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The Pension Benefit Guaranty Corporation protects the pensions of nearly 44 million workers and
retirees in more than 29,000 private defined benefit pension plans. These pension plans provide a
specified monthly benefit at retirement, usually based on salary or a stated dollar amount and years
of service. PBGC guarantees these benefits subject to the limits set by the Employee Retirement
Income Security Act (ERISA), which established PBGC as a wholly owned United States
Government corporation in 1974. The Corporation is administered by a Director who is appointed
by the President and subject to Senate confirmation. The Director reports to a Board consisting of
the Secretaries of Labor (Chair), Commerce, and Treasury.

PBGC receives no funds from general tax revenues. Operations are financed by insurance premiums
set by 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 plans.

PBGC'’s mission, as mandated under Title IV of ERISA, is to:

> encourage the continuation and maintenance of voluntary private pension plans for the benefit
of their participants,

> provide timely and uninterrupted payments of benefits to participants in terminated pension
plans, and

> maintain premiums at the lowest levels consistent with statutory responsibilities.



Chair’s Message

Since taking office, the George W. Bush Administration has

made the reform of the defined benefit pension system and the

improvement of retirement security for America’s workers and

retirees top priorities. This Administration has responded to the

problems facing the nation's defined benefit system with the

most sweeping reform of retirement plan rules in over three

decades. Tam pleased with the progress that PBGC and other agencies charged with

administering the federal pension laws have made in implementing these landmark reforms.

In the last eight years, PBGC’s Board has been deeply committed to improving governance and
the Corporation's long-term outlook. The Board has met more often and been engaged to a
greater extent than any other time in the past 25 years. The Board adopted new bylaws in
2008 and worked with its executive management to implement a more diversified investment
policy, which is designed to give the Corporation a better ability to meet its obligations over
the long term. The Administration is acutely aware of PBGC’s role as backstop to the nation's
defined benefit pension plans and the retirement security of 44 million American workers and
retirees. The Board has acted conscientiously and tirelessly on behalf of workers and retirees
to protect the defined benefit pension system and to strengthen the capabilities of PBGC to
meet its challenges, now and in the future.

As Chair of PBGC’s Board of Directors, I look proudly on what PBGC has accomplished
throughout this Administration.

L chas

Elaine L. Chao
Secretary of Labor
Chair of the Board
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2008 Highlights

e PBGC’s financial CODdiEiOD improved by $29 bﬂh’on, FINANCIAL STATEMENT HIGHLIGHTS

due largely to successful negotiations in bankruptcy (Dollars in millons) 2008 2007

proceedings, a favorable change in interest factors used e e ey mpapaeses ey e posenpen

to value PBGCs liabilities, and the continued absence of  Summary of Operations

large plan terminations. Premium Income $ 1492 $ 1557
Losses (Credits) from Plan Terminations $ (826) $ 399
e Premium income decreased $65 million, from $1.557 billion ~ Investment Income (Loss) $  (4,043) $ 4760
to $1.492 billion, primarily because improvements in e e § (4.814) B

plan funding reduced the Corporation’s variable-rate SULaNCELEL V]
remium income Benefits Paid $ 4292 $ 4266
P ' Retirees 640,240 631330

. AT . Total Participants Receiving or

e PBGC paid nearly $4.3 billion in benefits to more than Owed Bencfits 274,000 1305000
640,000 people and issued more than 137,000 final New Underfunded Terminations 67 110
benefit determinations. Terminated/Trusteed Plans (Cumulative) 3,860 3,793

Financial Position
* PBGC continued to provide high-quality service to its SINGLE-EMPLOYER AND MUILTIEMPLOYER PROGRAMS COMBINED

customers. In 2008, PBGC'’s customer satisfaction scores Total Assets $ 62975 $ 68438
increased across the board among premium filers, Total Liabilities $ 74126 $ 82504
articipants, and retirees NetIncome 5290 o
participants, : N Esaftion $ (LS S (14066)
¢ PBGC’s Board approved a new diversified investment SINGLE-EMPLOYER PROGRAM
i h . K sionifi J Total Assets $ 61,648 $ 67241
policy. The Corporation took significant steps towar: Total Liabilities $ 7232 § 80352
prudent and careful implementation of the new policy Net Income $ 2433 $ 5031
but had not yet changed its asset allocation to conform Bt Bl $ (10678) $ (1B
to the new policy by fiscal year’s end. MULTIEMPLOYER PROGRAM
Total Assets $ 1327 $ 1,197
¢ The Corporation reported a year-end deficit of Total Liabilities $ 1800 $ 215
$11.2 billion. PBGC’s mean projection indicated a Net Income (Loss) 34, oo
Net Position $ 473) $ (955)

combined $26.3 billion deficit in ten years, with a
26 percent chance of reaching full funding in

that period.

¢ PBGC received its 16th consecutive unqualified audit
opinion on its financial statements and its fifth consecutive

unqualified opinion on its internal control assertion.

¢ Additional financial highlights are presented in the
Annual Management Report on pp. 11-38.

Note: since the close of the fiscal year, there continue to be significant events in the economy and financial markets that may impact PBGC's financial condition subsequent to 2008.
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Director’s Message

During fiscal year 2008, PBGC improved its foundation for

the future. We had very few large plan terminations and our
deficit decreased by nearly $3 billion. We used this time to
strengthen the Corporation and prepare for challenges that

may lie ahead.

In fiscal year 2008, the Corporation:

Reduced the deficit by $2.9 billion, through successful negotiations in bankruptcy
proceedings, a favorable change in interest factors used to value PBGCs liabilities, and

the continued absence of large plan terminations;

Put in place a more diversified investment policy, increasing the likelihood that the
Corporation will be able to meet its obligations in the long term;

Took important steps toward implementation of that policy;
Operated under new bylaws;

Raised our already high standard of service for our customers, resulting in
American Customer Satisfaction Index scores that are among the very highest

in the entire government;
Began selecting strategic partners to assist our investment team;
Developed new transition management standards for PBGC transition managers;

Initiated a new process to consider restoring pension plans to employers who have shed

them, if they become healthy enough to afford them again;

Streamlined processes, reducing by many months the time it will take to get crucial

information and correct payments to people who count on us;

Transformed our information technology planning, budgeting, development and
management, removing PBGC from the OMB Management Watch List; and

Implemented a new performance management program, aligning staff accountability

with the Corporation’s strategic goals.

2008 ANNUAL REPORT



It is nearly certain that PBGC and our economy will face
difficult times ahead. We have taken the steps I am
describing here to ensure that the Corporation will be

well-prepared to meet those challenges.

Financial Condition

PBGC's deficit shrank to $11.2 billion at the end of FY 2008.
In FY 2006 the deficit was $18.9 billion, and in FY 2007 it
was $14.1 billion, so this is indeed a welcome change. This
year’s improved position is largely the result of three factors:
None of the very large plans we insure terminated; the
interest rate we use to measure the value of our liabilities
went up, causing the present value of these liabilities to
go down; and we significantly reduced our liabilities for
probable terminations. The Corporation has sufficient
liquidity to meet its obligations for a number of years;
however, neither of its insurance programs at present has
the resources to fully satisfy PBGC's long-term obliga-

tions to plan participants.

Investments

We have a serious obligation to be prudent stewards of the
assets that have been placed in our care, and we have an
obligation to do our best to close our deficit without taking
undue risk. In February, the Board adopted a new, much
more diversified investment policy. The new policy’s goal is
to increase the likelihood that we can meet our obligations

over time and to do so with prudent levels of risk.

This new policy takes advantage of the Corporation’s long-
term investment horizon and substantially increases the
likelihood that PBGC will be able to meet its obligations.

To implement the new investment policy, the Corporation
has taken a number of important steps this year. We
created the post of Chief Investment Officer and hired
John Greenberg, a very accomplished investor with deep
experience in a wide array of investments who had helped

run the pension plan for the State of Maryland.

The Corporation has taken a slow and careful approach to
the implementation of the policy, and that has helped address
certain challenging market conditions. Our portfolio overall
posted a total return of -6.5% for the fiscal year.

PENSION BENEFIT GUARANTY CORPORATION

During FY 2008, the investment staff conducted and
concluded two large Requests For Proposal (REPs) to allocate
fixed-income assets under the new policy and to select index
managers in five different classes of public equity. We worked
with consultants to develop and adopt Investment Transition
Management Standards that will require greater transparency
and “best practices” from transition managers. And we
embarked on a process to hire Strategic Partners to assist us
with allocating portions of our private equity and real estate
portfolios, while also offering deep strategic assistance and

resources to the Corporation’s investment staff.

All of these initiatives were designed to put the Corporation
on sound footing for the future and to give it the resources it

will need in order to deal with challenges that lie ahead.

Risk Mitigation

In large bankruptcey cases, the stakes for PBGC can be
tremendous. If the company can exit bankruptcy with
its pension plans on-going, PBGC can avoid substantial
liabilities. If the company is forced to shed its plan, PBGC
can be saddled with the addition of billions of dollars to our
deficit. In FY 2008, our team of bankruptcy litigators and
negotiators worked to protect us from huge potential losses
and made sure that many thousands of workers retained the

full retirement security to which they are entitled.

In the Delphi bankruptey case, we advocated successfully
for Delphi and its former parent company, General Motors
to reach an agreement under which certain Delphi pension
liahilities were transferred to GM’s much better-funded



plan. This provided billions of dollars of added security for
retirees and employees of Delphi. It also reduced PBGC’s
exposure to Delphi by $1.7 billion.

