
automobile and transportation equipment industries. Underfunded plans covered about
15 million workers and retirees, some 7 million of whom were in plans that were funded
90 percent or more. Many of these plans had been fully funded and were drawn into the
underfunding category by the abnormally low interest rate.



To measure how much of the current total underfunding may result in future claims, PBGC
categorizes underfunding into three loss contingency classifications that follow generally accepted
accounting principles and are based on the financia condition of plan sponsors. The classifications
are probable, reasonably possible, and remote.

Probable claims are those that are likely to occur in a future year based on conditions that existed at
PBGC'sfiscal yearend. PBGC estimates and records them as liabilities as they are determined, as
required by financial accounting standards. Since the estimated |osses on these claims already have
been recorded, the claims are not included as part of the current underfunding.

PBGC'’s reasonably possible claims arise from underfunded plans maintained by companies that may
present risks to the insurance program and to workers and retirees, including companies with bel ow-
investment-grade bond ratings as of September 30, 1996. Total underfunding in these plans ranged
from $22 hillion to $26 hillion.

The remaining underfunding was in plans categorized as remote claims. Pension underfunding in
these plansis not presently arisk to participants or PBGC.

Financial Forecasts

ERISA requires that PBGC annually provide an actuarial evaluation of its expected operations and
financia status over the next five years. PBGC historically has extended these forecasts to cover
10 years.

PBGC's forecasts are subject to significant uncertainty since the amount of PBGC's future claims
depends on many factors, including current underfunding among insured plans, any further erosion
in funding, bankruptcies among plan sponsors, and recoveries from these bankrupt sponsors. These
factors are influenced by future economic conditions, investment results, and the legal environment
that the Congress and the courts create for PBGC' s insurance program. Over the longer term, PBGC
also will be affected by labor force trends, global trade, and employers’ preferences for the variety of
pension plans available.

PBGC's current methodology for the 10-year forecasts relies on an extrapolation of the agency’s
claims experience and the economic conditions of the past two decades. The forecasts do not reflect
afull range of economic conditions and do not measure the high degree of uncertainty surrounding
PBGC' sfuture claims. To address the limitations of the forecast methodology, PBGC is developing
asimulation model, called the Pension Insurance Modeling System (PIMS), to examine its financial
condition under afull range of economic scenarios. Until PIMS is complete, PBGC is continuing to
rely on its current methodology.

TEN-YEAR ForecasTs. PBGC's annual losses from underfunded single-employer plans have been
variable and unpredictable throughout its history, with the largest losses tending to accompany large
plan terminations. As aresult, net losses have been higher in the most recent 10-year period, during
which a number of major plan terminations occurred, than in the prior 12-year period.



PBGC has prepared three 10-year forecasts (A, B, and C) of its single-employer program
using its current methodology to give along-term view of the expected status under different
loss scenarios. PBGC expectsits history of significant annual variationsin losses to continue.
These forecasts include the significant improvement in PBGC’ s financial condition expected
to result from the acceleration of plan funding and increase in PBGC'’ s variable-rate premium
receipts provided under the Retirement Protection Act. The improvements to plan funding
over the long term, while reducing PBGC'’s revenues, also will reduce PBGC’ s exposure
toloss.

Forecast A is based on the average annual net claims over PBGC' s entire history ($481 mil-
lion per year) and assumes the lowest level of future losses. Forecast A projects steady
improvement in PBGC' s financia condition, although the rate of improvement declines over
time, and a surplus of $3.7 billion at the end of 2006.

Forecast B, which assumes the mid-level of future losses, is based upon the average annual
net claims over the most recent 10 fiscal years ($571 million per year). It reflects the
impact on PBGC’s claims experience from the provisions of the Single-Employer
Pension Plan Amendments Act of 1987, which significantly modified the requirements for
termination of an underfunded plan. Forecast B projects net income levels that, while lower
than Forecast A, still lead to a surplus of $2.5 billion at the end of 2006.

Forecast C is highly pessimistic and reflects the potential for heavy losses from the largest
underfunded plans by assuming that the plans that represent reasonably possible losses will
terminate uniformly over the next 10 years in addition to a modest number of |esser
terminations each year. (Reasonably possible losses are discussed in Note 9 to the financial
statements.) This forecast assumes $2.1 billion of net claims each year, resulting in the
return and steady growth of PBGC' s deficit throughout the 10-year period to $21.8 hillion.

The 1996 forecasts share several assumptions. Average annual net claims and projected
claims arein 1996 dollars. The present value of future benefitsis valued at 6.55% and using
other actuarial assumptions consistent with assumptions used to value the present value of
future benefits in the financial statements as of September 30, 1996. PBGC's assets are
projected to earn 6.55% annually. Benefits for plans terminating in the future are assumed
to grow at 5.25% annually until termination. Plan funding ratios are assumed to increase at
1.5% per year from historical averages and recoveries from plan sponsors are assumed to be
constant at 10% of plan underfunding. In a change of methodology, Forecast B was based on
the average annual net claims over the most recent 10 fiscal years rather than upon average
annual claims since 1982. The number of participants in insured single-employer plansis
assumed to remain constant. The flat-rate portion of the single-employer premium is
assumed to remain constant at $19 per participant. Recelpts from the variable-rate portion of
the premium are projected on the basis of a constant 30-year U. S. Treasury bond rate of
7.03%. Assumed administrative expenses through 2002 are consistent with PBGC's 1998
President’ s Budget submission and are projected to grow 5.25% each year thereafter.



Responsive Services

eassurance. Clear and complete answers to questions, without delay. Quick calculation of,

and notification about, guaranteed benefits. Timely payments without interruption. These are

the basic needs of the people to whom PBGC owes benefits, needs that PBGC is working to
satisfy. PBGC significantly improved productivity and service with reengineered plan termination
and benefit processing operations.

Benefit Processing

“...significantly improved PBGC' s responsihility for benefit payments begins immediately upon
becoming trustee of aterminated plan. Top priority is given to

productivity and service with maintaining uninterrupted benefit payments to existing retirees and
commencing payments to new retirees without delay. Concurrently,

reengineered... operations.” PBGC staff also begin intensive efforts to notify plan participants of

PBGC's trusteeship and to obtain essential data and records on each
individual participant, a difficult task frequently complicated by
inadequate plan and employer records.

PBGC pays estimated benefits to retirees until it has confirmed necessary data and valued plan assets
and recoveries from the plan’s sponsor. PBGC then calculates the actual benefit payable to each
participant according to the specific terms of that person’s plan, statutory guarantee levels, and the
funds available from plan assets and employer recoveries. Benefit calculation can be an intricate
process since each trusteed plan is different and must be separately administered.

By the end of the year, PBGC was responsible for the current and future pension benefits of about
441,000 participants from single-employer and multiemployer plans. These include nearly 200,000
retirees who received benefit payments totaling $792 million.

Yet, even with a 13 percent increase in the number of people to whom it owes benefits, PBGC
continued to provide individual benefit determinations on the accelerated pace set in 1995.

In 1996, PBGC issued nearly 66,000 benefit determinations, slightly exceeding the number issued
one year earlier.

PBGC's customer service has been recognized by awards.



APPEALS OF BENEFIT DETERMINATIONS. PBGC’'sAppeals Board reviews appeals of certain
PBGC determinations. Almost all of the appeals are from people disputing benefit
determinations. Due to PBGC'’s increased production of benefit determinations, the agency
received more than 1,400 appealsin 1996, a record total. Typically, about 2 percent of all
benefit determinations are appealed. Most appeals are resolved by appeals department and
other PBGC staff without full Appeals Board review, as was the situation for 700 casesin
1996. The Board met to decide 212 appeals, 84 of which required changes in benefits
primarily as aresult of new facts, correction of calculation errors, or adifferent interpretation
of plan provisions.

Customer Service
New systems and procedures put in place in the past year are enabling the agency to provide
more and better information more quickly to more people.

The Customer Service Center, implemented at the beginning of the year, is both a symbaol of
this progress and a key factor in PBGC'simproved service. |nthe center’ sfirst year of
operation, each customer service representative handled about 10,000 calls. With information
readily available from PBGC' s various automated databases, response times averaged less than
90 seconds per call. During the year, PBGC enhanced the Customer Service Center’ s telephone
system to allow staff to transfer a call immediately to one of PBGC' sregiona benefit offices,
thereby assuring that the caller receives direct assistance from the office responsible for that
person’s benefit without additional telephone calls.

ServicE IMPROVEMENTS: The Customer Service Center, with its toll-free telephone number,
was the first step in making PBGC more accessible to the people it serves. The agency
implemented additional measures during the year to make information more widely available.
PBGC opened a Home Page on the Internet’s World Wide Web, making up-to-date agency
information and materials available electronically to anyone with a personal computer that
can use Internet browser software.
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The Home Page, which can be found at
http://www.pbgc.gov, provides users with access to
important agency information and materials. These
include publications, press releases, regulations, and
other materials such as frequently asked questions

e woa BBrlorms . Pedeeds about the pension insurance program, technical infor-
Lenidonion | oo et L mation on interest rates, and interpretations of recent
— T o . legal changes. PBGC also began sending an annual
| [T newsletter to people who have not yet begun receiving
Rt R their benefit payments to let them know their promised
Lz pensions remain safe with PBGC and to give them
i i R L Sl information that will assist them in reaching the
PR W O T Y bt e Tin agency when they change their address or are ready to
N P T SR LR Pl Ttire.

“The Home Page...

http://www.pbgc.gov”

PBGC published a new informational booklet, entitled “Divorce
Orders & PBGC,” to help those who prepare domestic

relations orders dividing PBGC-paid pension benefits in a divorce or
legal separation. The new booklet reviews ERISA's requirements for
qualified domestic relations court orders, discusses treatment of the
aternate payees who may receive some of the benefit under such an
order, and provides two types of model orders that may be used to
draft domestic relations orders for submission to PBGC.

can be found at

PBGC's rapid progress in improving service has been made possible by developmentsin the
agency'’s technological base. The new automated optical imaging, participant record, and case
administration systems provide PBGC staff with modern computerized systems that allow rapid
access to needed documents and information on each person and pension plan under PBGC
administration.

The agency’ s field operations have benefitted from this technological progress. Over the years,
PBGC has made arrangements to open a number of small offices across the country to provide
service to local concentrations of participants from larger terminated plans. Installation of a
nationwide data communications network provided each office with direct links to PBGC’ s primary
automated systems and data, ensuring efficiency and speed of service throughout the agency’s
operations. Each office also has its own optical imaging equipment. PBGC has been working to
consolidate the field offices into strategically located regional centers to reduce operating costs
without reducing service to participants. The second regional center, which began operation shortly
after the year ended, is also being set up for disaster recovery with duplicate computerized plan and
participant files in case the originals in Washington become lost or destroyed.

PeENsioN SEARCH PrRoGrRAM: PBGC's ongoing efforts to find people missing from plans taken over
by the agency continued to show success as the agency also began assuming payment obligations
from employers for workers who are missing from terminating fully funded plans. In the past year,
the agency located the addresses for another 16,000 previously unlocatable workers and retireesin
terminated underfunded plans that PBGC now administers, bringing the total number found to more
than 55,000 since PBGC initiated the original program four years ago.



