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TO: The Honorable Hilda Solis, Se '.
Chair of the PBGC Board 0 •

FROM:

The report discusses our findings an:. ;ecommendationS to ensure PBGC develops and
implements internal controls to fOf;ter impartiality in future procurement activities and
compliance with existing contracting laws and regulations. Our recommendations are
made to the PBGC Board ofDirectors, as the actions that are needed will require
implementation at a level higher than the PBGC Director.

1 At that~ewe began this audit, Charles E.F. Millard was the PBGC Director. He resigried his position
effective January 20, 2009.
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Serious questions about the integrity ofthe procurement process for the Strategic
Partners1;lip contracts were raised when the fomier PBGC Director inappropriately
communicated with bidders during the time when such contact was forbidden by PBGC
policy and the Federal Acquisition Reguiap.on (FAR). Phone records and emails show that
tl;Le former Director was cotnIilunicating directly with. so e;bidders at the same time that he

. was actively evaluating their Strategic Partnership pi' , a Clear violation of. the
prohibition ofconta~twith potential offerors. F "'~er Director 1?ok an .'
unprecedented role ill theptocurement process, servtb.g on Technical Evaluation
Panels (TEP) to formally assess some of the . firms with whomhe was in
frequent contact; at a minimuin, this viol" ~; ciple"'o ara.tion ofduties. .
However, it shQuld be noted that our a d~~tify e . e ofcriminal activity on
the partofanybidders.'>· ):

.whichis .
'appropriate

.. sed by the
erIlai controls it

PBGC is a wholly-o;Federai go 'on, established under Title IV of
the EmployeeRetiremeJi(ERISA), with a three-member
Board of Directors compris ·esof' bor, Coinmerce, and TreasuTy. The
Secretary ofLabor serves as . The Boatd establishes policy arid provides
oversight to PBGC and its Direct ion Protection Act of2006 (pPA 2006)
established a Presidentially.,.appoin . 'Senate-confirmed pirectot to administer the'
Corporation in accordance with poli . 'established by the Board. PBGCalso has an
advisory committee appointed by the President to, aDlOlig other things, advise on .
investments.

PBGC's By-Laws require the Board to review the Investment Policy Statement every two
years and approve the Investment Policy Statement every four years.The purpose of the
Board review is to ensure that the objectives of the Investment Policy continue to be
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aligned with PBGC operational objectives, that PBGC is implementing inve.s1ment
strategies that are consistent with the investment objectives, and that PBGC's Investnient
Policy is implemented in a rpanner consistent with the principles ofERlSJ\..

In February 2008, PBGC executives presented to the Board a proposed revised investment
policy. PBGe's Board unanimously appr()ve4 the policy, which is less conservative than
the prior policy and involves transferring billions oicto s from f}xed income treasury
securities t9 marketable equities, real estate,andpriv uity. Our conclusions about the
implementation of the inves1ment policy will be p "~~other audit report to be
issued in the near future. ·';/i.,

PBGGhasbegun the prQcess ofre~lloca .
the Corporation continues to evaluate .
use of strategic partners to manage p. '.'

AUDIT RESULTS

Finding 1: The Former Director ' :Inappr()priate Contacts with Bidders

The former Director violated the FAR and PBGC policy by communicating directly with
bidders during the source selection period, also known as the ''blackout period." He was
aware of the prohibition against speaking with representatives of the finns that were

2 As of September 30, 2008.
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attempting to become PBGC's strategic partli.ers - an opportunity that could lead to more
than $100 million in fees and management ofup to $2.5 billion in PBGCassets. As a
result, the former Director's improper actions raise serious questions about the'integrity of
the process by which the winners ofthe strategic partnership contracts were selected.

an when the RFP
tracts were

the

. ector's plf0'hes and Goldman
- tract to invest up to $700

and six were outgoing.
.' howas noted as a key

and vi .e involVement in bidding for
'. " tations at PBGC and in New York,

e formerDirector's phones and :Qlackrf,lck, a'
ership contract to invest up to $600 million

h fu private equity. The calls included one
call with an unknown party at Blackrock and four

•

To maintain the integrity ofthe procurement, the FAR establishes certain contr<>ls over
contacts between agency personnel and offerors dliringe procurement process. 3 In
essence, aU contact between agency personnel invol" e procurement and bidders is
to go through the contracting officer; individual c$;prcOIllmunicationswith '
bidders are strictly prohibited. ''''' ...

as provided a verbal
ey made clear the

rs. Further, a
rors was

.. ctorof

dum in

3 FAR Part 15.303 states that agency heads are responsible for source selection. The contracting officer is
designated as the source selection au1:h0rity unless the agency head appoints anothedndividual for a
particular acquisition or group ofacquisitions. FAR 15.303(c) requires the contracting officer to; (1) serve as
the focal point for inquiries from actual or prospective offerors after release ofthe solicitation, and (2) pontrol
exchanges with offerors after receipt ofprop()sals. ' .
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outgoing calls to the phone of a Managing Director, who was also noted as a key
person on the strategic partnership contract.

" Ten phone calls -- five outgoing from the former Director's PBGC phone lines,
three outgoing from the former Director's cell phone, and two incoming -- were

.made during the blackout period between the former Director's phones and a
. managing director ofJP Morgan, a fInn that w awarded a strategic partnership
'contract to invest up to $600 million in real' e. '"d up to $300 million in private

equity. . 'c
e
,;;,,,

Of the sixteen firms submitting bids, calls w .
with eight of the firms during the blacko
"finalists" from which the three succe'
mail with one of the eliniin~ted tirInsl{j
having our lunch meeting."

. ,8 during the
. organ exe ..,referenced .

at, beg' "'~'.' g on Oc er 24, 2008 (during
ct the JP Morgan' . .
ac" [reach]. The JP
and telephone, his mobile·

ent,as ell as times when he would be
er Director and the JP Morgan

we d ..··have specmc information about
iscus~~ However, on the day that winners of
mail string continued. The subject line was
artnerships" and the message sent by the

no real estate 300 private equity." We concluded
that the email message and subject 1' .. provide a strong indication that the strategic
partnerships were to be the topic of the phone conversations between the former Director
and the JP Morgan executive.