The same group of litigators and negotiators that achieved
success in the Delphi case also ensured the continuation of
pension plans in numerous other bankruptcy cases such
as Dana Corporation, Solutia Inc., and Federal-Mogul
Corporation. These efforts safeguarded the retirement

security of over 100,000 employees and retirees.

Besides preventing the termination of plans in bankruptcy,
our team has also built upon a regulatory advance from
2007. PBGC can now, in certain downsizing situations,
insist upon additional forms of protection for underfunded
pension plans. In FY 2008 we negotiated settlements with
five companies, including Flectrolux Home Products Inc.
and Elkem Metals Inc.

This year we also initiated a process to analyze the financial
condition of former sponsors of trusteed pension plans to
examine whether plan restoration may be possible. Under
ERISA, PBGC has authority to restore a terminated plan to
the former sponsor, and a key issue is whether the sponsor has
become financially healthy enough to support the pension
plan. Prior to adoption of this new process, PBGC did not
systematically review the financial condition of ongoing
companies that previously terminated and transferred their
underfunded pension plans to PBGC. This analysis will now
be a recurring operating procedure within the organization.

Operations

The Corporation received its 16th consecutive unqualified
opinion on its financial statements and fifth consecutive
unqualified opinion on its internal control assertion in
2008. This is among the strongest records in the entire
government. Building on this impressive track record,

we have continued to improve our operations.

In FY 2008, we adopted an approach to operations known as
“Lean.” Lean is a methodology for reviewing processes to find
waste. We enlist workers, managers, and other stakeholders
who are actually involved in a work process to determine
what steps in that process do not add value and can be
eliminated. By applying this approach to newly terminated
plans, we found we could reduce lead time from 18 months
to six, eliminating 44 of 66 steps. We are implementing this
solution in phases, and by the end of FY 2009, the new
process will be standard. We are also beginning to use the

Lean approach in other operational areas.

Our information technology programs have posed a
problem for a number of years, so last year we embarked
upon a restructuring of our IT department, transforming
the way that we plan, budget, develop and manage IT. In
recent years, the weakness in our IT has been noted by the
Office of Management and Budget (OMB), which had
placed us on the OMB Management Watch List. Each of
the senior executives that reports to me has a performance
plan, and this year I asked each of them, from the Deputy
Director to the General Counsel, to include in his or her
performance plan “Removal from the OMB Watch List,”
because we all have to include intelligent and strategic use
of technology in how we do our jobs, and be accountable
for our use of IT resources. This led to a far more robust
approach to IT in FY 2008. PBGC meets with OMB
examiners on a quarterly basis to review outstanding
issues and report progress against an established plan of
actions and milestones. And in July, we were officially
removed from the OMB list.

We did not just increase performance accountability for
senior management. In May, PBGC adopted its first new
Strategic Plan in four years. That Strategic Plan outlines the
principal goals of PBGC: safeguarding the federal pension
insurance system, providing exceptional service to customers

and stakeholders, and exercising effective and efficient
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stewardship of PBGC resources. During this year, we also
implemented a new performance management program for
all employees. Under the program, each employee will have
a performance plan. No matter how junior or senior the
individual, he or she will have clear expectations and will be
accountable for meeting these expectations. Just as
important, each employee’s performance plan is keyed to
the Corporation's goals as stated in the Strategic Plan. So
each person knows how his or her work contributes to the

accomplishment of the Corporation’s mission.

Governance

Our Board of Directors is composed of the Secretary of
Labor, who serves as its Chair, as well as the Secretaries of
Treasury and Commerce. In the last eight years the Board
has met more often and been engaged to a greater extent

than at any time in the past 25 years.

Involvement on the part of PBGC’s Board Representatives
has also increased markedly. The Board adopted new bylaws
this year that clarify the roles and responsibilities of the
Board and the Board Representatives. Under those bylaws

numerous measures of governance have improved.

PENSION BENEFIT GUARANTY CORPORATION

Service

We have many different customers at PBGC. A customer
can be an active worker, a retiree, or a plan administrator.
Whoever that customer is, we are committed to providing
not only the security of our benefit guarantee, but also

convenient and responsive service.

At PBGC, a participant trying to determine the status of
a benefit check, a plan administrator with a need for
information, or an employee who has heard PBGC might
take over his plan—and is worried about the effect on
his future benefits—will never take a back seat. Ensuring
that pension plans are protected, and that benefit checks
to participants are not interrupted, is the reason for
PBGC’s existence. As such, we do our utmost to provide
direct answers, useful information, and timely services.
When a customer contacts PBGC we make it our first
priority to understand and address that customer’s concern
in a reasonable period of time, because at its heart, that

customer is what PBGC is all about.

In this regard, we are very proud that our American

Customer Satisfaction Index scores for both premium filers



and retirees have increased for a second consecutive year,
both up from record highs set in 2007, and the score for
participant callers to our customer contact center shows a
steadily high level of customer satisfaction. We have also
begun improvements to our Web site—www.pbgc.gov—
with a special emphasis on upgrading search and
navigation capabilities. Customer satisfaction with the

Web site has grown markedly over the year as well.

Conclusion

After faith and family, the most rewarding aspects of my life
have been work and career. The greatest experience I have
had in my career is the opportunity to serve this President
and the American people as the director of PBGC. I have
been humbled and proud to serve and lead a team of such
committed individuals. PBGC is filled with actuaries,
accountants, and attorneys, as well as receptionists, secre-
taries, and customer service representatives who all share
three things in common: They could make more money
somewhere else; they are fully committed to the mission of
this agency; and they are completely professional in what
they do. Istand in grateful awe for the example they set.

They set this example because they believe in providing

retirement security for people who have earned it.

Sometimes people forget that the pensions we guarantee are
not government handouts. They are payments due for work
performed—the debt owed to workers by the companies that
made the promises. And the people we pay are the nurses
and steelworkers and flight attendants and pilots, the
janitors and factory workers and assembly line mechanics
who have served us all by keeping us healthy and doing the
hard work that keeps our economy going. We here at
PBGC are proud to serve them.

Surely there are challenges ahead for PBGC and all our
stakeholders. We used FY 2008 to strengthen the
Corporation and to prepare it for whatever may lie ahead.

Charles E.F. Millard

Director
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Summary of Operations

ERISA established two insurance programs to be administered by PBGC.
The single-employer program covers plans maintained by one employer,
or by a group of employers but not pursuant to a collective bargaining
agreement. The other program covers multiemployer plans, which are
collectively bargained and cover the employees of two or more unrelated
employers. Each program is operated and financed separately from the

other, and assets from one cannot be used to support the other.

The slow decline in both the number of PBGC-insured plans and the number
of covered participants continued in 2008. Despite this decline, total covered
participants still number about 43.9 million, more than the entire population
of Canada, Spain, or Poland. Total participants owed benefits decreased to
just fewer than 1.3 million, including the 122,000 participants who will
receive benefit payments through PBGC assistance to multiemployer plans
rather than directly from PBGC.

PBGC-INSURED PLANS AND PARTICIPANTS
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Single-Employer Program

The single-employer program is by far the larger of the two
programs, insuring about 33.8 million people covered by
nearly 28,000 plans. This program guarantees payment of
benefits, subject to limits set by law. If an insured plan is
ended without enough money to pay all benefits, then PBGC
takes over any assets of the plan and the responsibility to pay
the participants of the plan.

PARTICIPANTS OWED BENEFITS BY PBGC
1999-2008
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As of the end of 2008, PBGC had trusteed more than 3,800
terminated plans and had assumed responsibility for the
benefits of nearly 1.2 million people, including about 22,000
new participants who were taken in by PBGC during the
year. The new participants amounted to a little more than
one-third of the 63,500 whose benefits were assumed

in 2007 and far fewer than the record numbers of new

participants reported annually between 2001 and 2005.

In 2008 the agency paid a total of nearly $4.3 billion in
benetits, and by the end of the year it was paying retirement
benefits to more than 640,000 people each month.

The maximum benefit guaranteed under the single-employer
program is adjusted annually, but generally becomes fixed for
any plan when that plan terminates. For 2008, the maximum
guaranteed amount was $51,750 per year for a person retiring
at age 65 and receiving a single-life annuity (a form of benefit
that does not provide survivor benefits.) This amount must

be adjusted down for people who retire before age 65 (or who
first begin receiving benefits from PBGC before 65) and for

benefit forms that include survivor benefits such as joint-
and-survivor annuities. For 2009, the maximum guaranteed
amount increases to $34,000 per year for a person retiring at

age 65 and receiving a single-life annuity.

All single-employer plans must pay a basic flat-rate
premium of $33 per participant per year for 2008 and
$34 per participant per year for 2009 (the flat-rate
premium is indexed for wage inflation). Underfunded
single-employer plans also pay a variable-rate charge of
$9 per $1,000 of unfunded vested benefits. In addition,
certain underfunded plans terminating after 2005 must
pay a “termination” premium of $1,250 per participant

per year for the 3 years following plan termination.

As of September 30, 2008, the single-employer program
reported a net deficit of $10.7 billion, which represented

a $2.4 billion improvement in the program’s financial
condition since the end of the previous year. The
improvement was due largely to an increase in interest
rates that reduced the value of PBGC’s benefit liabilities
and the continued absence of major new terminations
of underfunded plans. Overall, the single-employer
program had assets of $61.6 billion and liabilities totaling
$72.3 billion.