PBGC initiated new programs in 1996 to broaden the search for missing workers. The first
involved the new clearinghouse authorized by the Retirement Protection Act and established
in January 1996 to assist employers who are terminating fully funded plans. These terminations
cannot be completed until all benefits are distributed, and employers have long experienced
difficulty in making arrangements with insurance companies and banks to ensure that missing
participants receive the benefits owed them. The people who have been missed often have
had no idea where to look for their benefits. Now, companies and their workers can turn to
PBGC’s Pension Search Program. In the first year of the clearinghouse’s operation,

124 companies asked PBGC to find nearly 1,000 missing people, 750 of whom are due nearly
$1.4 million in benefits. The other 200 people are covered by annuity contracts that will pay
their benefits when they are found. By yearend, PBGC had found addresses for nearly

400 of the missing people, and 21 had returned benefit applications to the agency.

In a complementary effort, announced in December 1996, the Department of Labor and
PBGC issued a “Pension Search Directory” that lists missing people who not even PBGC
has been able to find and identifies the companies that had sponsored their pension plans
and the dates the plans terminated. The directory may be viewed on the Internet at
http://www.dol.gov or directly at http://sear ch.pbgc.gov and is being publicized nation-
wide with the assistance of more than 20 organizations and unions. The initial directory
provided information on 2,700 people who had worked for 565 companies and earned more
than $10 million in benefits. In the first week after the announcement of the directory, the
Internet listing received more than 60,000 “hits” and PBGC logged nearly 8,000 telephone
inquiries through which it matched more than 180 callers to names in the directory.

The directory will be updated with new names quarterly on the Internet.

II'.I-.(_:.L i
[ IivITie CrleT® !




Proactive Enforcement

that companies fund their pensions and honor their pension promises to their employees.
When necessary, PBGC has continued to go to court to protect the retirement security of
America sworking men and women.

T he Early Warning Program remained the centerpiece of PBGC's nationwide efforts to ensure

Early Warning Program
The Early Warning Program, which proactively prevents pension

“...PBGC negotiators obtained losses, continued to produce valuable settlements as the agency

broadened the program’s reach. Over the past year, PBGC financia

settlements valued at more analysts and actuaries closely monitored more than 500 companies

with pension plans underfunded by at least $25 million. When they

than $1 billion...” identified transactions or events that could jeopardize the pensions,

they worked with the company involved to structure an agreement

that would protect the interests of the company, its workers, and the
pension insurance program. Through these efforts PBGC negotiators obtained settlements valued at
more than $1 billion with 11 companies, providing contributions and other protections for the pen-
sions of nearly 200,000 workers and retirees.

New reporting requirements imposed by the Retirement Protection Act already have strengthened the
program. Severa of the settlements achieved in 1996 resulted from information obtained through
advance reports of certain transactions that now must be submitted by privately held or foreign
companies with more than $50 million in underfunding. In other cases, companies contributed tens
of millions of dollars to their plans to raise their funding above the underfunding threshold and avoid
the reporting requirements.

During 1996, PBGC broadened the program’ s scope to include additional single-employer plans as
it began monitoring about 200 companies with pension plans that are underfunded between

$5 million and $25 million and widened its focus to include plan mergers and spinoffs as well as
corporate transactions.

MIcHELIN NORTH AMERICA, INc.: Michdin'ssubsidiary, Uniroyal
Goodrich Tire Company, had eight pension plans that covered some
28,000 workers and retirees and were underfunded by more than
$450 million. Under an agreement reached in November 1995,
Michelin added $380 million in cash to the Uniroyal Goodrich
pension plans and will make additional contributions according to
asix-year funding schedule. The company also planned to merge
the eight Uniroyal Goodrich plans with another overfunded pension
plan, producing a single plan covering more than 42,000 people that
would be fully funded for vested benefits. In return for the additiona
contributions, PBGC agreed to release Michelin from certain of the
advance reporting requirements.

GuLFsTREAM AEROSPACE CORPORATION: Gulfstream planned a public offering of common stock and
substantial new debt to raise capital with which to redeem the company’s existing preferred stock
and bank debt. The company’s three pension plans, which covered more than 5,600 workers and
retirees, were underfunded by about $50 million. PBGC received advance notice of the transaction
and stepped in to ensure that the leveraged company provided funding for its pension obligations.



Under apreliminary agreement concluded in early October 1996, Gulfstream will accelerate
funding of its plans by adding $120 million over five years, making the plans fully funded
for vested benefits.

CENTURY ALUMINUM CoMPANY (RAVENSWOOD ALUMINUM CORPORATION): For four years,
Ravenswood had headed PBGC’ s annual listing of the 50 companies with the largest
underfunded plans, with the poorest funding level of any of the companies listed.
Ravenswood' s two pension plans, covering about 2,700 people, had combined underfunding
of about $100 million and enough assets to pay only about 29 percent
of the total benefits owed. Under the April 1996 agreement, the com-
pany will add nearly $100 million to its pension plans over four years,
$40 million of which is above the normal funding requirement. PBGC
will hold afirst security interest in all of Ravenswood' s real property,
plant facilities, and equipment until the pension underfunding is less
than $10 million or its parent corporation, Century Aluminum, meets
certain financial tests. In return for the negotiated pension protec-
tions, Century Aluminum’s corporate parent, Glencore, was able to
sell more than 20 percent of itsinterest in Century Aluminum to the
public, thereby releasing the parent from future responsibility for
Ravenswood' s pensions.

HAYES WHEELS INTERNATIONAL, INC./MoTOR WHEEL CORPORATION: Hayes Wheels and
Motor Wheel planned a merger for the summer of 1996 that PBGC believed would
unreasonably increase its risk of loss from the companies’ severely underfunded pension
plans. In June 1996, the companies agreed to add a total of $54 million in cash to their plans
over three years, and $6 million more to the Motor Wheel pensions each subsequent year, to
protect the pensions of their 5,200 workers and retirees. Hayes Wheels has provided letters
of credit to guarantee these contributions. After three years, the Hayes Wheels pensions will
be ailmost fully funded and the Motor Wheel pensions will be amost 70 percent funded.

KEYsTONE CONSOLIDATED INDUSTRIES, INC.: Keystone required PBGC' s permission to
borrow funds for an acquisition of DeSoto, Inc., because of debt limitations imposed on
Keystone when it received a minimum funding waiver from the Internal Revenue Service

in 1985. In August 1996, PBGC agreed to allow Keystone to increase its indebtedness for
the merger with DeSoto in return for the companies’ agreement to consolidate four Keystone
pension plans underfunded by more than $80 million with an overfunded DeSoto pension
plan. The companies aso agreed to make additional contributions to the consolidated plan
covering 9,700 people should that plan’s underfunding increase. The consolidation will
reduce Keystone's underfunding to less than $30 million while the combined pensions will
be 90 percent funded, resulting in a better pension arrangement overall.

AMALGAMATED INSURANCE FunD: The Amalgamated Insurance Fund, a multiemployer plan
covering about 70,000 workers and retirees, had been under strain for several years as
business failures in the men’s suit industry reduced the number of employers contributing

to the plan from 575 in 1986 to just 200 in 1996. The plan was underfunded by about

$250 million. With the contraction of the industry, the funding obligations were increasingly
burdensome and the remaining employers were considering a mass withdrawal from the
plan. In such an event, PBGC would be required to assume financia responsibility for the
plan. Under an agreement reached at yearend, the plan will continue with employers



making annual contributions at their current rate. |f those contributions fail to support the plan,

PBGC will separate out and assume responsibility for the liabilities of the bankrupt employers, while

solvent employers will continue to fund the remaining portion of the plan at the current rate.

Employers who continue with the plan will have limitations on their liability if problems occur in the

future. Asaresult of the agreement, workers will continue to earn benefits, retirees will collect full

retirement benefits, and funding of the plan will improve, reducing the potential loss for the insurance
program each year that the plan continues.

“Many pension issues can

Litigation
be settled through Many pension issues can be settled through negotiations but others require
resolution by the courts. At the end of the year, PBGC had 81 active cases
negotiations... others require in state and federal courts and 788 bankruptcy cases.
resolution by the courts.” PiGGLY WIGGLY SOUTHERN, INc.: Through aroutine audit following the

1988 termination of afully funded Piggly Wiggly pension plan, PBGC

determined that the company significantly undervalued participants lump
sum benefits by using inappropriate interest rate assumptions. As aresult of the incorrect valuation,
many of the 2,500 plan participants failed to receive their full benefits and the company was able to
recover a $2.7 million reversion of “excess assets’ from the plan. When Piggly Wiggly refused to pay
the additional pension benefits owed, PBGC filed suit in district court to enforce its audit findings.
The district court ruled in favor of PBGC, Piggly Wiggly appeded, and, in March 1996, an appellate
court affirmed the lower court’sruling. The litigation was concluded in July when the appellate
court denied the company’ s petition for rehearing by the full court. PBGC estimates that the amount
owed is $1.5 million.

SmITH CorONA CORPORATION:  Smith Corona, in bankruptcy reorganization since July 1995, asked
the bankruptcy court in August 1996 to allow termination of its salaried and hourly pension plans,
each of which was underfunded by about $15 million. PBGC opposed the company’s request before
both the district and bankruptcy courts. PBGC's opposition in court, which included evidence
demonstrating that the salaried plan could be maintained by the company, led to a negotiated
agreement in December that will end the litigation. Under the agreement, which is subject to court
approval, the reorganized Smith Corona will continue the salaried plan and PBGC will terminate and
take over the plan for hourly workers. Nearly al of the company’s 4,700 workers and retirees will
receive their full benefits, either under the pension plan continued by the company or from PBGC's
guarantee.

CoLLINs V. PBGC; PacE v. PBGC: These consolidated class-action suits were filed on behalf of
participants in plans that terminated before December 31, 1981, without having been amended to
adopt ERISA’s minimum vesting standards. The plaintiffs sought a court ruling requiring PBGC to
guarantee their benefits asif their plans had been amended. PBGC had determined at the time their
plans terminated that only those benefits vested under the express terms of their plans were
guaranteeable. PBGC's settlement with the plaintiffs was announced in December 1995 and
received final court approval the following summer. Under the settlement, people who had 10 or
more years of service, or their survivors, generally will receive about 80 percent of the benefits they
did not receive at the time their plans terminated. Other people with between five and nine years of
service will receive lesser amounts from a separate fund. About 40,000 people may be affected.
The overall cost of the settlement, including administrative costs, is projected at around $100 million.

CopPPERWELD STEEL ComPANY: PBGC continued to pursue bankruptcy claims to recover amounts
due PBGC and Copperweld' s three terminated pension plans, which covered about 3,000 workers
and retirees. In October 1995, Copperweld sold its assets as part of a confirmed plan of reorganization



that required the company to establish afull cash reserve against PBGC' s $8.8 million unpaid
minimum funding contribution claims and a partial reserve against PBGC's $52 million
unfunded benefit liabilities claims. The company’ s liquidation trustee contests the extent to
which PBGC’s minimum funding contribution claims made on behalf of pension plans are
entitled to priority under the Bankruptcy Code and whether the factors prescribed in PBGC's
regulations appropriately measure PBGC' s unfunded benefit liabilities claims for terminated
pension plans that are trusteed by PBGC. These issues are central to PBGC's ahility to
recover its losses from bankrupt employers. PBGC and the liquidation trustee have filed
and argued summary judgment motions in the bankruptcy court and are awaiting the court’s
decision. Tria on any outstanding issues is expected to take place during 1997.