During March 2009 we discussed the details of these phone calls and emails with the
.former Director, at his request. He asserted that the JP Morgan executive has been his
friend since the mid- 90's and the discussions did not involve PBGC business or 'the
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OIG ReportAUD~2009-5 IPA-08-63-1 5

05/12/2009 4:05PM



From: om 05/12/2009 14:49 1764 P,007l024

-.~. -- ~.

~­.... '.

strategic partnership·s. Nevertheless, we noted that the former Director sent an email to a
subordinate, instructing the subordinate to provide the Strategic Partnership RFP directly to
this JP Morgan executive, an act that further links the executive with the Strategic
Partnership process.

The fonner Director's explanations about these particUlar contacts during the blackout
period evolved during the course ofout audit. For exam, Ie, in his April 28 written.
statement4 addressing the issues inCluded in this repo . '. ,roVided a new explanation for
certain contacts during the "blackout period" for c, . atipn with bidders for the
Strategic Partnerships.s That statement, Which.'" in itlLentirety as Exhibit B,
contained t1:le following explanation for $ p . its with a JP Morgan
executive that occ~edbetween October . 08. According to the
statement "1 was working at that time [eside'Jeam's potential
transition. i had responsibility for de". listsot"n3mes of'. :duals to be Secretaries
and Under Secretaries at vaTious agencies '\';';~l~.ding Treasury, Co '<;:e, Labor, .
Education and HUD. The per$on I was reaclt:'·· ,;via the's~ emails was" '. ,~one I wanted to
put on one of these lists and W1i advice I sou ~ut '& er possible' r.,: .duals.,,6 .

"".,...

,othis calls an '. 'ails to
lislooas a poten - "
. .i' Presidential .. ..

irector. We spoke
.... rocessused by tie

.ader, the list was
p.ecessary

4 We note the former Director's Apri128t is uilsigned, however, when his attorney forwarded the
statement to the DIG via email he stated: ua. ed please find. a PDF·ofMr. Millard's statement. ...; we
submit this statement as final and without restriction as to circulation." To date, we have not received a
signed copy.

, The former Director had previously provided different explanations for these phone calls, including the wish
to discuss aparticular news article and a discussion ofNew York pollticsj we were also Unable to corroborate
those explanations. .

6 Page 5, Exhibit B, Written Statement ofCharles E.P. Millard
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We advised the current Acting Director and PBGC's General Counsel about the former
Director's improper contacts with bidders, as well asthe post-award assistance with hisjob
search that he receIved from an executive ofat least one oftheawardees, as noted in the- - ,

following finding. The General Counsel ~dvised that these facts, taken together, raised
-serious ethica..l concerns ofwhich she would apprise the Board

Also, according to the Ge1lenil COUDBel, the career Bom:.staff requested that-PBGC slow
down the_implem~ntationof the private eqUity andre allocations ofthe. strategic
partnerships because. political appointees are innOQ Serve as PBGC's Board
Representative$. The General Counsel reports ' 's cohtinuing with planning and
trainmg activities contemplated by the contr -

ropriat otions of the former Director,
Jaimess, integrity and openness of
cpartnership contracts. If so, the
(DIG Control Number: Board-I)

PBGC BOARD RESPONSE

The PBGe Board has asked the Ac " . .irector ofthe PBGe to provide the Board with his
recommendation for PBGC action in response to the draft report. The Boardwill review
the Acting Director's recommendation and ensure that appropriate action is undertaken.

OIG EVALUATION

The Board's response meets the intent of our recommendation.
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OIG Report AUD-2009-5 / PA-08-63-1 7_

05/12/2009 4:05PM



From:OIG 05/12/2009 14:51

..........

1784 P.009/024

Finding 2: The Former Dir~ctor'sDual Roles Raised Concerns About Impartiality.

The former PBGGDirector represented the Corporation before the inves1ment community
in person, traveling frequently to New York and maintaining continual telephone contact
with major investment finns .. The former Director recounted significaritly detailed and
frequent discussions with these firms over a period oftime. Contemporaneously, he

.assumed de factp respollsibility for key procurement aC#,vities necessary to implement the
new investo1entpolicy, including evaluatiJigmari.y of.: '" e fitms with whiCh he .
routinely dealt. Although P:SGC has not placed a.. '.qibition on the Director's
.participation in the procurement process, prdper9P- ofdtities would prevent his

service in both roles. .;;;. ';i;¥. :~~Wf~{';f... . .
Separation ofduties is required for effi,. ,~ifi~nt coii1f-ltl:);~d the lack of separation
leaves PBGC vulnerable to concerns·;,~~' percetved bias. If' 9 the former .
Director's frequent contact with bidders d withhis participa ',' the procurement
process~ senior level !>taffexplessed doubts a thefaJ:f»ess ofhis 'us·and the
selection ofwinners for the stf~.. io partnershi tracts:' e former '. tor's contact
with bidders allowed some, but . , to havefre . epth access ,key
procurement decision-maker. F ~ ~ continumg¥ided an opp' 'ty for
some, but ilot all, bidders to enhance"'. ei- Directo ofeolifidence in",
firms'lmowle . . Is. Finally, 'ardassiste reCeived from an
executive of . g bidders r ethical mS.

~'(FAR) and
n guiding
ess, and

. maintaining the public's
.. ' .actions ofeach member of
ss.... (FAR § 1.102':2(c)(1»,

FAR § 3.l01~1 states:

Government business s ted in a manner above reproach and, except as
authorized by statUte or ith complete impartiality and with. preferential
treatment fat none. Transac lating to the expenditure ofpublic funds require
the highest degree ofpublic, and an impeccabiestandard ofconduct. The .
general rule is to avoid strictly any conflict of interestor even the appearance
.of a conflict of interest in Government..;eontractor relationships. While many
Federal laws and regulations place restrictions on the actions of Government
personnel, their official conduct must, in addition, be such that they would
have no reluctance to inake a full public disclosUre of their actions. [emphasis

. added] .
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OMB Circular Na.·A·123, Management's Responsibility far Internal Control, notes that
appropriate separatian of duties is necessary for effective managementcantral. Key duties
and responsibilities should be separated atlloIig individuals. GAO's Standards for Internal
Control in the Federal Government, GAOlAJMf)-00..,2L3 J ~ explains that separation of
duties is necessary to reduce the risk oferror, waste, or wrongful acts.

De Facto Responsibility (or ((ey Procurement Ac .
., .

The former Director was intimately involved .
to develop and implement the new investme,
the,first contractor was selected to l1e1p·d
continued throughout his tenure at PB ,
the wisdom of such involvement. E
contracting process include:

•

.'