At fiscal year-end, PBGC’s future exposure to losses
from underfunded plans classified as reasonably possible
terminations fell from $66 billion in 2007 to $47 billion in
2008 (see Note 8). For 2008, this exposure was concentrated
in manufacturing (primarily automobile/auto parts, and

primary and fabricated metals), and in transportation,

NET POSITION, SINGLE-EMPLOYER PROGRAM
1999-2008

$10
$5
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communication, and utilities (primarily airlines). Despite this
improvement, PBGC remains concerned about its exposure
to potential additional losses. Moreover, the significant
volatility in plan underfunding and sponsor credit quality
over time makes long-term estimates of PBGC’s expected
claims difficult. Since the close of the fiscal year, there
continue to be significant events in the economy and
financial markets that may impact PBGC’s financial

condition subsequent to fiscal 2008.

Multiemployer Program

Multiemployer pension plans are maintained pursuant to
collective bargaining agreements between unions and groups
of employers. There are about 1,500 multiemployer plans
that cover more than 10.1 million workers and retirees.
Multiemployer plans cover many unionized workers in
the trucking, retail food, construction, mining, and

garment industries.

By law, the assets and liabilities of the multiemployer
program are segregated from those of the single-employer
program. Unlike the single-employer program, which
guarantees payment of benefits upon termination of an
underfunded plan, the multiemployer program guarantees
payment of benefits if a covered plan is insolvent and unable
to pay basic PBGC-guaranteed benefits when due. Also
unlike the single-employer program, the multiemployer
program does not trustee an insolvent plan. Rather, PBGC
financially assists insolvent plans to enable them to
continue paying guaranteed benefits themselves. In its
history, PBGC has provided $414 million in total financial
assistance, net of repayments, to 57 plans. Only one plan
has ever repaid PBGC.

The multiemployer benefit guarantee differs markedly
from that of the single-employer program. The benefit
guarantee limit for a multiemployer plan for someone
with 30 years of service is $12,870. This limit can be
changed only by legislation and has not changed since
December 2000.

The multiemployer program has its own premium
structure—$9 per participant per year in 2009,
unchanged from 2008. The multiemployer premium

is indexed for wage inflation.

PENSION BENEFIT GUARANTY CORPORATION
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PBGC’s multiemployer program more than halved its
deficit in FY 2008. As of September 30, 2008, the program
reported a net deficit of $473 million, which represented
a $482 million improvement over the program’s 2007
position—the largest single-year improvement in the

program’s history.

The same favorable change in interest factors that affected the
single-employer program contributed to this improvement,
as did the elimination of nine plans from the program
(partially offset by the addition of five plans to the
probables inventory). At year-end, the program had

$1.3 billion in assets and $1.8 billion in liabilities.

At the end of fiscal year 2008, the multiemployer program’s
exposure to additional future losses (classified as reasonably
possible claims) was $30 million, compared with $73 million
at the end of fiscal year 2007. The prograns deficit (though
decreasing) and exposure to additional losses remain a
concern for the agency. PBGC continues to be mindful of a
number of unfavorable long-term trends: the extensive
restructuring of several industries that formerly supported
large plans, a decline in the number of new firms that join
multiemployer plans, and a drop in the ratio of active

workers to retirees in multiemployer plans.



2008 Annual Management Report

The Pension Benefit Guaranty Corporation (PBGC or the Corporation) is a federal corporation estab-
lished under the Employee Retirement Income Security Act (ERISA) of 1974, as amended. It currently
guarantees payment of basic pension benefits earned by nearly 44 million American workers and retirees
participating in more than 29,000 private-sector defined benefit pension plans. The Corporation receives
no funds from general tax revenues. Operations are financed largely by insurance premiums paid by
companies that sponsor defined benefit pension plans and by investment income and assets from
terminated plans. The following constitutes PBGC’s Annual Management Report for fiscal year 2008,
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PBGC Pension Benefit Guaranty Corporation

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

Office of the Director

Director’s AMR Transmittal Letter

[ am pleased to transmit the Pension Benefit Guaranty Corporation’s Annual Management Report for fiscal year 2008. This report includes PBGC’s
financial statements, the transmittal letter of PBGC’s Inspector General, and the independent auditor’s combined report on the Corporation’s
financial statements, internal controls, and compliance with laws and regulations. Also included is the Corporation’s Annual Performance Report
as required under the Government Performance and Results Act.

Under Title TV of the Employee Retirement Income Security Act of 1974 (ERISA) PBGC insures, subject to statutory limits, pension benefits of par-
ticipants in covered private defined benefit pension plans in the United States. The Corporation’s goals include safeguarding the federal pension
insurance system for the benefit of participants, plan sponsors, and other stakeholders, providing exceptional service to customers and stakeholders,
and exercising effective and efficient stewardship of PBGC resources.

During FY 2008, PBGC made substantial progress toward these goals. The Corporation adopted a more diversified investment policy designed to
increase the likelihood that PBGC will meet its obligations over time. PBGC has taken a slow and prudent approach to the implementation of the
policy. In 2008, PBGC had a return on investment of -6.5%, even during this time of significant market turmoil. Even with this loss, PBGC reduced
its deficit by more than $2.9 billion, due to prudent stewardship and diligent and assertive negotiations in bankruptcy proceedings, as well as
decreases in the value of our liabilities, and other factors.

The agency also improved its Information Technology planning, budgeting, development and management, getting PBGC off the OMB Management
Watch List. We implemented a new performance management program, aligning staff accountability with the Corporation’s strategic goals. PBGC
scored improvements in its efficiency and effectiveness in serving plan participants, retirees, and premium filers. And the agency finalized regulations
implementing the premium reform provisions of the Pension Protection Act of 2006 and the Deficit Reduction Act of 2005.

The Annual Performance Report notes that PBGC has incorporated the principles of the President’s Management Agenda into its strategic planning
process and achieved successes in the areas of strategic management of human capital, commercial services management, improved financial
management, and expanded E-Government.

The financial and performance data included in this report are reliable and complete. PBGC’s independent auditor gave the Corporation its 16th
consecutive unqualified audit opinion on its financial statements, and its 5th consecutive unqualified opinion on management’s assertion regarding
the effectiveness of PBGC's internal controls.

The independent auditor’s reports are included within this Annual Management Report. As further discussed in these reports, and in the Management
Representation Letter and Chief Financial Officer’s Letter, the independent auditor reported on the status of three significant deficiencies and PBGC’s
progress made on prior year reportable conditions. PBGC is committed to addressing the recommendations in the areas of information security, access

controls, and financial management integration.

Sincerely,

Charles E.F. Millard

Director

November 12, 2008
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Financial Statement Highlights

¢ PBGC’s combined financial condition improved by $2.92 billion,
reducing the Corporation's deficit from $14.07 billion as of September
30, 2007, to $11.15 hillion as of September 30, 2008.

e PBGC's portfolio incurred a return on investment of -6.5%, in a time
of substantial market volatility.

e The single-employer program’s net position improved by $2.43 billion,
reducing the program’s deficit to $10.68 billion. The multiemployer
program’s net position improved by $482 million, reducing that
program’s deficit to $473 million.

e The primary factors in the single-employer program’s net income
included a credit of $7.56 billion due to a favorable change in
interest factors, $1.43 billion in premium and other income, credits
of $826 million from completed and probable terminations and
$649 million in actuarial adjustments, which more than offset
investment losses of $4.16 billion and a $3.40 billion actuarial
charge due to passage of time.

¢ The primary reasons for the multiemployer program’s improved
position included $271 million in credits from financial assistance
(due to the favorable increase in interest factors and the deletion of
nine plans from the multiemployer probables inventory, which was
partially offset by the addition of five new plans), $121 million in
investment income, and $90 million in premium income.

e Liability valuation interest factors increased by 135 basis points to
6.66% at September 30, 2008, from 5.31% at September 30, 2007. This
increase in PBGC's interest factors resulted in a reduction to actuarial
charges, due to change in interest rates, of $7.56 billion that more than
offsets the actuarial charges for passage of time of $3.40 billion.
The FY 2008 favorable impact due to changes in interest rates was
strongly influenced by the unprecedented increase in highly rated
long-term corporate bond yields that occurred as a result of credit
market volatility at year-end. This caused a significant drop in PBGC’s
Present Value of Future Benefits (PVFB) at September 30, 2008, but
could easily reverse itself in the future if interest factors decline.

* During FY 2008, 67 underfunded single-employer plans were
terminated. As a consequence of PBGC’s previous efforts to thoroughly
evaluate its exposure to probable terminations, $148 million of the net
claims for these plans had already been reflected in PBGC’s results
as of the end of 2007. The 67 plans had an average funded ratio of
approximately 59% and resulted in an aggregate net loss to PBGC
of $271 million (see Note 11).

e Premium income decreased during FY 2008 by $65 million. Higher
per participant rates for the flat-rate premium generated an increase
in income of $56 million over FY 2007. Offsetting this additional
income were reductions in the Variable Rate Premium (VRP)
income by $117 million and in termination premiums by $4 million.
The net VRP income decline was primarily due to plan year 2007
filings reporting improved plan underfunding and an increase in the
number of plans eligible for the variable-rate premium “full funding”
exemption. This exemption has been eliminated for plan years
starting in 2008. VRP estimates for plan year 2008 premiums reflect
amodest $10 million increase in VRP over plan year 2007 levels.

