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PBGC OPERATING POLICY MANUAL
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A. Background

Payees or others sometimes receive payments in excess of the levels that they are
due. This policy statement provides guidelines on repayment of benefit
overpayments through

e recoupment of net benefit overpayments pursuant to the recoupment
regulation (subpart E of PBGC regulation Part 4022),

e recovery of net benefit overpayments, for example, when there is no future
benefit payable to a payee as of DOPT, and

e administrative correction of overpayments such as duplicate payments.

With this seventh edition of this policy statement, PBGC
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22 o clarifies rules regarding the use of administrative correction instead of

23 recoupment or recovery,

24 ¢ eliminates accelerated recoupment for

25 0 benefit reductions that were communicated but not put into effect,
26 o failure to implement a QDRO or to suspend the alternate payee’s

27 portion of the participant’s benefit during a qualification review

28 e removes redundant provisions regarding monthly benefit changes of $5 or
29 less (See Policy 5.8-1, Benefit Changes and Policy 6.4-

30 3, Computation and Netting of Post-

31 DoPT Overpayments and Underpayments),

32 o clarifies the treatment of recoupment initiated by the prior plan administrator,
33 and

34 e adds guidance, formerly in Policy Bulletin 99-2, to Appendix B: Recoupment
35 from Non-Level Benefits that Exceed the Unadjusted (age 65) Maximum

36 Guaranteeable Benefit.

37 B. Scope and effective date

38 This policy statement applies, generally, to net overpayments determined in

39 accordance with Policy 6.4-3, Computation and Netting of Post-DOPT Overpayments
40 and Underpayments. It is effective upon issuance in any case where efforts to collect
41 an overpayment have not been initiated.

42 This policy statement does not apply to payments made pursuant to agreements

43 settling lawsuits under which PBGC has agreed to pay benefits other than

44 guaranteed benefits, except as otherwise provided in the agreement. This policy

45 statement does not limit PBGC's right to seek repayment of overpayments by

46 methods, or in circumstances, other than those described herein.

47  C. Definitions

48 In this policy statement, the following definitions apply:

49 1. Administrative correction means a method, other than recoupment or

50 recovery, under which correction for an overpayment is sought when a payment
51 error is made.

52 2. Debtor means the person who actually received the overpayment. The debtor
53 can be a payee or other person, and there may be more than one debtor for a

54 benefit. For example, a non-vested participant is the debtor for payments he or
95 she received in error. A person who is signatory to the participant’s account and
56 who does not return payments made by electronic direct deposit after the death
57 of the participant is the debtor for those post-death payments. A debtor may also
58 be a deceased payee'’s trust or estate, but only for payments made after the

59 death of the payee that the trust or estate administrator advises are the property
60 of the trust or estate.

61 3. Net overpayment (or net benefit overpayment) means a negative account

62 balance resulting from the application of Policy 6.4-3, Computation and Netting of
63 Post-DOPT Overpayments and Underpayments.
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4. Recovery means the method under which collection of a net overpayment is
sought by means other than by the reduction of future benefits. This is typically
achieved through an installment paymentagreement.

5. Recoupment means the method under which collection of a net overpayment is
sought through reduction of future benefit payments to the participant or any
beneficiary.

6. Recoupment end date means the date on which the amount of net benefit
overpayment is fully repaid, without interest, except for any partial final monthly
recoupment amount.

D. Applicability of recoupment, recovery, or administrative correction

When a participant or beneficiary has been overpaid, PBGC seeks repayment
through recoupment, recovery, or administrative correction.

1. Applicability of recoupment

If a participant or beneficiary has received a net benefit overpayment that has
not been repaid and, as of DoPT, any future annuity benefit is payable with
respect to the participant, future benefit payments made with respect to the
participant will be reduced by the method in section I, except as provided in
paragraph D.2.b.for payments received after a communicated end date.

2. Applicability of recovery
a. No annuity payments due on or after DoPT

PBGC will seek recovery of net overpayments received by a payee, or debtor
if, as of DOPT, no payment was payable either under plan terms or because
of Title IV. For example, PBGC will seek recovery of net overpayments made
with respect to:

e a participant who was not vested at DoPT (nor entitled to PC6 benefits)

e a participant who received a pre-DoPT lump sum of his or her full benefit
under the plan

e a participant who received a pre-DoPT lump sum that is equivalent to an
annuity exceeding the benefit that would have otherwise been paid by
PBGC (e.g., a partial lump sum payment that exceeds the value of the
entire benefit payable by PBGC).

e a participant who is entitled only to a benefit that is subject to 0% phase-
in.

b. Annuity payments received after communicated end date

PBGC will seek recovery of net overpayments received after the date
payments were to have ended, only if PBGC or the prior plan administrator
communicated the end date to the payee. Only net overpayments made after
the communicated end date are subject to recovery under this paragraph.

For example, PBGC will seek recovery of net overpayments from:

e a beneficiary under a 10C&C annuity who was advised that payments
would continue for only two years after DoPT, but who continued to
receive payments for 30 months after DoPT
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C.

d.

e a participant who received benefits after plan benefits should have
permanently dropped to $0 because of an offset from another plan.

Recipient of a de minimis lump sum

PBGC will seek recovery of net overpayments made to the recipient of a
de minimis lump sum even if the payee was offered an annuity in lieu of a
lump sum. If the payee accepted an annuity in lieu of a lump sum, the net
overpayment would be recouped.

Annuity payments in excess of plan levels

PBGC may seek recovery of net overpayments remaining after application of
recoupment under section I.2a.

