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MESSAGE from DIRECTOR

I am pleased to present the U.S. Office of Personnel Management (OPM) Fiscal Year (FY)
2009 Agency Financial Report (AFR). OPM has chosen to produce the AFR as an alternative
to the consolidated Performance and Accountability Report pursuant to OMB Circular
A-136. This AFR is one in a series of reports used to convey our budget, performance,
and financial information to our constituents. Under separate cover OPM will submit our
Annual Performance Report (APR), concurrent with the submission of the President’s FY
2011 Budget to Congress and a Summary of Performance and Financial Information. We
believe this approach provides a more succinct and easily understood reporting of OPM’s
accountability over its resources and improves our reporting by making information more

meaningful and transparent to the public.

New Strategic Plan
During the spring of 2009, OPM kicked-off its 2010 — 2015 strategic planning effort. A cross-

agency team was established to identify the major issues facing OPM over the coming six year
period and to develop goals and strategies to address those issues. To engage both external
and internal stakeholders in the development of the plan, we solicited feedback on the plan
via the Internet. In what is believed to be a first for the Federal government, OPM solicited
comments from stakeholders and the public using an “un-moderated format” approach. This
approach allowed users to view all of the comments posted in real-time. Over 230 comments
were received and many were incorporated into the latest draft of the plan. We expect to

finalize our new strategic plan during the first quarter of FY 2010.

Hiring Reform Initiative

As the Federal government seeks to hire the best and brightest to meet new needs and replace
those who retire, one of our most vexing issues is a cuambersome hiring process that frustrates
hiring managers and discourages many talented individuals from even applying for Federal
jobs. To address this problem, OPM has developed a new hiring reform initiative that will
create central registers of qualified applicants for many high-demand jobs across the Federal
government, and modify personnel regulations to eliminate knowledge, skill, and ability
statements and other impediments to speed hiring and aid in hiring the best applicants. In
addition, OPM will re-vamp the USAJOBS website, and add user-friendly features such as
applicant notification during the hiring process. A decision tool that applicants can use to

match their talents and interests with Federal jobs will be phased in beginning December
2009 and fully functional by January 2010.
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MESSAGE from DIRECTOR

Continued

Retirement S))stem Modernization

OPM administers the retirement program for the Federal Government and its employees.
The program is massive in scale and complexity, supporting over 2.5 million annuitants and
managing the Federal retirement and disability trust fund, with over $764 billion in assets.
The need to pay employees their retirement benefits in an accurate and timely manner is as

critical as ever to the mission of OPM.

The Retirement System Modernization (RSM) program has faced a number of challenges
over the years. In May 2008, OPM issued a stop work order to the contractor responsible for
developing and maintaining the calculation engine for RSM because of concerns about the
accuracy of the resulting calculations. Last spring, the Government Accountability Office
(GAO) issued a report criticizing the implementation process and highlighting general
management issues. However, our need for retirement system modernization remains.
During FY 2009, OPM has been re-assessing our needs and improving internal processes
to comply with GAO recommendations. We have refocused the program on the key

improvements needed to make the program successful. These improvements include:

¢ Improving legacy I'T systems at the core of the retirement program;

e Automating manual paper-based processes that slow the delivery of services and
payments;

e Improving the accuracy of data;

* Improving customer service and retirement processing delays.

Other factors, such as whether to procure claims processing systems from the private sector
or to build these systems in-house are not yet determined, but should be resolved during

FY 2010.

Providing Investigative Services

Conducting background investigations continues to be an integral part of the Federal
staffing and security compliance process. During FY 2009, OPM completed over 2 million
background investigations for the Federal Government. Exceeding Federal timelines, OPM
completed 90 percent of background investigations in an average of 37 days. In addition,
nearly one million law enforcement agency record checks previously conducted manually
each year by field agents nationwide or through mailed inquiries have been converted to
centralized automated records checks. This allows OPM to use its investigators and resources
more effectively and at lower cost. These timeliness goals are being met without impacting

the quality of the investigations themselves.
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MESSAGE from DIRECTOR

Continued

Financial Management

[ am pleased to report OPM received an unqualified audit opinion on its F'Y 2009 consolidated
financial statements by the independent public accounting (IPA) firm of KPMG LLP. As
reported in the independent auditor’s report, OPM had no material weakness in internal
control over financial reporting for FY 2009 and received an unqualified audit opinion on
the FY 2009 individual combined financial statements of the Retirement, Health Benefits

and Life Insurance Programs.

Operations

OPM conducted a review of its system of internal control over operations in FY 2009, and
identified one material weakness on the Agency’s overall information security governance
program. OPM made progress in updating and issuing information security policies and
procedures in FY 2009, and in bringing a new Information Technology Security Officer
(ITSO) on board in September. Continuing corrective actions to reduce the material weakness
is a high priority in FY 2010 for OPM’s new Acting Chief Information Officer. We have made
continued corrective actions to reduce the material weakness a high priority for FY 2010. We
have also worked aggressively to resolve significant management challenges as they arise. A

summary of our actions taken to resolve current management challenges is included herein.

In accordance with the Reports Consolidation Act of 2000, I have assessed the financial and
performance data presented in this report. Except for the specific data limitations discussed
in the report, I can provide reasonable assurance these data are valid, reliable and complete.

There are no internal control deficiencies regarding this data.

Conclusion

In my short time at OPM, I have been pleased to find passionate, dedicated and talented civil
servants. They work every day in the service of their fellow Federal workers to meet the human
resource challenges facing our government. I am certain OPM will continue energetically in
the years ahead to fulfill our vital mission of ensuring the Federal Government continues to
draw the best and the brightest to public service to continually improve our agencies’ ability

to serve the American people.

Sincerely,

John Berry
Director

November 16, 2009
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SECTION 1 — MANAGEMENT'S DISCUSSION AND ANALYSIS

(Unaudited — See accompanying Independent Auditors’ Report)

Agency Financial Report Overview

he United States (U.S.) Office of Personnel

Management (OPM) is the central human
resources agency for the Federal Government.
OPM’s mission is to ensure the Federal
Government has an effective and efficient
civilian workforce. To carry out this mission,
OPM provides human resource advice and
leadership to Federal agencies, supported with
human resources policies, and holds agencies
accountable for their human resource practices
and adhering to the merit system principles.

OPM delivers human resources products
and services to agencies on a reimbursable basis,
including personnel investigations, leadership
development and training, examining, staffing,
recruiting, organizational assessments, and training
and management assistance. OPM also delivers
services directly to Federal employees, those seeking
Federal employment, and Federal retirees and their
beneficiaries.

OPM operates from its headquarters in the
Theodore Roosevelt Federal Office Building at
1900 E Street, NW, Washington, D.C., 20415. OPM
delivers a variety of products and services with the
help of approximately 5,000 headquarter employees
as well as employees located across 16 locations
around the country, including operating centers in
Pittsburgh and Boyers, Pennsylvania; Ft. Meade,
Maryland; and, Macon, Georgia. The OPM website

1S Www.opm.gov.

ABoOUT THIS REPORT

The Fiscal Year (FY) 2009 Agency Financial
Report (AFR) is the first document in a series
of reports prepared to convey OPM’s budget,
performance and financial information in a matter
we believe is most useful to our stakeholders and
constituents.

The AFR provides an overview of OPM’s
financial performance and results to help Congress,
the President, and the public assess OPM’s
stewardship over the financial resources entrusted
to us. In addition to the AFR, OPM will submit an
Annual Performance Report (APR) and a Summary
of Performance and Financial Information. The
APR and Summary of Performance and Financial
Information will be published on February 15, 2010.

The AFR meets a variety of reporting
requirements stemming from numerous laws
focusing on improved accountability among
Federal agencies and guidance described in Office
of Management and Budget (OMB) Circulars
A-11, A-123, and A-136. OMB is a Cabinet-level
office and is the largest office within the Executive
Office of the President of the United States (EOP)
providing policy and guidance to executive agencies
on numerous budgetary matters. Moreover, this
AFR provides an accurate and thorough accounting
of OPM'’s operational accomplishments during
FY 2009 in fulfilling its mission.

This report is available on OPM’s website at

www.opm.gov/gpralopmepra.
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SECTION 1 —MANAGEMENT'S DISCUSSION AND ANALYSIS

Suggestions for improving this document, as
well as requests for hard copies can be sent to the
following address:

Office of Personnel Management

Center for Financial Services

1900 E Street NW, Room 5489A

Washington, D.C. 20415

OPM’s Mission and Strategic
Objectives

Over the past few years, OPM’s Strategic and
Operational Plan 2006-2010" has been the starting
point for performance accountability. The Strategic
Plan begins with a concise mission statement
and describes the seven strategic objectives (see
Table 1). OPM fulfilled this mission. In this 2006-
2010 Strategic and Operational Plan, the strategic
objectives are supported by a series of operational
goals, and in many cases, performance measures.
During this time period, OPM reviewed its
operational goals and performance measures as a
part of the annual budget planning, which ensures

both internal and external stakeholders understand

1. An Addendum to the Strategic Plan and Operational Plan
2006-2010, was published for the 2008—2010 period, and is
available on the OPM Website at weww.opm.gov/strategicplan.

the level of program performance expected for the
resources received.
OPM’s mission is simple and direct: to ensure

the Federal Government has an effective civilian

workforce. This mission has been accomplished by

achieving seven strategic objectives. Objectives A and
B focus on the outcomes OPM is achieving for the
Federal workforce; Objectives C and D focus on what
OPM needs to achieve through Federal agencies; and
the last three objectives E, F, and G describe OPM’s
aspirations for its performance internally, and its
reputation among its partners and stakeholders.

The driving force of OPM’s Strategic and
Operational Plan have been the operational goals,
which extend from the strategic objectives. Our
operational goals have been the performance
drivers— the specific actions OPM undertakes
and the deliverables produced to improve program
performance, achieve program outcomes, and enable
us to meet our strategic objectives and fulfill the
mission. The operational goals are straightforward,
readily identifiable, and action-oriented. Each
operational goal was assigned a date by which
it must be accomplished and assigned an
executive “owner” from within OPM. Operational

goals were included in the performance appraisal

TABLE 1 — OPM MISSION AND STRATEGIC OBJECTIVES

OPM'’s Mission

Our mission is to ensure the Federal Government has an effective civilian workforce.

Strategic Objective A  The Federal civilian workforce will be focused on achieving agency goals

SIEEIE U AT successfully with other employers

Strategic Objective C  Federal agencies will be employers of choice

The Federal civilian workforce will have career opportunities, benefits and service delivery that compete

Strategic Objective D  Federal agencies will be recognized as leaders in having exemplary human resources practices

Strategic Objective E  OPM will be a model of performance for other Federal agencies

S e outside the Federal Government

OPM will be a leader in the human resources professional community and have positive name recognition

Strategic Objective G OPM will have constructive and productive relationships with external stakeholders

OPM Fiscal Year 2009 Agency Financial Report



SECTION 1 —MANAGEMENT'S DISCUSSION AND ANALYSIS

of the Senior Executive who had ownership.
Under the FY 2008 Senior Executive Service

(SES) performance-based pay system, executive

compensation was directly linked to successful

execution of operational goals. When OPM

successfully completed its operational goals, program

performance improved and the evidence of this

improvement was reflected in the measures used to

assess and monitor the program performance.
In late July 2009, OPM launched its new Draft
2010-2015 Strategic Plan. The goal is to have an

approved plan in place by November 1, 2009. This

will enable OPM to develop implementation plans

for the various components during the first quarter
of fiscal year 2010. OPM’s Strategic Plan includes

reforming the hiring process and improving

agencies’ outreach of veterans.

Organizational Structure

OPM’s organizational structure reflects the

primary business lines through which OPM carries

out its programs and implements its strategic

F1curRE 1 — OPM ORGANIZATIONAL STRUCTURE

Director

Office of the
General Counsel

Office of the
Chief of Staff

[
Management Services
Division

Information Technology,
Procurement, Security,
Emergency Management,
Human Resources

[
Office of the
Chief Financial Officer

Financial Management,
Budget & Performance,
Planning, Internal Control,
Financial Policy

|
Office of Modernization
and Human Resources
Line of Business

EHRI, HRLOB,
E-Payroll, e-Training

Office of the
Inspector General

Office of Communications
and Public Liaison

Office of i
Congressional Relations

Federal Investigative
Services Division

Governmentwide
Background
Investigations

Human Resources
Products
and Services Division

Administer Retirement,
Health Benefits, Life
& other Insurance
programs; Provide
Executive & Leadership
Training; Provide
recruiting, examining
and other HR services;
Voting Rights

Human Capital
Leadership
and Merit System
Accountability Division

Strategic Human
Capital, Ensure Merit
System Compliance,

Veterans' Outreach

Strategic Human
Resources Policy
Division

Develop and provide
Merit-Based HR Policy,
Health Care Policy,
Retirement Policy,
Telework Policy,
Veterans' Policy
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SECTION 1 —MANAGEMENT'S DISCUSSION AND ANALYSIS

objectives: developing Federal human resources
management policy; supporting agencies in the
implementation of that policy through best practices
in human capital management, while adhering to
the Merit System Principles; and, supporting these
with human resources products and services. This
structure positions OPM to respond to and meet

the responsibilities the Agency has been given. As
shown in Figure 1, Organizational Chart, OPM

comprises the following organizational components.

SPECIFIC OFFICIALS ON THE DIRECTOR’S

CORE MANAGEMENT TEAM

o The Office of the Chief of Staff is responsible for
advising the Director on issues affecting OPM
and the Federal workforce, and for coordinating
implementation of the Director’s decisions
throughout OPM.

ExXEcUTIVE OFFICES

e The Office of Communications and Public Liaison
advances and defends the heritage and principles
of America’s civil service. The office promotes
the policies and directives of the President and
of the OPM Director and ensures they are
fully supported as they relate to the Strategic
Management of Human Capital Initiative. The
office provides the American citizenry, Federal
employees, OPM customers, and pertinent
stakeholders with accurate information to aid in

their planning and decision making.

e The Office of Congressional Relations oversees and
coordinates all of OPM’s congressional relations,
provides strategic advice and legislative analysis
to OPM’s Director and program offices, and
responds to congressional initiatives that affect

Federal human resources management issues.

e The Office of the General Counsel (OGC) provides
legal advice and representation to OPM managers

and leaders so they can ensure the Federal

Government has an effective civilian workforce.
OGC does this by rendering opinions; reviewing
proposed policies and other work products, and
commenting on their legal sufficiency; serving

as OPM’s representatives in administrative
litigation; and, supporting the Department of
Justice in its representation of the Government on

matters concerning the civilian workforce.

¢ The Office of Modernization and Human
Resources Line of Business oversees the
development, implementation and
standardization of new and existing programs
within OPM. The Office is responsible for
the development and integration of modern,
large-scale, cross-agency, interoperable human
resources solutions and initiatives so that Federal

agencies can better serve the American taxpayer.

e The Office of the Inspector General (OIG)
conducts comprehensive and independent
audits, investigations, and evaluations relating to
OPM programs and operations. It is responsible
for administrative actions against health-care
providers that commit sanctionable offenses with
respect to the Federal Employees Health Benefits
Program (FEHBP) or other Federal programs.
The OIG keeps the Director and Congress fully
informed about problems and deficiencies in the
administration of OPM programs and operations,

and the necessity for corrective action.

