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A MESSAGE FROM THE DIRECTOR

am pleased to present the U.S. Office of Personnel Management's Performance and
Accountability Report for Fiscal Year 2001. Our report provides a thorough and com-
plete discussion of our program and financial accomplishments during FY 2001, as well
as our vision and plans for the future.

FY 2001 was a transition year for OPM. Through much of the year, the agency was for-
tunate to enjoy the sound and steady stewardship of Acting Director Steven R. Cohen, who
paved the way for a smooth transition and continued to provide valued advice and counsel
by remaining as senior advisor after my confirmation.

Our innovative new management team had only just come on board when we were met
with the challenges of September 11th. | cannot say enough about the exemplary response of
OPM employees and the entire Federal workforce. OPM staff promptly met the government's
immediate needs for human resource information and emergency action planning. We pro-
| vided special waivers and tools to allow agencies to bring in key personnel with the expertise
needed to respond to the emergency. These actions often required long hours and extra dedi-
cation from our staff.

The unprecedented events of September 11th have refocused priorities and created a
new sense of urgency for insuring that the American people are getting results from gov-
ernment. The men and women who make up the government's workforce are key. It is for-
tuitous that the President began laying important groundwork with the five-part agenda
for management reform he released in August—leading with the strategic management of
human capital.

During FY 2001, OPM became energized as we embraced the President's agenda and
focused on our primary leadership responsibility for human resources management for the
Executive Branch of government. In this role, we are working hand-in-hand with the Office
of Management and Budget (OMB) to drive improvement across government on the
President’s human capital management initiative. OPM made significant progress in FY
2001 in developing the tools and building the relationships to support departments and
agencies in managing their workforces strategically. This includes the introduction of direct
agency assistance by individualized “strike force" teams of OPM staff experts.

Complementing our human capital leadership efforts are advances in technology to
make the government's hiring and personnel practices more effective, efficient, and cus-
tomer friendly. OPM emerged from FY 2001 on track with its internal Retirement Systems
Modernization Project and charged with leading five cross-cutting e-Government projects,
each of which will significantly improve how agencies recruit, select, and manage their
workforces. Two of our projects integrating HR systems and consolidating payroll systems—
involve fundamental overhauls of existing internal systems, modernizing them and reduc-
ing costs of routine operations across government.

Thanks to our considerable advances in FY 2001, OPM entered the new fiscal year on
track to carry out its leadership responsibilities for human resources management. We are
engaged in the human capital debate and building toward a world class agency. In the
months and years ahead, we will continue working together with our agency customers to
attract, hire, manage, and retain a strong, quality workforce with a focus on results for the
American people.

Sincerely,

ﬂ‘%n% mb%w.__

Kay Coles James
Director
U.S. Office of Personnel Management
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A MESSAGE FROM THE CHIEF FINANCIAL OFFICER

am pleased to present the Office of Personnel Management's fiscal year 2001

Performance and Accountability Report, which integrates results-oriented per-

formance information with financial information about our agency. We hold in

trust over $500 billion in assets that belong to our primary stakeholders, Federal
employees and retirees, and their survivors and dependents. We recognize fully the
importance of earning their confidence in our financial stewardship.

In this light, we have once again received an unqualified (“clean”) opinion on our
consolidated financial statements from the independent accounting firm KPMG LLP.
| think KPMG's opinion conveys a clear message about our commitment to sound
financial management. This accomplishment required a tremendous effort from indi-
viduals at all levels—from the recording of transactions, through the preparation and
auditing of the financial statements. Their efforts are recognized and appreciated.

We made substantial progress this year on critical financial management systems
initiatives. First and foremost, we implemented a modern core financial management
system to support our Revolving Fund Program and Salaries and Expense account. This
milestone will allow us to resolve the serious management control and financial man-
agement systems weaknesses we reported in last year's Performance and Accountability
Report. Further, we have entered into an agreement to have our payroll and other
administrative services cross-serviced, enabling us to abandon several aging, propri-
etary systems. These actions will enable us to redirect our resources and efforts toward
additional financial management improvements in support of the President's
Management Agenda.

While we have made strides in improving financial management, we recognize that
much work remains. To meet our financial stewardship responsibilities to our stake-
holders, we will continue to improve our effectiveness, trustworthiness, reliability, and
most importantly, the quality of our customer service.

'mf /Ier#—‘ﬁ;_

Kathleen M. McGettigan
Chief Financial Officer
U.S. Office of Personnel Management
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human resource management leadership and compensation

expertise to the President, Federal agencies, and their

employees. It oversees the civil service merit systems, cover-
ing nearly 1.8 million employees, and provides fast, friendly, accurate,
and cost-effective retirement, health benefit, and other insurance

services to Federal employees, annuitants, beneficiaries, and agencies.

FOUNDING LEGISLATION

The Pendleton Act of 1883
established the merit system and
set up OPM's predecessor organ-
ization, the United States Civil
Service Commission. The purpose
of the Pendleton Act was to end
the practice of giving Federal
jobs as rewards for political sup-
port. The Civil Service Reform
Act of 1978 transformed the
Commission into the Office of
Personnel Management, entrust-
ing the agency with governmen-
twide human resources manage-
ment responsibilities and making
it more directly accountable to
the President.

CURRENT ROLE

OPM is leading agencies in
implementing the President's
human capital management
initiative, one of five initiatives
designed to make government
more citizen-centered, results-
oriented, and market-based.
The human capital initiative
recognizes that the govern-
ment delivers products and
services to the American tax-
payer through the people who
make up the Federal work-

OPM AT A GLANCE

he Office of Personnel Management (OPM) provides

force. OPM sets policies and
provides assistance to all the
agencies that make up the
government—from Agriculture
to NASA to the Social Security
Administration, and all the
agencies in between—to
enable them to manage their
workforce to attain goals
important to the nation. OPM
does this by working closely
with agencies to ensure that
they are strategically aligning
their workforce to achieve
their missions and by providing
a broad range of human
resources management tools to
recruit, retain, and manage a
high-performing workforce.

BUDGETARY RESOURCES

OPM's total discretionary fund-
ing of $206.7 million in FY 2001
was almost evenly divided
between its two major missions:
1) managing and overseeing the
government's human resources
and 2) administering the
employee benefit trust funds
(retirement, health benefits, and
life insurance) It also includes
significant resources for infor-
mation technology projects

aimed at increasing effi-
ciency to save taxpayer
dollars and maximizing
citizen service—for exam-
ple, by simplifying the job
application process.

In addition to the discretionary
funding, in FY 2001 OPM paid
out: $47 billion in annuities to
more than 2.4 million retired
employees, their survivors, and
other beneficiaries; almost $21
billion in health insurance pre-
miums for nine million
enrollees and dependents; and
almost $2 billion in life insur-
ance claims. In FY 2001, OPM
began work on a new program
to offer group long-term care
insurance products to approxi-
mately 20 million members of
the Federal civilian and uni-
formed services, their families,
and retirees; this benefit will
be available in FY 2003. OPM
also provides a variety of
direct services that are
financed by payments from
other agencies through the
Revolving Fund. In FY 2001,
payments to OPM's Revolving
Fund totaled $332 million.

We are not here to

mark time, but to
make progress to
achieve results, and
to leave a record

of excellence.

—President George W. Bush

PERFORMANCE AND ACCOUNTABILITY REPORT FISCAL YEAR 2001
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OPM AT A GLANCE

LocATiON

OPM is headquartered at 1900
E Street, NW, Washington, D.C.
20415 where many of its
approximately 3,000 employ-
ees work. OPM also has a field
presence in 16 major cities
across the country, and oper-
ating centers, in Macon,
Georgia, and Pittsburgh and
Boyers, Pennsylvania. Our web-
site can be found at
WWW.0pm.gov.

ORGANIZATIONAL STRUCTURE
During fiscal year 2001, OPM
was organized into eight core
functional units, each provid-

ing governmentwide policy
and services in a specific area
of human resources manage-
ment: the Employment Service
(ES); the Investigations Service
(IS); the Retirement and
Insurance Service (RIS); the
Workforce Compensation and
Performance Service (WCPS);
the Office of Merit Systems
Oversight and Effectiveness
(OMSOE); the Office of
Workforce Relations (OWR);
the Office of Executive
Resources Management
(OERM); and the Office of
Executive Management
Development (OEMD).

[See organization chart below].
We also had four “corporate
management” offices-such as
our Offices of the Chief
Financial and Information
Technology Officers—and sev-
eral staff offices.

OPM embarked on a significant
restructuring effort within the
agency in 2001. This restruc-
turing will improve OPM's
focus on its primary customers,
the agencies that deliver prod-
ucts and services to the
American people.

US Office of Personnel Management

Office of General Counsel

Office of Communications

Office of the
Chief Financial Officer

Employment Service i

Office of Merit Systems
Oversight and Effectiveness

Office of Workforce Relations TR

Office of Executive
Resources Management

Office of the Director

Office of the
Inspector General

Office of
Congressional Relations

Retirement and Insurance Service

Workforce Compensation
and Performance Service

Investigations Service

Office of Executive and
Management Development

Office of the Chief
Information Officer

Opportunity

U.S. OFFICE OF PERSONNEL MANAGEMENT

Office of Human Resources
and Equal Employment

Office of Contracting
and Administrative Services
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HIGJrILIGHTS AND MANAGW ACCOMPLISHMENTS

. ¢

o

Y 2001 was a year of transition for the Office of Personnel

Management. Sound stewardship of OPM during the first

part of the fiscal year under Acting Director Steven R. Cohen

helped to position the agency to take on important new

responsibilities for the President's Management Agenda following

confirmation of Director Kay Coles James in July 2001.

This report describes OPM's
accomplishments under both
leaders for FY 2001. These
accomplishments reflect
measurable progress in human
capital leadership, merit
systems oversight, direct service
delivery, and sound financial
management. The report also
describes some of the
significant changes in focus
and structure introduced by
Director James that will enable
OPM to move into the future.
These changes reflect an
energized agency with
innovative management, clearly
focused on its strategic mission
and on the President's agenda.

The most significant accomp-
lishments and actions are
described below. A full analysis
of every goal outlined in OPM's
FY 2001 Annual Performance
Plan is found in the Annual
Performance Goals and Results
section of this report.

Strategic Management of
Human Capital. As the human
capital management advisor to

the President, OPM has taken
on the challenge of leading
agencies to improve the
strategic management of the
Federal workforce. President
Bush recognized the im-
portance of strategic human
capital management in his
agenda for management
reform, placing it first in a list
of five key management
improvement initiatives. (The
others are Competitive Sourc-
ing, Improved Financial Per-
formance, Expanded Electronic
Government, and Budget and
Performance Integration.)

The human capital initiative
focuses on ensuring that the
right person is in the right job
and prepared to provide top
quality service to the American
citizen. This unprecedented
attention by the nation's Chief
Executive provides a real
opportunity to address
strategically all of the ele-
ments necessary to support
the workers who deliver
products and services for the
American people. These
elements include such diverse

aspects as how work and
organizations are structured,
how information technology is
used to capture and build
knowledge, how human capital
strategies should be changed
to allow more flexibility and
accountability, and how
performance can be managed

and rewarded.

During FY 2001, OPM
positioned the Federal govern-
ment to address this opportun-
ity in three important ways:

1. Workforce Planning and
Restructuring. In the
summer of FY 2001, the
Office of Management and
Budget (OMB) required all
major Federal agencies to
submit a workforce analysis
and a restructuring plan to
achieve the President's
Management Agenda
objectives. OPM assisted
OMB in developing the
original guidance for the
workforce analysis, using its
expertise in workforce
planning and knowledge of

PERFORMANCE AND ACCOUNTABILITY REPORT FISCAL YEAR 2001



available workforce data to

help draft the requirements,
and using its long-standing
relationship with the human
resources management
community to ensure the
guidance was clear and
useful. Once the guidance
was issued, OPM promoted
effective workforce analysis
actions through briefings
delivered to all agencies and
through a website devoted
to workforce planning
models, skills assessment
tools, best practices, and
questions and answers on
steps to take. OPM also
provided direct assistance to
several agencies that re-
quested specific help to
conduct their statistical
analyses, skills assessments,
and restructuring plans.
OPM was well-positioned to
provide this advice because
it had worked throughout FY
2000 with a joint committee
of human resource directors
to develop a Federal Work-
force Planning Model which
agencies could use if they did
not have one of their own.

. Direct Agency Assistance.
As soon as Director James
arrived at OPM, she began
meeting with top leaders at
each of the cabinet agencies
to identify their more
serious concerns about

human resources manage-
ment and OPM's role as an
advisor. Armed with this
information, she initiated
several actions to better
position OPM to provide the
kind of assistance that
agencies needed.

Almost immediately, “Strike
Force" teams were
established as a way to
focus expert OPM resources
when an agency requested
direct assistance on human
capital issues. In FY 2001,
OPM dispatched teams to
the Departments of Energy,
Housing and Urban
Development, and Justice.
These teams proved a key
resource to other Federal
agencies attempting to
make significant change in
the way they managed their
human resources or
delivered their human

resource services.

A second action by Director
James led to one of OPM's
key accomplishments for FY
2001. The Director requested
a review of current laws and
regulations to identify
barriers to effective human
resource management. From
this review, OPM developed
a set of legislative proposals
for consideration by the
Administration, and

U.S. OFFICE OF PERSONNEL MANAGEMENT

ultimately the Congress.
These proposals were
completed in FY 2001 and,
in early FY 2002, were
introduced in Congress as
the Managerial Flexibilities
Act. This Act was the first
significant piece of human
resource management
legislation since the Civil
Service Reform Act of 1978.
It provides additional tools
to agencies for recruitment,
selection, and retention of a
high-quality workforce.

. Human Capital Measure-

ment. As FY 2001 pro-
gressed, OPM recognized
that measurement of
progress towards the
President's objectives for
strategic human capital
management would be
essential, and took strong
action to meet this need.
OPM established a special
committee of HR Directors,
under the auspices of the
Human Resources Manage-
ment Council (HRMC), to
identify appropriate
measures to assess the
actions taken to improve
human capital management.
The committee worked with
a group of Fortune 500
private sector companies
who had come together
with the same objective and
who welcomed the oppor-



tunity to assist the Federal

government. As a result of
this work, OPM identified
five key dimensions of
human capital that require
critical monitoring and
management: Strategic
Alignment, Strategic
Competencies, Leadership,
Performance Culture, and
Learning. A set of measures
was proposed for each of
these dimensions that could
be used in all Federal
agencies. OPM then took a
further step and created a
set of specific performance
goals and measures, as well
as operational guidance,
that would assist agency
heads to take action to meet
the President's human
capital management agenda.
Although this "OPM Human
Capital Scorecard” was not
completed until early FY
2002, significant progress
was made on this
instrument, which will
establish objective baselines
for showing progress over
time and provide
comparisons against
governmentwide averages
and private sector
benchmarks. This is another
example of positioning OPM
for its leadership
responsibilities in FY 2002
and beyond.

OPM also completed much
of the work on a second
measurement tool that will
assist agencies in reaching
the objectives of the
President's Human Capital
initiative. In January 2001,
the new President issued an
Executive Order on Accoun-
tability Systems, which
required that agencies
establish an internal system
of control and self-assess-
ment to gauge the overall
viability of their human
resources management
program in all its facets,
from human capital
strategies to operational
efficiency and integrity. This
increases accountability for
actions, and also builds a
foundation for a strong
system of measurement.
OPM began working on a set
of accountability system
standards shortly after the
executive order was issued,
working through an
interagency task force.
Although these standards
were not issued until FY
2002, the groundwork laid
in FY 2001 again positioned
OPM to provide the kind of
specific guidance tools that
agencies will need to
achieve the President's
agenda. The Standards cover
the areas of strategic

alignment, HR program

effectiveness, HR operational
efficiency, and legal
compliance. The underlying
notion is for agencies to
track and evaluate the use
of human capital as system-
atically and rigorously as
they do their financial assets.

Through these actions to focus
on human capital leadership
and to enhance assistance to
agencies, OPM is confident
that the government will
achieve the President's goal of
strategic human capital
management, and the
accompanying improvement in
services to the public.

Expanding Electronic
Government. OPM emerged
from FY 2001 as a leader in
the President's initiative to
expand e-Government. Under
this initiative, OMB identified
24 major e-Government
projects, and tapped OPM to
lead five of these, more than
any other Federal agency. This
growth in responsibility was
largely in recognition of the
results OPM achieved in two
information technology
projects that were already
underway. These two
initiatives, which OPM is
pursuing in partnership with
other agencies, will greatly
improve human capital
management in the Federal

“If we want excellence
in government, the first
place we need to look is
at our personnel systems
to help us recruit, retain
and motivate the best
and brightest people

to serve in that
government.”

—Kay Coles James
Director

PERFORMANCE AND ACCOUNTABILITY REPORT FISCAL YEAR 2001 3



government, and will form the

core for the broader e-
Government initiatives

planned for FY 2002.

1. HR-DN. The Human

Resources Data Network
project (HR-DN) will
streamline and automate the
exchange of employees’ HR
information and improve
workforce reporting across
government. The HR-DN will
fundamentally change
paper-intensive personnel
processes used across
government to electronic
means. In addition, the HR-
DN will standardize human
resource data, eliminate the
need for paper employee
records, and enable the
electronic transfer of HR
data throughout the Federal
sector. This multi-year
project began in FY 1999,
and will be completed no
later than FY 2005. During
FY 2001, OPM completed
eight major deliverables, on
schedule, within budget, and
of acceptable quality. The
deliverables reflect sig-
nificant progress on the
design, development, and
identification of the data
the HR-DN will receive,
exchange, and store.

2. Retirement Systems

Modernization. The Re-
tirement Systems Modern-
ization Project proceeded on
schedule, meeting all of the
critical milestones estab-
lished for FY 2001. Modern-
ization is OPM's central
strategy to meet long term
customer service, business,
and financial management
goals for the Retirement
Program. It is based on
several key changes in
business processes, the most
important of which is the
shift from the current
paper-based processes to a
totally electronic environ-
ment. This shift will enable
OPM to develop web-based
tools that will use the
electronic data and allow
current and former em-
ployees to use electronic self-
service technology that has
already been implemented for
retirees. The design efforts
have been virtually com-
pleted, and phased imple-
mentation of the modernized
system will begin in FY 2002.
Implementation will continue
into FY 2008.

The five initiatives that OPM
will lead in FY 2002 and
beyond include projects
related to consolidated and
modernized human resource
systems (building on the HR-

U.S. OFFICE OF PERSONNEL MANAGEMENT

DN project); consolidated and

modernized Federal payroll
systems; simplified one-stop
recruitment; technology-based
training; and speedier back-
ground clearances. Each of
these initiatives will leverage
Internet-based technologies to
advance strategic business
investment across government
and promote organizational
agility, cost efficiencies, and
improvements in performance.
For example, the Recruitment
One-Stop initiative will
improve the Federal hiring
process by expanding the
USAJOBS governmentwide
automated employment
information system to provide
job seekers with streamlined
resume submission, on-line
feedback about their status in
the employment process, and
integration with automated
assessment tools. Ultimately,
Recruitment One-Stop will
give agencies broader and
faster access to resumes and
the automated tools needed to
select candidates.

Transition Assistance. The
transfer of power from an
outgoing Administration to an
incoming Administration is
critical to the continuing
services and functions of the
Federal government. A key
responsibility for OPM is to
assist a new Administration's



Transition Team. OPM followed
up the FY 2000 publication of
“Transition to a New Presi-

dential Administration:
Employment Guidance for
Agencies” with the "Guide to
the Senior Executive Service"
to educate new appointees on
the features of the top
executive positions in the
Federal government. In
addition, OPM drafted the
"Presidential Transition
Directory” and worked with
the Office of Presidential
Personnel and the Council for
Excellence in Government to
host President Bush's October
15, 2001, address to the SES
and other members of his
leadership team. OPM
monitored transition actions
across government and found
no evidence of violation of
merit principles and applicable
laws and regulations in the
transition actions that were
reviewed or processed by OPM.

Agency SES program managers
— many of whom had never
been involved in the transition
process - indicated that OPM
guidance was invaluable to
them as they worked with
their new appointees. One
executive remarked, " ...you
certainly have made the
transition process a lot
smoother for those of us at
the agencies - both the exit

PERFORMANCE AND ACCOUNTABILITY REPORT FISCAL YEAR 2001

and certainly the new
appointment process.”

Long Term Care Insurance.
With the signing of the Long-
term Care Security Act on
September 19, 2000, long-
term care insurance became a
reality for Federal workers,
members of the military, re-
tirees and their families. This
program is the first new
benefit offered to Federal
employees since the inception
of the Federal Employees
Retirement System, with its
Thrift Savings Plan component,
in June 1986.

At the conclusion of FY 2001,
OPM was on track to have the
Federal Long Term Care In-
surance Program available to
accept enrollments by October
2002. Between December 2000
and May 2001, OPM worked
with insurer, community,
consumer, agencies, and
stakeholder groups to develop
a "proposed product design”
for the Federal Long Term Care
Insurance Program, which was
posted on the OPM web site
on April 9, 2001. OPM
published the contract
solicitation on June 20, 2001,
which enabled awarding of the
contract in early FY 2002.

Response to September 11,
2001 Crisis. Like all Federal
agencies, and the entire
nation, the Office of Personnel
Management was shaken by
the events of September 11,
2001. OPM played a direct role
in the Federal government's
response to the terrorist attack
on the United States. OPM's
extensive communication
network with agencies was
used to determine, within
hours, the numbers of
employees directly affected
through either personal loss or
damage to their workplace.
Within days, Director James
was working with the
President's staff (and later the
Office of Homeland Security),
the D. C. Mayor's office and
the Metropolitan Washington
Council of Governments to
develop better plans for
handling future security
emergencies in the
Washington, D. C. area and
emergencies affecting Federal
workers nationwide. Also
within days, OPM took actions
to enable agencies to staff
positions critical to the War on
Terrorism, such as implemen-
ting emergency hiring
flexibilities, establishing a
Patriot Readiness Center where
retired Federal employees
could register to re-enter the
workforce in critical positions,

and completing background



investigations and fingerprints.

OPM continued to provide
assistance as FY 2002 began,
for example creating a
Homeland Readiness and
Security Job link in USAJOBS.

On a personal level, OPM
employees adopted the USS
Theodore Roosevelt, an aircraft
carrier deployed in the War on
Terrorism, and supported the
men and women serving on
that vessel with toy drives for
their families, cards, CDs and
supplies for the crew, and a
USO show. OPM employees
generously donated nearly
$10,000 for the September 11
relief initiative.

U.S. OFFICE OF PERSONNEL MANAGEMENT



M

Management
Discussion and
Analysis




£, X

S MANAGEMENT DISCU

OPM'’s Mission and
Strategic Goals

Four words—Lead, Protect,
Serve, and Safequard -
describe how OPM carries out
its responsibilities and provide
the framework for its mission.

OPM's MissioN

To support the Federal
government's ability to have
the best workforce possible to
do the best job possible—

OPM LEADS Federal agencies
in shaping human
resources management
systems to effectively
recruit, develop, manage
and retain a high quality
and diverse workforce;

OPM PROTECTS national
values embodied in law,
including merit principles
and veterans' preference;

OPM SERVES employing
agencies, Federal
employees, retirees, their
families, and the public
through technical
assistance, employment
information, pay
administration, and
benefits delivery; and

OPM SAFEGUARDS the
assets held in trust for
participants in earned
benefit programs.

STRATEGIC GOALS

The OPM Strategic Plan
describes four strategic goals:
Goal I LEAD. The Federal
government effectively
recruits, develops,
manages and retains a
high quality and
diverse workforce even
as the labor market
and workplace under-
go significant and
continuous change.
Goal Il PROTECT. The Federal
government, as an
employer, consistently
honors merit principles
in managing its
workforce.

Goal Il SERVE. Our high
quality, cost-effective
human resources ser-
vices meet the evolv-
ing needs of Federal
agencies, employees,
retirees, their families,
and the public.

Goal IV SAFEGUARD. The
employee benefit trust
funds are models of
financial excellence
and integrity

FY 2001 Performance
Summary

OPM'’s FY 2001 Performance
Plan included 87Annual
Performance Goals that
described the specific actions
and initiatives planned for

fiscal year 2001. We
accomplished 80 of these
goals, and by so doing,
continued toward achieving
our Strategic Goals and
underlying Objectives.

HumAN CAPITAL LEADERSHIP-
STRATEGIC GOAL |

The OPM Strategic Plan
describes the ultimate
outcome of its leadership in
human capital management as
Federal agencies being able to
meet their goals and ob-
jectives, and recruit and retain
workers that reflect the divers-
ity of America and deliver
excellent and courteous service
to their customers. While the
agency is on its way to achiev-
ing this outcome, much work
remains to be done. This is
reflected in the Corporate
Measures for human capital
management. As shown in the
table Human Capital Leader-
ship Results, public satisfaction
with Federal government
services overall—as measured
by the American Customer
Satisfaction Index—is excellent
when compared to the private
sector. Also, the most recent
results from the annual survey
of Federal Human Resource
Directors confirm that OPM is
focusing on the appropriate
issues and that HR Directors
believe OPM collaborates
effectively with them as we
develop human resources
policy and implement new
programs.

PERFORMANCE AND ACCOUNTABILITY REPORT FISCAL YEAR 2001



Strategic Goals

I. The Federal Government effectively
recruits, develops, manages and retains
a high quality and diverse workforce
even as the labor market and workplace
undergo significant and continuous

change.

Il. The Federal Government, as an
employer, consistently honors merit
principles in managing its workforce.

Ill. OPM’s high quality, cost-effective
human resources services meet the
evolving needs of Federal agencies,
employees, retirees, their families,

and the public.

IV. The employee benefit trust funds
are models of financial excellence

and integrity.

Corporate Management Strategies

and Internal Goals.
2001 Totals

Number of
Annual

Goals

24

25

30

Number of

Goals
Met

21

23

28

Human Capital Leadership Results

Measure/Indicator

1998

Percent of Human Resource Directors who agree:

OPM is focused on the appropriate human capital issues
OPM Collaborates effectively on Policy Making

OPM HRM guidance, programs, and strategies are useful
Workforce has skills to meet agencies' missions

OPM policies help recruit a high quality workforce

No Data
No Data
No Data
No Data
No Data

American Customer Satisfaction Index Results:

Overall public satisfaction with Federal agency services
Overall customer satisfaction with private sector services

OPM Employee Survey Results:
Overall job satisfaction
Overall quality of work

No Data
No Data

62%
72%

1999

No Data
No Data
No Data
No Data
No Data

68.6
718

60%
72%

* No OPM survey of Federal employees was conducted in FY 2001. Survey will be reconstituted later in FY 2002.

Number of

Goals
Not Met

2000

No Data
74%
81%
450

No Data

68.6
7.2

63%
72%

79%
85%
76%
59%
53%

71.0
70.0

N/A*
N/A*

U.S. OFFICE OF PERSONNEL MANAGEMENT

These positive results can be
attributed to the fresh focus
on agency customers, and to
the wide range of initiatives
pursued during the year,
including the Administration's
legislative proposal that was
introduced in Congress as the
"Managerial Flexibilities Act."
This proposal introduced
significant new flexibilities for
recruiting, hiring, managing,
and retaining a top quality
workforce. Other high profile
initiatives included the im-
plementation of the new
Federal Long Term Care
Insurance Program, assistance
to agencies with the analysis
of their workforce demo-
graphic and skill needs, the roll
out of the Federal Career
Intern Program and the Per-
formance America Network,
and the continued promotion
of work/life programs, such as
telecommuting.

Despite these positive signs,
the results were disappointing
for the indicators that get to
the heart of strategic
management of human
capital. Only 59 percent of
HR Directors believe that their
workforce has the skills needed
to meet the mission of their
agencies, and only 53 percent
find OPM's policies and
programs helpful toward
recruiting a high quality and
diverse workforce. These
indicators should be in the 70



to 80 percent range for OPM
to be successful. The passage
of the Managerial Flexibilities
Act could make a significant
difference in this indicator in
the future. Also, OPM is taking
a hard look at the underlying
policies and processes for the
way the government hires and
compensates our Federal
workforce, and we are
committed to taking the
leadership actions needed to
introduce change where
necessary.

MERIT SYSTEMS OVERSIGHT —
STRATEGIC GOAL Il

OPM continued working
toward consistent adherence
to the merit system across the
Federal government. In the
oversight of the merit system,
the agency completed its
scheduled reviews of eight
large and nine small agencies
and 103 delegated examining
audits. OPM reviewed agency
internal accountability efforts
at eight large and nine small
agencies in FY 2001. Also, we
strengthened agency Dele-
gated Examining Units by
revising the DEU Handbook
and Training Materials to
make them customer focused,
and added information on the
existing Federal hiring
flexibilities, which will enable
DEU's to reduce the time it
takes to hire applicants, while
ensuring that merit principles
are observed.

Merit System Oversight Results

Merit Principle/Measure 1999
1. Recruit, select, and advance on the basis of merit. 62% 64% 65%
2. Treat employees and applicants fairly and equitably. 63% 65% 65%
3. Provide equal pay for equal work and reward

excellent performance. 449% 45% 47%
4. Maintain high standards of integrity, conduct and

concern for the public interest. 76% 76% 68%"
5. Manage employees efficiently and effectively. 54% 54% 55%
6. Retain or separate employees on the basis of their

performance. 65% 66% 68%
7. Educate/train employees when it will result in

better organizational or individual performance. 58% 57% 61%
8. Protect employees from improper influence. 67% 70% 69%
9. Protect employees against reprisal for lawful disclosure. 41% 47% 449

*Questions were changed in the FY 2001 survey. Therefore a comparison to prior year's data is not meaningful.

OPM is generally pleased with
the results of the Merit System
Principles Questionnaire during
FY 2001 as the indexes for six
of the nine merit principles
show improvement since new
baseline were established in
1999. However, the results
shown in the Merit Systems
Oversights Results table clearly
indicate that perceptions of
status in areas such as equal
pay for equal work, rewarding
excellent performance,
managing employees
efficiently and effectively, and
protecting them against
reprisal for lawful disclosure
are at unacceptably low levels
and will be addressed in our
future plans and strategies.

SERVICES TO OUR CUSTOMERS
— StrATEGIC GOAL IlI

OPM strives to provide human
resource products and services
to agencies and to employees,
retirees, and their families,

that are high quality, cost
effective, and meet their
needs. The results of service
delivery activities during fiscal
year 2001, shown in the
Service Delivery Results table,
indicate that customer
satisfaction with most services
remained at or near histori-
cally high levels. Statistics also
show that OPM is using
technology to provide services
to an increasing number of
customers, e.g., the use of our
USAJOBS website. In addition,
the agency reduced the time
needed to process retirement
claims under the Federal
Employees Retirement System
and improved claims
processing accuracy.

However, OPM has not yet
achieved its long-term service
delivery objectives, particularly
for the retirement program.
OPM is also aware that there
are serious problems with the
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Service Delivery Results

Measure/Indicator

Customer Satisfaction:
% HR Directors Agreeing Website Services are
Convenient
% Annuitants Satisfied w/ Overall Retirement
Services
% Enrollees Satisfied w/Health Benefit Plan—HMOs
% Enrollees Satisfied w/Health Benefit Plan—FFSs

Timeliness/Accessibility of Services:
Website Hits on USAJOBS
CSRS Annuity Claims Timeliness
FERS Annuity Claims Timeliness

Service Quality/Accuracy:
% HR Directors Agreeing OPM Website Services
are Relevant
% HR Directors Agreeing OPM Website Services
are Sufficient
CSRS Annuity Claims Accuracy
FERS Annuity Claims Accuracy
% of HB Enrollees Enrolled in Top-Rated Plan

Cost Effectiveness:
Retirement/Survivor Claims
Unit Cost

1998

N/A

90%
N/A
N/A

85 M
23 Days
93 Days

N/A

N/A
92.9%
94.5%

65%

$72.46

1999

N/A

96%
60%
70%

131 M
32 Days
94 Days

N/A

N/A
88.3%
92.4%

32%

$81.82

Trust Fund Financial Management Results

Measure/Indicator

Audits completed by Inspector General
Dollars saved from audit activities

Return on investment for audit activities
(per $1 spent)

Timely payment of Retirement benefits
(% paid on time)

Erroneous Payment Rate - Retirement
Program

Erroneous Payment Rate - Health Benefits
Program

Erroneous Payment Rate - Life Insurance
Program

1998

53

$76.4M $51.9M

$9.00

97%

N/A

N/A

N/A

1999

64

$5.92

98%

0.19%

0.49%

0.01%

2000

98%
93%

59%
70%

15.4 M

2001

97%
93%

62%
77%

20.7 M

44 Days 54 Days
185 Days 101 Days

100%

89%
93.5%
87.6%

90%

$83.52

2000

80

$11.30

97%

0.23%

0.36%

0.01%

100%
949
95.1%

92.4%
82%

$82.53

2001

112

$102.5M $242.1M

$25.00

97%

0.20%

0.99%

0.01%
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public perception that the job
announcement system is not
as user friendly or as re-
sponsive to job applicants as it
should be. Thus, improving
customer services will continue
to be a priority in the agency's
performance plans for FY 2002
and FY 2003. The Retirement
System Modernization effort
will address service to the
retirees, and the President's
e-Government management
initiative, which includes an
OPM project to create a "One-
Stop Recruitment” site, will
improve the way job
applicants are served.

TRUST FUND FINANCIAL
MANAGEMENT — STRATEGIC
GoaL IV

OPM takes very seriously its
responsibilities regarding the
management of the employee
benefit trust funds
(Retirement, Health Benefits,
and Life Insurance Programs).
Ultimately, OPM wants the
financial systems supporting
the trust funds to be
recognized by the agency's
auditors, the General
Accounting Office,
congressional oversight
committees, and other
stakeholders as a model of
excellence and integrity in the
management of these funds.

The effectiveness of OPM's
actions is evidenced primarily
in three ways: First, by the
unqualified audit opinions



received on the agency's
annual financial statements
(see "Clean” Audit Opinions in
Analysis of Our Financial Per-
formance); Second, by actions
taken to ameliorate materials
weaknesses and non-conform-
ances identified though
internal reviews and auditors;
and Third, the low rate of
erroneous payments in the
annual benefit outlays. OPM
must maintain these successes
and further strengthen its
financial management systems
so that they fully comply with
Federal Financial Management

Improvement Act requirements.

CORPORATE MANAGEMENT
STRATEGIES AND OTHER
SUPPORTING GOALS

OPM recognizes that it cannot
accomplish its program goals
and outcomes without
properly managing the
agency's internal resources.
These resources include a
workforce of nearly 3,000
well-trained, diverse, and
motivated people, its informa-
tion technology systems and
infrastructure, and its financial
management systems. OPM
established goals for each of
these critical areas and main-
tained a cooperative and con-
sultative relationship with its
Inspector General regarding
the oversight of these re-
sources. During fiscal year
2001, the agency met 28 of
the 30 performance goals in
this regard.