* No new large plans were classified as probable terminations in 2008
although twenty smaller plans were added as new probable termi-
nations with underfunding of $233 million. Probable terminations
represent PBGC’s best estimate of claims for plans that are likely to
terminate in a future year.

e PBGC's total benefit payments to participants increased to
$4.29 billion in 2008 from $4.27 billion in 2007.

e Atyear-end, PBGC’s estimate of its exposure from underfunding by
plan sponsors whose credit ratings were below investment grade or
who met one or more financial distress criteria totaled approximately
$47 billion, down from $66 billion in 2007. PBGC classifies these
sponsors’ underfunded plans as reasonably possible terminations (see
Note 8 and Note 16).
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Management’s Discussion and Analysis of
Financial Condition and Results of Operations

. Introduction

PBGC management believes that the following discussion and analysis
of the Corporation’s financial statements and other statistical data will
enhance the reader’s understanding of PBGC’s financial condition and
results of operations. This discussion should be read in conjunction
with the financial statements beginning on page 28 and with the
accompanying notes.

II. Financial and Program Risks

PBGC's operating results can change markedly from year to year
depending on the severity of losses from plan terminations, changes
in the interest factors used to discount future benefit payments,
investment performance, general economic conditions, and other
factors such as changes in law. Operating results may be more variable
than those of most private insurers, in part because PBGC must
provide insurance of catastrophic risk, but must do so without all the
tools available to private insurers. Most private insurers are able to
diversify or reinsure their catastrophic risks or to apply traditional
insurance underwriting methods to these risks. The Corporation
cannot decline insurance coverage regardless of the potential risk
posed by an insured. Private insurers can also adjust premiums in
response to actual or expected claims exposure. In contrast, PBGC’s
premiums are defined by statute and the Congress must approve any
premium changes.

Claims against PBGC’s insurance programs are highly variable. A
single large pension plan termination may result in a more significant
claim against the Corporation than the termination of many smaller
plans. Future results will continue to depend largely on the infrequent
and unpredictable termination of a limited number of very large plans.
Additionally, PBGC’s risks are concentrated in certain industries.
Finally, PBGCs financial condition is also sensitive to market risk
associated with interest rates and equity returns, as those risks apply
both to PBGC’s own assets and liabilities and to those of PBGC-
insured plans.

l1l. Recent Developments

PENSION PROTECTION ACT OF 2006 (PPA): This legislation, signed into law
in 2006, by President George W. Bush, made a number of changes to the
pension insurance system, including changes to premiums, guarantee
rules, reporting and disclosure, multiemployer plan withdrawal
liability, and the missing participants program.

During FY 2008, PBGC continued developing the numerous rules

necessary to implement and comply with the PPA. In developing these
regulations, PBGC seeks to ease and simplify employer compliance
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whenever possible, taking into account the needs of small businesses.
In line with these principles, PBGC published two final rules imple-
menting premium changes. The first implemented the new termination
premium applicable to certain plan terminations, which the PPA made
permanent, and the new cap on the variable-rate premium for plans
of small employers. The second implemented the new provisions for
calculating the variable-rate premium, effective for 2008 plan years.
These final rules completed a major portion of PBGC’s PPA imple-
mentation plan.

During FY 2008, PBGC also published proposed rules on PPA changes
to annual financial and actuarial information reporting under ERISA
section 4010, multiemployer withdrawal liability, disclosure of termina-
tion information, and payment of benefits in PBGC-trusteed plans
(where the plan terminates while the sponsor is in bankruptcy). PBGC
expects to finalize these rules in FY 2009. PBGC also issued significant
guidance in FY 2008 on several PPA implementation issues, including
lump-sum calculations in terminating plans.

During FY 2009, PBGC expects to publish proposed and/or final rules
implementing the expanded missing participants program and PPA

changes to terminating cash balance plans and PBGC’s guarantee of
shutdown benefits.

IV. Discussion of Insurance Programs

PBGC operates two separate insurance programs for defined benefit
plans. PBGC'’s single-employer program guarantees payment of basic
pension benefits when underfunded plans terminate. The insured event
in the single-employer program is plan termination. By contrast, in the
multiemployer program, the insured event is plan insolvency. PBGC’s
multiemployer program financially assists insolvent covered plans to pay
benefits at the statutorily guaranteed level. By law; the two programs are
funded and administered separately, and their financial conditions,
results of operations, and cash flows are reported separately.

IV.A Single-Employer Program Results of Activities and Trends

The single-employer program covers about 33.8 million participants,
down from 33.9 million participants in 2007. The number of covered
plans decreased from about 29,300 in 2007 to about 27,900 in 2008
(2007 numbers were revised from those reported last year). Most
covered terminated plans had sufficient funding to cover future
benefits. Most of these plans distributed all plan benefits as insurance
company annuities or lump sums pursuant to the standard termination
rules of ERISA. In contrast when a covered underfunded plan
terminates, PBGC becomes trustee of the plan, applies legal limits
on payouts, and pays benefits.



In FY 2008 the drivers of the net income of $2.433 billion included the
following: a credit of $7.564 billion due to a favorable change in interest
factors; $1.402 billion in premium income; completed and probable termi-
nations credit of $826 million; and $649 million in actuarial adjustments.
These amounts were offset by investment losses of $4.164 billion and a
$3.400 billion actuarial charge due to passage of time.

PBGCs single-employer program realized a net gain of $2.433 billion
compared to a net gain in 2007 of $5.031 billion. The $2.598 billion year-
to-year change in net income was primarily attributable to (1) a
$4.755 billion decrease in actuarial charges due to higher interest rates,
(2) an increase of $1.225 billion in credits from completed and probable
terminations, and (3) an increase in credits from actuarial adjustments of
$535 million offset by (4) an investment loss of $4.164 billion in FY 2008
down from a gain of $4.737 billion in FY 2007 and (5) a $74 million
decrease in premium income. Actuarial charges and adjustments arise
from gains and losses from mortality and retirement assumptions,
changes in interest factors, and passage of time. Passage of time refers to
the interest that is assumed to be earned during the fiscal year; future
benefit payments for terminated plans are discounted using an assumed
interest factor which must then be earned during the year.

UNDERWRITING ACTIVITY: PBGC'’s single-employer program realized a net
gain to underwriting income of $2.483 billion in 2008, a significant
improvement from the gain of $804 million in 2007. This $1.679 billion
year-to-year increase was primarily due to $1.225 billion in credits
from completed and probable terminations, as well as the year-to-
year increase in credits from underwriting actuarial adjustments of
$535 million, offset by decreases in single-employer premium income
of $74 million.

Income from underwriting activity decreased (from $1.531 billion in
2007 to $1.425 billion in 2008), mirroring a decrease in premium income
from plan sponsors (from $1.476 billion in 2007 to $1.402 billion in
2008). Other income, consisting of interest on recoveries from sponsors,
decreased from $55 million in 2007 to $23 million in 2008.

Annual flat-rate premiums for the single-employer program increased
to $33 per participant. Flat-rate premium income increased to approx-
imately $1.19 billion in 2008. Annual VRP decreased by $117 million to
atotal of $241 million. Underfunded single-employer plans subject to
the VRP paid VRP at a rate of $9 per $1,000 of underfunding (plans
that meet certain minimum funding requirements are exempt from
the VRP).

The Required Interest Rate (RIR) used in calculating underfunding for
purposes of determining a VRP is 100 percent of a composite corporate
bond yield, which resulted in a rate of 5.75% for 2007 calendar-year
plans compared to a rate of 4.86% for 2006 calendar-year plans.

For calendar-year 2008 plans, PPA eliminated the full-funding VRP
exemption and changed the interest rate rules for determining a plan’s
present value of vested benefits for VRP purposes. Under PPA, the
present value is determined using three “segment” rates. The first of
these applies to benefits expected to be paid within five years of the

first day of the plan year, the second applies to the following 15 years,
and the third applies to benefits expected to be paid after that.

The Secretary of the Treasury determines each segment rate monthly
using the portion of a corporate bond yield curve that is based on
corporate bonds maturing during that segment rate period. The
corporate bond yield curve, also prescribed on a monthly basis by the
Secretary of the Treasury, reflects the yields for the previous month on
investment-grade corporate bonds with varying maturities that are in
the top three quality levels. For comparison, the segment rates for
January, 2008 calendar-year plans were 4.93%, 6.13%, and 6.69% for the
first, second, and third segments, respectively. For plan year 2008, the
VRP has remained steady in spite of the PPA changes and elimination of
the VRP exemptions. However, the VRP from fiscal year 2007 to 2008
declined due to the higher RIR, new rate structure, stronger economy,
and the effects of lower plan funding liabilities.

The Corporation’s losses from completed and probable plan termina-
tions improved from a charge of $399 million in 2007 to a credit of
$826 million in 2008. This was primarily due to the reduction in
probable claims of $632 million.

The net claim for probable terminations as of September 30, 2008, is
$3.154 billion, while the net claim as of September 30, 2007, was
$3.786 billion. This $632 million reduction resulted primarily from
the transfer of $148 million of previously accrued claims to a termina-
tion status (see note 5), and a decrease in net claims of $706 million
for plans remaining in the probable classification from 2007, offset by
the addition of 20 new probables with net claims of $233 million.
The actual amount of future losses remains unpredictable.