PROGRAM DIVISIONS

e The Federal Investigative Services Division (FISD)
houses the Investigations Program through
which it provides Federal agencies personnel
background investigative and employment
suitability services on a reimbursable basis to
ensure Federal employees meet critical personnel
security standards. FISD strives to provide these
services within the timeframes mandated by the

National Intelligence Directive.
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SECTION 1 —MANAGEMENT'S DISCUSSION AND ANALYSIS

e The Human Capital Leadership and Merit

System Accountability Division (HCLMSA)
supports the Human Capital Program by
leading the transformation of human capital
management across Government by proactively
engaging agencies in the implementation of
the Human Capital Standards for Success

and providing them with technical advice and
assistance. HCLMSA also supports the Merit
System Compliance Program by assessing and
reporting agencies’ adherence to the Merit
System Principles, veterans’ preference, and other

Governmentwide standards.

The Human Resources Products and Services
Division (HRPS) provides high-quality, cost-
effective products and services that help OPM
customers recruit and retain the best talent
through the Talent Services Program; maintains
independent administration of the voting Rights
Program, as required by the Voting Rights

Act; develops and maintains results-oriented
leadership through the Leadership Capacity
Services Program; and, delivers benefits services
to Federal employees, annuitants, and their

families through the employee benefit programs.

® The Office of the Chief Financial Officer (OCFO)

is responsible for providing OPM offices with
the full range of financial management, strategic
planning, and budget services. The office also
performs OPM’s oversight of internal controls

and risk assessments.

The Management Services Division (MSD)
provides OPM offices with the full range of
administrative services, including human
capital and equal employment opportunity
management, contracting and administrative
management, facilities management, property
management, information technology, and
security and emergency services. These services
enable OPM to build mission capacity and

maintain a high-quality and diverse workforce.

The Strategic Human Resources Policy Division
(SHRP) designs, develops, and leads the
implementation of innovative, flexible, merit-
based human resources policies and strategies
that enable Federal agencies to meet their
missions and achieve their goals. Most of SHRP’s
activities support the Human Capital Program,
but the division also provides policy leadership

to the employee benefit programs (retirement,

health benefits, and life and other insurance).
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SECTION 1 —MANAGEMENT’S

DISCUSSION AND ANALYSIS

Program Performance Summary
OPM’S STRATEGIC MANAGEMENT PROCESS

During FY 2008, OPM’s strategic management
process was documented in our Strategic and
Operational Plan 2006—2010 and subsequent
Addendums. In July 2009, OPM launched its
Draft Strategic Plan, which it plans to implement
during FY 2010. The execution of this plan will
include developing implementation plans for the
various components identified within the plan.
Additionally, OPM’s Strategic Plan includes
reforming the hiring process and improving
agencies’ employment of veterans.

The seven strategic objectives described in OPM’s
Strategic and Operational Plan 2006—2010 establish
the overarching framework for how OPM fulfills
its mission. Within this strategic management
framework shown in Figure 2, OPM assessed nine
overarching programs through which it achieves
these objectives. These programs are: Human

Capital, Merit System Compliance, Federal Civilian

Retirement, Federal Employees Health Benefits,
Federal Employees’ Group Life Insurance, Federal
Investigative Services, Talent Services, Leadership
Capacity Services, and OIG FEHB Integrity. OPM
has articulated the major program activities, and
resulting outcomes for each of these programs and
developed performance measures to assess their
efficiency and effectiveness. OPM has articulated
the major program activities, and resulting
outcomes for each of these programs and developed
performance measures to assess their efficiency

and effectiveness. OPM has aligned these program
outcomes with its strategic objectives described in
OPM’s Strategic and Operational Plan, and uses the
resulting strategic management process to develop
operational goals to drive program improvements.
Thus OPM has strategically aligned all the elements
of its management process, from the most granular
element— operational goals—to OPM’s mission, as

shown in Figure 2.

f

Strategic Objectives

f11

Programs

f

FIGURE 2—STRATEGIC MANAGEMENT FRAMEWORK

Measure #1 > Program Activities < Measure #3
T & Outcomes T
Operational Goals T Operational Goals

Measure #2

)

Operational Goals
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SECTION 1 —MANAGEMENT’'S DISCUSSION AND ANALYSIS

Table 2 shows how OPM’s specific programs and program activities are aligned with its strategic objectives.

TABLE 2— RELATIONSHIP BETWEEN STRATEGIC OBJECTIVES, PROGRAMS, AND
PROGRAM ACTIVITIES

Strategic Objective Program Activity

Strategic Objective A: The Federal civilian
workforce will be focused on achieving agency goals.

Strategic Objective B: The Federal civilian
workforce will have career opportunities, benefits
and service delivery that compete successfully with
other employers.

Strategic Objective C: Federal agencies will be
employers of choice.

Strategic Objective D: Federal agencies will be
recognized as leaders in having exemplary human
resources practices.

Strategic Objective E: OPM will be a model of
performance for other Federal agencies.

Strategic Objective F: OPM will be a leader in the
human resources professional community and
have positive name recognition outside the Federal
Government.

Strategic Objective G: OPM will have constructive
and productive relationships with external
stakeholders.

Human Capital

Human Capital

Benefits

Leadership Capacity Services

Golearn

Human Capital

Talent Services

USAJOBS
Human Capital

Merit System Compliance
Federal Investigative Services

Chief Financial Officer

Management Services

Executive Services

Inspector General

Executive Services

Executive Services

Performance Culture

Leadership Capacity

Retirement; Health Benefits; Life Insurance;
Other Insurance

Federal Executive Institute; Management
Development Centers; Presidential Management
Fellows

GolLearn
Talent

Examining, Automated Hiring (USAStaffing®) and
Assessment; Nationwide Testing; HR Information
Technology; Training & Strategic HR Consulting
Services

USAJOBS
Strategic Alignment; HR LOB

Agency Audits; Delegated Examining Unit Audits;
Classification Appeals

Background Investigations

Financial Management; Budget & Performance;
Internal Control & Risk Management

Human Capital; Information Technology;
Facilities, Administration, & Contracting; Security

Congressional Relations; Communications &
Public Liaison; General Counsel; Emergency
Actions

Investigations; Audits
Congressional Relations; Communications &

Public Liaison; General Counsel; Equal Employment
Opportunity

Congressional Relations; Communications &
Public Liaison; General Counsel
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SECTION 1 — MANAGEMENT’'S DISCUSSION AND ANALYSIS

FY 2009 PERFORMANCE HIGHLIGHTS

As shown in the Figure 3 summary bar chart
below, OPM met 67 percent of its performance
targets in FY 2009, a decrease from the 81 percent'
met in FY 2008. This can be attributed, in part, to
measures for which OPM does not yet have final
results and are currently undetermined. Data will
become available for all undetermined measures
in December 2009 and a revised summary of FY
2009 results will be published in OPM’s Annual
Performance Report on February 15, 2010.

F1cURE 3 —OPM PERFORMANCE SUMMARY
FOR FY 2004 THROUGH FY 2009

90%

80%

70%

60% -

50% -

40%

30% |

20%

10% -|

0% -
FY0o4 FYO5 FY06 FYOT FY08 FYO09
Notes: 1. The overall percentage of FY 2008 measures “Met" has

been revised since the publication of OPM's FY 2008 Agency
Financial Report on November 17, 2008.

Focusing on the current FY 2009 results, Figure 4
shows that OPM met 67 percent of its targets, did
not meet 15 percent, and the remaining 18 percent
are currently undetermined. In December 2009,
the Human Capital Leadership and Merit System
Accountability Division will have final data for the

following undetermined measures:

e Number of 26 agencies that meet their annual
targets for closing mission-critical occupation/

competency gaps

¢ Percentage of hires in each agency hired within
the 45-day time frame, as described in OPM’s

hiring time frame model

e Percent of agencies that meet all 4 requirements

of an effective strategic alignment system

® Percent of 26 large agency leadership
development program graduates placed into

positions of higher responsibility

Several of the measures above are tabulated based
upon the results of Chief Human Capital Officer
management studies, the results of which will not be
available until December 2009.

FIGURE 4—FY 2009 PERFORMANCGCE RESULTS

Percentage of Reported Targets
Met/Not Met/Undetermined

[0 Target Met Undetermined

B Not Met
FY 2009
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SECTION 1 —MANAGEMENT'S DISCUSSION AND ANALYSIS

A breakdown of OPM’s performance results by strategic objective can be found in Table 3.

TABLE 3—FY 2009 PERFORMANCE SUMMARY BY STRATEGIC OBJECTIVE

Performance Targets

Strategic Objective # Not AL Risources/
# Reported # Met # Not Met ; FTEs
Determined
Strategic Objective A: The Federal civilian $8.2 Million
workforce will be focused on achieving 2 2 6.6 8 FTE
agency goals. '
Strategic Objective B: The Federal civilian
workforce will have career opportunities, 1 7 $212.0 Million
benefits and service delivery that compete 961.6 FTE
successfully with other employers.
Strategic Objective C: Federal agencies 6 4 $404.4 Million
will be employers of choice. 655.3 FTE
Strategic Objective D: Federal agencies -
will be recognized as leaders in having 5 4 SI,ZOE()) 2(.580MF|¥:Eon
exemplary human resources practices. B
Strategic Objective E: OPM will be a model ) : $116.5 Million
of performance for other Federal agencies. 496.8 FTE
Strategic Objective F: OPM will be
a leader in the human resources -

; ) " $6.0 Million
professional community and have positive 0 N/A 345 FTE
name recognition outside the Federal ’
Government.

Strategic Objective G: OPM will have $2.9 Million
constructive and productive relationships 0 N/A 22 8 FTE

with external stakeholders.

Note: Budgetary resources expressed as $ millions and include all funding sources (e.g., General Funds, Trust Funds, and Revolving Funds)

FTE = full-time equivalent.

The results for all 27 performance measures will be discussed in detail in OPM’s FY 2009 Annual

Performance Report scheduled for publication on February 15, 2010.
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SECTION 1 —MANAGEMENT'S DISCUSSION AND ANALYSIS

PERFORMANCE HIGHLIGHTS BY STRATEGIC

OBJECTIVE

Strategic Objective A: The Federal
civilian workforce will be focused
on achieving agency goals

The Federal Government can be fully effective
only if employees at all levels, including agency
senior executives, are focused on and accountable
for achieving results. In an effort to have agencies
improve their executive performance management
system, OPM is utilizing the Performance Appraisal
Assessment Tool (PAAT). The PAAT evaluates
various aspects of an agency’s appraisal system and
considers employee feedback gained from OPM’s
bi-annual Human Capital Survey. PAAT results
provide insight as to how far along a Department
or agency has progressed in developing a results-

oriented performance culture.

Strategic Objective B: The Federal
civilian workforce will have career
opportunities, benefits and service
delivery that compete successfully
with other employers

Employee benefits and services, including
retirement, health and other insurance programs,
are important competitive factors employees
consider when comparing Federal employment
with opportunities in other sectors. Training
and other career development opportunities also
are essential for maintaining a high performing
Federal workforce. OPM has achieved this objective
through the efficient and effective administration
of its employee benefit and leadership development
programs.

In FY 2009, the Federal Employees Health
Benefits Program, included 269 plan choices
including Fee-for-Service, Health Maintenance
Organizations, Point of Service plans, Consumer
Driven plans and High Deductible Health plans.

Each year OPM has an open season in which

qualified individuals are allowed to make changes
to their current enrollment or select a different
insurance plan.

In addition, OPM offers an optional dental
and vision insurance program, known as Federal
Employees Dental and Vision Insurance Program
(FEDVIP). Currently, there are approximately
1.4 million individuals covered by the dental,
vision or both plans. Today, there are seven dental
programs and three vision programs. Employees are
eligible to receive medical, dental and vision benefits
on a pre-tax basis.

Moreover, OPM is critically aware of the
importance of timely claims processing. Timely
claims processing allows participants to swiftly
determine the dollar amount insurance benefits
cover and the portion they will be responsible
for paying. In FY 2009, health benefits claims
processing timeliness exceeded its target by

processing 98.4 percent of claims within 30 days.

Strategic Objective C: Federal
agencies will be employers of
choice

For Federal agencies to successfully compete
with other major employers for top talent, they
must design and implement effective recruitment
and retention strategies. To acquire and retain a
21st century workforce with the specific skills,
knowledge, and abilities essential to achieving
agency goals and missions, Federal agencies
must make use of available recruiting, hiring and
retention methods, tools, authorities and flexibilities.
This includes using technology to simplify
job seekers’ experience of applying for Federal
employment, streamlining hiring processes to bring
on-board sought-after, valuable individuals quickly,
and offering attractive workplaces which meet
employees’ diverse expectations and needs. Through
a wide variety of initiatives in these areas, OPM
made progress helping Federal agencies become

“employers of choice”.
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SECTION 1 —MANAGEMENT'S DISCUSSION AND ANALYSIS

The Center for Talent Services (CTS) program
provides Federal agencies with relevant, cost-
effective, reimbursable human-capital products and
services, based upon merit system principles, needed
to build a high-quality workforce and become
high-performance organizations. The satisfaction of
CTS’s customers can be attributed to the alignment
of service offerings with those of the Human

Resources Line of Business Reference Model.

Strategic Objective D: Federal
agencies will be recognized as
leaders in having exemplary
human resources practices

To create a performance culture where all
employees are focused on achieving goals, providing
competitive benefits and career development
opportunities, and to effectively make the Federal
Government a 21st century employer of choice,
OPM supports exemplary human resources practices
in Federal agencies. Chief among these are OPM’s
efforts to promote the strategic management of
human capital; i.e., the alignment of Federal
agencies human capital plans with the nine merit
principles and provide Federal agencies with
background information to determine the suitability
of job candidates, new employees and contractors.

The purpose of the merit system compliance
program is to ensure that executive agencies exercise
their delegated personnel management authorities
effectively and in accordance with merit system
principles, Civil Service laws and regulations, and
OPM standards. The compliance program ensures
that agencies comply with laws, regulations, and
merit system principles by identifying violations and
other problems and requiring or recommending
corrections. The 25 agencies represented on the
President’s Management Council have implemented
systems of internal compliance with Merit System
Principles and laws, rules and regulations in

accordance with OPM standards.

Strategic Objective E: OPM will be
a model of performance for other
Federal agencies

In order to successfully fulfill its mission and
role as the leader of Federal human resources
policy and practices, OPM recognizes, it must lead
by example. The OPM’s Management Services
Division, Office of the Chief Financial Officer, and
Executive Offices provide critical managerial and
administrative control of OPM’s internal operations

to enable the programs to perform efficiently.

QUALITY OF PERFORMANCE DATA

In accordance with the requirements of the
Government Performance and Results Act, OPM
ensures the information in its AFR, as well as APR,
accurately reflects its FY 2009 performance and is
based on reasonably complete, accurate and reliable
data.

OPM program offices document data collection,
reporting, and verification procedures for program
performance measures, establishing a control
environment based on data quality standards
established by OPM’s Chief Financial Officer.
Performance information pertinent to OPM’s
operational goals is validated with data evidence by
the Office of the Chief Financial Officer to record
the goal achieved and completed.

Additional information on OPM’s performance
data quality will be available with the publication
of OPM’s FY 2009 APR and the Summary of
Performance and Financial Information scheduled

for publication on February 15, 2010.
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Analysis of OPM’s Financial

Statements

n accordance with the Chief Financial Officers
Act of 1990 and the Government Management
Reform Act of 1994, OPM prepares consolidated
financial statements for OPM, which include
OPM operations, as well as the individual financial
statements of the Retirement, Health Benefits,
and Life Insurance Programs. These statements
are audited by an independent certified public
accountant, KPMG LLP. For the tenth consecutive
year, OPM has received an unqualified audit
report on its consolidated financial statements
and on the individual combined financial
statements of the Retirement, Health Benefits,
and Life Insurance Programs. These consolidated

and individual financial statements are the:
¢ Balance Sheet

e Statement of Net Cost

e Statement of Changes in Net Position

e Statement of Budgetary Resources

BALANCE SHEET

The Balance Sheet is a representation of OPM’s
financial condition at the end of the fiscal year. It
shows the resources OPM holds to meet its statutory
requirements (Assezs); the amounts it owes that will
require payment from these resources (Liabilities);
and, the difference between them (Nez Position).