Responsibility to,.
, .

The former Director con ,'d to repre ,PBG ore the investment community at the
same time that he was servin ignific ' ole itlthe procurement process, to include
evaluating the contract proposa '; .tho' th whom he was in frequent contact.

, According to his official position ',one ofthe Director's major duties is serving
as chiefPBGC spokesperson with t]j ideilts and chief operating officers ofmajor
cOIporatlons and heads ofvarious as iations. Between February 12,2008 when the
Board approved the new investmentpolicy, through July 31, 2008 when the RFP was
issued to solicit for· strategic partners, the former Director's calendar Shows that he met
with many firms who were potential bidders in planned procurements to implement the
investment policy. In some of these meetings, PBGC staff attended with former Director
while in others the former Director met separateiy with the Wall Street entities.

For Officiai Use Only
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The former Director also communicated extensively with the investment community by
telephone. Records' show that, between July 2007 and October 2008, hundreds ofcalls'
were logged to and from the former Director's phones with various Wall Street firms,
including hundreds ofcalls wit4 the successful bidders for strategic partnerships. Some of
the phone calls were very short (less thana minute). The,assistants to the former Director
acknowledge makiilg soine calls, with the objective of scheduling Visits and other routine
administrative activities. Because the former Director did not keep notes or otherwise
document his phone calls, we were una})le to conclus' "etermjne how many completed
calls he held with bidders. However, the number ~, ,~ (e.g., at least 172 to
Gold1nan Sachs, 95 to JP Morgan, and 45 toBI o~tratea persistent intention
to speak With these :firms rather than mete '. . 1contact. Except for the
phone calls made during the ~'blackoutp J~d in :., '; rior finding, phone contact
betwe.enthe former Director and bidd d tJ1\v.e bee' , propriate, ifhe had not
been substaIitively involved in the pI: . 'nt proc"bss". "

;three days before
, i"e market

"ip.ce
,performing

A whistleblower alleged tI1at the"', ,ctor contacted certain executives in order to
enhance his future emploY!llent pro ;' We foup,d that'the Goldman Sachs executive
noted above provided active and su"., tilil'assistiuice to the former Director as he
'searched for post.,PBGC employment. Hqwever, in his written statement,? the former
Director asserted in part ". ~. around the time I became aware ofthis audit I became aware
ofa rumor that I was pursuing the Strategic PartIierships in order to incre~semy changes at
post-PBGC employment with large financial services firms. This was ridiculous, as i

7 Page 3, Exhibit B, Written Statement ofCharles E.F. Millard
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already had numerous contacts at such firms and hadworked in senior roles at two of them
in the past." .

Our review of the fanner Director's email records disclosed extensive communication with
. the Goldman Sachs executive, occurring after the award of the $700 million Strategic

Partnership contract. While we did not ide:qrify any evidence that the former Director was
attempting to obtain employment.directly.with Goldm .' Sachs (or with any ofthe winning
firms), we did find 29 emails documenting the effort, ' nior Goldman Sachs official to
assist the fonner Director in his search for emplo, )c..ample, the former Director
provided his resume, bio, and six news articles: . ·:');;~tPman."'sachs executive, who in
turn forwarded the materials to others in the eel"""· ity, including those with
whom Goldman ~achs had a businessrei" .

,Employment assistance provided by : ,

As. t, three da ,:,,, efore iss
recordS ", ; that the .ali email'v-,. an exelve at JP Morgan on

, the subjec .ons. e email included an
attachment c ' procurement officials to
ask biddersfor., . ntations. When we asked
the former Directo that he .discussed proposed questions
with several firms, pn ':80 asked whether the file name of
the attachment "JPMor estio ategic Partnership v5.doc" might
indicate that this was the fi ngo' gcollaboration. He explained that he
clid not remember,,but that h~' ddiscussedpotential questions in detail with
parties external to PBGC. We'co t allowing some bidders to propose sample
questions could offer an unfair adv 0 those bidders. Interacting through discussions
andemails with some; but not all, hi ,rs creates the appearance that those bidders who
had prior knowledge ofthe questions could be better prepared and therefore more effective
in delivering therr oral presentations.8

8 PBGC officials identified an additional instance in which a different bidder provided sample questions.
According to the email, the bidder "a.ppreciated the opportunity...to share our thoughts re additional
questions you might raise in your pending RFP for Strategic Partnerships." The email contained aD.

For Official Use Only
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Alteration of Established Review Criteria

ificMly prohibitc
,t ofadditional revie

.ted and presumptiv, .
'. Director was~;/'

ider PBGG's needs
.",. ' 'ght have .

,Cling firm

Another example of the former Director's direct involvement with procurements occurred
when he establiShed an additional review criterion after the evaluation panel issued their
fmal recommendation. The former Director instructed a top·level official to review the
TEPs' evaluations ofthe Fixed,Income InvestmentM er and the Index Fund Manager
solicitations after the TEP had documented their fin " usions. Senior levelPBGC
officials were concerned about this change; the P , \, anagement Officer
acknowledged that there was not a specific pro. ': insdtdding such a review,but he
,also noted that", " inserting this during the -,;~~s rather than at the beginning
brings about risk from an 1G review pers ':possiBl~jkidders should they find out."

n"; ,..... ." '.~~~~~J\,:~;-~:.
by the'ch~ge in e')",'

address the issue,,' -sponse, the PBGe
sourc~,_selectionor'.oation is usually

AR a~~s not prohio ~;~~i,,\_:onsulting

Because the reviewer was ask< .;~,; consi y personal knowledge ofanegative nature
about a key individual or the bil-'" :. ' e ad hoc review requested by the former
Director created an additional revie .on. Changing procurement criteria during the
course of a procurement may be vie .as interference with or preference to offerors,
which could result in a challenge to the procurenient decision. ' .

Proper separation ofduties was not maintained between the former Director's authorized
roles as spokesman f<;>r PBGC and the role he assumed ofperforming key procurement

, .

attac.hment titled"PBGC Sample RFP Questions.doc." Our subsequent review identified an additionalemail
from the bidder regarding sample RFP questions. . '

For Official Use Only
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activities for government contracts to implement the new investment policy. The former
Director's performance of incompatible duties made PBGC vulnerable to allegations of
bias, improper intluence,or abuse ofposition.