Administrative expenses increased $22 million from $328 million in
2007 to $350 million in 2008. The FY 2008 expense of $67 million in
“Expenses: Other” includes a write-off of uncollectible premiums
owed by terminated plans and a reserve for disputed or doubtful post-
termination premiums.

FINANCIAL ACTIVITY: In FY 2008 all but $50 million of the single-employer
net investment losses of $4.164 billion were absorbed by the net
actuarial credits of $4.114 billion for the passage of time and changes in
interest rates. Single-employer financial net income decreased signifi-
cantly from a gain of $4.227 billion in 2007 to a loss of $50 million in
2008. The Corporation had an investment loss of $4.164 billion in
FY 2008, compared with investment income of $4.737 billion in FY 2007,
leading to the year-over-year decline. This was offset by a year-over-
year decrease of $4.624 billion in actuarial charges. PBGC marks its
assets to market.

Actuarial charges under financial activity represent the effects of
changes in interest rates and the passage of time on the present value of
future benefits. The passage of time charges are due to the shortening
of the discount period as the valuation date moves forward in time. The
increase in passage of time charges is due primarily to the different
interest factors in effect at the beginning of FY 2008 and FY 2007,
5.31% and 4.85%, respectively. Charges due to change in interest rates
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decreased substantially due to the increase in the applicable
interest factors.

PBGC discounts its liabilities for future benefits with interest factors' that,
together with the mortality table used by PBGC, approximate the price in

the private-sector annuity market at which a plan sponsor or PBGC could
settle its obligations. PBGC’s select interest factor increased to 6.66% (for

the first 20 years after the valuation date) at September 30, 2008, from
5.319% for the first 20 years at September 30, 2007. The ultimate factor
increased to 6.479% at September 30, 2008, after the first 20 years from
4.88% at September 30, 2007.

PBGC’s single-employer PVEB (Present Value of Future Benefits)
decreased from $69.235 billion at September 30, 2007 to $59.996 billion
at September 30, 2008. PVFB comprises the vast majority of PBGC’s
combined total liabilities on its Statements of Financial Condition of
$74.126 billion.

IV.B Multiemployer Program Results of Activities and Trends

A multiemployer plan is a pension plan sponsored by two or more
unrelated employers under collective bargaining agreements with one
or more unions. Multiemployer plans cover most unionized workers in
the trucking, retail food, construction, mining and garment industries.
The multiemployer program covers about 10.1 million participants (up
from 10.0 million participants in 2007) in about 1,500 insured plans.
PBGC does not trustee multiemployer plans. Under this program,
PBGC financially assists insolvent multiemployer plans through loans
that enable them to pay guaranteed benefits. Once begun, these loans
generally continue year after year until the plan no longer needs
assistance or has paid all promised benefits at the guaranteed level.
These loans are rarely repaid.

In 2008 the multiemployer program’s present value of nonrecoverable
future financial assistance decreased to $1.768 billion, a decrease of
$356 million. During the fiscal year, PBGC paid $85 million in
financial assistance to 42 insolvent plans.

The multiemployer program reported a net gain of $482 million in FY 2008
compared to a net loss of $216 million in FY 2007. This resulted in a
negative net position of $473 million in FY 2008 compared to a negative
net position of $955 million in FY 2007. The change in net income was
primarily due to the decrease in expected loss from future financial
assistance of $590 million, an increase in investment income of $98 million,
and an increase in premium income of $9 million.

The multiemployer program reported a net gain from underwriting
activity of $361 million in FY 2008 compared to a net loss of $239 million
in FY 2007. This improvement of $600 million was primarily attributed

to the decrease in losses from financial assistance of $590 million (due to
the deletion of nine plans from the multiemployer probable inventory
and the increase in interest factors, offset by the addition of five plans)
and the increase in premium income of $9 million. Financial activity
reflected financial income of $121 million from earnings on fixed income
investments in 2008, compared to income of $23 million in 2007.
Multiemployer program investments originate primarily from the
cash receipts for premiums due from insured plans. By law, PBGC is
required to invest these premiums in obligations issued or guaranteed
by the United States of America. Multiemployer program assets at year-
end were invested 98.3 percent in Treasury securities, as compared to
99.3 percent in Treasury securities in 2007.

V. Overall Capital and Liquidity

PBGCs obligations include monthly payments to participants and
beneficiaries in terminated defined benefit plans, financial assistance
to multiemployer plans, and the operating expenses of the Corpora-
tion. The financial resources available to pay these obligations are
underwriting income received from insured plan sponsors (largely
premiums), the income earned on PBGC’s investments, and the assets
taken over from failed plans.

The Corporation has sufficient liquidity to meet its obligations for a
number of years; however, neither program at present has the resources
to fully satisfy PBGC’s long-term obligations to plan participants.

FY 2008 combined premium cash receipts totaled $1.4 billion, a
decrease of $250 million from $1.7 billion in 2007. Net cash flow
provided by investment activity decreased to $1.1 billion versus
$1.2 billion provided in 2007.

In 2008, PBGCs cash receipts of $3.9 billion from operating activities of the
single-employer program were insufficient to cover its operating cash obli-
gations of $5.3 billion. This resulted in net cash underperformance from
operating activities of $1.4 billion (as compared to underperformance of
$1.0 billion in 2007). When the single-employer cash provided through
investing activities of $1.1 billion is added to this net cash underperfor-
mance, the single-employer program in the aggregate experienced a net
cash decrease of $295 million. In the multiemployer program, cash receipts
of $140 million from operating activities were sufficient to cover its
operating cash obligations of $117 million, resulting in net cash provided by
operations of $23 million, and an overall net cash increase of $13 million.

During FY 2008, PBGC recovered approximately $66 million through
agreements with sponsors of terminated plans for unpaid contributions
and unfunded benefits. A portion of PBGC’s recoveries is paid out as
additional benefits to plan participants with nonguaranteed benefits
according to statutory priorities.

PBGC surveys life insurance industry annuity prices through the American Council of Life Insurers (ACLI) to obtain input needed to determine interest factors and then derives interest

factors that will best match the private-sector prices from the surveys. The interest factors are often referred to as select and ultimate interest rates. Any pair of interest factors will
generate liability amounts that differ from the survey prices, which cover 14 different ages or benefit timings. The PBGC process derives the interest factor pair that differs least over the

range of prices in the survey.

PENSION BENEFIT GUARANTY CORPORATION



In 2008, PBGC’s combined net decrease in cash and cash equivalents
amounted to $282 million, arising from a decrease of $295 million for
the single-employer program and an increase of $13 million for the
multiemployer program.

VI. Outlook

For FY 2009, PBGC estimates $4.8 billion in single-employer benefit
payments and $97 million in financial assistance payments to multi-
employer plans. Under a continuing resolution for FY09, which will
be in effect through March 6, 2009, PBGC will operate on 43 percent
of its FY08 administrative budget of $411 million during this period.

In 2009, significant factors beyond PBGC’s control (including changes in
interest rates, the financial markets, plan contributions made by sponsors,
and recently enacted statutory changes) will continue to influence
PBGC's underwriting income and investment gains or losses. PBGC'’s
best estimate of 2009 premium receipts ranges between $1.4 billion and
$1.6 billion. No reasonable estimate can be made of 2009 terminations,
effects of changes in interest rates, or investment income.

As of September 30, 2008, the single-employer and multiemployer
programs reported deficits of $10.7 billion and $473 million, respectively.
Notwithstanding these deficits, the Corporation has $63 billion in
assets and will be able to meet its obligations for a number of years.
However, neither program at present has the resources to fully satisfy
PBGCs obligations in the long run.

VII. Single-Employer and Multiemployer Program Exposure

PBGC estimates its loss exposure to reasonably possible terminations (e.g,,
underfunded plans sponsored by companies with credit ratings below
investment grade) at approximately $47 billion on September 30, 2008, and
$66 billion on September 30, 2007. The comparable estimate of reasonably
possible exposure for 2006 was approximately $73 billion. PBGCs
exposure to loss may be less than these amounts because of the statutory
guarantee limits on insured pensions, but this estimate is not available
because it is difficult to prospectively determine the extent and effect of
the guarantee limitations. These estimates are measured as of December 31
of the previous year (see Note 8). For FY 2008, this exposure was
concentrated in the following sectors: manufacturing (primarily
automobile/auto parts, and primary and fabricated metals), transporta-
tion (primarily airlines), and wholesale and retail trade.

The Corporation estimates that, as of September 30, 2008, it is reasonably
possible that multiemployer plans may require future financial assistance
of approximately $30 million. As of September 30, 2007 and 2006,
these exposures were estimated at approximately $73 million and
$83 million, respectively.

The significant volatility in plan underfunding and sponsor credit
quality over time makes long-term estimates of PBGC’s expected claims
difficult. This volatility, and the concentration of claims in a relatively
small number of terminated plans, have characterized PBGC's experience
to date and will likely continue. Factors such as economic conditions

affecting interest rates, financial markets, and the rate of business failures
will also influence PBGC's claims going forward.

Total underfunding reported under Section 4010 of ERISA is the most
current source of individual plan underfunding information; it has
accounted for over 75 percent of the estimates of total underfunding
reported in the recent past. Prior to PPA, section 4010 required that
companies annually provide PBGC with information on their under-
funded plans if the firm’s aggregate underfunding exceeds $50 million
or there is an outstanding lien for missed contributions exceeding
$1 million or an outstanding funding waiver of more than $1 million.
However, changes to reporting requirements including some imposed
by PPA that take effect for 2008 have degraded PBGC’s ability to
estimate total underfunding. As a result PBGC is no longer publishing
estimates of total underfunding in the Annual Management Report.
However, the Corporation will continue to publish Table S-47,
“Various Estimates of Underfunding in PBGC-Insured Plans,” in its
Pension Insurance Data Book where the limitations of the estimates can
be fully and appropriately described.