Assets
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At the end of FY 2009, OPM held $856.6 billion
in assets, an increase of 3.7 percent from $826.4
billion at the end of FY 2008. The majority of
OPM’s assets are intragovernmental, representing
claims against other Federal entities. The Balance
Sheet separately identifies intragovernmental assets
from all other assets.

The largest category of assets is investments at
$850.7 billion, which represents 99.3 percent of all
OPM assets. OPM invests all Retirement, Health
Benefits, and Life Insurance Program collections not
needed immediately for payment in special securities
issued by the U.S. Treasury. As OPM routinely
collects more money than it pays out, its investment
portfolio (and consequently, its total assets) continues
to grow. In FY 2009, the investment portfolio
grew by 3.6 percent, with the largest increase for
investments occurring in the Retirement Program.
In FY 2009, the Total Earned Revenue was less than
the applicable cost applied to the Pension Liability by
$6.4 billion. This net effect allowed the Retirement
Program the ability to reinvest interest earnings
and apply the excess funds the U.S. Treasury
Transferred-In to subsidize the under funding of
the Civil Service Retirement System (CSRS) totaling
more than $31.4 billion for FY 2009, which resulted
in an increase in the investment portfolio of more

than $29.7 billion for FY 2009 over FY 2008.
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Liabilities

INGREASE IN OPM LIABILITIES
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At the end of FY 2009, OPM’s total liabilities
were $1,845.3 billion, an increase of 4.4 percent
from $1,767.1 billion at the end of FY 2008.

Three line items— the Pension, Post-Retirement
Health Benefits, and the Actuarial Life Insurance
Liabilities—account for 99.3 percent of OPM’s
liabilities. These liabilities reflect estimates by
professional actuaries of the future cost, expressed in
today’s dollars, of providing benefits to participants
in the future. The Retirement Program’s economic
assumptions for the Rate of Inflation and the Rate
of Increase in Salary were unchanged compared

to FY 2008. The Health Benefits economic
assumptions remain the same except that the
medical trend assumption changed from a constant

7% to a variable trend decreasing from 8% to 5.5%

ultimately. In FY 2009, the Retirement and Health
Benefits Program assumptions reflect an increase

in actuarial liabilities of $76.0 billion from FY

2008. To compute these liabilities, the actuaries
make many assumptions about the future economy
and about the demographics of the future Federal
employee and annuitant (retirees and their survivors)
populations.

The Pension Liability, which represents an
estimate of the future cost to provide CSRS and
Federal Employees Retirement System (FERS)
benefits to current employees and annuitants, is
$1,454.7 billion at the end of FY 2009, an increase
of over $67.5 billion, or 4.87 percent from the end of
the previous year. [See discussion of the Net Cost to
Provide CSRS and FERS Benefits below].

The Post-Retirement Health Benefits Liability,
which represents the future cost to provide health
benefits to active employees after they retire, is
$339.9 billion at the end of FY 2009. This reflects
an increase of approximately $8.5 billion from
the amount at the end of FY 2008, or 2.5 percent.
[See discussion of the Net Cost to Provide Health
Benefits below].

The Actuarial Life Insurance Liability is different
from the Pension and Post-Retirement Health
Benefits Liabilities. Whereas the other two are
liabilities for “post-retirement” benefits only, the
Actuarial Life Insurance Liability is an estimate
of the future cost of life insurance benefits for

both deceased annuitants and for employees who

Actuarial Gains and Losses

will be an actuarial gain.

Due to actuarial gains and losses, OPM’s Net Cost to Provide Retirement, Health Benefits, and Life
Insurance Benefits can vary widely from year to year. Actuarial gains decrease OPM’s Net Cost, while
actuarial losses increase it. What are actuarial gains and losses?

In computing the Pension, Post-Retirement Health Benefits, and Actuarial Life Insurance Liabilities,
OPM’s actuaries must make assumptions about the future. When the actual experience of the Retirement,
Health Benefits, and Life Insurance Programs differs from these assumptions, as it always will, actuarial

gains and/or losses will occur. For example, should the COLA be less than the actuary assumed, there
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die in service. The Actuarial Life Insurance Liability increased by approximately $2.2 billion in FY 2009 to
$39.0 billion, or 6.0 percent from the end of the previous year. [See discussion of the Net Cost to Provide Life

Insurance Benefits below].

Net Position

The funds related to the operation of the Retirement Program, the Health Benefits Program, and Life
Insurance Program are “earmarked funds,” as defined by the Statement of Federal Financial Accounting
Standards (SFFAS) Number (No.) 27— Ildentified and Reporting Earmarked Funds. Earmarked funds are
financed by specifically identified revenues, often supplemented by other financing sources, which remain
available over time. OPM’s Net Position is classified into two separate balances. The Cumulative Results
of Operations comprises OPM’s net results of operations since its inception. Unexpended Appropriations is
the balance of appropriated authority granted to OPM against which no outlays have been made. OPM’s
total liabilities exceeded its total assets at the end of FY 2009 by $988.7 billion, primarily due to the large
actuarial liabilities. It is important to note that the Retirement, Health Benefits, and Life Insurance Programs
are funded in a manner that ensures there will be sufficient assets available to pay benefits well into the
future. Table 4—Net Assets Available for Benefits—shows that OPM’s net assets available to pay benefits have
increased by over $30.2 billion in FY 2009 to $856.6 billion.

TABLE 4 —NET ASSETS AVAILABLE FOR BENEFITS

($ in Billions) FY 2009 FY 2008

Total Assets $856.6 $826.4 $30.2
Less “Non-Actuarial” Liabilities 1.8 1.8 0.0
Net Assets Available to Pay Benefits $844.8 $814.6 $30.2

STATEMENT OF NET COST

The Statement of Net Cost is similar to a private-sector income statement. However, unlike an income
statement, which reports revenues less expenses incurred to arrive at net income, the Statement of Net Cost
reverses this. It reports expenses first and then subtracts the revenues that financed those expenses.

OPM’s Statement of Net Cost presents its cost of providing four major categories of benefits and services:
Civil Service Retirement and Disability Benefits (CSRS and FERS), Health Benefits, and Life Insurance
Benefits, as well as Human Resources Services. OPM derives its Net Cost by subtracting the revenues it
earned from the gross costs it incurred in providing each of these benefits and services. OPM’s total FY 2009
Net Cost of Operations was $88.6 billion, as compared with $102.4 billion in FY 2008. The primary reason

for the decrease is due to changes in the actuarial estimates, as further discussed below.

Net Cost to Provide CSRS Benefits

As presented in Table 5, OPM incurred a Pension Expense for the CSRS Benefits of $97.9 billion
compared with $88.7 billion, an increase of $9.2 billion from FY 2008. The primary reason for the increase
in CSRS pension expense from FY 2008 to FY 2009 is that there was a total actuarial loss of $15.8 billion in
FY 2008, and a total actuarial loss of $23.7 billion in 2009. The losses combined effect results in an increase
in pension expense from FY 2008 to FY 2009 by $9.2 billion. Both the loss in 2008 and the loss in 2009 are
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primarily due to changes in assumptions and/or methodology for 2008 and higher Cost of Living Allowance
(COLA) in 2009. In 2008, the Board of Actuaries decided to incorporate an assumption for future expected
mortality improvement, mainly because private-sector plans had also been required to do this starting in 2007.
This change in the mortality assumptions means employees and annuitants are expected to live longer. In

FY 2008, the actual, general pay increase was 3.5 percent, and the actual COLA was 2.8 percent. In FY 2009,
the actual, general pay increase was 3.9 percent, and the COLA was 5.8 percent.

There are three prime determinants of OPM’s cost to provide net CSRS benefits: one cost category (the
actuarially computed Pension Expense) and two categories of earned revenue (contributions by and for CSRS
participants, and earnings on CSRS investments). The Pension Expense for the CSRS is the amount of future
benefits earned by participants during the current fiscal year.

Contributions by and for CSRS participants decreased in FY 2009 by $0.2 billion from FY 2008 and
OPM’s earnings on CSRS investments declined by approximately $1.1 billion from FY 2008.

TABLE 5— NET CosT TO PROVIDE CSRS BENEFITS

(§ in Billions) FY 2009 FY 2008

Gross Cost $979 $88.7 $9.2
Associated Revenues 25.0 26.3 (1.3)
Net Cost §729 $62.4 $10.5

Due to accounting standards, current pension benefits paid are applied to the Pension Liability and,
therefore, do not appear on the Statement of Net Cost. OPM paid CSRS benefits of $62.9 billion, as compared
to the $59.4 billion in FY 2008. The increase in benefits paid is due to the effect of the cost-of-living allowance

paid to an increasing number of CSRS annuitants.

Net Cost to Provide FERS Benefits

As shown in Table 6, the Net Cost to Provide FERS Benefits in FY 2009 decreased by $7.6 billion
from FY 2008. As with the CSRS, there are three prime determinants of OPM’s net cost to provide FERS
benefits: one cost category (the actuarially computed Pension Expense) and two categories of earned revenue
(contributions by and for participants, and earnings on FERS investments). Under the actuarial assumptions,
the real interest rate— that is the difference between the interest rate and the rate of inflation —increase
caused the Gross Cost to decrease.

The Pension Expense for FERS is the amount of future benefits earned by participants during the current
fiscal year. For FY 2009, OPM incurred a Pension Expense for FERS of $37.3 billion, as compared with
$42.1 billion in FY 2008. The primary reason for the decrease in FERS pension expense from FY 2008 to
FY 2009 was a total actuarial loss of $7.132 billion in FY 2008, which was followed by a total actuarial gain
of $1.914 billion in 2009 for a combined total actuarial loss of $9.046 billion, contributing to the decrease
in pension expense from FY 2008 to FY 2009 of $4.843 billion. In addition, the loss in FY 2008 was due
primarily to changes in assumptions and/or methodology for 2008 and the gain in FY 2009 was mainly
based on experience gains in 2009. In 2008, the Board of Actuaries decided to incorporate an assumption for
future expected mortality improvement, mainly because private sector plans also had been required to do this
starting in 2007. This change in the mortality assumptions means that employees and annuitants are expected

to live longer. In FY 2008 and FY 2009, there were experienced gains because the actual pay raise and COLA
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were different than what had been assumed. We assumed annual, general pay increases of 4.25 percent and
FERS COLAs of 2.8 percent. In FY 2008, the actual, general pay increase was 3.5 percent, and the actual
FERS COLA was 2.0 percent. In FY 2009, the actual general pay increase was 3.9 percent, and the FERS
COLA was 4.8 percent.

Contributions by and for FERS participants increased by $1.9 billion, or 10.6 percent from FY 2008, also

due to the increasing number of FERS participants.

TABLE 6 —NET CosT To PROVIDE FERS BENEFITS

($ in Billions) FY 2009 FY 2008

Gross Cost $373 $421
Associated Revenues 36.3 335 2.8
Net Cost $1.0 $8.6 (7.6)

Due to accounting standards, current pension benefits paid are applied to the Pension Liability and,
therefore, do not appear on the Statement of Net Cost. In FY 2009, OPM paid FERS benefits of $4.6 billion,
compared with $4.0 billion in FY 2008. The increase is due to the annual COLA and the increasing number
of FERS retirees.

Net Cost to Provide Health Benefits

The Net Cost to Provide Health Benefits in FY 2009 decreased by $17.1 billion from that in FY 2008
(Table 7). There are three prime determinants of OPM’s net cost to provide Health Benefits: two cost
categories (the actuarially computed Post-Retirement Health Benefits Expense, and Current Benefits and

Premiums) and one earned revenue category (contributions by and for participants).

TABLE 7—NET CoST TO PROVIDE HEALTH BENEFITS

($ in Billions) FY 2009 FY 2008

Gross Cost $45.6 $65.2 $(19.6)
Associated Revenues 31.2 337 (2.5)
Net Cost $14.4 $315 $(17.1)

The Postal Service Retiree Health Benefits (PSRHB) Fund is included in the Health Benefits Program.
On October 1, 2009, President Obama signed into law, P.L. 111-68, Division B— Continuing Appropriations
Resolution 2010 which contained significant changes to the funding requirements and scheduled payments
of P.L.. 109-435, retroactive to December 20, 2006, when the Postal Act became law. Section 164 of P.L.
111-68 amends P.L. 109-435 such that the USPS scheduled payment for FY 2009 is $1.4 billion rather than
$5.4 billion.
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The Post-Retirement Health Benefits Expense (PRHB) is the amount of future benefits earned by
participants during the current fiscal year. For FY 2009, OPM incurred a PRHB expense of $21.2 billion,
as compared with $41.7 billion in FY 2008, due primarily to the recognition of a large actuarial gain in FY
2009, and a large actuarial loss in FY 2008. There was an actuarial gain of $10.4 billion. This was a result of
population change, medical experience, and a change in the assumed choice of health coverage in retirement
and their associated costs. There was a small increase (actuarial loss) in the post-retirement medical liability
estimated, as of September 2009, due to a modification in the method of computing the normal cost (this
produced a slightly lower normal cost, thereby increasing the accrued liability), and a change in the medical
trend assumption (the trend is assumed to be variable, decreasing from 8% to 5.5% ultimately — this replaces
an assumption of a constant 7%).

Current Benefits and Premiums increased $0.3 billion from FY 2008, due mainly to the increase in health
insurance premium rates indicative of the economy as a whole.

The contributions (for and by participants) decreased by $2.5 billion from FY 2008 to 2009 due to
decreased health benefit participation. OPM’s earnings on health benefits investments increased over $0.02
billion from FY 2008, as a larger health benefits investment portfolio offset the effect of lower returns.

Due to accounting standards, a portion of the costs to provide health benefits is netted against the PRBH
Liability and not fully disclosed on the statement of Net Cost. The actual costs to provide health benefits are
presented in Table 8.

TABLE 8 —DISCLOSED AND APPLIED COSTS TO PROVIDE HEALTH BENEFITS

(§ in Billions) Applied to PRHB Total FY 2009 Total FY 2009

Claims $19.4 $9.4 $28.8 §21.6
Premiums 4.0 25 6.5 6.5
Administrative and other 1.0 0.8 18 1.7

Net Cost to Provide Life Insurance Benefits

As seen in Table 9, the Net Cost (Excess of Revenue) to Provide Life Insurance Benefits increased
from $(53.0) million in FY 2008 to $330 million in FY 2009. Gross cost increased $540 million due to the
actuarial loss between 2008 and 2009. Associated revenues increased $157.0 million due to an increase in basic

enrollment, partially offset by an annual pay increase, and a decrease on earnings on the investment portfolio.

TABLE 9— NET COST TO PROVIDE LIFE INSURANCE BENEFITS

(§ in Millions) FY 2009 FY 2008

Gross Cost $4,668 $4.128 $540
Associated Revenues 4,338 4181 157
Net Cost (Excess of Revenue) $330 ($53) $383
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STATEMENT OF BUDGETARY RESOURCES

In accordance with Federal statutes and
implementing regulations, OPM may incur
obligations and make payments to the extent it
has budgetary resources to cover such items. The
Statement of Budgetary Resources presents the
sources of OPM’s budgetary resources, their status at
the end of the year, and the relationship between its
budgetary resources and the outlays it made against
them.