Resources Used to Accomplish Goals

CROSS WALK TO STATEMENT OF NET COST

Strategic Goal Responsibility Segment

I. The Federal Government effectively recruits, develops,

manages and retains a high quality and diverse workforce even

as the labor market and workplace undergo significant and

continuous change. CFHBLHR

Il. The Federal Government, as an employer, consistently honors
merit principles in managing its workforce. HR

lll. OPM's high quality, cost—effective human resources services
meet the evolving needs of Federal agencies, employees,

retirees, their families, and the public. CFHBLHR
IV The employee benefit trust funds are models of financial

excellence and integrity. CFHBL
Corporate Management Strategies and Internal Goals. HR

Key: C = Provide CSRS Benefits; F = Provide FERS Benefits; HB = Provide Health Benefits; L = Provide Life InsuranceBenefits;

HR= Provide Human Resources Services

BUDGETARY RESOURCES BY STRATEGIC GOAL
(in $ thousands)

Goal | Goal Il Goal Il Goal IV

Funding Source

Salaries & Expenses

(Inspector General) $44,389 313 $22,675 192 $27,647 219 $0 0
($1,3481 0)

Trust Fund

(Inspector General) $6,597 62 $0 0 $116,092 1,058 $18,935 170
($9,700 82)

Advances &

Reimbursements $0 0 %0 0 $21,007 130 %0 0

Revolving Fund $0 0 $0 0 $332,382 652 $0 0

Total Resources $50,986 375 $22,675 192 $497,128 2,059 $18,385 170

This is FY 2001 information from our budget justification. More detailed information regarding the distribution of Budgetary

Resources for FY 2001 can be found in our Fiscal Year 2003 Congressional Budget Justification/Annual Performance Plan, dated
February 2002.
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Quality of
Performance Data

The performance information

presented in this report,
particularly as it relates to
whether goals were met or not
met, accurately represents
OPM's performance during the
fiscal year. The quality of
performance information
improved during FY 2001 as
the agency continued to refine
the statement of program
outcomes and evolve those
outcomes into annual goals.
Because of this tighter focus
on what it is trying to
accomplish as an agency, and
a better definition of the
outcomes expected from those
actions, OPM has reduced the
number of goals described in
its performance plans - there
were 118 annual goals in the
FY 2000 performance plan, but
only 87 in the FY 2001 plan,
83 in the FY 2002 plan, and 57
in FY 2003. This brings added
clarity to OPM's annual
performance report.

The agency has also reduced
the number of measures and
indicators as it continues to

Audit Opinions

implement its corporate
measurement framework. In
accordance with the require-
ments of the Government
Performance and Results Act,
OPM is committed to ensuring
that reported performance
information is accurate and
based on reliable information.
OPM constantly seeks to
improve its data collection and
monitoring techniques. The
agency's current methods to
assure the reliability of its
performance information
include the following:

» Traditional reviews and
audits by the Office of the
Inspector General and the
General Accounting Office
that may identify issues.

» Review of GPRA reports
by departmental
management.

» Executing performance
planning and reporting
through the agency-level
GPRA Working Group.

The GPRA Working Group is
led by OPM's Director of

OPM Consolidated
Retirement Program
Health Benefits Program

Life Insurance Program

1997 1998

N/A* N/A*
"Clean" "Clean"
Qualified "Clean"
"Clean" "Clean"

1999 2000 2001

N/A* "Clean" "Clean"
"Clean" "Clean" "Clean"
"Clean” "Clean" "Clean"
"Clean" "Clean" "Clean"

U.S. OFFICE OF PERSONNEL MANAGEMENT

Strategic Planning and
Performance Reporting and is
comprised of representatives
from each OPM program
office. The Working Group is
responsible for the develop-
ment of OPM's strategic plan
and performance measurement
framework. Working directly
with agency budget officers,
the Working Group develops
OPM's annual performance
plans and performance reports.
A sub-committee of the
Working Group, the Measure-
ment Team, works with the
individual program offices to
develop annual performance
goals and establish perform-
ance measures and indicators
within the corporate measure-
ment framework. The
Measurement Team also
reviews all program office
performance reports and
gleans from these internal
documents the information
presented in the agency's
Performance and Accounta-
bility Report.

Analysis of Our
Financial Performance

"CLEAN" AubIT OPINIONS
These are the second agency-
wide consolidated financial
statements we have prepared.
We are pleased to report that
for the second consecutive
year we have received an
unqualified (“clean") opinion
from our auditors, KPMG LLP,
on the consolidated



statements as well as on the
stand-alone financial
statements of the Retirement,
Health Benefits and Life
Insurance Programs. An un-
qualified opinion means that
our financial statements were
fairly stated in all material
respects. Moreover, our
auditors did not report any
material weaknesses in our
internal controls over our
financial reporting.

ANALYSIS OF BALANCE SHEET
The Balance Sheet presents the
total amounts we have avail-
able for our use [assets]
against the total amounts we
owe [liabilities] and the
amount that comprises the
difference [net position].

Assets. We had $585.3 billion
in total assets at the end of
fiscal year 2001, compared
with $552.1 billion at the end
of fiscal year 2000, an increase
of 6 percent. The balance
sheet separately identifies
intragovernmental assets from
all other assets. Almost all—
$583.6 billion—of our assets
are intragovernmental, repre-
senting our claims against
other Federal entities.

Our largest asset, Investments
[$572.8 billion], represents 98
percent of our total assets at
the end of fiscal year 2001. We
invest all Retirement, Health
Benefits, and Life Insurance
Program balances that we do

not immediately need for
payment, but only in special
securities issued by the U.S.
Treasury. As we routinely
collect more money than we
disburse, our investment
portfolio continued to grow—
by 6 percent in fiscal year
2001. Our next largest asset
reflects the interest owed to us
on our investments by the U.S.
Treasury-at the end of FY
20071, it was $9.2 billion.

Liabilities. We have three very
large, long-term liabilities that
we categorize on the Balance
Sheet as "Actuarial Liabilities."
We report Actuarial Liabilities
for each of the earned benefit
Programs that we administer:
Retirement, Health Benefits,
and Life Insurance Programs.
These Actuarial Liabilities
reflect an estimate of the
government's future cost,
expressed in today's dollars, of
providing retirement, life
insurance, and post-retirement
health benefits to employees
and annuitants. To compute
them, our actuaries make
many assumptions about the
future economy and about the
demographics of the future
Federal workforce and
annuitant population.

The Pension Liability is an
estimate of the government's
future, long-term cost to
provide CSRS and FERS bene-
fits to current employees and
annuitants. It is $1,069.5

(illions) Growth of OPM Assets
700

650

600

550

500

400

350

300

1996 1997 1998 1999 2000

Increase in OPM Liabilities
(billions)

1,000
1997 1998 1999 2000

billion at the end of fiscal year
2001, an increase of $38.4
billion from the end of last
year [see discussion of Pension
Expense below].

The Postretirement Health
Benefits Liability, the
government's future, long-
term cost to provide health
benefits to active employees
after they retire, is $191.5
billion at the end of fiscal year
2001. This reflects a small
decrease from the $192.2
billion Postretirement Health
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2001 2000 Change
Total Assets $585,320 $552,121 $33,199
Less “Non-Actuarial” Liabilities 8,350 7,715 635
Net Assets Available
to Pay Benefits $576,970 $544,406 $32,564

Net Cost to Provide CSRS Benefits

(In Billions)

Gross Cost
Associated Revenues
Net Cost

2000 Change

$71.1 $70.4 $0.7
37.7 37.5 0.2
$33.4 $ 329 $0.5

Net Cost to Provide FERS Benefits

(In Billions)

Gross Cost

Associated Revenues

Excess of Revenues over Gross
Cost

2001 2000 Change

$145  $180  $(3.5)
18.5 17.1 1.4

$4.0 $09 $(4.9)

Benefits Liability at the end of
fiscal year 2000 [see discussion
of Postretirement Health
Benefits Expense below].

The Actuarial Life Insurance
Liability is different from the
Pension and Postretirement
Health Benefits Liabilities.
Whereas the other two are
liabilities for "post-retirement”
benefits only, the Actuarial
Life Insurance Liability is an
estimate of the government's
future, long-term cost for
both pre-retirement and post-

retirement life insurance

benefits [see discussion of
Postretirement Health Benefits
Expense below].

Net Position. Net Position is the
difference between our total
assets and our total liabilities.
At the end of fiscal year 2001,
our Net Position is a negative
$710.2 billion dollars, which
means that our liabilities
exceed our assets by this
amount. At the end of fiscal
year 2000, our Net Position was
a negative $703.6 billion. As
can be seen on the Statement
of Changes in Net Position, our
Net Position decreased as a
result of the net cost we
incurred to operate our
programs, which was partially
offset by a "transfer-in" of
$21.6 billion to the Retirement
Program from the General Fund
of the U.S. Treasury.

The reason for our negative Net
Position is the large Actuarial
Liabilities that Federal account-
ing standards require we report
on our Balance Sheet. In fact,
the Retirement, Health Benefits,
and Life Insurance Programs are
funded in a manner that en-
sures that there will be suffici-
ent assets available to pay
benefits as they come due well
into the future. Chart Net
Assets shows that the net
assets we have available to pay
benefits increased by almost six
percent in FY 2001.

U.S. OFFICE OF PERSONNEL MANAGEMENT

ANALYSIS OF THE STATEMENT
ofF Ner Cosrt

The Statement of Net Cost
presents our net cost of
operations by our major
programmatic outputs or
“responsibility segments.” We
have defined responsibility
segments by the four major
types of services we provide
and have assigned all of our
costs of doing business and
the associated revenues to
them. These result in the Net
Cost to Provide CSRS, FERS,
Health and Life Insurance
Benefits and the Cost to
Provide Human Resource
Services.

Net Cost to Provide CSRS
Benefits. As can be seen in
the chart Net Cost to Provide
CSRS Benefits, the gross cost
to provide a CSRS benefit, the
associated earned revenues,
and, therefore, the Net Cost to
Provide CSRS Benefits in fiscal
year 2001 are all very com-
parable to FY 2000.

Due to Federal accounting
standards, the amount we paid
in CSRS benefits is not shown
on the Statement of Net Cost.
In FY 2001, we paid benefits of
$45.8 billion, as compared
with $44.1 billion in FY 2000.
The increase of 3.9 percent
reflects both a larger annuity
roll and the effect of the cost-
of-living increase.



Net Cost to Provide FERS
Benefits. Unlike in FY 2000,
the Net Cost to Provide FERS
Benefits was "negative” in FY
2001, which means that the
revenues associated with
providing a FERS benefit
exceeded the gross cost to do
so by $4.0 billion. Both the
gross cost and the associated
revenues changed significantly
from FY 2000. The Pension
Expense, the sole component
of gross cost, declined $3.5
billion due to changes in
economic and demographic
assumptions by the actuary.
The associated earned
revenues increased by $1.4
billion (8.2 percent), reflecting
contributions by and for the
growing population of covered
employees and investment
earnings on the increasing
FERS inflows.

As with the CSRS, Federal
accounting standards do not
afford the disclosure of the
amount we paid in FERS
benefits on the Statement of
Net Cost. In FY 2001, we paid
benefits of $1.4 billion, as
compared to $1.2 billion in FY
2000, reflecting both a larger
annuity roll and the effect of
the cost-of-living increase.

Net Cost to Provide Health
Benefits. The Net Cost to
Provide Health Benefits in
fiscal year 2001 is $4.3 billion,
a decrease of $17.6 billion
from fiscal year 2000. The

reduction in the Net Cost to
Provide Health Benefits can be
attributed to a decrease in the
Post-retirement Health
Benefits Expense of $17.1
billion. An actuarial valuation
requires many assumptions
about future events. When the
actuary changes one or more
of these assumptions, the
result will likely be an
actuarial gain or loss. The
decrease in the Post-
retirement Health Benefits
Expense in FY 2001 results
mainly from a large actuarial
gain as a consequence of
changes in the actuary's
economic and demographic
assumptions.

Due to accounting and
actuarial reporting standards,
a portion of certain costs
incurred for health benefits
claims, premiums to HMOs,
and administration are netted
against, and thereby reduce,
the Postretirement Health
Benefits Liability. So that we
may provide the reader of the
financial statements with
information about these costs,
they are presented in the table
Costs Netted Against the
Postretirement Health Benefits
Liability.

Net Cost to Provide Life
Insurance Benefits. Unlike the
usual circumstance, the Net
Cost to Provide Life Insurance
Benefits was not "negative” in
FY 2001. This means that in FY

2001 the gross cost of pro-
viding benefits exceeded the
amount of the revenues
associated with it. In FY 2001,
the gross cost to provide Life
Insurance benefits increased
by $458 million (15.6 percent),
attributable to an equivalent
increase in the Actuarial Life
Insurance Liability ["Future
Benefits Expense"]. The Future
Benefits Expense was $400
million greater in fiscal year
2001 due to an increase in the

Net Cost to Provide Health Benefits

(In Billions)

2000 Change
Gross Cost $20.3 $36.5 $(16.2)
Associated Revenues $16.0 $14.6 $1.4
Net Cost $4.3 $21.9 $(17.6)

Costs Netted Against the
Postretirement Health Benefits Liability
(In Billions)

Applied Total Total

Disclosed to PRHB 2001 2000

Health Benefits Claims $9.8 $5.4 $15.2 $14.2
Premiums $3.3 $1.3 $4.6 $4.5
Administrative and other $0.6 $0.6 $1.2 $1.1

Net Cost to Provide Life Insurance Benefits

(In Millions)

2001 2000 Change
Gross Cost $3,395 $2,937 $458
Associated Revenues $3,341 $3,167 $174
Net Cost (Excess of revenue) $54 $(230) $284
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total amount of life insurance-
in-force and a reduction in the
actuary's assumption about
long-term interest rates. The
increase in gross cost was
partially offset by a $174
million (5.5 percent) increase
in associated revenues, due
both to the greater insurance-

Source of Budgetary Resources
(percent)

Brought forward
from 2000: 26%

Appropriations:

-/

SAOC: 20%

Appropriated receipts: 48%

(percent) Obligations Incurred by Category
percen

Life insurance Other: <1%

benefits 3%

Health
benefits 30%

Pension
benefits 67%

in-force and to the returns on
a larger investment portfolio.

ANALYSIS OF THE STATEMENT
OF BUDGETARY RESOURCES

We may incur obligations and
make payments to the extent
that we have budgetary
resources to cover them. The
Statement of Budgetary
Resources depicts the sources
of our budgetary resources,
their status at the end of the
year, and the relationship
between our budgetary
resources and the outlays we
made against them.

As can be seen from the
Statement of Budgetary
Resources, a total of $98.9
billion in budgetary resources
was made available to us for
fiscal year 2001. Our
budgetary resources in FY 2001
derive from that carried over
from FY 2000 ($26.0 billion) as
well as the three major sources
of new budgetary resources
(Source of Budgetary
Resources graph:

(1) Appropriations = $5.7
billion

(2) Appropriated receipts =
$47.5 billion

(3) Spending authority from
offsetting collections
(SAOC) = $19.7 billion.
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Appropriations are Acts of

Congress that authorize
Federal agencies to incur
obligations and to make pay-
ments for specified purposes.
Our appropriations were
principally to fund contribu-
tions for retirees and survivors
who participate in the Health
Benefits Program

Both Appropriated Receipts
and Spending Authority from
Offsetting Collections gener-
ally derive from collections.
Collections by the Retirement
Program, such as earnings on
investments and contributions
made by and for those par-
ticipating, are classified as
"Appropriated Receipts,”
whereas collections by the
Health Benefits and Life
Insurance and Revolving Fund
Programs are classified as
"Spending Authority from
Offsetting Collections.”

From the $98.9 billion in
budgetary resources we had
available to us during fiscal
year 2001, we incurred
obligations of $71.3 billion,
mainly for benefits for par-
ticipants in the Retirement,
Health Benefits and Life
Insurance Programs (Obli-
gations Incurred by Catgory).
Most of the excess of
budgetary resources we had
available in fiscal year 2001
over the obligations we
incurred against those re-
sources is classified as being



(0IG) and of our independent

“"unavailable” (for obligation)

As the Summary of Material
at year-end. public accountants, and on our
internal program of quality
assurance reviews. We are
pleased to be able to certify,
with reasonable assurance, that

our management controls are

Weaknesses in Management
Controls table indicates, we

Systems, Controls, and have no material weaknesses

Legal Compliance in management control
outstanding at the end of FY
2001, subject to validation by

our OIG.

MANAGEMENT CONTROL

PROGRAM _
adequate, effective, and are

The Federal Managers Financial
Integrity Act of 1982 (FMFIA)
requires that we annually
assess the adequacy of our
management controls. Man-
agement controls are the
organization, policies, and
procedures we use to
reasonably ensure that:

» our programs achieve
their intended results;

» We use our resources in a
manner that is consistent
with our mission;

» our programs and
resources are protected
from waste, fraud, and
mismanagement;

» we follow all laws and
regulations; and

» we generate and use
reliable and timely
information for decision
making.

In assessing the adequacy of
our management controls, we
relied on the judgments of our
senior executives of their
program and administrative
functions, the input of our
Office of the Inspector General

achieving all intended purposes.

The Material Weaknesses in
Management Controls
Corrected in FY 2001 table
describes the actions we have
taken to resolve the four
material weaknesses in
management controls that
were unresolved at the end of
FY 2000.

Summary of Material Weaknesses
in Management Controls

Corrected
Fiscal  Beginning (subject to  End of
Year of the Year New validation) the Year
2001 4 0 4
2000 7 2 5 4

Material Weaknesses in Management Controls Corrected in FY 2001

[subject to OIG validation]

Material Weakness

Health Benefits Program Enrollment and

Premium Reconciliation

Fraud and Abuse

in the Health Benefits Program

Revolving Fund and Salaries and Expense

Account Cash Reconciliation
and Control

Revolving Fund and Salaries and Expense
Account Data Reconciliation and Control

Description/Corrective Action

By evaluating the results of audits of
employing agency enrollment and
contribution remittance procedures, we
are comfortable that the amounts we

pay as premiums to community-rated
carriers are accurate. A final resolution
will come with the implementation of the
FEHB Centralized Enrollment Clearing
House System

Our final rule will be published in the
Federal Register in FY 2002. After
publication, we will implement the
processing of cases under the
statutory sanctions authority.

We are in the process of implementing
adequate procedures and controls over
the Fund Balance with Treasury of the
Revolving Fund Programs and Salaries
and Expense account.

We are in the process of implementing
adequate controls over transactions entered
into the Revolving Fund Programs and
Salaries and Expense general ledgers.
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Material Nonconformances with A-127 Requirements

Nonconformance

Targeted
For

Correction

Nonconformance/Status

Systems Development Life Cycle

General EDP Control Environment

20

Nonconformance: We do not
have a systems Development Life
Cycle (SDLC) process in place for
major systems implementation

2002

efforts.

Status: We have made

significant progress in implementing
an SLDC process for our information
for our information technology
projects.

Nonconformance: We need to
strengthen four areas of EDP
general controls: (1) entity-wide
security; (2) access control; (3)
control over application changes
and systems development; and
(4) service continuity planning.

2002

Status: We believe we have
made significant progress in
strengthening our controls and
that all remaining issues will be
resolved during FY 2002.

FINANCIAL MANAGEMENT
SysTeEM COMPLIANCE

We have assessed our financial
management systems as
required by the FMFIA and the
Federal Financial Management
Improvement Act (FFMIA).

Federal Managers Financial
Integrity Act Compliance. In
accordance with the FMFIA,
we have assessed the
conformance of our financial
management systems with
Federal financial principles,
standards and related
requirements as stated in OMB

Circular A-127. As a
consequence, we can report
that, with the exception of
two material nonconform-
ances, our financial manage-
ment systems meet all
government-wide
requirements.

A description and status of
corrective actions for each
nonconformance, is shown in
the Material Nonconformances
with A-127 Requirements
table.

Federal Financial Management
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Improvement Act Compliance.
To comply substantially with
FFMIA, we must be able to
accomplish the following in a
way that is consistent with
Federal accounting standards
and with the Standard General
Ledger (SGL):

» Prepare financial
statements and other
required financial and
budget reports using
information generated by
our financial management
systems;

» Provide reliable and timely
financial information for
managing our operations;
and

» Account for our assets
reliably, so that they can
be properly protected
from loss, misappropri-
ation, or destruction.

Based on KPMG LLP's audit
report on our FY 2001 financial
statements and on our own
independent assessment, we
have determined that our
financial management systems
as a whole substantially
comply with the FFMIA. We
base our conclusion on the
fact that no deficiency in our
financial management systems
prevents us from meeting the
specific requirements of FFMIA
listed above.



In considering the compliance

of our financial management
systems with the FFMIA, KPMG
LLP assessed individually the
systems we use to administer
the (1) Retirement, Heath
Benefits, and Life Insurance
Programs and (2) Revolving
Fund and Salaries and
Expenses account. In its audit
report, KPMG LLP cited the
financial management systems
supporting the Revolving Fund
Programs and Salaries and
Expenses as being substantially
non-compliant with the
FFMIA. More specifically, they
reported that as of September
30, 2001, the financial man-
agement systems we used to
manage the Revolving Fund
Programs and Salaries and
Expenses account:

» Lacked a formal budgetary
accounting structure,
which compromises our
ability to comply with
budget preparation,
execution and reporting
requirements; and

» Did not provide for the
recording of financial
events in a manner that is
consistent with the SGL.

On an agency-wide level,
KPMG LLP reported that we
did not provide adequate
system security in that we do
not have coordinated security
procedures; lack effective
incidence response and
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monitoring capabilities; do not
conduct periodic risk assess-
ments; and have not develop-
ed adequate security-related
processes to protect our assets
from unauthorized access or
improper use.

We implemented our new core
financial management system
supporting the Revolving Fund
Programs and Salaries and
Expenses account on October
1, 2001. As a consequence, we
believe that we will be able to
report for FY2002 that the
financial management systems
are substantially compliant
with the FFMIA. Further, we
intend in FY2002 to resolve
fully all issues that led KPMG
LLP to conclude that we do
not have in place adequate
system security procedures.

Dest COLLECTION
IMPROVEMENT AcCT
COMPLIANCE

The Debt Collection
Improvement Act (DCIA) has
had a major impact on the
way we make our payments
and collect the monies owed
us. We comply with the DCIA
in the following ways:

Cross-servicing. The DCIA
established the Treasury's
Financial Management Service
(FMS) as the collection agency
for all Federal agency
receivables that are delinquent
for more than 180 days. As a
consequence, we transfer all

such receivables to FMS for
collection or “cross-servicing"”.
To collect on the accounts we
transfer, FMS issues demand
letters, administratively offsets,
performs wage garnishment
and refers accounts to private
collection agencies. To date,
4,475 of our receivables for
more than $1.4 million have
been collected via FMS cross-
servicing.

Computer-Matching. We
believe that it is equally
important to prevent
overpayments in the first place
as it is to collect them once
they become debts. Thus, we
maintain 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 computer-matching
agreements. As such, we
exchange payment
information with other
benefit-paying agencies to
identify individuals who have
died or are otherwise no
longer eligible for benefits. In
FY 2001, our computer-
matching activities identified
more than $22 million in
overpayments and prevented
an additional $70 million from
being overpaid.

Quality Assurance Program.
We have incorporated a Quality
Assurance Program in our Re-

"I am pleased to certify
that OPM is in
compliance with the
provisions of the Federal
Managers Financial
Integrity Act, except

for two material
non—conformances with
Federal financial systems
requirements. We have
taken aggressive action
to correct these two.”

—Kay Coles James
Director
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Retirement Program Receivables

($ in million)

Total receivables at beginning of year 146.0
New receivables 166.6
Collections 145.8
Adjustments 9.4
Total receivables at end of year 140.7
Total delinquent 37.7
Percent delinquent (total) 26.8%

Health Benefits Program Receivables

($ in million)

Receivable at the beginning of the year 72.6
New receivables 241.1
Less collections and adjustment 102.0
Receivable at the end of the year 212.4
Less management decisions in appeal 26.2
Currently available for collection 186.2

(percentages)

Retirement benefits

Salary

Electronic Payment

92

95

Carriers participating in Health and

Life Insurance
Programs

Other vendors

22

100
85

tirement Program claims adju-
dication process by performing
quarterly reviews of recently
adjudicated cases for errors.

Managing Receivables. The
following charts summarizes
our receivables management
activity for FY 2001:

Retirement Program.
Retirement Program
receivables result when
beneficiaries or family
members inadvertently delay

reporting certain changes in
an individual's status (death,
marriage, recovery from
disability, etc.) that result in a
changed benefit. In other
cases, partial or incorrect
information is provided by the
individual or the employing
agency, resulting in an
overpayment. Our receivables
management process
demonstrates a balance
between our accountability for
the public's money vis-a-vis
the needs of Federal em-
ployees and retirees who have
performed vital al services on
behalf of America’s citizens.
We recognize that our cus-
tomers are generally aged,
living on fixed incomes, and
are often unaware of the rules
that apply to the need to
report changes in their
circumstances.

In fact, Retirement Program
receivables represent a very
small part of our total assets, as
we do not operate commercial
programs that are material to
our financial statements. In FY
2001, total Retirement Program
overpayments were less than
one percent of the total benefit
payments we made. Further,
almost 88 cents of every dollar
that was overpaid was collected.

Health Benefits Program.. Our
Office of the Inspector General
(0IG) performs financial and
contract compliance audits of
the participating insurance
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carriers. As a consequence of
these audits, the OIG may
question costs charged by the
carriers to their contracts with
the Program. If Program
management agrees and
decides that such costs should
not be charged to the
Program, a receivable is
established.

During FY 2001, we won an
important victory in the courts
that will enhance the tool set
we have at our disposal to
collect monies due the
Program. The ruling supported
the ability of our OIG to
identify, and management's
right to collect, interest we
lose when a carrier
overcharges the Program
through its premium rates.

As with the Retirement
Program, Health Benefits
Program receivables are
relatively small, representing
less than one percent of the
total benefit and premium
payments we make.

As can be seen in the Health
Benefits Program Receivables
table, we ended the year with
$186.2 million in management
decisions requiring final
action, an increase of $113.6
million from the beginning of
the year. The large increase is
attributable to the fact that
$125.4 million in management
decisions were made during
the last month in FY 2001.



Electronic Payments. The DCIA
requires that we issue
payments electronically.
Ninety-three percent of our
Retirement Program
annuitants are now paid via
Direct Deposit—the highest
percentage among all Federal
benefit—paying programs. We
believe it may be difficult to
convince a great many of the
remaining annuitants to enroll,
since they are older individuals
who may be uncomfortable
with the concept of electronic
payments and banking. Most of
the future growth in our direct
deposit participation rate will
come from our annuitants who
live overseas. In fact, during
the year, we initiated an effort
to extend "International Direct
Deposit" to our overseas
customers and will begin
paying annuitants living in Italy
this way very soon.

As can be seen above, we
ended the year with $186.2
million in management
decisions requiring final
action, an increase of $113.6
from the beginning of the
year. The large increase is
attributable to the fact that
$125.4 million in management
decisions were made during
the last month in FY 2001.

Electronic Payments. The DCIA
requires that we issue pay-
ments electronically. Ninety-
three percent of our Retire-
ment Program annuitants are
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Management Decisions on Questioned Costs

Questioned Costs

Number of
Audit Reports

(in $ millions)

No management decision on questioned

costs at the beginning of the year 19 65.7
Questioned costs during the year 54 279.7
Management decisions made duringthe year: 49 276.4
Costs disallowed 233.6
Costs not disallowed 42.8
No management decision on questioned

costs at the end of the year 24 68.9
No management decision on questioned

costs within six months of issuance of report 3 8.1

Note that the resolution of the three reports
at the request of the OIG.

now paid via Direct Deposit —
the highest percentage among
all Federal benefit-paying
programs. We believe it may be
difficult to convince a great
many of the remaining
annuitants to enroll, since they
are older individuals who may
be uncomfortable with the
concept of electronic payments
and banking. Most of the
future growth in our direct
deposit participation rate will
come from our annuitants
living overseas. In fact, during
the year, we initiated an effort
to extend “International Direct
Deposit" to our overseas
customers and will begin
paying annuitants living in
Italy this way very soon.

The Electronic Payment table
shows the percentage of
payments we made elec-

totaling $8.1 million at fiscal year-end 2001 and 2000 has been delayed

tronically in FY 2001 by major
category of payments:

INSPECTOR GENERAL ACT
CoMPLIANCE

The Inspector General Act, as
amended, requires the Director
to report to the Congress on
the actions we have taken in
response to audit reports
issued by the Inspector
General. The Office of the
Inspector General (0IG)
conducts periodic audits of the
records of the carriers
participating in the Health
Benefits Program to determine
whether amounts charged to
the Program comply
contractually and with Federal
procurement regulations. Upon
issuance of an audit report
that questions the costs
charged by a carrier, Program
management must decide
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within six months whether to

allow or disallow the
questioned costs. Accounts
receivable are recorded
promptly upon a decision by
Program management to
disallow the costs questioned
by the OIG.

The table above provides a
summary of the status of
management decisions on cost
questioned by the OIG during
FY 2001.

Looking Ahead

OPM's PRIORITIES AND
MANAGEMENT CHALLENGES
Thanks to our significant
advances in FY 2001, OPM
entered the new fiscal year
ready to focus on our
leadership responsibilities for
strategic human resources
management. Considerable
challenges remain, however.
OPM continues to build the
capacity and the credibility to
help agencies recruit, manage,
and retain the high-quality
Federal workforce America
needs to accomplish goals
important to the nation in the
21st century. We are taking
steps to improve service to
citizens (that is, Federal job
seekers and Federal employees,
retirees and their families).
And we are working to ensure
that OPM internally makes
progress toward the President's
vision of a well-managed
government.

We are also ensuring that our
priorities include actions to
address each of the seven
management challenges that
our Inspector General (IG)
identified as critical for the
agency to succeed. The IG's list
of challenges follows; these
challenges align closely with
the priority actions that OPM
has planned:

» Human Resources
Management Leadership

> Retirement Systems
Modernization

» Expanding e-Government

» Implementation of the
Government Performance
and Results Act (GPRA)

» Revolving Fund and
Salaries and Expenses
Accounts

» Improving the
Performance of the
Federal Employees Health
Benefits Program (FEHBP)

» OPM's Financial
Management Oversight of
the FEHBP

SERVING OUR AGENCY
CusTOMERS

In FY 2001 we clarified that in
addition to the President, our
primary customers are the
Federal departments and
agencies that deliver products
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and services to the American
public. We are addressing this
customer focus in two ways:
through our leadership of
strategic human capital
management in the
government, and through an
internal restructuring of OPM.

LEADING HUMAN RESOURCES
MANAGEMENT

We are leading agencies in
implementing the President's
human capital initiative, one
of five initiatives designed to
improve government
management. Through this
initiative, agencies will focus
on strategically managing
their most important resource
—their human capital—to
enable them to achieve their
mission and goals. OPM will
ensure that agencies have
access to the full array of tools
and flexibilities that they need
in order to hire, manage, and
retain a high-performing
workforce. OPM will also work
closely with OMB to assess
each agency's progress on the
Executive Branch Management
Scorecard, which assigns each
agency a red, yellow, or green
status light.

To help agencies achieve green
status, in early FY 2002 OPM
issued a Human Capital
Scorecard that outlines
specific goals and measures for
each agency to integrate into
their budget and performance
plans. OPM is also developing



a human capital survey to be

administered to a
governmentwide sample of
employees in spring of 2002.
The results of this survey will
be used by departments to
identify key areas of human
capital that need specific
attention.

As we entered FY 2001, raising
the image of public service
was identified as one of the
agency's major challenges. The
response of the workforce to
the events of September 11
and its aftermath have helped
raise respect for government
to its highest levels since the
1960s and generated a new
interest in public service,
especially among young
people. Our current challenge
is to sustain this high image of
public service and capitalize
on the opportunity it presents
to bring new talent into the
government. We will be
pursuing innovative approaches
and partnerships to reinforce
the message that working for
America is a meaningful and
fulfilling career.

We also will pursue appro-
priate changes to modernize
and balance the government's
compensation environment so
that agency leaders can
compete effectively in their
respective labor markets and
use rewards strategically to
support their mission, goals,
and objectives.

We will build on the legislative
proposals that were introduced
in Congress in early FY 2002 as
the Managerial Flexibilities Act
by continuing to review
existing laws and regulations
to look for additional
opportunities to add new
flexibilities or to remove
barriers to effective human
resources management.

OPM Restructuring

We identified the workforce
planning and restructuring
process initiated by the
President in the summer of FY
2001 as an opportunity to
begin reorganizing OPM to
adjust to our new focus on our
primary customer, as well as to
achieve the President's
objectives of citizen-centered,
results-oriented, market-driven
government. In September
2001 we produced detailed,
program-specific plans
designed to (1) maximize
efficiency and delayering; (2)
redirect staff to front-line
services, (3) speed decision-
making, and (4) position the
agency to address the larger
human capital issues the
government faces.

In FY 2002, a team of OPM
employees, including members
of all of OPM's major program
offices and representatives
from our employee unions,
AFGE Locals 32 and 2450, took
these initial plans a step
further, and created a bold

new structure for OPM that
will enhance OPM's support of
departments and agencies, and
increase our capacity to lead
the human capital initiative.
The proposed organizational
structure clearly focuses on
customers, emphasizes
outcomes over process, and
fosters the integration of
human resources management
and accountability across
government. Direct reports to
the OPM Director in the new,
flatter organization are
reduced, with a focus on
Federal agencies (customers)
and core HR disciplines. With
this structure, OPM will be
better positioned to carry out
new responsibilities, such as
the HR components of e-
Government, the OPM Human
Capital Scorecard and other
key issues related to the
President’'s Management
Agenda.

The Inspector General
identified OPM's leadership of
human resources management
as a top management
challenge because it will
require significant attention
and resources, and will require
a strategic alliance with OMB,
the Administration and the
Congress. The actions OPM has
planned for FY 2002 will
address these concerns.
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SERVING OUR PuBLIC
CUSTOMERS
OPM provides direct service to

two groups: individuals
seeking employment with the
Federal government, and
beneficiaries of the retirement
and insurance programs.

Improving the Hiring Process
In FY 2002, OPM will take
advantage of technology to
improve the Federal hiring
process by expanding the
USAJOBS Federal automated
employment information
system to provide job seekers
with streamlined resume
submission, on-line feedback
about their status in the
employment process, and
integrated, automated
assessment. This e-Government
project, Recruitment One-Stop,
will provide employers with a
searchable resume database
and allow job seekers to enter
their resume information once
to apply for multiple Federal
vacancies and to receive up-
to-the-minute information
regarding the status of their
applications.

Serving Retirees

The Retirement Systems
Modernization (RSM) project is
our central strategy to meet
our long-term customer
service, business, and financial
management goals for the
Retirement Program.
Modernizing our systems is a
critical step toward providing

state-of-the-art benefits
counseling and employee self
service benefits modeling tools
and for effecting significant e-
initiatives. RSM will provide
for electronic transmission and
storage of employee specific
data, government-wide, that
will ultimately result in real-
time claims processing
environment. This
contemporary approach to
benefits administration will
make the Federal government
a more competitive employer.
The Inspector General
identified the RSM project as
another of OPM's major
management challenges, due
to the amount of resources
dedicated to this multi-year
project. OPM is addressing this
concern by complying with all
of the requirements of the
Clinger-Cohen Act, and
aggressively monitors
expenditures against a
comprehensive Capital

Asset Plan.

Performance of the Health
Benefits Program

The Inspector General also
identified improving the
performance of the Health
Benefits Program as a
management challenge for
OPM. Our management of this
program is affected by health
care cost trends and other
factors which we can plan for,
but cannot control. For
instance, the covered
population is aging, the use of
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prescription drugs and medical
services is increasing, and the
number of health plans
participating in the program
each year is declining. Our first
and foremost concern is
keeping the program
affordable for employees. To
improve the effectiveness of
the program in this environ-
ment, we will need to imple-
ment changes that allow us to
maximize resources and
incorporate flexibilities that
produce the most cost-
effective benefits package, and
are pursuing these actions in
FY 2002.