VIII. Investment Activities

PBGC uses institutional investment management firms to invest its
assets, subject to PBGC’s oversight and consistent with the Corpora-
tion's investment policy statement approved by its Board of Directors.
PBGC does not determine the specific investments to be made but
instead relies entirely on its investment managers’ discretion in
executing investments appropriate for their assigned investment
mandate. PBGC does ensure that each investment manager adheres
to PBGC prescribed investment guidelines associated with each
investment mandate.

PBGC’s investment assets consist of premium revenues, accounted for
in the revolving funds, and assets from trusteed plans and their
sponsors, accounted for in the trust funds. By law, PBGC is required to
invest certain revolving funds (i.e., Funds 1 and 2) in obligations issued
or guaranteed by the United States of America. Portions of the other
revolving fund (i.e., Fund 7) can be invested in other debt obligations,
but under PBGC’s investment policy these revolving funds are invested
solely in Treasury securities. Total revolving fund investments,
including cash and investment income, at September 30, 2008, were
approximately $14.97 billion ($0.21 billion for Fund 1, $1.33 billion for
Fund 2, and $13.43 billion for Fund 7). PBGC has never established
funds 3,4, 5 or 6, which ERISA authorized for special discretionary
purposes. Trust fund investments totaled $35.80 billion as of
September 30, 2008. At the end of FY 2008, PBGC's total investments
consisting of cash and cash equivalents, investments, and investment
income receivable as shown on the Statements of Financial Condition
were $50.77 billion.

PBGC’s investment program, with assets under management of
approximately $49.76 billion as of September 30, 2008, is responsible
for managing the vast majority of PBGC’s assets utilizing private sector
investment management firms. A small percentage of PBGC’s invest-
ments included on the balance sheet but not managed within the
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investment program represent assets that are in transition from newly
terminated trusteed plans or other special holdings not subject to
PBGC's investment policy. The following asset allocation percentages
refer to the investments within PBGC’s investment program, and
subject to the corporation’s investment policy.

Cash and fixed income securities totaled approximately 71 percent of
total assets invested at the end of FY 2008, compared to 68 percent for
FY 2007. Equity securities represented 27 percent of total assets
invested at the end of FY 2008, compared to 32 percent for FY 2007.
The total return on investments for FY 2008 was -6.5% compared to
7.2% in 2007. Alternative investments, comprised largely of private
equity acquired from trusteed plans, represented 2% of investments at
the end of FY 2008.

During FY 2008, PBGC completed an investment program and policy
review. As a result, PBGC adopted a new investment policy in
February 2008 that utilizes a more diversified investment structure.
The new investment policy allocates 45 percent to equities, 45 percent
to fixed income, 5 percent to real estate, and 5 percent to private
equity. The objectives of PBGC’s new investment policy are: to
prudently maximize investment returns; to take advantage of PBGC’s
long-term investment horizon; and to increase the probability of
closing its current funding gap and of meeting its future obligations.

PBGC has taken a careful and deliberate approach to the implemen-
tation of this new policy. At the end of FY 2008, the Corporation had
selected investment managers for its fixed income and equity alloca-
tions, and had initiated an exhaustive search for strategic partners to
assist in managing PBGC'’s investments in both private equity and
real estate.

In FY 2008, PBGC continued to hold a large portion of its investments
in long duration fixed income securities, while working to transition
the assets into the new target allocations. PBGC will continue to take
aprudent and careful approach to the phased implementation of this
long-term policy in FY 2009 and beyond.

PBGC also appointed a new Chief Investment Officer and added
technical staff resources to facilitate the implementation process and
to support the ongoing oversight of its investment program.

During FY 2008, there were unprecedented market developments led
by the difficulties in the sub-prime mortgage market and the overall
de-leveraging of the U.S. financial markets. These events triggered

a spiral of significant write-downs and declines in almost all asset
values. Financial markets experienced both a severe credit crunch
and a liquidity crisis, which resulted in unprecedented Government
interventions in the capital markets.

The following table summarizes the performance of PBGC’s
investment program.
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INVESTMENT PERFORMANCE

(Annual Rates of Return)
September 30, Three and Five Years
2008 2007 Ended September 30, 2008
3 Years 5 Years
Total Invested Funds (6.5)%  7.2% 1.5% 4.2%
Equities (232) 165 (0.3) 56
Fixed Income 1.6 34 22 37
Trust Funds (11.8) 9.5 0.9 4.7
Revolving Funds 8.3 2.0 3.6 4.6
Indices
Dow Jones Wilshire 5000 (21.3) 17.0 0.6 6.0
MSCI All Country World ex-US.  (30.3) 30.5 2.6 113
S&P 500 Stock Index (22.0) 164 0.2 52
Lehman Long Gov't/Credit (04) 3.7 2.0 3.7
Fixed Income Composite
Benchmark* 0.8 32 1.8 33
Global Equity Composite
Benchmark** (223) 179 04 59
Total Fund Benchmark*** (6.6) 75 15 41

* The Fixed Income Composite Benchmark is a dynamically weighted benchmark based upon the weights
of PBGC’s fixed income managers and the returns of their respective benchmarks.

** The Global Equity Composite Benchmark is a dynamically weighted benchmark utilizing both the Dow
Jones Wilshire 5000 Index and the MSCI All Country World ex-U.S. Index.

***The Total Fund Benchmark is a dynamically weighted benchmark based upon the weights of the equity,
fixed income and cash benchmarks.

The Dow Jones Wilshire 5000 Index returned -21.3% at the end of
FY 2008, and the MSCI All Country World ex-US Index returned -30.3%.
The Lehman Long Government/Credit Index returned -0.4%. PBGCs fixed
income investments earned a 1.6% return and contributed $698 million
in investment income. PBGC’s equity investments returned -23.2%,
reducing investment income by $4.788 billion. PBGC's total invested
fund return of -6.5% for the one-year period compares to a total fund
composite benchmark return of -6.6%. The total invested fund return
and total fund benchmark return are weighted average returns repre-
senting the asset allocation of the entire investment portfolio.

PBGC Management Assurances
and Internal Controls Program

PBGCs Internal Controls Program provides for compliance with the
Federal Managers’ Financial Integrity Act (FMFIA) and Office of
Management and Budget (OMB) Circular A-123 requirements. This
program and the other activities described below support the
Director’s Assurance Statement for FY 2008:

FMFIA ASSURANCE STATEMENT PROCESS

In support of the Director’s Assurance Statement, members of PBGC’s
executive and senior management prepared and submitted annual
assurance statements regarding whether internal controls within
their respective areas of responsibility were operating as intended
and provided for compliance with FMFIA. For FY 2008, each



member of PBGC’s executive and senior management provided a
positive assurance statement.

INTERNAL CONTROL COMMITTEE

The PBGC Internal Control Committee (ICC) provided corporate
oversight and accountability regarding internal controls over PBGC
operations, financial reporting, and compliance with laws and regula-
tions. Chaired by the Chief Financial Officer, the committee’s
membership includes staff from each major area of the agency, including
anon-voting member of PBGC’s Office of Inspector General (OIG). The
ICC approves major changes to key financial reporting controls and
PBGC systems, monitors the status of internal control deficiencies
and related corrective actions, and considers other matters, including
controls designed to prevent or detect fraud.

DOCUMENTATION AND TESTING OF KEY FINANCIAL REPORTING CONTROLS
PBGC has identified 12 major business process cycles which have a
significant impact on PBGCs financial reporting processes, as follows:
Benefit Payments Processing, Benefit Determinations, Budget, Financial
Reporting, Investments, Losses on Completed and Probable Termina-
tions, Non-Recoverable Future Financial Assistance, Payables, Payroll,
Premiums, Single-Employer Contingent Liability, and Present Value
of Future Benefits. As of the end of FY 2008, PBGC had identified 157
key controls over financial reporting within these major business cycles.
Employees responsible for performance of these controls maintained
logs documenting control execution, and provided quarterly represen-
tations regarding the performance of those controls. These controls
were also evaluated for the adequacy of control design and regularly
tested to determine operating effectiveness of the controls during the
year. Reports regarding results of testing were provided to PBGC
management and ICC members for consideration under FMFIA.

DOCUMENTATION AND TESTING OF ENTITY-WIDE

AND INFORMATION TECHNOLOGY CONTROLS

Entity-wide controls are overarching controls that support the overall
effectiveness of PBGC’s internal control environment. As of the end of
FY 2008, PBGC had identified 42 key entity-wide controls within the
following six components of its internal control environment: control
environment, risk assessment, control activities, information and
communication, monitoring, and anti-fraud.

Federal Information Processing Standards Publication 200
(FIPS 200)—“Minimum Security Requirements for Federal Infor-
mation and Information Systems” requires that PBGC implement
information technology and other controls that protect the
confidentiality, integrity, and availability of federal information
systems and the information processed, stored, and transmitted
by those systems. National Institute of Standards and Technology
Special Publication No. 800-53 (NIST 800-53) provides agencies
guidance on implementation and testing of internal controls that
correspond to FIPS 200 Processing Standards. During FY 2008,
PBGC made a concerted effort to document and assign operational
responsibility for 65 NIST 800-53 controls. The documentation and
assignment of additional controls specified under NIST 800-53
will continue.