CF&| SteeL CorporATION: PBGC continued to pursue its claims against the reorganized
CF&1 for a CF&| plan that was underfunded by about $221 million when terminated in
March 1992. In a November 1994 ruling, a district court denied priority to most of PBGC's
claims for minimum funding contributions owed to CF&1’s plan and for the plan’s
underfunding. The court also remanded the case to the bankruptcy court for reconsideration
of the amount of PBGC' s underfunding claim, ruling that the bankruptcy court erred in
“deferring” to PBGC' s interest rate assumption. The bankruptcy court subsequently
revalued PBGC's claim for unfunded benefit liabilities from about $221 million to about
$123 million based on a “discount rate” that differed from the assumptions prescribed by
PBGC'sregulation. PBGC has appealed this ruling to the district court.

WHITE CONSOLIDATED INDUSTRIES, INC.: White continued to contest PBGC's claims for the
estimated $120 million underfunding in pension plans that White transferred to Blaw Knox
Corporation in 1985. PBGC is alleging that a principal purpose of White in entering into the
transaction was to evade pension liabilities. PBGC has taken over all the Blaw Knox plans
either because they ran out of money or because they would have been abandoned after
Blaw Knox ceased business and sold its assets in 1994. The case remained pending before
adistrict court at yearend, with trial scheduled for March 1997.



Rulemaking

As part of the President’ s Regulatory Reinvention Initiative, PBGC clarified and simplified its
regulations to make them easier to use, in the process reducing the volume of regulations by

20 percent. The agency eliminated a number of obsolete regulations and renumbered the remaining
regulations to track the statutory sections they implement.

The Retirement Protection Act identified four new corporate events that must be reported to PBGC
by al companies, and PBGC added two more under authority given it by the new law. The agency’s
first use of negotiated rulemaking quickly developed the necessary changes to reporting rules on
events that may jeopardize workers' pensions and the pension insurance program. A 14-member
committee representing employers, workers, retirees, pension practitioners, and PBGC negotiated
proposed amendments to address the new requirements and to provide some reporting relief.
PBGC also developed optional reporting forms that simplify companies’ initial information filings.
With negotiated rulemaking, PBGC was able to publish the proposed amendments in July 1996 and
issue final rulesin December.

Another Retirement Protection Act reform established a new requirement for annual submission of
financial and actuarial reports by corporate groups with severely underfunded pension plans. PBGC
published final rules implementing this requirement in December 1995. During that same month, the
agency issued other final regulations implementing the new missing participants program.

The agency aso published final rulesin 1995 to implement the new requirement that participantsin
underfunded plans be notified annually about the funding status of their plan and the limits on PBGC
guarantees. The notice requirement applied only to large plans for 1995 and was extended in 1996
to companies with small plans covering 100 or fewer people. PBGC began monitoring companies
compliance with the requirement through a random survey of about 600 companies with large
underfunded plans, which confirmed that the notices were being sent, and also required companies
to certify compliance as part of their annual premium filing to PBGC.



Technology and Management

BGC worked to strengthen programs and operations in all areas of the agency through

P improved automation and training while it adopted refinements to further improve
financial management.

Technology Advances

New automated systems for participant information management,

premium accounting, and legal management began operations during upgrading PBGC’s ability..”

the year, significantly upgrading PBGC'’s ability to rapidly process and

retrieve critical information. The participant information management

system incorporates innovative software for automated creation of correspondence and

forms that PBGC will be seeking to patent. An optical imaging system converts documents

to computerized images and marks a profound advance in the agency’ s record management.

PBGC has scanned more than 10 million pages of documents and has begun scanning new

documents as they are received.

PBGC aso moved to improve service at its field benefit offices by installing a special data
communications network that links each of the offices with the agency’ s headquarters
location in Washington, DC. The Wide Area Network provides each office with direct
high-speed access to the same systems and data available to PBGC headquarters staff.

It also allows video teleconferencing and virtually instantaneous exchange of data and
images between the field offices and PBGC headquarters.

The quality of the premium accounting system has been recognized through a Technology
Excellence Award presented by the Interagency Committee on Information Resources
Management to PBGC Chief Financial Officer N. Anthony Calhoun. For the second year in
arow, PBGC and the agency’ s telecommunications manager received awards from the
General Services Administration in recognition of improved telecommunications systems.

PBGC took additional steps to develop the systems and applications architecture that will
ensure consistency among current and future systems. By the end of the year the agency
had completed disaster recovery tests on significant
elements of its information systems, furthering its
effort to implement a comprehensive continuity-of-
operations plan.

Employee Development

PBGC continued to strengthen its employee training
programs. Because many PBGC positions require
specific skills for which training by othersis not
available, the agency has tapped in-house expertise
to create customized courses in four training aress:
common needs, supervisory and management skills,
new employee orientation, and specialized or tech-
nical training. The curriculum now has some 130 courses taught in an eight-classroom
Training Institute that offers videoconferencing and other electronic capabilities for groups
ranging from small seminars to large audiences.

“New automated systems...



Financial Management

Sound, consistent financial management is now a hallmark of PBGC. For the fourth year in arow,
PBGC'sfinancial statements have received an unqualified opinion from the agency’ s auditors. The
1996 audit was again performed by Price Waterhouse LLP under the direction and oversight of
PBGC's Inspector General.

Record premium income of nearly $1.2 hillion, augmented

by investment income totaling more than $900 million, “Sound, consistent financial manage-

enabled PBGC to erase the longstanding deficit in the

single-employer program. The automated capabilitiesof ~ Ment is now a hallmark of PBGC.”

PBGC'’s new premium accounting system, in combination

with the agency’ s premium compliance program, have

significantly enhanced PBGC' s ability to promptly collect premiums due the agency. PBGC's
escalating program of field examinations of pension plansis proving highly effective in ensuring that
premium payments are accurately calculated and paid, having collected about $3 million in addition-
al premium amounts owed at a cost of only $400,000.

Shortly after the year ended, PBGC also announced a new two-tier premium penalty structure designed
to encourage voluntary correction of any errorsin premium payments. Under the new penalty policy,
employers who pay any unpaid amount before receiving a PBGC notification regarding an actual or
possible delinquency will be charged a penalty rate of 1 percent of the unpaid amount per month.
Those who pay after PBGC issues a premium notice will still be charged the current penalty rate of
5 percent per month.



Investment Program

The Corporation has approximately $12.2 hillion of total assets available for investment,
consisting of premium revenues accounted for in the Revolving Funds and assets from
terminated plans and their sponsors accounted for in the Trust Funds. The Revolving Funds
are required to be invested in fixed-income securities; current policy is to invest these funds
only in Treasury securities. PBGC has more discretion in its investment of the Trust Funds,
which are primarily invested in high-quality equities, with asset alocation designed for
sound long-term performance.

The Revolving Fund monies are invested solely in U.S. Treasury securities, which PBGC
uses to earn a competitive return and partialy offset changesin its benefit ligbilities. The
agency’sinvestment in equities provides overall portfolio diversification and a higher long-
term expected return, within prudent levels of risk. PBGC uses institutional investment
management firms to invest its assets subject to PBGC oversight. PBGC’ s investment port-
folio is structured to improve PBGC'’ sfinancia condition in a stable manner over the long
term. PBGC continually reviews its investment strategy to ensure that the agency maintains
an investment structure that is consistent with its long-term objectives and responsibilities.

INVESTMENT PrRoOFILE: As of September 30, 1996, the value of PBGC’ stotal investments,
including cash, was approximately $12.2 billion. The Revolving Fund’s value was
$7.2 billion and the Trust Fund’s value was $5.0 hillion.

PBGC's fund alocation further shifted toward equities during 1996 due primarily to strong
equity returns. Cash and fixed-income securities represented 63 percent of the total fund at
the end of the year, as compared to 68 percent at the end of 1995, while the equity alocation
stood at 36 percent of all investments compared to 32 percent one year earlier. A very small
portion of the invested portfolio remainsin real estate and other financia instruments.

Investment Profile

September 30,

1996 1995
Fixed-Income Assets
Average Quality AAA AAA
Average Maturity (years) 22.6 214
Duration (years) 10.1 10.3
Yield to Maturity (%) 7.2 6.6
Equity Assets
Average Price/Earnings Ratio 19.7 18.0
Dividend Yield (%) 2.0 24
Beta 1.08 1.06




INVESTMENT REsULTs: Fiscal year 1996 was a favorable year for capital market investments and
PBGC'sinvestment program. The broad stock market, as measured by the Wilshire 5000 | ndex

that most closely reflects PBGC' s equity portfolio, advanced 18.9%, while PBGC' s equity program
advanced 19.7%. PBGC's fixed-income program returned 2.2% for the year, while the Lehman
Brothers Long Treasury Index gained 2.3%. For the year, PBGC reported income of $202 million
from fixed-income investments and $695 million from equity investments. Other investments,
including real estate and insurance contracts, produced a small gain of $30 million, for total investment
income of $927 million.

I nvestment Performance
(Annual Rates of Return)

September 30, Five Y ears Ended
1996 1995 September 30, 1996

Total Invested Funds 8.5% 24.1% 12.3%
Equities 19.7 30.9 15.6
Fixed-Income 2.2 22.6 10.6

Trust Funds 18.6 26.8 145
Revolving Funds 2.3 225 11.2
Indices

Wilshire 5000 18.9 29.1 15.3

S& P 500 Stock Index 20.3 29.7 15.2

Lehman BrothersLong Treasury Index 2.3 23..0 9.1
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Financial Statements

MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

General

Thefollowing discussion and analysis provide information that
management believesisrelevant to an assessment and under-
standing of the Corporation’sfinancial condition and results of
operations. The discussion should be read in conjunction with
thefinancial statements and notes thereto.

PBGC'’ s operating results are subject to significant
fluctuation from year to year depending on the frequency and
severity of losses from terminating pension plans, general
economic conditions, and other factors such as changesin law.
Consequently, certain traditional financial ratios and measure-
ments are not meaningful and, therefore, not presented.

Combined Results

For 1996, PBGC’ s combined underwriting and financial
activities resulted in anet gain of $1.116 hillion on gross
income of $2.122 hillion. The single-employer program earned
net income of $1.184 billion and the multiemployer program
reported anet loss of $68 million. By law, these two programs
are separate.

Single-Employer Program
Results of Activities and Trends: The net incomein
1996 was $1.184 billion compared to net income of
$925 million in 1995. The $259 million increase was primarily
attributable to the increase in premium income.

Underwriting Activity: The gain of $760 million in 1996
wasin contrast to again of $620 millionin 1995. This
$140 million difference was primarily due to the $308 million
increase in premium income. Thiswas attributableto a
decrease in the funding levels of alarge number of single-
employer plans caused by historically low interest rates and to
the phaseout of the cap on variable-rate premiums, which
resulted in higher income from variable-rate premium payments.