IMPLEMENTING THE
PRESIDENT'S MANAGEMENT
AGENDA IN OPM

OPM is taking a
comprehensive approach to
implementing the five
governmentwide and cross-
cutting initiatives in the
President's Management
Agenda. Reflecting the priority
assigned to assuring internal
progress, a senior career
executive has been designated
to lead agency efforts and will
dedicate 100% of his time to
the initiatives in the Agenda.
He leads an internal task force
that consists of executive
owners of each of the five
initiatives. They meet formally
on a weekly basis, and
monthly with their OMB
counterparts to track progress
on the action plans associated
with each of the initiatives.



OPM's actions are summarized
below.

1) Strategic Management of
Human Capital

OPM has created a
comprehensive action plan to
address all elements of the
President's human capital
initiative, including the
restructuring plans described
above. This plan builds upon
the initial proposals, strategies
and commitments we made in
the September 2001
restructuring plan. It includes
specific actions to:

» |dentify mission-critical
occupations in light of the
FY 2002 agency
restructuring, by May
2002;

» |dentify new or revised
competency requirements
for these occupations, by
October 2002

» Establish plans for a
comprehensive
Accountability System, by
December 2002;

» Improve OPM's web pages
to promote OPM as an
employer of choice, and
provide information about
specific OPM job
vacancies, by August
2002.

2) Competitive Sourcing

In support of the President's
Management Agenda, we are
committed to pursuing
opportunities for competitive
sourcing and the promotion of
competition. OPM has estab-
lished and is implementing a
competitive sourcing program
that includes the following
elements for FY 2002:

» Hiring an expert
commercial consultant to
assist OPM in conducting
public-private
competitions and direct
conversions;

» Initiating four public-
private direct conversions;

» Hiring a dedicated
competitive sourcing
specialist; and

» Developing our FY 2002
FAIR inventory, which will
identify additional
positions to be competed
in FY 2003.

3) Improve Financial
Performance

To meet the President's goals
for improved financial
performance, OPM must take
action to reduce erroneous
payments and to ensure that
our financial systems produce
accurate and timely
information. OPM has already

taken significant steps toward

this

goal, by implementing the

first phase of a new financial
management information

system. This system went into
effect on October 1st, 2001,

and

will be fully implemented

by the end of FY 2002.

» Continue to generate

>

>

consolidated financial
statements that receive
unqualified audit opinions,
in the face of accelerating
year-end and quarterly
reporting timeframes and
additional disclosures in
financial statements.

Address all reportable
conditions and resolve our
weaknesses the
noncompliances of our
financial management
systems with the Federal
Manager's Financial
Integrity Act (FMFIA) and
the Federal Financial
Management
Improvement Act (FFMIA).

Establish fundamental
systemic and procedural
control over our Revolving
Fund and Salaries and
Expense account activities.
The implementation of our
new core financial
management system is an
enormous step in this
direction.
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» Identify all improper
payments, and take
further measures to
reduce the amount of
improper payments we
make to Retirement
Program annuitants and
survivors.

» Enhance our control over
the payments we make to
community-rated Health
Benefits Program carriers,
by implementing our
enrollment and premium
reconciliation system.

Two of the IG's management
challenges, improving internal
controls over our Revolving
Fund and Salaries and
Expenses Accounts and
improving financial oversight
of the FEHBP program are
addressed by the actions we
are have described above.

4) Expanding Electronic
Government

OPM is aggressively moving
forward to meet the criteria in
the President’s e-initiative. We
are leading five
governmentwide technology
projects in FY 2002 that will
have wide-reaching
implications for saving
taxpayer money and improving
efficiency, and meeting the
mandates of the Government
Paperwork Elimination Act.
These projects will use
information technology to
foster e-Government among a
wide variety of stakeholders.

» The Enterprise HR
Integration project will
lead to the consolidation
and modernization of
Federal HR systems. The
Human Resources Data
Network (HR-DN) is the
first step in this process.
It began as an initiative of
the Federal Human
Resources Technology
Council (HRTC). The HR-
DN will reengineer
government-wide HR
recordkeeping and
reporting practices to
facilitate the use of
human resources data by
a variety of stakeholders,
streamline and improve
government-wide
reporting, eliminate the
need for paper employee
records, and enable the
electronic transfer of HR
data throughout the
Federal sector. This project
will be expanded in FY
2002 to encompass a new
vision of fewer HR
delivery systems.

> A related e-Government
project will be our
leadership of a
governmentwide effort to
consolidate and
modernize Federal payroll
systems and services. The
goals of this project are to
modernize payroll systems,
reduce costs of routine
operations, consolidate
human resource and
payroll data, and
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standardize human
resource and payroll policy
and processes
governmentwide.

» We are also leading three
other e-Government
projects: e-Clearance,
e-Training, and Recruit-
ment One-Stop. These
initiatives will use
Internet-based
technologies to accelerate
and streamline service
delivery to citizens, reduce
paperwork burdens on
business, improve
management and
responsiveness of joint
federal-state-local
programs, and apply
commercial best practices
to improve government
operating efficiency.

The IG identified OPM's
leadership of these five e-
projects as a management
challenge, based on the need
to simplify the underlying
business processes and unify
government operations. OPM
will need to work closely with
OMB and other Federal
departments to make these
projects successful, and is
already pursuing this path.

5) Integrating Performance
and Budget

To support the President's
Management Agenda, we must
implement an improved cost
allocation system that will
allow us to monitor accurately



the performance of our

programs and integrate it with
associated cost, and develop
improved measures of program
effectiveness. Beginning in FY
2002, OPM implemented a
zero-based budgeting process
that is giving us the ability to
identify resources by program
goal. We also used this
information in preparing our
FY 2003 Congressional Budget
Justification and Annual
Performance Plan. Additional
specific actions we will take
include:

> Realigning staff in the
Office of the Chief
Financial Officer to
improve delivery of
budget and financial
services to programs, by
September 2002;

» Revising OPM's Strategic
Plan, by September 2002;

» Preparing a
comprehensive evaluation
and performance
measurement plan,
mapped against the
revised Strategic Plan, by
September 2002;

» Submitting a
performance-based
budget request for FY
2004, in September 2002;
and

» Completing full
implementation of an

improved cost allocation
system by September
2003.

The President's initiative to
integrate performance and
budget embodies the basic
purpose of the GPRA. The IG
identified OPM's
implementation of the GPRA
as a management challenge
for OPM, in part because of
the complexity of measuring
outcomes for functions which
are governmentwide and
policy-oriented, and in part
because human resources
management in the
government is decentralized.
OPM is addressing these

concerns through its actions to

implement the President's
initiative.

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 U.S.C.
3515(b).

» The statements have been

prepared from OPM's
books and records in
accordance with the
generally accepted
accounting principles for
Federal entities and the

formats prescribed by the
Office of Management
and Budget. 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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Annual Performance
Goals and Results




Performance for FY 2001 Goals and Objectives

Strategic Goal I. Our FY 2001 Annual Performance Plan described 24 annual performance

goals and 12 Strategic Objectives under Strategic Goal I. We met 21 of these and, in so doing,
improved the ability of employing agencies to recruit and retain a workforce that is citizen-
centered, results-oriented, market-based, and characterized by quality of service.

Office of the Director Goal: Shape the Administration’s direction on Federal human

resources policy issues.

OPM met this goal by playing a key role in FY 2001 to support the President's human cap-
ital management reform initiative. The agency collaborated with OMB to define the objec-

tives and identify effective strategies for the workforce analyses and restructuring plans

required from all agencies as the first step in this initiative.
It provided training sessions for top agency executives and
OMB examiners on these objectives and strategies. It also
provided direct assistance to agencies, including advice

and models for conducting workforce analyses and direct
statistical computations when requested by agencies. OPM
partnered with OMB to develop the Standards for Success
for assessing the status and progress made on the human
capital initiative for the Executive Branch Scorecard for the
President’s Management Reform Agenda. The agency estab-
lished a firm footing for more robust measurement of effec-
tive human capital management by collaborating with a pri-
vate sector consortium to identify the most useful measures
of the impact of human capital actions on achieving mission
results. This project, conducted with the assistance of the
Human Resources Management Council, resulted in the OPM
Human Capital Scorecard, a tool for assisting agencies to
improve their management and deployment of human
resources. The Scorecard, which complements the Executive
Scorecard, was issued in December 2001.

OPM played a direct role in the government's response to
the terrorist attack on the United States. OPM'’s extensive
communication network with agencies was used to deter-
mine, within hours, the numbers of Federal employees
directly affected through either personal loss or damage to
their workplace. Within days, Director James was working
with the President's staff (and later the Office of Homeland
Security), the D.C. Mayor's office and the Metropolitan

At this critical
time in our
nation’s history,
when freedom
and liberty are
on the line,
government
has serious
responsibilities.
We need capable
and talented
citizens doing those
important jobs.
We need them in the
federal government,
we need them in
state government,
and we need them
in our local
governments.
—Kay Coles James
address to the
Virginia Human
Resource
Conference
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Washington Council of Governments to develop better plans for handling future security
emergencies in the Washington, D.C. area and emergencies affecting Federal workers
nationwide. Also within days, OPM took actions to enable agencies to staff positions
critical to the War on Terrorism, such as implementing emergency hiring flexibilities,
establishing a Patriot Readiness Center where retired Federal employees could register to
re-enter the workforce in critical positions, and completing background investigations
and fingerprints. OPM continued to provide assistance as FY 2002 began, for example,
by creating a Homeland Readiness and Security Jobs link in USAJOBS.

In the FY 2001 HR Directors’ Customer Satisfaction Survey, 79% agreed that OPM focuses
on the appropriate issues, initiatives, projects and policies. In addition, 76% agreed that
OPM provides useful human capital policy guidance, programs and strategies, and 85%
agreed that OPM collaborates effectively with agencies in the development of effective
human capital management actions and strategies.

Strategic Objective: A flexible, competitive and performance-oriented compensation and
benefits environment that allows the Government to recruit, manage and retain a quality
Federal workforce is developed by FY 2002.

m Options for performance-oriented approaches to strategic compensation in

the Federal government are formulated and vetted among stakeholders so that legislative
proposals can be drafted and forwarded for action.

mm Performance improvements in agencies throughout the government are

promoted by maintaining a flexible, decentralized policy framework for managing employ-
ee performance, particularly through the effective use of appraisals and awards.

lﬂml- The Federal employee benefit programs are enhanced to offer a more flexi-

ble range of benefits as OPM develops proposals for new benefit offerings and implements
new programs.

The strategic objective is on schedule as the three annual goals supporting it were met.
OPM worked on some initial internal planning documents that included some options for
making far-reaching proposals for altering the pay and job evaluation systems for Federal
white-collar work. After initial vetting of these pre-decisional documents with senior
OPM officials, the agency undertook preparation of a white paper to lay out the case for
modernizing Federal pay. The paper also raises the issues that will have to be addressed
to deal with the problems of the current systems and establish modern systems where
performance would be valued and rewarded more than hierarchy and time in service.

To support the President's management goal of ensuring a citizen-centered, results-
oriented, and market-based government, the agency developed a workshop about
measurement of managerial performance using balanced measures of results. The work-
shop was extremely well received at the Strategic Compensation Conference. With its
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emphasis on results and assessment of customer and employee perceptions, this material serves
the President’'s management agenda particularly well. In addition, the measurement approaches
the workshop covers are well suited to establishing links between pay and performance.

In addition to taking the long view for modernizing compensation, OPM worked on other
compensation initiatives. It supported the President's Freedom to Manage initiative by
working closely with OMB to complete drafting and revision of legislative proposals. The
agency issued final criteria under which the Internal Revenue Service may establish broad-
banding systems and continued to confer with them about their application. It convened
an internal cross-program working group to consider a comprehensive approach to com-
pensation and benefits for kinds of various law enforcement work. This latter effort could
take on additional significance in the wake of the events of September 11.

OPM continued to convene stakeholder discussion groups as outlined in the Strategic
Compensation Initiative process. These groups examined technical and policy issues to
identify approaches that might be relevant and useful in Federal organizations. Part of the
effort included drafting a set of goals and principles for a reformed Federal compensation
environment and vetting them with stakeholder leadership for reaction and refinement.
These goals and principles are intended to help guide the specific proposals for reform.

The agency achieved the major milestones in its benefits design and policy agenda and
met its scheduled commitments for the Long-Term Care Security and the Federal
Erroneous Retirement Coverage Correction Acts (FERCCA). The Federal Long Term Care
Insurance Program provides Federal employees with greater flexibility in selecting benefit
options to meet their individual needs, while FERCCA provides affected employees the
option of correcting their retirement coverage status.

Employees’ perceive that individual performance appraisal is a fair reflection of their per-
formance as measured by a 1% increase in the percentage of favorable ratings in the
annual Merit Systems Principles Questionnaire. This increase is an annual increment to
reach a 5-year strategic target of a 5% increase in favorable ratings.

FY 1999 FY 2000  FY 2001 FY 2001

MSPQ Result Results Results Target Actual

Performance Appraisals are Fair 64% 67% 66% 66%

Strategic Objective: A model for workforce planning, analysis, and forecasting, plus state-
of-the-art tools and strategies for recruitment, selection and succession planning, are available
to agencies by FY 2002.

IMI- A model for workforce planning, analysis, and forecasting (initially

enhanced by a direct link to Census, Labor, and education data with expansion of databases
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in later versions) is in place so that agencies can enhance
workforce quality for mission critical occupations by selecting
from a diverse pool of well qualified applicants, and by con-
ducting effective succession planning.

Neither the annual goal nor the strategic objective were met
during FY 2001 since OPM did not finalize the requirements
for the comprehensive version of the Workforce Planning and
Analysis Model. However, the agency made progress on this
initiative as it expanded its governmentwide leadership role
in workforce planning by educating and assisting the Federal
community with their workforce analysis and restructuring
plans as required by the President’s Management Agenda.

To complete the initiative, OPM established a team to
research tools already developed that could be shared, and
learned about Army's Workforce Analysis and Forecasting
system. The agency jointly sponsored with Army a seminar to
showcase the Army tool. OPM continues to maintain and
update a comprehensive collection of workforce planning
tools available to agencies, including the Army system,
through its Workforce Planning Web site.

An online workforce planning guide was added to the Federal
Workforce Planning Model Web site in December 2000. The
Web site and guide served as a roadmap for assisting agen-
cies with their workforce analysis and workforce restructur-
ing plan. The agency also added competency assessment
tools to the Web site in June, allowing agencies to identify
skill gaps in their current workforce.

Strategic Objective: Federal agencies have an increased
understanding of and commitment to a family-friendly workplace
culture that helps workers balance their careers and personal
responsibilities.

:

(NENEOEINES To promote work/life and wellness programs

In our most
dynamic and
successful
corporations,
modernized HR
departments help
their corporate
executives determine
future workforce
needs with strategic
planning and
competitive analysis,
providing a firm
foundation and
a business case
for their recruitment,
retention,
compensation and
employee training
programs. They look
at their personnel
not as “overhead,”
not as a “cost of
doing business,"
but as “strategic
human capital” to
be managed and
invested in.
—Kay Coles James
Nov. 15, Excellence
In Government

governmentwide and provide agencies with policy guidance and information resources on a

full range of work/life and wellness initiatives.

Both the annual goals and strategic objective were met. OPM staged a series of confer-
ences, seminars, and working groups that attracted representatives of many Federal agen-
cies and consistently achieved high ratings for the quality of service provided.
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In January and March the agency conducted Employee
Assistance Program (EAP) Roundtable meetings with repre- It'S a management
sentatives of 29 agencies to facilitate peer-networking dis- imperative that
cussions. In March 2001 more than 300 people attended the we start making

seminar “Telecommuting Works,” which addressed how better use of

telework in the
federal government

work/life practitioners, managers, supervisors, and program
coordinators could implement strategies to advance
telecommuting in their agencies. Two months later, represen-

tatives of 50 agencies attended a meeting on the child-care if we are going to
subsidies program, which provided program updates and be competitive
guidance as well as a discussion of agency experiences. In employers in the
June the agency sponsored a semi-annual meeting for 21st Century.

Federal Work/Life Coordinators. It also conducted presenta-

—Kay Coles James
tions in May and June to Federal Executive Boards in

Chicago and Seattle on how to implement, support, advance,
and promote telework in the Federal sector.

Although the survey of HR Directors revealed that the agency hasn't met the targets set
for leadership in many of its work life programs, two indicators improved over previous
years' results and another was just a point shy of the target

Percent Satisfied with Policy Leadership

FY 1998 FY 2000 FY 2001 FY 2001

Program Area Results Results  Target Actual
Work & Family Programs 90% 949% 949% 93%
Workplace Violence 90% 82% 90% 84%
Employee Assistance Program 849% 72% 84% 70%
Health Promotion/Disease Prevention 47% 66% 68% 74%

Strategic Objective: Effective and cooperative labor-management relationships continually
improve performance and service to the public.

:

(OWENEIEIRRE® Federal agencies have increased understanding and commitment to effec-
tive employee and labor-management relationships that improve performance and service
to the public.

OPM met its annual goal during FY 2001 and is meeting this strategic objective as the agency
achieved several performance indicators it established for FY 2001. For instance, surveys of
participants in appropriate HRMC Networks and at the Symposium on Employee and Labor
Relations (SOELR) demonstrated that agency specialists are satisfied with OPM leadership in
this area.
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In addition, thirteen proposed or final requlations were sent out for comment to unions holding
governmentwide consultation rights. The agency also contacted the unions directly to discuss
proposed policy changes in greater detail and to schedule briefings. The agency held six meet-
ings of the HRMC Network on Employee Relations and six more on the HRMC Network on
Labor Relations, as well as an Open ER Forum Meeting. These sessions covered new case law,
new and proposed legislation, Executive orders and Administration policies, and continuing

and emerging issues, such as computer misuse and the anthrax crisis.

While employees’ perceptions regarding how poor performance is addressed fell short of
the target set for FY 2001, this indicator remains just above 30 percent.

FY 1999 FY 2000 FY 2001 FY 2001

MSPQ Result Results Results Target Actual

Steps are taken to deal with poor performers  32% 31% 34% 32%

Strategic Objective: Streamlined agency hiring, which incorporates new hiring authorities,
computer technology for on-the-spot examining and an assortment of competency-based employ-
ment assessment tools that can be tailored to agency requirements, is in place by FY 2003.

mm Flexible, cost-effective, governmentwide intern programs that incorporate
competency-based assessment tools are available so that agencies can identify high quali-

ty, diverse candidates for mission critical occupations

m Organizational assessment tools are available to agencies to improve gov-

ernmentwide performance, including customer service.

OPM met both of the annual goals during FY 2001 and are on the way toward meeting
this strategic objective in FY 2003.

For instance, new hiring programs and expanded assessment tools were established to
meet agency needs. In addition, the agency rolled out the Federal Career Intern Program
at a presentation before Federal agency representatives on January 2001, and followed up
with presentations at the National Academy of Public Administration in February, at a
Career Services Conference in Puerto Rico in May, and at the Performance Institute in July.
OPM also covered assessment options for use with the Program at the Solutions
Workshop in Atlanta in July.

The Performance America network, established to promote the development of high-per-
formance organizations, continues to grow, and members are moving toward Internet-
based administration of the Organizational Assessment Survey (OAS). It now includes
approximately 40 organizations, with $1.7 million in new business. OPM continued to
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develop the Performance America Assessor, an Internet-based suite of applications for
survey creation, response collection, and results distribution, incorporating new features
such as the ability to provide online surveys in Spanish.

Strategic Objective: By FY 2003, governmentwide hiring selections are based on broader
measures of job-related competencies, and occupation definitions are aligned so that they are
compatible with those used in the private sector.

lmm A validated competency-based approach to qualification standards and

assessment policies are implemented governmentwide.

OPM did not meet the annual goal but is still progressing toward the strategic objective.

The agency made great strides in improving governmentwide qualification standards and
assessment policies. It undertook governmentwide studies for Information Technology (IT),
Science and Engineering, and Trades and Labor occupations. The IT survey was administered
and preliminary analyses conducted. As a result of the Accountant and Information
Technology pilots, the agency is making significant changes in its original strategy. It is now
collecting additional data and making changes to the original profile design to ensure the
new standard conforms to human resources statutes and requlations. The pilots highlighted
a need for a more comprehensive strategy that will make implementation of the new stan-
dards more helpful to Federal agencies. It is rewriting the operational guide for implement-
ing competency-based job profiles to incorporate these changes.

Strategic Objective: Human resources development strategies result in Federal training
being a more outcome-oriented, measurable improvement function by FY 2004.

:

(OWLRCOEIPAY OWR human resource development (HRD) leadership enhances workforce
performance, increases use of learning strategies to achieve organizational performance
goals, and improves HRD management.

OPM is meeting this strategic objective. Its leadership activities and advisory and consul-
tative roles with agencies and organizations outside the government have provided meth-
ods and tools to enable agencies to implement and enhance their HRD strategies to
address their workforce development needs.

The agency led an interagency workgroup that developed and presented two workshops on
integrating training into the strategic planning process, "Make a Wise Investment: Plan
Training Strategically and Get Results.” It also conducted two meetings of the Training
Technology Implementation Group via satellite broadcast so that agency field staff could
participate.

The percentage of employees who believe that workers receive training needed to improve

organizational performance rose 4 percentage points in FY 2001, after declining slightly in
FY 2000
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FY 1999 FY 2000 FY 2001 FY 2001

MSPQ Result Results IS Target Actual

Employees are educated and trained when it will

result in better organizational performance 58% 57% 62% 61%

Strategic Objective: Efficient and cost-effective human resources technology improve-
ments, designed through the governmentwide Human Resources Technology Council, are avail-
able to all agencies by FY 2004.

lﬂm Governmentwide human resources business process redesign, systems mod-

ernization efforts, and planning initiatives to fully exploit the use of modern automated
technologies are pursued by the Human Resources Technology Council (HRTC) as a result of
the leadership and support provided by OPM.

lﬂm Governmentwide human resources management (HRM) recordkeeping and

reporting practices are reengineered to facilitate the use of human resources data and to
streamline and improve HRM reporting governmentwide.

OPM met both of the HRTC related goals during the year and is on track to achieve its
strategic objective. The agency made significant progress planning for the design and
development of the Human Resources Data Network (HRDN) and the identification of the
data it will receive, exchange, and store. It identified data from more than 115 paper
forms currently stored in 1.8 million personnel record folders. The HRDN Program is now
positioned to standardize for all agencies the data required for an electronic Official
Personnel File, data required for exchange between government agencies, data required by
agencies and oversight entities to analyze HR policy effectiveness and workforce manage-
ment, and data required for employee review.

Eight major deliverables were completed using interagency workgroups, program staff, and
contractors. All products were completed within schedule, and within terms of firm, fixed-
priced contracts (where appropriate), and at acceptable quality standards.

Strategic Objective: The personnel security community makes effective use of the inves-
tigative policy we establish and the leadership we provide as a member of the U.S. Security
Policy Forum..

m Only suitable applicants, appointees and employees are hired for, and

remain in, the Federal competitive service.

lmm Promote uniform application of investigative standards mandated by

statute and Executive order by developing and implementing governmentwide investigative
policy.
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Both of the annual goals and this strategic objective were met. OPM customers continue
to report a very high level of satisfaction with our leadership in investigative policy.

Determinations Completed
1,650

1,600 1,588

1,560

FY 1999 FY 2000 FY2001 Target FY 2001 Actual
The number of directed removals was lower than expected because the agency received
fewer serious issue cases requiring OPM intervention. Of the 1,588 determinations made
in FY 2001, only one has been reversed upon appeal to the Merit Systems Protection

Board. One determination was also affirmed in OPM'’s favor by a Federal Circuit Court.

FY 1999 FY 2000 FY 2001 FY 2001

Performance Indicators Results Results Target Actual
Determinations Completed 1,560 1,433 1,500 1,588
Directed Removals 58 37 100 41

During the security/suitability appraisals conducted in FY 2001, OPM again paid particular
attention to agencies’ implementation of the investigative standards and adjudicative
guidelines approved by the President in 1998. The agency reviewed agencies’ internal reg-
ulations to ensure that full implementation had taken place. If they had not been fully
implemented, OPM worked with the agency to ensure that they were on course for compli-
ance with the Presidential mandate. The agency has found that it needs to continue to
educate agencies in this area to ensure that they are in full compliance. OPM gathers this
information in its security appraisal visits and/or through conversations with agency rep-
resentatives. Although the agency did not survey HR Specialists about their satisfaction
with its information sharing on suitability determinations, other customer surveys
revealed satisfaction levels near 90% or better, as shown below. OPM is working with its
customers to address any concerns about case content and quality.
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HR Specialists FY 1998 FY 1999 FY 2001 FY 2001

Customer Satisfaction Results Results Target Actual
Satisfaction with Content & Quality 949 97% 95% 93%
Satisfaction with Timeliness 87% 90% 87% 89%
Satisfaction with Policy Guidance & Support 87% 92% 88% 95%

Strategic Objective: By FY 2004, the government's executive personnel systems will
appropriately distinguish leadership and technical/professional attributes and help agencies
develop, select and manage an exceptional executive corps.

IEEEEI‘ Complete the first phase of a comprehensive, long-term study of the

organization, structure, and composition of the Senior Executive Service and other senior
personnel systems.

mm Agency SES performance management systems help to improve individual

and organizational performance, hold executives accountable for results, and provide an
adequate basis for personnel decisions.

While OPM did not meet the first of its two annual goals pertaining to the executive per-
sonnel system, the agency continues to work toward our strategic objective. OPM planned
to begin the review of legislative history, studies, and reports on the structure of the SES
and to hold informal meetings and discussions with stakeholders in order to develop a
series of draft options or alternative structures. However, priority activities related to the
extended Presidential transition and lack of sufficient staff caused the agency to defer the
bulk of the effort until FY 2002. This effort will include a special study that will compile
background information to support the structure study.

In October 2000, OPM published revised governmentwide performance management requla-
tions for the SES which emphasize accountability for results, increase agency flexibility to
develop performance management systems tailored to their needs, and require consideration
of customer satisfaction and employee perspective in performance plans and evaluations.

Strategic Objective: Clear and effective human resources regulations, policies, and
guidance continue to be developed, implemented, and communicated to support agencies'
missions and to carry out the will of the Congress and of the President, as expressed in law
and directive.

(SO RCOEIRD Improve HRM policies and programs so that they are more effective,
efficient, and mission focused.

(WLRCOEIREIP Agencies make use of alternative dispute resolution (ADR) programs in
order to make dispute resolution a more timely, cost-effective, and less divisive process.
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i

Regulations and guidance needed to carry out the policies of a new
Congress and a new President, to meet emerging needs and to "fine-tune" policies newly
implemented in FY 2000, are developed and communicated to agencies for use when
recruiting, selecting, promoting, reassigning, or downsizing.

:

Needed changes in all significant workforce compensation and perform-
ance policies and programs are identified, and changes are introduced so that Federal
agencies are better equipped to respond to changing human resources needs in the 21st
century.

:

WESNEREIRZ® Governmentwide position classification and job grading systems are
improved to include more up-to-date standards and to apply more streamlined approaches
to classification

|

Federal workforce diversity and veteran hiring efforts for Executive Branch
departments and agencies are monitored and reported on, and policies, guidance, and
strategies are developed, to assist agencies in increasing diversity levels in key Federal occu-
pations and at key pipeline grade levels as they endeavor to achieve a workforce represent-
ing all segments of society, honoring national values placed in law

OPM met all of the six annual goals for this strategic objective during FY 2001 and is
achieving the objective. The agency developed and implemented clear and timely human
resources policies, requlations, and guidance throughout the year in accordance with the
initiatives of the new Administration.

Also, OPM issued five reports in FY 2001 that should have significant impact on human
resources management. For example, one report issued a “wake-up” call to agencies to
improve their selection and development of supervisors in anticipation of the large num-
ber of impending retirements. The report's findings were widely reported in the media.

The agency's other studies were: "Telework Works: A Compendium of Success Stories,”
"Veterans: Getting Their Preference,” "Federal Benefits Counseling,” and a follow-up to a
1997 OPM study on the extent to which Federal agencies announce vacancies that require
public notice. This follow-up study found a nine percent increase in the number of vacan-
cies that receive public notice.

The agency finished research on four special studies in FY 2001 and began research on
nine new special studies. Some of these topics are: pass/fail performance rating, alterna-
tive dispute resolution, Internet recruitment, job analysis, merit promotion, awards, quality
step increases, how work/life programs help recruitment and retention, and why individu-
als should answer the call to Federal service. Some of these studies will be published for
external audiences; all of them will provide input to OPM policy-making efforts.
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OPM continued to oversee evaluations of all active demonstration projects and approved
the baseline/implementation report for the Acquisition Demonstration Project. It also
conducted an on-site evaluation at one of this project’s sites to assess allegations of
adverse impact on protected groups.

The agency also continued to entertain demonstration project inquiries from agencies.
Work began in earnest to develop a proposed new demonstration project creating a senior
professional corps at IRS to parallel the SES, but focusing more on high-level technical
rather than executive competencies. In addition, even though DoD Laboratory
Demonstration Projects were removed from OPM authority, OPM continued to monitor
implementation, conduct, and evaluation of these projects through participation in the
Laboratory Quality Improvement Panel (LQIP) and ongoing dialogue with project managers.

Lessons learned from demonstration projects had a major impact on the development of
the Administration’s proposed Managerial Flexibility Act of 2001. Some of the flexibilities
proposed in the bill for application across government were first successfully tested as
demonstration projects, such as the categorical grouping of job applicants in lieu of
numerical rating and ranking. The Act would expand the demonstration project authority
itself by streamlining its provisions and by creating an Alternative Personnel System
authority which would allow tested innovations, like pay banding, to be applied adminis-
tratively by OPM to agencies that wish to adopt them. In this way the impact of demon-
stration projects would be permanently multiplied, by allowing them to spread without a
special act of Congress.

Sixty-five percent of employees believe that workers are treated fairly and equitably, as
demonstrated by the FY 2001 Merit Systems Principles Questionnaire.

FY 1999 FY 2000 FY 2001 FY 2001

MSPQ Result Results S Target Actual

Employees Treated Fairly
and Equitably 63% 65% 65% 65%

OPM worked closely with OMB to develop and refine a series of legislative proposals that
were incorporated into the new Administration’s first major legislative proposal designed
to address strategic human capital issues. Part of the President’s Management Agenda
announced in August 2001, this proposal includes a number of new pay flexibilities de-
signed to improve the usefulness of recruitment and relocation bonuses, retention allow-
ances, and special salary rates. The package also includes provisions designed to simplify
and restore confidence in the fairness of individual pay administration determinations.

In response to requests from the Chief Information Officers (CIO) Council and human

resources directors for additional compensation flexibility to address IT recruitment and
retention problems, the agency authorized new special salary rates for about 33,000
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current IT workers governmentwide in January 2001. This action won praise from the CIO
Council and the National Academy of Public Administration as a necessary first step
toward resolving these issues.

In response to concerns about employees who are required to perform long hours of over-
time work in connection with the national emergency that began on September 11, 2001,
OPM developed a legislative proposal to increase the annual premium pay limitation when
the President declares an emergency.

As a part of a broad-based initiative to encourage telecommuting among Federal agen-
cies, the agency reviewed management policies and guidance to ensure that these ade-
quately support successful results-based performance management for employees who
telecommute. It ensured that policies and guidance were broadly written to cover man-
agement of off-site work.

Weighted Average Age of
Classification Standards

Months

FY 1999 FY 2000 FY 2001 Target  FY 2001 Actual

OPM issued six new job family classification standards in FY 2001, resulting in a substan-
tial decline in the average age of classification standards, weighted by Federal population
size. One of these new standards covered IT specialists and was part of the agency's inte-
grated effort to improve HR systems to meet current needs. OPM worked with the CIO
Council in developing that standard.
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OPM's surveys of human resources directors report the following

Percent Satisfied with Policy Leadership*

FY 1998 FY 2000 FY 2001 FY 2001

HR Directors Results Results Target Actual
Suitability Determinations 70% 58% 72% 86%
Employment Information 849% 86% 86% 86%
Selection and Promotion 76% 76% 78% 89%
Workforce Restructuring 81% 79% 80% 53%
Performance Management 85% 78% 80% 80%
Position Classification

and Management 58% 68% 70% 82%
Pay and Leave Administration 78% 87% 87% 91%
Federal Wage System 67% 62% 69% 74%

*In the FY 2001 survey, the question was changed to focus on the usefulness of OPM policy guidance

After consulting with the Federal human resources community, OPM made permanent the
Interagency Career Transition Assistance Program and the Career Transition Assistance
Program. These programs extended the safety net for displaced employees by giving them
priority placement, but only in jobs for which they are well qualified and for which they
specifically apply.

In order to streamline Federal hiring and promotion processes, the agency updated or
abolished 109 wage grade and General Schedule qualification standards, and created or
amended numerous excepted service appointing authorities to help shorten the time it
takes to hire new employees.

FY 1999 FY 2000 FY 2001

Federal Workforce Results Results Results
Women 43.5% 43.8% 44.0%
All minorities 30.0% 30.4% 30.8%
Hispanics 6.4% 6.6% 6.7%

OPM conducted two workshops about the Federal Equal Opportunity Recruitment Program
(FEORP) regulations and Federal agency roles and reporting requirements. More than 200
agency representatives attended.
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Strategic Objective: Support the Voting Rights Act of 1965 (Public Law 89-110) by
providing observers for elections, and examining and producing lists of eligible voters who
are protected under the provisions of the Act.

(OO RCHEIRD To ensure voting rights are protected under the Voting Rights Act.

OPM continued supporting the Voting Rights Act and protecting voting rights during

FY 2001 as it provided 651 observers and 48 examiners in 14 states, covering 364 polling
places. This included support for 18 elections held at locations where the predominate
language of voters was other than English..

Strategic Goal Il. We continued to ensure that the merit system is consistently honored
across the Federal government. In our oversight of the merit system, we completed our sched-
uled reviews of eight large and nine small agencies and 96 delegated examining audits. These
activities resulted in our achieving all of the 7 goals described in our fiscal year 2001
Performance Plan.

Strategic Objective: Agencies adhere to the merit principles and other laws, rules, regula-
tions, and public policies governing human resources management.

(VSO RCOEIRY Improve and support the high standard of agency adherence to the merit
system principles and other laws, rules, regulations and public policies governing Federal

human resources management.

i

Ensure that all career SES selections, particularly those of non-career
employees for career SES appointments, comply with merit principles; and that the use of
non-career and limited appointment authorities complies with statute and regulation.

lmm Agency personnel security programs are made more effective as a result of

OPM evaluations which note best practices, identify deficiencies and make recommenda-
tions for improvement.

OPM met its three annual goals during the year. Thus, this objective is being achieved.
Merit systems reviews reflected that most agencies were substantially in compliance with
merit principles and HR laws and requlations. Where inconsistencies were identified, the
agency worked closely with those organizations to ensure their practices were brought
back into compliance. All problems uncovered during the oversight reviews were resolved
in an appropriate and timely manner.

The agency conducted comprehensive reviews of HR programs in eight large agencies and
nine small agencies, as well as 96 delegated examining audits. In addition, we completed
an inventory of all Federal agencies to determine if they are subject to our oversight
review and to identify their authority to appoint, pay, and conduct other HR activities
outside of title 5, U.S. Code. As a result, OPM doubled its coverage of small agencies to
80 and added these agencies to its reqular review schedule.
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Merit staffing reviews were conducted of all proposed SES career appointments of individ-
uals from non-career positions. The agency did not encounter any cases that did not
meet the intent and spirit of the law.