Some PBGC employees familiar with management ofthe investment portfolio believed
that the former Director ma4e some decision,s based on his relationship with certain
industry members and not on the merits themselves. In addition to frequent contact, another
factor that supported this beliefwas'the speed with w " ultiple investment decisions
and the subsequent procurements were made. Be , 'tpler Director,did not
document the reasons fOf his visits, calls, ema' arkeh"esearch that he claimed to
have perform~ we could not determine wh " Director's communications
with Wall Street firms had any impact on,

in the dual roles that
lement the new

d what they
tly involved

Ps, explaining th
'Cl1lel, given that

. ector was also
or regulation.
':8 not
is audit, he

, ,'as long as his,

to ensm 'appropriate separation ofduties,
ion panels and other de facto '
en to ~ituations that are likely to

(DIG Control Number: Board-2)

pnGC BOARD RESPONSE

The B<;>ard agrees with the recomme ' tion and will work with the PBGC to develop
appropriate guidelines.

OIGEVALU~TION

The Board's response meets the intent ofOUT recommendation.

For Official Use Only
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EXIDBIT A - OBJECTIVES, SCOPE, AND :METHODOLOGY

OBJECTIVES, SCOPE, AND METHODOLOGY

, . g ofPBGC's plans for
':, attention concerning

nt tH.e.new investment policy.
.de our exainination of these

This interim report is issued as part of our ongoing
implementing the new investment-policy. Matters
possible procurement improprieties in activities.,;,;
In response, we developed the following au . "',.
matters:

• Detennine whether the Direct&¥.~i~}:airectin~~tv~ment~i~~i, ocurement process
compronllsed the perception of .' "', '~lity in contracting' ,ategic investment
partners;"."" "~ii,~~:;;,

• Deterinine whether thci\
contacts with offerors d

• .Determine whether procure
inappropriatelr, modified dm'

We interviewed the former PBOC, hile he was still in office, certain members'of
-the Executive Management Commi d key management officials within the Financial
Operations Department and the Proe ement Department. We also met with the former
Director, at his request, to allow him to provide additional comments andclarifications in
rela:tion to the issues described in this report. We agreed to receive a written statement
froID'himand have attached that statement, in its entirety, as Exhibit B of this report. The
statement is unsigned, butwas accompanied by Ii note from the former director's attorney
stating, in part, '~... we submit this statement as final and without restriction as to
circulation." Because the statement included certain new information, we performed

For Official Use Only
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additional tests intended to corroborate thatinfonnation. We alSQ evaluated available
documentation related to the investment transition, wit1l emphasis on the solicitation and
selection ofcontractors to provide investment seivices, to include the strategic partnerships.
This audit did not include detailed analysis of these materials, but we did look for and
resolve inconsistencies as necessary to achieve our objectives.

To address whistleblower allegations concerning impro er contacts with bidders, we
obtained the former Director's. electronic contact list, - -'. 1as the phone records for his
direct PBGC phone line, the phone lines ofhis tw " ,~d his government-issued
cell phone. After we determined that he had b t with bidders during the

_blackout period, we also obtained his PBGC,

Our phone record analysis included re .. ·
including telephone contacts made, ai.JJ';

"-:':';0;;, ".

·'i.i.. ".
. ,the former D --

8hiated tools to _ ;, ,the

s~~v:;~s:~,~
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C,harles E~ F~ Millard
Rye, New York

April 28. 2009

VIA EMAIL AND u.s. MAIL

Han, Rebecca Anne Batts
Inspector General
Pension Benefit Guaranty Corporation
Office Number 4823
1200 K Street NW
Washington~ DC 20005

Deborah stover Springer
Pension Benefit Guaranty Corporation
Office Number 4823
1200 KStTeet NW
Washington. DC 20005

Dear Beoky and Deborah:

I am wliting concerning the IG audit ofthe implementation. ofthe PBGC'sillvestment policy,
speoifically as it relates to my involvement.

The Inspector Gelleral has notpenni~ me to review the actual draft report. However, Iwill do.
my best to address the issues in that draft as runderstand them.

There appear to be two subjects to address; first. the policy question involved in my decisions to
~t on certain Technical Evaluation. Panels (TEPs) involved in Requests For Proposals (RFPs) for'
various inves1ment~related services to the PBGC; second, the relationships and contacts 1had
with firms involved in these.processes. 'In both areas,my conduct was appropriate aSa policy
matter, based 'firmly 011 agency regulation and adviccofagency cowmel, and undertaken Ul good .
faith by me to advance the goals ofthe PBGC.

This letter can thereforebe summarized as follows: a) I sought advi~e from agency cotmsel and
from the ChiefProcurement Officer at PBGe before becoming involved in the selection process;
b) I rleVfW discussed matte1'spertaining to the RFP with any participant during the pendency of
the RFP; and oJ I acted in what I believed to be the best interests ofPBGe to ~plement

desperately needed refol'Ills ofPBGC inVestn3.,ent policy.
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A. THE DIRBCTOR1S PARTICIPATION IN TEPs IS PERMIITED UNDER THE LAW AND
IS A POLICY QUESTION .

Before deciding to participate in any TEPt I made sure to consult the ChiefProcurement Officer
ofthePBGC andfor. the General Counsel. I was given clear and unequivocal guidance that there
was (and to my knowledge is) no prohibition against Ii PBGe Director's sitting on aTEP.

Thus) the question regarding service (mmPs is a policy question. The law and regulations
allow it, and I chose to take a handS-on lq)proach to the pressing and unport~t matters that were
my responsibility as Director ofthe PBGe. In each instancet I added numerous hours fUld ..
meetings to my own sche~ule, solely because 1felt a need to insu:re the bestposSible stewardship
ofthe PBOC's billions in assets that it holds in trust for the retirees it insures.

Itis important to understand the situatioJl the PBGC faced during most ·ofthe tiineperiod in
question. Startini in late spring of2008tb.tough the conclusion ofthe strategic partnershipRFP
in late October 2008. 1hreethings were clear: (1) PBGe had Ii new inves1ment policy to

-implement (which we did in a very careful and deliberate manriei'); (2) the capital ~kets were
.bl.~ state oftremendous upheaval; and (3) the economy Was likely to present the PBGC with
corporate bankruptcies of tremendous size. pOS$ibly·including companies from the automobile
~.... ..In""""', . - - . .
UN""""" ....S·

. At the same time~ the PBGe itselfwas dealing with over $50 billion in investible assets with a
staffofapproximately fifteen people. On nUinerous occasiol1$. th~ approach I took to dealing.·
with our challenges evoked stafftesistatl~. But besideS staffresistance, it was also quite
obvious that a staffoffifteen people was insufficient to deal wi1;h problems ofthe order of
magiUtude theP:BGC faced.