Payments made after payee’s death to a non-entitled debtor

PBGC will seek recovery of net overpayments made after a payee’s death in
cases where the debtor is not entitled to receive benefits payable with respect
to the participant at DoPT.

3. Applicability of administrative correction

PBGC may seek repayment where payments are made in error and can be
corrected promptly by methods such as stop payment orders, reversal of ACH
transactions, or temporary suspensions. This process is called an administrative
correction, and may be used in lieu of recoupment or recovery. Examples of an
administrative correction include:

a.

Duplicate monthly payments

If duplicate monthly payments are received for one or two months by a payee
who is entitled to continuing monthly payments of the same amount, PBGC
will attempt to correct the overpayment by one of the methods in the
paragraph above. Temporary suspension will be used only when the
suspension begins no later than two months after the date of the last
duplicate payment. If an administrative correction does not occur,
recoupment will apply.

Payments to a deceased payee received by the beneficiary

If one or two payments made after the death of the payee were received by
the payee’s sole beneficiary who was entitled to continuing payments after
the payee’s death, PBGC will attempt to correct the overpayment by one of
the methods in the paragraph above. Temporary suspension will be used
only with the beneficiary’s concurrence. If concurrence is not received,
recoupment applies.

Clerical error

If overpayments result from a clerical error, for example transposed digits in a
recent payment, PBGC may pursue administrative correction in lieu of
recoupment or recovery. Contact OPSS for guidance.

E. Discretionary authority
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147 In section 4022.81(a) of its recoupment regulation, PBGC reserves the right to
148 use its discretion in seeking repayment of overpayments. This policy statement
149 contains rules that apply to some overpayment situations that are not specifically
150 covered in the regulation. The Office of the Chief Counsel, in consultation with
151 the Benefits Administration and Payment Department and the Legislative and
152 Regulatory Department, will determine when PBGC will exercise this authority in
153 other situations not covered by this policy.

154 F. Notification requirements

155 When a payee has received an overpayment, PBGC will provide written

156 notification as follows:

157 1. Initiation of recoupment or recovery: benefit determination letters

158 Except as provided below, in every case in which PBGC determines that there is
159 a net benefit overpayment, even if the net benefit overpayment is subject to

160 write-off, PBGC will issue a benefit determination letter (if one has not already
161 been issued) covering the participant's or beneficiary's entitlement to a benefit
162 and the amount of the benefit, and whether the overpayment will be recouped or
163 recovered. The benefit determination letter will be issued to the participant,

164 beneficiary, alternate payee, other individual who received the overpayment

165 and/or estate of a deceased participant or beneficiary, as appropriate. For benefit
166 overpayments subject to recoupment, the benefit determination letter will

167 generally include the amount of the net benefit overpayment and the amount of
168 the monthly benefit reduction for recoupment.

169 2. Exception to the benefit determination requirement

170 a. Failure to implement communicated benefit reductions

171 If PBGC fails to implement a previously communicated benefit reduction,
172 PBGC will communicate corrective benefit reductions via notification rather
173 than a benefit determination letter.

174 b. Administrative corrections

175 PBGC will give written notice to the debtor as soon as practicable upon

176 pursuing an administrative correction. Such notice may occur immediately
177 after the issuance of a stop payment order or the reversal of an ACH

178 transaction.

179 C. Increased overpayment and/or recoupment amount

180 PBGC will give written notice to the payee if it is necessary to apply

181 additional recoupment after the issuance of the benefit determination letter.

182 G. Situations in which PBGC does not seek repayment

183 1. No future benefits payable with respect to a payee

184 PBGC will not seek repayment of benefit overpayments where benefits were
185 payable at DOPT but there are no future benefits payable at the time that the
186 overpayment is discovered. Examples of this include:

187 e a participant receiving a straight life annuity who dies before the date of the
188 benefit determination letter
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189 e a payee receiving an overpayment of a certain benefit that has ended, except
190 in cases where the end date has been previously communicated to the payee
191 (see section D2b).

192 In these cases, although benefits were payable at DoPT, and the overpayment is
193 technically subject to recoupment, there is no future benefit to recoup from.

194 This section does not apply in cases where the benefit was received by a debtor
195 who is not a payee.

196 Recovery of de minimis overpayments PBGC will not pursue recovery of net

197 overpayments totaling $500 or less. There is no de minimis applied to

198 overpayments that are subject to recoupment.

199 2. Final partial monthly recoupment amount

200 PBGC will not recoup a final partial monthly recoupment amount calculated

201 under Section | of this policy if the amount remaining to be recouped in the final
202 month is less than the amount of the monthly recoupment reduction. PBGC will
203 follow plan terms or plan administrator communication regarding final monthly
204 amounts under Section L.

205 3. Overpayments outstanding for more than 6 years

206 PBGC will not initiate recoupment or recovery of overpayments in instances

207 where PBGC notified the debtor of the overpayment more than 6 years prior,

208 regardless of the amount of the overpayment. However, if fraud is suspected, the
209 case will be referred to the Office of Inspector General for review.

210 H. Prepayment

211 PBGC will accept prepayment of the full amount of an outstanding benefit

212 overpayment at any time after notifying the payee of the benefit overpayment.

213 However, PBGC will inform the individual that PBGC does not charge interest during
214 the recoupment period. Installment payments will not be accepted instead of

215 recoupment.

216 |. Recoupment method

217 If a participant or beneficiary has received a net benefit overpayment that has not
218 been repaid and, as of DoPT, any future benefit is payable with respect to the

219 participant, future benefit payments made with respect to the participant will be
220 reduced in accordance with PBGC regulation §4022.82(a) and this section.