As presented in the Statement of Budgetary
Resources, a total of $199.6 billion in budgetary
resources was available to OPM for FY 2009. OPM’s
budgetary resources in FY 2009 include $47.2 billion
(23.7 percent) carried over from FY 2008, plus three

major additional sources:

* Appropriations Received = $40.6 billion
(204 percent)

® Trust Fund receipts of $95.8 billion, less
$27.9 billion" not available = $67.9 billion
(34.1 percent)

¢ Spending authority from offsetting collections

(SAOC) = $43.5 billion (21.8 percent).

* Total budgetary resources do not include $25.0 billion of
Trust Fund receipts for the Retirement obligations pursuant to
public law. In addition, in accordance with Public Law 109-435,
contributions for the Postal Service Retirement Health Benefits
(PSRHB) Fund of the Health Benefits Program are precluded
from obligations totaling $2.8 billion and therefore temporarily
not available.

Appropriations are funding sources resulting from
specified Acts of Congress that authorize Federal
agencies to incur obligations and to make payments
for specified purposes. OPM’s appropriations
partially offset the increase in the Pension Liability
in the Retirement Program, and fund contributions
for retirees and survivors who participate in the

Health Benefits and Life Insurance Programs.

SOURCES OF BUDGETARY RESOURCES

S e | o

Trust Fund Receipts 341% 33.4%

Bala.nce Brought Forward from 237% 241%
Prior Year

SAOC 21.8% 21.6%

Appropriations 20.4% 20.8%

Trust Fund Receipts are Retirement Program
contributions and withholdings from participants,
and interest on investments. Spending Authority
from Offsetting Collections includes earnings on
investments and contributions made by and for
those participating in the Health Benefits and
Life Insurance, and revenues in Revolving Fund

Programs.

OBLIGATIONS INCURRED BY CATEGORY

S oy | vz

Retirement Benefits 66.2% 65.9%
Health Benefits 30.7% 311%
Life Insurance Benefits 1.7% 1.7%
Other 1.4% 1.3%

From the $199.6 billion in budgetary resources
OPM had available during FY 2009, it incurred
obligations of $150.3 billion less the $31.4 billion
transferred from the Treasury’s General Fund
(see Note 1.G) for benefits for participants in the
Retirement, Health Benefits and Life Insurance
Programs.

The $2.8 billion in the PSRHB Fund of the
Health Benefits Program is precluded from
obligations.

Most of the excess of budgetary resources OPM
had available in FY 2009 over the obligations it
incurred against those resources is classified as being

“unavailable” for obligation at year-end.
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Arlalysis of OPM,S Systems, Prompt Payment Act (PPA), rCViSCd 1988

Controls, and Legal Compliance e Debt Collection Improvement Act (DCIA) of 1996
This section provides information on OPM’s ¢ Inspector General Act, as amended
compliance with the following legislative mandates: e Civil Monetary Penalty Act

® Federal Managers Financial Integrity Act of 1982 e Financial Management Systems

* Federal Financial Management Improvement ¢ Federal Information Security Management Act

¢ Federal Managers Financial Integrity Act (FMFIA)

Management Assurances
FMFIA AND FFMIA ASSURANCE STATEMENT

OPM is responsible for establishing and maintaining effective internal control and financial
management systems that meet the objectives of the Federal Managers’ Financial Integrity Act (FMFIA).
OPM conducted its assessment of the effectiveness of internal control over the effectiveness and efficiency
of operations and compliance with applicable laws and regulations in accordance with OMB Circular
A-123, Management'’s Responsibility for Internal Control. Based on the results of this evaluation, OPM can
provide reasonable assurance, with the exception of the one operational material weakness described
in this report regarding OPM’s information technology security governance program, that its internal
control over the effectiveness and efficiency of operations and compliance with applicable laws and
regulations and financial management systems, as of September 30, 2009, was operating effectively. Some
progress was made addressing this material weakness in FY 2009 and it will be a continuing priority for
OPM in FY 2010.

In addition, OPM conducted its assessment of the effectiveness of internal control over financial
reporting, which includes safeguarding of assets and compliance with applicable laws and regulations, in
accordance with the requirements of Appendix A of OMB Circular A-123. Based on the results of this
evaluation, OPM can provide reasonable assurance that its internal control over financial reporting as of
June 30,2009, was operating effectively and no material weaknesses were found in the design or operation
of the internal control over financial reporting.

The Federal Financial Management Improvement Act (FFMIA) requires agencies to implement and
maintain financial management systems that are in substantial compliance with Federal financial system
requirements, Federal accounting standards, and use the United States Standard General Ledger (USSGL.)
at the transaction level. Based on my review of the auditor’s report and other relevant information, I have
determined that for F'Y 2009, OPM can provide reasonable assurance that s financial systems substantially
comply with FFMIA requirements.

To this end, we have therefore made every effort to ensure our internal control systems meet the
requirements of FMFIA and FFMIA.

Date Nov 5, 2009

Director
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COMPLIANCE WITH THE FEDERAL FINANCIAL

MANAGEMENT IMPROVEMENT ACT
Financial Management Systems

The FFMIA requires Federal agencies to
implement and maintain financial management
systems that are in substantial compliance with
Federal financial system requirements, Federal
accounting standards, and the United States
Standard General Ledger (USSGL) at the
transaction level. Based on a review of the auditors’
report and other relevant information, OPM has
determined that for FY 2009, OPM substantially
complies with FFMIA requirements regarding
financial management systems, financial accounting
standards, and application of the USSGL at the
transaction level. OPM also determined there were
other matters where the Revolving Fund (RF)
Programs and the Salaries and Expenses (S&E)
fund system were not consistent, specifically, the
application of the USSGL at the transactional level.

As part of the financial statement audit process,
auditors must report on whether the agency
substantially complies with the three FFMIA
requirements. In accordance with the Act, the audit
of OPM’s FY 2008 financial statements, performed
by KPMG, noted that deficiencies in the operation
of the Office of Chief Financial Officer’s (OCFO)
internal control over financial management and
reporting, affecting the accuracy of the RF and
S&E accounts, continued to exist at OPM and
therefore does not substantially comply with the
requirements of the FFMIA because of deficiencies
in its adherence to Federal accounting standards and
its application of the USSGL.

A majority of these deficiencies are attributable to
OPM’s current accounting system, which cannot be
effectively configured to capture essential financial
information and generate useful and accurate
financial information related to intragovernmental
activities and balances.

In accordance with the FFMIA, OPM has

established a corrective action plan, in consultation

with OMB, to resolve the deficiencies that have
resulted in the other matter with regard to the RF
Programs and S&E Fund.

FFMIA Remediation Activities

OPM’s FY 2009 assessment of the Government
Financial Information System (GFIS) disclosed that
it does not comply with all pertinent requirements
mandated by FFMIA. Specifically, the system
does not support the requirement that transactions
be posted in accordance with the USSGL. OPM
has devoted a great deal of time and resources
to resolving this deficiency. Center for Financial
Services (CFS) staff analyzed abnormal and illogical
account balances and related financial transactions
to identify problems and take corrective actions. As
a result, the OCFO continued to strengthen internal
controls over transaction processing and entry into
the core financial system, including automated
interfaces with pertinent “feeder”/program systems.
Work instructions for reconciling the GFIS cash
balance to the Fund Balance with Treasury for the
RF Programs and S&E Fund were completed and
implemented in FY 2007. They were revised in
FY 2008 and FY 2009 to include strict deadlines for
the completion of monthly reconciliations. These
work instructions have been instrumental and
are being used to reconcile cash balances during
FY 2009 and this effort continues to be supported
under the Consolidated Business Information
System (CBIS) through data analysis and cleansing
activities. Additionally, the RF Programs and
S&E Fund staff has taken action to resolve the
differences identified, making correcting entries
where necessary. OPM continued to strengthen its
budgetary accounting controls in an effort to comply
substantially with FFMIA requirements.

Significant effort is required to improve OPM’s
financial management system including information
system software, business processes and procedures,

outsourcing support, and internal controls.
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OPM began its deployment of CBIS Phase 1 on
October 1, 2009. CBIS is OPM’s new core financial
business system that will provide financial,
budgetary, reporting, and procurement functions.

The Center for Financial Systems Management
(CFSM) is leading and managing the CBIS
implementation activities and has the services of a
commercial vendor with demonstrated experience in
implementing and maintaining Financial Systems
Integration Office certified commercial off-the-
shelf (COTS) financial systems to assist the agency
in addressing FFMIA non-compliance issues. A
contractor is providing software, integration, hosting
and operational support services under a 10-year
Blanket Purchasing Agreement. CBIS will integrate
and standardize administrative funds, trust funds,
and procurement business processes to address
regulatory and compliance deficiencies and will be
implemented in two phases. Phase one will address
OPM’s S&E and RF accounts and Phase two will
address OPM’s Trust Fund accounts.

In preparation of financial statements, and related
disclosures along with other financial information
OPM is consistent with Federal Accounting
Standards. In accordance with the CFO Act of 1990,
OCFO implemented policies and procedures to
prepare financial statements and related disclosures,
budget reports, and other financial information for
agency management decision-making consistent
with Federal accounting standards. A financial
manual was developed and maintained to provide
OPM offices with comprehensive policies and
procedures for financial activities. The OPM has
begun to update these procedures during the

implementation of the new accounting system.

Enhance Financial Management Systems

Notwithstanding efforts to upgrade GFIS’
capabilities and controls, OPM management
determined that the financial system was based on
outdated architecture and technology and should
be replaced. During FY 2005, OPM launched a

financial management modernization initiative

to implement a new core financial system for the
OPM’s Administrative Funds accounts. To oversee
and direct the initiative, OPM established the

CBIS Project Management Office (PMO). OPM
expects CBIS to assist the agency in its efforts to
improve business processes, facilitate data clean up,
review access controls, and conduct business process
analyses to ensure that the new CBIS solution is

smooth and effective.

COMPLIANCE WITH THE FEDERAL MANAGERS’

FINANCIAL INTEGRITY ACT

FMFIA requires that agencies conduct
evaluations of their systems of internal control
and provide reasonable assurance annually to
the President and the Congress on the adequacy
of those systems. Internal control is an integral
component of an organization’s management that
provides reasonable assurance of effective and
efficient operations, reliable financial reporting, and
compliance with laws and regulations.

OPM evaluated its systems of internal control,
to ensure compliance with OMB Circular A-123,
Management’s Responsibility for Internal Control.
OPM conducted an assessment of its internal
control over Agency operations and compliance
with applicable laws and regulations. As part of
the assessment, the CFO required office heads to
submit an assurance statement detailing if their
internal control systems met the requirements of
the FMFIA, as well as supporting documentation
of control objectives and activities to mitigate those
risks in individual units under the purview of
those office heads. The Policy and Internal Control
Group (PICG), under the authority of the CFO, also
reviewed applicable GAO and OPM OIG reports
to determine if they contained material weaknesses
that needed to be reported. Based on the results
of these assessments, OPM can provide reasonable
assurance that its systems of internal control over

the effectiveness and efficiency of operations
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and compliance with laws and regulations as of
September 30, 2009, were operating effectively with
the exception of one continuing material weakness

detailed below.

Material Weakness on Information Technology

Security Governance Programs

In its FY 2007 and FY 2008 reports under
FISMA, OPM’s OIG reported a material weakness
on information technology (IT) security policies and
procedures. OPM reported an operational material
weakness in the FY 2008 AFR. Specifically, OPM
reported that important security policies and
procedures had not been updated in the past few
years.

As part of its work on the IT security program
in FY 2009, the OIG is reporting that OPM has
not established adequate information security
governance activities in accordance with legislative
and regulatory requirements. Specifically, OPM has
not fully documented information security policies
and procedures or established appropriate roles and
responsibilities. Therefore, the OIG is expanding the
reported operational material weakness to include
the OPM’s overall information security governance
program and incorporating its concerns about
OPM’s information security management structure.

Specifically, the OIG reported that, as of late
September 2009, there had been no permanent senior
agency information security official (SAISO) in the
agency for nearly 18 months. During this time, OIG
observed a serious decline in the quality of OPM’s
information security program. In addition, there is
not a permanent Privacy Program Manager assigned
to manage the OPM’s privacy program, and as a
result, there are many deficiencies in the program.
OPM appointed a new SAISO as of September 22,
2009. However, the OIG noted that it remains to
be seen whether OPM will commit the necessary
resources and develop the appropriate functions
required of this role. The OIG will reevaluate this
issue during the FY 2010 FISMA audit.

The OIG also reported some progress with I'T
security policies and procedures. For instance, in
FY 2009, OPM published a new Certification and
Accreditation Guide and an Information Security
and Privacy Policy and deleted the majority of the
outdated information from OPM’s internal website.
However, the OIG reported shortcomings with the
Information Security and Privacy Policy and noted
a lack of specific procedures in several areas on how
OPM will implement and monitor security controls
spelled out in government wide I'T policies.

OPM’s Office of the Chief Information
Officer (CIO) has acknowledged and agreed to
the operational material weakness noted by the
OIG. The new Acting CIO has made it a priority
for the recently appointed SAISO to develop
both a short- and long-term plan to address this
weakness immediately and improve the IT security
and privacy program at OPM. The CIO’s initial
actions include reviewing and prioritizing the
documentation (policies and guidance) that requires
updating or writing. The CIO will also reach out to
OPM system owners and system designated security
officers, as needed, to ensure complete accountability
of systems and to other internal and external sources
to help correct the weaknesses. The CIO has
identified additional resources to be detailed to the
SAISO on both the security and privacy deficiencies
to ensure immediate corrective actions are taken.
Each area identified has been added to the OCIO
Plan of Action and Milestones plan. OPM will
ensure that all actions are corrected within the
milestone timeframes and provide evidence of

closure when complete.

Internal Control over Financial Reporting

In addition to its overall FMFIA assessment,
OPM conducted an assessment of the effectiveness
of internal control over financial reporting (ICFR)
to ensure compliance with Appendix A of OMB
Circular A-123. Appendix A requires federal

agencies to provide additional assurance on financial
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controls through testing and evaluation of entity,
process and transaction level controls under the
auspices of a senior assessment team.

As with the prior years” assessments, FY
2009 Appendix A planning, testing, evaluation
and reporting for internal control over financial
reporting were done under the direction of OPM’s
Senior Assessment Board for Internal Control
over Financial Reporting. The Board is chaired
by the Chief Financial Officer and includes senior
representatives from OPM’s major organizations.
Testing and evaluation activities were conducted,
under the Board’s oversight, by the Office of the
Chief Financial Officer’s Policy and Internal Control
Group (PICG).

No material weaknesses were found in the
design or operation of the internal control over
financial reporting during the FY 2009 evaluation
and testing. Consequently, OPM is able to provide
reasonable assurance that its internal control over
financial reporting was operating effectively as of
June 30, 2009. Additionally, no matters came to the
attention of the Board during the remainder of the
fiscal year that would change that assessment. OPM
also reported no material weaknesses in internal
control over financial reporting for FY 2006,

FY 2007, and FY 2008.

Compliance with the Prompt Payment Act
The Prompt Payment Act (Public Law 100-

496), as amended, requires Federal agencies to pay
vendors transacting business with them in a timely
manner. With certain exceptions, the Prompt
Payment Act requires agencies to make payments
within 30 days of the later of (1) receipt of properly
prepared invoices or (2) the receipt of goods or
services. For amounts owed and not paid within the
specified payment period, agencies are obligated to
pay interest on the amount owed at a rate established

by the Department of the Treasury.

An agency’s performance under the Prompt
Payment Act for any given period is measured
by the percentage of payments paid within the
specified timeframes out of all payments subject
to the Prompt Payment Act’s provisions. For FY
2009, OPM reported that over 99.9 percent of its
payments were made in accordance with specified
Prompt Payment Act timeframes. OPM’s FY 2009
performance objective was to continue to achieve the
98 percent performance metric. As of September 30,
2009, OPM’s performance was 99.9 percent in terms
of payment actions and 97.8 percent in terms of
payment dollars.