. Moreover, the organization had developed a reputation for anmability to get tltings done. When
the investment policy was adopted. there were two asset...manager selection RFPs in the
marketplace that I b¢lieve were over a year old already. It had become an embarrassment to the
C01poration. When I asked senior staff for work on additional projects) I~ repeatedly told that
they did not have time and that anything new wouldmean delaying th~ conclusion ofthose RFPs
which were due to be completed in late .Septeinber of2008. .

It was clear to me that he PBGe needed better resources and better informationflow. The staff
and the existing consultant had been working together for over ten years. I canie to believe on .
repeated occasions that the ~taffwas resistant to or threatened by the kinds .ofchanges that were
needed to put PBGe on sounder footing to face the challenges that wereco~ .

I acted in the best intel'ests ofthe agency. I had nothing to gain and in fact was developing
1'¢sources that would principally benefit the PBGe in the future and that would be available to .
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future Directors. since I fully expected that, reg~l'dless ofwbo won the presidential election. I
\wuld be .1eaving PBGC in January 2009.

Around the time the IGls audit b~gan, I began to hear about conlplaints from the staff. They did
not like the idea ofnew advisors being brought in. For years the senior finance staffhad'a close
relationship with PBGe's consUltant) lind I often had difficulty obtaining the infonna1;ion I felt a
responsibiUty to have. I feltthat·the Director who bears ultimate responsibility for the .
.orgamzatiQU needed mdreaccess to better advisors who were committed to more transparent
ii'lfonnation f1(>w. I believe manY ofthe oomplaints about Strategi9 Pal'tnerships were the· result
ofthe stafffeeling tbt~ened. However, I knewthat we needed more ~'lirces and felt my
responsibility was not to please the staffbut to make the rightdecisions for the good of'/:h(:,
PBOC.· .

Also around the timeI became aware ofthis.audit I became aware ofa rumor that I~ pursuing
the Strategic Partne,rships in order to iI-,.c;;rease my chan~s at pOst..PBGC employ.tnent with large
finaneial $ervi~es finns. This was ridiculous,as I already had numerous contacts at su~h £inns

..and had worked in $e~tiol' roles at two of them in the ]3a$t. I also fully understood that, under the
ethics rules. I would not be $hIe to work at any ofthe firms that we $e)ected. .

I considered recusing myself from the Strategic Partnership RFP ill order to retain tb~Be

. employmentpossibilities and to avoid the criticismthat Iknevvwould come from this decision
that was not supported by.sWL Howev~, ll'(;Wiew~d-certain aspects ofthe ethies training I
received when I arrived ~PBGe, and I recalled that I was instructed that lowed a duty of
It\Uldivided loyalty" to the PBGC while I was working there.

I was the PBGe employee most knowledgeable about the firms we wotlld be interviewing and
about Strategic Partnerships. Senior staffdid not have the tinle to carry out this assignment. I
knew that my involvem.ent would' insure that we complet~ tbe~. The capital nwkets and the
eoonoItl.y were.presen.ting ~i'easiilg challenges to the PBac. nose challenges urgently
required greater res9urces. For these reasons., I put myselfon the Strategic Partnership TEP. 1
did not feel that I would .1)e carrying out my dlrty of undivided loyalty ifI left myselfoffthe TEP
in order to protect future employment poasibllities or avoid unfounded critiCisms.

I consulted with the ChiefProcurement Officer and the General Counsel of:the PBOC and was
told that there was no prohibitioll ~ainst my sitting on. the T'EP, and so I decided to do so. At
the cOnclQSion of this TEP, nocha1lQlige W8$ made to tl1~ fact that the Director had been a
member of the TEP. This issue was Poot raised in any bidderis challenge, and the fact fha.t the
Director had been a member ofthe tEP was 'known to everyone and was not a bar to the General·
Counsers determination oflega! sufficiency. .

05/12/2009 4:05PM



From: om 05/12/2009 15:01 1784 P.020/024

. Ron. Rebecca Anne Batts .
April 28, 2009
Page 4

Charles E. F. Millard ......

B. IN EAC}{()F THESE RFPss I SCRUPULOUSLY COMPLIED WITH-ALL LEGALt

REGULATORY ANDBTIDCALOBLIGATIONS .

I w1dersta.n:d that the IO's report is also lilcely to address contacts from my office with investment
fimls that were participating in the RFP during the time the TEP was evaluating their proposals.
Regarding my Colltacts with @tlployeesof firms bidding on the Strategic Partnership RFP: .I
W3S well aware oftb,e prohibition against discussing the substance ofthe RFP or the RFP process
outside the actual RfP process itself, and did not do so. To myknowleclge, Doone at.PBGCt

inclUding the IG, has cbini.edotheiwise.

The one form ofconununication that I have been presented in this matter that is even remotely
relevant here .is the requests my office made from two :ij.rms for suggested questions that might
be asked '4uring all RFP.process. These requests were wholly apptopriLite exercises ofmarket
research. They in 110 way disclosed to otherswhat we would ask or think or decide.· i:hey
simply reque$ted the kinds ofsuggestions ~at market research'isd~igned to elicit. These
requests were ml:lde before the RFP went out andw~r~b~re the RFP was released­
specifically because the RFP release.date was coming shortly and the market research would
have to cease.

I was also awiU"e that it is permiUet\ indeed it is expected, that individ~als will som.ctim.eshave
conta~ at bidding films and tlult those contacts will continue dlU'ing the pendency ofan RFP. I
understood cleaily that such.oont~cts are p~$sibl~ h\Jt that theymust not involve discussion of
the RFP. I nuly Qompliedwith tbose rules.. .