221 Recoupment will stop as of the recoupment end date. PBGC will not consider
222 financial hardship in recoupment cases,

223 1. Computation of benefit reduction: General rule

224 The amount of the recoupment reduction for a payee’s benefit is computed by
225 first determining the initial recoupment percentage under paragraph I.1.a., then
226 determining whether the percentage reduction is limited under paragraph 1.1.b.
227 The resulting percentage reduction is then multiplied by the payee’s monthly
228 benefit in accordance with paragraph 1.2. to obtain the dollar amount of the
229 reduction.

230 a. Initial recoupment percentage

231 The initial recoupment percentage is calculated by:
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232 (1) Dividing the amount of the net benefit overpayment by the present value
233 of the termination benefit payable to the participant or other payee. The

234 amount of the net benefit overpayment is computed under Policy 6.4-3,

235 Computation and Netting of Post-DOPT Overpayments and Underpayments.
236 The value of the termination benefit is determined as of the DOPT, using
237 PBGC interest rates and factors in effect on that date.

238 (2) Multiplying the result attained in step (1) by 100 to obtain a percentage.
239 b. Limitation on recoupment reduction: General rule

240 Except as provided in paragraph 1.1.b.(2), below, the recoupment reduction is
241 limited to 10%.

242 Example I-1:

243

244 Beginning 1/1/2007, Participant A is entitled to a termination benefit of

245 $1000.00 per month in the form of a joint-and-50% survivor annuity.

246 However, Participant A received $2000.25 per month from PBGC for 36

247 months from 1/1/2007 until 12/1/2009. This means Participant A received a
248 net benefit overpayment of $36,009.00 (36 x $1000.25).

249

250 The initial recoupment percentage is greater than 10% so the monthly

251 recoupment reduction is limited by the 10% cap. Thus, the reduction for

252 recoupment is $100.00 (10% of $1000.00) per month, and that recoupment
253 begins 1/1/2010. Participant A will start receiving $900.00 ($1000.00 -

254 $100.00) per month and the net benefit overpayment will be fully repaid after
255 360 months, i.e., on 12/1/2039. The partial final monthly recoupment amount
256 of $9.00 is disregarded, which means the date of the last recoupment

257 deduction for Participant A is also 12/1/2039. Beginning 1/1/2040, Participant
258 A will be paid $1000.00 per month without reduction for recoupment.

259

260 After receiving payments that have been reduced for recoupment for 6

261 months Participant A dies on 6/15/2010 and on 7/1/2010 PBGC begins

262 paying $450.00 per month to Participant A's surviving beneficiary. This

263 amount equals $500.00 (50% x $1000.00) less $50.00 (10% x $500.00) for
264 recoupment. Note that the remaining net benefit overpayment ($35,409.00 =
265 $36,009.00 - $600.00) will be recouped from Participant A’s surviving

266 beneficiary’s benefit and the net benefit overpayment will be fully repaid in
267 708 months, i.e., on 6/1/2069 (the partial final monthly recoupment amount of
268 $9.00 is disregarded). Beginning 7/1/2069, Participant A’s surviving

269 beneficiary will be paid $500.00 per month without reduction for recoupment.
270

271 2. Exceptions to the 10% limitation

272 a. Payments in excess of plan levels

273 If the benefits paid to the payee or payees for a period of time after the
274 DOPT significantly exceed the benefits payable under the terms of the
275 plan, PBGC may compute the reduction percentage without applying the
276 10% limitation. If the reduction computed under this subparagraph is not
277 sufficient to recoup the entire benefit overpayment, PBGC may seek
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278 recovery of the remaining overpayment. See OPSS before applying this
279 provision.

280 b. Fixed-term benefits paid in excess of plan amount

281 If a payee, who is entitled to benefits for a fixed period under plan

282 provisions (e.g., a 5 year term certain annuity with no payments due after
283 five years) has received, at any point prior to the end of the fixed period,
284 benefits in excess of the total of all benefits payable under the plan, the
285 recoupment percentage for the remainder of the fixed period will be the
286 lesser of the initial recoupment percentage and 50%.

287 c. Errorin frequency of benefit payments

288 If a payee incurs a net overpayment because payments were made too
289 frequently (e.g., an annual payment amount was paid monthly), the

290 recoupment percentage will be the lesser of the initial recoupment

291 percentage and 50%, provided the payee had been informed by the prior
292 plan administrator or PBGC that the payments were to be made.

293 d. Termination benefits in excess of unreduced, age 65 maximum

294 guaranteeable benefit

295 If a payee’s termination benefit exceeds the monthly dollar amount of the
296 unreduced, age 65 maximum guaranteeable benefit payable under

297 ERISA section 4022(b)(3)(B) (determined without adjustment for age and
298 benefit form), and the initial recoupment percentage is greater than 10%,
299 the recoupment limit will be the greater of 10% of the benefit or the dollar
300 amount by which the termination benefit exceeds the unreduced

301 maximum guaranteeable benefit. See Appendix B for guidance on

302 determining the recoupment limitation for non-level benefits that exceed
303 the unreduced, age 65 maximum guaranteeable benefit.

304 e. Benefit overpayments caused by false information or an error for
305 which the payee is responsible

306 If PBGC determines that an overpayment

307 ¢ resulted from false information provided or verified by a payee,
308 e was caused by an error for which the payee is responsible,

309 e resulted from failure to notify PBGC of a payee’s death, or

310 e resulted from failure to notify PBGC of a change in condition or
311 circumstances affecting benefit entittement or amount

312 PBGC may seek full repayment of the benefit overpayment. Information
313 that has been provided to a payee with a benefit determination or other
314 written correspondence is considered to have been verified by the payee
315 if he or she knew or reasonably should have known of the error and did
316 not notify PBGC. PBGC may use recoupment, recovery or legal action in
317 such situations.