Underwriting incomeincreased from $856 millionin 1995 to
$1.172 billionin 1996. The $316 million increase was primarily
due to the increase in variable-rate premium payments.

The Corporation’ s losses from completed and probable plan
terminations decreased from $169 million in 1995 to
$118 million in 1996. Although there were no major plan
terminationsin 1996, losses are unpredictable.

Operating costsincreased 7.7 percent in 1996 from
$130 million to $140 million.

Actuarial adjustmentsin 1996 resulted in a charge of
$151 million versus a credit of $82 million in 1995. The
$233 million increase was primarily due to modifications made
to PBGC' s expense formulato more closely match the agency’s
annual claims-related expenses.

Financial Activity: Investment income offset actuarial
chargesin 1996, resulting in a$424 million gain versus a
$305 million gainin 1995. Thetotal return on investments was
8.5% in 1996, compared to 24.1% in 1995. Fixed-income
investments experienced alower return in 1996 than in 1995
duetorising interest rates. PBGC, in accordance with generally
accepted accounting principles, marksits assets and liabilities
to market.

Actuarial charges primarily resulted from the aging of the
present value of future benefits and from changesin interest
rates. In 1996, the select interest rate assumption increased
from 6.5% at September 30, 1995, to 6.6% at September 30,
1996, while the ultimate rate decreased from 5.0% to 4.75%. In
addition, the number of years used for the select rate increased
from 20 to 25 yearsin order to continue to match the survey on
insurance prices provided by the American Council of Life
Insurance. The passage of time and change in the interest rates
resulted in an actuarial charge of $481 million in 1996,
compared to an actuarial charge of $1.643 billionin 1995.

Liquidity and Capital Resources: The single-employer
fund’ s net position improved in 1996 to a positive $869 million
primarily because of higher premium income and continued
strong return on investment earnings. Approximately
$11.8 billion (98 percent) of the fund’ stotal assets of
$12 billion arein marketable assets.

PBGC' s primary sources of cash are from premium
receipts and investment activities. If funds generated from these
sources are insufficient to meet fixed chargesin any period, the
Corporation has available a$100 million line of credit from the
U.S. Treasury for liquidity purposes. PBGC did not use this
borrowing authority in 1995 or 1996 and has no plansto useit
in the near future.



There are significant factors that PBGC cannot control
(e.g., interest rates, contributions made to the plans by sponsors,
etc.) making it difficult to project premium revenue with
ahigh degree of certainty. Benefit payments and administrative
expenses should be approximately $1 billionin 1997.

The Corporation is subject to litigation that could have
considerableimpact on itsfinancial condition. Also, thetotal
underfunding in large plans that are sponsored by companies
with bel ow-investment-grade bond ratings ranges from approxi-
mately $22 billion to $26 billion. Lossesfrom these plansare
not probabl e at thistime but generally accepted accounting
principles require the exposure to be disclosed in the footnotes
of the financial statements. Thisexposureis primarily inthe
sted, airline, transportation equipment, and industrial and
commercial machinery industries.

The positive net position of $869 million at yearend will
help provide the financial foundation needed to support the
Corporation’ s long-term responsibilities under the Employee
Retirement Income Security Act. A properly managed
insurance program must have the resources to provide for
unforeseen losses from terminating pension plans.

Multiemployer Program

Results of Activities and Trends: The multiemployer
program sustained aloss of $68 million in 1996 compared to
alossof $5 millionin 1995. Thisyear'sloss was primarily
due to the accrua of nonrecoverable future financial assistance
for alarge plan classified asaprobable. The accrua of the
future nonrecoverabl e financial assistance resulted in aloss of
$102 million in 1996 as compared to aloss of $108 million

in 1995. Premium income remained constant at $22 million.
Investment income decreased from $83 million in 1995 to
$12 millionin 1996. Of the fund’ s assets, 93.8 percent and
95.8 percent were invested inTreasury securitiesin 1996 and
1995, respectively.

Liquidity and Capital Resources: Asthe multiemployer
program has a positive net position and most assets are highly
liquid Treasury securities, PBGC has sufficient resources to
meet itsliquidity requirements now and in the long-term future.
Premium receipts will approximate $21 million, while benefit
payments and financial assistance will be about $8 million

for 1997.

Federal Managers’ Financial Integrity Act Statement
Management controlsin effect in 1996 provided reasonable
assurance that assets were safeguarded from material loss

and that transactions were executed in accordance with
management’ s authority and with significant provisions of
selected laws and regulations. Furthermore, PBGC
management controls provided reasonabl e assurance that
transactions were properly recorded, processed, and summarized
to permit the preparation of financial statementsin accordance
with generally accepted accounting principles and to maintain
accountability for assets among funds.

Although the controls were adequate to provide reasonable
assurance, management continued efforts to resolve three
wesknesses previously identified. Substantial improvements
were made during 1996 as one weakness was corrected and
initiatives are underway to overcome the remaining two weak-
nessesin strategic information management and the integration
of PBGC' sfinancial management systems by September 1997.



MANAGEMENT REPRESENTATION

PBGC'’ s management is responsible for the accompanying
Statements of Financia Condition as of September 30, 1996
and 1995, the related Statements of Operations and Changesin
Net Position, and the Statements of Cash Flowsfor the years
then ended. PBGC’ s management is also responsible for
establishing and maintaining systems of internal accounting and
administrative controls that provide reasonabl e assurance that
the control objectives— preparing reliable financial statements,
saf eguarding assets, and complying with laws and regulations —
are achieved.

The Inspector General engaged Price Waterhouse LLP

(Price Waterhouse) to conduct the audit of the Corporation’s
1996 and 1995 financial statements. Initsopinion on PBGC's
financial statements, Price Waterhouse reported that the
Statements of Financial Condition as of September 30, 1996
and 1995, Statements of Operations and Changesin Net
Position, and Statements of Cash Flows for thefiscal years
ended September 30, 1996 and 1995, were fairly stated in all
material respects.

In the opinion of management, the financial statements
present fairly the financial position of PBGC at September 30,
1996, and September 30, 1995, and the results of operations
and cash flowsfor the years then ended, in conformity with
generally accepted accounting principles and actuarial standards
applied on a consistent basis.

Estimates of probable terminations, nonrecoverable future
financial assistance, amounts due from employers, and the
present value of future benefits may have amaterial effect on

the financial results being reported. In addition, pending litiga-
tion could have amaterial impact on the financial condition

of the Corporation. PBGC believes, however, that itslegal
positions have merit and that its positions will be upheld by
the courts.

Asaresult of the aforementioned, these statements are
based, in part, upon informed judgments and estimates for
those transactions not yet complete or for which the ultimate
effects cannot be precisely measured, or for those that are
subject to the effects of any pending litigation.

"M e in

Martin Slate
Executive Director

bl

N. Anthony Calhoun
Deputy Executive Director
and Chief Financial Officer

Slate.

January 10, 1997



PENSION BENEFIT GUARANTY CORPORATION
STATEMENTS OF FINANCIAL CONDITION

Single-Employer
Program
September 30,
(Dollarsin millions) 1996 1995
Assets
Cash and cash equivalents $ 674 $ 437
Investments, at market (Note 3):
Fixed maturity securities 6,479 6,177
Equity securities 4,369 3,270
Readl estate 53 62
Other 20 80
Tota investments 10,991 9,589
Receivables, net:
Sponsors of terminated plans 14 76
Sponsors of restored plans (Note 4) 51 49
Premiums 63 27
Sale of securities 28 25
Notes receivable (Note 5) 86 82
Investment income 97 69
Other 5 13
Total receivables 374 341
Furniture and fixtures, net 4 4
Total assets $12,043 $10,371

The accompanying notes are an integral part of these financial statements.

Multiemployer

Program
September 30,
1996 1995
$ 24 $ 12
471 457

3 3
0 0
0 0
474 460
0 0
0 0
1 0
0 0
0 0
6 5
0 0
7 5
0 0
$505 $477

Memorandum
Total

September 30,
1996 1995
$ 698 $ 449
6,950 6,634
4,372 3,273
53 62
90 80
11,465 10,049
44 76
51 49
64 27
28 25
86 82
103 74
5 13
381 346
4 4
$12,548 $10,848




PENSION BENEFIT GUARANTY CORPORATION
STATEMENTS OF FINANCIAL CONDITION

Single-Employer
Program
September 30,
(Dollarsin millions) 1996 1995
Liabilities
Present value of future benefits, net (Note 6):
Trusteed plans $ 9,520 $ 9,016
Terminated plans pending trusteeship 223 193
Settlements and judgments 62 0
Claims for probable terminations 955 1,179
Total present value of future benefits, net 10,760 10,388
Present value of nonrecoverable future
financia assistance (Note 7)
Unearned premiums 296 197
Accounts payable and accrued expenses (Note 8) 118 101
Commitments and contingencies
(Notes 9, 10, and 17)
Total liabilities 11,174 10,686
Net position 869 (315)
Total liabilities and net position $12,043 $10,371

Multiemployer

Program
September 30,
1996 1995
$ 9 $ 10

0

0 0

0

9 10
365 268

7 7

0 0
381 285
124 192
$505 $477

Memorandum
Total

September 30,
1996 1995
$ 9,529 $ 9,026
223 193
62 0
955 1,179
10,769 10,398
365 268
303 204
118 101
11,555 10,971
993 (123)
$12,548 $10,848

The accompanying notes are an integral part of these financial statements.



PENSION BENEFIT GUARANTY CORPORATION
STATEMENTS OF OPERATIONS AND CHANGES IN NET POSITION

(Dollarsin millions)

Single-Employer
Program

For the Years Ended
September 30,

1996 1995

Underwriting:
Income:
Premium (Note 11)
Other (Note 12)

Total
Expenses:

Administrative

Other

Total

Other underwriting activity:
L osses from completed and
praobable terminations (Note 13)

L osses from financial assistance (Note 7)
Actuaria adjustments (Note 6)

Total

Underwriting income (l0ss)

Financial:
Investment income (loss) (Note 14):
Fixed
Equity
Other
Total

Expenses:
Investment
Actuarial charges (credits) (Note 6):
Due to passage of time
Dueto changeininterest rates

Total
Financial income

Net income (l0ss)

Net position, beginning of year

Net position, end of year

$1,146 $ 838

26 18
1,172 856
140 130
3 19
143 149
118 169
151 (82)
269 87
760 620
191 1,187
694 779
30 (10)
915 1,956
10 8
615 642
(134) 1,001
491 1,651
424 305
1,184 925

(315) (1,240)

$ 869 $ (315)

Multiemployer

Program
For theYears Ended
September 30,
1996 1995
$ 22 $ 22
1 0
23 22
0 0
0 0
0 0
102 108
0 0
102 108
(79) (86)
11 82
1 1
0 0
12 83
0 0
1 1
0
2
11 81
(68) ©)
192 197
$124 $192

Memorandum
Total

For the Years Ended
September 30,

1996 1995

$1,168 $ 860

27 18
1,195 878
140 130
3 19
143 149
118 169
102 108
151 (82)
371 195
681 534
202 1,269
695 780
30 (10)
927 2,039
10 8
616 643
(134) 1,002
492 1,653
435 386
1,116 920

(123) (1,043)

$ 993 $ (1293

The accompanying notes are an integral part of these financial statements.