The IG has been infonned that numerous calls made from my office were made by my assistants
for scheduling purposes. I rarely placed phone calls myself; frequently calls would be placed
when the per$on being caned was not aviiIable, and in SC'ptember and October, my assistants
were involved ill nU1'l1erous c~ls rel~g to the logistics and scheduling ofeight six-hour
presentations a.t the PBGe and four seven-hour preSeiltationsat the bidders' Gffices in New York.
The changing logistics ofthose situations requited constant schedule tm.d other planning changes.
MO~'eOver~ I have~ the lG's office to compare th~e phon.e Qall$ to my ca1~~ to detemrlne
whether 1was even in the building when these~wer~ p~aced. To my knowledge~ such a
comparison,has not been made by the IG~ meaning that many ofthe calls I supposedly made or
received were in fact bandled by someone else 'While I was out ofthe office. .

One lengthy Qall in which I did participate in Jate October was brol,lght to my ~uti01\ at my'last
meeting with the roo I explained ~this c~l probably relat~ to u,rgentlY finding infomlation
regai'dingtheautQ industry from senior individuals who had no involvement wi1h the RFPs. I
explained to the IG that additional time on that call was likely spentdiscussing politics, as the
presidential election was itweek away. The news article that prompted that call regardi}lg the
auto industry and the iden~ty ofthe person I spoke with about the auto industly have been
provided to the IG.
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In the Pl'Ocess·ofwtith\~this letter~ I recalled a specific reason that I was tryiIlg to reach this·
party with some urgency in the "Not businessll set of emaits just before the GMarticle, and r

.informed the 10 of this verbally today.

I was wOl'king at that time on the McCain presidential team's potential transition. [had
. responsibility for developing lists of names of individuals to be Se¢retaries and Under .

Secretaries at various agencies including Treasury~ Commerce, Labor, Education arid HUD. The
person I was reaching via theSe emails was someone I wanted t~put on one ofthese lists and
wh()8e advice I sought about other possible individuals. I have tOday provided documentary
evidence. ofmYlnvolvement in this process a,s w~Jl as documel1tary eVidence that 1did in fact
use the limne of this individual and some ofhis advice in this process.

One last pointabout the October·discussions with this individual: They all happened qfier the
StrategicPartnersllip pre$entations and papers had all been mad'" and submitted. All of the TBP
on..site visits were concluded. This is not to sayth~tRFP-related discussions would have beeil
acceptabl~ at thattime; rath.er~ they woUld have been usel~ss. The TEP had all the infurmation it
was permitted to use. If I was coaohing the finn, it could 110t act on my coaChing; ifI was
seeking information to·use in the TEP discussions, I would have had to bring that new·
information to TEP sessions and utilize it to persuade fellow TEP members in sessions that were
cwerSeen by the.qiuefProcUl'em.ent Officer.

As an indication that Iwasfo1iowmgethicaI guidelines scrupulQU$ly; I point to my,eJ1'iaU With
one ofthe other bidders. I had apersonal relationship with the cluUnnan ofthe finn and he and I
had spoken, before the RFP, about the idea that I might work with hiS firmJn the :future•.We had
arranged a lunch to discQSs i~ I had no idea his firm Would be bid~on the Strategic
Partne~hip RFP. As SQon as lrealized that bis tinn had bi~ I consulted with the General
Counsel about what to do and sent ashort email that stated: "The rules ofethic~ prevent me from
having our lunch meeting." I was aware that 1needed lObe clear,c~ and unequivocal> ana·!
had no further discussions of~y kind with this individual until the RFP w8.soo;ncluded. I stayed
out ofdisCU$sions with. him because he was personally involved in the RFP ptocessand we had
had a discussion a:bout emploYlnent.. I shared these detaiis with the General·Counsel and .
fol1o'Wed her advice. .

The part ofthis proceSs that troubles:me is the following: the rules s1ate that I ma-yhave non~ .
RFP-related contact with persons I know at~ bidding finns. I had a lUnited amount ofsuch
contact, but tl,w «>11tact is nowdescribeti as creating an "appearance'! issue. An example: It is
normal for PBGe staff to have years-long relationships with fixed..income mvestment managers.
Yet, when a c.ontract lor fixed income management is re.-bid, it is also normal for some ofthe
same PBGe staffto have business oontact one day and RFP-only contact another day. There is
no appearomce issue in such circum$tan.ccs,·aIid there is hOne here,
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Finally, it is part ofjob ofthe Director to have contact and relationships with the investment .
industry. I had numerous such relationships ,and had non-RFP~rela:ted contact with six of the _

. eight bidders involved Ul the RFP during tbe time the RFP was pending. Additiorially, one of1he
eight waS requested to suggest possible RFP questions just before the RFP was. Yet, since only
three bidders were selected~ it is difficult to imagine -in what way these contacts could possibly
have tain~ this process. I have described these contacts to the 10.

In conclusion: 1) I always.aetedin the best'interests of the a,gency•. I exercised my authority and
judgment in ways that wer~ sometimes counter to sta:ft's wishes, and I took on additional work·
per~onallybecause I sawthe need to change certain practices and to provide greater resources to
an: agency facing tremendous looming challenges with a limited staff. 2) 1sought guidance from
G~neral GOUnsel and the ChiefProcurement Office regarding the legal issue relating to whether I .
was permitted to serve on TEPa. 3) I·did ri.ot discuss theRFP with anyone outside the agency
who was in any way involved in the process. My nonwRFIl·related contaCts were legal and
ethical. 1t is my hope that the IG's report bears out these facts. . . .

'.

Very truly yours•

. Charles E,F. Millard
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Pension B~neftt GtJaran1¥ 'CQrp()r~tlon
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MAY .. 82tJ09

MS;'Rebeeoa Anne Batts

=t~~~o.
12()O 1< S~t~N.W~
WaShin.$n,PC '2000S

D~r~, ~af!:$t

En~?:i!L;l~==~3~'
glur~ R~les.a.n,(rRa.i~~sF~if1l~s Is,sues;,; . . - .

Woe appteciatethe WDrk thalYOur audit team has petfot.med W. g~Jic;J:\l9'&1g thiS:i~p~~ a1:J,f;iJtof
tp,eproql;lter,n~n.t ~ ~el~t COt1tractor~fQ.r the in.tpJ~mwt~tion QfPl;:GG~s new-investment policy.
We hav~,r~Yi~weP t;1le~ft 1;"¢pqrt.'~4~~~eiatet1i~ ~OtIn.~tip1l th.at YQU. bav@ pr9yide~a~out .
fonnerFBGC Director charies :a,F. Millatd~s mv.olvemem in the ;pro¢!Jtemtlritprooe9$, Th~ .