318 f. Change in disability benefit entitlement status

319 1. Timely notification of change in disability status
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320 If a participant is overpaid due to a change in the award of (and in
321 some cases retroactive payment of) a Social Security disability

322 benefit, or an improvement in health that results in the participant no
323 longer being eligible for a disability benefit under his or her plan, and
324 the participant notifies PBGC within 1 year of the later of:

325 e the change in his or her disability status, or

326 ¢ initial notification from PBGC that receipt of the benefit is

327 contingent upon disability status

328 recoupment as described in the general rule in paragraph I.1. above
329 shall apply.

330 2. Untimely notification of a change in disability status

331 If a participant fails to notify PBGC within 1 year of the change in his
332 or her Social Security disability benefit award status, or an

333 improvement in health that results in the participant no longer being
334 eligible for a disability benefit under his or her plan, the participant's
335 termination benefit will be reduced by 40% until the full amount of the
336 resulting overpayment is recouped. Such recoupment will be in

337 addition to any other recoupment reduction in effect for the payee’s
338 benefit. Additional recoupment at the rate of 40% would, for example,
339 result in a recoupment reduction of 50% for a participant whose

340 benefit is already being reduced by the maximum amount under the
341 general rule in paragraph I.1.

342 g. Temporary additional 40% recoupment for change in entitlement to a
343 supplemental benefit

344 If a participant is overpaid due to a change in the award of (and in some
345 cases retroactive payment of) a worker's compensation or similar benefit
346 that, under the participant's plan, reduces the amount of a payable under
347 the plan, the participant's termination benefit will be reduced by 40% until
348 the full amount of the overpayment is recouped. Such recoupment will be
349 in addition to any other recoupment reduction in effect for the payee’s
350 benefit. Additional recoupment at the rate of 40% would, for example,
351 result in a recoupment reduction of 50% for a participant whose benefit is
352 already being reduced by the maximum amount under the general rule in
353 paragraph I.1.

354 h. Temporary 25% Recoupment due to benefit suspension

355 overpayments

356 If an early retiree whose benefit should have been suspended upon

357 reemployment with the DOPT employer is overpaid due to failure to notify
358 PBGC of such reemployment, his or her termination benefit will be

359 reduced by 25% until the full amount of the overpayment attributable to
360 delayed suspension is recouped. However, this additional recoupment will
361 be applied only if PBGC has notified the participant that his or her benefit
362 iS subject to suspension upon reemployment with the DOPT employer.
363 (See 5.2-2 Working Retirement policy.) Such recoupment will be in

364 addition to any other recoupment reduction in effect for the payee's
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benefit. Additional recoupment at the rate of 25% will result in a maximum
recoupment reduction of 35% for a participant whose benefit is already
being reduced by the maximum amount under the general rule in Section
11.

3. Application of recoupment percentage

The recoupment percentage computed under paragraph |.1 generally will be
applied to future benefits payable, including any lump-sum payment of a
termination benefit that becomes payable by PBGC to a payee and any
contingent annuitant on or after the date a recoupment reduction is placed into
effect. PBGC will stop the recoupment reduction as of the recoupment end date,
or, if earlier, at the time the payee prepays in full the outstanding amount of the
benefit overpayment. Any additional recoupment reduction computed under the
special rules relating to disability benefits, or benefit suspensions will be applied
to future benefits payable only until the benefit overpayment to which those
reductions apply has been repaid without interest. Any recoupment reduction will
be applied to the payee’s benefit before any other deductions (e.g., withholding
for taxes).

If PBGC establishes that annuity payments due to a payee were made after the
payee’s death and were received (e.g., deposited into a joint account) by a
beneficiary who was entitled to continuing annuity payments after the payee’s
death, and the payments are not returned, PBGC will treat the payee’s benefits
as payments made to the beneficiary for recoupment and recovery purposes. If
the payee’s benefit is otherwise subject to recoupment that would continue to be
applied to the beneficiary’s benefit, PBGC will adjust the beneficiary’s
recoupment end date to account for the erroneous receipt of payments made to
the payee.

4. Revised benefit determinations

If PBGC issues a revised benefit determination under_Policy 5.8-1, Benefit
Changes, recoupment or recovery will be sought for the additional net
overpayment calculated using the method in Policy 6.4-3, Computation and
Netting of Post-DOPT Overpayments and Underpayments,. Example 1:

5. Qualified Domestic Relations Orders (QDROSs)
See Appendix A.

J. Recovery method

PBGC seeks to collect a net overpayment through recovery when recoupment does
not apply. PBGC recovers a net overpayment under the terms of an executed
installment agreement as detailed in the BAPD Operations Manual. Recovery
applies, generally, to the recipient of a net overpayment who was entitled to no future
annuity benefits as of DOPT. It also applies to some recipients of net overpayments
that might otherwise be subject to recoupment.

1. Estates and trusts as debtors
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If the estate or trust administrator advises that the overpayments are property of
the estate, PBGC will treat the estate or trust as the debtor, and will request that
the estate or trust repay the overpayment in a single payment (unless it is $500
or less and would otherwise be treated as described in Section G). If the
overpayment is not repaid promptly, the case will be referred to the RSD
Recovery Coordinator for referral to OGC. In such cases, OGC will take
appropriate actions to collect the debt, unless it determines that it is not legally
possible or cost-effective to recover the overpayment from the estate or trust.