Both entity-wide and information technology controls were
assessed from both a design and operating effectiveness perspective,
and reports regarding results of testing were provided to PBGC
management and ICC members for consideration under FMFIA.

ASSESSMENT OF IMPROPER PAYMENT RISK

Consistent with the objectives of the Improper Payments Informa-
tion Act (IPIA) of 2002, PBGC conducted a risk assessment to
determine whether any of its programs were considered susceptible
to significant improper payments. In performing its mission, PBGC
processes a variety of different types of outgoing payments, including
benefit payments, financial assistance payments to certain multi-
employer plans, premium insurance refunds, payroll and travel
disbursements, and payments to vendors. PBGC has established
internal controls over each form of outgoing payments to prevent
improper payments or detect them in a timely manner. Given OMB
reporting thresholds, our risk assessment efforts focused on outgoing
benefit payments. PBGC had issued more than $4.2 billion in payments
to over 600,000 participants and beneficiaries during FY 2008.
Our assessment included a review of selected benefit payments,
electronic analysis of our participant database, and discussions with
appropriate PBGC management officials. PBGC has concluded that
its payment processes are not susceptible to significant improper
Ppayments risks.

AUDIT COORDINATION AND FOLLOW-UP PROGRAM

During FY 2008, PBGC completed a major update to guidance
provided to PBGC managers and employees in regard to the
coordination and follow-up of audits of PBGC performed by the
Office of Inspector General (OIG) and Government Accountability
Office (GAO). A cross-section of PBGC management, as well as
OIG representatives, provided input to a revised directive which
implements OMB Circular A-50 requirements. PBGC views the
performance of independent audits as essential to promoting its
accountability to PBGC stakeholders and remains committed to
timely resolution and implementation of agreed-upon recommenda-
tions. During the year, both the OIG and GAO issued a number of
reports containing recommendations for PBGC management to
consider, and PBGC is in the process of implementing appropriate
corrective actions. To facilitate timely completion and closure of
recommendations, PBGC regularly monitors implementation
efforts, including regular distribution of status reports via an
electronic portal and formal submission of documentation as
recommendations are completed.

COMPENDIUM OF LEGAL AUTHORITY

PBGC maintains a Compendium of Legal Authority that lists laws,
regulations, and other requirements that may have a significant
impact on PBGC’s financial statements or PBGC operations. This
list identifies applicable requirements, provides a description, and
details the contact point and entity within PBGC that have primary
compliance responsibility. PBGC annually updates and distrib-
utes this list to PBGC management to help ensure compliance
with legal authority.
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Federal Managers’ Financial Integrity Act
Assurance Statement

In accordance with the Federal Managers’ Financial Integrity Act and
OMB Circular A-123, the Director’s Assurance Statement for FY 2008 is
presented below:

PBGC’s management is responsible for establishing and maintaining
effective internal control and financial management systems that meet
the objectives of the Federal Managers’ Financial Integrity Act
(FMFIA). PBGC conducted its assessment of the effectiveness of
internal control over the effectiveness and efficiency of operations and
compliance with applicable laws and regulations in accordance with
OMB Circular A-123, Management’s Responsibility for Internal
Control. Based on the results of this evaluation, PBGC can provide

PENSION BENEFIT GUARANTY CORPORATION

reasonable assurance that its internal control over the effectiveness
and efficiency of operations and compliance with applicable laws and
regulations as of September 30, 2008, was operating effectively and no
material weaknesses were found in the design or operation of the
internal controls.

In addition, PBGC conducted its assessment of the effectiveness of
internal control over financial reporting, which includes safeguarding of
assets and compliance with applicable laws and regulations, in accordance
with the requirements of Appendix A of OMB Circular A-123. Based on
the results of this evaluation, PBGC can provide reasonable assurance that
its internal control over financial reporting as of September 30, 2008, was
operating effectively and no material weaknesses were found in the design
or operation of the internal control over financial reporting,



Management Representation

PBGC’s management is responsible for the accompanying Statements
of Financial Condition of the Single-Employer and Multiemployer
Funds as of September 30, 2008 and 2007, the related Statements of
Operations and Changes in Net Position and the Statements of Cash
Flows for the years then ended. PBGC’s management is also responsi-
ble for establishing and maintaining systems of internal accounting and
administrative controls that provide reasonable assurance that the
control objectives, i.e., preparing reliable financial statements, safe-
guarding assets and complying with laws and regulations, are achieved.

In the opinion of management, the financial statements of the Single-
Employer and Multiemployer Program Funds present fairly the financial
position of PBGC at September 30, 2008, and September 30, 2007, and
the results of their operations and cash flows for the years then ended,
in conformity with accounting principles generally accepted in the
United States of America (GAAP) and actuarial standards applied on a
consistent basis. Asnoted in the FMFIA Statement of Assurance above,
PBGC’s accounting systems and internal controls comply with the
provisions of the FMFIA.

Estimates of probable terminations, nonrecoverable future financial
assistance, amounts due from employers and the present value of future
benefits have a material effect on the financial results being reported.
Litigation has been disclosed and reported in accordance with GAAP.

As a result of the aforementioned, PBGC has based these statements,
in part, upon informed judgments and estimates for those transac-
tions 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.

The Inspector General engaged Clifton Gunderson LLP to conduct
the audit of the Corporation’s fiscal years 2008 and 2007 financial

statements, and Clifton Gunderson issued an unqualified opinion on
those financial statements.

Charles E.F. Millard

Director

Patricia Kelly
Chief Financial Officer

November 12, 2008
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Annual Performance Report

The Corporation’s 2008-2013 Strategic Plan provides the framework
to guide achievement of its mission and identifies the priorities for
addressing challenges that lie ahead. The strategic plan is founded on
three principal goals:

e Safeguard the federal pension insurance system for the benefit of
participants, plan sponsors, and other stakeholders;

e Provide exceptional service to customers and stakeholders; and

e Exercise effective and efficient stewardship of PBGC resources.

PBGC serves a variety of customers and stakeholders with an interest
in a strong and effective pension system. Customers and stakeholders
include beneficiaries in terminated pension plans, participants in
ongoing pension plans that PBGC insures, the employers that pay
premiums, and the lawmakers and policymakers who oversee the
federal insurance program.

PBGC strategically allocates its resources to programs and activities
that support achievement of its mission and goals. The Corporation
monitors pension plan activities to mitigate pension risk and evaluates

its service to customers and stakeholders. Performance measures help
PBGC gauge the effectiveness of its strategies to improve the pension
insurance program.

This annual performance report provides information on PBGC’s
performance and progress in achieving the strategic goals outlined in
the strategic plan. Performance results for FY 2008 are detailed
below. These items meet the annual reporting requirement of the
Government Performance and Results Act.

Overview of PBGC’s Performance Measures

PBGC made significant strides toward improving the pension
insurance program in 2008. PBGC:

e Finalized regulations implementing the premium reform provisions
of the Pension Protection Act and the Deficit Reduction Act;
e Strengthened the information security program; and

e Exceeded performance measure targets in some areas. A summary of
the performance measures, targets and results are listed in Chart 1.

CHART 1: PBGC PERFORMANCE MEASURES, TARGETS AND RESULTS

Performance Measure 2008 Target

Commit to eliminate PBGC’s deficit and
account better for PBGC’s expected
losses, in order that workers and retirees
can expect to receive qualified benefit
payments from PBGC for the defined
benefit pension plans that PBGC assumes

Goal 2: Provide exceptional service to customers and stakeholders

Customer Satisfaction score for premium 69
filers
Customer Satisfaction score for retirees 85

receiving benefits from PBGC

Customer Satisfaction score for trusteed 80
plan participant callers

Average time (in years) between trusteeship
and benefit determination issuance

3.0 years

Annual Administrative cost per participant $191
in PBGC trusteed plans at year end

Produce report on options
for eliminating deficit

2008 Results Baseline Results*

Goal 1: Safeguard the federal pension insurance system for the benefits of participants, plan sponsors, and other stakeholders

Report drafted; will be

Goal 3: Exercise effective and efficient stewardship of PBGC resources

produced when current

information can be

included
72 Baseline result in 2006: 68
89 Baseline result in 2004: 84
81 Baseline result in 2001: 73

3.3 years Baseline result in 2008: 3.3
$207 Baseline result in 2004: $219

* Baseline year established in the first year PBGC initiated the measure or in the year of a survey method change
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Achieving Performance Goals

Safeguard the Pension Insurance System for the Benefit of
Participants, Plan Sponsors, and other Stakeholders

Congress enacted the Deficit Reduction Act of 2005 and the Pension
Protection Act in 2006, both of which contained provisions to
strengthen the pension insurance system. PBGC set an aggressive
schedule for implementation of the premium reforms introduced in
those acts. At the end of March 2008, PBGC had published final
regulations that change the flat-rate premium and implement the
variable-rate premium provisions of DRA and PPA.

To safeguard the pension insurance system and protect workers’
retirement benefits, PBGC employs an active program of plan
monitoring, negotiation, and litigation. These proactive measures
minimize risk and limit exposure to losses from plan termination.
The result is a healthier pension insurance program for plan
participants and sponsors.