OPM’s highly successful performance under the
Prompt Payment Act is achieved as a result of the
large number and dollar magnitude of payments it
makes to its investigative services contractors. Based
on requests from Federal agencies, OPM processes
several hundred thousand transactions per month
for a variety of personnel background investigations
that require payments to contractors. In accordance
with payment provisions of OPM’s contracts with
its investigative services contractors, OPM annually
remits tens of millions of dollars representing final
payments for each of the thousands of personnel
investigations requested by agencies. OPM daily
consolidates all of the individual amounts owed to
investigative contractors and makes a single payment
to each contractor that represents the total amount
currently owed. Table 10 summarizes OPM’s
FY 2009 prompt payment metrics by investigative
services contractors and non-investigative services
vendors. During the year, OPM paid $140,600 in

interest penalties related to late payments.
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TABLE 10— FY 2009 PROMPT PAY ACT METRICS

No. of L1361 Percentage Timel Percentage
: Payments Made 9 Payments v 9
Payments . by Payment i Payments by Payment
(Thousands) ULl Actions (> Million} ($ Million) Dollars
(Thousands)
ITERIEFTOSEEES 42993 42993 100.0% $398.9 $398.9 100.0%
contractors
ADIFIOES T SEIRED 217 257 92.9% $668.0 $6679 95.8%
vendors
Totals 4327.0 4325.0 99.9% $1,066.9 $1,066.8 97.8%

Compliance with the Debt Collection Improvement Act (DCIA)

In response to a steady increase in the amount of delinquent debt owed to the United States, and concern
that appropriate actions were not being taken to collect this delinquent debt, Congress passed the DCIA of
1996 (Public Law 104- 134). The purpose of DCIA was to strengthen overall controls over collections due
to the Government from private parties, including Federal employees. The DCIA has had a major impact
on the way OPM makes its payments and collects the monies owed to it. Table 11 summarizes OPM’s debt
management activity for FY 2009 and FY 2008. OPM complies with the DCIA in the following ways:

TABLE 11 —DEBT MANAGEMENT ACTIVITY

Retirement Program ($ in Millions)

Total Receivables at beginning of year $259.9 $2215
New receivables and accruals 160.2 198.3
Less collections, adjustments, and amounts written-off 149.6 1659
Total receivables at end of year §210.6 $259.9
Total delinquent 40.6 36.9
Percent delinquent of total receivables 15.0% 14.2%

Health Benefits Program ($ in Millions)

Total Receivables at beginning of year $399 §32.2
New receivables and accruals 81.7 80.1
Less collections and adjustments 537 124
Total Receivables at end of year $67.9 $399
Less management decisions in appeal 15.6 49
Currently available for collection §52.3 $35.0
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Cross-Servicing

Under the DCIA, all Federal agencies must refer past due, legally enforceable, non-tax debts that are
more than 180 days delinquent to Treasury’s Financial Management Service (FMS) for collection through
the Treasury Offset Program (TOP). OPM has established an agreement with FMS to cross-service its debts,
which allows FMS to refer automatically the debts to TOP as part of its collection effort. A debt is considered
delinquent if it is 180 days past due and is legally enforceable. A debt is legally enforceable if there has been a
final agency decision that the debt, in the amount stated, is due and there are no legal bars to collection action.

To date, OPM has collected more than $6.9 million via FMS cross servicing.

Computer Data-Matching

OPM believes that it is important to prevent debts initially. Thus, OPM maintains an aggressive and active
program integrity function to prevent waste, fraud, and abuse of Retirement Program benefit payments. One
of the primary tools supporting this function is the use of database matching between Federal agencies. As
such, OPM exchanges payment information with other benefit-paying agencies to identify individuals who
have died or are otherwise no longer eligible for benefits. In FY 2009, OPM’s death data-matching activities
identified more than $46 million in overpayments and prevented an additional $80 million from being

overpaid (calculated saving to OPM).
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Electronic Payments

As shown in Table 12, OPM continues to increase its rate of payments made electronically, including
over 95.9 percent of OPM’s 2.5 million monthly Retirement Benefits Program payments via electronic funds

transfer.

TABLE 12— ELECTRONIC PAYMENTS

Payment Type Percentage FY 2009 Percentage FY 2008

Retirement benefits 95.9% 95.6%
Salary 97.5% 96.0%
Health Benefits and Life Insurance Programs 100.0% 100.0%
Other vendors 100.0% 99.9%

Travel and Purchase Card Usage

OPM measures its effectiveness in travel and purchase card usage by monitoring the percentage of the total
outstanding balances for each that is 61 or more days old. Tables 13 and 14 compare OPM’s percentages that

are 61 or more days old to Governmentwide rates.

TABLE 13— TRAVEL CARD USAGE

($ in Thousands) FY 2009 FY 2008

Outstanding Balance $1,710.0 $463.1
Outstanding more than 61 days $6.5 $79

% outstanding more than 61 days (OPM) 0.19% 1.23%
% outstanding more than 61 days (Governmentwide) 2.19% 3.00%

TABLE 14 — PURCHASE CARDS

($ in Thousands) FY 2009 FY 2008

Outstanding Balance $308.0 $1,826.6
Outstanding more than 61 days $0.0 $0.0
% outstanding more than 61 days (OPM) 0.0% 0.0%
% outstanding more than 61 days (Governmentwide) 0.33% 0.81%

As shown in the above charts, OPM’s percentage of travel and purchase card outstanding balances that are

outstanding 61 days or more are less than the related Governmentwide averages.
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Compliance with the Inspector General Act

The Inspector General Act, as amended, requires agencies to report on the final action taken with regard
to audits by its OIG. OPM is reporting on audit follow-up activities for the period October 1, 2008, through
September 30, 2009. Table 15-Inspector General Audit Findings provides a summary of OIG’s audit findings

and actions taken in response by OPM management during this period.

TABLE 15— INSPECTOR GENERAL AUDIT FINDINGS

FY 2009 Number of Reports Questioned Costs ($ in Millions)

Reports with no management decision on October 1, 2008 15 §34.2
New reports requiring management decisions 31 48.5
Management decisions made during the year 34 72.1
Costs disallowed - 73.8
Costs not allowed = .7y
Reports with no management decision on September 30, 2009 12 $10.6
Reports with no management decision on October 1, 2007 16 $24.0
New reports requiring management decisions 52 89.1
Management decisions made during the year 53 789
Costs disallowed - 80.1
Costs not disallowed = (1.2)?
Reports with no management decision on September 30, 2008 15 $34.2

1. The number of new reports requiring a management decision represents reports with monetary recommendations. The total number of new reports
issued during the fiscal year is 73, of which 42 included only procedural recommendations, or were without any recommendations.

2. Represents the net of allowed cost, which includes overpayments and underpayments to insurance carriers.

Compliance with the Civil Monetary Penalty Act

A civil monetary penalty is any penalty, fine, or other sanction that is assessed or enforced by an agency
pursuant to law, administrative proceeding, or a civil action in the Federal courts. OPM neither assessed nor

collected a civil monetary penalty during F'Y 2009.

Financial Management Systems

The OPM utilizes two core financial systems that are based upon commercial off-the-shelf packages
supplied by Corporate Governance Incorporated (CGI)-Federal (formerly American Management System)
to support the financial management and accounting functions of OPM and its specific programs. The two

systems are:

¢ The GFIS and Procurement Desktop (PD), which was implemented using Momentum software package
developed by CGI-Federal, serves as OPM’s core financial management system for its administrative funds

accounts.

® The general ledger of the Benefit Financial Management System (BFMS), which was implemented using
Federal Financial System, is used to administer the Retirement, Health Benefits and Life Insurance

Programs.
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Federal Information Security Management Act
(FISMA)

The FISMA requires the CIO to conduct
an annual agency security program review in
coordination with agency program officials. OPM is
pleased to provide the detailed results of this review
conducted for FY 2009.

OPM’s I'T security and privacy program has
managed to make some progress with the limited
available resources. A new I'T Security and Privacy
Group (ITSPG) lead, referred to as the Information
Technology Systems Ofticer (ITSO), was hired
in September 2009 to manage and oversee the
program. The mission of the ITSPG is to protect
and defend against information security threats and
risks, meet organizational goals, exceed industry
best practices and federal security and privacy
requirements to ensure the confidentiality, integrity,
and availability of all resources within OPM. The
ITSO, has identified resources needed and made
recommendations regarding staffing changes that
are under review with senior management. Further,
as a result of the audit, each area identified has been
added to the OCIO Plan of Action and Milestones
listing. That list is under review for priority of
actions to be taken based on the resources available.
OPM will ensure that all actions are corrected
within the milestones established.

In addition, in FY 2009 OPM successfully
implemented an automated process for conducting
mandatory training for all employees. This
training included OPM policy and instructions for
reporting data breaches and guidance for the use
of personally identifiable information (PII). The
training was completed by more than 99% of OPM’s
approximately 11,193 employees and contractors.
The completion rate for role-based training in
FY 09 was 96% for both Federal employees and
contractors. OPM will continue to track the status of
compliance with required annual training to ensure
its employee populations are aware of I'T security

policies and processes.

The priorities for OPM’s ITSPG in FY 2010
are to strengthen the security and privacy program
to ensure the confidentiality, availability and
integrity of the OPM network. ITSPG will focus
on establishing roles and responsibilities,
aligning IT security and privacy responsibilities
under ITSPG, improving certification and
accreditation, policy and standards development,
security training and awareness, network and
cyber security, and the privacy program. OPM
understands that we must remain committed
to a strong and effective IT security and privacy

program to protect our critical assets.

Goals and Strategies

OPM is firmly committed to improving financial
performance and received an unqualified audit
opinion for the OPM’s financial status. OPM has
developed a plan to implement cost-accounting
standards across OPM. OPM routinely provides
status of funds and other financial statements and
reports to financial and program managers. OPM
has also integrated financial and performance
information and uses such information to formulate
its annual budget requests and for day-to-day
management. OPM has instilled management
discipline to help ensure accurate, timely, and
effective formulation and execution of budgets.

OPM established and has followed the strategy
below to achieve the goals for improved financial-

management performance:

e Ensure that critical financial performance
indicators are objective, understandable,

meaningful, fair and fully measurable

¢ Improve internal controls over financial reporting

through improved systems and processes

e Re-affirm processes, controls and procedures to
ensure that continuing IPA unqualified audit
opinions will be received on the annual financial

statements
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¢ Implement a new integrated financial
management system fully compliant with Federal
standards, producing sound, effective support to

all customers

e Strengthen stewardship, accountability and
internal controls over financial reporting, as

stipulated by revised OMB Circular A-123

® Reduce improper payments to target levels

Limitations of the Consolidated
Financial Statements

® The principal financial statements have been
prepared to report OPM’s financial position
and results of operations, pursuant to the

requirements of 31 United States Code 3515(b).

¢ The statements have been prepared from OPM’s
books and records in accordance with generally
accepted accounting principles for Federal entities
and the formats prescribed by the OMB. They
are in addition to the financial reports used to
monitor and control OPM’s budgetary resources,
which are prepared from the same books and

records.
¢ The statements should be read with the
realization that they are for a component of the

United States, a sovereign entity.
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A Message from the Chief Financial Officer

A Message from the Chief Financial Officer

This is the second year the United States (U.S.) Office of Personnel Management (OPM) has chosen to produce its
Agency Financial Report (AFR), which provides details on relevant financial data within 45 days of the accounting
closing period in accordance with Office of Management and Budget (OMB) guidelines. Under a separate cover, OPM
will submit the Annual Performance Report in conjunction with submission of the President’s Fiscal Year (FY) 2011
Budget to Congress and a Summary of Performance and Financial Information which provides a more concise summary
of the past year’s outcomes. This approach offers more transparent conveyance to the public with improved quality and
utility for management.

For the tenth consecutive year, OPM’s consolidated financial statements have received an unqualified, or clean, audit
opinion from our independent public accountants, KPMG LLP. This opinion assures the results are reported fairly and
free of material error.

OPM continues to improve its financial management and work with our partners to modernize the current financial
systems. Considerable progress was made this year to replace OPM’s accounting systems with a Consolidated Business
Information System (CBIS). We have been working with our vendor in support of the implementation and modernization
process and plan to implement the first phase for the Revolving Fund Programs and Salaries and Expense (S&E) Fund
accounts on October 1, 2009. Our goal is to implement a new, fully integrated system by FY 2012, to include the Trust
Funds. -

OPM also issued an unqualified assurance statement on internal control over financial reporting in accordance with.the
requirements of the revised OMB Circular A-123, Management’s Responsibility for Internal Control. Our reviews under
the Improper Payments Information Act have been expanded to include payments to vendors for OPM’s Background
Investigations program which covers about 90 percent of government-wide background checks. The related reviews
required the timely completion of rigorous assessments, documentation and testing of our procedures and controls over
financial reporting. Implementation of CBIS will assist in reducing improper payments and improve reconciliation by
direct transfer of case management information into CBIS.

OPM’s Revolving Fund Programs business line is expanding and so is our accountability over these key resources. This
year we have implemented a full budget function including 5 year business plans for each of our lines of business. With
the implementation of CBIS, OPM will expand the audit activities over the Revolving Fund Programs and fully integrate
these fundimental programs into the budgeting, accounting and accountability functions applied to all OPM activities.
Users of the products and services will have a new understanding into the overall accounting for each line of business and
the fees charged for those services.

We carry out our responsibilities over the $850 billion in the Federal employees earned-benefit trust funds with pride, and
are honored to safeguard these assets on behalf of Federal employees, retirees, their survivors and families against waste,
fraud and abuse. [t is with great pleasure that L, on behalf of our staff, provide you with the FY 2009 AFR maintaining
OPM’s careful stewardship over Federal employees’ retirement, health and life insurance funds documented by an
unqualified audit opinion.

‘ Sincerely, Wé- f

Mark Reger
Chief Financial Officer

OPM Fiscal Year 2009 Agency Financial Report
35



SEcCTION 2 —FY 2009 FINANCIAL INFORMATION

UNITED STATES OFFICE OF PERSONNEL MANAGEMENT
Washington, DC 20415

Hovember 13, 2009

Office of the
Inapecior CGenieral

Report No. 4A-CF-00-09-037

MEMORANDUM FOR JOHN BERRY

Dircctor V./z,{
¢
FROM: PATRICK E. McFARLAND ﬂﬁﬁdy
Inspector General
SUBJECT: Audit of the Office of Personnel Management’s Fiscal Year

2009 Consolidated Financial Statements

This memorandum transmits KPMG LLP's (KPMG) report on its financial statement
audit of the Office of Personnel Management's (OPM) Fiseal Year 2009 Consolidated
Financial Statements and the results of the Office of the Inspector General®s (01G)
oversight of the audit and review of that report. OPM's consolidated financial statements
include the Retirement Program, Health Benefits Program, Life Insurance Program,
Revolving Fund Programs (RF) and Salaries & Expenses funds (S&E).

Audit Reports on Financial Statements, Internal Controls and Compliance
with Laws and Regulations

The Chief Financial Officers (CFO) Act of 1990 (P.L. 101-576) requires OPM’s Inspector
General or an independent external auditor, as determined by the Inspector General, 1o
audit the agency’s financial stalements in accordance with Government Auditing
Standards (GAS) issued by the Comptroller General of the United States. We contracted
with the independent certified public accounting firm KPMG LLP to audit OPM’s
consolidated financial statements as of September 30, 2009 and for the fiscal year then
ended. The contract requires that the audit be performed in accordance with generally
accepted government auditing standards and the Office of Management and Budget
(OMB) bulletin number 07-04, Audit Requirements for Federal Financial Statements.