2. Financial hardship

PBGC may consider financial hardship in recovery cases, and may reduce or
eliminate recovery debt in cases of demonstrated financial hardship.

3. Interest
a. Installment and single-sum payments

PBGC will charge no interest on overpayments repaid in a single-sum
payment or timely installment payments.

b. Failure to repay and default

If a debtor fails to repay in a single sum or enter into an installment payment
agreement, PBGC will charge simple interest beginning on the date the
benefit determination becomes effective. If a debtor defaults on installment
payments, PBGC will charge simple interest beginning on the date of default,
as determined by PBGC. The interest rate will be the U.S. Treasury
Department’s Current Value of Funds Rate for the month in which interest
begins to accrue. This rate will continue to apply until the debt is fully repaid.
Debtor payments are first applied to outstanding interest, then to reduce the
principal amount.

4. Deceased debtors

In the case of a deceased debtor who failed to execute and return to PBGC an
installment payment agreement before death, PBGC will write off the debt and
stop its collection activities if the amount of the debt is $10,000 or less. If the
amount of the debt is more than $10,000, the RSD Recovery Coordinator will
refer the case to OGC after the benefit determination becomes effective.

The write-off rule above does not apply to estates as debtors; see paragraph J.1
for rules covering estates as debtors.

In cases where the debtor had executed an installment payment agreement, the
entire debt is written off upon the death of the debtor.

5. Fraud

PBGC will forward to the Office of Inspector General any case involving possible
fraud, including any case in which a person received payments directed to
another person, if the debtor has failed to enter into an installment agreement,
receive a hardship waiver, or repay in a single sum.

K. Appeals/reconsideration of recovery determinations

PBGC decisions to seek repayment of overpayments, and decisions regarding
reduction or elimination of debt in cases of alleged financial hardship, are not subject
to appeal. However, the underlying determinations of benefit entitlement and amount

Page 11 of 19



452
453
454
455
456

457

458
459
460
461
462
463
464
465
466
467
468
469
470
471
472
473
474
475
476
477

478

479
480
481
482
483
484
485
486
487

488

489
490
491
492
493
494
495
496
497

Recoupment Policy — 7" ed (027) 052610-2

are subject to appeal. In addition, at the request of a payee or other interested party,
PBGC will review any of the other factors underlying its computation of the amount of
a benefit overpayment (e.g., the amount the payee actually received) and the
calculation of the recoupment reduction or installment payment amount for accuracy,
and will make any necessary corrections.

L. Treatment of recoupment initiated by a prior plan administrator

PBGC will apply benefit reductions that were initiated or communicated by the plan
administrator prior to DOPT to recoup pre-DOPT benefit overpayments. PBGC will
calculate an affected payee’s benefits by first adjusting payments for the application
of Title IV while disregarding reductions for pre-DoPT overpayments. PBGC will then
reduce the benefits for recoupment of pre-DoPT overpayments.

In these cases, PBGC will apply the same recoupment reduction percentage to the
payee’s termination benefit that the prior plan administrator applied to the plan
benefit, without regard to the 10% limit in section | of this policy. For example, if the
plan benefit was $2,000, and the plan was recouping $500, the recoupment
percentage is 25%. Therefore, if the termination benefit is $1,600, PBGC will recoup
$400/month ($1,600 x .25= $400) to recoup the pre-DoPT overpayment, and the
payee will receive the remaining monthly benefit of $1,200. PBGC will follow plan
practice with regard to recoupment of a final recoupment payment that is less than
the full recoupment amount.

Any overpayments that occur after DoPT are subject to the normal recoupment rules
in section | of this policy. In determining the post DoPT overpayments, the benefit
paid before application of the prior plan administrator recoupment,should be used as
the amount received. In the example above, this amount is $1600.

Appendix A: Qualified domestic relations orders (QDROS)

In general, PBGC will apply its recoupment regulation and policy to participants and
alternate payees under a QDRO in accordance with the following methods. PBGC
reserves the right to use its discretion under the recoupment regulation (PBGC Reg.
4022.81(a)) to apply its recoupment rules to cases involving QDROs by other methods
on a case-by-case basis. Contact OPSS for approval before applying any method other
than the rules described in Appendix A. If a QDRO contains specific provisions
concerning recoupment of overpayments, PBGC will determine on a case-by-case basis
whether to follow such provisions, based on whether the language is consistent with the
methods described below and whether it is administratively reasonable.

1. Recoupment from PBGC’s Benefit Adjustments Due to Legal Limitations

The terms of a QDRO may specify how benefit adjustments due to PBGC's legal
limitations (“PBGC’s benefit adjustments”) are to be applied to the participant’s
and/or alternate payee’s benefits. For example, the QDRO may provide that
PBGC'’s benefit adjustments are to be applied on a pro-rata basis to the
participant’'s and alternate payee’s benefits; only to one party’s benefits, i.e., to
the alternate payee’s or the participant’s benefits; or to one party’s benefits
before being applied to the other party’s benefits.
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498 If the QDRO specifies how PBGC's benefit adjustments are to be applied and, as
499 a direct result of those benefit reductions, recoupment is required, PBGC will

500 generally honor such provisions in the QDRO.,

501 If there are overpayments for other reasons as well (e.g., because of an

502 administrative error, erroneous benefit amount), PBGC will implement

503 recoupment from the party that received such overpayments using the general
504 recoupment guidelines in this policy. For those overpayments that are due to

505 PBGC's benefit adjustments, however, PBGC will further recoup from the

506 remaining benefits by using the methodology specified by the terms of QDRO for
507 implementing PBGC's benefit adjustments. Contact OPSS for further guidance.
508

509 If the QDRO does not specify how PBGC is to apply PBGC'’s benefit

510 adjustments, PBGC will implement recoupment in accordance with the rules

511 described in Sections 2-4 below.