OPM carried out 11 inspections and evaluations of agency personnel security program
operations, identified deficiencies, and made recommendations for corrective actions. The
agency is intensifying its training efforts and working with the USDA Graduate School to
make sure that there are always courses available to assist agencies in meeting their
security and suitability responsibilities.

In course evaluations, 88% of trainees rated the ten modules of the course good or excel-
lent. Six of nine measures in the annual Merit Systems Principles Questionnaire that
reflect the Federal workforce's perception of the equity and merit in the workplace met or
exceeded the FY 2001 target, and two of the three that did not were within the margin of
error for the questionnaire.

Percent Favorable Responses
Merit FY 1999 FY 2000 FY 2001 FY 2001

System Principle Results®™  Results Target Actual

1. Recruit, select and advance on the
basis of merit. 62 64 stable 65

2. Treat employees and applicants fairly
and equitably. 63 65 stable 65

3. Provide equal pay for equal work,
and reward excellent performance 44 45 improved 47

4. Maintain high standards of integrity,
conduct, and concern for the public
interest. 76 76 stable 68*

5. Manage employees efficiently and
effectively. 55 54 improved 55

6. Retain or separate employees on
the basis of their performance. 65 66 stable 68

7. Educate and train employees when it
it will result in better organizational
and individual performance. 58 57 improved 61

8. Protect employees from improper
political influence. 67 70 stable 69

9. Protect employees against reprisal
for the lawful disclosure of information. 41 47 improved 44
*Questions were changed in the FY 2001 survey. Therefore a comparison to prior year's data is not meaningful.
** The FY 2000 results, reflected in the table above, differ slightly from the results reported in the FY 2000 Performance Report.

The prior numbers were incorrectly reported in that they reflected the employee responses only rather than the entire population of
people who responded to the survey.
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Strategic Objective: By FY 2003, agencies have implemented

accountability systems that effectively hold responsible officials Creating a culture
accountable for their human resources operations and results. of performance
means attaching a
Improve agency accountability for conduct- new seriousness and

ing HRM in accordance with the merit system. new rigor to the

federal government's

OPM is on track to meet this objective in FY 2003. In January )
evaluation and

2001, Executive order 13197 was issued, giving OPM clear

authority to require that agencies establish and maintain accountability

HRM accountability systems. A multi-agency taskforce measures. Our
drafted a concise set of accountability systems standards, appraisal systems
now under review, in preparation for issuance in FY 2002. must again become a

OPM also maintains an accountability database to track ] ]
vehicle for measuring

and recognizing
excellence.
—Kay Coles James

agencies’ internal accountability efforts. Currently, eighty
agencies are covered in this database. OPM's surveys of
human resources directors reveal the following:

HR Directors Survey Results

HRM Accountability FY 1998 FY 2000 FY 2001 FY 2001
Systems Results Results  Target Actual

Percent Satisfied with Policy Leadership  60% 60% 62% 86%

Percent Satisfied with their Opportunity
for Involvement 61% 74% 75% 70%

Strategic Objective: All agency units that conduct employment examinations under our
delegated authority are fully trained, covered by effective internal accountability systems and
meet our criteria for recertification by FY 2004.

lmm An effective program of support to agency delegated examining units

(DEU's) is maintained so that agency DEU's are continuing to operate according to merit
system laws, regulations, and principles.

This Strategic Objective is being met. OPM updated the DEU Handbook and Training Materials using
plain language in order to make them customer focused. The agency added information on the exist-
ing Federal hiring flexibilities, which will enable DEU's to reduce the time it takes to hire applicants. It
also developed a database to communicate information to all 70 DEU's in an effective and timely
manner. OPM's surveys of HR specialists showed that after declining during FY 1999, HR specialists
are increasingly satisfied with our technical assistance to delegated examining units.
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Delegated Examining FY 1998 FY 1999 FY 2001 FY 2001

Unit Assistance Results Results Target Actual

Percent HR Specialists Satisfied with
Technical Assistance 78% 72% 74% 75%

Strategic Objective: Decisions of Federal adjudicatory agencies are consistent with civil
service laws, regulations, and policies.

(VENCIEIRS Third-party decisions that warrant OPM intervention are identified to
ensure that case decisions are consistent with civil service laws, rules, and policies.

m Agency requests for variations, exceptions, extensions, waivers, adjudica-

tions, and schedule C activities are responded to in a manner that is both timely and consis-
tent with law and merit staffing principles so that agencies can proceed in a timely manner.

This objective was met. We reviewed more than 10,000 relevant decisions from the MSPB,
FLRA, courts, and arbitrators, and recommended intervention or judicial review in six
cases. The decision to intervene is based on a determination both that the third-party
decision is erroneous and that the error will have a substantial governmentwide impact.
Our survey of HR specialists reported the following:

FY 1998 FY 1999 FY 2001 FY 2001

S IS Target Actual

Percent HR Specialists satisfied with OPM's
intervention in employee disputes
before arbitrators and the MSPB 67% 58% 69% 54%

The agency processed 328 Temporary Transitional Schedule C appointments, 585
permanent Schedule C appointments, and 60 requests for Voluntary Early Retirement
Authorities. All were handled within 10 days, except for those where the initial submis-
sion was incomplete and additional information was required from the agency. OPM also
handled six agency requests for variations. Due to the lengthy decision-making process of
variations, the average processing time exceeded the timeliness standard.

U.S. OFFICE OF PERSONNEL MANAGEMENT



Strategic Goal Ill. We provide human resources services to employing agencies, employees,

retirees, and their families that are high quality, cost effective, and meet their needs. We estab-
lished 25 annual goals in our FY 2001 Performance Plan that pertained to the delivery of these
services and met 23 of them.

Strategic Objective: These major human resources programs provide cost-effective service
governmentwide that meets or exceeds customer expectations:

» USAJOBS—Timely, accurate and complete employment information is available for employ-
ees and the public.

» Central Personnel Data File (CPDF)—Accurate and timely workforce statistics and informa-
tion are available to decision makers.

» Compensation administration—Timely and accurate information and assistance are provided
to decision makers for pay and leave administration purposes.

mm USAJOBS, the governmentwide employment information system, exploits
the latest technology to provide service to job seekers and agencies resulting in accessible,

cost-effective and efficient recruitment of highly skilled and diverse candidates for mission
critical occupations.

(VNORCOEIEY Provide accurate and timely Federal employment statistics to customers.

m Continue to administer current compensation systems (annual pay adjust-

ment process, Cost-of-Living Allowance program, Federal Wage System, special salary rates,
etc.) in an efficient, accurate, and timely manner.

This strategic objective is being met as the agency achieved its three annual goals for FY
2001. Human resources services consistently achieved target levels for customer expecta-
tions in major program areas.

Usage of the USAJOBS Web site, which serves as the government's official source of job
and employment information, continues to grow and was enhanced in FY 2001 with addi-
tional search capabilities. Users can now build a job profile and receive notices of new job
postings via email with a direct link to the vacancy announcement.
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USAJOBS Web Site Hits

(millions)

20.7

FY 1997 FY 1998 FY 1999 FY 2000 FY 2001

Central Personnel Data File (CPDF) file error rates dropped in FY 2001. For this purpose, a
record is considered in error if there is an error in any submitted field. Since some fields
are used only in specialized reports, this measure overstates the error rates for most file
uses. Timeliness improved by an average of 21 days.

2000 2001

Measure/Indicator Results Results

Status file Error Rate

(based on quarterly snapshot submission from agencies) 5.0% 3.1%
Dynamics files Error Rate (based on personnel transactions) 8.7% 7.2%
Average Response Time 137 days 116 days

In implementing the President’'s December 2000 Executive order covering the January 2001
pay adjustment OPM issued 32 locality pay tables for General Schedule (GS) employees,
as well as salary tables covering the Executive Schedule, the Senior Executive Service,
Administrative Law Judges, Contracts Appeals Board members, and Federal law enforce-
ment officers. The agency also prepared a status report for the President’s Pay Agent on
OPM's work with the Bureau of Labor Statistics (BLS) and OMB to improve non-Federal
salary surveys conducted by BLS for the GS locality pay survey.

Following the settlement of longstanding litigation involving the nonforeign area cost-of-
living allowance (COLA) program in August 2000, OPM worked with the Department of
Justice and the COLA Survey Implementation Committee to develop proposed regulations
making major changes in OPM'’s administration of the COLA program. Employees’ percep-
tion of pay equity continues to improve, as demonstrated by the responses to questions in
the Merit Systems Principles Questionnaire shown here, and is tracking ahead of projec-
tions through FY 2003.
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MSPQ Results Regarding Equal Pay for Equal Work
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Strategic Objective: By FY 2009, a modernized retirement system will be more cost
efficient that the current system and will provide:

» prompt, accurate and consistent customer service to all stakeholders;

» accurate and timely payments to benefit recipients;

» accurate and consistent benefits counseling for eligible participants; and

> at least 90 percent customer satisfaction with all retirement services (claims processing,

telephone services and retirement counseling).

mm FERS retirement claims processing times are reduced and more customer

services are delivered through self-servicing technology, while customer satisfaction is
maintained at FY 2000 levels.

IEEEE!‘ Retiring Federal employees receive benefits counseling and agency benefits
officers are provided with improved information and tools for these services. Federal

agency human resources staff are provided with improved information and tools to provide
benefits counseling and related assistance to Federal employees and retirees.

RIS Goal 4 Complete the planning phase of the Retirement System Modernization
Project and begin developing the technology to support modernized retirement.

OPM met its three annual goals concerning the delivery of retirement program services
and will achieve its strategic objective as scheduled. For instance, the agency reduced
FERS processing times, provided benefits officers with improved information and tools,
and proceeded on schedule with the RSM project.

PERFORMANCE AND ACCOUNTABILITY REPORT FISCAL YEAR 2001

53



54

The OPM Web site was enhanced with additional Retirement Coverage Correction informa-
tion, frequently asked questions on new laws, and posters that advertise retirement infor-
mation and service sites.

The Retirement Systems Modernization Project (Modernization) proceeded on schedule as the
agency met all of the critical milestones established for FY 2001. OPM has virtually complet-
ed its design efforts and will begin the phased implementation of the modernized system in
FY 2002. Implementation will continue into FY 2008. The agency completed the remaining
core process blueprints, the organizational and technology blueprints, and the Project’s tran-
sition plan. It is now positioned to begin converting historic retirement customer data to
electronic format and begin receiving new data in electronic format during FY 2002.

FERS Annuity Processing Times
200 (In days)
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FY 1997 FY 1998 FY 1999 FY 2000 FY 2001 Target FY2001 Actual

OPM reduced the time it takes to process FERS retirement claims by 45% which far sur-
passed the FY 2001 target. Other quantitative results regarding the delivery of retirement
services are as follows:

FY FY FY FY FY FY
Customer 1997 1998 1999 2000 2001 2001

Satisfaction Results Results Results Results Target Actual

New customers received
first payment when expected 78% 74% 81% 78% 80% 80%

Customers satisfied with services
since annuity began 90% 88% 93% 93% 90% 93%

Retiring employees satisfied
with counseling 85% 78% 88% 88% 88% 88%
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FY FY FY FY FY FY
Business 1997 1998 1999 2000 2001 2001

Process Results Results Results Results Target Actual

CSRS Annuity Processing

Time (calendar days) 39 23 32 44 55 54
FERS Annuity Processing
Time (calendar days) 81 93 94 185 150 101
FY FY FY FY FY FY
Conference 1997 1998 1999 2000 2001 2001
Attendance Results Results Results Results Target Actual
Federal Benefits Conference N/A 378 400 500 500 588
Fall Festival of Training N/A 150 271 298 270 270

Strategic Objective: Insurance program benefits are comprehensive, quality driven and
based on informed choice.

m Insurance Program customers can make informed decisions about their

health care, and they are provided with quality insurance products and services.

OPM did not meet its annual goal; thus this strategic objective is not yet met. However,
the agency positioned Insurance Program customers to make informed choices about their
health benefits insurance as it continued its practice of communicating health plan per-
formance information in the annual Open Season materials and continued making these
materials easily available through the OPM Web site, as well as in hard copy. Also, cus-
tomers continued to have available to them quality insurance products and services. This
is supported primarily by the fact that 79% of the plans participating in the Federal
Employees Health Benefits Programs are either accredited by a health industry accrediting
organization, or highly rated based on the Consumer Assessment of Health Plans Survey
(CAHPS). The percent of customers enrolled in highly rated plans was 82%—lower than the
aggressive 90% target the agency set. The drop is the result of one of the larger fee-for-
service plans not being ranked as a highly rated plan in FY 2001, after being highly rated
in FY 2000. OPM is working with this plan to improve its rating. Further, OPM will design
and implement a health plan performance database in FY 2003. This database will be used
to collect and analyze health plan performance data, benchmark it against industry best
practices, and develop mechanisms to support improved performance.

However, the 82% figure indicates that most customers are receiving high quality insur-
ance products and services. While overall customer satisfaction levels improved from the
previous year, they were slightly below target levels. Finally, processing times for life
insurance claims have improved.
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FY FY FY FY FY FY

Customer 1997 1998 1999 2000 2001 2001
Satisfaction Results Results Results Results Target Actual
Overall satisfaction with HMO 60% HMO 59% HMO 65% HMO 62%
HB plan service N/A N/A FFS 70% FFS 75% FSS 80% FFS 77%

FY FY FY FY FY FY
Business 1997 1998 1999 2000 2001 2001

Process Results Results Results Results Target Actual

Percent of plans that
are highly rated 25% 30% 61% 55% 65% 67%

Percent of customers enrolled
in highly rated plans 16% 65% 32% 90% 90% 82%

Timeliness of LI
claims payments 6.8 days 8.2days 11.3 days 10.2 days 10.0 days 5.7 days

Accuracy of LI claims
as percent of number paid 99.5% 99.6%  99.5% 99.5% 99.5% N/A*

FY FY FY FY FY FY
1997 1998 1999 2000 2001 2001

Financial Results Results Results Results Target Actual

Accuracy of LI claims
as percent of dollars paid 99.6% 99.8%  99.8% 99.7% 99.7% N/A*

*Data for these indicators will not be available until March 2002

Strategic Objective: Our technical assistance and information on human resources policies
and programs are timely, useful, accurate, accessible and user-friendly.

;

VSO RCOEIRY Encourage and facilitate flexible, effective and innovative merit-based HRM
projects within agencies.

;

UVNORCOEIND Encourage and facilitate development of effective accountability systems
within agencies.

;

VNCIEINY Assist agencies to improve the overall effectiveness of agency human
resources management.

l

(OVTNCTEIN Stakeholders receive responsive and useful advice and technical assistance
to ensure that employee relations, work/life and wellness initiatives, labor-management
relations, and human resources development are a positive part of agencies' fully integrat-
ed human resources systems.
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i

ER Goal 4 The governmentwide transition following the 2000 Presidential election is
smooth. Leadership and management skills, public service values, and a governmentwide
perspective are key factors in selections for all SES positions.

i

Through the biennial executive resources allocation process, maintain an
executive workforce that is consistent with Administration policy and the overall size of the
Federal Government.

|

ES Goal 8 Agencies receive clear, accurate, timely staffing advice, assistance, and
models to ensure that the lawful rights of employees and applicants (including minorities,
veterans, displaced employees) are safequarded and that managers are aware of staffing
tools they can use to accomplish strategic objectives.

:

LISSNCOEINEE We provide leadership in solving human resources management problems
by offering accurate, clear, and useful advice and technical assistance to Federal agencies
and OPM program offices on performance management and incentive awards, position
classification, employee compensation, and pay and leave administration that keep all users
better informed about appropriate system flexibilities and ways in which they can be used
to support accomplishment of agency strategic goals.

Federal agencies receive timely, accurate, and useful advice and technical
assistance on classification, compensation, and performance management that keeps them
better informed about appropriate systems flexibilities and ways in which they can be used

|

to support accomplishment of agency strategic goals.

This objective is being met as OPM met all but one of the nine annual goals it had estab-
lished for FY 2001 and in so doing, provided agencies with technical assistance across a
broad range of human resources areas.

For instance, OPM continued to assist agencies in developing demonstration projects,

and continued to shift towards exercising a broader role in innovation by consulting with
agencies on current flexibilities and innovations (i.e., actions they can take without imple-
menting a demonstration project). New tools developed in FY 2001, including "Demonstra-
tion Projects and Alternative Personnel Systems: HR Flexibilities and Lessons Learned" and
"Human Capital Solutions for Managers” will be of particular value as the agency contin-
ues to pursue this broad strategy. It also began working on a special study of pay band-
ing that will provide essential information to agencies as they implement this innovation
under the proposed Managerial Flexibility Act of 2001 or other authorities.

In addition, OPM set up an internal workgroup to gather and organize information on HR
metrics, both to improve its own staff's command of this emerging area of practice and to
improve service to agencies seeking assistance. The agency also acquired and disseminat-
ed additional information via our membership in the Corporate Leadership Council, which
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produced a major study on HR metrics. This increasing knowledge base helped in drafting
the HRM Accountability System Standards, which includes a measurement component, as
well as an extensive contribution to the development of the Human Capital Scorecard.

As part of an internal emergency response task force, on September 12 OPM posted
"Handling Traumatic Events: A Manager's Handbook" on the Web site and provided a
series of bulletins to agency Employee Assistance Program (EAP) contacts on trauma to
use in assisting their clients. The Handbook was highlighted in the Washington Post as an
effective tool to help managers assist their employees in coping with the tragic events of
that period.

Also, the agency provided immediate assistance to Federal agencies on pay and leave
administration and other related issues in the aftermath of the terrorist attacks on the
World Trade Center and the Pentagon. Key documents included—

(1) a Presidential memorandum authorizing excused absence for affected employees and
directing OPM to establish an emergency leave transfer program (September 12);

(2) an OPM memorandum providing additional information on excused absence, emer-
gency leave transfer, emergency premium pay limitations, and benefits administration
matters (September 13);

(3) an OPM memorandum on the rights and benefits of Reservists called to active duty
(September 14); and,

(4) questions and answers on pay and leave administration (September 21).

OPM used the biennial SES/Senior Level (SL)/Scientific-Professional (ST) position allocation
process to focus agencies’ attention on the importance of executive resources planning
and analysis, including succession planning, to meet current and future mission require-
ments. As a result, there was sufficient flexibility to grant limited increases to depart-
ments and agencies that demonstrated mission-critical needs while maintaining govern-
mentwide restructuring initiatives.

Although OPM's surveys of HR specialists revealed a mixed bag of results for FY 2001, as

shown below, feedback from post-workshop and post-seminar surveys indicated its tech-
nical assistance consistently met the needs of agency customers.
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Technical Assistance Field FY 1998 FY 1999 FY 2001 FY 2001

(Percent satisfied) Results Results Target Actual

Position Classification

and Position Management 70% 63% 65% 74%
Pay and Leave Administration 82% 83% 83% 82%
Pemium Pay & Hours of Work 78% 81% 81% 78%
Annual Pay Adjustment 83% 81% 81% 79%
Performance Appraisal 71% 68% 70% 68%
Incentive Awards 72% 66% 68% 66%
Selection & Promotion Policies 79% 70% 72% 80%
Veterans' Preference 84% 76% 78% 79%
Reduction in Force 80% 69% 71% 72%

Voluntary Early Retirement and
Voluntary Separation Incentives 82% 74% 76% 80%

Career Transition 73% 63% 65% 66%

HR Innovation-Alternative

Personnel Systems N/A 47% 49% 48%
HRM Accountability N/A 69% 70% 489
Labor-management Relations 66% 62% 64% 69%
Alternative Dispute Resolution 65% 64% 66% 60%

Post-conference and post-workshop surveys reported the following:

Overall Conference/Workshop Rating (5-point scale

FY 1999 FY 2000 FY 2001 FY 2001

Conference/Workshop Results Results  Target Actual
Strategic Compensation Conference 4.1 4.2 4.3 4.3
Telecommuting Works N/A N/A N/A 4.2
Leave Workshops 4.3 4.4 4.4 4.4

Performance Management-
Basic Workshops 4.1 43 4.3 4.4

Symposium on Employee and Labor
Relations (SOELR) 4.1 4.2 N/A 4.2
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Strategic Objective: Direct services to agencies (both reimbursable and non-reimbursable)
provide cost-effective choices to meet individual and governmentwide customer needs.

:

(OWLNCOEIVAS Through the Training and Management Assistance (TMA) program, assis-
tance is provided to Government agencies in managing the development of training and
other human resources management solutions that meet specific short-and long-term
agency objectives.

The quality of investigations is maintained, and workload demands are met

|

with timely, relevant products.

ER Goal 8 Participation in OPM's executive and managerial training programs is

i

increased and income and costs are balanced. As a revolving fund, OEMD is expected to
break even over a period of three years. Total cumulative retained earnings are currently
positive.

%

The Presidential Management Intern (PMI) program is operated to result in
the hiring of as many PMI's as agencies desire within the limit of 400 established by
Executive order.

i

The Administrative Law Judge personnel program is operated to continue to
meet the needs of Federal agencies for the services of Administrative Law Judges, while
ensuring compliance with applicable laws and regulations.

i

A broad range of cost-effective and high quality reimbursable human
resources services are available to meet agency needs, to assist agencies in achieving a
diverse and talented workforce, and to contribute to Governmentwide cost savings and
mission accomplishments.

i

Administer the Armed Services Vocational Aptitude Battery for the
Department of Defense and provide related services.

This objective is being achieved. OPM'’s direct services to agencies consistently met
customer needs, as demonstrated by steadily increasing requests for services, customer
feedback in surveys, and our ability to cover the full cost of delivering services.

The Training and Management Assistance (TMA) program managed more than 250
projects to support the strategic training and human resources management initiatives

of numerous Federal agencies, and broke even on revenues of more than $37 million.
Agency customer satisfaction surveys reported that 88% felt that TMA made a substantial
contribution to the project’s success.
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The new contract with OPM'’s investigations provider executed in July 2001 contains spe-
cific, quantified performance standards that were not in the previous contract. The con-
tractor has expanded its use of the "investigative source recontact” to obtain more infor-
mation on how well their investigators are carrying out work for OPM. The agency also
continued to convene Investigations Quality Panel meetings between OPM and our con-
tractor's managers to discuss and resolve any quality concerns or issues and to discuss
possible investigative enhancements. OPM continued to expand information sharing with
agencies by holding a Security Directors’ conference to ensure that agency security per-
sonnel were fully informed of changes brought about by Executive order 12968.

OPM worked closely with the Federal Aviation Administration to ensure that all procedures
were in place to accommodate additional casework to support the Sky Marshal program.
This included portable "Livescan” fingerprint equipment which allows OPM personnel to
provide immediate on-site criminal history checks from the FBI data banks at FAA's
recruitment locations.

Background Investigations

CIT P —— .

ETIN10]) S ————

FY 2001 Target  FY 2001 Actual

FY 1999 FY 2000 FY 2001 FY 2001

Investigative Workload Results Results  Target Actual

Background Investigations 44,000 53,000 62,000 93,532

National Agency Checks/
National Agency Checks and Inquiries 125,000 175,000 485,000 366,269

SACI's/SAC's 219,000 231,000 230,000 379,675
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Executive training provided a positive balance of $84,000 in FY 2001.

FY 1999 FY 2000 FY 2001

Executive Training Results Results Target
Sessions 230 328 340
Participants 7,477 10,164 10,655
Participant Training Days 73,241 87,890 92,407

422
11,234

95,377

Four hundred people, the maximum allowable by Executive order, were hired through the
Presidential Management Intern program in FY 2001, the highest in the history of the pro-
gram. Federal agencies have indicated that their workforce planning includes expanded
use of the PMI program to fill future managerial and policy analyst positions. By drawing
graduate students from diverse social and cultural backgrounds, the PMI program provides
a continuing source of trained men and women to meet the future challenges of public
service. A survey of HR Specialists showed increasing satisfaction among agency HR

Specialists with PMI Program operations.

Percent HR Specialists Satisfied with
Presidential Management Intern
Program Operations

1998 1999 2001 Target 2001 Actual

OPM vastly expanded the use of USA Staffing, an electronic hiring system, from six
agencies in FY 2000 to 48 in FY 2001. The individual user base expanded from 6 to 400.
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Strategic Objective: The competencies and leadership effectiveness of Federal executives
and managers continuously improve through training, development and voluntary mobility.

i

ER Goal 6 Continual learning and voluntary mobility are valued as strategies for
maximizing executive effectiveness. Agencies and executives increasingly use training,
sabbaticals, details, temporary assignments, and movement within and between agencies
to broaden perspectives and gain fresh insights on leadership.

mm Form comprehensive long-term strategic alliances with High Impact

agencies that will result in identifiable benefits to individual executives, teams, and
agency performance.

This objective was achieved. OPM sponsored a conference for agency leaders and Senior
Executives to share the experiences of agencies that are implementing results-based
performance management programs at the Senior Executive level. In a post-conference
evaluation nearly three-quarters of the participants rated the session very good to excel-
lent. The agency also held three "Briefings for New Senior Executives," at which 98% of
the respondents affirmed the effectiveness of the briefings as a way to learn about their
role as a new SES member and the agenda of the Administration.

Throughout the year OPM worked with stakeholders through an interagency workgroup
that conducted focus groups and gathered data on providing an authority for an exchange
of executives with the private sector. This workgroup recommended legislation that is part
of OPM'’s legislative agenda. In addition, OPM has testified before both the House and
Senate on the benefits of a broad authority under agency management. Subsequently, a
Senate report recommends such an authority and both the Senate and the House have
introduced private-sector exchange language into their pending legislation, though more
targeted than OPM recommended. OPM continues to provide technical support.

The agency established strategic partnerships with 19 Federal agencies or offices having a
high impact toward addressing the growing developmental needs for managers at all lev-
els. These agencies included the Department of Treasury, General Services Administration,
Wright-Patterson Air Force Base, the Defense Intelligence Agency, the Naval Air Systems
Command, and the Department of Health and Human Services.

Five new courses were added to the Leadership for a Democratic Society program at the
Federal Executive Institute; organizational design, knowledge management, personal lead-
ership, emotional intelligence, and communications skills.

Strategic Goal IV. The effectiveness of our financial management of the Retirement,
Health Benefits, and Life Insurance Programs is evidenced by the unqualified audit opinion
the agency received on these financial statements and the low incidence of erroneous
payments as a percent of our annual benefit payments.
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The agency's Performance Plan described the goal to improve its financial stewardship of the
employee benefit programs and ensure that these monies are protected from waste, fraud,
abuse, and mismanagement. This goal is supported and expanded upon by the three goals
described by the Office of the Inspector General (see Corporate Management Strategies, below).
To achieve these results, the agency must assure that the financial management systems sub-
stantially comply with Federal Financial Management Improvement Act requirements and that
an aggressive financial oversight program is maintained. OPM made significant strides toward
these outcomes during FY 2001.

Strategic Objective: The trust fund financial systems are in full compliance with the
Federal Financial Management Improvement Act (FFMIA) and the Federal Manager's Financial
Integrity Act (FMFIA) by FY 2003.

mm The trust fund financial systems are brought closer to full compliance with

FFMIA and management challenges are addressed.

This objective is being achieved and OPM met its annual goal in FY 2001. As discussed in
the Analysis of Our Financial Performance, the "stand alone" annual financial statements for
the employee benefit programs for FY 2001 (Retirement, Health Benefits, and Life Insurance)
received unqualified opinions from the independent auditors. Also, the agency continued
making progress toward resolving the reportable conditions described in the FY 2001 annual
FMFIA assurance letter - Enrollments and Premium Reconciliation. This will be resolved in FY
2002 with the implementation of the Centralized Enroliment Clearinghouse System (CLER).
The agency awarded a contract to the National Finance Center in November 2000 to develop
the CLER and development is on-going. Pilot testing will begin in March 2002, with full
implementation in June 2002. CLER will be a Web-based system in which health plans and
agencies will report detailed enrollment data. CLER will reconcile the two inputs and gener-
ate feedback regarding any discrepancies to the appropriate parties for correction. These
corrections will be fed back to CLER and final results provided to all stakeholders.

Trust Fund Financial Management Results

1998 1999 2000 2001 2001
Measure/Indicator Results  Results Target Target Results

Administrative cost per Annuitant $40.94 $44.47 $45.00 $45.00 $44.83

Timely payment of Retirement
benefits (percent paid on time) 97% 98% 97% 98% 97%

Erroneous Payment Rate-
Retirement Program N/A 0.19% 0.23% 0.20% 0.20%

Erroneous Payment Rate-
Health Benefits Program N/A 0.49% 0.36% 0.40% 0.99%

Erroneous Payment Rate-
Life Insurance Program N/A 0.01% 0.01% 0.01% 0.01%
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Corporate Management Strategies and Internal Goals. OPM recognizes that it
cannot accomplish its program goals and outcomes without properly managing the agency's
internal resources. These resources include the nearly 3,000 well-trained, diverse, and motivated
people working at OPM, information technology systems and infrastructure, and financial man-
agement systems. Thus, the agency established goals for each of these critical areas and has
maintained a cooperative and consultative relationship with the Office of the Inspector General
regarding the oversight of these resources. During FY 2001, the agency met 28 of the 30 per-
formance goals in this regard.

Information Technology Management Strategy: OPM's Information Technology (IT) processes
and infrastructure meet the evolving technology needs of OPM's program offices and the man-
dates of the Clinger-Cohen Act.

i

(G [ORCOEININ 1T operational support and services, are provided in an efficient and effective
manner, meet customer requirements, and facilitate program offices achieving strategic goals.

i

(JE[ONCOEIPAY A sound and integrated agencywide IT architecture provides a standards-
based, interoperable and secure technology environment that meets OPM staff needs.

|

(VG [ORCTEIRIP Our mission-critical systems, infrastructure and information are protected
by a robust IT security program.

|

(U[ORCOEIREE® An information resources management program is in place that meets the
requirements of the Paperwork Reduction Act, Freedom of Information Act and the Privacy
Act and ensures OPM's critical records are safeguarded.

i

(UG [ONCIEIRP Continuing improvements to our IT capital planning, control and develop-
ment process are implemented to assure optimal decisions on technology investments and the
efficient and effective design and operation of the IT systems that achieve our strategic goals.

OPM achieved this corporate management strategy by completing the realignment of
agencywide IT support services and centralizing most IT operational support. This included
increasing the number and skill levels of contractors responsible for responding to Help
Desk inquiries and establishing a three-tier system for responding to problems in order to
facilitate rapid escalation of issues when necessary to support mission-critical functions.
The agency also instituted a weekly Help Desk Forum open to all staff to address IT sup-
port issues and scheduled recurring meetings with program office managers to assess its
performance. In addition, OPM crafted a Service Management Agreement between its
Office of the Chief Information Officer and the customer organizations it serves that sets
performance standards for a wide variety of IT support activities.

The Network Management Center (NMC) is responsible for the agencywide management of

its local and wide area network IT infrastructure, including the connection of all IT devices
to the network and the installation of software on those devices. This centralized
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approach ensures that only approved hardware and software are procured and added to
the network.

During the year OPM developed a new computer security policy that enhanced its IT secu-
rity program. The agency's IT security was extensively reviewed by an outside auditor and
by the Office of the Inspector General. These reviews uncovered no material weaknesses.

All major IT initiatives and proposals are reviewed by technical staff for architectural com-
pliance before funds are committed. These projects follow rigorous project management
and development methodologies. OPM has developed an agencywide system development
life cycle methodology. The pilot for this system is currently on schedule and on budget.

Human Resources Management Strategy: OPM can recruit, develop, and maintain the highly
skilled and diverse workforce necessary to accomplish our current and future strategic goals
with efficiency and innovation.

;

(0] [HSONCHEINY OPM manages its workforce strategically and aligns its human resources in
a manner that best supports accomplishment of the agency's strategic goals.

;

(05 ;I2ZONCTEIPY Recruitment and staffing strategies are based on workforce planning infor-
mation and facilitate the hiring of a diverse, capable, and flexible workforce.

;

(0] [{SONCHEIED Innovative employee education and training programs and practices culti-
vate a workforce that is flexible, optimally trained, and capable of adapting to changing
technology.

;

(0]5JIZZONCHEIEY OPM's work environment attracts, retains, and satisfies employees and
managers.

;

(0] [{SONCHEIRY OHREEO uses the best available technology for personnel data, processing,
and recordkeeping to provide fast, accurate, and efficient human resources services.

;

(0] [SLONCHEINSY OPM's work environment promotes and values diversity, and is free from
unlawful discrimination.

OPM achieved this corporate management strategy by following through on action items
that enable us to have the human capital we need to accomplish our mission, goals, and
objectives. The agency established a cross-organizational taskforce to develop an action
plan for managing leadership succession. The taskforce recommended nearly 20 action
items that form the basis for an overall agency succession plan. However, since several of
these items have significant resource implications, the agency has delayed implementing
them until the current leadership can review them.
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In the area of recruitment and staffing, OPM implemented new automated staffing soft-
ware to streamline staffing processes and established a Delegated Examining Unit in order
to facilitate a more efficient and cost effective method of filling positions within the
agency. These actions lead to cost savings of $102,000 by issuing 102 job certificates in-
house rather than purchasing these services from outside sources. The agency also
reduced the average time it takes to issue candidate referrals from 58 days in FY 1999, to
53 days in FY 2000 and 45 days in FY 2001.

In the area of employee training and development, OPM met all but one critical indicator
which called for a core curriculum for supervisory /management training to be in place.
Nonetheless, significant progress was made in this area by securing training slots for
“Introduction to Supervision" so all new supervisors and select aspiring supervisors can
receive this important training.

The most significant accomplishment, however, is the effort to lay the groundwork for a
new OPM Virtual University. The OPM Virtual University enables OPM employees access to
thousands of online training courses. We piloted the University to 250 OPM employees,
and we plan to expand the program in FY 2002.

In addition, OPM improved its work environment by expanding the use of certain family
friendly flexibilities which, among other things, resulted in almost 30% of OPM employees
participating in telecommuting on a scheduled or ad-hoc basis. The agency also promoted
other family friendly options, such as nursing mothers’ lactation facilities, family-medical
leave entitlements, alternative work schedules, and health and wellness programs.
Following the events of September 11, OPM's Employee Assistance Program offered coun-
seling sessions to help employees deal with the emotional aftermath of the attacks and
coordinated a "special solicitation" of OPM employees that resulted in nearly $10,000 in
donations to charities associated with relief efforts.
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bereent OPM Workforce Minority Representation
ercen
4.5

. Hispanic Asian/Pacific Islander [l American Indian/Alaska Native
4.0

3.5

Finally, OPM took action to identify and reduce/eliminate barriers to increasing represen-
tation and advancement of minorities, women, and people with disabilities, and developed
EEO Special Emphasis Programs that enhance cultural awareness. These efforts increased
the minority representation among key underrepresented groups.

OPM Workforce Minority Representation

FY 1998 FY 1999 FY 2000 FY 2001

Ethnic Group Baseline Results Results Results
Hispanic 2.90% 3.30% 3.70% 3.90%
Asian/Pacific Islander 1.25% 1.22% 1.52% 2.00%
American Indian/Alaska Native 0.33% 0.43% 0.54% 0.60%

Financial Management Strategy: OPM's financial management systems operate with effective
internal controls and no material weaknesses to maintain the integrity of OPM's appropriated
and reimbursable funds and the employee benefits trust funds. Timely and accurate integrated
financial management support and reporting is provided to OPM programs to assist them in
meeting their strategic goals and objectives.