KPMG's audit report for Fiscal Year 2009 includes: (1) opinions on the consolidated
financial statements and the individual statements for the three benefit programs, (2) a

w“.npm.-:nrl- www, uidajobs gov
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JOHN BERRY

report on internal controls, and (3) a report on compliance with laws and regulations. In
its audit of OPM, KPMG found:

¢ The consolidated financial statements were fairly presented, in all material
respects, in conformity with generally accepted accounting principles.

o There were no material weaknesses identified in the internal controls. A material
weakness is a deficiency, or combination of deficiencies, in internal control, such
that there is a reasonable possibility that a material misstatement of the entity’s
financial statements will not be prevented, or detected and corrected on a timely
basis.

However, KPMG’s report did identify two significant deficiencies:

» Information systems general control environment (OPM and the
Programs), and

» TFinancial management and repotting processes of the Office of the
Chief Financial Officer (OCFO). (RF Program and S&E Fund)

A significant deficiency is a deficiency, or combination of deficiencies, in internal
control that is less severe than a material weakness, yet important enough to merit
attention by those charged with governance.

e KPMG’s report on compliance with certain provisions of laws and regulations
disclosed one other matter related to the Federal Financial Management
Improvement Act of 1996 (FFMIA). (RF Program and S&E Fund)

OIG Evaluation of KPMG’s Audit Performance

In connection with the audit contract, we reviewed KPMG’s report and related documentation
and made inquirics of its representatives regarding the audit. To fulfill our audit
responsibilities under the CFO Act for ensuring the quality of the audit work performed, we
conducted a review of KPMG’s audit of OPM’s FFiscal Year 2009 Consolidated Financial
Statements in accordance with GAS. Specifically, we:

s reviewed KPMG’s approach and planning of the audit;

¢ evaluated the qualifications and independence of its auditors;
monitored the progress of the audit at key points;

* examined its working papers related to planning the audit and assessing internal
controls over the financial reporting process;

¢ reviewed KPMG’s audit reports to ensure compliance with Government Auditing
Standards;
coordinated issuance of the audit report; and
performed other procedures we deemed necessary.
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Our review, as differentiated from an audit in accordance with generally accepted
government auditing standards, was not intended to enable us to express, and we do not
express, opinions on OPM’s financial statements or internal controls or on whether OPM’s
financial management systems substantially complied with FFMIA or conclusions on
compliance with laws and regulations. KPMG is responsible for the attached auditor’s
report dated November 10, 2009, and the conclusions expressed in the reporf. However,
our review disclosed no instances where KPMG did not comply, in all material respects,
with the generally accepted GAS.

In accordance with the OMB Circular A-50 and Public Law 103-3535, all audit findings
must be resolved within six months of the date of this report. In order to ensure audit
findings are resolved within the required six-month period, we are asking that the OCFO
respond directly to the OIG within 90 days of the date of this report advising us whether
they agree or disagree with the audit findings and recommendations. As stated in OMB
Circular A-50, where agreement is indicated, the OCFO should describe planned corrective
action. 1f the OCFO disagrees with any of the audit findings and recommendations, they
need to explain the reason for the disagreement and provide any additional documentation
that would support their opinion.

In closing, we would like to congratulate OPM’s financial management staff for ence
again issuing the consolidated financial statements by the November 16 due date. Their
professionalism, couriesy, and cooperation allowed us to overcome the many challenges
encountered during OPM’s preparation, KPMG’s audit, and the OIG’s oversight of the
financial statement audit this year. If you have any guestions about KPMG’s audit or our
oversight, please centact me or have a member of your staff contact Michael R. Esser,
Assistant Inspector General for Audits, at 606-2143.

cc: Mark Reger
Chief Financial Officer
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KPMG LLP
2001 M Street, NW
Washington, DC 20036

Independent Auditors’ Report

Director and Inspector General
U.S. Office of Personnel Management:

We have audited the accompanying consolidated balance sheets of the United States
(U.S.) Office of Personnel Management (OPM) as of September 30, 2009 and 2008, and
the related consolidated statements of net cost and changes in net position, and combined
statements of budgetary resources (hereinafter referred to as “consolidated financial
statements”), for the years then ended. We have also audited the individual balance
sheets of the Retirement, Health Benefits, and Life Insurance Programs (hereinafter
referred to as the “Programs”) as of September 30, 2009 and 2008, and the related
individual statements of net cost, changes in net position, and budgetary resources
(hereinafter referred to as the Programs’ “individual financial statements”), for the years
then ended.

The objective of our audits was to express an opinion on the fair presentation of these
consolidated and individual financial statements. In connection with our fiscal year 2009
audit, we also considered OPM’s and the Programs’ internal controls over financial
reporting and tested OPM’s and the Programs’ compliance with certain provisions of
applicable laws, regulations, and contracts that could have a direct and material effect on
these consolidated and individual financial statements.

SUMMARY

As stated in our opinion on the financial statements, we concluded that OPM’s
consolidated financial statements and the Programs’ individual financial statements as of
and for the years ended September 30, 2009 and 2008, are presented fairly, in all material
respects, in conformity with U.S. generally accepted accounting principles.

Our consideration of internal control over financial reporting resulted in identifying
certain deficiencies that we consider to be significant deficiencies, as follows:

1. Information systems general control environment. (OPM and the Programs)

2. Financial management and reporting processes of the Office of Chief Financial
Officer (OCFO). (Revolving Fund Program (RF Program) and Salaries and
Expenses (S&E) Fund)

We did not identify any deficiencies in internal control over financial reporting that we
consider to be material weaknesses as defined in the Internal Control Over Financial
Reporting section of this report.
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The results of our tests of compliance with certain provisions of laws, regulations, and
contracts disclosed the following instance of noncompliance or other matter that is
required to be reported under Government Auditing Standards, issued by the Comptroller
General of the United States, and Office of Management and Budget (OMB) Bulletin No.
07-04, Audit Requirements for Federal Financial Statements, as amended:

3. Other matter related to Federal Financial Management Improvement Act (RF
Program and S&E Fund)

The following sections discuss our opinion on OPM’s consolidated financial statements
and the Programs’ individual financial statements; our consideration of OPM’s and the
Programs’ internal controls over financial reporting; our tests of OPM’s and the
Programs’ compliance with certain provisions of applicable laws, regulations, and
contracts; and management’s and our responsibilities.

OPINION ON THE FINANCIAL STATEMENTS

We have audited the accompanying consolidated balance sheets of the U.S. Office of
Personnel Management as of September 30, 2009 and 2008, and the related consolidated
statements of net cost, changes in net position, and the combined statements of budgetary
resources for the years then ended. We have also audited the individual balance sheets of
the Programs as of September 30, 2009 and 2008, and the related individual statements of
net cost, changes in net position, and budgetary resources for the years then ended. The
Programs’ individual financial statements are included in the consolidating financial
statements presented in the Consolidating Financial Statements section of OPM’s Fiscal
Year 2009 Agency Financial Report.

In our opinion, the consolidated financial statements referred to above present fairly, in
all material respects, the consolidated financial position of OPM and the financial
position of each of the Programs as of September 30, 2009 and 2008, and the
consolidated and individual Programs’ net costs, changes in net position, and budgetary
resources, for the years then ended, in conformity with U.S. generally accepted
accounting principles.

The information in the Management Discussion and Analysis and Required
Supplementary Information sections of OPM’s Fiscal Year 2009 Agency Financial
Report is not a required part of the consolidated financial statements, but is
supplementary information required by U.S. generally accepted accounting principles.
We have applied certain limited procedures, which consisted principally of inquiries of
management regarding the methods of measurement and presentation of this information.
However, we did not audit this information and, accordingly, we express no opinion on it.

Our audits were conducted for the purpose of forming an opinion on the consolidated
financial statements of OPM taken as a whole and on the Programs’ individual financial
statements. The individual financial statements of the RF Program and S&E Fund
included in the Consolidating Financial Statements section of OPM’s Fiscal Year 2009
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Agency Financial Report (Schedules 1 through 4) are presented for purposes of additional
analysis of the consolidated financial statements rather than to present the financial
position, net costs, changes in net position, and budgetary resources of the individual RF
Program and S&E Fund. The financial statements of the RF Program and S&E Fund
have been subjected to the auditing procedures applied in the audit of the consolidated
financial statements of OPM and, in our opinion, are fairly stated in all material aspects
in relation to OPM’s consolidated statements taken as a whole.

In addition, the Civil Service Retirement System (CSRS) and Federal Employees
Retirement System (FERS) statement of net cost information included in the
consolidating statement of net cost (Schedule 2) is presented for purposes of additional
analysis of the consolidated financial statements of OPM and the individual financial
statements of the Retirement Program rather than to present the net costs of the CSRS
and FERS funds. The CSRS and FERS statement of net cost information has been
subjected to the auditing procedures applied in the audit of OPM’s consolidated financial
statements and the individual financial statements of the Retirement Program, and in our
opinion is fairly stated in all material respects in relation to OPM’s consolidated
statements of net cost and the individual statement of net cost of the Retirement Program
taken as a whole.

The information in the Other Accompanying Information, and Appendix A, included in
OPM’s Fiscal Year 2009 Agency Financial Report, are presented for purposes of
additional analysis and are not required as part of the consolidated financial statements.
This information has not been subjected to auditing procedures and, accordingly, we
express no opinion on it.

INTERNAL CONTROL OVER FINANCIAL REPORTING

Our consideration of the internal control over financial reporting was for the limited
purpose described in the Responsibilities section of this report and would not necessarily
identify all deficiencies in the internal control over financial reporting that might be
deficiencies, significant deficiencies or material weaknesses.

A deficiency in internal control exists when the design or operation of a control does not
allow management or employees, in the normal course of performing their assigned
functions, to prevent or detect misstatements on a timely basis. A significant deficiency
is a deficiency, or combination of deficiencies, in internal control that is less severe than
a material weakness, yet important enough to merit attention by those charged with
governance. A material weakness is a deficiency, or combination of deficiencies, in
internal control, such that there is a reasonable possibility that a material misstatement of
the entity’s financial statements will not be prevented, or detected and corrected on a
timely basis.

In our fiscal year 2009 audit, we did not identify any deficiencies in internal control over
financial reporting that we consider to be material weaknesses as defined above.
However, we identified certain deficiencies in internal control over financial reporting
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that we consider to be significant deficiencies and that are described in Items 1 and 2
below. Exhibit I presents the status of prior year significant deficiencies.

1. Information systems general control environment

Information system general control deficiencies identified in previous years related to
OPM and the Programs continue to persist or have not been fully addressed and
consequently are not in full compliance with authoritative guidance. Specifically, security
policies and procedures, including drafting risk assessment and security plans, have not
been updated to incorporate current authoritative guidance, sufficient independent
oversight of certain certification and accreditation activities are not consistently
performed, and the procedures performed to certify and accredit certain financial systems
were not complete. In addition, we noted that application access permissions have not
been fully documented to describe the functional duties the access provides to assist
management in reviewing the appropriateness of system access, instances where
background investigations and security awareness training was not completed prior to
access being granted, and certain weaknesses in granting access to application and
physical access to system resources. Finally, we found that the Plans of Actions and
Milestones (POA&M) were not always accurate and complete.

Recommendation

The OCIO should continue to update and implement entity-wide security policies and
procedures and provide more direction and oversight to Program Offices for completing
and appropriately overseeing certification and accreditation requirements and activities.
In addition, documentation on application access permissions should be enhanced and
linked with functional duties and procedures for granting logical and physical access
needs to be refined to ensure access is granted only to authorized individuals. Finally,
policies and procedures should be developed and implemented to ensure POA&Ms are
accurate and complete.

Management Response

OPM concurs with these findings and recommendations. The Center for Information
Services intends to take such additional actions as the following:

= (Clarifying roles and responsibilities in the certification and accreditation of
systems;

* Training the OPM’s designated security officers in conducting certification and
accreditation of systems and in the handling of plans of action and milestones ;

= Reviewing and revising as necessary OPM’s process for establishing new user
access accounts;

= [nvestigating tools that can be used to mask personally identifiable information in
production use;

*  Documenting and implementing change control monitoring procedures for data
base administrator activities; and
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= Beginning discussions with the staff of the OPM’s Chief Financial Officer on how
to establish and maintain functional descriptions.

2. Financial Management and Reporting Process of the Office of the Chief
Financial Officer

Certain deficiencies in the operation of the OCFO’s internal control over financial
management and reporting, affecting the accuracy of the RF Program and S&E Fund,
continue to exist at OPM. The Government Financial Information System (GFIS) is not
designed properly to allow for:

a. Capture of certain financial information and is not properly configured to produce
useful financial reports that provide accurate information regarding related
intragovernmental activities and balances.

b. Reconciliations are not consistently or always clearly documented and are not always
performed in a timely manner for the S&E Fund.

¢. Unidentified differences from prior years continue to exist between Treasury and
GFIS.

According to OMB Circular A-123, transactions should be promptly recorded, properly
classified, and accounted for in order to prepare timely accounts and reliable financial
and other reports. The documentation for transactions, management controls, and other
significant events must be clear and readily available for documentation.

Deficiencies in the ability to record, process, summarize and report financial data may
misstate financial information reported in the RF Program and S&E Fund.

Recommendation

The OCFO should continue implementation of its corrective action plan which should
reduce or eliminate the need for correcting journal entries. Further, we recommend that:

1. OPM complete the implementation of a new accounting system to ensure that all
financial information is properly captured and is properly configured to produce
useful financial reports that provide accurate information regarding related intra-
governmental activities and balances.

2. OPM continue to identify and correct existing differences between OPM’s internal
data and the information reported by Treasury. At such a time when no additional
reductions can be identified, OPM should, in conjunction with appropriate oversight
agencies, write down the remaining amount to clear the remaining Fund Balance with
Treasury balance.

3. OPM CFO management actively enforce procedures regarding the documentation of
Salaries and Expense Fund reconciliations in accordance with guidelines outlined in
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the “Treasury Financial Manual” and OPM’s “Cash Management Policy and
Procedures.”

Management Response

OPM acknowledges deficiencies in the GFIS system used for the Revolving Fund and
Salaries and Expenses accounts and concurs with KPMG’s recommendations. Beginning
in fiscal year 2010, OPM migrated to a new software solution. OPM worked throughout
FY 2009 towards the deployment of the new OPM accounting system. Extensive data
cleanup was performed within FY 2009 in preparation for transferring balances between
the old and new systems. The new system supports the capture and reporting of all
financial information regarding related intra-governmental activities and balances.
Additionally, OPM continues to reconcile, identify and correct differences between
OPM’s internal data and Treasury balances, processing adjusting entries as needed. OPM
OCFO management will continue to enhance and enforce procedures to document timely
reconciliations compliant with the Treasury Financial Manual and OPM’s Cash
Management Policy and Procedures.

COMPLIANCE AND OTHER MATTERS

The results of our tests of compliance described in the Responsibilities section of this
report, exclusive of those referred to in the Federal Financial Management Improvement
Act of 1996 (FFMIA), disclosed no instances of noncompliance or other matters that are
required to be reported herein under Government Auditing Standards or OMB Bulletin
No. 07-04.

The results of our tests of FFMIA disclosed no instances in which OPM’s or the
Programs’ financial management systems did not substantially comply with the three
requirements discussed in the Responsibilities section of this report. The results of our
tests did disclose one other matter regarding FFMIA related to the RF Program and S&E
Funds, as described below.