512

513 2. QDRO treats alternate payee as surviving spouse or beneficiary

514 If the QDRO states that the alternate payee will be treated as the participant's
515 surviving spouse or beneficiary, PBGC will apply the regular recoupment rules
516 that are applicable to surviving spouses or beneficiaries to determine the monthly
517 recoupment amount and recoupment end date for the alternate payee after the
518 participant's death.

519 3. Shared payment QDROs

520 For shared payment QDROs, the nature of the payment to the alternate payee (e.g.,
521 fixed percentage, specified dollar amount) will determine how recoupment is

522 implemented. To calculate the amount of overpayment to be recouped, the

523 recoupment percentage, the monthly recoupment amount and the recoupment end
524 date, PBGC will use the total benefit being paid (i.e., the amount being paid to both
525 the participant and the alternate payee) and will then apply recoupment to the two
526 parties as follows:

527 Dividing the monthly recoupment amount

528 The method for dividing the monthly recoupment amount depends on whether the
529 shared payment QDRO awards the alternate payee a fixed percentage or a specified
530 dollar amount of the participant's benefit. If the shared payment QDRO specifies both
531 a fixed percentage and specified dollar amount, or specifies another type of award to
532 the alternate payee, contact OPSS.

533 b. Fixed percentage

534 If a QDRO awards a fixed percentage of the participant's benefit to the alternate
535 payee, PBGC will divide the monthly recoupment amount between the participant
536 and the alternate payee by the same proportions used to divide the participant's
537 benefit.

538 Example A-1

539 At DOPT, John was married to Renee and receiving a monthly benefit of $600
540 per month in QJSA (50%) form. John and Renee divorced two years after DOPT
541 and, under a shared payment QDRO, Renee began receiving 60% of the benefit
542 payable to John ($360 per month). The QDRO states that Renee will continue to
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543 be treated as the surviving spouse and that benefits payable to Renee will revert
544 to John if she predeceases him.

545 Five years after DOPT, PBGC issues a benefit determination to John and

546 determines that his PBGC termination benefit is $500 per month in QISA (50%)
947 form and that he and Renee were overpaid. Assume that the recoupment

548 reduction is 8%, based on the total overpayment, and the present value of the
549 whole termination benefit. Accordingly, the total monthly recoupment amount is
550 $40 (8% of $500). The $40 recoupment amount will be split between John and
551 Renee using the same proportions used to split the benefit under the QDRO.
552 Thus, $24 (60% of $40) will be recouped from payments to Renee and $16 (40%
553 of $40) will be recouped from payments to John.

554 If Renee predeceases John, Renee's net monthly payment of $276 will revert to
555 John (Renee's 60% share of the final benefit (60% of $500=$300) reduced by the
556 recoupment of $24).

557 If John predeceases Renee, she will receive the survivor's portion of the QJSA
558 ($250) reduced by 8% ($20) for recoupment because the normal recoupment
559 rules applicable to contingent annuitants would apply to her survivor benefit.

560 Recoupment will end when the amount of the overpayment has been repaid,

561 without interest.

562 c. Specified dollar amount

563 If a QDRO specifies the dollar amount of the alternate payee's monthly benefit
564 (rather than a percentage of the participant's benefit), PBGC will recoup first from
565 the participant's benefit, and will not recoup any amount from the alternate

566 payee's benefit unless the monthly recoupment amount exceeds the monthly
567 benefit payable to the participant. If the monthly recoupment amount does

568 exceed the participant's monthly benefit amount, PBGC will recoup the entire
569 amount of the participant's benefit and recoup the monthly recoupment amount
570 that exceeded the participant’s benefit from the alternate payee's benefit.

571 Example A-2

572 At DOPT, Simon was 62 years old, married to JoAnn, and had a deferred vested
573 benefit under the plan of $900 per month in the form of a single life annuity

574 beginning at his age 65. Simon and JoAnn divorced one year after DOPT. JoAnn
o575 obtained a shared payment QDRO that awarded her a specified dollar amount of
576 $500 of Simon's monthly pension until his death, but did not award a spousal
577 survivor benefit. Under the QDRO, benefits payable to JoAnn will revert to Simon
578 if she predeceases him.

579 Two years after DOPT, Simon marries Samantha.

580 One year after his marriage to Samantha (at age 65), Simon begins receiving
581 estimated benefits in QJSA (50%) form. The whole estimated PBGC benefit is
582 $800 per month, of which $500 is paid to JoAnn and $300 is paid to Simon. Two
583 years later, PBGC issues a benefit determination to Simon and determines that
584 his PBGC termination benefit is $700 per month in QJSA (50%) form and that he
585 and JoAnn have been overpaid.

586 Assume the overpayment (computed on a combined basis) is equal to 12% of
587 the PV of the whole termination benefit and that monthly recoupment is limited to
588 10% of the whole benefit. Accordingly, the monthly recoupment amount is $70
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589 (10% of $700), which will be deducted from Simon's benefit only, because the
590 QDRO awarded JoAnn a specified dollar amount and the $200 benefit payable to
591 Simon is greater than the $70 recoupment amount.