(UG FONCHEINE® Prepare financial statements by the statutory due date and earn an unqual-
ified audit opinion on the OPM financial statements.
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(OGORCHEIPAp Modernize OPM's administrative financial management systems.

i

(SORCHEIRE® Financial management support and reporting is provided to ensure OPM's
core functions can meet their goals and objectives.

OPM achieved this corporate management strategy by preparing and issuing financial
statements by the statutory due date of March 1, 2001, and earning an unqualified audit
opinion on the agency's consolidated financial statements. The agency implemented the
GSA cross-servicing initiative for the automated payroll/labor distribution functions,
established a data warehouse of financial and procurement data covering FY 1991 to the
present, and awarded a contract for a new core accounting system which took effect at
the beginning of FY 2002.

FY 2001 FY2001

Performance Indicators FY 1998 FY 1999 FY 2000 Target Result
Timeliness of Payments 90% 91% 94% 98% 97%
Accounts Receivable Delinquency 499% 38% N/A 22% 12

Identify and Research Cash Accounts

Differences with Treasury >180 days 90 days 30days 30days 30 days
(USNCIEINIP Agency space planning supports program office strategic goals.
(VSACIEIWAP Provide quality procurement services to OPM's program offices.
(UVSNCOEIREY Improve mail management services to reduce postage and shipping costs.
(UVSNCLEIRESY Local voice telecommunications services are improved.

(U SNCLEIRY Systems and environments are improved to increase agency efficiency.

i

VVSNCOEINCEY Administration and OPM policy objectives are fulfilled.

OPM met all but the last of these six annual goals. The agency developed a unified space
plan that is tied to organizational strategic plans and based on integrated workforce
management principles. [t continued to monitor and review component rent charges,
which led to a reduction in charges at our Macon, GA, facility of $500,000.
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Administrative Savings
Through Purchase Card Usage

$2,500,000

$2,000,000

$1,500,000

$1,000,000

$500,000

FY01999 FY 2000 FY 2001
The increased usage of purchase cards in lieu of purchase orders resulted in a savings of
more than $2.3 million in FY 2001. The agency continued to encourage expanded usage of
the cards at training sessions for contracting officers, card holders, and approving officials
in February and July. The increased use of "pre-sorting" substantially reduced mailing
charges. Also, annual telephone line inventories have reduced costs and corrected billing
errors. A new visual messaging system has been established, allowing telephone mes-
sages to appear on employee computer screens on a need-to-have basis.

Purchase Card Usage

FY 1999 FY 2000 FY 2001
Results Results Results

Purchase Card Transactions 15,699 19,229 35,507
Administrative Savings ($66 per transaction) $844,135 $1,269,114 $2,343,462
Pre-sort Discounts

FY 1999 FY 2000 FY 2001
Results  Results  Target

Mail Eligible for Pre-sort Discount 15% 18% 37%

Total Savings $36,414  $43,190 $68,833

Telephone Line Inventories

FY 1999 FY 2000 FY 2001
Results Results Results

Lines Eliminated 85 130 432

Savings $15,000 $20,000 $101,800
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OPM has improved building security by creating an automated key-tracking system that
tracks keys issued to individuals and those maintained by the security staff, and stores a
record of everyone to whom a key has ever been issued. It is reducing energy costs by
retrofitting overhead light fixtures throughout the building and replacing aging air condi-
tioning equipment.

The agency made substantial progress in revising and updating the agency Continuity of
Operation plan, trained all employees on implementation procedures, and conducted
numerous tests on components of the plan.

One of OPM's largest contracts, for background investigations, was recompeted and again
awarded to US Investigations Services in July 2001. This company was previously reported
as a small business, but, with the new award, they are now a large business. This fact, in
addition to a large increase in the number of background investigations performed in the
last quarter of FY 2001, greatly increased the agency's total contract dollars that went
into the large business category. This precluded OPM from meeting the FY 2001 small
business contracting target.

m Provide expert legal services to program and senior officials within the

Office of Personnel Management, other agencies, Federal employees, and the public.

In addition to reviewing all of the requlatory documents related to human resources issues
and Federal civil service laws, OPM helped develop governmentwide guidance and model
plans to support the effort to bring people with disabilities into the Federal workforce.

The agency was involved in major ongoing cases involving the Administrative Law Judge
examination, the proper use of prior discipline in adverse actions, and the application of
reduction-in-force requlations and procedures to medical professionals.

MI- Human resources management assistance and information is provided to

Federal agencies, the media, and the general public.

OPM'’s normal press outreach was expanded to include minority and labor publications.
The agency issued approximately 90 press releases, and responded to approximately 1,000
media calls. Following the September 11, 2001, attack, media calls and responses climbed
to an unprecedented level. Marketing and outreach multiplied to include expansion of
contacts. OPM introduced a new film showcasing the work of the SES corps as a key step
in enhancing the image of the public service.

The OPM Web site continued to provide information to the bulk of customers, stakeholders
and partners. It logged in more than 250,000 unique users per week and an average of over
six million site-wide hits per week. In a survey of HR Directors, 97% described the Web site
as convenient, 91% as user-friendly, and 100% felt it contained relevant information.
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m Improve OPM'’s implementation of the Government Performance and

Results Act (GPRA).

OPM has taken specific steps to improve the implementation of the Results Act. The
agency's activities to implement the Results Act are led by a single executive under the
leadership of the CFO, and delivered by a working group composed of representatives from
each of the program and staff offices. OPM improved its performance measurement pro-
gram in FY 2001 as it continued implementing the new Corporate Measurement
Framework which was created in FY 2000 and introduced in the revised Strategic Plan for
FY 2000-2005 (September 2000). The agency plans to have it fully implemented by the
end of FY 2003. As a part of this initiative, OPM improved how we stated our annual per-
formance goals and objectives in the FY 2002 annual plan. These were cited by the GAO
as an improvement in their review of OPM's GPRA activities, saying "OPM clearly recog-
nizes the strategic challenges it faces, has committed to responding to them, and has
important initiatives underway in that regard.” The agency has carried this action further
for the FY 2003 Annual Performance Plan by creating a more focused set of goals and a
more targeted list of useful measures.

In its fall 2001 analysis of "Accountability Reporting Trends and Techniques,” designed to
share its assessment of best practices, KPMG cited OPM's FY 2001 Performance and
Accountability Report for providing a summary chart that identified the status of perform-
ance goals under each agency strategic goal. This innovation was introduced in FY 2001.

On a broader note, in FY 2001 the agency began work with the HRMC and a private sector
consortium to identify better human capital measures to assess the impact of human
resources management, both governmentwide and within specific agencies. These measures
will be incorporated into its future performance reports and annual plans. OPM is develop-
ing a unified governmentwide survey to assess and provide comparison data on agency
human capital actions as a part of this effort; the survey will be administered in FY 2002.

m A broad range of qualified applicants are attracted to the White House

Fellows program in order to spread the benefits of this leadership development and public
service opportunity to remarkable men and women of all backgrounds and professions
throughout the U.S.

m The selection process is efficient and fair.
m The management of the fellowship program can be replicated by new staff

in anticipation of a change in Administration.
There was a dramatic increase in the number of applicants in FY 2001, from 242 to 547.

This resulted from an expanded effort to involve alumni of the program in the recruitment
process. OPM also expanded the Web site to include a downloadable application form.
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0D Goal 1 Shape the Administration's direction on Federal human resources policy issues.

|

OCR Goal 1 Guidance and assistance is provided to agency management and to
Congress in the development of human resources management policies and programs to
promote a merit-based and cost-effective Federal service and the optimum balance of con-
sistency and agency-specific flexibilities.

The Administration cleared six legislative proposals as part of the President’s "Freedom to
Manage" Initiative that were included in the "Managerial Flexibility Act of 2001" which
was transmitted to Congress at the start of FY 2002.

m Independent oversight of agency programs, operations, functions, and

activities is provided.

mm Assist and work with our customers and stakeholders in a spirit of cooperation.

m Fraud against OPM programs is detected and prevented..

The return on investment on OIG activities improved, from $11 per dollar spent in FY 2000
to $25 in FY 2001. This is due to an increase in actual recoveries plus management com-

mitment to collect findings. This ensures that the integrity of the merit-based civil service
and employee benefits is protected.

Positive Financial Impact of Audits

(millions of dollars)

200

Actual

100

50

FY 1999 FY 2000 FY 2001 Target FY 2001 Actual
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FY 1999 FY 2000 FY 2001

Audits Conducted Results Results Actual
Insurance Audit Reports Issued 54 68 65 81
CFC Audit Reports 4 8 15 23
Performance Audits 6 4 8 8

FY 1999 FY 2000 FY 2001
Dollars Saved IS Results Actual
Positive Financial Impact $51.9m  $1052m  $100m  $242.1m
Return on Investment (per $1 spent) $6 $11 $10 $25

The number of material weaknesses dropped from 11 in FY 1999 to 5 in FY 2000, and none
in FY 2001.

FY 2000 FY 2001 FY 2001

Results Target Actual

Material Weaknesses ldentified 1 5 0 0
Determinations by program offices

that concur with FEHBP audit findings 74% 72% 74% 85%
Issues Addressed by Quality

Improvement Teams 9 10 11 13
Indictments 13 15 15 28
Convictions 14 15 17 22
Common Rule Debarments 2,743 2,706 3,900 4,032
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Completeness and Reliability of Performance Data

Based on a review of the performance information used in this Report by OPM's Office of the
Inspector General, the agency knows that it needs to improve the policies and procedures for
obtaining and compiling performance data. Policies and procedures are an important internal
control element in assuring the reliability of performance data. These policies and procedures
should include program evaluations and field verification of selected indicators to test the
accuracy and reliability of reported data.

During the next year, OPM will develop written policies and procedures for agency offices to
use for collecting, maintaining, tracking, and preparing performance data results. Documented
policies and procedures decrease the likelihood of errors in performance data in annual per-
formance reports. When developed and implemented, such policies and procedures would
improve the reliability, consistency, and auditability of performance data presented in annual
performance reports. These procedures will include internal controls, such as recalculating fig-
ures and tracing results to supporting documentation, to support the review and certification of
the accuracy of performance data.

In light of the release of the President's Management Agenda and other events associated with
it, OPM will undertake a review of its outcomes and measures during the spring of 2002. The
agency will conduct this review in consultation with the Office of Management and Budget
with an eye toward aligning its goals and objectives, and performance measurement system,
with the Management Agenda and the Management Challenges identified by the Office of the
Inspector General.

Although each program office develops some performance indicators unique to its program
area, most of the agency's performance data is collected through the following mechanisms:

The Merit System Principles Questionnaire (MSPQ) is distributed to a nationwide random
sample of Federal employees in the last quarter of the year, with results timed for use in over-
sight reviews during the subsequent year. This survey is administered to a small but statistically
valid sample of Federal employees. The entire questionnaire was rewritten in FY 1999 to solicit
respondents’ overall impressions of their work units. Because of this, the FY 1999 results estab-
lished a new baseline.

The MSPQ includes questions on the perception of merit principles and human resources man-
agement (HRM) effectiveness, including effective use of employees. It is the primary measure-
ment tool for determining if the merit principles are being consistently honored and to assess

whether OPM is maintaining an effective oversight program. Several offices use the results as
surrogate measures of certain objectives and as indicators of needed improvements in policy.

The HR Specialists Customer Satisfaction Survey is administered annually and collects infor-
mation from agency staff working in human resources management positions regarding the
quality, usefulness, and effectiveness of the advice, assistance, training, informational materials,
and other support the agency provides to these staff for the administration of HR programs
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across government. A survey of HR specialists was not conducted during FY 2000 because the
questionnaire was being revised to align with OPM's corporate measurement framework that
was debuted in the agency September 2000 Strategic Plan.

Client Satisfaction Survey (of Retirement Program customers). OPM has conducted annual cus-
tomer satisfaction surveys of Civil Service retirees and survivor annuitants since 1990. The pur-
pose of the survey is to determine the level of client satisfaction among retired employees and
survivor annuitants with services provided by the agency. The areas covered by the survey include
processing claims for retirement benefits, answering correspondence, handling telephone inquiries,
processing of transactions for existing accounts, and the extent and quality of retirement counsel-
ing which the annuitants received from their former employing agencies. Only annuitants retired
in the last two years were asked to complete the retirement counseling section.

Consumer Assessment of Health Plans Study. The Consumer Assessment of Health Plans
Study is the primary vehicle for assessing health plan performance within the Federal
Employees Health Benefits (FEHB) Program. This survey instrument is the health care industry's
most thoroughly tested and widely accepted tool for obtaining customer feedback regarding
health plan performance. CAHPS-based results are published in the annual FEHB Open Season
Guide for each carrier participating in the Program.

The American Customer Satisfaction Index. The American Customer Satisfaction Index (ACSI)
is an econometric indicator that was developed by the National Quality Research Center at the
University of Michigan Business School and has been used in the private sector to measure cus-
tomer satisfaction since 1994. It is based on modeling of customer evaluations of the quality
of goods and services that are purchased in the United States. OPM began participation in the
ACSI in 1999 as an objective measurement of customer satisfaction that validates and comple-
ments the agency's surveys. Those surveyed were Federal retirees and survivor annuitants. For
2001, OPM=s overall satisfaction score was 78 on a scale of 100. This is a significant 5 points
higher than in FY 2000. OPM is delivering services to the annuitants that surpass the private
sector score, rated at 70.5.

Summary of Program Evaluation Results

OPM conducts targeted program evaluations, both internal and external, on specific program
areas to measure the results of the programs and provide information for our strategic planning
activities. Program evaluation activities are primarily conducted within program offices and are
supplemented by evaluations conducted by external contractors when necessary. In addition,
the Office of Merit Systems Oversight and Effectiveness (OMSOE) conducts special studies on
contemporary, crosscutting HRM issues. The Office of the Inspector General conducts periodic
evaluation studies and audits of agency programs that provide an additional source of internal
feedback. OPM also uses reports produced by external organizations such as the General
Accounting Office, the Merit Systems Protection Board, the National Academy of Public
Administration and the groups that audit agency trust funds. Examples of evaluation reports,
their results, and the actions the agency took are listed below.
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» The first, Telework Works: A Compendium of Success Stories, showcases examples of tele-
work success stories from a variety of jobs and work situations. OPM undertook this study in
recognition of its leadership role to encourage agencies to expand their telework programs.
Since its inception in 1990 as a Federal pilot project, telework, also known as telecommuting
and flexiplace, has become an important tool in the array of work/life programs.

» The second study, Veterans: Getting Their Preference?, was conducted to determine whether
Federal agencies fully and fairly considered veterans' preference eligibles in their hiring deci-
sions under delegated examining during FY 1999, and to ensure that staffing flexibilities were
not being systematically misused to intentionally avoid hiring veterans.

» Another study, Supervisors in the Federal Government: A Wake-Up Call, assessed the status
of current efforts in Federal agencies to identify, select, develop, and evaluate first-level
supervisors.

» The fourth study, Federal Benefits Counseling: Putting the Pieces Together, found that bene-
fits counselors believe that OPM and other agencies do provide enough information to
counsel employees. However, the report commits OPM to improving benefits counselor
training and marketing benefits counseling tools.

» The fifth study, A Work in Progress: Openness in the Employment Process I, study, which
examined the extent to which Federal agencies were meeting their obligation to publicly
announce FY 1997 vacancies. This study reports a statistically valid estimate for vacancies
filled in FY 1999 and finds that notable improvement has occurred since the first study.
The report discusses the common reasons cited by agencies for failure to announce. It also
includes recommendations to improve compliance.
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/" CONSOLIDATED FINA KL»STATEMENTS

U. S. Office of Personnel Management

CONSOLIDATED BALANCE SHEET
As of September 30, 2001 and 2000

(e Mitions)
B
Restated
2001 2000
ASSETS
Intragovarmmeanisl
Fund Balance with Treasury [Naote 2] ZEEN £544
I Esiments [Maba 3] ET2 B12 L
Accounts Recelivable:
Benafit Contributions for Participants [-]i ¥ #B3
Interest on Investmeants 8,230 B.B43
Othmr B3 104
" Total Intragovernmental 583,645 550,867
Accounis Recaivable from the Public, Nat:
Banefit Contribufions by Participants 6821 617
Othar 340 188
Assels Held by Insurance Carrkars 701 &£41
Property and Egquipmeant 13 10
TOTAL ASSETS RS 320 BR21H
LIABILITIES
Intragovernmental 132 184
Accruad Banafits 6,780 6,073
Accruad Premlums 422 410
Actuarial Liabilities
Pansian Liability [Note 4] 1,068,500 1,031,100
Postretirerneni Health Benefits Liability [Hole 5] 191,507 192297
Actuarial Life Insurance Liability [Note B] 26,148 24 662
Contingent LEabdlity [Mota 11] 174 1040
Othar a2 238
Total Liabiities 1,295,506 1,255,694
HET POSITION
Unexpanded Appropriations 11 13
Curmulative Results of Cperations [T10,197) [TR3,586)
Tatal Mel Position (T10,186) [TO3,573}
TOTAL LIABILITIES AND NET POSITION $585 320 £552 121

The accompaiying mobes are an inlegral parf of the financial staforments,
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U. 5. Office of Parsonnel Managemeant
CONSOLIDATED STATEMENT OF CHANGES IN NET POSITION

For the Year Ended September 30, 2001
[y Miians]

Nl Cost of Operations

(33,909)
Financing Sources Othar Than Revenues:
Appropriations Used 5,650
Transfer-in 1,639
Imputed Financing L
Mel Results of Operatlons (6,611)
Decrease in Unn-upu-ﬂl:lud Appl'npr"i:lll-nrﬂ [ 4]
Change in Mot Position 16,613}
Mat Position, Baginning of Year - Restated [Note 10] (TO3,573)
Mat Faslliuﬁl End of Year (5710,186)

Fhe secampaviplng pofes are an degeal pard af e Anancial stabesnanis
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U. 8. Office of Personnel Management

CONSOLIDATED STATEMENT OF BUDGETARY RESOURCES

For the Year Ended September 30, 2001
iy Miffans)

BUDGETARY RESOURCES
Appropriations £5,658
Appropriated Receipts Used to Cover Obligations Incurred [Note T) 47,533
Spending Auwthority from Offsetting Collections 15,680
Unobligated Balances - Baginning ol Year 26,003
Total Budgetary Resourcas 08,874
STATUS OF BUDGETARY RESOURCES
Obligations Incurred 71,252
Unabligated Balances - Available To
Unabligated Balances - Not Available 27,552
Total, Status of Budgetary Resources DE 874
OUTLAYS
Obligations Incurred 1,252
Less: Spending Authority from Offseiting Collections 19,680
Sublotal 51,572
Obligated Balance, Met - Beginning of Year 6,373
Less: Obligated Balance, Mel - End of Yoar 7.069
Total Dutlays 550 876

Tha Sconmpamplog moas ar ani ndegrel pard of the freeocky) sisfemenis

U.S. OFFICE OF PERSONNEL MANAGEMENT



U. 5. Office of Personnel Management

CONSOLIDATED STATEMENT OF FINANCING

For the Year Ended September 30, 2001
i Miffans)

OBLIGATIONS AND NONBUDGETARY RESOURCES

Obligations Ineurrad $71.252
Lass: Spemding Authority fram Oifsetting Collections 19,6640
Less: Total Appropriated Receipis TT.9448
Other Financing Sources 21,638
Exchange Revenua Mot in the Budget (B8}
Impiited Finameing 9]
Other (B}
Total Obligations, as Adjusted and Nonbudgetary Resources (5142}
RESOURCES THAT DO NOT FUND MET COST OF OPERATIONS (214}
COSTS THAT DO NOT REQUIRE RESOURCES id

FIMAMCING SOURCES YET TO BE PROVIDED

Change in Pension Liability 38404
Change in Postretiremeant Health Benefits Liability (rio)
Change in Actuarial Life Insurance Lishility 1,487
Charnge in Contingent Liakdlity T4
Total Financing Sources Yet to be Provided 79,251
HET COST OF OPERATIONS £33 909
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" /NOTES TO CONSOLIDATED
FINANCIAL I

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2001 and 2000

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
A. REPORTING ENTITY

The 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 U.S. Civil Service Commission were
transferred to OPM at that time.

The accompanying consolidated financial statements present OPM's financial position, net cost
of operations, change in net position, status of budgetary resources, and a reconciliation of the
net cost of operations to its budgetary obligations as required by the Chief Financial Officers
Act of 1990 and the Government Management Reform Act of 1994. The financial statements
include all accounts—appropriation, trust, trust revolving 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 are comprised of the following major Programs administered by OPM:

Retirement Program. The Program is comprised 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 through the Civil Service Retirement and Disability Fund, a trust fund.

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 revolving trust funds: the Employees
Health Benefits and Retired Employees Health Benefits Funds. To provide benefits, OPM con-
tracts with two types of health benefits carriers: fee-for-service, where participants or their
health care providers are reimbursed for the cost of services and health maintenance organiza-
tions, which provide or arrange for services on a prepaid basis through designated providers.
Most of the contracts of carriers that provide fee-for-service benefits are experience-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.
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Life Insurance Program. The Program provides group term life insurance coverage to Federal

employees, retirees, former employees, family members, and former spouses. The Program was
implemented in 1954 and significantly modified in 1980. It is operated through the Employees
Group Life Insurance Fund, a revolving trust fund, and is administered, virtually in its entirety,

by the Metropolitan Life Insurance Company under contract with OPM. The Program provides

Basic life insurance (which includes accidental death and dismemberment coverage) and three
packages of optional coverage.

The Revolving Fund Programs provide a variety of human resource-related services to other
Federal agencies, such as pre-employment testing, security investigations, and employee train-
ing. Salaries and Expenses are the resources provided to and used by OPM to cover the costs to
administer the agency.

B. BASIS OF ACCOUNTING AND PRESENTATION

The accompanying financial statements have been prepared in accordance with accounting
principles generally accepted in the United States of America and OPM's own accounting poli-
cies, as summarized in this note. They have been compiled from OPM's records and presented in
accordance with the form and content requirements of Office of Management and Budget
(OMB) Bulletins 97-01 (as amended). The statements differ from the reports OPM prepares pur-
suant to OMB directives to monitor and control the use of its budgetary resources.

On September 25, 2001, OMB issued Bulletin No. 01-09 -- Form and Content of Agency
Financial Statements. The provisions of Bulletin No. 01-09 are effective in their entirety for fis-
cal years beginning after September 30, 2001. Although it is permitted, OPM management has
elected not to implement the requirements of Bulletin No. 01-09 that are not mandatory for
fiscal year 2001 reporting. The only requirements mandated by Bulletin 01-09 for fiscal year
2001 are the preparation of a comparative Balance Sheet and Statement of Net Cost, which are
reflected in the accompanying financial statements. Certain amounts on the prior year's
Balance Sheet and Statement of Net Cost have been reclassified to conform with the fiscal year
2001 presentation.

C. USE OF MANAGEMENT'S ESTIMATES

The preparation of financial statements in accordance with accounting principles generally
accepted in the United States of America 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.
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D. ADOPTION OF NEW ACCOUNTING STANDARD

Effective on October 1, 2001, OPM adopted Statement of Federal Financial Accounting
Standards (SFFAS) No. 10 -- Accounting for Internal Use Software. The standard requires the
capitalization of the cost of all internal use software, including "commercial off-the-shelf,"
contractor-developed, and internally-developed. Previously, OPM expensed the cost of all inter-
nal use software.

E. CLASSIFICATION OF ASSETS AND LIABILITIES

Federal financial reporting standards require that entity and non-entity assets be disclosed sep-
arately on the balance sheet. Entity assets are those that the reporting entity has the legal
authority to use in its operations. All of OPM's assets are classified as entity assets.

OPM has no authority to liquidate a liability unless budgetary resources have been made specif-
ically available to do so. Where budgetary resources have been made available to liquidate it,
the liability is classified as being "covered by budgetary resources." Since no budgetary
resources have been made available to liquidate the Pension, Postretirement Health Benefits,
and the Actuarial Life Insurance Liabilities, they are classified as being "not covered by budget-

ary resources.” With minor exception, all of OPM's "non-actuarial liabilities" are classified as
being "covered by budgetary resources."

Intragovernmental assets and liabilities arise from transactions between OPM and other Federal
entities, including the U.S. Postal Service (USPS). The determining factor in classifying liabilities
and assets as intragovernmental is the source of the liability or asset.

F. NET COST OF OPERATIONS

In accordance with Federal accounting standards, OPM deducts earned revenues associated with
the gross costs of providing benefits and services on the accompanying Statement of Net Cost
to derive its net cost of operations.

Gross Costs of Providing Benefits and Services. OPM's gross costs of providing benefits and serv-
ices are presented by major output or responsibility segment. All Program costs (including
Salaries and Expenses) are directly traced, assigned, or allocated on a reasonable and consistent
basis to a responsibility segment.
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The following table associates OPM's gross costs by Program to its responsibility segments:

PROGRAM RESPONSIBILITY SEGMENT

Retirement Program Provide CSRS Benefits
Provide FERS Benefits

Health Benefits Program Provide Health Benefits
Life Insurance Program Provide Life Insurance Benefits

Revolving Fund Programs
Salaries and Expense Account Provide Human Resources Services

Earned Revenue. OPM has two major categories of earned revenues: Earnings on Investments
and Employer and Participant Contributions to the Retirement, Health Benefits and Life
Insurance Programs. Federal accounting standards require Earnings on Investments to be classi-
fied in the same manner as OPM's predominant source of revenues. Since OPM's only other rev-
enues are earned revenues, Earnings on Investments is also classified as earned revenue.
Employer and Participant Contributions represent exchanges of money and services in return for
current and future benefits and, as such, they are classified as earned or exchange revenues.

The Employer and Participant Contributions by Program are:

Retirement Program. The law fixes the contributions by and for most CSRS participants at a
combined 15.51 and 15.91 percent of basic pay for fiscal years 2001 and 2000, respectively. The
service cost of providing benefits to most CSRS employees is 24.2 percent, which represents the
percentage of basic pay that should be contributed by and for employees over their working
careers to meet their projected retirement benefits. Thus, contributions by and for participants
do not cover the service cost of the CSRS. The service cost of providing benefits to most FERS
employees (11.5 percent of basic pay), however, is generally fully funded by the contributions
made by and for participants.

Health Benefits Program. The Health Benefits Program is contributory; both the covered par-
ticipant and his/her employer or retirement system make contributions at a ratio of approxi-
mately one to two, respectively. The "employer" share for participating Retirement Program
annuitants is drawn from an appropriation account. Although the Health Benefits Program pro-
vides benefits to participating employees after they retire, neither active employees nor their
employing agencies make contributions for post-retirement health benefits [see Note 5].

Life Insurance Program. The Life Insurance Program is contributory, with both the covered
participant and his/her employer or retirement system required to make contributions.
Participant contributions for Basic life insurance are twice that of the non-Postal employing
agency or retirement system. For participating annuitants, the "employer" contribution for Basic
life insurance is drawn from an appropriation account. For optional coverages, the entire contri-
bution is borne by the participant.
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G. FINANCING SOURCES OTHER THAN REVENUE

Certain OPMs inflows of assets are from financing sources other than revenue. As such, OPM
has not deducted these inflows from its gross cost to provide benefits and services on the
Statement of Net Cost. Rather, they are deducted from net cost of operations on the Statement
of Changes in Net Position to derive OPM's net results of operations. OPM's principle financing
sources other than earned revenue are:

Transfer from the General Fund. The contributions by and for participants do not cover the
service cost of the CSRS. To partially subsidize this under-funding, the law mandates that the
Retirement Program receive an annual transfer from the General Fund of the U.S. Government.
This inflow of resources is classified as a financing source other than revenue, since it does not
require reimbursement from OPM.

Appropriations Used. OPM recognizes a financing source other than revenue at the time it
incurs expenses against its appropriated funds.

H. BUDGETARY RESOURCES

The Statement of Budgetary Resources presents the total budgetary resources available to OPM
for obligation during the fiscal year. In addition to the unobligated balances at the beginning
of the period, most of OPM'’s budgetary resources derive from the following:

Appropriated Receipts. The collections of the Retirement Program generate budgetary resources
in the form of "appropriated receipts.” During the fiscal year, the Program’s appropriated
receipts are available to cover all of its obligations, up to the amount apportioned by OMB. At
year-end, the excess of the Program's appropriated receipts over the obligations it has incurred
increase the balance of appropriated receipts that are precluded from obligation. Should, in a
future fiscal year, appropriated receipts be insufficient to cover the Program’s obligations, OPM
may draw on its balance of appropriated receipts precluded from obligation to cover them.

Spending Authority from Offsetting Collections. The collections of the Health Benefits, Life
Insurance and Revolving Fund Programs generate budgetary resources in the form of "spending
authority from offsetting collections" (SAOC). During the fiscal year, The Programs' incurred
obligations may not exceed their SAOC or the amounts apportioned by OMB, whichever is less.
At year-end, the amount of SAOC in excess of the obligations incurred during the current year
is carried forward into the subsequent year, but is unavailable for obligation.

Appropriated Authority. OPM receives appropriations from the Congress to cover the adminis-
trative costs of agency ("Salaries and Expenses") and the Government's contributions to the cost
of health and life insurance benefits for Retirement Program annuitants. This authority is avail-
able for incurring new obligations for a single fiscal year.
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I. FUND BALANCE WITH TREASURY

Fund Balance with Treasury represents OPM's balances in its trust, trust revolving, revolving, and
appropriation accounts that are available for immediate expenditure. The Fund Balance with
Treasury increases when OPM deposits collections and when investments mature or are
redeemed. It decreases when the Treasury makes expenditures on behalf of OPM and when OPM
\invests amounts not immediately needed for expenditure.

J. INVESTMENTS

OPM invests all Retirement, Health Benefits, and Life Insurance Program collections that are not
immediately needed for expenditure in interest-bearing securities guaranteed by the United
States as to principal and interest.

Retirement Program monies are invested initially in Certificates of Indebtedness ("Certificates"),
which are issued at par value and mature on the following June 30. The Certificates are rou-
tinely redeemed at face value to pay for authorized Program expenditures. Each June 30, all
outstanding Certificates are "rolled over" into special government account series (GAS) securi-
ties that are issued at par-value, with a yield equaling the average of all marketable Public Debt
securities with four or more years to maturity. The Retirement Program also carries, but does
not routinely invest in, securities issued by the Federal Financing Bank (FFB) and the U.S. Postal
Service (USPS), as well as marketable Treasury securities.

The investments of the Health Benefits and Life Insurance Programs are in "market-based" secu-
rities that mirror the terms of marketable Treasury bills, fixed-principal notes and bonds, and
inflation-indexed notes and bonds. In addition, OPM invests Health Benefits and Life Insurance
Program monies that are immediately needed for expenditure in overnight market-based securi-
ties, whose interest rate is equal to an overnight repurchase agreement rate that is calculated
by the Federal Reserve Bank of New York.

Investments are stated at original acquisition cost net of amortized premium and discount.
Premium and discount are amortized into interest income over the term of the investment,
using the interest method. The market-based securities and valued by the market prices quoted
for the securities upon which they are based. Quoted market prices are used to value the mar-
ketable Treasury securities. There are no quoted market prices for the remaining investments.
The market value of the special government account series securities, Certificates, and FFB secu-
rities is equal to their par values; the USPS securities are based on yields currently available on
comparable securities.
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K. ACCOUNTS RECEIVABLE

Accounts receivable consist of amounts owed to OPM by Federal entities ("intragovernmental”)
and by the public. Most of the balance of intragovernmental accounts receivable represent
accrued interest on investments and accrued Government contributions for participants in the
Retirement, Health Benefits and Life Insurance Programs. Accounts receivable from the public
derive, for the most part, from three sources: (1) accrued participant contributions due to the
Retirement, Health Benefits and Life Insurance Programs; (2) amounts due to the Retirement
Program by recipients of benefits, who have been subsequently determined to be ineligible for
them; and (3) amounts due to Health Benefits Program by participating carriers for disallowed
charges to their contracts. The balance of accounts receivable from the public is stated net of
an allowance for uncollectible amounts, based on past collection experience and an analysis of
outstanding amounts due.

L. ASSETS HELD BY INSURANCE CARRIERS

Assets Held by Insurance Carriers represents the balance of assets held by the experience-rated
carriers participating in the Health Benefits Program and by the Life Insurance Program carriers,
pending expenditure for Program purposes.

M. PROPERTY AND EQUIPMENT

OPM capitalizes major long-lived software and equipment. Software costing over $10,000 is
capitalized at the cost of either purchase or development, and is amortized using a straight-
line method over a useful life of five years. Equipment worth $10,000 or more is capitalized at
purchase cost and depreciated via a straight-line method over five years. The cost of minor
purchases, repairs and maintenance is charged to expense as it is incurred.

N. ACCRUED BENEFITS AND PREMIUMS

A liability is accrued for claims for benefits filed by participants in the Retirement, Health
Benefits and Life Insurance Programs that are unpaid in the current reporting period. For the
Health Benefits and Life Insurance Programs, accrued benefits include an estimate of claims
incurred but not yet reported. A liability is also accrued for the amount OPM owes as premiums
to community-rated carriers participating in the Health Benefits Program that are unpaid in the
current reporting period.
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0. ACTUARIAL LIABILITIES AND ASSOCIATED EXPENSES

OPM reports three "actuarial liabilities" and associated expenses in accordance with SFFAS No. 5
—Accounting for Liabilities of the Federal Government. They are measured as of the first day of
the year, with a "roll-forward" or projection to the end of the year, in accordance with SFFAS
Interpretation Number 3—Measurement Date for Pension and Retirement Health Care Liabilities.
The "roll-forward" considers all major factors that affect the measurement that occurred during
the reporting year, including pay raises, cost of living allowances, and material changes in the
number of participants.

NOTE 2 - FUND BALANCE WITH TREASURY

The following table provides OPM's Fund Balance with Treasury by type of fund for fiscal years
2001 and 2000; all balances have been obligated and are available for expenditure.

2001 2000

Revolving fund $34 $ 61
Trust revolving funds 572 455
Trust fund 31 1
Appropriated funds 21 17
Total $ 658 $ 544
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NOTE 3 - INVESTMENTS

The following tables summarize OPM's investments by Program for fiscal years 2001 and 2000:

Retirement Program
Par-value GAS securities
Certificates of Indebtedness
FFB securities

Other

Total Retirement Program
Health Benefits Program
Life Insurance Program

Total Investments

Retirement Program
Par-valued GAS securities
Certificates of Indebtedness
FFB securities

Other

Total Retirement Program
Health Benefits Program
Life Insurance Program

Total Investments

As of September 30, 2001
Amortized/

Discount/ Investments, Market
Cost (Premium) Net Value

$500,742 0 $500,742 $500,742
26,447 0 26,447 26,447
15,000 0 15,000 15,000
419 0 419 472
542,608 0 542,608 542,661
6,655 ($3) 6,652 6,843
23,694 (142) 23,552 25,062

$ 572,957 ($145) $ 572,812 $ 574,566

As of September 30, 2000
Amortized/

Discount/ Investments, Market
Cost (Premium) Net Value

$470,235 0 $470,235 $470,235
26,332 0 26,332 26,332
15,000 0 15,000 15,000
470 0 470 513
512,037 0 512,037 512,080
5,984 $7 5,991 51997
22,426 (157) 22,269 22,547

$ 540,447 ($150) $ 540,297  $ 540,624
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NOTE 4 - PENSION LIABILITY AND EXPENSE

In computing the Pension Liability and Expense, OPM's actuary applies economic assumptions to
historical cost information to estimate the government's future cost to provide CSRS and FERS
benefits to current and future retirees. The estimate is adjusted by the time value of money and
the probability of having to pay benefits due to assumed decrements for mortality, morbidity,
and terminations. Actuarial gains or losses occur to the extent that actual experience differs
from these assumptions.