SINGLE-EMPLOYER INSURANCE PROGRAM: During 2008, PBGC worked to
mitigate risks faced by plan participants and the pension insurance
program in several important cases. For example, PBGC’s action in
Delphi’s ongoing bankruptey helped to improve the security of benefits
for Delphi’s workers and retirees and substantially reduce the risk of loss
faced by the insurance program. Under a court-approved agreement,
Delphi will transfer up to $3.4 billion in net pension liabilities from its
hourly plan to the hourly plan of General Motors, Delphi’s former parent.
The first segment of that transfer was made on September 29, 2008, and
had the effect of reducing the Corporation’s exposure to Delphi by
$1.7 billion. The remaining amount will be transferred upon Delphi’s
emergence from bankruptey. As part of its ongoing efforts to emerge
from bankruptcy, Delphi must obtain court approval of a revised plan
of reorganization and raise new capital. The pension transfer improves
retirement security for over 64,000 participants in Delphi’s hourly plan
and contributes substantially to Delphi’s restructuring, Also during
fiscal year 2008, PRGC expanded its efforts to negotiate additional pro-
tections for underfunded plans in certain corporate downsizing events.
PBGC negotiated five settlements that provide for additional pension
contributions and other protections totaling $125 million, which will
help to secure the benefits of over 13,000 participants.

During the year, PBGC succeeded in working with several major
companies to continue their defined benefit pension plans as they
emerged from bankruptcy reorganization. These included auto parts
suppliers Dana Corporation with 53,000 participants, Federal Mogul
Corporation with 33,000 participants, and Dura Automotive with 4,300
participants. Each of these companies made contributions required by
ERISA during bankruptcy and kept their plans intact. PBGC obtained
another significant victory in the bankruptcy court case of 7z 7e Rhodes,
Ine. The court ruled in favor of PBGC on the method for determining the
amount of PBGC's claim for pension underfunding in bankruptcy. The
decision will help safeguard the insurance program by giving PBGC an
important precedent for receiving a fair share of bankruptcy recoveries.
Chart 2 depicts some of the safeguarding activities over the past four years.

CHART 2: SAFEGUARDING ACTIVITIES

Activity 2008 2007 2006 2005
Plans Monitored 3,393 3,630 3,712 4,152
Bankruptcy Cases 561 493 487 350

MULTIEMPLOYER INSURANCE PROGRAM: PBGCs efforts to mitigate

risk and limit exposure to losses also include the multiemployer
insurance program. For example, during 2008 PBGC staff worked
with employer and union representatives to craft new funding and
employer guarantee commitments designed to protect benefits under
the Teamsters Local 863 Fund. This action will help to avoid a claim of
approximately $250 million against PBGC’s multiemployer insurance
program and strengthen benefit security for nearly 6,000 participants.
Also in the multiemployer area, PBGC facilitated the close-out of five
small multiemployer plans that were receiving or expected to receive
future financial assistance payments from PBGC. The plans either
merged with other multiemployer plans or purchased annuities from
private sector insurers for the participants. These small plan close-
outs are part of an ongoing effort to reduce plan administrative costs
borne by PBGC’s multiemployer program.

IMPROVING FINANCIAL CONDITION: In 2008, PBGC began to explore
options to reduce the gap between the Corporation’s liabilities and its
assets. In addition to the change in investment policy, PBGC set a
goal to perform a comprehensive study of options for improving the
financial condition of the single employer insurance program and issue
areport. PBGC expects to issue the report early in fiscal year 2009
after projections from the Pension Insurance Modeling System (PIMS)
model, which will consider the impact of the new investment policy
and other factors, are completed.

Provide Exceptional Service to Customers and Stakeholders

PBGC uses the American Customer Satisfaction Index (ACST) survey
methodology to monitor its progress in meeting the needs and expecta-
tions of its customers and stakeholders, evaluating the effectiveness of
its services to customers, and making targeted improvements. In 2008,
PBGC’s ACSI scores rose in surveys of retirees, participant callers, and
premium filers, continuing an upward trend in these areas. Chart 3
below provides a history of PBGC ACSI results and targets.

CHART 3: CUSTOMER SATISFACTION
SURVEY RESULTS 2002-2008

90

85 0—4":4: —&— Retiree Target
—e— Retiree Result

80 . —=— Participant Target

15 —e— Participant Result

Premium Target
10 A\__‘/‘/‘ —A— Premium Result
65

2002 2003 2004 2005 2006 2007 2008
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© RETIREE SATISFACTION: Retirees receiving benefits from the PBGC
continued to show an overall high level of satisfaction with its services,
scoring PBGC a record high of 89. This score exceeded the 88 scored
last year, where PBGC scored among the highest in government for
providing benefit services. In 2008 retirees communicated they were
particularly pleased with improvements made in the timeliness of cor-
respondence. PBGC uses customer feedback to target use of its
resources in making continuous improvements in its services.

o PARTICIPANT CALLER SATISFACTION: The ACSI score for participant
callers to the Customer Contact Center was 81, up three points from
2007 and exceeding the 2008 target of 80. This improved satisfaction
can be attributed to increased training of Contact Center staff to
ensure callers receive high-quality service and to additional focus on
customer navigation of the automated phone system. PBGC is in the
process of competing and awarding several contracts that directly
impact participants. Our aim is to maintain the current high level of
service we provide as we go through the transition and implementa-
tion of these contracts over the next few years.

o PREMIUM FILER SATISFACTION: The ACSI score for premium filers was 72,
up 2 points from last year’s record high of 70. This increase may be
attributable to providing information to practitioners through two new
avenues—a free online subscription service and frequently asked
questions (FAQs) on the Web site, and expanded hours of customer
support at peak filing times. Changes made to the survey questionnaire
in 2006 enabled PBGC to better identify customer interest and target
customer improvements, and performance targets were re-established
to more accurately project reasonable stretch goals. In 2008, premium
filers expressed the greatest satisfaction with PBGC's customer care, in
particular with the ease of reaching the appropriate person. Targets for
future years remain flat at 70, while PBGC focuses on effectively
assisting premium filers with a series of new requirements, including
mandatory e-filing and compliance with the Pension Protection Act.

Another key measure of PBGC’s mission effectiveness is the average time
required to provide participants with a final determination of their
benefits. During 2008, the PBGC issued nearly 137,000 final benefit
determinations, which it completed within an average of 3.3 years after
the date PBGC trusteed the participant’s plan. The very complex benefit
determination process for plans trusteed in 2004 and 2005 adversely
impacted the performance measurement and will continue to impact the
2009 performance. Process improvement efforts underway, such as the
“Lean” methodology, should streamline the benefit determination
process and reduce process times in the future.

Exercise Effective and Efficient
Stewardship of PBGC Resources

PBGC strives to manage its resources efficiently and effectively. By
aligning managers’ performance agreements with the Corporation’s
strategic goals and performance targets, PBGC ensures that resources
remain focused on performance expectations. PBGC continued to
implement a long-term strategy for addressing information security
and technology concerns. A concerted effort in 2008 to improve IT

PENSION BENEFIT GUARANTY CORPORATION

project management resulted in a stronger IT capital planning process
that enabled PBGC to be removed from the Office of Management and
Budget’s Watch List. At the end of 2008, PBGC’s cost per participant
in trusteed plans was $207, an increase from $196 in 2007.

Another key area of PBGC’s stewardship is the evaluation or performance
assessment of the Corporation’s investment program. One of PBGC’s most
fundamental operational objectives is to ensure that funds are available to
fulfill the Corporation’s obligations. PBGC generated a -6.5 percent
return on total invested funds for FY 2008 compared to the Corporation’s
total fund benchmark return of -6.6 percent. The total fund return and
total fund benchmark return are weighted average returns representing
the asset allocation of the entire investment portfolio.

The Corporation is taking a slow and deliberate approach to the imple-
mentation of the new investment policy, and at the end of FY 2008 its
allocation was approximately 71% to fixed income, including cash. Due to
the cyclical nature of capital markets, PBGC reports both one-year and
five-year returns for its investment program. For the five-year period
ending September 30, 2008, PBGC's return on total fund investments was
4.2 percent compared to a total fund benchmark return of 4.1 percent.

The Pension Protection Act of 2006 requires PBGC to estimate the effect
of an asset allocation based on a combination of two commonly used
market benchmarks. This hypothetical portfolio, with a 60 percent
allocation to the Standard & Poor’s 500 equity index and a 40 percent
allocation to the Lehman Brothers Aggregate fixed income index,
while presenting a risk-return profile different from PBGC's current
allocation, would have decreased the assets of the Corporation by
approximately $3.0 billion (-12.3% return compared to PBGC’s actual
return of -6.5%) for the one-year period ending September 30, 2008 and
increased the assets of the Corporation by approximately $1.5 billion
(4.8% return compared to PBGC’s actual return of 4.2%) over the five-
year period ending September 30, 2008. For further analysis of PBGC’s
Investment Activities please refer to page 17. As reported in last year’s
FY 2007 Annual Report the same “60/40 portfolio” would have increased
the assets of the Corporation by approximately $2.3 billion (11.9%
return compared to PBGC’s actual return of 7.2%) for the one-year
period and $7.3 billion (11.0% return compared to PBGC’s actual return
of 7.7%) for the five-year period ending FY 2007. These results are
summarized in the following table.

60/40 HYPOTHETICAL PORTFOLIO ANALYSIS
VERSUS PBGC ACTUAL RETURN