-B.oliJ.rqWill~e~ apPfQP~'a~ijQnjn r~$ponsetotb.~J:eCPnunenQatiQtI$. -

or~·N.¢C(J~mentb.ttj~n 1:

Th~Pl1(Jr::~~rdsho..",ldde.terrnlflo wneth-l!J,j1'l(1pproprittte u,ctifxnsojtlte form.fli" Direct()l", as
tieseiiJ;Jeti in t~i8 repqft~ (}~t tifJ€t#gh d-d¥!JJt idiozif t!:tid4ir11:es§,' (/#f#gi"tty riil4 qpermq~ plene:
prlXuri:ment to Wtittdnft:al'ice11ftliit:JTt.Qfthe. strategiCPatm~hip ii~n(ract$; if~O, the1JQard
$h()ul~ instru.ct F$Ge ta ·canc~1 theC011traetS. .

Th~ pa,GO ~9~4M$ ,~~the !\.tWlg pi;te¢u,t ()fthe.PBGC tQ~vi4~ tb;~nQ.a.rd with bis
rccotttt1ien.dati(jnrGt~8{jC aothm m:r.6$pOi1Se to tbedJltft'tep.(trt...The13~td'Will·teview th~

A~ting :pitevtor)~ r.eCqmm~l~J:iatiQn ~d~tU'e that ~:ro.l'tiate.$~ol1 islinde~. The O!t3
JJ.a:8 ~dyt~~ tl¢ r:eGG Board ~~n'ei~ that tbis'~ppJ~achDj~cts th.e;illtent~tthtd)Ia .
recommendation.
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OlG·:RecO,~W'endati~~ 2;

TheP8GC B.QQrdshould l'equirefuture Dil-eel()tS to tmsuyeqpptopiriiJJ,e SfJ[J4rq,tion i>fdulie~t to
tltcl1,l4e j'efr4i/iingfrom ~eniil?e 'Oil teclmical e,Vt#uatiQl1 pa~,el~' fmd otb¢t defactojiN:icuretitent
actiVttirtS. ~eciat att~n.tian shoo/a~ given fO sttuiltiiJiis i/iJ:lt ore likely t(j create iheappearanc~
O!i11i]JIYJpQ influence or pias.

Th~J3Qar4 ~greeg with the l"eCOmmendatio11 and will work with 'the PBGG tQ develop approPriate
gtlid¢lmes. , '

Again,. tI1t4nk you f(J1" th~ opporwl1ity to co1M\ell~ on tbe&aftversion ofthe DIG report, W'e
app~iate your work in tevlew'itJ,g this iIl'ipoitantarea. 4$ the n.ew Board memb:ers.beg1)l th¢ir
WOJ;~ we JQ()k forward to a.ssurit,g thatpaGe ha.s ad~'U:a.ieintenUll controls to help it meet its
etitieal nUssiOil.

Sineerd:~ ,.. "J'
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From: Millard Charles

Sent: Wednesday, July 23,200810:18 AM

To: 'David.Mu"ane~

SUbject: Re: Quick question; Mullane

...
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Actual money managed will be pe and re only. Acvtual additional services will be everything a firm can offer.

From: Mullane, David
To: Millard Charles
Sent: Wed Jul 23 10:01 :01 2008
Subject: RE: Quick question; Mullane

Thx, R u able to say whether the SP will seek to encompass a broad array of public and private asset classes or
will it be limited to "private" asset classes only, such as Privat~ Equity and Real Estate?

David M. Mullane

From: Millard Charles [mailto:Millard.Charle: 0
Sent: Tuesday, July 22, 2008 6:18 PM
To: Mullane, David
SUbject: RE: Mullane; Checking In

Hey.

Sounds like a great round. Wish I had been there. RFP for Strat Pship will be out before you go away.

From: Mullane, David [mailto:Dav;d.Mullan~
Sent: Tuesday, July 22,2008 12:22 PM
To: Millard Charles
Subject: Mullane; Checking In

Charles:

I hope the summer is going well for you and the family.

On the business front, I hope your meeting earlier this month with representatives of your Board was a
success. From my end, hope continues to 'spring eternal' that BlackRock can do something with the PBGC on
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the Real Estate and/or Private Equity side of the house in the form of a strategic relationship.

You and your team met with _and 'n April and had the o'pportunity 'to hear first hand
about our RE capabilities. You have not yet had the opportunity to meet with senior representatives of the
BlackRock PE team [ex-Merrill lynch] yet, but I can assure you they are equally impressive. I have gotten to
know the PE team better over the past several months and lam impressed with their performance record and
thoughtful/diligent approach to the business.

Although it is, of course, unclear how BlackRock's PBGe strategic relationship discussions will culminate, I want
to emphasize again that these discussions are one of my most strategic and important initiatives of the year. ,
am focused on this matter intently.

Needless to say, please let me know if I can be of further assistance to you in any way with your own internal
efforts.

Best,

Dave

David M. Mullane
Managing Director
BlackRock
55 East 52nd Street
New York, New York 10055

david.mullane

THE INFORMATION CONTAINED IN THIS MESSAGE AND ANY ATTACHMENT MA Y BE
PRIVILEGED, CONFIDENTIAL. PROPRIETARY OR OTHERWISE PROTECTED FROM
DISCLOSURE. If the reader of this message is not the intended recipient, you are hereby notified that
any dissemination, distribution, copying or use orthis message and any attachment is strictly prohibited.
If you have received this message in error, ptease notify us immediately by replying to the message and
permanently delete it from your computer and destroy any printout thereof.

THE INFORMATION CONTAINED IN THIS MESSAGE AND ANY ATTACHMENT MAY BE
PRIVILEGED, CONFJDENTIAL, PROPRIETARY OR OTHERWISE PROTECTED FROM
DISCLOSURE. If the reader of this message is not the intended recipient, you are hereby notified that
any dissemination, distribution, copying or use of this message and any attaclunent is strictly prohibited.
If you have received this message in error, please notify us immediately by replying to the message and
permanently delete it from your computer and destroy any printout thereof.
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From:
Sent:
To:
SUbject:

Millard Charles"
Friday. October 31,20087:11 PM
'David.Mullan~
Strat p

.....

U guys got 900.m. 600 in reo 300 pe.
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Re: Strat p

AWkward-Marshall Mischelle.