3. Other matter related to Federal Financial Management Improvement Act of
1996 (FFMIA)

United States Standard General Ledger

In accordance with OMB Circular A-127, Financial Management Systems, as
amended, OPM is to record financial events consistent with the applicable definitions,
attributes, and processing rules defined in the United States Standard General Ledger
at the transaction level. The OCFO does not consistently record RF Program and
S&E Fund transactions at the United States Standard General Ledger transaction
level.
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Recommendation

We recommend that the OCFO should continue implementation of a new accounting
system to replace the GFIS system and related processes and procedures to enable the
OCFO to account for the RF Program and S&E Fund’s transactions in accordance with
the United States Standard General Ledger at the transaction level.

Management Response

OPM concurs with the recommendation. The GFIS financial system could not be
configured to fully meet the requirements of FFMIA. OPM’s new accounting system,
Consolidated Business Information System (CBIS) was deployed for the RF program and
the S&E Fund accounts on October 1, 2009. CBIS is designed and configured to
properly capture and report all financial data necessary to provide accurate information
regarding related intra-governmental activities at the transaction level. OPM will ensure
that the implementations of the financial system requirements are in compliance with
FFMIA.

k sk ok ok ok

RESPONSIBILITIES

Management’s Responsibilities. ~Management is responsible for the consolidated
financial statements of OPM and the individual financial statements of the Programs;
establishing and maintaining effective internal control; and complying with laws,
regulations, and contracts applicable to OPM.

Auditors’ Responsibilities. Our responsibility is to express an opinion on the fiscal year
2009 and 2008 consolidated financial statements of OPM and the individual financial
statements of the Programs based on our audits. We conducted our audits in accordance
with auditing standards generally accepted in the United States of America; the standards
applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States; and OMB Bulletin No. 07-04. Those standards
and OMB Bulletin No. 07-04 require that we plan and perform the audits to obtain
reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes consideration of internal control over financial reporting
as a basis for designing audit procedures that are appropriate in the circumstances, but not
for the purpose of expressing an opinion on the effectiveness of OPM’s internal control
over financial reporting. Accordingly, we express no such opinion.

An audit also includes:
e Examining, on a test basis, evidence supporting the amounts and disclosures in the

overall consolidated OPM financial statements and Programs’ individual financial
statements;
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e Assessing the accounting principles used and significant estimates made by
management; and

e Evaluating the overall consolidated OPM financial statements and Programs’
individual financial statement presentation.

We believe that our audits provide a reasonable basis for our opinion.

In planning and performing our fiscal year 2009 audit, we considered OPM’s internal
control over financial reporting by obtaining an understanding of OPM’s and the
Programs’ internal control, determining whether internal controls had been placed in
operation, assessing control risk, and performing tests of controls as a basis for designing
our auditing procedures for the purpose of expressing our opinion on the consolidated
financial statements of OPM and the individual financial statements of the Programs. We
did not test all internal controls relevant to operating objectives as broadly defined by the
Federal Managers’ Financial Integrity Act of 1982. The objective of our audit was not to
express an opinion on the effectiveness of OPM’s or the Programs’ internal control over
financial reporting. Accordingly, we do not express an opinion on the effectiveness of
OPM’s or the Programs’ internal control over financial reporting.

As part of obtaining reasonable assurance about whether OPM’s fiscal year 2009
consolidated and the Programs’ fiscal year 2009 individual financial statements are free
of material misstatement, we performed tests of OPM’s and the Programs’ compliance
with certain provisions of laws, regulations, and contracts, noncompliance with which
could have a direct and material effect on the determination of the financial statement
amounts, and certain provisions of other laws and regulations specified in OMB Bulletin
No. 07-04, including certain provisions referred to in Section 803(a) of FFMIA. We
limited our tests of compliance to the provisions described in the preceding sentence, and
we did not test compliance with all laws, regulations, and contracts applicable to OPM
and the Programs. However, providing an opinion on compliance with laws, regulations,
and contracts was not an objective of our audit and, accordingly, we do not express such
an opinion.

We noted certain additional matters that we have reported to management of OPM in a
separate letter dated November 10, 2009.

OPM’s responses to the findings identified in our audit are presented for each finding as
Management Response, herein. We did not audit OPM’s response and, accordingly, we
express no opinion on it.
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This report is intended solely for the information and use of OPM’s management, OPM’s
Office of Inspector General, OMB, the U.S. Government Accountability Office, and the
U.S. Congress and is not intended to be and should not be used by anyone other than

these specified parties.

KPe uP

November 10, 2009
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Exhibit I

1 Information All (A) Significant Significant OPM has made
Systems General Deficiency Deficiency — See continual annual
Control FY 2009, improvements to
Environment Condition No. 1 Information Systems

General Control
Environment,
however,
deficiencies still
exist.

2 Financial S&E; RF Significant Significant OPM has made
Management Deficiency Deficiency improvements,
Reporting - See FY 2009, however,

Processes of the Condition No. 2 deficiencies still exist
Office of the Chief because of system
Financial Officer limitations.

(OCFO)

(A) Includes the Retirement Program, Health Benefit Program (HBP), Life Insurance Program (LP),
Revolving Fund (RF) Program and Salary and Expenses (S&E) Fund
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Consolidated Financial Statements

U.S. OFFICE OF PERSONNEL MANAGEMENT
CONSOLIDATED BALANCE SHEET

As of September 30, 2009 and 2008

(In Millions)
2009 2008
ASSETS

Intragovernmental:

Fund Balance with Treasury [Note 2] $1,853 $1,731

Investments [Note 3] 850,703 820,907

Accounts Receivable [Note 4] 1981 1,747

Total Intragovernmental 854,537 824,385
Accounts Receivable from the Public, Net [Note 4] 1,314 1170
General Property and Equipment, Net 22 10
Other [Note 1L] 741 814
TOTAL ASSETS $856,614 $826,379
LIABILITIES

Intragovernmental [Note 6] $685 $§702
Federal Employee Benefits:

Benefits Due and Payable 9,872 9903

Pension Liability [Note 5A] 1,454,700 1,387,200

Post-retirement Health Benefits Liability [Note 5B] 339,884 331,417

Actuarial Life Insurance Liability [Note 5C] 38,955 36,757

Total Federal Employee Benefits 1,843,411 1,765,277
Other [Notes 6 and 7] 1,243 1167
Total Liabilities 1,845,339 1,767,146
NET POSITION

Unexpended Appropriations — Other Funds 84 75
Cumulative Results of Operations — Earmarked Funds

[Note 8] (989,134) (941,122)
Cumulative Results of Operations — Other Funds 325 280
Total Net Position (988,725) (940,767)
TOTAL LIABILITIES AND NET POSITION $856,614 $826,379

The accompanying notes are an integral part of the financial statements.
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U.S. OFFICE OF PERSONNEL MANAGEMENT
CONSOLIDATED STATEMENTS OF NET COST

For the Years Ended September 30, 2009 and 2008

(In Millions)
2009 2008

Gross Costs $97,870 $88,681

Provide .
CSRS Benefits Less: Earned Revenue 24,984 26,320
Net Cost [Notes 9 and 10] $72,886 $62,361
Gross Costs $37,279 $42,122

Provide .
FERS Benefits Less: Earned Revenue 36,297 33,509
Net Cost [Notes 9 and 10] $982 $8,613
Gross Costs $45,599 $65,198

Provide .
Health Benefits Less: Earned Revenue 31,214 33,718
Net Cost [Notes 9 and 10] $14,385 $31,480
Provide Gross Costs $4,668 $4,128
Life Insurance Less: Earned Revenue 4,338 4181
Benefits Net Cost [Notes 9 and 10] $330 ($53)
Provide Gross Costs $1,553 $1,457
Human Resource Less: Earned Revenue 1,487 1,440
Services Net Cost [Notes 9 and 10] $66 §17
Total Gross Costs $186,969 $201,586
Net Cost Less: Earned Revenue 98,320 99,168
of Operations Net Cost [Notes 9 and 10] $88,649 §102,418

The accompanying notes are an integral part of the financial statements.
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U.S. OFFICE OF PERSONNEL MANAGEMENT
CONSOLIDATED STATEMENTS OF CHANGES IN NET POSITION

For the Years Ended September 30, 2009 and 2008

(In Millions)
2009 2008
Earmarked All Other Consolidated Earmarked All Other Consolidated
Funds Funds Total Funds Funds Total
CUMULATIVE RESULTS OF OPERATIONS
Beginning Balances (§941,122) $280 (5§940,842) ($878,479) $152 (5878,327)
Budgetary Financing Sources:
Appropriations Used 40,579 79 40,658 39,7116 112 39,828
Other - - - 38 - 38
Other Financing Sources (8) 32 24 4 33 37
Total Financing Sources 40,57 m 40,682 39,758 145 39,903
Net Cost of Operations 88,583 66 88,649 102,401 17 102,418
Net Change (48,012) 45 (47,967) (62,643) 128 (62,515)
Cumulative Results of Operations —
Ending Balance (§989,134) $325 (§988,809) (§941,122) $280 (8940,842)
UNEXPENDED APPROPRIATIONS
Beginning Balance - $§75 §75 - $84 $84
Budgetary Financing Sources:
Appropriations Received $41,063 95 41,158 $40,138 103 40,241
Appropriations Used (540,579) (79) (40,658) (39,716) (12) (39,828)
Other Budgetary Financing Sources (484) (7) (491) (422) - (422)
Total Budgetary Financing
Sources - 9 9 - 9) 9
Total Unexpended Appropriations —
Ending Balance - 84 84 - 75 75
Net Position (§989,134) $409 (§988,725) (§941,122) $355 (8940,767)

The accompanying notes are an integral part of the financial statements.
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U.S. OFFICE OF PERSONNEL MANAGEMENT
COMBINED STATEMENTS OF BUDGETARY RESOURCES

For the Years Ended September 30, 2009 and 2008

(In Millions)
2009 2008
BUDGETARY RESOURCES
Unobligated Balance — Brought Forward, October 1: $47,229 $46,063
Recoveries of Prior-Year Unpaid Obligations 134 46
Budget Authority:

Appropriations:

Received 41158 40,241
Other (483) (422)

Appropriated Trust Fund Receipts 95,883 97,694

Spending Authority from Offsetting Collections:

Collected 43,327 40978
Change in Receivables from Federal Sources and Unfilled Customer Orders 234 300

Subtotal 43,561 41,278
Temporarily Not Available Pursuant to Public Law (27,823) (33,781)
Permanently Not Available (1) -
Total Budgetary Resources $199,648 $191,119

STATUS OF BUDGETARY RESOURCES
Obligations Incurred: [Note 12]

Direct $148,503 $§142,398

Reimbursable 1,808 1,492

Subtotal 150,311 143,890
Unobligated Balance:

Apportioned 497 464
Unobligated Balance Not Available 48,840 46,765
Total Status of Budgetary Resources $199,648 $191,119

CHANGE IN OBLIGATED BALANCE
Obligated Balance, Net
Unpaid Obligations, Brought Forward, October 1 $12,170 $11,460
Less: Uncollected Customer Payments from Federal Sources, Brought Forward, October 1 2,686 2,387
Total Unpaid Obligated Balance, Net 9,484 9,073
Obligations Incurred, Net 150,31 143,890
Less: Gross Outlays 149,928 143,133
Less: Recoveries of Prior-Year Unpaid Obligations, Actual 134 46
Change in Uncollected Customer Payments from Federal Sources 234 300
Obligated Balance, Net, End of Period
Unpaid Obligations 12,423 12170
Less: Uncollected Customer Payments from Federal Sources 2924 2,686
Total Unpaid Obligated Balance, Net, End of Period 9,499 9,484
NET OUTLAYS
Net Outlays:

Gross Outlays 149,928 143,133

Less: Offsetting Collections 43,327 40,978

Less: Distributed Offsetting Receipts [Note 15] 34,288 37,778
Net Outlays §72,313 $64,377

The accompanying notes are an integral part of the financial statements.
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NOTES TO FINANCIAL STATEMENTS
September 30, 2009 and 2008
[$ in millions]

Note I—Summary of Significant Accounting Policies

A. REPORTING ENTITY
The United States (U.S.) Office of Personnel Management (OPM) is the Federal Government’s human

resources agency. It was created as an independent agency of the Executive Branch of Government on
January 1, 1979. Many of the functions of the former Civil Service Commission were transferred to OPM at

that time.

The accompanying financial statements present OPM’s financial position, net cost of operations, change in
net position, and status of budgetary resources, as required by the Chief Financial Officers Act of 1990 (CFO
Act) and the Government Management Reform Act of 1994 (GMRA). The financial statements include all
accounts—appropriation, trust, trust revolving, special and revolving funds—under OPM’s control. The
financial statements do not include the effect of any centrally administered assets and liabilities related to the

Federal Government as a whole, which may, in part, be attributable to OPM.

The financial statements comprise the following major programs administered by OPM. The funds related
to the operation of the Retirement Program, the Health Benefits Program, and the Life Insurance Program
are “earmarked funds,” as defined by Statement of Federal Financial Accounting Standards Number (SFFAS
No.) 27, ldentifying and Reporting Earmarked Funds. Earmarked funds are financed by specifically identified
revenues, often supplemented by other financing sources, which remain available over time. For additional

information on Earmarked Funds, please see Note 8 of Notes to Financial Statements.

Retirement Program. The Program consists of two defined-benefit pension plans: the Civil Service Retirement
System (CSRS) and the Federal Employees’ Retirement System (FERS). Together, the two plans cover
substantially all full-time, permanent civilian Federal employees. The CSRS, implemented in 1921, is a stand-
alone plan, providing benefits to most Federal employees hired before 1984. The FERS, established in 1986,
uses Social Security as its base and provides an additional defined benefit and a voluntary thrift savings plan
to most employees entering the Federal service after 1983; OPM does not administer the Thrift Savings Plan.
Both plans are operated via the Civil Service Retirement and Disability Fund (CSRDF), a trust fund. Title 5,
United States Code, Chapters 83 and 84, provide a complete description of the CSRDF’s provisions.

Health Benefits Program. The Program provides hospitalization and major medical protection to Federal
employees, retirees, former employees, family members, and former spouses. The Program, implemented in
1960, is operated through two trust revolving funds: the Employees Health Benefits Fund and the Retired
Employees Health Benefits Fund. Title 5, United States Code, Chapter 89 provides a complete description
of the funds’ provisions. To provide benefits, OPM contracts with two types of health benefits carriers:
fee-for-service, whose participants or their health-care providers are reimbursed for the cost of services, and
health maintenance organizations (HMO), which provide or arrange for services on a pre-paid basis through

designated providers. Most of the contracts with carriers that provide fee-for-service benefits are experience-
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rated, with the amount contributed by and for participants affected by, among other things, the number and
size of claims. Most HMO contracts are community-rated, so that the amount paid by and for participants is

essentially the same as that paid by and for participants in similarly-sized subscriber groups.

In December 20, 2006, President Bush signed into law the Postal Accountability and Enhancement Act

(the Postal Act), Public Law (P.L..) 109-435. Title VIII of the Postal Act made significant changes in the

laws dealing with CSRS benefits and the funding of retiree health benefits for employees of the U.S. Postal
Service (USPS). The Postal Act required the USPS to make scheduled payments to a new Postal Service
Retiree Health Benefits (PSRHB) Fund. The PSRHB Fund is included in the Health Benefits Program.
On October 1, 2009, President Obama signed into law, P.L. 111-68, Division B— Continuing Appropriations
Resolution 2010 which contained significant changes to the funding requirements and scheduled payments
of P.L.. 109-435, retroactive to December 20, 2006, when the Postal Act became law. Section 164 of P.L.
111-68 amends P.L. 109-435 such that the USPS scheduled payment for FY 2009 is $1.4 billion rather than
$5.4 billion.