592 When the benefit determination becomes effective, Simon's benefit will be

593 reduced by $70 per month for recoupment and JoAnn will continue to receive
594 $500 per month. If JoAnn predeceases Simon, JoAnn's $500 benefit would revert
595 to Simon and his recoupment amount will not change.

596 If Simon predeceases JoAnn, Samantha will receive the survivor's portion of the
597 QJSA ($350) reduced by 10% ($35) for recoupment because the normal

598 recoupment rules applicable to contingent annuitants would apply to her survivor
599 benefit.

600 Recoupment will end when the amount of overpayment has been repaid, without
601 interest.

602 d. Separate interest QDROs

603 In general, PBGC will apply its recoupment rules to separate interest QDROs as
604 if the participant and the alternate payee were separate participants under the
605 plan. Accordingly, PBGC will determine separately for the participant and the
606 alternate payee the amount of overpayment to be recouped, the recoupment
607 percentage, the monthly recoupment amount, and the recoupment end date.

608 1. Determining the separate amounts of overpayment

609 The separate amounts of overpayment made to the participant or

610 alternate payee will be determined by comparing actual benefits paid to
611 the correct termination benefit payable. Overpayments made to one party
612 (participant or alternate payee) will not be offset by underpayments made
613 to the other (i.e., if one is overpaid and the other is underpaid, PBGC will
614 separately reimburse the underpayment and recoup the overpayment.).
615 Contact OPSS for guidance for assistance in determining treatment of
616 overpayments when the PBGC benefit adjustments exceed the present
617 value of the benefit payable to the party that was overpaid, but a benefit is
618 still payable to the other party(i.e., a separate interest QDRO that assigns
619 a fixed dollar amount to the alternate payee).

620

621 2. Determining the separate present values as of DoPT

622 PBGC will determine separately for the participant and the alternate payee
623 the present value of the termination benefit payable as of DOPT. If the

624 actuarial valuation report does not provide separate present values, then

625 PBGC will calculate those values for the purpose of applying recoupment. In
626 cases where it is not administratively practicable to do so, contact OPSS for
627 guidance.

628 3. Determining the separate recoupment percentages and limits

629 a. In general, PBGC will determine the recoupment percentages

630 separately for the participant and the alternate payee, and apply the
631 10% recoupment limit separately for the participant and the alternate
632 payee. Contact OPSS for guidance on determining the recoupment
633 percentage in any case in which the participant's whole monthly
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benefit amount without regard to the QDRO exceeds the maximum
insurance limitation applicable to the plan (i.e., the maximum
guaranteeable benefit without adjustment for age or benefit form), and
the initial (uncapped) recoupment percentage computed for either the
participant or the alternate payee exceeds 10%.

4. Determining the separate recoupment end dates

Recoupment end dates will be determined separately for the participant and
the alternate payee based on the separately determined overpayment
amounts to be recouped and monthly recoupment amounts.

Example A-3

As of DOPT, Carol is married to Joe and has a deferred vested benefit. One
year after DOPT, before Carol has started receiving benefits, she and Joe
divorce and obtain a separate interest QDRO providing that Joe will receive a
50% interest in the value of the pension benefit to which Carol is entitled from
PBGC, computed as of DOPT. Joe's 50% interest in Carol's benefit has a
value that is actuarially equivalent, as of DOPT, to half of Carol's monthly
termination benefit beginning at her age 65.

If PBGC pays estimated benefits to either or both Carol and Joe, and later,
after their final benefits are determined, PBGC determines that one or both
have been overpaid, PBGC will treat Carol and Joe as if they were separate
participants under the plan for recoupment purposes because of the separate
interest QDRO. Accordingly, PBGC will determine separately for Carol and
Joe the amounts of overpayments to be recouped, the monthly recoupment
amounts and the recoupment end dates. After recoupment begins, the death
of one will not affect the monthly benefit amount, monthly recoupment
amount or recoupment end date of the other.

Appendix B: Recoupment from non-level benefits that exceed the unreduced, age
65 maximum guaranteeable benefit

This rule applies to participants, beneficiaries of deceased participants, and alternate payees in
PBGC-trusteed plans (collectively called "payees") who are entitled to future non-level benefits
that exceed the maximum guaranteeable benefit (determined without adjustment for age or
benefit form) and whose benefits are subject to recoupment. This policy applies to any benefit
determination letter issued on or after April 13, 1999.

Background PBGC's regulation and policy on recoupment of benefit overpayments provides a
cap on monthly recoupment amounts equal to the GREATER of (1) 10% of the participant’s
benefit amount, or (Il) the dollar amount by which the participant’s benefit exceeds the
maximum guaranteeable benefit (determined without adjustment for age or benefit form)
applicable for the year in which the plan terminated. For participants with non-level benefits, the
amount by which the benefit exceeds the maximum guaranteeable benefit will change when the
monthly amount changes.

This appendix provides guidance on computation of the recoupment cap when a payee’s future
benefit is non-level and, at one or more times in the future payment of the benefit, the amount
payable exceeds the maximum guaranteeable benefit.
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Action Required If a participant’s benefit is non-level (e.g., a life benefit with a temporary
supplement, a social security leveling option, etc.) and at any time in the future the amount
payable to the participant exceeds the maximum guaranteeable benefit, determined without
adjustment for age or benefit form ("the unadjusted maximum®"), the recoupment cap is
determined separately for each level at which the benefit is payable. That is, for each benefit
level payable, compare the dollar amount by which that benefit amount exceeds the unadjusted
maximum to 10% of that benefit amount. The recoupment cap is the GREATER of the two
amounts. The amount to be recouped for the period during which that benefit amount is payable
is the LESSER of (I) the initial (uncapped) recoupment percentage (the overpayment amount
divided by the present value of the benefit as of DoPT) of the participant’s benefit amount, or (II)
the recoupment cap.