From: Millard Charles

Sent: Friday, October 31,20088:20 PM

To: 'David.Mullane

SUbject: Re: Strat p

Utoo

From: Mullane, David
To: Millard Charles
Sent: Frl Oct 3120:19:062008
Subject: Re: Strat p

Excellent. Many thanks. Happy Halloween!
David M. Mullane
Managing Director
Blackrock

--._- Original Message ---.-
From: Millard Charles <Millard.Charles@pbgc.gov>
To: Mullane. David
Sent: Fri Oct 3I 16: 10:51 2008
Subject: Strat p

U guys got 900.m. 600 in reo 300 pe.

Page I of I

THE INFORMATION CONTAINED IN THIS MESSAGE AND ANY AITACHMENT MAY BE
PRIVILEGED. CONFIDENTIAL, PROPRlETARY OR OTHERWISE PROTECTED FROM
DISCLOSURE. If the reader of this message is not the intended recipient. you are hereby notified that
any dissemination, distribution, copying or use of this message and any attachment is strictly prohibited.
If you have received this message in error, please notify us immediately by replying to the message and
permanently delete it from your computer and destroy any printout thereof.
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From: john.t.oshea

Sent: Monday, July 28,20088:31 PM

To: Koklanaris George

Cc: Millard Charles; rick.lazio

Subject: Sample Strategic Partnership RFP questions

Attachments: JPMorgan Sample RFP Questions_Strategic Partnership v5.doc

George,
Hope all is going well.

As you will see, attached are sample rfp questions.

Also, some of the investment firms that we are aware of who have been engaged in Strategic Partnerships
include:

Lehman
Goldman
Morgan Stanley
Amvescap
GMO
Blackrock

Unfortunately, I can't guarantee that this is an exhaustive list, just the firms that we are familiar with. A list of firms
that could deliver on a combined real estate and private equity strategic partnership like we have discussed is
probably (although not absolutely) a subset of this group.

Entities that we are aware of that have formally engaged in Strategic Partnerships Include

'-'-and~reclients with whom our relationship has grown into one that
~ype~t we have discussed, although I don't think either entity uses the
term strategic partnership. With" our relationship in focused more on the traditional asset classes, and with

_ our relationship is largely private equity and real estate.

Please let me know if you have any questions or if there is any additional information I can provide.

I look forward to speaking with you soon.

All the best,

john

Managing Director, Client Advisor
JPMorgan Asset Management
245 Park Ave.

515/2009



~---------------------------From:
Sent:
To:
Subject:

Millard Charles, .
Friday, October 31,20087:09 PM
'rick.lazio
Strat partnerships

U guys got 900m. 600 real estate 300 private equity

----- OriginalM~
From: rick.lazi01lllllllllll' <rick.lazio..............
To: Millard Charles
Sent: Wed Oct 29 07:27:43 2008
Subject: Re: Can I reac

I'm in Florida on business right now and should be in my room until 1015 am. My number is
Room 80S or you can reach me on my mobile .--..- or back in my NYC

. If this doesn't work just sen~nd number to call
conta you.

Rick

Sent from my BlackBerry Handheld.

-~--- Original Message -----
From: "Millard Charles" [Millard.Charles@pbgc.gov]
Sent: 10/28/2008 09:16 PM AST
To: Rick Lazio
Subject: RE: Can I reac

Any chance we can speak fro a moment right now, Rick?

-----Original M~ssae-----
From: rick.lazi {mailto:rick.lazio
Sent: Sunday, Octo er 2, 8 5:24 PM
To: Millard Charles
Subject: Re: Can I reac

I'm in the NYC apartment and but for a short time out for dinner in a few minutes should
be available .. Please feel free to call or send me you number and I'll call. I'm at

or call my cell.

Just heard dour news on Indiana from inside player. JM down by 10.

RL

Sent from my BlackBerry Handheld.

----- Original Message -----
From: "Millard Charles" [Millard. Charles
Sent: 10/24/2008 09:27 PM AST
To: Rick Lazio
Subject: Can I reac

You by phone tonight or tomorrow? Not business

This communication is for informational purposes only. It is not intended as an offer or
solicitation for the purchase or sale of any financial instrument or as an official

1



From:
Sent:
To:

Steve:

Millard Charles
Tuesday, September 09, 20082:00 PM
'lessing, Stephen M'

I got the message that you called the other day. I hope all is well with you and that you are
surviving all the market turmoil.

I would love to retum the call, but I think we should wait to have any conversation until after the
RFP process for Strategic Partners has concluded.

Best regards.

••



From:
Sent:
To:
Subject:

Excellent

Millard Charles'·
Friday, September 12,20088:07 AM
'Sutherland, MacDonald'
RE:

-----Original Message-----
From: Sutherland, MacDonald [mailto:msutherl~
Sent: Friday, September 12, 2008 8:02 AM
To: Millard Charles
Subject: RE:

You win ... WF at 7:30. Am looking forward to it.

-----Original Message-----
From: Millard Charles [mailto:Millard.Charles@pbgc.gov)
Sent: Friday, September 12, 2008 7:57 AM
To: Sutherland, MacDonald
Subject: RE:

Yes, but last time you took us to Westchester. Plus I have not made a dent in my minimum.
Our invite. 7:30 Winged Foot.

If you are absolutely committed to 7 at Westchester, then go there first; have a quick
dinner and then meet us at WF for another one.

-----Original Message-----
From: Sutherland, MacDonald [mailto:msutherl
Sent: Friday, September 12, 2008 7:55 AM
To: Millard Charles
Subject: RE:

You're out, I picked the spot first. Besides, the food is better at Westchester. 2&
.,'.

-----Original Message-----
From: Millard Charles [mailto:Millard.Charles@pbgc.gov]
Sent: Friday, september 12, 2008 7:52 AM
To: Sutherland, MacDonald
Subject: RE:

7:30. BU thtis time at Winged Foot.

-----Original ~essage-----

From: Sutherland, MacDonald [mailto:msutherl
Sent: Friday, September 12, 2008 7:43 AM
To: Millard Charles
Subject: RE:

Great, love to, overdue ... I miss Gwen. I propose you come with us to Westchester C.C.

7:007

-----Original Message-----
From: Millard Charles Imailto:Millard.Charles@pbgc.govJ
Sent: Thursday, September 11, 2008 9:04 PM
To: Sutherland, MacDonald
Subject:

Do you and Mary want to have dinner w Gwen and me on Sat?

1
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