The following table presents the significant economic assumptions used to compute the Pension
Liability and Expense:

2001 2000

Interest rate (%) 6.75 7.00
Rate of inflation (%) 3.75 4.00
Rate of increases in salary (%) 4.25 4.25

The following tables present OPM's Pension Expense for fiscal years 2001 and 2000:

2001

CSRS FERS TOTAL

Service cost $12545 $ 9329 $21,874
Interest cost 62,695 8,579 71,274
Actuarial gain (4,125) (3,388) (7,513)
Pension Expense $71,115 $14520 $ 85,635

2000

CSRS FERS TOTAL

Service cost $ 12,700 $8,700 $ 21,400
Interest cost 60,900 7,400 68,300
Actuarial (gain) or loss (3,183) 1,889 (1,294)
Pension Expense $70417 $17,989 $ 88,406
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The following tables present OPM's Pension Liability as of the September 30 measurement date:

2001

CSRS FERS TOTAL

Pension Liability at October 1, 2000 $912,500 $ 118,600 $1,031,100
Plus: Pension Expense 71,115 14,520 85,635
Less: Costs applied to Pension Liability 45,815 1,420 47,235
Pension Liability at September 30, 2001 $ 937,800 $ 131,700 $1,069,500

Pension Liability at October 1, 1999 $ 886,200 $ 101,800 $ 988,000
Plus: Pension Expense 70,417 17,989 88,406
Less: Costs applied to Pension Liability 44,117 1,189 45,306
Pension Liability at September 30, 2000 $ 912,500 $ 118,600 $1,031,100

In accordance with Federal accounting standards, the Pension Liability is reduced by the total
operating costs incurred by the Retirement Program. The following table presents the costs
applied to the Pension Liability:

2001 2000

Annuities $ 46,791 $ 44,849
Refunds of contributions 310 333
Administrative and other expenses 134 124
Costs applied to the Pension Liability $47,235 $ 45,306

Federal accounting standards require employing agencies to recognize the excess of the service
cost of a CSRS benefit over the amount contributed by and for their participating employees as
an imputed cost.
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NOTE 5 — POSTRETIREMENT HEALTH BENEFITS LIABILITY
AND EXPENSE

In computing the Postretirement Health Benefits (PRHB) Liability and associated expense, OPM's
actuary applies economic assumptions to historical cost information to estimate the govern-
ment's future cost of providing postretirement health benefits to current employees and
retirees. The estimate is adjusted by the time value of money and the probability of having to
pay benefits due to assumed decrements for mortality, morbidity, and terminations. Actuarial
gains or losses will occur to the extent that actual experience differs from the assumptions used
to compute the PRHB Liability and associated expense.

The following table presents the significant economic assumptions used to compute the PRHB
Liability and associated expense:

2001 2000
Interest rate (%) 6.75 7.00
Increase in per capita cost of covered benefits (%) 7.00 7.00

The following table presents OPM's PRHB Expense for fiscal years 2001 and 2000:

2001 2000

Service cost $ 7,316 $ 6,370
Interest cost 12,111 12,610
Actuarial (gain) or loss (12,783) 4,781
Total PRHB Expense $6,644 $ 23,761

The following table presents OPM's PRHB Liability at the September 30 measurement date:

2001 2000

PRHB Liability at beginning of year $192,217 $ 175,365
Plus: PRHB Expense 6,644 23,761
Less: Costs applied to the PRHB Liability 7,354 6,909
PRHB Liability at end of year $191,507 $ 192,217

102 U.S. OFFICE OF PERSONNEL MANAGEMENT



In accordance with Federal accounting standards, the PRHB Liability is reduced by certain oper-
ating costs incurred by the Health Benefits Program. The following table presents the costs that
have been applied to the PRHB Liability:

2001 2000

Current benefits $5,425 $ 5,158
Premiums 1,277 1,171
Administrative and other expenses 652 580
Total Costs applied to the PRHB Liability $7.354 $ 6,909

The assumed health care cost trend rates have a significant effect on the amounts reported as
the PRHB Liability and associated expense. A one percentage point change in the assumed
health care cost trend rates would have the following effects:

2001 2000
8.0% 6.0% 8.0% 6.0%

[One [One [One [One
Percent  Percent Percent Percent
Increase] Decrease] Increase] Decrease]

Interest cost component $13,828 $10,694 $14,422  $11,087
Service cost component $9,102 $5,912 $ 8,078 $5,046
PRHB Liability $220,391 $167,728  $221,577 $167,665

Since neither the employing agency nor active employee participants make contributions to

PRHB, Federal accounting standards require employing agencies to recognize the entire PRHB
service cost as an imputed cost. OPM's actuaries have computed the cost factor to be $3,246
and $2,803 per employee enrolled in the Program for fiscal years 2001 and 2000, respectively.

NOTE 6 — ACTUARIAL LIFE INSURANCE LIABILITY AND
ASSOCIATED EXPENSE

The Actuarial Life Insurance Liability is the expected present value (PV) of future benefits to be
paid to, or on behalf of, existing Life Insurance Program participants, less the expected PV of
future contributions to be collected from those participants. In calculating the Actuarial Life
Insurance Liability, OPM's actuary uses assumptions that are consistent with those used in com-
puting the Pension Liability [Note 4].
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The following table presents OPM's Actuarial Life Insurance Liability, as of the September 30
measurement date:

Expected PV of future benefits $53,461 $49,979
Less: Expected PV of future contributions by participants 27,312 25,317
Actuarial Life Insurance Liability $26,149 $24,662

The following table presents OPM's Future Life Insurance Benefits Expense, which equals the
change in the Actuarial Life Insurance Liability from the beginning of the year:

Actuarial Life Insurance Liability at end of year $26,149 $24,662
Less: Actuarial Life Insurance Liability at beginning of year 24,662 23,575
Future Life Insurance Benefits Expense $ 1,487 $ 1,087

The Life Insurance Program is funded by means of the "level premium" method — that is, the
contributions paid by and for enrollees remains fixed until age 65. Contributions are set at a
level that overcharges during early years of coverage to compensate for higher rates of benefit
outflows at later years of coverage. The contributions to the Program, when accumulated over
the years with interest, are expected to be sufficient to provide for the net outflows during the
later years of coverage.

The Future Life Insurance Benefits Expense reflects the accrued cost of both pre-retirement and
post-retirement benefits. The portion of the Future Benefits Expense that relates to post-retire-
ment benefits is 0.02 percent of the basic pay of participating employees for both fiscal years
2001 and 2000. Federal accounting standards require employing agencies to recognize this
amount as an imputed cost.

NOTE 7 — BALANCE OF APPROPRIATED RECEIPTS
TEMPORARILY PRECLUDED FROM OBLIGATION

OPM may use its appropriated receipts [see Note 1] in the amount necessary to cover
Retirement Program obligations. Should appropriated receipts be insufficient to cover the
Program's obligations, OPM may draw on its balance of appropriated receipts that have been
precluded from obligation to cover them.

U.S. OFFICE OF PERSONNEL MANAGEMENT



The following table presents OPM's balance of appropriated receipts that are temporarily pre-
cluded from obligation:

Total appropriated receipts during fiscal year 2001 $ 77,948
Less: Appropriated receipts used to cover obligations incurred 47,533
Excess of appropriated receipts over obligations incurred at September 30, 2001 30,415
Balance of appropriated receipts precluded from obligation at October 1, 2000 508,103

Balance of appropriated receipts precluded from obligation at September 30, 2001 $538,518

NOTE 8 - GROSS COST AND EARNED REVENUES BY
BUDGET FUNCTION

Federal reporting standards require that OPM disclose its gross cost and associated earned rev-

enues by the functional classifications used in the President's budget. The gross cost and associ-

ated earned revenues of the Retirement and Life Insurance Programs are classified in the
President's budget as an "Employee Retirement and Disability" function; the Heath Benefits
Program as "Health Care Services;" and the Revolving Fund Programs and Salaries and Expenses
as "General Government." Substantially OPM's entire gross cost is classified as being "with the
public” The principal intragovernmental earned revenues are Earnings and Investments and
Employer Contributions. The following table presents OPM's gross cost and associated earned
revenue by budget function:

2000
2001 Restated
Budget
Budget Function Gross Earned Cost Gross Earned Net
Function Code Cost Revenues Net Cost  Revenues Cost
Employee
Retirement and
Disability 602 $89,030 $59,573 $29,457|$ 91,343 $ 57,807 $33,536
Health Care
Services 551 20,283 15,982 4,301 36,553 14,643 21,910
General
Government 805 481 330 151 504 242 262
Total $109,794 $75,885 $33,909|% 128,400 $ 72,692 $ 55,708
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NOTE 9 — CONCENTRATIONS IN HEALTH BENEFITS
AND LIFE INSURANCE PROGRAMS

During fiscal years 2001 and 2000, approximately half of the Health Benefits Program’s benefits
were administered by the Blue Cross and Blue Shield Association, an experience-rated plan.
Virtually all of the Life Insurance Program's benefits were administered by the principal life
insurance carrier, Metropolitan Life Insurance Company

NOTE 10 — RESTATEMENT OF PRIOR YEAR FINANCIAL
STATEMENTS

The Consolidated Balance Sheet as of September 30, 2000 and the Consolidated Statement of
Net Cost for the year ended September 30, 2000 have been restated. The purpose of the
restatement is to recognize retroactively the incurrence of a contingent liability of $100 million
in the case of NTEU vs. OPM [see Note 11]. Concurrently, other adjustments totaling $45 million
to corect previously reported understatements of expenses were applied. The total effect of the

restatement is as follows:

As Originally As Net Change
Balance Sheet: Reported Restated  Increase (Decrease)
Contingent Liability 0 $100 $100
Intragovernmental Liabilities $149 $194 $45
Total Liabilities $1,255549  $1,255,694 $145
Net Position ($703,428) ($703,573) ($145)
Cost to Provide Benefits and Services $128,255 $128,400 $145
Net Cost of Operations $55,563 $55,708 $145

NOTE 11 — CONTINGENCIES

NTEU v. OPM. On January 3, 2002, counsel for the plaintiffs and the Federal government signed
a proposed settlement agreement to resolve all remaining issues in the case of the National
Treasury Employees Union (NTEU) v. Kay Cole James, Director, OPM ["OPM"]. In NTEU v. OPM, the
plaintiffs, a class of present and former Federal employees, sued OPM regarding the process by
which annual pay increases were applied to certain "special rate" employees. The U.S. Court of
Appeals for the Federal Circuit ruled that for several years, OPM had erroneously applied those
pay raises and ordered OPM to calculate appropriate damages. Should the proposed settlement

U.S. OFFICE OF PERSONNEL MANAGEMENT



be approved by the Court, OPM estimates that approximately $174 million will be paid for relief
to the class.

Since any settlement in this case will be paid from the Treasury Judgment Fund (TJF), OPM has
recorded $174 million as a contingent liability as of September 30, 2001. In addition, the finan-
cial statements as of September 30, 2000 have been restated [see Note 10] to reflect the incur-
rence of a contingent liability of $100 million, OPM's best estimate at that time of the probable
loss arising from the case. As a result, OPM has recognized future funded expenses of $74 mil-
lion and $174 million in the Statement of Net Cost for the years ended September 30, 2001 and
2000, respectively. If a settlement is ultimately made, OPM will recognize an imputed financing
source to reflect the actual amount paid from the TJF.

Health Benefits Program Carriers. OPM is currently a defendant in lawsuits in which carriers
participating in the Health Benefits Program are seeking relief for alleged underpayments of
premiums. The amount of any probable loss as a consequence of these actions has been deter-
mined to be immaterial to the financial statements as of September 30, 2001 and 2000. If set-
tlements are reached in these cases, such settlements will be paid from the TJF. Any ultimate
reimbursement to the Treasury Judgement Fund will be made by the affected employing agen-
cies and retirement systems, where enroliment records can provide the basis for premium pay-
ments remitted to the carriers by OPM on behalf of those agencies.

Other Litigation. OPM is often involved in other legal and administrative proceedings that arise
in the ordinary course of business. OPM management, based upon the opinion of its General
Counsel, believes that the combined outcome of all such proceedings, both pending or known
to be threatened, will not have a material adverse effect on OPM's financial position or results
of operations.

NOTE 12 — SUBSEQUENT EVENTS

Long Term Care Security Act. Public Law 106-265, the Long Term Care Security Act, was signed
into law on September 19, 2000. The law requires that OPM implement the Federal Long Term
Care Insurance Program (FLTCIP) by October 1, 2002. When implemented, the entire FLTCIP pre-
mium will be borne by the participant, who will pay them directly to the carrier. There will be
no employer contribution nor will a separate Federal account be established with which to
operate the FLTCIP. The expenses incurred by OPM in developing, implementing, and administer-
ing the FLTCIP are paid from the Employees Group Life Insurance Fund. The law requires the
carrier to reimburse the Employees Group Life Insurance Fund for these expenses once the
FLTCIP is implemented. OPM management expects that these costs will not have a material
adverse effect on OPM's financial position or results of operations.
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/AREQUIRED SUPPLEMEN INEORMATION

INTRAGOVERNMENTAL ASSETS

BY TRADING PARTNER

as of September 30, 2001
[ty Millioms)

OPM is required to report three categories of intragovernmental assets by trading partner: Benafit
Contributions for Participants; Interast on Investments; and Fund Balance with Treasuwry and
Investments, For each of these intragovernmental asset categories, the following scheduls
identifies the amaunt of the corresponding liability that should be reporied by each of OPM"s
trading pariners.

) Fund Batanos Gnnn?::lﬂaa for MTMNREE o

Trading Pariner with Treasury Participants Imnasl_ma-nts

and Investments Recatvable Receivable
riculture af £51 3]
DIMIMerce ]| 18 [
Diplednse o] 200/ 0
Education o 3 i
Energy al 17 1]
Health and Human Services lu k]| 4]
Housing and Urban Development 1| B g
interior 1] 32 ]
(] a a3 ]
[Labar aj B 1]
State o] G o
Transporiation i] 48 i]
Treasury §$573.470 75 $9,230
Vaterans Affairs a 32 1]
ancy for International Devalopmeant 1] 1 ]
[Environmental Protection Agency 1] 11 1
Fedaral Emurﬁunc;.- M:naunmﬂnl: Aﬂnm:l | a ? i
Ganeral Services Administration a T i
National Asronautics and E_p_irca Aiam:y 1 12 1]
National Sciance Foundation 1] 1] 0
gulatory Commission o] 2 [l
ness Adminkstration il 2 [1]
] 28 [
a 124 0
0 B3 0

$573.470 sag2] 59290

UNAUDITED - SEE ACCOMPANYING INDEPENDENT AUDITORS' REPORT

Required Sunpemvatal Infarmaion
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INTRAGOVERNMENTAL EARNED REVENUES

BY TRADING PARTNER
for the Year Ended September 30, 2001
(i Millicns)

OP# = required to repor two categories of intragovernmantal earned revenues by trading
pariner: Contributions for Participants and Interest on Investmients, The following schodule
identifies the amount of the corresponding expenss that should be reported by each of OPM's
trading partners. Also, reported is DPM's “Full Cost to Generate Revenues™, which is eqgual to the
foial of thess two calegories of intragovernmental earned reveanues,

Emipl r Earni on Full Cost fo

|] Trading Partnar Enrrh'll;'hmuﬁ;:n: Inunﬁznh Gununlltn Revanus
riculiurs SE58 [i]
Commarce 312] [1]
{Defenss 5.413] [T

e

Education ‘l 54 ]
Energy 173 1]
Health and Human Services | 507 0
Housing and Urban Davelopmant | jisi] 1
Inberiar 524 g
1,561 i
1 [i]
1048 [i]
B12 i
1,278) 556,084
1,503 L]
IEGMP for International Development 15 (1]
Environmental Proteclion Agency 1B i
‘Fidﬁﬁl- EmarEannr Managemeant Agency 30 [1]
Ganeral Services Administration 125 [1]
Hational Asrenautics and Space Agency 203 [1]
[Hational Science Foundation 12 a
Huiuciear Regulatory Commiss|on 33 0
Srall Business Administration 35 (1]
Soclal Becurity Administration 489 0
U.5. Postal Service 19, 006 =]
Dthar 1,201 L]
Total $26, 778 $36,984

UNAUDITED - SEE ACCOMPAMNYING INDEPENDENT AUDITORS' REPORT

Faguired Suppiemental Information
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/" INDEPENDENT AUZEBOR:S-REPORT

ol

o] B e, B

WiasPeragton, DT 20038

Independent Auditors” Report

[hrecior and Inspecior Creneml
1.5 Dffice of Personnel I'i.-1.an.:|_¢ern:r|.|'

Wi hnve nudited the accompanying consclidated balance sheets of the U5, Cfice of Personnel
Management (OFM) as of September 30, 2001 and 2000 and the related consolidated statements
of net cost for cach of the vears then ended, and the rebated consolidated statements of changes in
niet pogition. budgetary resources, and financing for the year ended September 30, 20001, We have
also awdited the indivedunl balames sheets of the Retirement, Health Bepefity, and Life Insurance
Programs (herelnafter referred to as the Programs) as of September 30, 2000 and 2000 and the
related imbividiusl statements of nel cost for each of the yvears then ended, amd the related
individual statements of clanges m net position, budgetary sesources, and financing for the year
endied September 3, 200 .

e abjective of our audits was o express an opmion on ihe fair presentation of ihese financial
statements,  In conmectson wrth our audds, we abso consadered OPS's miermal control over
financinl reporimg ond tested 0P s compliance with cerain provisions of applicable laws and
repulntions that conld have o direct and matenal effect on fs Anancial stalements

Summary

Ag stated in the opinion section of this report, based on our audits and the results of other
aiditors, the consclidated financial statements of OPM and the individual financeal statements of
the Programs peesent fakely, in all marerial respects, the consolidated fimancial position of OPM
and the financizl position of each of the Programs as of September 30, 2000 and 2K, and the
consolidated and mdividuoal Programs” net costs for each of the vears then ended, and the changes
in net position, budpetary resoorces, mnd reconcilintion of met costs 0 budpetnry ohlipabions [iar
the vear ended Seplember 340, 2000, in v;u:lnjnrnil;:r wiih I1|:|:':I':I|'I|il'l|:'_ pr|1|i:|'[r|=-s T_J:ﬂerilil} accepted
m the United States of America

O consideration of infernal cortsal eoer financial reporting resulied i the following reportable
conditions, none of which are believed 1o be materdal weaknesses:

I, Electronic data processing (EDP) peneral control emvirommenl

2, Account asalysis and other significant reconcillation procedures by the Olfice of the Claief
Fimancial Offscer (O0CFO)

3. Budgeary acoountimg struciure of the OCFD

I, Chuality coniral over annual financial statement preparmtion

Uontreds over program administration for the communityv-rated heafth cormiers

a. limplementation of documented policies and procedures of the OCFO

[ae status of prior vear findings is presenied in Exhibit |
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The pesults of cur tests of complianee with certain provigions of ws and regulations, exeliesive
of those referred io in the Federal Financial Manegement Improvement Act (FEMIA) of 1906,
disclosed no instances of ooscompliance with laws and regolations that are required 10 be
reported under Govermmien? Auditbig Standards ssusd by the Comptroller General of te Undted
Stares, and Office of Management and Budge (OMB)Y Bulletn Moo (01-02, Audic Reguiresmenty
for Federal Finareial Suafemeni.

Clur tests of compliance with FFMIA section B0G{a) requirements disclosed instances whers the
OFM's financial management systems did not substantinlly comply with Federal financial
management systems requiremants and the United Sates Governmient Standard General Ledger
nt the transaction kevel.

The following sections discuss our opinion on OPM's consolidated financial statemaents and the
Programs” individunl financial siatements presented hesebin, our consideration of OPM s internal
control over financial repoming. the results of owor e of OPM's compliance with cerain
provisions of laws and regulations. and managemen's and our respoasibilities.

Opinion on the Financial Statements

We have audited the accompanymng consolidated balance sheets of the U5, Office of Personnel
Munagement as of September 30, 2000 and 2000 and the related consolidnted statements of net
cost for each of the years then ended. and the related consolidated statements of changes in net
position, budgstary resources, and financing for the year ended September 30, 2001, We have
also awdited the individual balance sheets of the Programs as of September 30, 2001 and 2000
and the related mdiidenl statements of net cost for each of the years then ended, and the related
individueal stniements of chanpges in net position, budgetary resources, and financing for the year
ended Sepiember 30, 2001, The mdividual Program financial statemenis ore included in the
consolidating financinl statements presented as schedules | througls 5,

We did not awdit the financial statements of the experence-rated health carmers, which statemenis
comprise 1.5 percent and | percent of tolal assets reflected in the Health Benefis Program (HBP)
individual balance sheets as of September 30, 2001 and 2000, and substantnlty all of the post-
retirement health benefits and curremt benefits reflected in the HAP individual statements of net
cost for the vears then ended, The experience-mied carrier financinl statements were aodited by
other auditors, whaose reports thereon have been provided to us, and our opinion, insofar as it
relates to the nmounts incheded for the experience-rated carriers, is based solely on the repars of
the other auditors

Additionally, we did not audit the financial staements of Metropolitan Life Insurance Company's
Office of Federsl Emplovees Group Life Insurance Program (OFEGLIL which sistements
comprise approximately 2.3 percent and |5 percemt of todn] assets rellected 1 the Life Insurance
Program (LP) individual balance dheets as of September 30, 2001 and 206K, and substantinlly all
of the current benefits reflected in the LP individunl staterments of net cost for the years then
ended. Those financial stntements were audited by other auditors, whose report therson hns been
provided 10 us, and oor opmion, msofar as it rekates o0 the amounts included for OFEGLL =
based solely on the reports of the other auditors.

(]
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[n our opinion, based on our sudits and the results of other auditors, the consolidoted financial
stafements of OFM and the individual financinl statements of the Programs present fairly, in all
material respeces, the consolidated financial position of OPM and the financial position of each of
the Programs as of September 30, 2000 and 2000, and the consolidated and individual Programs’
net cosis for each of the years then ended, and the changes in net position, budgetary resources,
and reconciliation of net costs to budpetary obligations for the vear ended Septemiber 30, 2001, in
conformity with accounting principles generally sccepied in the United Stabes of Americn

The information incleded m the sections entitled Management Discussion and Analyvsis (MDA
and Reguired Supplementary Information ks not o required part of the financial statements but is
supplementary information requiresd by the Federnl Accounting Stasdards Advisery Board or
OMB Balletin No, 9701, Farm and Comtent of Agency Finamciod Statements, as amended, We
have npplied certain |imited procedunes, which consisted principally of inguiries of management
regnrding the methods of measurement and presentation of this mlormaton,  However, we did
not awdit the mformation in the MD&A and Required Supplementary Information sections amd,
accordingly, we express no opinion on it

Chur anditg were coisducted for the purpose of forming an opinion on the presented conselidated
finamcial statements of OPM taken as a whole =nd on the presented individunl financial
staterments of the Programs. The individual financial statements of the Revolving Fund Programs
and Salares and Expenses funds (the Funds) included in the consolidating financial statemenits,
(Schedules | through 51, are presented for purposes of additional analysss of the consolidated
financial statements of OPM mther than to present the financial position, net costs, changes in net
position, budgetary resources, and reconciliation of net costs 0 budpetary obligstions of the
individunl Funds, The presented financial statements of the Fumds have been subjected o the
puditing procedunes apphied in the audit of the OFM’s consolidated financial statements and, m
our opinien, are fairty stated in all materinl respects in relation to OPM's consolidated financial
statemments taken as 8 whale

Internal Control over Financial Reporting

Our eonsideration of intermal contral over financial reperting would not necessarily disclose all
matters i the buernal conirel over finaneial reporting that might be reportable conditions. Under
standards issued by the Amencon Institute of Certified Public Accountants {AICPA), reporiable
cenditions are matters coming 1o our abtention relating to significant deficiencies in the desiyn or
operation of the ivtemnal comtrol over financial reponting that, in our judpment, could adversely
affect OPM's abiiity to record, process, summarize, and report finencial dats consistent with the
muzertions by management in the financial stnements.

Mntenial weaknesses are reporiable conditions im which the design or opemtion of ane or more of
the intermal control componems does wot reduce o a3 relatively low fevel the risk tha
misstatements, in amounts that would ke material o orelation o the financial statements being
awdined, may occur and nod be detected within a tmely period by employees in the normal course
of performing their assigned functions, Becpuss of inherent imitations mn any internal coniral,
misstalements due o error or froud may occur and not be defecied.

We notsd certain matiers, described in items | throwgh 6 bebow, involving the miemal control

ever financial reporting and its operation that we consider to be repontable conditions. However,
nome of the reportable conditions idennified below ane believed 1o be material weaknesses
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A summary of the status of prior year reporiable conditions s mcluded i Exhibit . We also
isted other matters: involving internal control over financinl reporting and s operation that we
liwve reported o the management of OFM in o separate letizr dated February 15, 2002,

1.  Electronic Dnis Processing { EDF) Geoneral Coatrol EsviFenment

Throughout fiscal yvear 2001, reorganization efforts hove besn umderway 1o consolidate some
imformation technology functions and to strengthen the role of the Office of the Chief Information
Oiffscer (D00, Key control areas that require entit-wide kevel management, which are under
the comtrol of the OCKY include secusity, metwork and platform monagemend, change
monzgement. and service continuity. Although OPM has recently improved the security and
comtrols over the information sysfems, certain controls still need to be improved, as reguired by
OB Circulor A-130, Manapement of Federal Information Resowrces. These conditions could
affect OPM s ability to prevent and ditect unauthorized changes to financial information, control
electronic access to sensitive information, and protect it information reseuroes.

. Entity-witle Security Frogram

As previously reported, OPM has nod promulgated and mmplemented an entity-wide
security program, slthough the program is under development. OFM's security program
should assign security responsibilities to the approprinte positions within OPM, establish
policies for performing risk assessments, require documentation of security plans for
generl support systems and major applications, integrate an incident response capability,
and provule for peredic tradning of all saff.  An entity-wide security program that
comtsins n:nu'il!]: |1|:||||.':=:. and an |m[ﬂen1uuui1x| plan is the foundation of an :ﬂti!}"ﬁ
security control structure, and a reflection of senior management’'s commitment fo
oddressing security risks,  As gutlmed in OMB Circular A-130. an effective security
program includes o tisk nssessment process, a cerificatson process, and an effective plan
for incident response and mondonng,

b. Acees Conirols

As reported in the prior vear, certain security access controbs should be strengthened.
Specifically, OPFM is not performing periodic reviews of nccess lstings 1o kentify amd
refmove excestive access, and coriain user account groups and security ndministrators
have excessive access privileges 1o mainframe resoarces, In addition, OFM has not fully
developed or implemented platform configusation standards or password managemend
conplrals.  Aceess controls should provide reasonable assurance that computer resoorces
[duta files, application programs, and compusier-relsied Tacilities and equipment) are
protected aguinst unmuthorized modificstion, disclosure, loss, or impairment.  The
ohjectives of limiting access are 10 ensure that (1) users have only the access needed o
perform their duties; (1) access to very sensitive resources, swch as securiny software
programs, is limited to very few imdividueals; amd (3) employees are restricted from
performing incompatible functions or functions beyond thear respansibilities.

c.  Swstem Software Conirols
While OFM has made significam progress toward the implementmon of an enfity-wide
Software Development Life Cyele (SDLC) methodology, OFM has not fully established
svatem software controls that limir and moailor access to the programs and sensitive files
thiat control te computer hardware and secure applcatiens supponied by the system.
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In additicn, OPFM has oot fully developed procedures to ensure that tests of system
software changes are performed and documented, svstem software changes are reviewed,
ppproval is documented before implementation, and duties are properly segregated.
Controls over the maodification of system software change controls should provide
rensonable assurance thot operating svstem confrols are pot compromised.  Withowt
proper system software oontrols, unauthorized mdividuals wsing the syvstem softwarne
could circumvent controls to read, modify, or delete critical or sensitive information or

Programs,

d. Software Development and Change Controls

OPM has not made sufficient progress townrd developing formal procedures for
controlling changes over customized application software. These controks prevent the use
of unauthorized programs or unauthorized medifications to exsfing  programs. In
addition, we noted that programmers’ dutbes are not properly segregated.  Application
programmers responsible for making changes o customized application software also
have access o production, Establishing controls aver the modification of application
sofbware programs EREists 0 mﬁng that only authorized pORrai S afd authorizesd
modifications are implemented.  Withowt proper controls, there is & nsk that security
features coitld be inadvertently or deliberately omitted or “turned-off™, or that processing
irregularites could be intrsduced

e.  Service Contimuity

To mitigate the risk of service interruptions, OPM peeds to improve controds over the
integration of its Contineity of Operation Plan (COOP) and its Disaster Recovery Plan
{DRFPL  In addition, OPM nesds to strengthen comtrols over LAN connectivity and
backup procedures. Losing the capabality 10 process, retriewe, and protect information
mintnined electmoncally could significantly affect OPM's ability to accomplish its
indssion. Thus, procedures should be in plice o prolect nformation rescurces, minimize
the risk of unplenned femuptions, and recover critical operations should inermupiions
TCUr

Recommendation

We recommend the ({10 coordinate with the Retirement and Insurance Service (RIS) to develop
a formal action plan for reviewing and revising EDP general confrols.  This plan should address
cach of the arcas discussed above, set fomh appropriste coerective action steps, assign
responsibilities o emplovess, and establish warger completion daves for each action, This plan
should ke reveewed I'l]-' the (Hhce of the lmll,:l’ Crenernl (UH0) amil ld-ug'll:d h'_l.' the execitive
e el al OPM, o addition, this plan shauald Flrnvide fer FEI.'JI.‘IdiL' v of progness
towards the schisvement of cormectve netons.

I, Account Analvsis and Chiber Significant Reconciliation Procedures by the (MTice of the
Chief Financial Officer (DCF)

Key internal coptrofs for detecting and correcting accounting emors and preventing misstatements
of the financinl statemenis include the performance of periodic account anslyses, reconcilintion of
subsidiary ledpers to penernl ledper control gccounts, and supervisory review and approval of the
posting of accounting transactions and related pereral bedger jownsn! cntries.
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During fiscal year 2001, the OCFO made significant effors w mprove controls over secon
analysis and other reconciliation procedures of OPM™s Funds. Despite these effors, the OCFO
was unable o provide adequate evidence that its key accounting controls were in place and
functioning in the Funds during the sudit period, As in the prior year, procedures for reconciling
fund balance with Treasury were not applied properly and consistently throughout the fiscal vear,
not all the Funds® accounts were reconciled, ond not all pcoounting transactions were posted o
the general ledger m o timely manner. Consequently, several adjustmenis and recnlcuintions were
necessary to produce the individieal Funds® financial statements.

Bosed on our limited observations of the OCFO"s accounting functions, we believe there is
inndeguate communication among functions within the sccounting office, weak enforcement of
policies and proceduses, asd a abostage of persconel with the technical skills necessary 1o
perform and overses sccount analysis and reconclliation proceduses, Therefore, management and
staff have been unable o identify the cawses of differences in thi Funds® fund balances with
Treasury and make corrections in o timely manner.

While the Funds are not matenial in relation to OPM’s consolidated financial statements presented
herein, the weaknesses o OCFO's  accound reconciltation contrels  mdicate  sgnificant
deficicnches o the operation of OCFO% intermal control over fnancial reporting.  In our
judgment, these deficiencies adversely affect OPM's ability 1o accurntely record, process,
summarize, and report financial daga for the Funds,

Recommepdations

As owe recommended in the price year, the OCFO should emphasize the importance of timely
reconciliotion procedures 1o those responsible for their performance and enforce reasonable
deadlines for their completdon after each month emd,  The sk of performing reconciliation
procedures (includimg dentification of reconciling differences and researching and resolving
those differences) should be assigned to individuals with approprinte traming and skills
Correction and resolution of reconciling items should be reviewed by approprinte supervisory
personnel, properly decumentsd, and posted o the general ledger

We agrin recommend the OCFD continue it effons w ke the necessary actions to ensure thar:

+  Specific duties and control responsibilitics are communicated effectively o all emplovess
mvolved in the OCFOL

*  Asagnments of respensibility and delegation of authority to deal with operational functions
and regulatory requirements are structured to prevent control breakdowns;

*  Commumication across the different operational team members within the OCFO ond
program offices is adequate and fimely so as to enable CCFC personme] to discharge their
responsibilities effectively; and

* Personnel skill levels are appropriate for the size of the department and the nature and
compbexity of the activities they are required to perform.

3. Budpetary Accounting Structure of the OCFO

During fiscal year 2000, the OCFD began the development of policies and procedures for
budgetary accounting.  These policies and procedures are scheduled to be implemented in
congimctson with a8 new financial management system by the end of fiscal year 2002
Comsequently, the OCFO did not have & funetional buadgetsry aceodnting sirisciune in place m
fiscal vear 2001 or 2000 for the Fands.
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In addition, the OCFD does pot perform reconciliation procedurcs betwesn proprictary and
busdgetary pocounts to ensure that key general fedger account relationships exit.

An in previous vears, the OCFO did not use budgetary account balaices 1o prepare the 5F-133,
Bdger Evecution forms and the statements of budgetary resources.  As a resull, the beginning
halarces on the fiscal year 2000 Funds® individual siatements of budgsary resources do nol agree
1o fiscal vear 2000 ending balances, and cemain balamces in the mdividual sisements of
budgetary resources do nof agree with the general ledger, In addition, the combination of weak
budgetary controds and an unreconciled fund balance with Treasury (See reporiable condifion Mo,
2} increass the risk of noncomplinnce with budpetary laws and regulations.

Recommendations

We strongly recommend the OCFO complete s effon to develop and implemen budgetary
sccounting policies and procedures o ensure thal all budgefary transactions are properly
recorded. We also recommend the OCFO take the necessary actions o ensure that budgetary
transgctions are consistently recordied using the Standard Cieneral Ledger (SCGL) descriptions and
posting atributes.  Additionally, we recommend the (PO sirengthen control procedunes over
the budgetary accounting struciure 1o suppon the preparation, executbon, and reparting of the
Funds" budgets, in accordance with OMB Circulars A-11 and A-34, and 1o assire adberence io
budgetary bws and neglalios.