PENSION BENEFIT GUARANTY CORPORATION
STATEMENTS OF CASH FLOWS

Single-Employer Multiemployer
Program Program
For the Years Ended For the Years Ended
September 30, September 30,

(Dollarsin millions) 1996 1995 1996 1995
Operating Activities:

Premium receipts $1,191 $ 836 $ 21 $ 23

Interest and dividends received, net 509 465 32 28

Cash received from plans upon trusteeship 47 42 0 0

Receipts from sponsors 47 189 0 0

Other receipts 17 19 0 0

Receipts of notes receivable 8 6 0 0

Benefit payments— trusteed plans (778) (737) ()] ()]

Payment of Pan Am annuities settlement 0 (25) 0 0

Financial assistance payments 5) 4

Settlements and judgments (35 0 0 0

Payments for administrative and

other expenses (158) (141) 0 0

Net cash provided by operating activities

(Note 16) 848 654 46 45
Investing Activities:

Proceeds from sales of investments 5,093 2,646 176 86

Payments for purchases of investments (5,704) (3,490) (210) (141)
Net cash used in investing activities (611) (844) (34 (55)
Net increase (decrease) in cash and

cash equivalents 237 (190) 12 (20
Cash and cash equivalents,

beginning of year 437 627 12 22
Cash and cash equivalents, end of year $ 674 $ 437 $ 24 $ 12

Memorandum
Total
For the Years Ended
September 30,
1996 1995
$1,212 $ 859
541 493
47 42
47 189
17 19
8 6
(780) (739)
0 (25)
) 4
(35 0
(158) (141)
894 699
5,269 2,732
(5,914) (3,631)
(645) (899)
249 (200)
449 649
$ 698 $ 449

The accompanying notes are an integral part of these financial statements.



NOTES TO FINANCIAL STATEMENTS
SEPTEMBER 30, 1996 AND 1995

Note 1 — Organization and Purpose

The Pension Benefit Guaranty Corporation (PBGC or
Corporation) isafederal corporation created by Title IV of the
Employee Retirement Income Security Act of 1974 (ERISA)
and subject to the provisions of the Government Corporation
Control Act. Itsactivities are defined in ERISAas amended by
the Multiemployer Pension Plan Amendments Act of 1980, the
Single-Employer Pension Plan Amendments Act of 1986, the
Pension Protection Act of 1987, and the Retirement Protection
Act of 1994. The Corporation insures pensions, within statutory
limits, of participantsin covered single-employer and multi-
employer defined benefit pension plans that meet the criteria
specified in Section 4021 of ERISA.

ERISArequires that PBGC programs be self-financing. The
Corporation finances its operations through premiums collected
from covered plans, assets assumed from terminated plans,
collection of employer liability payments due under ERISAas
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, 1996, or
September 30, 1995, nor isuse of thisauthority currently
planned. ERISAprovides that the U.S. Government is not liable
for any obligation or liability incurred by PBGC.

Under the single-employer program, PBGC isliable for
the payment of guaranteed benefits with respect only to
underfunded terminated plans. An underfunded plan may
terminate only if PBGC or abankruptcy court finds that one of
the four conditions for adistress termination, as defined in
ERISA, ismet or if PBGC involuntarily terminates a plan under
one of five specified statutory tests. The net liability assumed
by PBGC is generally equal to the present value of the future
benefits (including amounts owed under Section 4022(c) of
ERISA) less (1) the amounts that are provided by the plan’s
assets and (2) the amounts that are recoverable by PBGC from
the plan sponsor and members of the plan sponsor’s controlled
group, as defined by ERISA.

Under the multiemployer program, if aplan becomes
insolvent, it receives financial assistance from PBGC to allow
the plan to continue to pay participants their guaranteed
benefits. Such assistance is recognized as aloss to the extent
that the plan is expected to be unable to repay these amounts
from future plan contributions, employer withdrawal liability,
or investment earnings.

Note 2 — Significant Accounting Policies

Revolving and Trust Funds: PBGC accountsfor its
single-employer and multiemployer programs revolving and
trust funds on an accrual basis. Each fund is charged a pro rata
portion of the benefits paid each year. The revolving and trust

funds have been combined for presentation purposesin the
financial statements. The single-employer and multiemployer
programs are separate programs by law and, therefore, are
reported separately.

ERISAprovides for the establishment of revolving funds to
be used by PBGC in carrying out its duties. Therevolving
funds support the operational and administrative functions of
PBGC and fund any deficitsincurred by PBGC in trusteeing
plans or providing financial assistance. Premiums collected
from ongoing plans are accounted for through the revolving
funds. The Pension Protection Act of 1987 created asingle-
employer revolving fund that is credited with all premiumsin
excess of $8.50 per participant, including all penalties and inter-
est charged on these amounts, aswell asinvestment income.
Thisfund may not be used to pay PBGC'’ s administrative costs
or the benefits of any plan terminated prior to October 1, 1988,
unless no other amounts are available.

Thetrust funds reflect accounting activity associated with:
(2) trusteed plans — plans for which PBGC haslegal
responsihility, (2) plans pending trusteeship — terminated plans
for which PBGC has not become legal trustee by fiscal yearend,
and (3)probabl e terminations — plans that PBGC determines
arelikely to terminate and be trusteed by PBGC. PBGC cannot
exercise legal control over aplan’sassets until PBGC
becomes trustee, which may be several years after the date of
plan termination.

Allocation of Revolving and Trust Funds: Revolving
and trust fund assets, liabilities, income, and expenses are
allocated to each program’ srevolving and trust funds to the
extent that such amounts are not directly attributableto a
specific fund. Revolving fund incomeis allocated on the basis
of each program’ s average cash available for investment during
the year while the expenses are allocated on the basis of each
program’s present value of future benefits. Revolving fund
assets and liabilities are allocated on the basis of the yearend
equity of each program’ srevolving funds. The plan assets
acquired by PBGC and commingled at PBGC'’ s custodian bank
are credited directly to the appropriate fund while the earnings
and expenses on the commingled assets are alocated to each
program’ strust funds on the basis of each trust fund’ svalue,
relative to the total value of the commingled fund.



Valuation Method: Consistent with generally accepted
accounting principles outlined in Statements of Financial
Accounting Standards Nos. 35, 60, and 87, PBGC reportsits
assetsand liabilities at fair value. A primary objective of
PBGC'sfinancia statementsisto provide financial information
that is useful in assessing PBGC' s present and future ability to
ensure that defined benefit beneficiaries receive benefits when
due. PBGC believesthat measuring its assets and liabilities at
fair value provides the most relevant information to the reader.

Cash and Cash Equivalents: Cash includes cash on hand
and demand deposits. Cash equivalents are securitieswith a
maturity of one business day.

Investment Valuation and Income: Fair values are based
onthelast sale of alisted security, on the mean of the “bid-and-
asked” for nonlisted securities, or on avaluation model in the
case of fixed-income securities that are not actively traded.
These valuations are determined as of the end of each fiscal
year. Purchases and sales of securities are recorded on the trade
date. Investment incomeisaccrued asearned. Dividend
income is recorded on the ex-dividend date. Realized gainsand
losses on sales of investments are calculated using an average
cost basis. Any increase or decrease in the market value of a
plan’ s assets occurring after the date on which the plan istermi-
nated must, by law, be credited to or suffered by PBGC (see
Notes 3, 6, and 14).

Sponsors of Terminated Plans, Receivables: The
amounts due from sponsors of terminated plans or members of
their controlled group represent the settled claims for employer
liability (underfunding as of date of plan termination) and for
contributions due their plan less an allowance for uncollectible
amounts. Any amounts expected to be received beyond one
year are discounted for time and risk factors. Some agreements
between PBGC and plan sponsors provide for contingent
payments based on future profits of the sponsors. Any such
future amounts realized will be reported in the period in which
they accrue or are received.

Premiums: Premiums receivable represent the earned but
unpaid portion of the premiumsfor plans that have a plan year
commencing before the end of PBGC’ sfiscal year 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 aplan’syear after the Corporation’ sfiscal yearend. Premium
income represents revenue generated from self-assessments
received from defined benefit pension plans as required by
Title IV of ERISA.

Present Value of Future Benefits (PVFB): The PVFB
isthe estimated liability for future pension benefits that PBGC
isor will be obligated to pay with respect to trusteed plans and
terminated plans pending trusteeship. Thisliability is stated as
the actuarial present value of estimated future benefitsless the
present value of estimated recoveries from sponsors and mem-
bers of their controlled group and the assets of terminated plans
pending trusteeship. The estimated liabilities attributable to
probable future plan terminations are al so included in the PVFB
asaseparate lineitem (net of estimated recoveries and assets).
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 asfor death or retirement).
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 |ess the present value of expected
recoveries, for which an agreement has not been reached,
from sponsors, and members of their controlled group, of
plans that have terminated and been trusteed by PBGC prior
to fiscal yearend.

(2) Terminated Plans Pending Trusteeship — represents the
present value of future payments of benefitslessthe plans
net assets at fair value anticipated to be received and the
present value of expected recoveries, for which a settlement
agreement has not been reached, from sponsors, and members
of their controlled group, of plans that have terminated but
have not been trusteed by PBGC prior to fiscal yearend.

(3)Net Claims for Probable Terminations — includes reasonable
estimates of the losses, net of plan assets and the present
value of expected recoveries from sponsors and members of
their controlled group, for plansthat are likely to terminatein
afuture year. These estimated losses are based on conditions
that existed as of PBGC’ sfiscal yearend. Itislikely that one
or more events subsequent to PBGC' sfiscal yearend will
occur, confirming the fact of the loss.

Benefit payments to participants of pension plans trusteed by

PBGC, or that are terminated and pending trusteeship, represent

areduction to the PVFB (see Note 6).



Present VValue of Nonrecoverable Future Financial
Assistance: Inaccordance withTitle IV of ERISA, PBGC
providesfinancial assistance to multiemployer plans, in the
form of loans, to enable the plansto pay guaranteed benefitsto
participants and reasonable administrative expenses. These
loans, in exchange for interest-bearing promissory notes,
congtitute an obligation of each plan.

The present value of nonrecoverable future financia assis-
tance represents the estimated nonrecoverable paymentsto be
provided by PBGC in the future to multiemployer plans that
will not be able to meet their future benefit obligations. The
present value of nonrecoverable future financial assistanceis
based on the difference between the present value of future
guaranteed benefits and expenses and the market value of plan
assets, including the present value of future amounts expected to
be paid by employers, for those plans that are expected to require
future assistance. The amount reflects the rates at which, in the
opinion of management, these liabilities (net of expenses) could
be settled in the market for single-premium nonparticipating
group annuitiesissued by private insurers (see Note 7).

Other Expenses: These expenses represent a current period
estimate of the net amount of receivables deemed to be
uncollectible. The estimate is based on the most recent status
of the debtor (e.g., sponsor), the age of the receivables, and
other factorsthat indicate the element of uncollectibility in the
receivables outstanding.