Life Insurance Program. The Program provides group, term-life insurance coverage to Federal employees and
retirees. The Program was implemented in 1954 and significantly modified in 1980. It is operated through the
Employees Group Life Insurance Fund, a trust revolving fund, and is administered, virtually in its entirety, by
the Metropolitan Life Insurance Company under contract with OPM. Title 5, United States Code, Chapter
87 provides a complete description of the fund’s provisions. The Program provides Basic life insurance (which

includes accidental death and dismemberment coverage) and three packages of optional coverage.

Revolving Fund Programs. OPM provides a variety of human resources-related services to other Federal
agencies, such as pre-employment testing, security investigations and employee training. These activities are

financed through an intragovernmental revolving fund.

Salaries and Expenses. Salaries and Expenses provides the budgetary resources used by OPM to administer
the Agency. These resources are furnished by annual, multiple-year, and no-year appropriations. Annual
appropriations are made for a specified fiscal year and are available for obligation only during that fiscal
year. Multiple-year appropriations are available for a definite period in excess of one fiscal year. No-year

appropriations are available for obligation without fiscal year limitation.

B. BASIS OF ACCOUNTING AND PRESENTATION

These financial statements have been prepared to report the financial position, net cost, changes in net
position, and budgetary resources of OPM as required by the CFO Act and GMRA. These financial
statements have been prepared from the books and records of OPM in accordance with accounting principles
generally accepted in the United States of America (GAAP) and Office of Management Budget (OMB)
Circular No. A-136, “Financial Reporting Requirements.” GAAP for Federal entities are the standards
prescribed by the Federal Accounting Standards Advisory Board (FASAB), which is the official standard-
setting body for the Federal Government. These financial statements present proprietary and budgetary
information. OPM, pursuant to OMB directives, prepares additional financial reports that are used to monitor

and control the OPM’s use of budgetary resources.
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OPM has presented comparative financial statements for the Consolidated and Consolidating Balance Sheets,
Consolidated and Consolidating Statements of Net Cost, Consolidated and Consolidating Statements of
Changes in Net Position, and Combined and Combining Statements of Budgetary Resources, in accordance

with OMB financial statement reporting guidelines.

The financial statements should be read with the realization they are for a component of the United States
Government, a sovereign entity. One implication of this is that liabilities cannot be liquidated without

legislation that provides resources and legal authority to do so.

The accounting structure of Federal agencies is designed to reflect both accrual and budgetary accounting
transactions. Under the accrual method of accounting, revenues are recognized when earned, and expenses
are recognized when incurred, without regard to receipt or payment of cash. The budgetary accounting
principles, on the other hand, are designed to recognize the obligation of funds according to legal
requirements, which in many cases is prior to the occurrence of an accrual-based transaction. The recognition
of budgetary accounting transactions is essential for compliance with legal constraints and controls over the
use of Federal funds.

C. USE OF MANAGEMENT’'S ESTIMATES

The preparation of financial statements in accordance with GAAP requires management to make certain
estimates. These estimates affect the reported amounts of assets and liabilities at the date of the financial
statements and the reported amounts of earned revenues and costs during the reporting period. Actual results

could differ from those estimates.

D. FiINANCIAL STATEMENT GCLASSIFICATIONS

Entity vs. Non-entity Assets. Entity assets are those the reporting entity has the legal authority to use in its

operations. Accordingly, all of OPM’s assets are entity assets.

Intragovernmental and Other Balances. Throughout these financial statements, intragovernmental assets,
liabilities, revenues and costs have been classified according to the type of entity with which the transactions
are associated. OPM classifies as intragovernmental those transactions with other Federal entities, including
the USPS. In accordance with Federal accounting standards, OPM classifies employee contributions to the
Retirement, Health Benefits and Life Insurance Programs as exchange revenues “from the public.” OPM’s
entire gross cost to provide Retirement, Health and Life Insurance benefits, however, is classified as costs
“with the public” because the recipients of these benefits are Federal employees, retirees, and their survivors
and families. As a consequence, on the accompanying consolidated Statements of Net Cost and in other notes
to OPM’s financial statements, OPM reports there are no intragovernmental gross costs to provide retirement,
health and life insurance benefits. The consolidated Statements of Net Cost provides users with the ability

to ascertain whether OPM’s exchange revenues are sufficient to cover the total cost it has incurred to provide

Retirement, Health and Life Insurance benefits.
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Exchange vs. Non-exchange Revenue. Exchange or earned revenue is an inflow of resources to a Government
entity that the entity has earned; it arises when each party to a transaction sacrifices value and receives value
in return. All of OPM’s revenues are classified as exchange revenues. Federal reporting standards require that
earnings on investments be classified in the same manner as the entity’s “predominant source of revenue;”
OPM, therefore, classifies earnings on investments as earned revenue. Employing agency and participant
contributions to the Retirement, Health Benefits and Life Insurance Programs and the scheduled payment
contributions to the PSRHB Fund are classified as exchange revenues, since they represent exchanges of

money and services in return for current and future benefits.

Liabilities Covered by Budgetary Resources. OPM has no authority to liquidate a liability, unless budgetary
resources have been made specifically available to do so. Where budgetary resources have not been made
available, the liability is disclosed as being “not covered by budgetary resources.” Since no budgetary resources
have been made available to liquidate the Pension, post-Retirement Health Benefits, and Actuarial Life
Insurance Liabilities, they are disclosed as being “not covered by budgetary resources.” With minor exception,

all other OPM liabilities are disclosed as being “covered by budgetary resources.”

Net Position. OPM’s Net Position is classified into two separate balances: the Cumulative Results of Operations
comprises OPM’s net results of operations since its inception; Unexpended Appropriations is the balance

of appropriated authority granted to OPM against which no outlays have been made. The Statements of
Changes in Net Position separately disclose earmarked revenue and other financing sources, including

appropriations, as well as net cost of operations and cumulative results of operations attributable to earmarked

funds.

Obligated vs. Unobligated Balance. OPM’s Combined and Combining Statements of Budgetary Resources
present its unobligated and obligated balances as of the end of the fiscal year. The obligated balance
reflects the budgetary resources against which OPM has incurred obligations, but has not made outlays.
The unobligated balance is the portion of budgetary resources against which OPM has not yet incurred
obligations. OPM’s unexpended balance is the total of its obligated and unobligated balances.

Direct vs. Reimbursable Obligations. A reimbursable obligation reflects the costs incurred to perform services
or provide goods that must be paid back by the recipients. OPM classifies all of its incurred obligations as
direct, except those of the Revolving Fund Programs, against which only reimbursable obligations may be

incurred.

E. NET CoST OF OPERATIONS

To derive its net cost of operations, OPM deducts the earned revenues associated with its gross cost of

providing benefits and services on the accompanying Consolidated Statements of Net Cost.
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Gross Cost of Providing Benefits and Services. OPM’s gross cost of providing benefits and services is classified
by responsibility segment. All Program costs (including Salaries and Expenses) are directly traced, assigned,
or allocated on a reasonable and consistent basis to one of four responsibility segments. The following table

associates OPM’s gross cost by Program to its responsibility segments:

Respansidiity Segment

Retirement Proaram Provide CSRS Benefits
9 Provide FERS Benefits
Health Benefits Program Provide Health Benefits
Life Insurance Program Provide Life Insurance Benefits

Revolving Fund Programs

) Provide Human Resources Services
Salaries and Expenses

Earned Revenue. OPM has two major sources of earned revenues: Earnings on its investments and the

contributions to the Retirement, Health Benefits and Life Insurance Programs by and for participants.

F. PrRocraM FUNDING

Retirement Program. Service-cost represents an estimate of the amount of contributions which, if accumulated
and invested over the careers of participants, will be sufficient to fully fund their future CSRS or FERS
benefits. OPM’s pension actuary applied the set of economic assumptions adopted by the Board of Actuaries
of the Civil Service Retirement and Disability Fund to derive the F'Y 2009 cost factors for CSRS and FERS.
For FY 2009 the service-cost for most or “regular” CSRS participants is 25.8 percent of basic pay, an increase
of 0.6 percent from FY 2008. For FY 2009, the service cost for most or “regular” FERS participants is 12.3
percent of basic pay, an increase of 0.3 percent from FY 2008.

Agencies will not be required to pay these new normal costs until FY 2011 because of budgeting

considerations. Therefore the contributions for FY 2009 remain the same as FY 2008, as shown below:

CSRS. Both CSRS participants and their employing agencies, with the exception of USPS, are required
by statute to make contributions to CSRS coverage. Regular CSRS participants and their employers
each contributed 7.0 percent of pay in both FY 2009 and 2008. The combined 14.0 percent of pay does
not cover the service cost of a CSRS benefit. To lessen the shortfall, the Treasury was required by
statute to transfer an amount annually from the General Fund of the United States to the CSRDF [See
Note 1G.]; for FYs 2009 and 2008, this amount was $31.4 and $30.9 billion, respectively.

FERS. Both FERS participants and their employing agencies are required by statute to make
contributions for FERS coverage. The FERS participant contribution rate is equal to the CSRS
participant contribution rate less the prevailing Old Age Survivor and Disability Insurance deduction
rate (0.8 percent for most participants for FY 2009 and 2008). The employer contribution rate is equal to
the FERS service-cost, less the participant contribution rate (11.2 percent of pay in FY 2009 and 2008 for
most participants). The total contributions by and for FERS participants (12.0 percent), therefore, fully
funded the FERS service-cost in both FY 2009 and 2008.
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Health Benefits Program. The Program (with the exception of the PSRHB Fund) is funded on a “pay-as-you-
go” basis, with both participants and their employing agencies making contributions on approximately a one-
quarter to three-quarters basis (OPM contributes the “employer” share for Retirement Program annuitants
via an appropriation). The Program continues to provide benefits to active employees (or their survivors) after
they retire (post-Retirement benefits). With the exception of the USPS, agencies are not required to make

contributions for the post-Retirement coverage of their active employees.

P.L. 109-435 requires the USPS to make scheduled payment contributions to the PSRHB Fund ranging
from approximately $5.4 to $5.8 billion per year from FY 2008 through FY 2016 according to the legislation.
The payment for FY 2009 was reduced to $1.4 billion by P.L.. 111-68, signed into law on October 1, 2009, and
retroactive to when P.L. 109-435 was originally signed into law on December 20, 2006.

Life Insurance Program. The Program is funded on a “pay-as-you-go” basis, with both participants and their
employing agencies making contributions to Basic life insurance coverage, generally on a two-thirds to one-
third basis (OPM contributes the “employer” share for Retirement Program annuitants via an appropriation).
The Program is funded using the “level premium” method, where contributions paid by and for participants
remain fixed until age 65, but overcharge during early years of coverage to compensate for higher rates of
expected outflows at later years. A portion of post-retirement life insurance coverage (0.02 percent of the pay
of participating employees in fiscal years 2009 and 2008) is not funded. Employing agencies must recognize

this amount as an imputed cost.

Revolving Fund Programs. OPM’s Revolving Fund Programs provide for a continuing cycle of human
resources services primarily to Federal agencies on a reimbursable basis. Each program is operated at rates
established by OPM to be adequate to recover costs over a reasonable period of time. Receipts derived from
operations are, by law, available in their entirety for use of the fund without further action by Congress. Since
the Revolving Funds Programs charge full cost, customer-agencies, do not recognize imputed costs. OPM
provides receiving entities of such services with full cost information through billings based on reimbursable

agreements for services rendered.

G. FINANCING SOURCES OTHER THAN EARNED REVENUE

OPM receives inflows of assets from financing sources other than earned revenue. These financing sources
are not deducted from OPM’s gross cost of providing benefits and services on the Consolidated Statements
of Net Cost, but added to its net position on the Consolidated Statements of Changes in Net Position. OPM’s

major financing sources other than earned revenue are:

Transfer-in from the General Fund. The U.S. Treasury is required by law to transfer an amount annually to the
Retirement Program from the General Fund of the U.S. to subsidize in part the under-funding of the CSRS.
The transfer-in is presented as a transfer-in from the Treasury General Fund, obligation, and disbursement of

the funds to the CSRDF on the Statement of Budgetary Resources.

OPM Fiscal Year 2009 Agency Financial Report
58



SEcCcTION 2 —FY 2009 FINANCIAL INFORMATION

Appropriations Used. By an act of Congress, OPM receives appropriated authority allowing it to incur
obligations and make expenditures to cover the operating costs of the agency (“Salaries and Expenses”) and
the Government’s share of the cost of health and life insurance benefits for Retirement Program annuitants.
OPM recognizes appropriations as “used” at the time it incurs these obligations against its appropriated

authority.

H. BUDGETARY RESOURCES

Budgetary resources reflect OPM’s authority to incur obligations that will result in the outlay of monies.
OPM receives new budgetary resources each fiscal year in the form of appropriations, trust fund receipts,
and spending authority from offsetting collections. In addition, OPM normally carries-over a balance of
unobligated budgetary resources from the prior fiscal year, which is generally unavailable for obligation, but

may be drawn-upon should new budgetary resources be insufficient to cover obligations incurred.

Appropriations. By an act of Congress, OPM receives budgetary resources in the form of appropriations that
allow it to incur obligations to pay (1) the Government’s share of the cost of health and life insurance benefits
for Retirement Program annuitants and (2) in part, the administrative and operating expenses of OPM. In
addition, the U.S. Treasury General Fund transfers an amount annually to the OPM CSRDF to subsidize,

in part, the under-funding of the CSRDF. OPM’s appropriations are “definite,” in that the amount of the
authority is stated at the time it is granted, and “annual,” in that the authority is available for obligation only
during the current fiscal year. At fiscal year-end, any unobligated balances in the appropriations that fund the

Government’s share of the cost of health and life insurance benefits are cancelled.

Trust Fund Receipts. The amounts collected by OPM and credited to the CSRDF generate budgetary
resources in the form of trust fund receipts. Trust fund receipts are considered to be immediately appropriated
and available to cover the valid obligations of the Retirement Program as they are incurred. At the end of each
fiscal year, the amount by which OPM’s collections have exceeded its incurred obligations are temporarily
precluded from obligation and added to OPM’s trust fund balance. The amounts collected by OPM in the
PSRHB Fund are precluded from obligation until 2017 when the funds will be available to pay annual
premium costs for the (USPS) post-1971 current annuitants [See Note 11].

Spending Authority from Offsetting Collections. The amount collected by OPM and credited to the Health
Benefits, Life Insurance and Revolving Fund Programs generates budgetary resources in the form of
“spending authority from offsetting collections” (SAOC). During the fiscal year, the obligations incurred by
OPM for these Programs may not exceed their SAOC or the amounts apportioned by OMB, whichever is less.
At year-end, the balance of SAOC in excess of obligations incurred is brought forward into the subsequent

fiscal year, but is generally unavailable for obligation.
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I. FUND BALANCE WITH TREASURY

Fund Balance with Treasury (FBWT) comprises the aggregate total of OPM’s unexpended, uninvested
balances in its appropriation, trust, revolving, and trust revolving accounts. All of OPM’s collections are

deposited into and its expenditures paid from one of its FBWT accounts. OPM invests FBWT balances
associated with the Retirement, Health Benefits, and Life Insurance Programs that are not immediately

needed to cover expenditures.

J. INVESTMENTS

The Federal Government does not set aside assets to pay future benefits or other expenditures associated with
earmarked funds. OPM invests the excess FBWT for the earmarked funds associated with the Retirement,
Health Benefits, and Life Insurance Programs in securities guaranteed by the United States as to principal
and interest. Retirement and the PSRHB Fund portion of the Health Benefits Program monies are invested
initially in Certificates of Indebtedness (“Certificates”), which are issued by the Treasury at par value and
mature on t