4. Omality Control Over Annwal Financial Statement Preparation

o meet the financial reporting requirements parsuant 1o the OMB Balletin Mo, 97-01, OPM
segregabed s annunl financial reporming responsibilities among the following departments:

#  The Benefits Accounting Branch (BAB), which prepared the Programs individual financial
statements and assembled the consolidated financial statements;

*  The OCFO, which prepared the Funds® individual financial satements; and

# The Financial Policy S, which prepared the footnotes 1o the consolideted financial
shElements,

Hegular commumications and cross-reviews were essential for complete and accurate conselidated
finnmcinl reporimg.  However, as in the prior vear. the complexaty of OMB Bulletin Ne. 97-00
reporting and disclosure requirements and OPM's staffing limitations affected the adequacy of
OFM's quality cantrol function for aonual financial reporting.  As a result, we observed the
following weaknesses over the preparmtion of the consolidoted and individual financial statements
and relsed fosinoles;

= Cross-reviews of financeal statemenis and footnote drafis were not performed with sufficient
iechnical oversight 1o ensure that accounts were properly classified and that all required
disclosures were ineluded in the scoompanying foomotes; and

= [Difficulty was experienced i producmg complete and accurmte consobidated fmanceal
simtemsant drafis i a timely fashion for review by mamagement and the auditors,
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Recommendations

As recommended in the pror year, OFM should sirengthen the effectivensgss of s Mnancial
reporting contrels 1o minimize financial reporiing errors and inconsistencees, and to mmprove the
timeliness of the year-end financial satement prepamticon. We recommend OP&:

Continue 1w refine i consoludated fnancial saement preparation process by mkmy the
necessary actions for planning, organizing, directing, and monitoring the consolidated
financial statement preparation efforts;

= Position itsell 0 handbe more effectively accounting transactions that are reconded and
presenfed in an environment where compressed reporting  schedules and  significant
information gathering from sources external 10 OPM is the norm, OPFM should ensure thu
personnel kave sufficient experience and technical expertise to review the financial
statefnents b assure compliance with applicable accounting principles and disclosures;

* Formalize a detailed plan for preparing the Funds” individual financial stalements to ensure
that appropriate financial stafement relationships exist, and all required desclosures are
imcluded: and

= [Evaluate OPM's curment accounting resaurces and processme methods 1o determme whether
appropriate skill levels exw) and whether additionn] scoounting procedures are needed 1o
accomplish the objectives set forth in the preceding recommendations.

5. Coatrobs over Program Administration for the Community-Rated Health Carriers

OPM remils premiums |§ recerves from federal agencies to Community-Rated Health Carriers
(CRCs) rwice a month, As noded in prior years, OPM’s existing systems were not designed to
centrally associste the monies paid as premiums to participating camiers with the enrollees for
wieoan they are being pasd. Consequently, the potential exists for camriers to provide benefits to
emplovees who nre not covered by their plan at the time the services are rendered.

Regommendations

The Office of Insurance Programs has signed an agreement with a contractor to build, implement,
and maintain & céntralized enrollment system that will serve as the control for reconciling and
resolving enrollment issues between agency payroll offices and CRCs. The dntnbase was under
development as of Sepember 30, 2001 and is scheduled to be implemented during fiscal vear
IM2. To remforcs the need for effective emrollment reconciliation, OFM has issued & payroll
better requiring agency payroll offices to provide carriers with the names of enrollees and the
arbcints withheld from pay for bealth bemefits, by casrer, on a guarerly basie Unil the
cenfralized enroliment system is implemented, OPM must monrtor whether payroll offices nre
complyimg with these requirements and whether carriers are reconciling their ensellment records
repularly,

6. lmplementation of Documented Policies and Procedures of the DCFO

The OCFO bas not adeguntely implemented its documented policies and procedures for recording
und monitoring deferred  revenwes, fund balance with Treasury, deposits in transit, amd
capitalization of internally developed software. Documentation of the internal controls and
procedunes o record trumsoctions is on imegral component of an effective internal control system.
In addition, the OCFO hos net developed and implemsented policies and procedunes 1o determine
the adequate accounting treatment of probable losses related 10 contingencies, claims, and
ASEEEEMIEn LS.
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Specifically, we idenmified several instances where the deferred reverse, fund balance wath
Treasury, propery and equipment, and deposits in transit balances were misstated. In addition,
wit identified £173 million of contingency liability that was not prapetly recognized. As a resull,
the OCFOD analyzed these aceomis and adjusted tlse balances. appropriately.

Recommendation

W recommend the CCFO fully implement its documented policies and procedwres for recording
and monitoring  deferred revenues, fund balamce with Treasury, deposits in transd, and
capitalization of imternally developed software. In addition, we recommend the OCFO develop
and implement policies amd procedures o assure adequale accounting treatmend of probable
losses related to contingencies, claims, amd assesaments.

Compliance with Laws and Regulations

The resulis of our tests of compliance with certain provisions of laws and regulations described in
the Responsibilities section of this repon, exclusive of the FEMILA, disclosed no instances of
noncompliance that are required to be reporied herein under Governmenr Awditfng Standordy or
OB Bulletin Mo, 01-02.

The results of our tests of FFMLA Section 803 a) requirements disclosed instances, described
below, where the OPM's financial management systems did not substantially comply with
Federnl financial management systems requirements and the SGL ai the transacton level,

L. Federal financisl manpgement system requirements

OPM's financinl management sysiems do not meet the followirg Fedeeal {biancial
IMANAZEMENT SySIEMm requirements:

a,  Fimewrehd! reportiey regriremrerts — The OCFO’s financial monagement systems do niol
provide sccurate and tmely fmancial information necessary for complinnee with the
r'tquil'tltIEnE ol Tmum.lr_'r' ang OMHB Bulletin Mo, 97401, as amended,  Transsctions are
[FTh ] cuniisterl.u'_.- recarded at (hie tome of the evenl or soon aflerwarnd, preventing, the CHOFC)
from preparing trial balances that adequately support the Funds' medivedual finoncial
staterments.  Addmionally, the OCFD s fmancial management systems do not include n
syatern of intermal controds to ensure that resources are used consistent with laws,
regulations, and policies; resources are safeguarded apgainst waste, loss, and misuse; and
relinble data is obtained, maintwined, and disclosed in repons. These findoes resulied in
noncomplianes with OMB Circular A-127, Polictes  owd Stwidords for Firmaeeial
Manapemenr Sparens, as amended.

b, FProvide adequate syxfem secirity — As discussed a0 the sectwn of our report entitled
“Internal Control over Financial Reporting”, OFM has several weaknesses in its entity-
wide security program thal contributes 10 noncompliance with OMB Circalar A-130
OFM has not monaged and coardinatesd entitv-wide security procedures, lacks an
effective incidence response and monioring copability, has not conducted periodic
entitv-wide risk nssessments, and has not developed adequabe  security-related
minagzment control processes fo protect physical and fogical assets from unnuthorized
ACCESS O IIMHEET Hse
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2, SGL at the transaction level

OMB Circulsr A-127, as amended, states that the criterin for recording financial events i all
financial management svstems shall be consistent with accounting transaction definiteons and
processing rules defined in the SGL, The OCFO's geneml ledger system is unable to produce
complete and sccurate trinl balances for the Funds.  Additonally, the DCFO has not
implemented an adequate accounting structuns o support budpetary controls and to ensuns
that budgetary transsctions are recorded in accordance with posting attributes reflected in the
S0LL-

Recommendations

The QCFC is responsible for the financial managemnent systems of the Funds, while the OCHD (5
responsible for systems’ hasdware and software shared by the OCFO amd RES,  As we
recommanded in the prior yvear, (o schieve subsiantial canformance with FFMIA, the OCFO must
take actions to ensure that the financinl managemsm systems supporting the Funds have the
abdliny 1o

= Collect accuarate, complete, reliable, and consistent information;
Provide for ndequate management reportig,

= Support government-wide and agency level policy decisions:

*  Suppor the preparation and execution of agency budgets;

o Facilitate the prepasation of fnanceal statements and other fimancml reports in sccomnlance
with Federal accounting aml reponting standands; and

= Provide n complete audin trail 1o facilitate audics,

Additionally, we again recomimend the OCI0 takes necessary actions to address the finding related
0 systems security required by Circulors A-127 and A-130. The resolution of these findings
should be g priority for fiscal vear 2002

The results of our tests of FFMIA Section 803(a) requiremenis disclosed no instances in which
CHAM manpgement did not subsantially comply with applicable federul scoounting standards,

Responsibilities

Managenent's Responsibilities
The Government Management Reform Act (GMEREA) of 1994 requires each Federal agency 1o
repart anoeally (o Conpress on its financial status and any other iformation necded o fairly

present §is financial position and resulis of operations.  To meel the GMREA reporting
reqpuiremenis, OFM peepares annoal finsneial stajements,

Management is responsible for;

*  Preparing the consolidated financial statements of OFM and the individual finoncinl
statements of the Programs in conformity with accounting principles genermily accepted in
the United States of Amerca,

* [Establishmg and mnintaining ioternal  controls over  fimancind  reporting,  required
supplementary information, and performance mensures; and

=  LUomplying with lnws and regulations, mcluding FFMLA

mn
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In fulfilling this responsibility, estimates and judgments by management are required o assess the
E!i‘lﬂl;lﬂd benelits and relnted costs of internal coitel ﬂﬂliti&

A wilivers” Responsililities

Chir responsibility is 10 express an opinion on the presented consolidated fimancial statements of

OFM. taken 05 0 whole, and the presented individual financial statements of the Programs for
fiscal vears 2001 and 2000, hosed on our audits.  We conducted our nudits i accordance with
auditing standards pencrally accepted in the United States of America the standasds applicable o
financial audits contpined in Govermment dudiing Stemdoras and OMB Bulletm Mo, 01-02,
Those standards and OMB Buolletin Mo, 01-02 require that we plan and perform the swedits o
obiain reasonable assurance about whether the presemted consolidated finnncial stntements of
OPM and the presented Individunl financial statements of the Programs are free of materinl
inisslaenmeil.

A audel inclades:

=  Examiming, on a st bases, evidence supporang the amounts and disclosures reloting to the
frnancial stntements

e Assegaing the sccounting principbes used and significant estimnotes made by’ management; and

s Evaluating the overall presentotion of the presentesd consolubated and madividual Programs’
finzncinl statements.

We believe that our audits and the repors of te other auditors provide a reasorable basis for our
J:T:-innmx.

In Fllnrming ngd p:rﬁ'l-rmi:ng our fiscal year 2001 asdits, we considered DPM's intemal control
over financinl reporimg by obtaiming an understanding of CPM's internal control, determining
whether internal controls were placed in operation, assessing control risk, and performing tests of
controls in order 1o determine our auditing procedures for the purpose of expressmg our opinions
an OPM's presented consolidated financinl statements and the presented individual financial
statemaenis of the Programs. We limited our internal control 1esting to thoss controls necessary o
pohiave the objectives described in OMB Bulletin No. 01-02 and Goversmend Audining
Stnclarals. We did not test all internal controbs as bropdly defined by the Federal Monagess'
Financial lmtegrity Act of 1982, The objectives of oar sudits were 0t o provide assurance on
OFM's mnernal coatrol over Anancial reporting. Consequently, we do not provide an opinion on
initernal control over financial reporting.

As required by OMB Bulletin Mo (00-02, with respect o intemal control related w performance
mtasores determined h:.- managemeni in he 15::,- and rqmrtl:l:l i the MDA, we oblamed an
understanding of the design of significant intermal controls relatmg o the existence and
compleleness nssertions, O procedures were nod desipned o provide assurance on the imermal
confrols over performance measures and, accordingly, we do not express an apmion on such
conirols.

As pan of obtuining reasonable assuranee about whether OPM's fiscal wyear 2000 financial
statemenis are free of material misstatement, we performed fests of OPM's comipliance with
cemin provisions of laws and regulaticns, noncompliance with which coald have a direct and
macerial effect on the determinaten of the Mnancial stalement amoants, and cemain provisions of
other laws and regulations specified m OMB Bulletin Ne. 0000, including certain respuirements
referred toom the FEMILA.
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We limated our tests of compliance to the provisons described in the preceding sentence. and we
did not test compliance with all laws and regulations applicable o OPM.  Providing an opinicn
on cormplance with lows anc féu‘l.dﬁ.[i.ﬂnu Witk not an |:l|1=|:d.|'n: of our audst and, .a.I!L'.‘vIEu'diIIElj'.. WE
div mot express such an R,

Under OMEBE Baulletin Mo, 01-02 and FFMIA, we are required o report whether OFM's financial
management systems substantially comply with (1} Federnl financial management svstems
requirements, {2} applicable Federal pccounting stnndards, and (3} the United Stntes Government
Standard General Ledger at the iransaction bewel. To mest this requirement, we performed iests
of compliznee with FFMIA section 803(a) requirements.

Distribution

This repon 5 istended solely for the information and vse of OPM's management, OPM's Office
of the Inspector General, OB, amd the 1S, Congress, and i not mtended 1o be and should pot
b used by anvone other than these specified paries.

KPre LP

February 15, 2002
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<A " JHE INSPECTOR GENERAL'S
/ TOP MANAGEME] HALLENGES

AS OF DECEMBER 1, 2000

UNITED STATES
OFFICE OF PERSONNEL MANAGEMENT
WASHINGTON, DC 304 15 1100

CFFICE OF
THE INBPMECTOR GENERAL

Drecember [ 2000

Honorable Fred Thompson

Chairman

Senale Committee on Governmental Affairs
Washington, .C, 208 [ 0-6250

Drear Mr. Chairman:

[his 1510 [ESPONSs 1y the lemer of Oclober | 2. 2000, E|_|1l_|'_|:|l |_'|-l.. wiol andd four ather '.:'\'«."I'IEEL"EilL'-EJJ
leaders, requesting me (o provide my assessment of the most serious management challenges
facing the Office of Personnel Management (QFPM )

Like lists I have done in previous years, this year's submission has changed from what [ reported
on Decernber 1, 1999, Specifically, I now feel that the agency's controls over investments have
been properly addressed by management and the issue is no longer a serious challenge to the
agency

While all of the challenges deniified below and summarnzed in the enclosures are critical 1o the
mission of OPM, it should be noted that human resource management is & governmen! wide
challenge for which the agency has a leadership role. The challenges covered in my report are:
*  Revolving Fund and Salaries and Expenses Accounts

*  (OPM's Financial Management Oversight of the FEHBP

s Refirement Systems Modemization

#  Implementation of the Government Performance and Besulls Act

¢  Human Fesources Management

® Health Care Fraud in the FEHBP

['he first enclosure (o this betier includes written summaries of each |'|'|i|||-;'r|g-: [ have ciled above
Ihese wnite-ups include a description of the effors of manegement to resolve each challengs

This 15 followed by two other enclosures thit: summanize all open issues {Enclosure 1a) and
detail all resolved issues from previous submissions | Enclosure 1b)
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I

Honorable Fred Thompson

Thank you for 2gain allowing me to report to you the management challenges facing the Office
of Personnel Management. [ belicve that agency management with sufficient nme and resources
can overcome these challenges and the result wall be better government for the American people.
[ wani o assure you that OPM management continues 1o work with my staff to resalve the
undeslying issues.

If there are any questions, please feel free to call me at {202) 606-1 200 or have your staff contact
Gary Acker, Congressional Liasson, at (202) 606-2444,

Sincerely,

P £ pFendid

1 Enclosures

cc: Joseph L Lieberman, Ranking Minority Member
Senate Commutes on Governmental AfTars

Laccers alss sent to the Fallawing:

Hafdorable Daa Burcom and Hanry Waman

Honorable Bichard Armey and Richard Gepharde

Honorable Pece Domenicl and Frank Laucenberg

Honorable Joha Kaslch and John Sprate, Jr.

Cynthis Brock-Smich, Director. Office of Congreasional Relations
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Enclosure 1

MOST SERIOUS MANAGEMENT CHALLENGES
OFFICE OF PERSONNEL MANAGEMENT

L. REVOLYING FUND AND SALARIES AND EXPENSES ACCOUNTS

Correcting material deficiencies in the Office of Personnel Management's { OPM) finan-
cial management systems for the Revolving Fund (RF) and Salaries and Expenses (S&E)
accounts remain a significant agency challenge. Since the stan of full scope awdits of the
agency™s RF and S&E in 9%, OPM has received a disclaimer of opinion on those finan-
cial statements. Because of material weaknesses within the financial accounting system,
the RF and S&E have not been auditable. While the agency 1s making progress in cor-
recting both short term and long term problems, full resolution is not expecied within the
next fiscal vear. The following matenal 1ssues have contnibuted to the problem:

a. Reconciliation of OPM's Fund Balance With Treasury Account

The OPM Office of the Chief Financial Officer's (OCFD) reconciliations of Fund
Balance with Treasury for the RF and 5&E accounts have been reported as a ma-
terial weakness since 1993 in OPM's annual Federal Managers Financial [niegrity
Act (FMFLA) letier 1o the President. Also, as reported in the FY 1996 through FY
1999 financial statement audit reports by our office, unreconciled differences
berwesn Treasury records and the RF and S&E general ledgers have consistently
been in the range of $20 10 560 million for the RF, and up to 335 million for the
5&E, These differences have been atinbuted to tming differences, inaccurate in-
formation and errors, unsupported and ermoneous manual adjustments, and possi-
bly other unknown factors.

The QCFO has expended significant resources during the last three vears in at-
fempting 1o identify and reconcile thess differences, Dunng this time they have
made stndes in improving moenthly reconciliation procedures by including mare
detailed worksheets of collections and disbursemenis, and documentation sup-
porting these worksheets, They have also identified and cormected many ermors in
the recording of transactions, However, reconciliation procedures insufficient,
and supervisory review, while increased, continue to require improvement, [nad-
dition, thers is a lack of sufficient trained personnel devoted 1o the reconciliation
process. For example, SF-2245 (Staement of Transactions) and supporting
documentation for Aprl and May 2000 were oot readily available when we re-
quested to review them in October. Differences as of September 30, 2000 be-
tween the BF and S&E and Treasury balances were approximately 340 million,
which is determined by netting and adding approximately 530 million of old dis-
bursemenis in transit transactions that have not been completely resalved or vali-
datad.

1
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b, Data Reconciliation and Contral

[n our financial statement audit reponts of the RF and S&E from FY 1997 through
EY 1999, we reported that controls over transactions entered into the RF and S&E
general ledgers were inadequate. For substantially all maternial accounts and line
items, we found subledgers or other detailed records were not recanciled to gen-
eral ledger control accounts. Supervisory and analytical reviews of general ledger
transactions and balances were also inadeguate. Transaction codes, which are
used to record general ledger entries, were defined incorrectly in some cases due
1o inadequate management review and approval over their development and im-
plementation. This resulted in erroneous ¢nines to the general ledger. The ab-
sence of these standard accounting procedurss and controls was a pnmary cause
of the disclaimers of opinion issued for the financial statement audits of the RF
and S&E the last thres years.

Program areas or line-items that we attempied to audit for which the OCF O had
nol performed reconciliations of detail to general ledger control accounts included
Investigations Service transactions, Trairning Management Assistance {TMA)
transactions, Fund Balance with Treasury (noted above), Accounts Receivable,
and Accounis Payable, The OCFO has made a concerted effort over the last cou-
ple of years to correct this sitwation, They have developed detailed reporns and
procedures for reconciliation and analysis of account transactions and balances
and have begun to implement them. The CCFO has indicated that adjustments
totaling approximately $50 million related to [nvestigations Service transactions
have been recorded and are subject to validation. However, significant work re-
mains to resolve longstanding differences that exist between many general ledger
control accounts and the supporting detas]. For example, differences in TAMA
project account balances with the general ledger totaling approximately 523 mil-
lion go back several years, making information needed to resalve differences pos-
sibly irreinevable.

The OCFO has also devoted resources fo correcting emroneous transaction codes
and implementing new ones as necessary. A senior level manager has been as-
signed responsibility for reviewing and appraving all rransaction code work. In
addition, an extensive review af the financial management function by a svsiems
contractor found a significant gap exisis between the capabilities of the current
systemn and the user needs and requirements. As a result, the OCFO plans 1o re-
vise accounting processes and acquire and implement a new ntegrated accounting
svstem by the end of FY 2002,

¢. Financial Statement Preparation

Ower the last few years, the OCFO hag experienced difficulties in the timely
preparation of adjusted trial balances and linancial statements for the RF and
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S&E. For FY 2000, OPM 15 imtiating consol:dated financial statements for the

RF, S&E, and three benefit programs. Preparing the first consolidated financial
statements will be a significant challenge. and combined with the Jdilficultes of

consolidating very dilferent programs and activities. some of which have a poor
history of prepanng financidl statements, increases the nsk of error within the fi-
nancial statements.

2. OFPM'S FINANCIAL MANAGEMENT OVERSIGHT OF THE FEHBP

OPM's financial management of the Federal Employees Health Benefits Program
{FEHEF) has been enhanced 1o provide more effective oversight of its operations. OPM
is responsible for oversight of carmer operations, negotiating and administening contracts
with insurance carmers, and developing health insurance legislative initiatives. Ta
strengthen 13 (inancial management oversight responsibilities, OPM isswed an wsdit
guide. This guide requires experienced rated carmers to obtain an annual audit of FEHEP
activitaes and 1o report on their internal conrol struciures, OPM also collaborated with
the OICs and the Office of Management and Budget (OMB) 10 require CFO Act agencies
o engage an auditor 1o perform certain agreed upon procedures designed to test the acou-
racy of emploves withhaldings and agency contobutions for the Retirement, Health and
Life Insurince Programs on an annual basis. Transactions, such as an emplovees health
insurance decisions, are tested from the process of electing a health plan o confirming
that the nght amount of monies were remittad to the Eamed Benefit Funds,

However, OPM's oversight and monitoring of enrollment and premium reconciliations
with community-rated carriers {CRCs) need to be sirengthened. OPM remits premiums
1 CRCs based on amounis it réceives from federal agencies on a bi-weskly basis.
OPM's existing systems were not designed to centrally reconcile the montes pard as pre-
miums o participating carriers with the enrollees for whom they are being paid, Conse-
quently, the potential exists for carmers 1o provide benefits to employeess who are not
covered by their plan at the time the senvices are rendered. As a result of enrollment dis-
crepancies, camers alleging underpayment filad several lawsuits. They resulted in a one
percent premium surcharge paid to the carmers to cover any losses incurred as a result of
this situation.

To reinforce the need for effective enrollment reconciliations, OPM issued a payroll letter
requiring agency payroll offices 1o provide carmiers on a quarterly basis with the nomes of
their enrollees and the amounts withheld from pay for health benefits. However, OFM
does not have a regular monitoring program to determine whether payroll offices are
complyving with these reguiremnents and whather carriers are reconciling their enroliment
records regularly,

T address this weakness, OFM is working with a contractor to implement a cenlralized
enrelIment system that would greatly facilitate the carner’agency reconciliation process.
The system requirements are baing defined, and a pilot process is expected o be com-

pleted in the next vear. In addition, OPM has developed an Agency Payroll Office Con-
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trol Monitonng Plan. This Plan includes procedures 1o review Agency Pavroll (W Tice
policies and procedures relating to FEHBP camer and other types of reconcilizlions

3. RETIREMENT SYSTEMS MODERNIZATION

While not appropniately characierized as a current problem, one of the agency’s most sig-
mificant, high-nsk challenges continues to be the modermization of the svsiems used 10
admimster the Federal Retirement Program. The Federal Retirernent Program includes
the Civil Service Retirement System (CSRS) and the Federal Employess Retirement
System {FERS3). For OPM 10 mantain and improve service levels 1o keep pace with
customer expectalions and to manage the workload associated with significant increases
in the FERS retirement annuitant population, the retirement systems must be modemized,
The presemt computerized svstems that support the processing of both CSRS and FERS
retirement information are inadequate in their processing and programmung capabilites,

In 1997, the OPM Reurerment and Insurance Service's (RIS Retirement System Mod-
ermization {RSM) project documented both the USRS and FERS retirement business re-
quirements and also selected a long-1erm concept of operanons. Through 1998 1995, RIS
completed work on reengineenng 115 businass processes using a dedicated OPM project
team, subject matter experts, and a contractor with business process resngineenng axpe-
rnence. The R3M project team has identified six core business functions that the future
system will utilize to accurately and efficiently process retirement information. These
core processes were outlined and presented o senior OPM management and OPM system
uzers, a5 well as cntical stakebolders from several other government agencies.

Dunng FY 2000, the RSM project team has completed process blueprints for four of the
six core processes, These bluepnnis include detailed process flows, functional require-
ments, business logic, and data needed 1o perform each process. The final two core proc-
ess blueprints are scheduled to be completed by the spring 2001, In addition. through a
contract with a nationatly known information technology firm in the systems develop-
ment arena, the completed process bluepnnts are currently being translated into the rech-
nical requirements necessary to design the retirement system of the future. Assuming full
funding, RSM project managers estimate the project will be completed in 20407

The OIG agrees with OPM and OMB that only through the reenginesnng of the vanous
processes that support and provide services 1o all Federal Retirement Program partici-
pants, can OPM ensure the accuracy, consistency, and timeliness of the services that are
provided to all stakeholders, However, because of the uncertainty of success for
reengineenng it business processes, the development and implementation of entirely
new computenzed systems (o support these business processes, and the long-term nature
of REM, the OIG has initiated a systems development life cycle audit of RSM. This audn
will attempt to validate the entire process and provide information and advice to R5M
project Managers, as approprate, dunng the system development process,
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4. OFM'S IMPLEMENTATION OF THE GOVERNMENT PERFORMAMNCE
AND RESULTS ACT

The Govemnment Performance and Results Act {Results Act) was intended to create a
management process by which federal agencies could more effectvely plan, budget, exe-
cute, evaluate, and account for their programs and activities, The Resulis Act specifically
requires agencies 1o develop stratexic plans that establish what an agency’s programs and
operations will accomplish over 4 Nive-vear penod. Supplementing the agency's stralegid
plan are annual performance plans that establish annual goals and objective target levels
for each program activity, and annual program performance reports that compare actual
performance with the annual goals.

Implementation of the Resulis Act remains a management challenge, even as OPM con-
tinees o improve their plans and reports, because of the significant amount of time and
resources involved in the effort, including involvement of the agency s top level manag-
ers, In sddinon, many of OPM’s functions are pelicy-onenied making it more difficult to
defline measurable goals and indicators or to define achievable outcomes. This task is
further complicated because OPM has delegated many human resource management
functions 1o other federal agencies.

OFM reported results of its ininial effons to implement the Resulis Act in the first annual
performance report subrmimed to the President and Congress covering FY 1999 This
submission culminated OPM's first strategie planning cycle, providing information on
actual performance and progress toward the goals and objectives terated in its stalegic
aned annual performance plans.

Crverall, the reviews of the FY 1999 annual performance report and FY 2001 annual per-
formance plan found that OPM 15 making progress in developing more results-onented
goals and performance measures but also dentified some argas for improvement, For
example, OFM can improve maintenance of documentation that supports reported results,
The agency also can clanfy the relationship berween management challenges with hair
respective goals and measures in the performance plan,

While OPM's efforts have shown the agency's commitment to resulis-onented perform-
ance and accountability, it will probably rake several more plannming cvcles 1o periect a
successtul system for performance-based management, Sull, we believe OPM's process
fior strategic planning and performance measurement is moving in the nght direction
The OIG continues 10 work with the agency in the development of its strategic and an-
nual performance plans, providing review, commentary, and recommendations for im-
provement. We have also initiated reviews to venfy and validate performance results.
Wi will continue to work with the agency to help ensure that government leaders will be
ahle to rely on OPM's performance information for decision making and for evaluating
OPM's operations.
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5. HUMAN RESOURCES MANAGEMENT

Human resource management ineludes recruiting, developing and maintaining a qualified
work force, as well as, assessing performance of these functions. It has been and contin-
ues 1o become 4 more demanding government-wide challenge as (1) a large number of
employees become eligible 10 retire, (2] the job market becomes more competitive, {31
the need for better skills in technological positions increases, and (4) the awareness of
performance management increases. This challenge is more than an OPM issue. Though
OPM has the |ead role in ensuring that accountability exists, the actual 1ssue of good hu-
MAf Fesource management practices is govemment-wide and each individual agency
must be held responsible to OPM and the Congress for its individual rales.

[t 15 clear that OPM, the federal human resource management agency, has a key role in
directing, assisting, and reviewing human resource effons, including promoting broader
application of human capital principles. As OPM has delegated human resources man-
agement authonties 1o agencies, it becomes more important that OPM"s key responsibil-
ity 15 1o lead and support agencies. OPM's leadership role includes working with agen-
c1es 1o belter prepare the govermnment to meet future challenges, deal with performance
improvement efforis, and ensure more effective oversight of the govermment's key human
TESOUICE CONCETTS.

The National Partnership for Reinventing Government, formally the National perform.
ance Beview, mandated many initiatives that changed the focus of human resources masn-
agement from just compliance to results. The human resowrces function has been
downsized, regulations reduced and simplified, and human resources autherny delegated
12 hins managers. With all these changes, human resources managers must adapt to de-
centralized systems, and leamn 1o fake advaniage of the flexibility given them. [1 also be-
comes increasingly important to hold managers and supervisors acoountable for their
human capital decisions.

In addition, the Government Performance and Resulis Act has plaved a large part in the
govemnment’s current facus on accountabulity and resulis. The RBesults Act was intended
to create a strategic planning and managemendt process to improve federal program «(fec-
tiveness, accountablity, service delivery, and decision-making. This process focuses on
results-onented poal setting and performance measurement.

Recogmizing the tmporance of human capital strategies o improving the performance of
government and holding federal agencies accountable for their programs, President
Clinton issued a memorandum addressing this 1ssue on June 9, 2000, The memocandum
directed federal agencies to fully integrate human resources management into agency
planning, budgeting, and mission evaluation processes, and clearly state specific human
resources management goals and objectives in strategic and annual performance plans

For the first time, the President’s fiscal year 2001 budget includes a Prionty Managemant

Djective 1o "align Federal human resources o support agency goals.” [n undertaking
the strategic approach to human resources management, this poonty management objec-
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tive s1a12s that OPM 1s to help agencies strategieally assess their human resousces to ene
sure a quality federal work force in the 21" Century

Leading the federal govemmeni's eforts 15 a demanding challenge facing OF M and wall
require effective planning and participaticn of all other agencies. OPM has a number of
on-going iniiatives 1o address these pnomnties that should have @ significant impact on
federal human resources management operations. However, human resources manage-
ment and accountability will continue to be a management challenge for the foresecable
future.

6, HEALTH CARE FRAUD AND ABUSE IN THE FEDERAL EMPLOYEES
HEALTH BENEFITS PROGRAM

Health care fraud continues 1o be recognized as a nationwide problem. The QUG contn-
ues 1o be in the forefront of the federal government’s nattonal initiative to combat health
care frawd and abuse in partnership with the QIGs at the Deparment of Health and Hu-
man Services and the Department of Defense. Most instances of health care fraud and
abuse at the federal level not only affects Medicare Medicaid and TRICARE, hut alsa the
FEHBE, OPM administers over 250 FEHBP health insurance conracts, and the O1G s
tasked with providing auwdit and investigative responsibilities to ensure protection of this
518 billion trust fund, In additton to working with the O1Gs involved 1n oversight of fed-
eral health care programs, the OIG ot OPM also works with OPM's Retirement [nsurance
Service, the FEHBP health care carmers’ special investigative units, and the FBI in
fighting fraud and abuse against health care programs. The O[G will continue to cope
with the many dimensions invelved 0 health care fraud and abuse by focusing its mated
investigative resources 1o the problem and working with other OIGs, the FBI, and the
health care camers.

The OlG's ability o investigate and prosecute health care fraed and abuse continues to be
adversely affected by the exclusion of the FEHBP from certain civil enforcement provi-
sions of the Health Insurance Pomability and Accountability Act (HIPAAL of 1996 | Pub-
liz Law 104-191}, which apply to all ocher federal health care programs. This is particu-
larly egregious since the FEHBP is the largest emplover-sponsored health care program
in the United States. This exclusion has made it more difficult for us to paricipate with
prosecutors and other agencies” law enforcerment officials in cases invalving fraud
against multiple health care programs. Further, we are unaware of any basis for treating
the FEHBP difTerently than other Government health care programs.

By excluding the FEHBP from HIPAA, investigators from our Office of the Inspector
General are denied the following 1ools that would assist in the investigative process and
prosecution of health care fraud:

»  Enhanced sanctions provisions including mandatory exclusion for felony convictions
relating 1o health care fraud or controlled subsiances and new minimum exclusion pe-
nods for certain permissive exclusions. This deters our ability 1o rapidly remove
felons from the FEHBP under our new, independent debarment authonty, which wall
save taxpayers federal dollars and protect the safety of patients

PERFORMANCE AND ACCOUNTABILITY REPORT FISCAL YEAR 2001

153



154

Enelosure |

s Expanded anti-kickback provisions. which would help us prevent FEHBP health care
providers from receiving improper gratuities for referrals or related services,

a  Enhanced civil monetary penalties {CMPs), HIPAA lowers the standard of proof for
fraudulent claims and increases the penalty per false claim from 32,000 10 510,000,
Im addition, HIPAA allows CMPs o be assessed for incorrect coding, medically un-
necessary services and offering réemuneration (o induce business (2.g. walving cown-
surance or deductible). These additional penalties will allow us to contribute sddi-
uondl funding to the Health Care Fraud and Abuse Control Accoun

To address this challenge, the OIG, in conjunction wath OPM's Otfice of Congressional
Relations, has bezn working over the lasi vear and a half to amend HIPAA to include the
FEHBP in its defimition of a “federal benefit program.” The Depanment of Justice and
the Department of Health and Hurman Services OIG has supported us in these effons.
These efforts have succeeded in including the language that would allow the FEHBP to
utilize the sanctions section of HIPAA in the following bills:

5 751- Seruors Safety Act of 1999 = Senator Leahy

S 899 — 21 Century Justice Act of 1999 - Senator Hatch

5 1451 — Medicare Waste Tax Reduction Act of 1999 — Senator Harkan
HR 1862 Semiors Safety Act of 1999 - Representative Conyers

However, to date, none of these bills have been reported out of their respective subcom-
mitices.

More recently, we have been in contact with s1aff of sclect congressional commuittess who
have expressed an interest in supperting our efforts 1o amend HIPAA to include the
FEHBP as a full participating member in the health care fraud provisions of the Act. 1f
we are unsuccessful in obtaining approval of legslation in the 106" Congress, we are
prepared Lo renew our efforts after the new Congress is convined.
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Inspector General's
Top Management Challenges
as of January 28, 2002



CFFICE OF Janwary 78, 2002
THE INSFECTOR GENERAL

AS OF JANUARY 28, 2002

UNITED STATES
DOFFICE OF FERSONNEL MANAGEMENT

WABHINGT TN, DT 304 1561 L=

MEMORANDUM FOR KAY COLES JAMES

Director !ﬁﬂ/

FROM: PATRICK E. McFARLAND /7, 7%
Inspector General
SUBJIECT: Top Management Challenges

The Reports Consolidation Act of 2000 requires the Inspector General to prepare a list of
the top management challenges facing the agency for inclusion in the agency’s Annual
Performunde and Accountability report. Similar te prior lists [ have done in response 1o
congressional requests, this year's submission is intended to highlight the key challenges
facing OPM management, as well 45 note arcas of improvement that we have observed.
While all of the challenges identified below and summasized in the enclosure are critical
e the mission of OPM, it should be noted that human resource management is a
government-wide challenge for which the agency has a leadership role. The challenges
included in my report are:

*  Human Resources Management

=  Retirement Systems Modernization

= Expanding e-Government

* Implementation of the Government Performance and Results Act

» Revolving Fund and Salanes and Expenses Accounts

»  OPM's Financial Management Oversight of the Federal Employees Health Benefits
Program (FEHRP)

# [mproving the Performance of the FEHBEP

PERFORMANCE AND ACCOUNTABILITY REPORT FISCAL YEAR 2001
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By Cales James

We have identified these issues as top challenyes because they meet one or more of the
following criteria

I There is a sigmificant ngk of raud, waste, or abuse of the OPM or other
povemment assels;
2] The issue involves significant strategic alliances with OMB. the administranon,

Congress, or the public;
3] The issue is related o the Presidential Management Initiatives,
4} The issue involves a legal or regulatory reguirement not being met: and
3} The issue involves an opecation that is entical 10 OPM’s core goals,

The enclosure 1o this memorandum includes written summanes of each challenge [ have
cited above. These write-ups include a description of the efforts of management 1o
resolve each challenge. This information was obiained through our analysis and follow-
up discussions with senior agency managers so that the most current, complete and
securate charactenzation of the challenges could be presented.