Losses from Completed and Probable Terminations:
Amounts reported as |osses from compl eted and probable
terminations in the Statements of Operations and Changesin
Net Position represent the difference as of the date of plan
termination between the present value of future benefits
(including amounts owed under Section 4022(c) of ERISA)
assumed, or expected to be assumed, by PBGC, lessrelated plan
assets and the present value of expected recoveries from
sponsors and members of their controlled group (see Note 13).
In addition, the plans’ net income from date of plan termination
to the beginning of thefiscal year isincluded as acomponent of
losses from completed and probabl e terminations for plans with
termination dates prior to the year in which they were added to
PBGC' sinventory of terminated plans.

Actuarial Adjustments and Charges: Actuarial adjust-
ments related to changes in method and the effect of experience
are classified as underwriting activity. Actuaria charges related
to changesin interest rates and passage of time are classified as
financial activity. These adjustments and charges represent

the changein the PVFB that results from applying actuarial
assumptionsin the calculation of future benefit liabilities
(see Note 6).

Depreciation: Depreciation of PBGC’sfurniture and
equipment is calculated on astraight-line basis over the
estimated useful lives of the assets. The useful lives range
from 5to 10 years. Routine maintenance and leasehold
improvements (the amounts of which are not material) are
charged to operations asincurred.

Note 3 — Investments
Premium receipts are invested in securitiesissued by the
U.S. Government.

The trust funds include assets PBGC acquires or expects to
acquire with respect to terminated plans and investment income
thereon. These assets generally are held by custodian banks.

The basis and market value of the investments by type are
detailed below. The basisindicated is cost of the asset if
acquired after the date of plan termination or the market value at
date of plan termination if the asset was acquired as aresult of a
plan’stermination. Realized and unrealized gains and losses, in
addition to interest and dividends earned on these investments,
are disclosed in Note 14.

INVESTMENTS OF SINGLE-EMPLOYER REVOLVING FUNDS AND
SINGLE-EMPLOYER TRUSTEED PLANS
(Dollarsin millions)

September 30, September 30,
1996 1995

Market Market

Basis Value Basis Vaue

Fixed maturity securities:

U.S. Government securities  $6,440 $ 6,462 $5,555 $6,143
Commercia paper 1 1 0 0
Corporate bonds 15 16 28 34
Subtotal 6,456 6,479 5583 6,177
Equity securities 3,096 4,369 2,395 3,270
Real estate 57 53 64 62
Other:
Insurance contracts 37 36 70 41
Mortgages 1 1 1 1
Foreign securities 58 53 31 38
Total $9,705 $10,991 $8,144 $9,589




INVESTMENTS OF MULTIEMPLOYER REVOLVING FUNDS AND
MULTIEMPLOYER TRUSTEED PLANS
(Dollarsin millions)

September 30, September 30,
1996 1995

Market Market

Basis Value Basis Value

Fixed maturity securities:
U.S. Government securities $469 $471 $412  $457

Corporate bonds 0 0 0 0
Subtotal 469 471 412 457
Equity securities 2 3 2 3
Total $471  $474 $414  $460

Note 4 — Receivables,Net: Sponsors of Restored
Plans

In fiscal year 1995 the LTV Corporation re-purchased its own
zero coupon bonds from PBGC. In exchange for the

$724 million face value ($75 million book value) bonds,
PBGC received $39 million in cash and a $48 million, 8%%
interest-bearing note that matures on December 31, 2020. The
current receivable from LTVincludes $2 million of interest
owed that was added to the principal balance and accrued
interest of approximately $1 million.

Note 5 — Receivables,Net: Notes Receivable

During fiscal year 1993, PBGC received a series of 14 secured
notes from Continental Airlines as part of the settlement for
underfunding in certain terminated plans. These 3- to 15-year
12% secured notes total $202 million in principal (face value)
and mature between 1996 and 2007. The net present val ues of
the notes as of September 30, 1996 and 1995, were $86 million
and $82 million, respectively.

Note 6 — Present Value of Future Benefits
The following table summarizes the actuarial adjustments,
charges, and creditsthat explain how the Corporation’ssingle-
employer program liability for the present value of future benefits
changed for the years ended September 30, 1996 and 1995.
PBGC used a 25-year select interest rate of 6.6% followed
by an ultimate rate of 4.75% for 1996 and a 20-year select
interest rate of 6.5% followed by an ultimate rate of 5% for
1995. These rates were determined to be those needed to
continue to match the survey of annuity prices provided by the
American Council of Life Insurance. PBGC’ sregulations state
that both the interest rate and the length of the select period may
vary to produce the best fit with these prices. The pricesreflect

rates at which, in the opinion of management, the liabilities (net
of expenses) could be settled in the market at September 30, for
single-premium nonparticipating group annuitiesissued by
private insurers. These rates are impacted by many factors
including Federal Reserve policy.

In both years, PBGC used the 83GAM mortality table with
margins, projected to 1993 by Scale H. PBGC has found that
thistableis generally consistent with its experience.

For 1996 the administrative expense assumption (for
expenses associated with terminating plans) consisted of (1) an
initial case processing cost of $26,000 per plan plus $650 per
participant, both of which are phased out over four years
following the date of trusteeship; and (2) aflat 3.25 percent of
total benefit liability. For 1995 this assumption consisted of
(1) aninitial case processing cost of $10,800 per plan plus $270
per participant, both of which were phased out over four years
following the date of trusteeship; and (2) aflat 1.35 percent of
total benefit liability. The expense formula used to calculate the
PVFB was modified for 1996 to more accurately reflect PBGC's
claims-related expenses.

PBGC reached a settlement in a class-action suit during
1996 under which PBGC will pay an estimated $96 millionin
benefits and expenses. To date PBGC has paid $34 million,
leaving an estimated balance of $62 million to be disbursed over
the next three years.

The present values of future benefits for trusteed multi-
employer plansfor 1996 and 1995 reflect changes due to benefit
payments, change in interest assumption, passage of time, and
effect of experience.

Theresulting liability represents PBGC' s best estimate of the
measure of anticipated experience under these programs.



RECONCILIATION OF THE PRESENT VALUE OF FUTURE BENEFITS FOR THE YEARS ENDED SEPTEMBER 30, 1996 AND 1995

(Dollarsin millions)

Present value of future benefits, at beginning of year — Single-Employer, net

Estimated recoveries

Assets of terminated plans pending trusteeship, net

Present value of future benefits at beginning of year, gross
Net claimsfor probable terminations, prior year
Actuarial adjustments — underwriting:

Changes in method and assumptions

Effect of experience

Total actuarial adjustments — underwriting
Actuarial charges (credits) —financial:

Passage of time

Change ininterest rates
Total actuarial charges—financia

Total actuarial charges
Terminations:
Current year
Changesin prior year

Total terminations
Benefit payments*
Estimated recoveries

Assets of terminated plans pending trusteeship, net
Settlements and judgments
Net claims for probable terminations:

Future benefits**

Estimated plan assets and recoveries from sponsors
Total net claims, current year

Present value of future benefits, at end of year — Single-Employer, net
Present value of future benefits, at end of year — Multiemployer

Total present value of future benefits, at end of year, net

September 30,
1996 1995

$10,388 $ 9,215

58 74

212 108

10,658 9,397

(1,179) (1,166)
$ (44) $ &9
195 (28)
151 (82)
615 642
(139 1,001
481 1,643

632 1,561
675 463
(98) (15)

577 448

(790) (761)

(36) (58)

(119) (212)

62 0
2,680 2,800
(1,725) (1,621)

955 1,179

10,760 10,388

9 10

$10,769 $10,398

* The benefit payments of $790 million and $761 million include $12 million in 1996 and $24 million in 1995 for benefits paid from plan assets by plans prior

to trusteeship.

** The future benefits for probable terminations of $2,680 million and $2,800 million for fiscal years 1996 and 1995, respectively, include $118 million and $111 million,

respectively, in net claims (future benefits | ess estimated plan assets and recoveries) for probabl e terminations not specifically identified.

ASSETS OF SINGLE-EMPLOYER TERMINATED PLANS PENDING TRUSTEESHIP, NET

(Dollarsin millions)

September 30,
1996

Market

Basis Value

U.S. Government securities $ 29 $ 28
Corporate bonds 26 27
Equity securities 27 29
Insurance contracts 25 16
Other 0 0
Cash and cash equivalents 19 19
Total, net $126 $119

September 30,
1995

Market
Basis Vaue
$ 56 $ 59
40 43
55 70
14 10
14 15
15 15
$194 $212




Net Claims for Probable Terminations: Factorsthat
are presently not fully determinable may be responsible for
these claim estimates differing from actual experience.

RECONCILIATION OF NET CLAIMS FOR PROBABLE TERMINATIONS

(Dollarsin millions)

Included in net claims for probable terminationsis aprovision

for future benefit liabilities for plans not specifically identified.

The values recorded in the following reconciliation table
have been adjusted to the expected dates of termination.

September 30,

1996 1995
Net claimsfor probable terminations, at beginning of year $1,179 $1,166
New claims $144 $121
Actual terminations (113) (116)
Eliminated probables (73) (11
Changein benefit liabilities (30) 90
Change in plan assets (102) (140)
Change in expected recoveries (50) 69
Loss on probables (224)* 13*
Net claims for probable terminations, at end of year $ 955 $1,179

* See Note 13

Note 7 — Multiemployer Financial Assistance

Financial assistanceis granted to multiemployer defined benefit
pension plansin theform of loans. An alowanceis set up to the
extent that repayment of these loansis not expected.

NOTES RECEIVABLE
MULTIEMPLOYER FINANCIAL ASSISTANCE
(Doallarsin millions)

September 30,

1996 1995

Gross balance at beginning of year $26 $22
Financial assistance payments—

current year 5 4

Subtotal 31 26

Allowance for uncollectible amounts (_31) (26)

Net balance at end of year $0 $0

Thelosses from financial assistance reflected in the
Statements of Operations and Changesin Net Position include
annual changesin the estimated present value of nonrecoverable
future financial assistance and assistance granted that was not
previously accrued.

PRESENT VALUE OF NONRECOVERABLE FUTURE FINANCIAL
ASSISTANCE AND LOSSES FROM FINANCIAL ASSISTANCE
(Doallarsin millions)

September 30,
1996 1995
Balance at beginning of year $268 $164
Changesin alowance:

Losses from financial assistance 102 108
Financial assistance granted

(previously accrued) 5) 4

Baance at end of year $365 $268

Note 8 — Accounts Payable and Accrued Expenses
The following table itemizes accounts payabl e and accrued
expenses reported in the Statements of Financial Condition:

ACCOUNTS PAYABLE AND ACCRUED EXPENSES
(Dollarsin millions)

September 30,
1996 1995
Due for purchase of securities $ 91 $ 37
Annual |leave 3 3
Other payables and accrued expenses 24 61
Accounts payable and accrued expenses $118 $101




Note 9 — Contingencies

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

PBGC estimates that total unfunded vested benefits on
termination of single-employer plans that represent reasonably
possible exposure as of September 30, 1996, range from
$22 billion to $26 billion. Thisexposureis primarily in the
stedl, airline, transportation equipment, and industrial and
commercial machinery industries. The estimate has been
calculated asin previous years by using data obtained from
filings with the government and corporate annual reports for
fiscal yearsending in calendar 1995. The value reported for
liabilitiesin the $22 billion estimate has been adjusted to the
December 31, 1995, PBGC select interest rate of 5.3%. When
available, data has been adjusted to a consistent set of mortality
assumptions. Plans not insured by PBGC have been eliminated
from the data. Sincethese figures are generally based on the
reporting requirementsin the Financial Accounting Standards
Board’ s Statement of Financia Accounting Standard No. 87
(“Employers Accounting for Pensions”), no provision has been
made for the possible failure of the plan sponsor to make subse-
guent contributions or for plan liabilities that would be incurred
after that date. Thetotal underfunding in single-employer plans
isestimated at $64 billion as of December 31, 1995.