The recoupment cap applicable to the survivor of a participant with a non-level benefit is the
same cap (expressed as a percentage reduction) applicable to the participant's benefit from
which the survivor's benefit is derived. For example, if the surviving spouse of a participant who
received a joint and 50% survivor annuity benefit and a temporary supplement is entitled only to
the survivor portion of the J&S benefit (i.e., not to any remaining payments of the temporary
supplement), the recoupment cap applicable to the spouse is the same percentage cap
applicable to the participant's J&S benefit only.

The examples below show how to compute the recoupment cap and the monthly recoupment
amount for payees with non-level benefits that exceed the maximum guaranteeable benefit.

Example M-1

Participant A is entitled to a termination benefit in the form of a social security levelizing option
(SSLO). No survivor benefit is payable under the SSLO. The benefit payable is $4,000 per
month before age 65 and $2,000 per month thereafter. The present value of the benefit as of
DoPT is $275,000. Participant A has been overpaid by $32,000 and PBGC is preparing a
benefit determination. The participant is age 60 at the time the benefit determination is
prepared. The plan terminated in 1990, therefore the unadjusted maximum guarantee is
$2,164.90 (rounded to $2,165 for purposes of this example).

Step 1. Determine the initial (uncapped) recoupment percentage.
Overpayment =+ PV of benefit @ DoPT = uncapped recoupment %
$32,000 =+ $275,000 =11.6%

Step 2. Determine the recoupment cap for the $4,000 per month pre-65 benefit amount.
Greater of: (1) 10% of benefit, or (Il) the amount of benefit over unadjusted maximum
$400 (10%) $4,000 - $2,165 = $1,835 (46% of benefit)

Step 3. Determine the recoupment amount for the $4,000 per month pre-65 benefit
amount.

Lesser of: (I) uncapped percentage, or (II) recoupment cap
$464 (11.6%) $1,835 (46%)
Repeat Steps 2 and 3 for the post-65 benefit
Step 2. Determine the recoupment cap for the $2,000 per month post-65 benefit amount.
Greater of: (I) 10% of benefit, or (II) the amount over unadjusted maximum
$200 (10%) $0 (0%)
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720  Step 3. Determine the recoupment amount for the $2,000 per month post-65 benefit
721  amount.

722 Lesser of: (I) uncapped percentage, or (Il) recoupment cap
723 $232 (11.6%) $200 (10%)

724 In this example, the recoupment amount for the pre-65 period is $464 (11.6%) and will be
725  reduced to $200 (10%) at the same time the benefit amount is reduced at age 65. The
726  recoupment end date will be computed (by hand) based on this non-level recoupment stream.

727 Example M-2:

728  Participant A is entitled to a termination benefit in the form of a joint and 50% survivor benefit
729  with a temporary supplement payable until age 62. The J&S benefit payable is $2,100 per

730  month and the supplement pays an additional $400 per month. Thus, the participant's total

731  benefit before age 62 is $2,500 per month and $2,100 per month thereafter. The temporary
732  supplement benefit has no survivor feature so the surviving spouse will receive half of the

733  participant's J&S benefit ($1,050) if the participant dies before the spouse. The present value of
734 the benefit as of DoPT is $250,000. Participant A has been overpaid by $40,000 and PBGC is
735  preparing a benefit determination. The participant is age 60 at the time the benefit determination
736 s prepared. The plan terminated in 1990, therefore the unadjusted, age 65 maximum guarantee
737  is $2,164.90 (rounded to $2,165 for purposes of this example).

738 Step 1. Determine the initial (uncapped) recoupment percentage.

739 Overpayment + PV of benefit @ DoPT = uncapped recoupment %

740 $40,000 + $250,000 =16.0%

741  Step 2. Determine the recoupment cap for the $2,500 per month pre-62 benefit amount.
742 Greater of: (1) 10% of benefit, or (Il) the amount of benefit over unadjusted maximum

743 $250 (10%)  $2,500 - $2,165 = $335 (13.4% of benefit)

744  Step 3. Determine the recoupment amount for the $2,500 per month pre-62 benefit
745 amount.

746 Lesser of: (I) uncapped percentage, or (Il) recoupment cap

747 $400 (16.0%)  $335 (13.4%)

748 Repeat Steps 2 and 3 for the post-62 benefit

749  Step 2. Determine the recoupment cap for the $2,100 per month pre-62 benefit amount.
750 Greater of: (1) 10% of benefit, or (Il) the amount over unadjusted maximum

751 $210 (10%) $0 (0%)

752  Step 3. Determine the recoupment amount for the $2,100 per month pre-62 benefit
753 amount.

754 Lesser of: (I) uncapped percentage, or (Il) recoupment cap
755 $336 (16.0%) $210 (10%)

756 In this example, the recoupment amount for the pre-62 period is $335 (13.4%) and will
757  be reduced to $210 (10%) at the same time the benefit amount is reduced at age 62. If
758 the participant dies before the spouse, the recoupment amount for the spouse will be
759  $105 (10%) because the surviving spouse's benefit is derived only from the participant's
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J&S benefit, not the temporary supplement. The recoupment end date will be computed
(by hand) based on the non-level recoupment stream for the participant. When the
participant dies, the recoupment end date will be adjusted to reflect the lower
recoupment amount for the spouse (assuming the spouse is still living).
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