I believe that vour leadership and support of agency management is cnbical to mesting
these challenges and wiall result in a better government for the American people. 1 want
to assure you that my staff is commined to provide any technical support needed and that
they continue 10 have an excellent working relationship with your managers.

L{ there are anv questions, please f@el free o call me at { 202) 606-1200,

Enclosure

U.S. OFFICE OF PERSONNEL MANAGEMENT
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TOP MANAGEMENT CHALLENGES
OFFICE OF PERSONNEL MANAGEMENT
JANUARY 28, 2002

I. HUMAN RESOURCES MANAGEMENT

Strategic human resource management { HRM) has been and continues 1o be a demanding
government-wide challenge as a large number of employees become eligible to retire, the
job market becomes more competitive, the need for benter skills in technological
positions increases, and the awareness of performance management increases. For these
reagons, GAD added strategic human capital management to its list of government-wide
high-risk areas in January 2000, [t i clear that OPM, the federal human resource
management agency, has the lead role in directing, assisting, and reviewing human
resource efforts, including fostering a more results-orented approach Lo strategic human
resource management across the government and promoting broader application of best
practices in human capital management. OPM's leadership role includes assessing the
slatus and |:||:m:; for addressing human resources management in agencies, working with
agencies (o betier prépare them o meet future challenges and deal with performance
improvement efforts, and ensure more effective oversight of the povernment’s key human
EEOUNCE COMCEMS.

OPM's leadership role will require 5|5niﬁ|:':|.r|t aitention and resources. Following are
somé of the steps already being taken by OPM 1o improve human capital management
throughout the govemment, as well as some of the challenges that are still to be
addressed:

*  The President’s Management Agenda, which was included in the FY 200 budget.
includes a comprehensive agenda of program accomplishment and management
reform across the government, and specifically calls for the improvemenis in the
strategic management of human capital. OPM is playing a key role to support this
imitiative government-wide.

*  OPM worked directly with OMB to define the objectives and identify effective
strategies for the workforce analyses and restructuring plans that each agency was
required to submit as part of its FY 2003 budget submussion and annueal performance
plan. OPM provided teaining sessions for top agency officials on how to carry oul
their analyses and provided direct technical assistance when requested.

= OPM pantnered with OMB to develop the Standards for Success that are being used in
the Executive Branch to assess the states of each ageney™s efforts to meet the
President’s objectives.

* [n December, OPM issued the OPM Human Capital Scorecard to agency heads,
which outlines specific human capital goals for all agencies to incorporate in their
annual performance plans, and establishes government-wide measures to track and
COMmpare progress in meeting these goals.

PERFORMANCE AND ACCOUNTABILITY REPORT FISCAL YEAR 2001
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= OPM s now working with OMB 10 go over cach agency s proposed human capital

action plans, uss:ssing them for weaknesses, and suggestng new sirategies (o make
them successiiil,

= In July 2000, OPM released, and made available on its website, 3 document that
identities the various existing persennel flexibilities available to agencies under
current faw 1o acquire, d:!.-:lnp, and retain talent and lr;u:ll:rship Also, more recent|y,
in December 2001, OPM released an evaluation on vanous demenstration projects
and altemative personnel systems concerning human resources flexibilities and
lessons leamed.

«  Executive Order 13197, dated lanuary |8, 2001, gives OPM authority to require
agencies to establish HEM accountability systems that (1) set standards for applying
the ment system pninciples. (2) measure the agency's effectiveness in meeting these
standards, and (3] correct any deficiencies in meeting these standards. To meel the
requirements of the Executive Order, OPM has been working to establish a
framework for agencies’ use in meéasuring the efficiency, effectiveness, and siralegic
alignment of HEM. [n January 2002 OPM issued HREM Accountability System
standards that describe essential features required 1o establizsh and maintan intermnal
HRM accountability systems. These standards complement the OPM Human Capital
Scorecard and also provide OPM a framework for reviewing and evaluating these
FVSIEME.

* The President's management reform agenda also includes an initiative to expand A-76

competitions. In carcving out this matiative, work now performed by federal

cmployees could be shifted to the private sector, and will have a government-wide
impact on federal human resources management operations. As a result, OPM wifl
face the challenge of providing leadership in managing not only the civil service, but
also a whole range of contractors who perform work for the federal government,

In this very dynamic and far-reaching effort, OPM is investing significant resources to
identify and implement effective palicies, and provide clear technical guidance and
support, They are also currently reorgamizing thewr operating structure to umprove thewr
ability to provide this kind of human capital leadership on a govermment-wide basis,
Leading this effort has and will continue to require exccutive management’s full
commitment and suppon o improve govemment performance, human resources
management and accountability.

1. RETIREMENT SYSTEMS MODERNIZATION

The development of large computer systems is a very risky undertaking, given the vanety
and amount of resources required. The ongoing modemization of the sysiems 1o be used
to administer the Federal Retirement Program, along with the related reengineenng of
business processes, is an example of this, and there 18 no guarantee of complete success.
The Federal Retirement Program includes the Civil Service Retirement System (C5RS)
and the Federal Employees Retirement System (FERS), The present computenzed
systems that support the processing of both CSRS and FERS retirement information are
inadequate in their processing and programming technigues. [n order for OPM 1o not
only maintaim, but aléo increase, service levels to keep pace with customar expeciations
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and 10 manage the workload associated with siwnificant increases in the FERS reterement
annuiant population, the retirement systems must be modermized,

[n 1997, the Retirement and [nsurance Service’s (RIS) Retirement System Modemization
{RSM) project team documented both the CSRS and FERS refirement business
requirements and selected a long-term concept of operations. Through 1998 and 1999,
RIS reengineered its business processes using a dedicated OPM project team, subject
matter experts, and a contractor with business process reenginecnng experience. The
R5M project team identified six core business functions that the future system will utilize
o accurately and ¢fficiently process retirement information.  These core processes were
autlined and presented o sentor OPM management, OPM system uwsers, and stakeholders
from several other government agencies. [n 2000, the RSM project team completed
process bluepnints for four of the six core processes and started to translate them into the
lechnical réquirements necessary 1o design the new retirement system.

During 2001, the RSM project team completed the process bluepnnts for the remaiming
two core processes. Inaddition, the RSM project team completed the 1echnical
requirements document, performed a statfing analyzis, designed the transition strategy,
and developed the architectural design of the new system. The RSM project team also
began implementing and resting the svstem in phazes. ESM project managers now
believe that the project will be completed in 2008; however, it is important to note that in
2001 OPM management starmed 1o look at other options [0 reticement processing,
including the possibility of outsourcing. The OLG agrees that reengineering the systems
that support the Federal Retiremeant Program is the best way that OPM can ensure the
accuracy, consistency, and timeliness of the services that are provided to all stakeholders.

Managing the nsk/reward for this project 15 very difficult given the uncertainty of success
for reengineering OPM's business processes; the development and implementation of
entirely new compulenzed sysiems 1o supporn these business processes, and the fong-
term natere of RSM. We are assisting in the nsk mutigation effen by performing a
systems development life cvele awdit of RSM. This audit will attempt to validate the
entire process and provide information and advice 1o the RSM project feam, as
approprate, during the system development process.

3. EXPANDING E-GOVERNMENT

The President’s electronic government (e-government) imitiative seeks 10 enhance access
to and delivery of govermnment information and services through expanded use of
technology, particularly Web-based Internet applications. OPM is responsible for leading
several e-government projects and is challenged to simplify business processes and unily
government operations to improve the efficiency and effectiveness of govemment-wide
operalions.,

OPM has been working on bwo major government-wide projects, the Human Resources

Drata Merwork (HRDN) and Retirement Systems Modemization (RSM). The HRDN
project should improve the efficiency of moving HR data electronically between
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agencies, and provide the basis for the envisioned move to an integrated HR sy stem for
the Federal government. The RSM project 18 related to HRDN in that it will use the
electromc data gathered as part of the HRD®, and 15 OPM's central strategy 1o meet its
leng-term customer service, business, and financial management goals for the retirement
pgeim,

In addition, in December 2001, OPM was designated by OMB 1o lead the effor 1o
consolidate and modemize federal paymoll systems and services. The challenge will be 1o
modermze payroll systems, reduce the costs of routine operations, consolidate human
resource and payroll data and standardize human resource and payroll policy and
processes government-wide. This project will reguire coordination with the HRDN
project,

OPM is also leading three other projects: E-Traiming, E-Clearance, and Recnutment One-
Stop. These projects will use [nternet-related technologies to accelerate and streamline
servige delivery to citizens, reduce paperwork burdens on business, improve management
and responsiveness nfj-:ninl: federal-state-local programs, and apply commercial best
practices o improve govemment operating 2Miciency. As a result of simphfving
business processes and umf'_'.-'mg government operations around citizen needs, exch e-

govermment iitiative will improve the efficiency and effecuveness of government
operations.

4. OPM'S IMPLEMENTATION OF THE GOVERNMENT PERFORMANCE
AND RESULTS ACT

The Government Performance and Fesults Act (GPRA) requires a change from process
management to performance management. Data systems and contrels need {o be in place
to achieve performance management. Agencies are required fo effectively plan, budget,
execute, evaluate, and account for their programs and activities. Many of OPM's
functions are government-wide policy-onented, making it more ditficult 1o define
measurable goals and indicators or to define achievable outcomes. This s further
complicated because OPM has decentralized many human resource management
functions to agencies, and they have limited data collection contrels i place o measure
performance.

When OPM prepared 12 frst annual performance plan, it acknowledged, and extemal
reviews stated, that a clear customer onentation nesded 1o be presented. As 3 result,
OPM created a new measurement framework presented in s FY 2000 - 2005 Strategic
Plan, to provide a clearer picture of corporate achievement at the strategic goal level. [n
addition, in the FY 2001 and 2002 annual plans OPM began to align i1s program goals
and measures 1o the strategic goal level for this new framework. However, it will take ol
least one more planning cycle before the new framework is fully integrated into the
annual plans and report. As a consequence, it will be at least one year before it is
apparent how annual program goals' measures work within the new framewaork and 1w
ohtain a complete picture of OPM's progress 1oward meeting strategic goals.
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(nher GPRA-related challenges facing OPM management include the following:

®  Although OPM updated its strategic plan in September of 2000, it has not vet been
revised 1o reflect the policy and initiative decisions of the new Administration. [n
order to improve 113 usefulness as a management tool for the agency and as an
oversight tool for Congress. OPM should modify is strategic plan 1o reflect the
prioriles of the new administraton.

o Wedetermined the accuracy and reliability of performance results and tested internal
conirols in an audit of OPM's FY 2000 performance data, We repored that OPM
needs to improve the reliability of its performance data and controls over that
performance data. We believe that the cooperative relationship we have established
with OPM's GPRA working group will continue to pay dividends in improving these
aspects of data collection and controls.

*  Cme of the major management initiatives of the current Administration is to fully
integrate performance and budget information. In prior annual budget justifications
to OMB and Congress, OPM aligned requested resources with the goals the agency
committed to achieve that year. However, full integration of budget and performance
requeres that agencies are able to link and repor not only their budget requests, but
the resources actually expended to achieve oulcomes. Consequently, in FY 2002,
OFPM is implementing a zero-based budgeting concept, requiring its organizational
components to develop their FY 2002 operating budget plans from the ground up,
specifying the minimum level of resources that will e needed to success fully
seoomplish ¢ach of its annual performance goals. This new way of prepaning the
budget will link the resources expended to accomplishments at the close of FY 2002
and prepare the baseline for OPM's FY 2003 goals.

OPM's strategic plans, annual performance plans, and reports have been subject to on-
eoing and continuous refinement over the vears to improve the measurement frameawork
used, The O1G continues to work with the agency in this effort, providing review,
commentary, and recommendations for improvement. Although the process is siill
evolving, we believe the improved focus on outcomes will better show the value OB
provides in managing the federal government's human capital, and will provide more
reliable information for short- and long-term decision-making,

5. REVOLVING FUND AND SALARIES AND EXPENSES ACCOUNTS

Developing and implementing internal controls that will correet material deficiencies in
the Office of Personnel Management's financial management systems for the Revolving
Fund (RF) and Salaries and Expenses (S&E ) accounts has been a top agency challenge
for several years. While the agency has made great progress in implementing controls
and correcting both short-term and long-term problems, particularly dunng the last year,
issues remain which continue to pose a challenge. The following are the key areas that
the agency is faced with in financial management of the RF and 5&E:
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a. Heconciliation of OPM’s Fund Balance with Treasury and Disbursements
in Transit Accounts

The reconciliations of Fund Balance with Treasury for the BF and S&E sccounts
were repored as a matenal weakness from 1993 10 2000 in OPM s annual Federal
Managers Financial Integney Act {FMFLA) letter to the President. [n the 200
FMFLA letter, it was reported as corrected subject to validation. To achieve this
improvement, the Office of the Chief Financial Officer (OCFO) implemented
intemal contrals over the cash reconciliation process in fiscal year 2001, These
controls included developing standard reconciliation procedures, maimiaining
documentation supporting all cash iransactions, and supervisory review,

The OCEFC has also worked Siligently 1o idennfy and reconcile prior year
differences with Treasury. Unresolved differsnces between the RF and S&E and
Treasury cash balances, which had been as high as 547 million in FY 1999, were
reduced to approximately 36 million as of September 30, 2001, [t should be roted
that this difference is net of approximately 340 million of old disbursements in
transit (DMT) transactions that have not been completely resolved or validated.

The OCFO needs to mairitain the controls and discipline developed in fiscal year
2001 to keep reconciliations current and differences with Treasury under control,

b, Diata Reconciliation and Control

Controls over transactions entered imo the RF and S&E general ledgers have
historically been inadequate. Subledgers or other detailed records were often naot
reconciled to general ledger control accounts. Supervisory and analytical reviews
of general ledger transactions and balances were also inadegquate, and transaction
codes used to record general ledger entries were defined incorrectly in some cases
due to inadequate management review and approval over their development and
implementation. This resulted in erroneous entnes to the general ledger. The
ahsence of these standard accounting procedures and controls was a pnimary
cause of the fnancial staterments of the RE and 5&E being unauditable,

A contributing factor 1o these problems was that the financial management syslem
used to account for the BF and S&E activity did not meet Federal Financial
Management Improvement Act of 1996 requirements. such as using the U.S
Standard General Ledger. In response to this, OPM purchased and implemented a
new financial system for the RF and S&E. The system 15 being implemented in
phases, with the first phase going live October §, 2001, and the remaining
modules expecied 1o be implemented dunng the spring of 2002, As part of the
implementaticn process, the OCFO has worked to clean up the balances in many
of the general ledger accounts prior 10 loading beginning balances in the new
system. These accourts or line items included [nvestigations Service transactions,
Training Management Assistance transactions, Fund Balance with Treasury
(noted above), Accounts Recervable, Accounts Payable, and others. The OCFO
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has developed detailed reponts and procedures for reconciliation and analysis of
account transactions and balances, and has begun o implement them.

Completing the implementation of the new system. along with the implementation
of controls, such as umely reconciliations, over transactions processed vsing the
new systerm will require extensive management efforts. As with the improvement
of controls over cash transactions Jescribed above, it will be cnitical for the OCFO
to maintain these improvements over lime, and not let unresolved differences
hetween general ledger account balances and suppoming detail linger and grow,

B, OPM'S FINANCIAL MANAGEMENT OVERSIGHT OF THE FEHBP

In a decentralized payroll processing environment , maintaining adequate control over
the financial operations of the FEHBP will always be a management challenge. Qver the
fast several vears, OPM's financial management of the FEHBP has been enhanced 1o
provide more effective oversight of its operations. OPM is responsible for oversight of
carrier operations, negotiating and administenng contracts with insurance carriers, and
developing health insurance legislanve initatives. To improve i3 financial management
oversight activities, OPM has issued an Audit Guide requinng expenenced- rated carmers
te obtain an annual audit of FEHBP acuvities and 1o report on their intemal control
struciures. [n addition, OPM collaborated with the [G and OMB to require the CFO Act
agencies 1o engage an auditor to perform cenain agreed-upon procedures designed to test
the accuracy of employee withholdings and agency contributions for the Retirement,
Health and Life Insurance Programs. Transactions, such as an employees health
insurance decisions, are tested from the process of electing a health plan to confirming
that the mght amount of monies were remitted to the Eamed Benefit Funds, These
procedures are performed annually.

However, OPM's oversight and monitering of enrollment and premium reconciliations
with community-rated carriers (CRCs) still need to be improved. OPM remits premiums
to CRCs based on amounts it receives from federal agencies on a bi-weekly basis.
PM’s existing systems were not designed to centrally reconcile the monies paid a5
premiums o participating carmers with the enrollees for whom they are being paid.
Consequently, the potential exists for carriers to provide benefits to employees who are
not covered by their plan at the time the services are rendered. Several lawsuits were
filed by carners alleging underpayment as a result of enrollment differences. These
lawsuits resulted in OPM paying a | percent {approximately 330 million per annum)
premium surcharge to the carriers in liew of the carmers filing lawsuits 10 recoup losses
incurred as a result of this control weakness.

To address this weakness, OPM has engaged a contractor to develop and implement the
Centralized Enrollment Clearinghouse System that is expected 1o greatly fa-:.i'li:at:. the
camer/agency reconciliation process. This system is scheduled to be operational in the

While govermmens-wide payroll processing 15 curreply decentralized, (A8 issued a memaorandum
Decemsber 21, 2001 calling for 0P 1o lead an effon o consolidate govemment-wide payroll processng
See challenge 21 for moee on this issus
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fourth quarter of FY 2002, Once operational, OPM will need to demonstrate the
accuracy of the enrallment figures being used 10 pay the carriers, so that the | percent
premium surcharge being paid can be eliminated. The number of parties that will be
invalved (contractor, payroll offices. OPM) and the lack of an integrated data system
make this a substantial challenge for OPM management

7. Improving the Performance of the Federal Employees Health Benefits Frogram

OPM's administration of the FEHBP includes responsibility for negotiating contrscts
with insurance carriers, including the benefits provided and premium rates charged for
approximately 9 million individuals. Optimizing the programs’ performance (i.2., refum
on investment) will require a continuous program improvement process and ongoing
investments in technology. There are several key stralegies that will have to be more
fully considered in how best to maximize the performance of the FEHBP. [n addition,
there are several key factors that affect the programs performance, such as an aging
FEHBP population, increases in the use of prescription drugs and medical services,
advances in medical technology and decreases in the number of health plans panicipating
in the FEHBP each year.

These factors have contributed 1o ever tncreasing premium rales - the average increase in
premiums over the last 2 years has been approximately 12% . Controlling these costs is
an area of great concem to the government. which 18 responsible for 72% of the total
premium, government employees enrolled in the FEHBP, who are respoensible for the
remainder of the premium, and OPM management. OPM is often limited in hew much i
can control cost increases without also cutting desired benefing,

OPM needs 1o determine and implement the program changes that allow for maximizing
resources, and obtain the fAexibilities that produce the most cost beneficial benefits
package 1o a population of enrollees that is aging overall. Une flexibility that has
potential for program improvement, but is not available under current Taw, is o have
OPM directly contract for selective benefits, such as dental and prescription drugs. This
and other changes in regulations and the FEHBP law must be considered in the interest of
improving the programs’ performance. [n addition, OPM should also consider what
strategic alliances need to be established to provide for maximum cost savings o the
sovernment, such as considering how best to partner with the Centers for Medicare &
Medicaid Services to provide cost efficient benefits to the aging FEHBP population
Expanding OPM's contracting authority to include delivery systems prevalent in the
private sector, possibly including Medical Savings Accounts, is anather potential
enhancement to the Program's structure that may help control costs.
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Appendix A—Program Description and Statistics

OPM accomplishes its mission through the administration of Programs that address the full
range of federal human resources management issues including oversight of the merit system,
design and delivery of employee benefits position, classification, pay and leave systems, mainte-
nance of personnel security, promoting executive development, and the support of workforce
relations.

The Retirement Program

The Retirement Program covers essentially all Federal civilian employees. It is comprised of two
defined benefit programs: the Civil Service Retirement System (CSRS) and the Federal
Employees' Retirement System (FERS). The basic benefits of both systems are paid by the Civil
Service Retirement and Disability Fund (CSRDF). By law, CSRDF funds may be used to pay all
disbursements and operating expenses of both programs.

The Civil Service Retirement System. The Civil Service Retirement System (CSRS) was created
by the Civil Service Retirement Act in 1920 to provide retirement benefits for Federal employ-
ees. The CSRS is a stand-alone pension system-its defined benefits are not intended to be a
supplement to or be supplemented by other retirement benefits. The CSRS covers most Federal
employees hired before 1984 and provides benefits to the survivors of deceased CSRS annui-
tants and employees. For all practical purposes, the system was closed to new entrants in 1984.

The Federal Employees Retirement System. The Federal Employees Retirement System (FERS)
was established on June 6, 1986, by the Federal Employees’ Retirement System Act of 1986 (P.L.
99-335). FERS is a three-part pension program, using Social Security as a base and providing a
defined benefit component and a thrift savings plan. OPM administers the defined benefit com-
ponent of FERS. The Federal Retirement Thrift Investment Board, an independent agency,
administers the thrift savings plan. The FERS covers most employees first hired after December
31, 1983 and provides benefits to the survivors of deceased FERS annuitants and employees.

Retirement Program Participation. FERS membership among active employees overtook CSRS
membership in 1995 and by the end of fiscal year 2000 represents 60% of all covered employ-
ees. We expect the CSRS population to decline significantly over the next decade, as CSRS par-
ticipants retire or leave Federal service for other reasons. The following chart shows CSRS and
FERS participation among active employees:

1997 1998 1999 2000* 2001
CSRS 1,272,000 1,189,000 1,009,165 947,918 911,028
FERS 1,463,000 1,497,000 1,536,339 1,569,656 1,743,449
Total 2,735,000 2,686,000 2,545,504 2,517,574 2,654,477
* Revised
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As the FERS employee population has grown, so too has the FERS annuitant population. As can
be seen below, the number of FERS annuitants is still quite small, representing only 6 percent of
the total annuitant population at the end of FY 2001.

1997 1998 1999 2000* 2001
CSRS 2,269,074 2,271,188 2,258,757 2,247,691 2,231,499
FERS 83,203 98,162 109,360 128,813 151,502
Total 2,352,277 2,369,350 2,368,117 2,376,504 2,383,001

The Health Benefits Program

The Health Benefits Program was established by the Federal Employees Health Benefits Act of
1959 (P.L. 86-382). The law made basic hospital and major medical protection available to
active Federal employees, annuitants, and their families. The law also allows OPM to contract
with qualified carriers and establish program-wide eligibility requirements. The Program has
several features that make it one of the Nation's leading health benefits plan: participants have
an unparalleled choice in the variety of available health plans; they are not required to pass a
medical exam in order to enroll; there are no coverage exclusions for pre-existing conditions or
waiting periods; and participants are given an opportunity to change their coverage every year
during the annual Open Season.

Types of Plans. In fiscal year 2001, 250 health benefits plans participated in the Program. These
plans generally are of two types: Fee-for-Service (comprised of the Federal employees plan
offered by the Blue Cross and Blue Shield Association and the employee organization sponsored
plans) and health maintenance organizations (HMOs). A Fee-for-Service (FFS) plan is a tradi-
tional type of insurance that allows the participant to use any doctor or hospital; they are
called FFS because doctors and other providers are paid for each service. An HMO is a health
plan that provides care through a network of physicians and hospitals located in particular geo-
graphic or service areas.

Health Benefit Program Enrollment. Enroliment in the Program is 4.1 million, or about 86%
of the eligible population-2.2 million enrollees are active employees and 1.9 million are annui-
tants. Including dependents, the Program covers approximately 9 million individuals. Enrollment
in the Health Benefits Program, by type of plan, is presented below. As can be seen below,
enrollment in the Program as a whole and by type of plan has remained relatively constant
since 1996.

1997 1998 1999 2000 2001
Fee-for-Service 2,920,031 2,888,827 2,892,681 2,898,144 2,918,406
HMO 1,212,985 1,230,354 1,229,969 1,185,642 1,162,722
Total 4,133,016 4,119,181 4,122,650 4,083,786 4,081,128
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The Life Insurance Program

The Life Insurance Program was created in 1954 by the Federal Employees Group Life Insurance
Act (P.L. 83-598) and covers over 4 million Federal employees and annuitants—about 90% of
eligible employees and annuitants. Administered through a contract with the Metropolitan Life
Insurance Company (MetLife), it is the largest group life insurance program in the world.

Types of Coverage. The Program provides group term life insurance. As such, it does not build
up any cash value or paid-up value. It consists of Basic life insurance coverage and three
options:

Basic life insurance is determined by the amount of an employee’s annual rate of basic pay,
rounded to the next highest thousand, plus two thousand dollars. All eligible, or most
Federal employees are automatically covered by Basic insurance unless they decline.

Standard optional insurance is $10,000 of coverage an employee can elect in addition to
Basic insurance. Additional optional insurance is coverage an employee can elect based on
multiples of his or her basic pay. Family optional insurance is coverage an employee can
elect in multiples of $5,000 up to a maximum of $25,000 for spousal coverage, and in
multiples of $2,500 up to a maximum of $12,500 for each eligible child.

Program Enrollment. The following table shows enroliment in the Life Insurance Program for
Basic life insurance and the three optional coverages (in thousands). As can be seen, although
enrollment in the Program as a whole has remained generally constant since 1996, "Additional”
and "Family" coverage has experienced increase in popularity in the last year or two, while
enrollment in "Standard” has been consistently falling.

1997 1998 1999 2000 2001
Basic 3,982 3,973 3,953 3,941 3,905
Standard 1,379 1,356 1,352 1,330 1,353
Additional 1,288 1,277 1,294 1,375 1,352
FAMILY 1,226 1,220 1,299 1,347 1,322

Merit Systems Oversight Programs

Merit Systems and Veterans' Rights Oversight. The administration of a civil service merit sys-
tem ensures compliance with Federal personnel laws and regulations. Merit principles ensure
that Federal agencies invest taxpayers' money only in employees who are most likely to do a
good job, and that they base hiring, pay, promotions, and reductions in force on a process that
is objective, job-related, and fair. Veterans rights are an integral part of the merit-based person-
nel system that OPM oversees.

PERFORMANCE AND ACCOUNTABILITY REPORT FISCAL YEAR 2001

181



182

Agency adherence to the merit principles and veterans rights is assessed by conducting over-
sight reviews at the government-wide, agency, and installation levels. The information gathered
from these reviews is used for policy development to ensure compliance with both the merit
principles and personnel laws and regulations. Work is conducted with other agencies on
demonstration projects to explore potential improvements in personnel systems and better and
simpler ways to manage Federal personnel.

Workforce Information System. OPM sets the standards for the maintenance of personnel
records at employing agencies and provides instructions for release of personnel data under the
Freedom of Information and the Privacy Acts. Data pertaining to the Federal workforce is col-
lected and maintained to support personnel management decision-making. In addition, statisti-
cal data on the diversity of the Federal workforce is gathered, analyzed, and maintained and
evaluation reports prepared for the Congress.

Employment Programs

Delegated Examining Unit Certification Programs. The authority for most employment exam-
ining was delegated to employing agencies in 1994, while responsibility to ensure that they
adhere to corporate policies for staffing were retained at OPM. These policies include merit prin-
ciples, veterans' preference, and a commitment to equal opportunity. To make delegated examin-
ing effective, training and reference materials are provided to employing agencies and their
examining operations are certified through the Delegated Examining Unit Certification Program.

Workforce Planning Program. The workforce planning program establishes policy, provides
guidance, and administers programs for reductions in force, separation incentives, and early
retirement, as well as provides advice on internal reorganization and career transition initiatives.
These activities ensure that agencies can effectively address their strategic human capital needs
and maintain diversity in the workforce. Many of these workforce planning services are provid-
ed on a reimbursable basis.

Administrative Law Judge Program. The government-wide Administrative Law Judges (AL)
program allows employing agencies to fill those positions in a way that protects public confi-
dence. The program reviews and approves competitive employment actions, classify positions,
and administers the AUJ loan and senior ALJ employment programs.

Employment Information Program. The employment information program administers a gov-
ernment-wide listing of all job vacancies in the competitive service currently open to outside
applicants, plus many vacancies outside of the competitive service. This allows employers to
quickly reach a wide-range of potential employees and provides for open competition from all
segments of society. Job-seekers find it easy to learn about job openings 24 hours a day, seven
days a week, through USAJOBS. USAJOBS uses the Internet, telephones, and touch-screen
kiosks, to provide the public more information than ever before about job vacancies throughout
the Federal government.
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The Federal Personnel Security Program

The Federal Personnel Security Program ensures the fitness and suitability of applicants for and
appointees to positions in the Federal service. To carry out this responsibility, OPM sets govern-
ment-wide investigations policy for the Federal personnel security program and carry out on-
site inspections to ensure that employing agencies are following established policies. Personnel
investigations relating to personnel suitability and security also are provided, on a reimbursable
basis, through a contractor.

Workforce Compensation and Performance Programs

Classification, Pay and Leave Programs. The standards for classifying Federal jobs, establishing

pay scales, and enhancing the Federal government's leave package are governed by several laws,
regulations, and executive orders. Through the classification, pay, and leave programs these com-
pensation factors are adjusted for labor markets and to address recruitment and retention issues.

Performance Management and Awards Programs. The performance management and awards
promote effective performance management and ensure that individual accountability is estab-
lished and maintained throughout the Federal workforce. The programs set guidelines for evalu-
ating, developing, and rewarding employee performance and also provide agencies with guid-
ance and assistance about how to identify and correct performance problems.

Workforce Relations Programs

Advice and consultation is provided to employing agency officials through a broad range of
workforce relation programs to support the development of effective labor-management rela-
tions, employee relations practices, life long learning programs, and family-friendly workplaces.
These programs help agencies accomplish their missions and develop effective agency policies in
these areas. The programs act as a clearinghouse for government-wide information on best
practices, innovations, data trends and other information on Federal labor-management and
employee relations. Through the Training and Management Assistance (TMA) program, we pro-
vide assistance to federal managers in the development of training and other human resource
management solutions that meet specific short and long-range agency objectives.

Executive Resources Programs

The development, selection, and management of Federal executives are fostered by the execu-
tive resources programs. This is accomplished by allocating senior executive position and
appointment authorities; establishing critical competencies used to select and develop new
executives; administering qualifications review boards and the Presidential Rank Award pro-
gram; and overseeing the Senior Executive Service (SES) Candidate Development Programs and
the SES Performance Management System.
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Appendix B — Acronyms
Abbreviation/Acronym Key:

ACSI  American Customer Satisfaction Index

ADR Alternative Dispute Resolution

AICPA  American Institute of Certified Public Accountants
AU Administrative Law Judge

BLS Bureau of Labor Statistics (a component of Dol)
CD Compact Disk

CFC Combined Federal Campaign

CFR Code of Federal Regulations

Clo Chief Information Officer

CLER  Centralized Enrollment Clearinghouse System
COLA  Nonforeign Area Cost-of-Living Allowance Program
COOP  Continuity of Operations Plan

CPDF  Central Personnel Data File

CSRDF  Civil Service Retirement and Disability Fund
CSRS  Civil Service Retirement System

CSS OPM Customer Satisfaction Survey

CVS Clearance Verification System

DCIA  Debt Collection Improvement Act

DCSS  OPM HR Directors' Customer Satisfaction Survey
DEU Delegated Examining Unit

DoD U.S. Department of Defense

Dol U.S. Department of Justice

EAP Employee Assistance Programs

EDP Electronic Data Processing
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EEO

EO

ES

FEHB

FEHBP

FEGLI

FEORP

Equal Employment Opportunity

Executive Order

Employment Service (a component of OPM)
Federal Employees Health Benefits

Federal Employees Health Benefits Program
Federal Employees’ Group Life Insurance Program

Federal Equal Opportunity Recruitment Program

FERCCA Federal Erroneous Retirement Coverage Corrections Act

FERS

FFMIA

FFB

FFS

FFS

FLRA

FMFIA

FMS

FTE

FWS

GAAP

GAGAS

GAO

GAS

GPRA

GS

GSA

HB

Federal Employees Retirement System

Federal Financial Management Improvement Act
Federal Financial Bank

Federal Financial System

Fee-for-Service

Federal Labor Relations Authority

Federal Managers Financial Integrity Act
Financial Management Service

Full-time Equivalent

Federal Wage System

Fiscal Year

Generally Accepted Accounting Principles
Generally Accepted Government Auditing Standards
General Accounting Office

Government Account Series

Government Performance and Results Act
General Schedule

General Services Administration

Health Benefits
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HMO

HR

HRD

HRDC

HRDN

HRM

HRMC

HRTC

RS

JPAS

LI

Larp

LTCl

LTCSA

MDE&A

MSPB

MSPQ

NTEU

OAS

0oC

OCAS

OCFO

0cCIo

OCR

oD

Health Maintenance Organization

Human Resources

Human Resource Development

Human Resource Development Council

Human Resources Data Network (formerly VHRDR)

Human Resources Management

Human Resources Management Council

Human Resources Technology Council

Internal Revenue Service

Investigations Service (a component of OPM)

Information Technology

Joint Personnel Adjudication System

Life Insurance

Laboratory Quality Improvement Panel

Federal Long Term Care Insurance Program

Long-Term Care Security Act

Management Discussion and Analysis

Merit System Protection Board

Merit System Principles Questionnaire

National Treasury Employees Union

Organizational Assessment Survey

Office of Communications (a component of OPM)

Office of Contracting and Administrative Services (a component of OPM)
Office of the Chief Financial Officer (a component of OPM)
Office of the Chief Information Officer (a component of OPM)
Office of Congressional Relations (a component of OPM)

Office of the Director, OPM
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OEMD  Office of Executive and Management Development (a component of OPM)
OERM  Office of Executive Resources Management (a component of OPM)

0GC Office of the General Council (a component of OPM)

OHREEO Office of Human Resources and EEO (a component of OPM)

0IG Office of the Inspector General, OPM

OMB  Office of Management and Budget

OMSOE Office of Merit Systems Oversight and Effectiveness (a component of OPM)
OPM U.S. Office of Personnel Management

OWR  Office of Workforce Relations (a component of OPM)

PFI Positive Financial Impact

PL Public Law

PMI Presidential Management Intern

PRHB  Post-Retirement Health Benefits

PV Present Value

QRB Qualifications Review Board

QUIC  Quality Interagency Coordination Task Force

RIS Retirement and Insurance Service (a component of OPM)
RP Retirement Programs
RSI Required Supplementary Information

SAOC  Spending Authority Offsetting Collections

SDLC  Systems Development Life Cycle

SES Senior Executive Service

SFFAS  Statement of Federal Financial Accounting Standards
SGL Standard General Ledger

Sl Security/Suitability Investigations Index

SL Senior Level

SOELR  Symposium on Employee and Labor Relations
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ST Scientific and Professional

TJF Treasury Judgement Fund

TMA  Training and Management Assistance Division (a sub-component of OPM)
TRB Theodore Roosevelt Building

US.C.  United States Code

USDA  U.S. Department of Agriculture

USPS  U.S. Postal Service

WCPS  Workforce Compensation and Performance Service (a component of OPM)

WHF White House Fellows
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