PBGC hasincluded amountsin the liability for the present
value of nonrecoverable future financial assistance (see Note 7)
for multiemployer plansthat PBGC estimates may require
futurefinancial assistance. In addition, PBGC currently
estimatesthat it is reasonably possible that other multiemployer
plans may require future financial assistance in the amount
of $243 million.

The futurefinancial assistance liability for each multiem-
ployer plan identified as probable or reasonably possible was
calculated as the present value of guaranteed future benefit and
expense payments as of the later of September 30, 1996, or the
projected (or actual, if known) date of plan insolvency,
discounted back to September 30, 1996, using interest only.
The Corporation’ sidentification of plansthat are likely to
require such assistance and estimation of related amounts
require consideration of many complex factors. These factors
are affected by future events, including actions by plans and their
sponsors, most of which are beyond the Corporation’ s control.

A select and ultimate interest rate assumption of 6.6% for the
first 25 years and 4.75% thereafter was used. The 83GAM
mortality table with margins, projected to 1993 using Scale H,
also was used.

Note 10 — Commitments

PBGC leases its office facility under acommitment that began
on December 11, 1993, and expires December 10, 2008. The
lease provides for periodic rate increases based on increasesin
operating costs and real estate taxes over abase amount. In
addition, PBGC isleasing space for field benefit administrators.
These leases began in 1996 and expire in 2005. The minimum
future lease payments for office facilities having noncancel lable
termsin excess of one year as of September 30, 1996, are
asfollows:

COMMITMENTS: FUTURE LEASE PAYMENTS
(Doallarsin millions)

Years Ending Operating
September 30, Leases
1997 $ 113
1998 11.6
1999 115
2000 11.8
2001 121
Thereafter 924
Minimum |ease payments $150.7

L ease expenditures were $10.7 million in 1996 and
$9.6 million in 1995.

Note 11 — Premiums

For both the single-employer and multiemployer programs,
ERISAprovides 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 of the unpaid amount for late payment or
underpayment (see Note 12). Annual premiumsfor the
single-employer program are $19 per participant for afully
funded plan. Underfunded single-employer plans pay an
additional variable-rate charge, previously capped at $53 per
participant, based on funding levels. The Retirement Protection
Act, signed into law on December 8, 1994, phases out the cap
on the variable-rate charge for most plans over three plan years,
effective for plan years commencing on or after July 1, 1994.
The multiemployer premium is $2.60 per participant.



Note 12 — Underwriting: Other Income

UNDERWRITING: OTHER INCOME
(Dollarsin millions)

For the Years Ended September 30,

1996 1995

Interest income-premiums $1 $2
Penalty income-premiums 15 3
Interest income-employer liability 4 5
Interest income-due and unpaid contributions 2 3
Other 5 5
Total $27 $18

Note 13 — Losses from Completed and

Probable Terminations

Amounts reported as |osses are the present value of future
benefits (including amounts owed under Section 4022(c)) less
related plan assets and the present value of expected recoveries
from sponsors. Thefollowing table details the components that
make up the |osses:

LOSSES FROM COMPLETED AND PROBABLE TERMINATIONS — SINGLE-EMPLOYER PROGRAM
(Dollarsin millions)

For the Years Ended September 30,
1996 1995
Changesin Changesin
New Prior Year New Prior Year
Terminations Terminations Total Terminations  Terminations Total
Present value of future benefits $675 $ (98) $577 $463 $(15) $448
Less plan assets 340 13 353 275 36 311
Plan asset insufficiency 335 (111) 224 188 (51) 137
L ess estimated recoveries 3 (25) (22) 7 (26) (29)
Subtotal $332 $ (86) 246 $181 $(25) 156
Settlements and judgments 96 0
Probables _(224) 13
Total $118 $169

* See Note 6



Note 14 - Financial Income

FINANCIAL INCOME
(Dallarsin millions)

For the Years Ended September 30,

1996 1995
Terminated Revolving Terminated Revolving
Plans Pending Fundsand Plans Pending Funds and
Trusteeship Trusteed Plans Total Trusteeship Trusteed Plans Total
Fixed-income securities:
Interest earned $3 $513 $516 $7 $ 460 $ 467
Realized gain (loss) 0 306 306 0 (13) (13)
Unrealized gain (loss) 0 (620) (620) 7 808 815
Total fixed-income securities 3 199 202 14 1,255 1,269
Equity securities:
Dividends earned 0 57 57 1 52 53
Realized gain 0 261 261 2 134 136
Unrealized gain 0 377 377 14 577 591
Total equity securities 0 695 695 17 763 780
Other income (l0ss) 5) 35 30 3 @) (10)
Total financial income (10ss) $(2) $929 $927 $28 $2,011 $2,039

Note 15 — Employee 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 |ess 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.

The Corporation’s contribution to the CSRS plan equalsthe
7 percent of base pay contributed by employees covered by
that system. For those employees covered by FERS, the
Corporation’ s contribution was 12.2 percent of base pay for
both 1996 and 1995. 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 $6 million in 1996 and $5 million
in 1995.

These financial 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 federa 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.



Note 16 — Cash Flows

The following is areconciliation between the net income (loss)
as reported in the Statements of Operations and Changesin Net

Position and net cash provided by operating activities as

reported in the Statements of Cash Flows.

RECONCILIATION OF NET INCOME (LOSS) TO NET CASH PROVIDED BY OPERATING ACTIVITIES

(Dollarsin millions)

Single-Employer
Program
September 30,
1996 1995
Net income (loss) $1,184 $ 925
Adjustments to reconcile net income (l0ss)
to net cash provided by operating activities:
Net (appreciation) declineinfair value
of investments (379) (1,395)
Net (income) loss of terminated plans
pending trusteeship 3 (30)
L oss on completed and probable terminations 118 169
Actuarial charges 632 1,561
Benefit payments-trusteed plans (778) (737)
Cash received from plans upon trusteeship 47 42
Changesin assets and ligbilities, net of effects
of trusteed and pending plans:
(Increase) decrease in receivables (41 142
Increase in present value of nonrecoverable
future financial assistance
Increase (decrease) in unearned premiums 99 (32
Increase (decrease) in accounts payable (37) 9
Net cash provided by operating activities $ 848 $ 654

Note 17 — Litigation

Multiemployer

Program

September 30,
1996 1995
$(68) $ (5
21 (53)
0 0
0 0
1 2
(@) )
0 0
(©) @
97 104
0 0
0 0
$46 $ 45

Memorandum
Total
September 30,
1996 1995
$1,116 $ 920
(358) (1,448)
3 (30)
118 169
633 1,563
(780) (739)
a7 42
(44) 141
97 104
99 (32
37 9
$ 8% $ 699

PBGC records asaliability onitsfinancia statementsan

estimated cost for unresolved litigation to the extent that losses
in such cases are probable and estimablein amount. PBGC
estimates that the resolution of other litigation matterswill not
have a material adverse effect on PBGC’ sfinancial position.



Actuarial Valuation

PBGC calculated and validated the present value of future plans are generally the same as those used in 1995. The 1996
PBGC-payabl e benefits (PVFB) for both the single-employer valuation included the newly implemented Missing Participants
and multiemployer programs and of nonrecoverable future Program and improvementsin the method for determining the
financial assistance under the multiemployer program. Methods portion of PBGC'’ srecoveriesthat is shared with plan participants.

and procedures for both single-employer and multiempl oyer

PRESENT VALUE OF FUTURE BENEFITS AND NONRECOVERABLE FUTURE FINANCIAL ASSISTANCE — 1996
(Dollarsin millions)

Number Number of
of Plans Participants Liability
(000)
I. Single-Employer Program
A. Terminated plans

1. Seriatim at fiscal yearend (FYE) 1,469 133 $ 3,378
2. Seriatim at DOPT, adjusted to FY E 117 32 1,055

3. Hybrid plans 4
a Benefits valued seriatim 5 329
b. Benefits valued nonseriatim 15 529
4. Nonseriatiml 748 201 4,665
5. Rettig settlement2 (nonseriatim) - 1 2
6. Missing Participants Program3 - 1 2
Subtotal 2,338 388 9,960
B. Probable terminations (nonseriatim)4 27 105 2,680
Total 5 2,365 493 $12,640

I1. Multiemployer Program

A. Pre-MPPA Aterminations (seriatim) 10 1 $ 9
B. Post-MPPAAliability (net of plan assets) 41 52 365
Total 51 53 $ 374

Notes:
1) Theliahility for terminated plans has been increased by $31 million for terminated plans not yet reported and by $62 million for the Collins settlement.

2) The Rettig settlement refersto the extra benefit liability that PBGC incurred due to a settlement of a class action lawsuit that increased benefits for some participants
and provided new benefitsto others.

3) The Missing Participants Program refersto aliability that PBGC has assumed for unlocatable participants in standard plan terminations.

4) Thenet claimsfor probable plansreported in the financial statementsinclude $118 million for not-yet-identified probable terminations. The assets for the probable
plans, including the expected value of recoveries on employer liability and due-and-unpaid employer contributions claims, are $1,725 million. Thus, the net claims
for probables as reported in the financial statements are $2,680 million less $1,725 million, or $955 million.

5) ThePVFB inthefinancial statements ($10,760 million) is net of estimated plan assets and recoveries on probables ($1,725 million), estimated recoveries on
terminated plans ($36 million), and estimated assets for plans pending trusteeship ($119 million), or, $12,640 million less $1,725 million less $36 million less
$119 million = $10,760 million.



Single-Employer Program

PBGC cal culated the single-employer program’ sliability for
benefitsin the terminated plans and probable terminations, as
defined in Note 2 to the financial statements, using a combination
of three methods: seriatim, nonseriatim, and hybrid. For 1,469
plans, representing about 63 percent of the total number of
single-employer terminated plans (34 percent of the total
participantsin single-employer terminated plans), PBGC had
sufficiently accurate datato calculate the liability separately for
each participant’s benefit — the seriatim method. Thisisan
increase of 47 plans over the 1,422 plans valued seriatim last
year. For 117 plans whose data were not yet fully automated,
PBGC calculated the benefits and liability seriatim as of the date
of plan termination (DOPT) and brought the total amounts
forward to the end of fiscal year 1996.

For 748 other plans, PBGC did not have sufficiently
accurate or complete datato value individual benefits. Instead,
the Corporation used a“nonseriatim” method that brings the
liabilities from the plan’s most recent actuarial valuation
forward to the end of fiscal year 1996 using certain assumptions
and adjustment factors.

For four specific plans, PBGC had sufficient data to calculate
theliability for certain retirees using the seriatim method and
theliability for the remaining participants using the nonseriatim
method — a hybrid of the two methods that enhanced the overall
accuracy of the valuation. The plan valuationsfor four other
plansvalued as hybridsin fiscal year 1995 were compl eted
thisyear. These planswere therefore included in either the
seriatim or the seriatim-at-DOPT category for the fiscal year
1996 valuation.

For the actuarial valuation, PBGC used a select and ultimate
interest rate assumption of 6.6% for thefirst 25 years after the
valuation date and 4.75% thereafter. The mortality assumptions
used for the valuation are the same as for the 1995 valuation:

(2) for healthy lives —the 1983 Group Annuity Table (83GAM)
with margins projected to 1993 using Scale H, with a 6-year age
setback for females; (2) for disabled lives not receiving Social
Security benefits—the healthy lives tables set forward 3 years;
and (3) for disabled lives receiving Socia Security benefits—
the Social Security disability table as described in subpart B of
the PBGC regulation on Allocation of Assetsin Single-Employer
Plans for persons up to age 65, adjusted to parallel healthy
mortality for ages above 65. PBGC assumed an explicit loading
for expenses, in all terminated plans and single-employer
probable terminations, equal to:

(@) $26,000 per plan, plus

(b) $650 per participant, plus

(c) 3.25% of benefit liability.

The expense elements (a) and (b) are phased out over thefirst four
yearsfrom the plan’ s date of PBGC trusteeship. Thisexpense

formularepresented a change from the prior year to reflect more
accurately PBGC' s actual level of claims-related expenses.

For non-pay-status participants, PBGC used expected
retirement ages, as explained in subpart B of the Allocation of
Assetsin Single-Employer Plans regulation. PBGC assumed
that participants who had attained their expected retirement age
werein pay status. In seriatim plans, for participants who were
older than their plan’s normal retirement age, were not in pay
status, and were unlocatable at September 30, 1996, PBGC
reduced the value of their future benefitsto zero over the three
years succeeding normal retirement age to reflect the lower
likelihood of payment.

Multiemployer Program

PBGC calculated the liability for the 10 pre-MPPA Aterminations
using the same assumptions and methods applied to the
single-employer program.

PBGC based its valuation of the post-MPPAAliability for
nonrecoverable future financial assistance on the most recent
available actuarial reports, Form 5500 Schedule B’s, and
information provided by representatives of the affected plans.
The Corporation expected 41 plans to need financial assistance
because severeindustria declines have |eft them with inadequate
contribution bases and they have either run out of assets or are
expected to run out of assetsin the foreseeable future.

Statement of Actuarial Opinion

This valuation has been prepared in accordance with generally
accepted actuarial principles and practices and, to the best of my
knowledge, fairly reflectsthe actuarial present value of the
Corporation’sliabilities for the single-employer and multiem-
ployer plan insurance programs as of September 30, 1996.

In preparing this valuation, | have relied upon information
provided to me regarding plan provisions, plan participants,
plan assets, and other matters, some of which are detailedin a
complete Actuarial Report available from PBGC.

In my opinion, (1) the techniques and methodol ogy used for
valuing these liabilities are generally acceptable within the
actuarial profession; (2) the assumptions used are appropriate
for the purposes of this statement and are individually my best
estimate of expected future experience discounted using current
settlement rates from insurance companies; and (3) the resulting
total liahility represents my best estimate of anticipated
experience under these programs.

M. Heeo

V Joan M. Weiss, FSA, EA

Chief Valuation Actuary, PBGC
Member, American Academy of Actuaries

A complete actuarial valuation report, including additional actuarial
datatables, isavailable from PBGC upon request.
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LS. GOVERNMENT AGENCY

Office of Inspector General

To the Board of Directors
Pension Benefit Guaranty Corporation

Under the direction of the Office of Inspector General, Price Waterhouse L L P(Price Waterhouse) conducted an audit
and expressed an unqualified opinion on the Fiscal Years 1996 and 1995 financia statements of the Pension Benefit
Guaranty Corporation (PBGC).

The Chief Financial Officers (CFO) Act of 1990 (P.L. 101-576) requires PBGC’ s Office of Inspector General or an
independent external auditor, as determined by the Inspector General, to audit the Agency’ sfinancial statementsin
accordance with Government Auditing Standardsissued by the Comptroller General of the United States.

Our responsibility under the CFO Act wasfulfilled by evaluating the quality of the audit work performed in
accordance with Government Auditing Sandards Specifically, we:

* reviewed Price Waterhouse' s approach and planning of the audit;

« evaluated the qualifications and independence of its auditors;

» monitored the progress of the audit at key points;

« examined its working papers and reports to eval uate compliance with Government Auditing Sandards and
« performed other procedures we deemed necessary.

Based on our quality review, we determined that Price Waterhouse planned, executed, and reported the results of its
audit of PBGC’ s Fiscal Years 1996 and 1995 financial statements in accordance with Government Auditing
Sandards. Therefore, in our opinion, Price Waterhouse' s audit work provided areasonable and reliable basison
which to render its January 10, 1997 opinion, and we concur with itsreport.

On the same date, Price Waterhouse also issued two reports— an ungualified opinion on PBGC management’s
assertion about the effectiveness of itsinterna control structure and areport on PBGC’ s compliance with laws and

regulations. A complete set of PriceWaterhouse' s reports (97-4/23110-2) are available upon request from the
PBGC' s Office of Inspector General.

Wayne Robert Poll
Inspector General

February 18, 1997




Report of Independent Accountants

To the Inspector General
Pension Benefit Guaranty Corporation

We have audited the accompanying statements of financial condition as of September 30, 1996 and 1995, of the
Single-Employer and Multiemployer Funds administered by the Pension Benefit Guaranty Corporation (PBGC
or the Corporation) and the related statements of operations and changes in net position and statements of cash
flowsfor the yearsthen ended. Thesefinancia statements are the responsibility of PBGC's management. Our
responsibility isto express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with generally accepted auditing standards and Gover nment Auditing
Sandards, issued by the Comptroller General of the United States. Those standards require that we plan and
perform the audit to obtain reasonabl e assurance about whether the financial statements are free of materia
misstatement. An audit includes examining, on atest basis, evidence supporting the amounts and disclosuresin
thefinancial statements. An audit also includes assessing the accounting principles used and significant estimates
made by management, aswell as evaluating the overall financial statement presentation. We believe that our audit
provides areasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, thefinancial
position of the Single-Employer and Multiemployer Funds administered by PBGC at September 30, 1996 and 1995,
and the results of their operations and cash flows for the years then ended in conformity with generally accepted
accounting principles.

By law, PBGC's Single-Employer Fund (the Fund) must be self-sustaining and as such, its premiums must be
sufficient to cover both its short and long-term obligations. The Fund is able to meet its short-term benefit
obligations, and internal analysesindicate that the combined effect of future premium revenue and reduced
underfunding of single-employer plans may alow the Fund to meet its future obligations aswell. Whilethe Fund’s
Statement of Financial Condition reports a net position (assetsin excess of liabilities) of $869 million at

September 30, 1996, losses that are “reasonably possible” as aresult of unfunded vested benefits are estimated to
bein therange of $22 to $26 billion, as discussed in Note 9. To the extent contingent losses currently classified as
“reasonably possible” become morelikely, such as from deteriorating economic conditions or from insolvency of a
large plan sponsor, the Fund’ s net position could be depleted.

The overview of PBGC, the Actuarial Valuation, and other supplemental information contain awide range of data,
some of which are not directly related to the principal financial statements. We do not express an overall opinion on
thisinformation. However, we compared thisinformation for consistency with the principal financial statements
and discussed the methods of measurement and presentation with PBGC officials. Based on thislimited work, we
found no material inconsistencies with the principal financial statements.

In addition, in accordance with Gover nment Auditing Standards, we have issued reports dated January 10, 1997 on

PBGC management’ s assertion about the effectiveness of itsinternal control structure and on its compliance with
laws and regulations.

P Wakihowe Lip

January 10, 1997
Washington, D.C. 97-3/23110-1
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Financial Summary

(Dollarsin millions)

Year Ended September 30,

Single-Employer Fund 1996 1995 1994 1993 1992 1991 1990 1989 1988 1987
Summary of Operations:
Premium income $ 1,146 838 955 890 875 741 659 603 465 268
Other income $ 26 18 42 38 118 45 5 - - -
Investment income (losses) $ 915 1,956 (380) 1,538 614 860 (109) 387 5 261
Actuarial charges (credits) $ 632 1,561 (926) 1,680 848 905 181 362 359 87
L osses from compl eted

and probable terminations $ 118 169 (249) 743 896 1,049 938 163 58 (1,872
Loss on contingent value rights $ 0 0 0 96
Administrative and investment expenses $ 150 138 135 107 97 71 63 45 48 36
Other expenses $ 3 19 0 0 0 212 162 0 0 0
Net income (loss) $ 1,184 925 1,657 (160)  (234)  (591)  (789) 420 5 2278
Summary of Financial Position:
Cash and investments $11,665 10,026 7857 7,866 5897 4562 2,408 2,356 1,817 1,728
Total assets $12,043 10,371 8,281 8,267 6,381 5,422 2,797 3,059 2,422 2,163
Present value of future benefits $10,760 10,388 9,215 10,693 8790 7594 4476 3984 3806 3,629
Net position $ 869 (315) (1,240) (2,897) (2,737) (2503) (1913) (1,124) (1543) (1,549)
Insurance Activity:
Benefits paid $ 790 761 719 720 634 514 369 353 357 300
Participants receiving

monthly benefits at end of year 198,600 181,000 172,800 156,800 150,200 140,100 110,380 106,770 110,300 109,700
Plans trusteed and pending

trusteeship by PBGC 2,338 2,084 1,961 1,848 1,760 1,644 1,558 1,501 1455 1,376
(Dallarsin millions)

Year Ended September 30,

Multiemployer Fund 1996 1995 1994 1993 1992 1991 1990 1989 1988 1987
Summary of Operations:
Premium income $ 22 22 23 23 23 23 21 20 17 17
Other income (losses) $ 1 0 0 @) 1 1 1 - - -
Investment income (losses) $ 12 83 (46) 107 27 38 13 16 7 3
Actuarial charges (credits) $ 1 2 (@) 2 @ 3 1 1 3 2
L osses (gains) from financial assistance $102 108 57 20 46 21 23 1 (6) 9
Administrative and investment expenses $ 0 0 0 0 0 0 2 3 3 3
Net income (loss) $(68) (5) (79) 107 6 38 9 31 24 24
Summary of Financial Position:
Cash and investments $498 472 374 405 279 236 183 154 122 106
Total assets $505 477 378 407 283 238 190 161 129 114
Present value of future benefits $ 9 10 10 13 13 16 15 17 19 19
Nonrecoverable future financial

assistance, present value $365 268 164 110 94 52 33 11 11 19
Net position $124 192 197 276 169 163 132 123 92 68
Insurance Activity:
Benefits paid $ 2 2 2 2 2 2 2 3 3 3
Participants receiving monthly benefits

from PBGC at end of year 1,100 1,300 1,400 1,590 1,760 1,990 2,170 2,310 2,500 2,800
Plans receiving financial

assistance from PBGC 12 9 8 6 6 5 3 3 3 6
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